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Economic Empires and Currencies
David Brodet

This article describes the rise of the United States in becoming the leading
economic power, the mechanism of American control over the world economy
after World War 11, the dollar as reserve currency, the signs that domestically
have undermined the US standing, and the impressive Chinese rise upward—all
changes that will dictate who the hegemonic power in the 21st century will be.
The article emphasizes the combination of two conditions: the US as a hegemonic
power and the dollar as international reserve currency. Thus, it does not expand
on Europe and the euro, and on China and the Japanese yen, for which the two
conditions do not apply. While the second part of the article discusses China,
which aspires to be a great power, it has not yet met the condition of its currency
being an international reserve currency.

Israelis not part of this complex global game; rather, it must maneuver between
the two giants but not always willingly.

Keywords: United States, China, Europe, dollar, euro, yen, gold, international trade, economy, hegemony
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The Rise of the American Empire

The United States of America, the largest and
most successful democratic republicin history,
was founded in 1776 following a rebellion of 13
autonomous British colonies against the United
Kingdom. Today it is a union of 50 states with
330 million residents. After the Declaration
of Independence, the process of creating an
American nation began, based on a federal
constitution and a transition from “states” to
“a union of states”—a state with a low level
of government involvement. The US, which
received its independence around the time
of the beginning of the Industrial Revolution,
was initially an agricultural country and
society that cultivated land on a large scale.
Its agricultural production rested mainly on
cotton and tobacco cropsin the southern states.
These crops required large and fertile areas of
land, a warm climate, an abundance of water,
and plenty of cheap labor, which was made up
of slaves brought in ships from western Africa
beginning in 1610. The southern states were
the wealthy onesin the US. The civil war (1861-
1865), whose primary catalyst was the issue of
slavery, resulted in significant changes to the
US economy, as it moved the center of gravity
from the agricultural south to the industrial
north. Although the central government gained
strength and a nation was formed, it remained
divided over its past—the war having forged
and shaped its character.

The rise of the US to superpower status was a direct
result of its understanding that national selfishness
and turning inward could not serve its objectives.

______________________________________________________________________________|

After the civil war, the US underwent an
extremely quick industrial revolution and
became an advanced industrial-technological
country thatimmediately embraced the second
industrial revolution—the technological
revolution—having already accumulated some
experience. In the last third of the 19th century,
the American economy grew impressively

and integrated technological inventions that
transformed the US and the entire world. The
American patent registrar said in 1900 that “we
have reached the culmination of inventions,”
referring to the abundance of inventions that
appeared in the second half of the 19th century,
like the electric light bulb and the telephone.

By the 20th century, the US had become
a regional and global power with a strong
economy and good governance, which served
asasolid basis for becoming a world power. The
makers of American foreign policy advocated
isolationism, meaning that they were only
concerned with the American continent (the
Monroe Doctrine from 1815). World War | was
the first time that the US diverged from its
policy of isolationism and intervened in the
war in Europe—a short involvement of a single
year—and without any large-scale conscription
relative to World War II. At the end of the war,
the US resumed its isolationist policy.

The nationalistic developments in Europe
following the end of World War | led to the
outbreak of World War Il. This was already a
bloody war when the US became involved;
during its four-year involvement in the war in
Europe and Japan, the US led the Allies and
brought about decisive victory over both Nazi
Germany and Japan. The US was fully mobilized
(16 million Americans served in World War Il
and 417,000 fell on the battlefields) and still
wanted to return home. But two years after
the war, upon understanding that its peace
and security required it to defend democracies
before they fell, the US returned to Europe. If it
had not done this, the victory of World War I
would have been pointless, and one totalitarian
tyranny would have taken the place of another.

Therise of the US to superpower status was
adirectresult of its understanding that national
selfishness and turning inward could not serve
its objectives. What would have happened to
Europe if the US had not come to its aid? This
is an intriguing question.

World War Il was the finest hour for the
US. It ended the war as a military, industrial,
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political, and cultural power. Its industrial might
reached enormous dimensions, producing
tens of thousands of tanks, aircraft, ships, and
submarines. The food industry developed due
to the need to produce field rations, and other
supportindustries were established, increasing
thetremendousindustrial value. During the war,
many women joined the workforce, replacing
the fighting male workforce.

World War Il exhausted Europe and especially
its economy, with entire industries destroyed.

after the war. He drew conclusions from the
years preceding World War Il and sought to
balance between the deficit countries and
the surplus ones in the global economy and
proposed mechanismsto automatically balance
them. Thus, the IMF and the World Bank are not
only powerful executive tools, but they are also
ideological bodies. For over 70 years, they have
been central and most effective in spreading a
clear political ideology: capitalism.

Thus, the IMF and the World Bank are not only
powerful executive tools, but they are also
ideological bodies. For over 70 years, they have
been central and most effective in spreading a clear

Most exhausted was Britain, which had been an
economic superpower and its pound sterling
had been the international reserve currency
until the war.

Economically, the end of World War Il was
completely different from that of the previous
world war, which had involved the imposition
of punishments, humiliation, and the payment
of reparations. In contrast, at the close of World
War Il, punishments and reparations were not
imposed; instead, aid and support were granted
for rehabilitating the defeated countries.

The US shaped the end of the war by creating
cooperation mechanisms, a lesson learned from
the dismal finale of World War I. In October
1944, an international summit conference,
attended by representatives of 44 countries,
was held in the town of Bretton Woods, in order
to determine a global financial system; as a
result, the International Monetary Fund (IMF)
and the World Bank were founded. The idea of
establishing the World Trade Organization (WTO)
was also born there. These bodies, in addition
to the establishment of the United Nations,
which replaced the League of Nations, aimed
to stabilize the world and ensure economic
stability and cooperation between countries.
In effect, the cooperation and creation of global
institutions that began there characterized the
second half of the 20th century. This was the
result of a prior decision made between the
Americans and the British on the treatment
of the defeated countries. The famous British
economist John Maynard Keynes was very
involved in the economic planning of the period

political ideology: capitalism.

The US was involved in the plan to
rehabilitate Europe (the Marshall Plan). It
designed the international architecture on the
ruins of World War Il, to ensure that such a war
would not happen again and to protect the
Western democracies from the Soviet Union
(led by Stalin) and Communist subversion;
as a result, NATO was established. This was
the peak of the “American century”—an era of
abundance, strength, and anxiety.

A natural result of the war was passing the
baton of the international reserve currency
from Britain to the US. American surplus
production flowed to the victorious and
defeated countries of Europe, whose economies
had been destroyed in the prolonged war. This
included both Western and Eastern European
countries, Russia, and Japan. This generous
policy continued for many years.

In the 1950s, the US—as the strongest and
wealthiest power, constituting about half of
the global production—managed a policy of
rehabilitating the world’s economy, and from
the 1960s onward, it adopted a strategy of
maintaining a trade deficit, so that the rest of the
world would have greater exports thanimports
and generous aid for development, thus creating
dollar surpluses worldwide. As a result of this
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strategy, the world since then has enjoyed a
long period of growth and has been relatively
free of violence and major wars, certainly not
like the great wars of the 20th century.

The dollar as an international reserve currency
provides an enormous advantage to the US
economy because it can finance its trade deficit by
printing dollars.

- _______________________________________________________|

The Mechanism of American Control
and the Position of the Dollar

The economic and financial mechanism
built after the war is a central element in
understanding the leadership of the US and how
it became an economic empire. The war created
a strong, modern, and industrial economy in
the US, with advanced and effective methods of
managing large corporations and organizations.

In the 1950s, the leaders of the American
economy understood well thatin orderto drive
the world economy, they needed to send their
production surpluses out and supply the world’s
great demand for goods, both for consumption
and for the purposes of development and
rehabilitation of the world’s economies. The US
provided the majority of these goods in grants
and favorable loans, so that the countries could
finance the rehabilitation of their economies
without the need to “sacrifice” their standard
of living in order to rebuild. The dollar was in
demand and was considered a reliable and
strong currency, as governments, corporations,
and individuals maintained their reserves in
dollars.

In the 1960s, the US continued to fund
generous aid programs and invest throughout
the world. The defeated countries, Germany
and Japan, began to generate surpluses
themselves—thanks to their considerable ability
to rebuild due to their developed heritage in
the past—and built modern and advanced
production power. These measures caused the
other economies to expand their exports while
creating a deficit in the US balance of trade.

As only the US could print dollars to finance
the deficit and the world was only willing to
keep dollars, the US continued to maintain
a trade deficit and to fund aid programs and
investments for the rest of the world while taking
in the surplus dollars that the world held—the
reserves.

The dollar as an international reserve
currency provides an enormous advantage
to the US economy because it can finance its
trade deficit by printing dollars (much of the
printing of dollars in the 1960s and 1970s was
not done in exchange for US government debt
but rather was done at its central bank and in
the financial system). No country in the world
has this privilege. The US consumes more than
it produces and finances this by printing dollars.
Ostensibly, it pays in paper, and the world is
willing to hold this “paper” (the dollar) as a
commodity in itself. This enables American
citizens to maintain a higher standard of living
than citizens of the rest of the world in a similar
economic situation. Most of the printing of
money is not government debt but rather the
liability of the Federal Reserve System—these
liabilities are listed on the balance sheet of the
Federal Reserve and are not listed in the national
debt. Over the past 12 years, the liabilities of the
Federal Reserve have grown from one trillion
dollars to about seven trillion dollars. This is
also true of the European Central Bank, which
isthe central bank for the euro; the eurois also
considered aninternational reserve currency,
butitis not asimportant as the dollar (money
is also printed in Israel, but in small amounts
and only for the needs of the domestic market).

At first, the process worked smoothly and
the world easily accepted the mechanism.
France was the first country to question the
mechanism. Valéry Giscard d’Estaing, France’s
finance minister in the 1960s, said that the
US had “exceptional privilege” in being able
to print dollars, as it enabled Americans to
maintain their standard of living despite the
trade deficit. The president of France at the time,
Charles de Gaulle, who was patriotic and proud,
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It was convenient for China, in its growth process,
to cooperate with the American mechanism.

China grew mainly by its exports to the US, and it
invested its surplus dollars in US bonds. There was

wanted gold instead of dollars and sought to
replace France’s surplus dollars with gold. For
a while, the US shipped gold to France from
the underground vaults at Fort Knox, where
the gold reserves were kept, with an exchange

rate that the US determined of 35 dollars per
ounce of gold. In August 1971, President Nixon
cancelled the gold standard, and the printing
of dollars was disconnected from gold. The
power to produce money was transferred to
governments—specifically to the central banks.

When the US finances the deficitin its budget,
itissues bonds that the world—which maintains
dollar reserves—buys, enabling the US to pay
a low interest rate to finance its budget deficit.
Consequently, the world’s citizens subsidize
the government spending of the citizens of
the US. Thus, a large, high-quality, and highly
liquid world market in bonds has been created,
which is a necessary condition for the dollar to
be an international reserve currency.

Inthe 1970s, the current account surplus was
replaced with a deficit (because of the Vietnam
War and the social programs of President
Johnson); the economies in Europe and Japan
continued to produce their own surpluses; the
US sustained its support and investments in
other countries by printing dollars; and the
world maintained its loyalty to the dollar. In
1989, with the fall of the Communist bloc in
Eastern Europe, it seemed that the American
economic victory was at its peak. The dollar
continued to be the international reserve
currency despite problems in managing the
budget and an increase in the national debt.

The great change in the US economy
accelerated from the beginning of the 2000s; the
federal budget deficits grew (wars in Afghanistan
and Iraq); and the current account deficits
greatly increased. The budget deficits increased

no crisis on the horizon.

economic crisis; instead, the world continued to
have confidencein the dollar,and as long as it
continued, Americans did not pay the price for
the deficits in their standard of living. Surplus
capital from around the world continued to flow
to Wall Street; US-led globalization expanded;
cheap goods streamed into the US; and the
flow of capital to investments continued. The
US consumed the net exports of Europe and
Japan and later also of China. It was convenient
for China, in its growth process, to cooperate
with the American mechanism. China grew
mainly by its exports to the US, and it invested
its surplus dollars in US bonds. There was no
crisis on the horizon.

American overconfidence in the system led
to excess. The amount of credit increased, the
federal budget deficits rose, and the overall debt
grew. Households borrowed and barely saved.
The federal debt, which was about five trillion
dollars in 1995, was over 27 trillion dollars in
2020 (including an acceleration because of the
COVID-19 crisis). Debt cannot grow infinitely.
Leverage will eventually explode in the US,
even if it is the largest and most important
financial centerin the world and has the license
to print dollars; this was already felt in the
financial crisis in 2008. The COVID-19 crisis of
2020 is the deepest global recession since the
great depression of the 1930s and could bring
about changes in the global balance of power,
including the position of the US.

the public debt, and various kinds of private
debt also grew: consumer debt, mortgages,
and student debt. The US maintained a policy
of dual deficit: in the government budget and in
the balance of payments. In any other country
in the world this would immediately lead to an

If the world stops having confidence in the dollar,
the US will not be able to continue to operate the
same mechanism that has helped it so much for
the past 75 years.
____________________________________________________________________________|
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If the world stops having confidence in the
dollar, the US will not be able to continue to
operate the same mechanism that has helped
it so much for the past 75 years. The world will
look for other means of maintaining reserves,
which includes governments, central banks,
companies, and individuals. There is a reason
why we have recently seen the world looking
for a stable and credible alternative currency.
Currently, the search for cryptocurrencies (the
most prominent of which is bitcoin) has begun,
just as gold was a refuge for stability in the
past. The search for a different state currency
or a currency unconnected to states—such as
gold or a cryptocurrency—relates to the other
struggle that s taking place for world hegemony
between the two great powers, the US and
China, which will be described below.

The American economy after World War Il, which
was based on a monetary policy linked to gold, was
strong. The middle class grew stronger, and the
growth trickled to all workers and sectors, with a
decrease in inequality.

- _______________________________________________________|

Gold, the Dollar, the Printing of
Money, and Monetary Policy
To understand the need to find a currency that
has a stable basis, we will expand a little on
gold, the creation of money, and monetary
policy. In 1792, after the American War of
Independence and the consolidation of the US,
Congress determined that the dollar would be
the American currency and it would be based
on gold and silver, which would be the coins
in circulation. As gold is a very rare metal, a
monetary policy based on gold limited the
amount of money and credit and thwarted
politicians and popular pressures from having
influence on the amount of money that wasin
circulation. It was argued that the gold standard
would limit growth and lead to deflation.
During the Civil War, the US government—
the government of the Union (of the northern
states)—started to issue banknotes that could not

be exchanged for gold (known as “greenbacks”
because of their green color) to finance the
great expenses of the war. The printing of
this money caused an economic boom and
large investments in trains and railways (and a
westward break toward California). Afew years
after the Civil War, Congress again linked the
dollar to silver and gold—a step that led to a
monetary contraction.

In 1900, a legal limit was placed on the
amount of money that the treasury could
produce without a basisin gold. A large financial
crisisin 1907, which New York bankers—led by
J.P.Morgan—were able to stabilize, resulted in
the establishment of the Federal Reserve (“the
Fed”), the central bank of the US, in 1913. After
that, the Fed was given the authority to print
money and maintained a gold reserve atarate
of 40% of the amount of money in circulation.
This commitment was lowered to 25% after
World War I, until 1971.

The heyday of gold was from 1860 until 1914,
and again from 1925 until 1931. After World
War |, a currency war took place in Europe,
creating an economic crisis around end-of-war
arrangements, which were in the background
of the outbreak of World War Il. The concept
that connected the amount of money to gold
was an apolitical arrangement. Even after the
cancellation of the gold standard, the principle
remained. The monetary policy of strong and
independent central banks limited the amount
of money to such that would maintain steady
and sustainable growth, with stable prices.
There was not any theory that justified the
unlimited printing of money.

The American economy after World War II,
which was based on a monetary policy linked to
gold, was strong. The middle class grew stronger,
and the growth trickled to all workers and sectors,
with a decrease in inequality. The stock market
on Wall Street attracted foreign investment,
and sophisticated financial instruments were
created. The printing of money was controlled
and supplied the needs of the economy while
maintaining price stability. During these years,
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the US advanced globalization, enabled by
its position as a superpower and its global
economic dominance, as well as with respect
to the standing of the dollar.

Since cancelling the gold standard in 1971,
without having such a strong anchor, money
was printed and the amount of credit in the
American economy increased as an expression
of growth and future wealth, both real and
imagined. Some of the printed dollar surpluses
were maintained as reserves in the rest of the
world, and credit and debt grew across the
globe. At the end of 2019, global debt stood
at 255 trillion dollars—more than three times
global production. Globalization allowed the
USto continue to lead the world economy even
when cracks began to appear in its internal
economic management. The fall of the eastern
Communist bloc in 1989 provided strong moral
support for the US. The world continued to have
confidence in the dollar and to demand it for
the purposes of trade and for maintaining value.
The dollar overcame major challenges like the
oil crisis of the 1970s and the accumulation
of large reserves by the oil-producing states
(petrodollars). Japan’s large trade surplus vis-a-
visthe USin the 1980s challenged the standing
ofthe dollar, as did the euro issued in the 1990s
and the fast growth of China. Throughout the
years, the dollar served as an in-demand
international reserve currency, with the world
having confidence in the US economy and the
dollar. The US continued to have a deficit in
its current account (and in its budget), which
financed the flow of goods (and capital) from
around the world by the printing of money as
well as through inflation, which eroded the
value of the currency (seigniorage).

Disruptions to the Mechanism of
American Economic Control

It seems that the US fulfills the Talmudic
statement that “this one derives benefit and
that one does not suffer a loss.” It enjoys
price stability, growth, and a high standard of
living; crises were prevented in the countries

of the world; there is large-scale growth; and
globalization has expanded to Asia. The US
intentionally took on the role of ensuring that
the wheels of the global economic mechanism
keep on turning.

Cracks, however, appeared in the mechanism
of American economic control with the burst of
the dot-com bubble in 2001. Signs of economic
weakness appeared, caused by a combination
of a high level of private consumption, a
deficit in the federal budget (due to the wars
in Afghanistan and Iraq following 9/11), and
especially the buying of stocks of some of the
technology companies, which did not have
solid economic logic.

Even after reducing the American
involvement in the wars, the deficit in the
federal government’s budget continued to be
high. In 2008 the world experienced a global
financial crisis as a result of financial weakness
in the US (the sub-prime crisis). The Federal
Reserve and the US administration infused
some three trillion dollars into the American
economy—amounts that the US and the world
had never known prior to that. Ostensibly, the
Federal Reserve rescued both the financial
system and the US economy from a severe
crisis (as did the central bank in Europe), but
fundamental problems in American economic
behavior did not change, and around the world
the question was asked whether this mechanism
could continue. No mechanism in the world for
circulating surpluses is as effective as the one
that the US has successfully built. The lack of
a financial alternative to the US has left it at
the center of things, and capital continued to
flow to Wall Street, although at a lower rate. In
2018 and 2019, an effort was made to decrease
the Fed’s liabilities, but this was shattered with
the COVID-19 crisis. President Trump and the
Federal Reserve provided an aid plan during the
pandemic that infused some six trillion dollars,
and the Fed’s balance sheet amounted to over
seven trillion dollars (November 2020)—ten
times that of the beginning of 2008. It seems
that money is free.
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The large amount of money printed after the
financial crisis of 2008, however, did not lead to
inflation; rather it raised doubts about neoliberal
monetary theories and the management of the
economy by central banks, and renewed the appeal
for the printing of money to be in the hands of
politicians.

- _______________________________________________________|

The large amount of money printed after
the financial crisis of 2008, however, did
not lead to inflation; rather it raised doubts
about neoliberal monetary theories and the
management of the economy by central banks,
and renewed the appeal for the printing of
money to be in the hands of politicians. A
new economic movement arose in the US—
the Modern Monetary Theory (MMT)—which
supports transferring the authority to print
money to elected officials for funding large
budgets. Members of the movement say that
a state that has its own currency can create
money out of nothing, which justifies expanding
budget expenses and a relatively large deficit.
This is seemingly a version of Keynes’s theory
about governmentinvolvementin the economy.
The experience of large-scale printing of money
in both the 2008 crisis and the COVID-19 crisis
of 2020 ostensibly proves that no disaster
resulted. In contrast, many want to create
money without any governmentinvolvement,
such as cryptocurrencies, as an expression
of the lack of confidence in the dollar and in
(political) governments.

The biggest potential threat facing the US is its
excessive privilege as a result of its financial
standing and the dollar being the international
reserve currency. This is its great asset, and it is
under threat.

- _______________________________________________________|

Worrisome Symptoms in the United
States

Itis very difficult to identify when a turning point
in the American position will take place. The

weakening of its influence is not uniformin all
areas. It takes good understanding to recognize
when an empireisin decline and when one is
on therise. We have learned from history that
the collapse of empires is slow; the rise and fall
of empiresin the past have lasted for centuries.

The decline in the standing of the US, as
seen over the past few years, from about 50%
of global GDP at the beginning of the 1950s
to about 20%, has continued for decades.
Thisis a result of the rise of the significance of
other countries, and to a certain extent also
the weakness of the US, which began with
the general ineffectiveness of US institutions,
the increased burden on Americans to pay
for various services, and the loss of US moral
standing. The COVID-19 crisis demonstrated the
dysfunctionality of important systemsin the US,
firstand foremost the health system, in addition
to poor infrastructure and political and racial
division. Clear competitive advantages that the
US once had are now threatened, such as higher
education, immigration policy, infrastructure,
and the capability of the public service. In the
index of social progress, the US fell from 19th
placein 2011 to 28th place in 2019.

The threat to the moral standing of the
US will affect the behavior of other countries
toward it. In the years after World War 1, the US,
considered the great victor in the war and as
the savior from the Nazi enemy, was perceived
as being highly moral. Today its external and
internal conduct is perceived as being less
moral. This is a subjective perspective that is
not based only on facts and figures.

The biggest potential threat facing the US is
its excessive privilege as a result of its financial
standing and the dollar being the international
reserve currency. Thisisits great asset, and itis
under threat. The continuation of the dollar as
aninternational reserve currency in the future
will be determined by the results of analyzing
the state of the American economy and its
money-printing policy. If confidence in it is
lost, the US currency will collapse, Americans
will have to pay higher prices for many products,
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and they will suffer from inflation. The interest
rate will rise, and, with it, the danger of a decline
in growth, because investments will decrease.
Economicunrest will be accompanied by social
unrest. In the decade prior to the outbreak of
COVID-19, the US exported (by printing dollars)
seven trillion dollars to finance the deficits in the
current account, while the world accumulated
reserves. The biggest exportindustry in the USis
its currency—the dollar. Inits current situation,
the US is in need of a trillion dollars a year of
imported capitalin order to finance the growth
of its current account and its budget. American
savings are negative. The question is whether
the US model of having exceptional privilege
to print money will continue.

The American dream—relying on work as the
basis for advancement and entrepreneurship—
has been painfully lost. Inequality is increasing;
pensions are being eroded; and theimportance
of capitalis greater than the importance of skilled
and effective work. The two ideological sides
in the US are not satisfied with the situation:
The right complains about interventionin the
economy, and the left complains (even after
Trump’s capital infusion during the COVID-19
crisis) that the intervention benefits the rich,
while the workers suffer. During the COVID-19
crisis, the US made intensive use of the power
of the dollar. The Fed printed a greater amount
of money than in the 2008 crisis, while the
governmentincreased its budget, and the stock
exchange celebrated.

There is an assumption that the vaccine
against COVID-19 will lead to the end of the crisis
and restore the situation to its previous state, but
such asituation cannot be taken for granted. The
state of the stock exchange, especially Nasdaq,
which is rising thanks to the tech stocks, is not
asign that everythingis okay. The continuation
of the socioeconomic crisis raises uncertainty
and undermines American stability and the
continuation of the US system. For several
years now, the American empire has suffered
from symptoms that indicate weakness, which
could lead to a declinein entrepreneurship, and

to a rise in socioeconomic gaps, an increase
in racism, and internal polarization between
blacks and whites, economic classes, and ethnic
groups relating to religion and worldviews, as
well as an expensive and unequal health system.
(National health spendingin the United States
is about 17% of GDP—the most expensive in
the world—while the average of the developed
countries is 10-11%. Healthcare is so expensive
that purchasing health insurance is out of
reach for millions of Americans. This was the
background to the Obamacare program, which
aimed to enable 20 million people to receive
medical insurance.)

There is great risk to the standing of the middle

class, which was the backbone of America’s success

in the years after World War Il until 1980.

There is great risk to the standing of the
middle class, which was the backbone of
America’s success in the years after World War
[l until 1980. A deep socioeconomic fracture
is evident—as is the shattering of the basic
American dream—the belief that with hard
work anyone can succeed and maybe even get
rich. The senseis that the rich and powerful are
blocking the young, the weak, and the middle
class. The increase in inequality stems from
neglecting the basic deal in which workers
in the US economy earn enough so that they
are not just workers but also consumers and
buy what they produce. Most prominentis the
difficulty of the intergenerational transition in
the US. The members of the dominant baby
boomer generation, who own 60% of the wealth
in the US, are having difficulty parting from
their lofty standing, and tension has developed
between them and the members of Generation
Y (the millennials), who possess only 3% of the
wealth. The members of Generation Y have
suffered from stagnant working conditions
that have caused the average real income to
drop, which has negatively affected them, as
well as from the 2008 crisis and the 2020 crisis.
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Generation Y wants change in economic and
social management and is having difficulty in
taking hold of the baton.

The continuation of Trump’s presidency would
have increased China’s chances of closing gaps
with the US, because China would have advanced
its development plans while the US would have
continued to quarrel with its traditional allies.

- _______________________________________________________|

The COVID-19 crisis that began in 2020 is a
health crisis and no less an economic, social,
and human crisis. COVID-19 has harmed the
weak, the poor, and people of color. Prior to
the pandemic, there were social and racial
tensions, and these have intensified during
the COVID-19 crisis. President Trump’s conduct
during this crisis exacerbated the cracks in the
American ethos, after having shook-up the global
agreements, which intensified the uncertainty
and the lack of faith in the world’s economy and
in the US’s being the world’s stabilizing and
balancing force. Trump pursued a trade war with
China and other countries, including traditional
friends of the US, and this was seen—despite
the logic in some of the American claims—as a
whim of the president. He changed US policy in
the global arena to that of an isolationist one
and confronted American allies in Europe and
in NATO. Trump brought the “give and take”
business approach to international relations,
made frequent use of economic sanctions
(in place of war), and adopted a policy of
deglobalization, which could lead to fragmenting
the world economy and weakening global supply
chains while exacerbating the struggle against
China—actions that harm global growth and
trade and cause damage to the US.

President Biden is likely to continue the
confrontation with China but will seek to return
the US to the position of leader of the free world,
while making it more difficult for China to fulfill
its aspirations. The continuation of Trump’s
presidency would have increased China’s
chances of closing gaps with the US, because

China would have advanced its development
plans while the US would have continued to
quarrel with its traditional allies, which did not
strongly supportits struggle with China, and, in
effect, would have left the US alone. Biden will
restore the alliance with the traditional friends
and lead ajoint Western force that will overcome
China better than if the US had done it alone.
President Biden’s test will be rehabilitating the
American economy and society in the wake
of the COVID-19 crisis, the racial tensions, and
the enormous split within the American public
that emerged during the election campaign.
His success would save the US economy and
restore global confidence in it.

The massive budget deficit for 2020, about
17% of GDP, raises doubts about the ability of
the US to cope with the deficit and the debt
in the long term. The fundamental economic
problems have not changed. Together, the
government and the Fed infused the economy
with over six trillion dollars during the COVID-19
crisis. Major quantitative easing was meant to
maintain liquidity in US financial markets for
all users of the dollar as a production factor
(credit, maintaining reserves, and the like),
as part of the global financial lifecycle that is
based on confidence in the American economy
and the dollar. In July 2020, Fitch Ratings
announced that the “future rating forecast”
of the US was being lowered to a negative
outlook. The American rating was affected by
the occasional difficulties in passing the budget
in Congress and in the Senate and from the
public debt that is growing quickly as a result
of the government’s deficits.

The question arises of whether the
quantitative easing of 2008 and 2020 did not
harm the free market—a very strong principle
in the American ethos. The Federal Reserve
became a powerful ruler over the capital
market. It funds the government, corporations,
capitalists, and consumers and institutes a 0%
interest rate up to a negative real interest rate.
The Fed stabilized the stocks and bonds market
as a central economic objective. The stock
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exchange is strong vis-a-vis a weak economy,
and thereis a disconnect between Wall Street
and the economy. The financial system and its
components—debt, yield, risk—are distorted,
and the low interest rate will remain for a long

properties of plants. Many years of scientific
progress enabled the Chinese empire to build
the Great Wall. The Chinese saw themselves as
the center of the world and perceived foreigners
as irrelevant.

time. Total US domestic debt reached 70 trillion
dollars at the end of 2020—the highest in real
and relative terms since World War lI: a federal
debt of 27 trillion dollars, a business debt of
20 trillion dollars, and a household debt of 23
trillion dollars.

The US will have difficulty facing such a

The US will have difficulty facing such a mountain
of debt, depending on what the policy of President
Biden will be. If he invests in infrastructure and
development plans, he will restore capabilities to
the US that have dwindled in recent years.

- __________________________________________________________|

mountain of debt, depending on what the
policy of President Biden will be. If he invests
in infrastructure and development plans, he
will restore capabilities to the US that have
dwindled in recent years.

China: The Rise from the Abyss

There is a lot of curiosity regarding China’s
rise as an economic power over the past four
decades. China’s amazing growth from a
negligible country in the global economy to
a contender for world leader arouses great
astonishment and considerable concern. The
two responses are correct and make the world
curious about the future.

As a state power for a very long time, China
has a different history from that of the US, which
is a young country and only a few hundred
years old. China is a nation-state, and the US
isanimmigrant state. China has seen powerful
glorious periods and has also known times of

In the second half of the 18th century,
as Europe embarked upon the Industrial
Revolution, which greatly changed its economy
and transformed the West’s technological
development, China froze and became
engrossed in its internal problems. After
thousands of years, the Chinese imperial
dynasty ended in 1912, and Sun Yat-sen became
the first president of the Chinese Republic; he
is considered the father of the modern Chinese
nation. The government of the young republic
was not stable, however, enabling militaristic
Japan to take over parts of China in the 1930s,
without any opposition from the West. Within
China, internal struggles began, especially
between the republican Chiang Kai-shek and
the communist Mao Zedong.

- __________________________________________________________|
The impressive growth over the past four decades

came after nearly a century of decline in Chinese
history (1839-1949). Hence, the curiosity and

the desire to understand the amazing process

that occurred in China is considerable; this is not

an intellectual curiosity but rather a need to be
familiar with who will rule the world.
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humiliation and suppression. The impressive
growth over the past four decades came after
nearly a century of decline in Chinese history
(1839-1949). Hence, the curiosity and the
desire to understand the amazing process that
occurred in Chinais considerable; thisis notan
intellectual curiosity but rather a need to be
familiar with who will rule the world.

Until the mid-18th century, China was
a developed country with a high level of

Mao succeeded in taking control of China
in 1949, by means of communistideology and
Soviet assistance. China became a communist

technology relative to that time. Paper and
gunpowder originated in China, and it had
extensive knowledge about the healing

state even though its society and economy,
composed of peasants and farmers, did not
correspond to the communist idea of Marx and
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Engels; Marx’s writing arose in an industrial
society (England), while China was still an
agricultural society (the Chinese Communist
Party had been founded in 1921). Mao, however,
knew how to sweep up the nation in a national
struggle and how to come to power. He
managed a brutal and effective government,
united the country, provided basic food needs,
but sacrificed tens of millions of people in the
process. The central governing authority in China
is bifurcated—the Communist Party and the
government. The central government operates
via 34 administrative divisions and through
the self-governance of some 700,000 villages.

China created a special model that is a combination
of market economy and authoritarian rule—a
model that challenges economic theories and
political science theses.

- _______________________________________________________|

Mao ruled in China for 27 years and carried
out his objectives: the Great Leap Forward,
the Cultural Revolution, “re-education,” the
aggressive nationalization of private property,
and the brutal purge of landlords in the villages
and the bourgeoisie in the cities. He resettled tens
of millions of Chinese and succeeded in taking
over the country based on the long-standing
Chinese tradition that a person is seen as part
of a collective of family, village, and empire.
This is part of the Confucian tradition; it is the
middle way and hierarchical; it is also this and
that, yin and yang, black and white—opposites
that complement one another; an individual
as part of a collective; an interesting meeting
between old and new ideology. Mao’s totalitarian
ideology was uncompromising. A prominent
example is the policy limiting families to only
one child—a human experiment that caused
countless violations of human rights—which
was only canceled more than 60 years later. This
policy led to a severe demographicimbalance,
exacerbated the aging of the population, and
had far-reaching consequences for the future of
China’s economic development. Thus, a short-

term solution created a long-term problem. It
is possible that the demographic situation asa
result of this policy will be an obstacle to China’s
vision of becoming a leading power.

Economic Revolution

After Mao’s death in 1976, a brutal struggle
of a radical cultural revolution took place
during the years 1976-1979, led by Jiang Qing,
Mao’s widow. Deng Xiaoping, one of China’s
leaders (vice premier and chair of the Central
Military Commission), instituted a pragmatic
policy known as the “open door policy” and
a development strategy of “the four areas of
modernity”: agriculture, industry, technology-
science, and military. Deng Xiaoping instilled
the unconventional hybrid model of capitalism
combined with communism and started a new
era in China, thus dramatically influencing
society and economy in China for decades.
He led a strategy for an industrial revolution,
200 years after Europe’s Industrial Revolution
and a century after the US. The reforms pushed
China straight into the late 20th century and
enabled it to benefit from the results of the
industrial revolution that had been already
established and developed in the West. The
leap forward was done while maintaining the
political power of the Communist Party. The
economic openness combined long-standing
tradition with progress and modernity,
communism with capitalism, while it pitted
Eastagainst West and the individual against the
collective. It was an economic political culture
that mixed Confucianism, Daocism, Buddhism,
and communism; according to the Chinese, this
blended doctrine would restore their leadership
of the world, as had been the case until the
18th century as they saw it.

The government in China succeeded in
separating economics from politics: a capitalist-
style economy and communist politics.
China created a special model that combines
market economy and authoritarian rule—a
model that challenges economic theories and
political science theses; a model of freedom
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of employment and economic prosperity in
exchange for giving up political rights. China
has demonstrated an impressive ability to
manage its economy and carry out massive
national projects in a huge territory with an
enormous population. Money is not a bad
word in communist China, and there is a new
generation of wealthy people who have adopted
the Western consumer culture in the fields of
fashion, art, and design (in 2020 China had
142 billionaires, in dollars). Along with very
wealthy, China has a growing middle class that
is changing the character of Chinese society.
While China has not become a democratic
country, it has adopted Western economic
ideas. The goal is to make the economy grow
with a model that suits the Chinese regime
and will fulfill the basic Chinese aspiration to
be a leading power.

China was a closed country and, to a large
extent, it has been isolated and boycotted by
other countries, first and foremost by the US. In
the 1970s, China’s share of global exports stood
atlessthan 1%. In an extraordinary and thorough
process, it worked to establish simple export
industries based on cheap manpower, along
with an accelerated process of urbanization. For
20 years, it demonstrated impressive economic
performance and established many industries,
becoming a central exporterin simple industries
like textiles, clothing, toys, household goods,
and the like. The rise of China in global trade
led it to the next stage of integrating into the
international system. During the presidency
of Jiang Zemin, China was accepted into the
World Trade Organization (WTO) in 2001 and
thus won its entry onto the global stage, aware
of its strong standing and the possibility of
fulfilling its apparent aspirations of being a great
power. Some see its acceptance into the WTO
asthe beginning of the struggle between China
and the US and as great error made by the US.
China’s entry into the WTO slowed the growth
of the US. China’s share of the world trade had
already reached 10%, and its entry into the WTO
accelerated its export-based growth.

In the second decade of the 21st century,
China changed its economic strategy and
adopted a policy of preferring the domestic
market. Its share of global exports shrank,
whileitincreased its investment efforts around
the world. It no longer focused on producing
cheap goods that relied on cheap labor but
rather invested in technological industry and
in the research and development of innovative
industrial products. China developed from a
simple industrial economy reliant on inexpensive
laborinto a services and technology economy,
based on skilled labor, on growth in private
consumption, and on innovation. It made
impressive achievements in economic growth,
urbanization, improving the standard of living,
technology, anditsinternational standing. Within
40 years, the Chinese successfully transferred
some 700 million people from villages to cities, in
order to establish industrial factories that would
compete with Western industry, initially due to
cheap wages and later as a result of efficiency
and innovation. China’s growth changed the
world economy whose center of gravity moved
eastward, with China becoming aninternational
player both in the East and across the globe.
Thanks to China and to the developments in
India and South Korea, Asia is today a leader,
asithad once been until the middle of the 18th
century.

From 2002 to 2012, during the presidency
of Hu Jintao, China experienced extremely fast
growth that seemingly did not correspond with
the laws of economics. This growth harmed
China’s natural resources and the environment
and created large financial debts in formal
banking and “shadow banking” (banking
activity that is not within the framework of
the familiar banking institutions, but via non-
bank institutions that developed in various
places and constitute part of the government
in the broader sense). China poured more
cement and concrete from 2006 to 2013 than
the US did in the entire 20th century, and it
created a demand for energy, iron, and other
goods. All this was done while demonstrating
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China poured more cement and concrete from 2006

to 2013 than the US did in the entire 20th century,

and it created a demand for energy, iron, and other

goods.

______________________________________________________________________________|
the economic dominance of the state, which
controls the flow of capital and determines the
important economic decisions. This model has
now been scrutinized for the first time. Since
2012, under the authoritarian rule of President
XiJinping, China has experienced a slowdown
in growth—from the double-digit rate that had
characterized China over the past few decades
to 6-7% per year. The slowdown has become
clearer given the challenges that China faces:
alarge aging population (due to the one-child
policy), intolerable pollution, great financial
leverage (“shadow banking”), and the policy of
Trump, who declared a trade war that hinders
Chinese exports. Furthermore, the COVID-19
crisis has further exacerbated China’s relations
with the US and other countries.

______________________________________________________________________________|
China’s 12th five-year plan created by President

Xi Jinping in 2011 changed priorities from
emphasizing investment, production, and
accelerated growth to increasing private
consumption, improving the standard of living, and
addressing environmental sustainability.
______________________________________________________________________________|

The Ambition to Be an Empire

China has a great demand for raw materials and
natural resources and its high rate of growth has
caused significant global phenomena: demand
forenergy and raw materialsand greenhouse gas
emissions. Chinais looking for natural resources
and oil outside of its borders and is creating a
kind of economic imperialism by taking control
of assets around the world: Cameroon, Nigeria,
and Uganda in Africa; Ecuador and Venezuela
in South America; Pakistan and Kazakhstan in
Asia. China’s spread takes place through many
investments and aid to many countries, with
“soft power”—imperialism without colonies.

Chinaisalsoinvestingin its ambitious Belt and
Road Initiative that will connect China to Europe
and Africa by land and by sea. The cost of the
project is estimated at a trillion dollars, and
it aims to reinforce China’s becoming a rising
empire in the 21st century. China is developing
the Silk Road Economic Belt with a pincer
movement: by connecting to Europe through
the historic land path along the northern route
and by building a land-sea bridge to Europe
(including Eilat-Ashdod) along the southern
route.

China’s 12th five-year plan created by
President Xi Jinping in 2011 changed priorities
from emphasizing investment, production,
and accelerated growth to increasing private
consumption, improving the standard of living,
and addressing environmental sustainability.
In the transitional stage, a growth slowdown
occurred. In the structural adjustment process,
there have been many fluctuations and periods
of uncertainty. In the first stage, the amount of
Chinese consumption did not completely match
the scope of the slowdown in investments.
Savings were higher than investments, and
inventory surpluses were created, causing
capital to move outside of China. The Chinese
government has made a concerted effort to
create as soft a landing as possible for the
economy and to ensure that it does not enter
a crisis and severe recession.

The 13th five-year plan in 2016 reinvented
government capitalism: It emphasized
innovation, high technology, financial reforms,
and responsiveness to the demands of the
middle class, which had become accustomed
to a fast rise in the standard of living, while
continuing the process of urbanization—of
moving from the village to the city. China
under the presidency of Xi Jinping does not
hide its intentions to rule the world and to
institute a new world order according to Chinese
principles, all while tightening, before all, party
control within China itself. In order for China to
be adominantand leading powerin the world,
it must redefine itself economically, socially,
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environmentally, and culturally. The question
is whether such a pace can continue in the
coming decades.

China’s successful transition to the era of
the Industrial Revolution and the success of
urbanization on such a large scale indicate
the government’s continued ability to devise
and carry out an organized and determined
plan to close decades-long gaps of economic
and technological stagnation. China has
demonstrated an impressive ability to create
technological innovation on a very high level.
China has majortechnology giants like Xiaomi
(smartphones); Alibaba; JD.COM (online
commerce); Tencent, which operates social
networks, games, and online payment services;
Baidu, which operates the search engine that
is sometimes called the Chinese Google; and
Huawei in communication technologies.
China’s online payment market is the largest,
and its supercomputer is the fastest. China is
building the largest research center for quantum
computingin the world, investing considerable
fundsin artificialintelligence, and poses serious
competition to the US in these fields.

China and the US have been engaged
in an intense struggle over economic and
technological leadership. Over the past few
years, the US has been processing the progress
that China has made in technology and
innovation. In an attempt to protect American
production through regulation and defensive
trade policy, in 2020 President Trump issued
an executive order against the Chinese apps
WeChat and TikTok, claiming that they threaten
American national security.

Advanced technology is a strong component
of a great power’s strength. History has proven
that every great power at its peak has been
the result of technological superiority that it
had developed by itself. This was the case of
Britain in the 19th century and the US in the
20th century. Although China aspires to be a
technological power in the 21st century, it does
not yet have clear technological leadership
that would provide it with the standing of a

leading power; however, it has impressive
accomplishments that indicate that it will
be there soon. In several fields (such as 5G
communication), it has proven a high level of
technological capability that challenges the US.

Thetrade and technology war that President
Trump declared on Chinain 2018 was a severe
step for solving a real problem of a large
American trade deficit with China. There is,
however, economic, strategic, and political logic
inthe American struggle. Administrative steps
taken by China created a large trade deficit in
its favor, which was not just a natural result of a
market economy and its comparative advantage
with respect to the US. China has encouraged
its businesses to bite into market shares of
rival foreign companies in various ways. It uses
selective enforcement and discriminatory and
non-transparent regulation in the fields of health
and antitrust.

The Chinese understood that they optimally

exploited the trade regime in their favor, especially

their imbalance toward the US. By the end of the
2020s, in the post-COVID-19 reality, China will

surpass the US in the size of its GDP.

The trade war disrupted globalization
processes and global trade and supply
chains. Ultimately, Trump’s policy also hurt
the American economy and consumers. It
also became clear that Xi Jinping is more of
a globalist than Trump. China benefited from
globalization and from American openness,
and it has aninterestin maintaining the global
trade regime. The Chinese understood that
they optimally exploited the trade regime in
their favor, especially their imbalance toward
the US. By the end of the 2020s, in the post-
COVID-19 reality, China will surpass the US in
the size of its GDP.

China, however, is not free of problems that
could stand in its way to becoming a leading
power. Its large population demands constant
creation of sources of employment, which will be
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threatened by robots and artificial intelligence.
The aging of the population and the gap in the
population as a result of the one-child policy
pose a challenge to the growth of the young and
educated workforce, reducing the flexibility of
the state and even leading to the contraction
of the population, large gaps between rich and
poor, environmental challenges, and difficulties
in building a developed higher education
system. Supervision of the internet by the
ruling party, which does not enable freedom
of expression, deeply harmsindividual freedom,
democracy, and liberalism. There isan ongoing
discussion of whether this tension between the
rise in the standard of living and the expansion
of the middle class on one hand and the lack
of individual political rights on the other can
persist over time. Although this tension could
severely harm China’s hegemonic ambitions, so
far, the Chinese government has succeeded in
preventing mass protests and demonstrations
to the point of violent civil disobedience.

Parallel to the internal processes taking place in
the US and the strengthening of China’s economy,
China and the US are engaging in a fascinating
international struggle for control and power.

- _______________________________________________________|

China, which is where the COVID-19
pandemic began, has emerged from the crisis
battered but in a better condition than the
rest of the world’s countries (growth of 2.5%
in 2020). The Chinese sense of victory over
COVID-19 has raised its self-confidence and has
led to aggressiveness in conflicts on the border
with India, Mongolia, and Tibet and to angry
responses from Britain, Germany, Canada, the
Czech Republic, and Australia. China is busy
redrawing its historical international borders
on land and in the sea. It is taking over rocky
islands in the South China Sea, expanding them
using concrete blocks, and claiming exclusive
economic water rights.

The US has blamed China for the pandemic
and for initially hiding it, and it is expected

that the world will be wary, to a certain extent,
of relying on China. COVID-19 will lead to a
regression of globalization and a focus on the
national economies, and countries will shift
from purchasing from China to self-production.
This will require a substantial change in the
center of gravity of global production, which is
difficult toimagine happeningin the near future.

The 14th five-year plan beginning in 2021
focuses on the domestic economy, the security
of supply chains, and the strengthening of the
sectors related to national security—food and
energy—especially advanced semiconductor
technologies.

The Struggle for Hegemony Between
China and the United States

Parallel to the internal processes taking place
in the US and the strengthening of China’s
economy, China and the US are engaging in a
fascinating international struggle for control
and power. The economic relations between
them are not like those that existed between
the Soviet Union and the US; rather, the US and
China maintain extensive economic relations,
and Chinaisintegrated in the world economy.
The struggle is taking place in all areas of life,
especially those that constitute fundamental
components of a country’s national security.
In higher education, the US still leads in having
the most universities that are ranked among
the top 100 institutions in the world; however,
the relative number of high-quality American
universities has declined, due to the entry of
institutions from around the world into these
rankings. For many years, the US and the
Western countries had dominated the field
of science, which had been the secret of their
power during the past two centuries. The
Chinese are investing considerably in science
and in improving the quality of universities
and have the patience necessary for making
achievements in the field. The Chinese have
emphasized technological innovation and
within relatively few years they have attained
many impressive and proven accomplishments:
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Not standing on the sidelines, China is boldly
developing its military might, in particular in the
South China Sea.
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G5 in communications, developments in
artificial intelligence, cyber, and innovation
in financial payment methods.

American dominance in the world is
expressed by the dissemination of American

culture: the world of cinema in Hollywood, pop
music, and especially the use of the English
language, which is the international language
and provides great strength to the US in the
global world. These are soft elements thatare a
dominant factor in world culture. The Chinese
cannot yet surpass the US, even though more
than 1.5 billion people speak Chinese. The
Chinese social network TikTok is one harbinger
of change—as one of the first Chinese consumer
apps in the Western market.

The American army is strong and well-
equipped; it uses advanced technologies and
has a considerable presence in all strategic
regionsin the world. The question of patriotism
and motivation are central to its success. Its
military accomplishments since the Vietnam
War, however, are debatable. Not standing
on the sidelines, China is boldly developing
its military might, in particular in the South
China Sea.

From the start, the US has been characterized
as being a dynamic society and economy, and
it has proven great vitality in the speed and
decisiveness with which it has recovered from
the economic crises that it has experienced. The
American business sector is entrepreneurial
and successfully led the US economy to new
heights in each decade of the 20th century.
In the beginning of the 21st century too, the
US has proven successes but at a lower rate
than in the past. Studies indicate a decline
in the entrepreneurship, competitiveness,
and dynamism that has characterized the US,
as a result of bureaucracy, regulation, and
centralization that have negatively affected
growth and productivity. Biden’s presidency will
be judged historically by its ability to restore
the economic and technological standing of
the US and to resume its being the leader of
the Western world.

The Financial System as a Litmus Test
The US benefits from the fact that, at this stage,
China cannot challenge it and replace it as
financial center and leader of an international
reserve currency, despite its high level of
economic growth and impressive development
in technology, science, and international
influence. The Chinese financial system is not
strong enough to become the global financial
leader. It is not transparent enough, while
China’s fast growth has created many problems
of “shadow banking” (all of which is under
the direct or indirect control of the Chinese
government). In the near future, we will not
see a real challenge that will threaten to rob
the United States of its financial leadership
and turn the Chinese currency, RMB, into an
international reserve currency, certainly as
longasitis managed by the authorities and is
not freely traded. Global financial hegemony
requires the existence of elaborate money
and capital markets and the creation of the
rule of law and justice that gains international
confidence.

In 2015 the IMF recognized that the Chinese
currency should have the status of a reserve
currency like the dollar, the euro, the yen,
and the pound sterling; but China must still
undergo major banking reforms to maintain a
large financial center and central global capital
market and build confidence in its currency.
Chinaisworking on positioning Shanghaiasa
globalfinancial center (at the expense of Hong
Kong), but what is necessary is a lot more than
reforms in the financial system and the capital
market. Among other things, China needs to
build a macroeconomic system with a free
foreign currency market at the center, which
is not managed by the government, and create
policy that will build global confidence in China’s
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In 2015 the IMF recognized that the Chinese
currency should have the status of a reserve
currency like the dollar, the euro, the yen, and

the pound sterling; but China must still undergo
major banking reforms to maintain a large financial
center and central global capital market and build
confidence in its currency.

- _______________________________________________________|

currency and its economy, with government
transparency. In 2020, the world central banks
only held 2% of their reserves in the Chinese
currency, in contrast to 62% in dollars. China
is coping with problematic “shadow banking”
that developed due to the country’s fast
development and the accumulation of a public
and private debt that is approximately 300%
of the GDP (2020). China cannot offer financial
services like those of the United States, or even
financial centers like London or Tokyo; it has
a long way to go. China’s rulers understand
the importance of the issue and its being a
necessary condition for China to become a
global economic-financial power.

China has benefited from the connection
between the RMB and the dollar. The relative
stability of the RMB is somewhat artificial. The
central bank of China steers the exchange rate
and maintains a low level of fluctuations around
the dollar, even though since 2016 the RMB has
been linked to a currency basket thatis made up
of 24 currencies. The Chinese authorities do not
yet want China’s exchange rate to be tradable.

______________________________________________________________________________|
The Chinese excel at the digital payment system
and are leaders in financial innovation.
______________________________________________________________________________|

For China to be a financial power, it must
ensure that foreign investors are active in the
Chinese capital market. Trade in stocks needs to
grow beyond the level of 5% (2020) of the stock
market in China, which is ten times what it was
in 2015. No fewer than 156 Chinese companies
with a total value of 1.2 trillion dollars are listed
on the three largest stock exchanges in the

United States (for example, Alibaba, PetroChina,
and Baidu). China wants access to American
capital, while US residents and international
investors want access to the Chinese business
world, which is a business market with great
potential. The struggle between these two great
powers has also harmed this area.

The Chinese excel at the digital payment
system and are leaders in financial innovation.
Alibaba and Tencent rule payment apps through
Ant (Alipay) and WeChat (Tencent). Some 80% of
900 million smartphone usersin China use these
means of payment, and small entrepreneurs
have access to loans. The Chinese fintech market
is the most developed and advanced in the
world. Chinais thefirst country thatis advancing
adigital currency (CBDC) in order to strengthen
the standing of the RMB and to increase its use
in international transactions in the Belt and
Road Initiative—projects worth tens of billions
of dollars (roads, trains, and ports).

As part of its desire to acquire a special and
leading position in the world, in 2015 China
announced the establishment of the Asian
Infrastructure Investment Bank (AlIB). The
institution was established in order to compete
with the World Bank and while most countries
in the world joined it—including Israel—the
United States and Japan did not. The bank
is active in financing projects in Asia, South
America, and Africa, where the Chinese have
been strengthening theirinternational standing.
The Americans see this step as a threat to their
superiority and as a challenge to the World
Bank, in which they are a central player.

The great challenge facing China is the
need to clarify how a liberal economy and an
authoritarian communist regime will coexist.
Will the lack of democracy in the Western
sense allow China to maintain one of the
world’s leading financial systems that relies
on the confidence of global investors and
particularly on the issue of its currency being
arecognized and accepted international reserve
currency? Thisis a big challenge for the Chinese
government. The economy is a strategic tool for
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achieving power. Is it possible to continue to
maintain the model that has been so successful
over the past few decades, of bifurcated rule—
government and party? Wherever there is a
confrontation between national strategy and
economy, sometimes the economic interest
is secondary to the government’s desire to
achieve power, influence, and deterrence.
China’s popularity in the West decreased due
to COVID-19, the restrictions on Hong Kong,
and tension with countries, such as India,
Australia, Korea, and Japan. If the US (during
the Biden presidency) succeeds in recapturing
its traditional democratic allies, it will be easier
forthe US to maintain its power and make things
more difficult for China.

What Can We Expect?

The Chinese understand that the world
economic order determines social and political
organization and the hegemony in the world.
China could possibly adopt a proactive policy
and behave like the US did after World War
Il and strive for its economy and currency to
lead in the world. Another possibility (with
a low probability) is that China will work to
strengthen the SDR (Special Drawing Rights)
as a kind of currency—a quantitative financial
measurement unit that the International
Monetary Fund invented in 1969 for central
banks. An international institution could be
established that will ensure that surpluses from
Chinaand Japan are transferred to governments
in need, thus creating aggregate demand that
will stabilize the world.

The Chinese possess many dollar-
denominated assets and are working carefully
to prevent significant losses in selling them (in
December 2020 there were 1.1 trillion dollars
in US government bonds) for political reasons,
which would lead to a rise in the interest rate
in the US. This caution has already cost them
economically. They need time to build a credible
monetary-financial system based on free trade
of the Chinese currency and transparency
in their political structure, before the final

assault. The central banks of Russia and India
have reduced the amount of dollars in their
possession. The entry threshold for the status
of being the leading monetary power is high; to
this end, it is necessary to win the confidence
of the world’s citizens, and first and foremost,
of those in the financial industry. As long as
the level of transparency of the political and
economic regime is low, and especially that
of the financial system, the central banks and
global corporations will hesitate to rely on the
Chinese currency. Monetary leadershipisnot a
technical result of economic and technological
strength; rather, it requires confidence in the soft
elements of the state’s power. Therefore, it is
hard to see a transition to the Chinese currency
asaninternational reserve currency in the near
future. That being said, China is making efforts to
strengthen its financial system and its currency.

The world is in a dilemma: There has been
a decrease in confidence in the US and in the
dollar, but no state currency can replace it.
The euro too, whose position is strengthening,
does not pose a challenge to the dollar. The
more dangerous possibility is that the lack
of confidence in the dollar and the absence
of an alternative natural currency—one that
represents a large economic power with a
strong economy that has the confidence of
the international financial system, such as
the US since World War Il and Britain before
it—will lead to a period of instability, similar
to that between the two world wars, and give
rise to atrade and currency war. The financial-
monetary race will be an interesting, important,
and dramatic competition between the US
and China, which will not be easy for either of
them. It is not clear how many years this race
will continue. In order to maintain their leading
monetary standing, the Americans will have to
improve their economic-social functioning and
ensure cautious monetary management. They
have an advantage as the current leaders and
in that the world is accustomed to the dollar.

The conclusion is that the struggle for
hegemony between the two great powers, China
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and the US, will continue. The US can continue
to lead with the dollar as the international
reserve currency for many more years, if it
improves its economic and social performance.
Thisisup tothe US and not dependent on any
other country or bloc. Its actions will bring
it closer to or push it further away from the
position of leading the international reserve
currency. The world will continue to look for
alternatives via non-state currencies that are
not under political influence—a search that will
try to offer a complementary currency but not
areplacement in the global currency basket.

The Elephant(s) and Israel

The struggle for world hegemony poses a
challenge for Israel that it does not face in any
other economic arena. Israel has an extensive
and special longstanding relationship with the
US. Israel’s economic relations with China are
relatively new and have greatly accelerated in
the past decade. The involvement of Chinese
infrastructure companies in projects in Israel
is an important contribution to the Israeli
economy, which has earned tens of billions of
shekels—thanks to the low prices—from Chinese
companies, while risking dependence on these
companies. Israelinitially felt the meaning of the
struggle between the two great powers in the
first decade of the 2000s, in the military export
affairs regarding the Phalcon espionage aircraft
and the Harpy UAV, when the US caused Israel
to retract its sale to China. Recently the tension
has shifted to infrastructure and technology
issues. Israel has an interest in not harming
US defense interests.

The struggle poses difficult dilemmas for
Israel in the political and economic sphere,
and Israel finds itself inadvertently caught
between two large elephants. Careless behavior
by Israel could severely damage its economy
and the political relations between the two great
powers. The Israeli government must know
how to act with these two giants and find the
path that will allow it to benefit economically
from both countries without harming either

of them. This requires that Israel make many
decisions, some strategic and long-term and
some tactical and ad hoc, whose essence is
defining the red lines for foreign involvement.

Israel, as an open economy and state, must
maintain economic relations with all the major
economic blocs—in exports and in investments.
The Israeli economy, whose growth relies on
exports, has a diverse trade policy with all
economic blocs, without depending on any
single one. Israel is not interested in standing
between these two elephants. The resultis clear,
but this does not mean that we will be able
to completely avoid this. This is a walk down
a narrow path that requires closely following
and having a good understanding of political-
economic processes and of the sensitivities
of each great power, and especially, of China,
which is different from what we are familiar with
in the West. There is a need to manage risks
wisely and mindfully. The government’s decision
to establish a committee to assess foreign
investments is a step in the right direction,
and the committee is capable of creating the
individual tools to monitor risk management
and to find the right balancing point that will
maintain the advantages of relations with China
while understanding the risks inherentin them.
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