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Geo-economic landscapes and  
international security stressed by 
accelerated power competition

That landscape is undergoing a fundamental transformation across political alliances, 
trade blocs, and geopolitical balances of power at a pace unimagined just months 
ago. The first half of 2021 was a transition period in Washington D.C., as the Biden 
administration sorted through Trump administration foreign policy and national 
security directives to determine which ones to sustain and which to discard.

International security concerns rapidly intensify

From the outset, the new Biden administration immediately rejected the prior 
administration’s stances on the Iran nuclear agreement, illegal immigration, and  
the Paris Climate Agreement. At the same time, the National Security Council, the 

Numerous geopolitical events have emerged at  
breakneck speed over recent weeks—including:

• the Afghanistan withdrawal and its long-term regional and  
global aftershocks; 

• the landmark U.S. security alliance with the United Kingdom  
and Australia in the Indo-Pacific region; 

• the severe rupture in the relations between the U.S. and France;

• the resumption of missile testing across the Korean peninsula,  
Japan, and the East China Sea.

These events are a testament to the resurgent power of  
geopolitical competition supplanting the international “globalized”  
landscape within which investment managers and corporate  
executives have been accustomed for the past thirty years. 
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State Department, the Defense Department, the Commerce Department, and the Trade Representative’s office 
have adhered to the Trump administration’s strategy in many ways, continuing to intensify the geopolitical and 
trade competition with China. At this point, it is unclear which direction the White House intends to steer foreign 
policy regarding the European Union (EU), Russia, Saudi Arabia, Israel, and Latin America.

These departments of international affairs do not share the emerging bipartisan consensus of a blunter, more 
comprehensive approach towards China. Increasingly, China is viewed by policy planners and decision-makers  
in Washington D.C. as hostile, belligerent, and even treacherous across a range of actions—regional and global. 
These provocative actions were the broad drivers of the Biden presidency until the final weeks of summer, when 
a series of national decisions and global events began pacing quickly.

The driving event was the White House decision to stand by the earlier policy of complete military and civilian 
withdrawal from Afghanistan by August 31, despite the astonishing rate at which the Afghan government 
collapsed under the Taliban’s offensives nationwide. In retrospect, the government meltdown began after the 
U.S. military withdrew from the strategic base at Bagram, just north of the Kabul capital. American air cover  
for Afghan ground forces had constantly flown in and out of Bagram, where the U.S. also imprisoned thousands  
of radical jihadists. 

“The landscape is undergoing fundamental transformation across political alliances, 
trade blocs, and geopolitical balances of power at a pace unimagined just months ago.”

Once U.S. forces withdrew, and air cover ended, Afghan military personnel realized their days of operational 
superiority were numbered. As the Taliban overran the abandoned Bagram base, they freed thousands of 
militants who would soon regroup within al Qaeda, Islamic State, Haqqani Network, and other terrorist 
organizations. Chaos ensued as the White House was also unprepared for what was to follow elsewhere  
in the world. 

Shortly after the final U.S. military forces departed Kabul, the UN’s International Atomic Energy Agency reported 
that North Korea resumed operating a plutonium-producing reactor for the first time in years, potentially enabling  
it to expand its nuclear weapons arsenal of 30-60 bombs. The facility has been inactive since December 2018. 
Pyongyang then announced the successful test of a new long-range cruise missile into the Sea of Japan, 
followed by another successful test of two ballistic missiles. Simultaneously, South Korea tested its own 
submarine-launched ballistic missile—the first country without nuclear weapons to do so. By late September, 
North Korea tested another missile, possibly a prototype with advanced hypersonic projectile capabilities that 
evades most anti-missile systems, into the Sea of Japan. 
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Around the same time, Beijing amplified its claim to sovereignty over 1.3 million square miles of international 
waters and airspace in the vast South China Sea. Effective September 1, foreign vessels must give the Chinese 
government notice before entering “Chinese territorial waters,” despite overlapping sovereignty claims by the 
Philippines, Vietnam, Malaysia, Brunei, Indonesia, and Taiwan. This decree from the Chinese government  
violates the UN Convention on the Law of the Sea protecting foreign vessels’ right of maritime passage through 
international waters so long as they do not threaten any nation’s security. 

This latest action provided the timely pretext for the stunning announcement by the United States, the  
United Kingdom, and Australia of their landmark multi-dimensional agreement to undertake strategic security 
responsibilities throughout the Indo-Pacific region jointly. The U.S. and the U.K. would share their highly 
secretive nuclear submarine technology with Australia, which also canceled a lucrative diesel submarine 
agreement with France—itself an Indo-Pacific power given its many territorial possessions in the southern 
Pacific Ocean. The French government lashed out at all three members of the new AUKUS agreement, singling 
out the Biden administration for marginalizing its NATO ally without prior consultation or warning in the face of 
multiple emerging threats, as well as costing the French economy tens of billions in armaments contracts over 
the next several decades. Paris withdrew its ambassador to the U.S. for the first time ever. A phone call 
between Presidents Biden and Emanuel Macron later smoothed the process to schedule a late October 
meeting and start negotiations for a possible French military role in the new Pacific alliance.

“Energy inflation in electricity, gas, and carbon offsets has doubled since January—
igniting a debate between supporters of an accelerated climate and energy transition  
in Europe and skeptics who caution against too rapid an energy transition.”

In Germany, the controversial Russian natural gas pipeline Nord Stream 2 was completed. It will undergo  
up to four months of German and EU regulatory approvals and may begin to deliver natural gas to Europe by 
December—too late to address widening energy shortages across Europe, where prices have risen sharply. 
Germany’s climate-focused electorate is helping lead the drive towards achieving climate neutrality by 2050. 
Energy inflation in electricity, gas, and carbon offsets has doubled since January—igniting a debate between 
supporters of an accelerated climate and energy transition in Europe and skeptics who caution against too 
rapid an energy transition. Berlin hopes to avoid prolonged coalition negotiations and install a new government 
after the indecisive parliamentary elections. The first-place center-left Social Democrats garnered just a quarter of 
total votes, while Chancellor Angela Merkel’s Christian Democrats relinquished a quarter of their 2017 vote tally to 
other parties. Germany’s year-long presidency of the G7 begins in January, coupled with France’s EU presidency 
from January through June 2022. Expect Berlin and Paris to jostle for greater influence in the continent’s post-
Brexit future, with French military prowess in Africa and the Indo-Pacific pitted against Germany’s closer trade 
ties to China and Russia bolstering its economic power Europe-wide. 
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At the other end of the Eurasian landmass, Japanese voters are contending with yet another change in 
government, welcoming their third prime minister in fourteen months. Prime Minister Yoshihide Suga, who 
succeeded Shinzo Abe in August 2020, announced his resignation in early September. Newly elected Prime 
Minister Fumio Kishida will continue his predecessors’ efforts to rebuild a Japanese economy moribund for 
thirty years, as well as turn around a woeful COVID-19 pandemic response that weakened Suga’s term in 
office. He will also grapple with the mounting security challenges from an aggressive Chinese maritime fleet 
against Japanese islands and its southern neighbor Taiwan.

Taiwan, which produces most of the world’s advanced microchips, is gradually adopting a more robust 
“porcupine” defense posture. Taipei is arming itself as quickly as its annual budget and U.S. trading partners 
permit to deter China more effectively against any potential unification operations, whether by intimidation, 
attrition, the seizure of tiny Taiwanese islands, or even an invasion of Taiwan. In recent months, Chinese fighter 
jets have transgressed into Taiwan’s Air Defense Identification Zone (ADIZ) more frequently, forcing Taiwan to 
scramble regularly to intercept incoming Chinese aircraft.

AUKUS—A stunning new security pact between Australia, the U.K., and the U.S.

In 2015, China and Australia signed a free-trade agreement that heralded a new geo-economic relationship 
between the two countries—reducing tariffs and expanding mutual market access to scores of goods and 
products. Australia quickly became more heavily trade-dependent on China, with one-third of all exports 
destined for Chinese markets. At the same time, Chinese attempts to interfere in Australia’s domestic politics, 
business, and education sectors came under greater scrutiny. By 2018, Canberra cited numerous security 
considerations in banning Huawei & ZTE from its telecommunications systems. In 2020, Australian officials 
called for an independent global investigation into the Wuhan origins of the COVID-19 virus. Beijing then  
slapped successive sanctions on Australian coal, timber, meat and dairy products, and tariffs of up to 200%  
on Australian wine. Australia, the world’s 13th largest economy at $1.3 trillion GDP, charged China with  
violating both their agreement and its World Trade Organization obligations. Canberra then canceled Belt  
and Road Initiative infrastructure deals with China, based on national security concerns.

“A once heralded geo-economic relationship between China and Australia is now at 
odds—increasing global tensions existing with both the U.S. and U.K.”
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The AUKUS regional security agreement elevates Australia to the forefront of  
new Indo-Pacific arrangements to constrain China’s aggressive policies

Sources: Centre for Strategic and Budgetary Assessment, The Economist, 2021.
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China’s diplomatic bellicosity and economic punishments ultimately delivered Australia into the welcoming arms  
of the United States and the United Kingdom. Australian Prime Minister Scott Morrison has been especially 
concerned about Beijing’s military buildup and use of coercive military power that has deteriorated the security 
environment in the Indo-Pacific region. The three countries’ leaders announced the AUKUS security agreement 
that forges a new competition for maritime power to potentially rebalance power projection and trade relations 
throughout the Indo-Pacific region. The agreement centers on transferring highly sensitive proprietary U.S. 
nuclear-powered submarine technology, previously shared only with the U.K., to Australia, which will acquire an 
initial fleet of eight submarines by 2040. Australia will also attain greater long-range strike precision capability 
across the air, land, and maritime domains, including Tomahawk cruise missiles deployed from those 
submarines. The agreement includes:

• Long-range anti-ship missiles loaded onto F/A-18 Super Hornet fighter jets

• The development of hypersonic missiles

• Precision strike guided missiles for Australia’s land forces

• The advanced development of Australia’s domestic weapons manufacturing capability

• Commercial exchanges on quantum computing, cybersecurity, artificial intelligence, and  
undersea technology initiatives

The lead-up in Washington to the AUKUS agreement is noteworthy. In March, Secretary of Defense Lloyd Austin 
established a China Task Force to assess U.S.-China “competition below the level of armed conflict,” as one 
Pentagon official described, including new “organizations and structures that will drive prioritization of China” in 
U.S. defense strategy. In June, the task force submitted its report to Secretary Austin, with recommendations for 
dealing with China. The report remains classified, but its central theme is deterrence to deny Beijing the ability to 
achieve its regional ambitions. The deterrence strategy is based on revitalizing and establishing new networks of 
allies and partners, thereby accelerating the development and deployment of U.S. modernized war-fighting 
capabilities. The Senate later confirmed the task force’s director as Assistant Secretary of Defense for Indo-
Pacific Security Affairs. National Security Council (NSC) Director for China Kurt Campbell also coordinated with 
the Pentagon to structure the AUKUS agreement, with dedicated support from NSC Director Jake Sullivan.

“The lead-up in DC to the AUKUS agreement is noteworthy, as Secretary of Defense 
Lloyd Austin established a China Task Force designed to assess U.S.-China competition 
below the level of armed conf lict.”

The Pentagon currently stations more than 2,000 Marines in Darwin, Australia, as a rotational air-ground task 
force established under the Obama administration in 2011 to train and conduct exercises with the Australian 
Defense Force. The Port of Darwin is also where the Northern Territory granted a lease worth nearly $400 million 
to a Chinese company in 2015. That lease has been under review as a security risk by the central government.  
In light of the AUKUS agreement, Canberra is unlikely to let the lease stand, risking further diplomatic and trade 
ruptures with Beijing. 

In August, the U.S. Indo-Pacific Command and the Federated States of Micronesia agreed to build a new base in 
the archipelagic nation which is comprised of more than six hundred islands across the Western Pacific between 
Hawaii and Guam. The government of Palau, a republic of more than 340 islands strategically located just east of 
the Philippines, is also hosting U.S. forces. Beijing continues to engage governments in the Pacific Island nation 
of Kiribati, located southwest of Hawaii, as well as in Tuvalu and Vanuatu, seeking bases for its own expanding 
geopolitical space in the vast Oceania region.
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The U.K. is involved as well, with Prime Minister Boris Johnson keen to project his “Global Britain” image in 
London’s post-Brexit foreign policy that transcends continental Europe. Through AUKUS, London is firmly 
entrenched as a counter-China power in the Indo-Pacific, after years of courting Chinese foreign direct 
investment throughout the British economy. 

“The partnership members of the CPTPP will likely reject Beijing’s request for admission, 
given its aggressive policies towards Australia and other members of the eleven-nation 
pact—including Japan, Canada, Vietnam, and Brunei.”

Unsurprisingly, Beijing officials denounced the AUKUS agreement. Just days later, Beijing formally submitted its 
application to join the Comprehensive and Progressive Trans-Pacific Partnership (CPTPP), highlighting the lack  
of a commensurate U.S.-led economic framework for the Indo-Pacific region. The partnership members will  
likely reject Beijing’s request, given its aggressive policies not only towards Australia but other members of the 
eleven-nation pact, including Japan, Canada, Vietnam, and Brunei. One week after China’s bid, Taiwan also 
submitted its application to join the trade pact. Beijing immediately protested, claiming authority over the island 
nation. President Trump had rejected a U.S. role in the precursor TPP agreement. Given President Biden’s 
strong ties to labor unions that oppose the Pacific pact, he is not expected to push for U.S. membership either.

Tightening cooperation across the QUAD to check Chinese security threats

In several ways, the AUKUS security agreement serves as a strategic mini coalition that bolsters the earlier 
decisions of the U.S. and Australia to join with Japan and India in forging a more formal arrangement of the 
Quadrilateral Security Dialogue (QUAD). President Biden had convened a virtual meeting of the QUAD’s national 
leaders in March, where they issued a joint statement reaffirming their “shared vision for an Indo-Pacific region” 
that is free, open, inclusive, healthy, anchored by democratic values, and unconstrained by coercion.”

They pledged “to respond to the economic and health impacts of COVID-19, combat climate change, and 
address shared challenges—including in cyberspace, critical technologies, counterterrorism, quality infrastructure 
investment, and humanitarian assistance and disaster relief as well as maritime domains.” The statement did not 
mention China, even though it was clear against whom the QUAD would direct its energies.

Just after the AUKUS agreement was announced, all four QUAD leaders met in person at the White House  
to again proclaim a decidedly and intentionally non-China agenda. The joint statement focused on surveying 
progress on vaccine exports and other aspects of global pandemic relief; resilient supply chains; maritime 
exercises; further science and technology cooperation on 5G telecommunications systems, semiconductors, 
cybersecurity, space security, governance, and intelligence sharing; and on climate policies in line with the Paris 
Agreement—which the Biden administration rejoined among its first acts in office. The statement did underscore  
the QUAD members’ resolve to defend and champion “adherence to international law, particularly as reflected  
in the UN Convention on the Law of the Sea, to meet challenges to the maritime rules-based order, including in  
the East and South China Seas.” This report will later expand on Japan’s vital role in the Indo-Pacific geopolitical 
framework, but India’s concerns are of note, given its prominence in the QUAD. India and Australia have 
established a “2+2 ministerial dialogue” between their foreign and defense ministers. New Delhi views a  
militarily capable Australia advancing its wider Indo-Pacific interests, especially now that it is in a strategic 
partnership with Washington as well. 
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The QUAD intends to defend and champion adherence to international law, 
particularly as reflected in the UN Convention on the Law of the Sea, to meet 
challenges to the maritime rules-based order, including in the East and  
South China Seas 

Sources: Central Intelligence Agency, Mapchart.net, 2021.

India is concerned about Senate and Congressional pressure on the White House to impose 
sanctions against New Delhi for purchasing Russian S-400 anti-aircraft missile systems. The Trump 
administration imposed sanctions on NATO ally Turkey for purchasing the Russian system, charging 

Ankara with threatening the advanced proprietary technology of the F-35 fighter jets deployed by the U.S. and 
select NATO allies in southern Europe. India has long been reliant on Russia to build up its military capabilities.  
In South Asia, India would deploy the defensive systems against adversarial Chinese airspace probes and 
violations, not against any American allies. Moscow is also hoping to sell the S-400 system to Beijing so that the 
two Asian powers would effectively be in a perpetual standoff along their 2,000-mile-long Himalayan border.

The Biden administration may also opt to scale back its criticisms of human rights violations, which are a priority 
in its global foreign policy. India’s human rights record against minorities, dissidents, and the press continues to 
deteriorate under the fervently Hindu-nationalist and increasingly anti-Muslim party of Prime Minister Narendra Modi.
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Europe seeks greater military and trade independence from the U.S.

The only government as angered as China by the announcement of the secret AUKUS agreement 
was France. A NATO ally of the U.S. with diplomatic relations unbroken since 1778, France is  
an Indo-Pacific power with territories such as French Polynesia and New Caledonia that are 

home to 1.6 million French citizens. After the U.S., France has the largest exclusive economic zone (EEZ) in  
the world, with over four million square miles. French direct investments in the region approached $300 billion  
in 2018, up 75% since 2008, with more than 7,000 French subsidiary companies in operation. 

To defend its sovereign and commercial interests, Paris has divided the Indo-Pacific into several “areas of 
responsibility” protected by 8,000 soldiers and dozens of naval vessels pre-positioned in several bases under  
the French Ministry of Defense—accounting for three-fifths of France’s permanent military presence overseas. 
Paris has also deployed its navy to defend free and open maritime passage through international waterways, 
having sailed near Taiwan in 2019 and again in August. 

The AUKUS submarine agreement necessitated the cancellation of Australia’s $66 billion diesel submarine 
contract for vessels that would operate in shallower waters defending Australia’s coastline, but incapable of the 
long-distance strategic depth that the eight U.S. nuclear-powered submarines provide. President Macron was 
furious on multiple levels: at the mega billion-dollar contract cancellation, at the secrecy with which its NATO 
allies conducted the AUKUS negotiations, and his sense that the Biden administration marginalized European 
security to expand a broader security net across the Indo-Pacific—where France is an established military 
power. President Macron recalled the French Ambassador to the U.S. and reiterated his calls for strategic 
autonomy for European countries that shared the position that the U.S. and the U.K. were reorienting their 
militaries at the continent’s expense. The Biden team was similarly dismayed when France and Germany 
concluded an extensive China-EU trade agreement in December 2020, with no prior consultation with the 
incoming Biden administration. 

Washington values the U.S.-France trade relationship and especially Paris’ considerable military power in 
Europe, in the Indo-Pacific, and in northern Africa, where Islamic State and other jihadist terror organizations 
have taken root in Libya and across several Saharan countries. These ungoverned regions have opened  
new pipelines for human traffickers to transit migrants illegally into southern European countries along the 
Mediterranean Sea. Presidents Biden and Macron spoke by phone to discuss the implications of the AUKUS 
agreement and agreed to meet in Europe at the end of October, and the French Ambassador returned to 
Washington the following week. President Macron will lead the French presidency of the European Union  
from January to June 2022, during which he will also seek re-election in April. 

“Washington values the U.S.-France trade relationship and especially Paris’  
considerable military power in Europe, in the Indo-Pacific, and in northern Africa—
where Islamic State and other jihadist terror organizations have taken root.”

The U.S. and France have also began healing the U.S.-NATO rifts over the Afghanistan withdrawal, which 
proceeded with barely any alliance consultation even though it was a formally integrated NATO military and 
nation-building policy for the past twenty years. German Chancellor Angela Merkel’s party chief described  
the White House decision as the greatest debacle in the history of NATO. 
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Having announced her imminent retirement from German politics after sixteen years as chancellor, 
Merkel capped her career with a dramatic increase in German exports to China, especially 
automobiles and advanced industrial machinery, and concluded the far-reaching energy deal  

with Russia to build and operate the Nord Stream 2 natural gas pipeline system.

German parliamentary elections held in September brought the nation, and the continent, into a period of political 
uncertainty. Chancellor Merkel’s Christian Democratic Union (CDU) fell to second place behind the center-left 
Social Democratic Party (SPD), which garnered only a quarter of the overall vote despite its first-place finish,  
and both major parties lost many young voters to more ideological movements. The Social Democrats will be 
negotiating with the eco-activist Green Party, which is singularly focused on climate policies but also willing to  
take a tougher line against China’s human rights record, and with the pro-business Free Democratic Party that 
seeks to liberalize Germany’s highly regulated economy, sustain large-scale exports to China, and protect the 
country’s industrial interests.

If SPD leader Olaf Scholz is the next German chancellor, he could become the de-facto 
representative of the EU, just as Chancellor Merkel was atop the unofficial hierarchy of European 
leaders for much of her sixteen years in power. She took the reins of German foreign policy for 

much of that period as well, rendering prior German foreign ministers less relevant than those of other EU 
members countries.

With France’s position as the second-largest EU economy and most powerful EU military in the post-Brexit  
era, President Macron has been detailing his own vision for the future of Europe. He had criticized NATO as  
a “brain-dead” alliance and increasingly touted the need for European “strategic autonomy” from the U.S.  
As the only militarily capable country in the EU, France would be the unmistakable leader of an independent 
EU military alliance. 

One of the early tests of the EU may materialize in the event of another standoff between NATO allies Greece  
and Turkey in the eastern Mediterranean region. The countries have been at loggerheads for forty years over 
sovereignty disputes and undersea energy resources. France recently competed in a $3 billion arms deal with 
Greece under the rubric of mutual defense. Turkey is a major arms customer of Germany. With a more diverse 
leadership in SPD, including immigrant Members of Parliament from Turkey as well as from African and Asian 
countries, tensions in southern Europe will play out in the domestic halls of political power in Berlin and could 
generate new leadership frictions between Germany and France. 

In the wake of the power vacuum created by Chancellor Merkel’s eventual departure, President Macron is 
positioning himself to become the next EU power broker, given the immediate leadership inexperience of any 
German chancellor—especially if the coalition negotiations drag out into early 2022. Either way, Brussels is not 
eager for a comprehensive U.S.-EU trade deal long sought by Republican and Democratic administrations in 
Washington. Agriculture Secretary Tom Vilsack recently stated that the Biden administration would seek several 
mini-trade deals on items such as lobster exports to Europe. France is especially interested in limiting imports  
of U.S. products and foodstuffs that do not meet the EU’s more stringent green standards or that challenge 
France’s dominant agriculture sector.



11

Geo-economic landscapes and international security stressed by accelerated power competition

In late September, U.S. and EU representatives convened the inaugural meeting of the Trade and Technology 
Council (TTC) to begin to resolve a number of trade disputes over EU steel and aluminum imports, as well  
as to forge a unified stance against China’s predatory commercial policies. The two sides agreed to maintain 
investment screening and export controls, develop innovative and trustworthy artificial intelligence systems, 
rebalance semiconductor supply chains, and pursue 6G exploratory research collaboration. The TTC working 
group will meet again regularly, starting in late October. 

Chancellor Merkel’s political retirement portends a new direction for the EU and NATO towards greater 
independence from the U.S., closer energy ties with Russia, status quo trade ties with China, and the 
continuation of negotiating a U.S.-EU trade agreement. One immediate crisis that will remain unresolved 
regardless of electoral decisions involves energy inflation across Europe, especially if widespread blackouts 
during the winter months force businesses and factories to shut down.

“In the end, Chancellor Merkel’s political retirement portends a new direction for  
the EU and NATO towards greater independence from the U.S., closer energy ties  
with Russia, status quo trade ties with China, and the continuation of negotiating a 
U.S.–EU trade agreement.”

Russia’s growing energy dominance over substantial portions of the EU economy is part of a 
broader movement towards greater self-confidence on the global stage. In the past year, U.S. 
military facilities in Alaska report more frequent scrambles to intercept Russian military aircraft

in international airspace on dozens of occasions—a pace unprecedented since the Cold War ended three 
decades ago. During the summer, Russian naval vessels approached Hawaii from as little as thirty-four 
miles away, in international waters. The Russian air and naval maneuvers are linked to U.S. warships and 
planes operating in the international airspace and waters near NATO allies along the Black Sea, which 
Russia considers to be within its vital sphere of influence. It is also where Moscow stations major naval 
assets and through which Russian oil and natural gas exports are sent to European and global markets via 
pipelines and ships. 

China’s People’s Liberation Army Navy (PLAN) also sent warships near Alaska into international waters about 
forty-six miles from the Aleutian Islands. The purposes of this operation were twofold—a signal to the U.S. 
that China’s navy has a much longer deployment reach than ever before, and a signal to Russia that Beijing 
fully intends to project power north of the Bering Strait and deep into the Arctic Ocean—even though China 
has no Arctic territory. 
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China continues to pursue military dominance in Asia  
and the Indo-Pacific region

In September, U.S. officials and intelligence chiefs underscored these and similar strategic concerns at the 
Intelligence and National Security Summit in Washington, D.C. (full disclosure: John Sitilides is a member of 
one of the event host organizations). The Director of the Defense Intelligence Agency explained how China is 
seeking a nuclear land/air/sea-based triad that only U.S. and Russia currently possess. This includes up to 
four hundred new long-range multiple-warhead nuclear missiles in two western China silo networks recently 
disclosed in commercial satellite photos, new nuclear missile submarines, and new nuclear-capable stealth 
bombers. U.S. Air Force researchers discovered a third silo area under construction in the province of  
Inner Mongolia. 

The People’s Liberation Army Rocket Force (PLARF) is now estimated to have deployed nearly as many 
ground-based intercontinental ballistic missile (ICBM) launchers as the U.S. force of Minuteman III ICBMs. 
Combined with its nuclear-power ballistic missile submarines and an air force of up to twenty stealth bombers, 
China is on track to achieve a measure of parity with Russia and the U.S. in future strategic nuclear delivery 
systems. This would constitute a dramatic strategic breakthrough beyond Beijing’s historic minimal nuclear 
deterrence doctrine to one of potentially outright offensive coercion of any adversary. 

“China is seeking a nuclear land/air/sea-based triad that only U.S. and Russia 
currently possess.”

The Director of the National Security Agency and commander of Cyber Command described how China’s 
influence operations specifically aim at creating social divisions within American society, including on the national 
COVID-19 responses, by influencing public views of vaccines. The Director of the National Reconnaissance 
Office disclosed how China is engaged in eroding U.S. satellite operations and space capabilities, with an eye 
towards ground-launched anti-satellite missiles and space-based weapons that can disarm satellites or hamper 
their operations. National Geospatial-Intelligence Agency officials detailed how China seeks to surpass the U.S.  
in imaging operations using its BeiDou Navigation Satellite System—its version of the U.S.-led Global Positioning 
System (GPS). According to Nikkei, BeiDou satellites observe 85% of all capital cities worldwide more frequently 
than by GPS, potentially providing the Chinese military with intelligence and precision military targeting 
capabilities in the event of a conflict. 

These observations accord with President Xi Jinping’s preparation for the 20th National Communist Party 
Congress next fall, where conveying supreme political strength will be key to securing his third term as 
president. He is moving forward with domestic reforms to head off potential crises involving China’s debt, 
finance and energy crises, underperforming dams, and multiple corruption cases. At the same time, he must 
ensure continued absolute control over all levels of power in China’s government, economy, military, foreign 
policy, and society. 
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President Biden and President Xi spoke for the second time this year to determine how to temper cooling 
relations through cooperation on key fronts, and they are planning a virtual meeting before year-end to maintain 
open lines of communication on regional security, trade, COVID-19, human rights abuses, and other high-level 
concerns. Washington’s effective isolation of Huawei and other Chinese telecommunications companies is of 
significant concern to Beijing. Shortly after their call, the U.S. Department of Justice announced it had secured 
a deferred prosecution agreement from Huawei CFO Meng Wanzhou and was dropping its extradition request 
to Canadian authorities who arrested her in 2018. Ottawa released her, and after she returned to China amid 
great nationalist fanfare, Beijing released two Canadian executives arrested on spurious charges in 2018—right 
after Ms. Meng’s arrest for violating sanctions on Iran. Beijing also allowed the departure of two Americans who 
were banned from exiting China for the past three years.

Beijing scored a major domestic propaganda coup amid proclamations of China’s global greatness and new 
capability to intimidate adversaries. Washington paid a cost to close this matter, but Justice Department 
observers believe a legal case would have taken many years, and the sentencing would have been uncertain 
given that Ms. Meng was under house arrest for three years. The White House considers this case a less 
important matter than reconfiguring its military, intelligence, diplomatic, and commercial resources for the 
strategic competition that will likely dominate the U.S.-China relationship for decades to come. That competition 
is predicated on technological influence, a domain where U.S. policies begun under the Trump administration 
and continued under the Biden administration are causing great challenges for Huawei. Currently, eight of the 
world’s ten largest economies comprising 60% of the world’s telecommunications market, along with nearly 
every member of the EU, have severely restricted or outright banned Huawei from their 5G networks. 

“Washington paid a cost to close the Huawei matter with China, as Beijing scored a 
major domestic propaganda coup amid proclamations of China’s global greatness and 
new capability to intimidate adversaries.”

One private research firm concluded in September that U.S.-China foreign direct investment in technologies 
plunged 96% from 2016 to 2020, while overall investment dropped by about 75%, due to Beijing’s “dual 
circulation” strategy to bolster domestic consumer markets and to increased investment and export scrutiny 
by Washington—using strengthened foreign investment screening tools and export controls that specifically 
target China. However, Commerce Secretary Gina Raimondo emphasized that she remains focused on 
enlarging U.S.-China trade. This will center on non-technology and non-security risk sectors such as U.S. 
services, foodstuffs, and related agricultural exports, and on imports of Chinese-manufactured consumer 
products and electronic goods. U.S. Trade Representative Katherine Tai later announced that most of the 
Trump administration’s China trade policies would remain in place under the Biden administration for the 
foreseeable future. The Biden trade strategy will center on regaining lost leverage over China since its meteoric 
economic growth of the past two decades, through additional investment in infrastructure, incentives to 
re-shore U.S. manufacturing, and new trade deals with allies that will exclude Chinese participation.  
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Another study conducted at the College of William & Mary revealed a “secretive overseas development finance 
program” under Beijing’s global Belt Road Initiative that has resulted in nearly $400 billion in hidden debt for  
more than 13,000 infrastructure projects in dozens of developing countries worldwide—especially those that are 
resource-rich, highly corrupt, or both.

Many agreements require the borrowers to use Chinese workers and materials such as steel and cement, and 
then promise critical natural resources exports and other assets as collateral to repay the loans. Because nearly 
70% of China’s overseas lending is “directed to state-owned companies, state-owned banks, special purpose 
vehicles, joint ventures, and private sector institutions,” according to the study, these debts, for the most part,  
do not appear on government balance sheets in developing countries.

As a result, Chinese debt holdings around the world remain undercounted by credit-rating agencies, as well as  
by private research institutions and intergovernmental organizations with surveillance responsibilities. Forty-two 
countries now have levels of public debt exposure to China exceeding 10% of GDP. 

At the end of September, American and Chinese military officials convened for a two-day virtual meeting of 
Defense Policy Coordination Talks—for the first time since January 2020 under the Trump administration.  
The Pentagon said the meetings were key to “the Biden-Harris administration’s ongoing effort to responsibly 
manage the competition between the U.S. and the [People’s Republic of China] by maintaining open lines of 
communication with the Peoples Republic of China (PRC).” This has become a more pronounced concern  
with China adopting new mechanisms for pressuring Taiwan, even as Washington seeks better communication 
with Beijing to avoid miscalculations by China over Taiwan or the South China Sea.

 Taiwan—Geopolitical lynchpin to Asian balance of power 

The Biden administration is especially concerned that as Beijing asserted its full authority over Hong Kong in 
2020 with no major international consequences, Chinese officials may feel more emboldened to take unilateral 
action to unify Taiwan with China within the next half-decade. As the USS Ronald Reagan and USS Carl Vinson 
aircraft carrier strike groups, accompanied by British and Japanese warships, conducted maritime exercises in 
international waters near Taiwan, and later in the Philippine Sea south of the Japanese archipelago, Beijing 
dispatched nearly 150 Chinese warplanes, including twelve nuclear-capable bombers, into Taiwan’s air defense 
identification zone (ADIZ)—an administrative demarcation but not its territorial airspace and thereby not directly 
violating Taiwanese sovereign rights. The State Department condemned China’s “provocative military activity  
near Taiwan, which is destabilizing, risks miscalculations, and undermines regional peace and stability. We urge 
Beijing to cease its military, diplomatic, and economic pressure and coercion against Taiwan.” 

“Taiwan’s robust free-market economy and political freedoms within a successful 
constitutional republic of ethnic Chinese citizens constitutes a direct and existential 
threat to the legitimacy, ideology, and absolute hold on power of the Chinese Communist 
Party (CCP)—more than they threaten in any serious way the Chinese nation-state.”
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Deputy Secretary of Defense Kathleen Hicks stated that the U.S. possesses “a significant amount of capability 
forward in the region to tamp down any such potential” Chinese invasion. However, Secretary of State Antony 
Blinken has not declared any new U.S. defense posture, adhering to the “strategic ambiguity” of prior administrations 
to deter a Chinese invasion by keeping Beijing uncertain whether the U.S. would actively defend Taiwan. 

Taipei has embarked on a strategic weapons acquisition and deployment program under a “porcupine” defense 
concept to armor itself as effectively as possible against a worst-case invasion scenario. Simultaneously, it seeks  
to deliver as destructive an asymmetrical response against Chinese military and economic targets, to expand and 
modernize its deterrence capabilities against the overwhelming superiority of the People’s Liberation Army. 

Range of Taiwan’s surface-to-surface missile systems (present and future)
Taiwan has built a robust “porcupine” deterrent posture to defend against growing  
Chinese military threats

Source: U.S. Department of Defense, Defense News, 2021.

Taiwan’s military spending is expected to increase significantly over the next five years. Annual national defense 
expenditures since 2013 amount to less than 2% of GDP, far less than South Korea and proportionately closer  
to the Netherlands—which is surrounded by NATO and EU allies. The Biden administration recently approved  
the sale of advanced long-range, high-velocity artillery systems. Taipei will also seek to purchase and deploy 
precision missiles, anti-ship missiles, high-performance naval ships, combat drones, ground-based air-defense 
systems, and more lethal weapons systems for upgraded frigates and other warships.
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The Trump administration in 2020 deployed several dozen U.S. special operations forces and support troops to 
Taiwan to train small-unit military forces there in defending against a potential Chinese amphibious invasion and 
for other defense-related operations to bolster Taiwan’s overall security. The purpose was to “enable Taiwan to 
develop an effective asymmetric defense strategy and capabilities that will help ensure its security, freedom from 
coercion, resilience, and ability to engage China on its own terms.” The Biden administration has maintained the 
U.S. training force in Taiwan, though the October revelation of its presence will exacerbate the already growing 
tensions between Beijing and Washington.

Beyond advanced military hardware, Taiwan confronts a weaker military service among its youth than ever 
before. Many young Taiwanese are interested in pursuing careers outside the military, and conscription was 
phased out by Taipei under public pressure to expand personal freedoms. After decades of compulsory military 
service of two years of basic training, Taiwan’s youth now undergo about four months. 

The underlying problem may be that, despite China’s escalating belligerence in the Taiwan Strait and its hostile 
rhetoric asserting eventual unification, polls show that most Taiwanese do not believe China would ever attack 
their nation, especially given their country’s world leadership in advanced chip manufacturing—the loss of which 
could trigger a global recession. Compounding their skepticism is that Beijing understands an invasion of Taiwan 
would require a military occupation under utterly hostile conditions against a sustained Taiwanese resistance for 
an indeterminate length of time, at the expense of advanced Chinese manufacturing and global factory floor 
leadership—and possible U.S., Japanese, British, and Australian retaliation. 

“Most Taiwanese do not believe China would ever attack their nation, especially given  
its world leadership in advanced chip manufacturing—the loss of which could trigger  
a global recession.”

Taipei welcomed recent statements by Japanese officials that joint U.S.-Japanese operational support would 
better defend Taiwan, even though there is still no serious improvement to that conceived capability. There is also 
no joint Washington-Tokyo operational plan to coordinate military operations, and there is no joint headquarter 
system. To date, these statements are aspirational, but not tangible or substantive. 

Japan—New leadership seeks stronger military posture  
with U.S. & Asian allies

Japan’s Prime Minister Fumio Kishida was elected in early October largely as a status quo leader. In addition to 
prioritizing an economic revival and better management of the nation’s COVID-19 response, he has proclaimed 
the importance of a new Japanese approach to national security and regional defense. During the campaign, he 
spoke openly about Tokyo possibly acquiring a second-strike nuclear capability to deter China. His predecessor 
Yoshihide Suga attended the September White House meeting of the QUAD leaders, and Kishida intends to build 
even closer ties to the U.S. in response to China’s assertiveness. 
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Since the end of the Second World War, Japan does not possess a traditional military, only the constitutionally 
non-aggressive Japanese Self-Defense Forces (JSDF). The JSDF is generally considered underfunded for its 
forward objectives, given Japan’s more pacifist approach to Asian security of decades past. It lacks the 
resources, manpower, and capability to fulfill the security role that successive governments now believe is 
required. Essentially, the United States is Japan’s only true ally in the world. Tokyo has proceeded over the past 
seven decades upon the foundational notion that Washington would always come to its defense in the event  
of a military conflict.

Since 2010, Japan has been confronted with direct threats from China against its southwestern islands that 
extend to northeast of Taiwan, from North Korea firing more accurate ballistic missiles across the Sea of Japan, 
and from Russia to the north in long-standing disputes over the Kuril Islands claimed by both countries. Yet 
Tokyo’s historical approach has avoided any serious military armament measures, so that less than 1% of 
annual GDP is dedicated to defense dating back more than a decade—even as China now directly threatens 
Japanese sovereignty over its Senkaku Islands, as well as for the natural gas reserves believed to lie beneath 
the island seabed.

China has been increasing military pressure against the islands since 2013, shortly after Japan purchased the 
islands in a private transaction and declared them within the nation’s Air Defense Identification Zone (ADIZ).  
As with Taiwan, Japan’s ADIZ overlaps a portion of China’s ADIZ in the East China Sea, and their territorial 
wrangles play out frequently at sea as well. 

After China in January enacted a new Coast Guard law permitting the force to shoot at foreign vessels, normally 
the purview of a nation’s navy, Beijing sent an aircraft carrier through Japan’s Miyako Strait, between Okinawa, 
where U.S. forces are based, and the disputed Senkaku Islands. The strait is an international waterway offering 
China one of the few open-access channels from its coastline to the Pacific Ocean, therefore of immense strategic 
value to the People’s Liberation Army (PLA) Navy. Japan’s Coast Guard asserts that Chinese Coast Guard vessels 
have entered Japan’s sovereign territorial waters on nearly one hundred occasions. Beijing has responded that it is 
merely patrolling waters around what it considers its territory, as Beijing also claims sovereignty over the Senkaku 
Islands. Chinese Coast Guard vessels are also pursuing and harassing Japanese fishing vessels, claiming they 
violate sovereign Chinese territory around those same islands. 

“Japan’s National Security Strategy now describes the country’s surrounding region  
as “ever more severe.”

One major thrust of Japan’s new security framework consists of new missile units near Taoyuan International 
Airport, Taiwan’s largest, to help deter a potential Chinese attack. This installation will be the fourth in Japan’s 
southwestern island chain close to Taiwan that Tokyo is arming with anti-ship and surface-to-air missiles.  
As Japanese political leaders and military officials prepare to boost military spending to address current and 
projected security threats to Japanese sovereignty, business leaders are pressing the government to avoid any 
serious rifts with Beijing, to help preserve the $300 billion annual trade relationship between China and Japan.
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Afghanistan—Post-U.S. chaos may spawn new global terror threats 

China is a key trade beneficiary of the U.S.-led NATO withdrawal from Afghanistan, especially in the rare earth 
minerals sector. A decade ago, the U.S. Geological Survey released a series of hyperspectral imaging maps 
revealing that Afghanistan, one of the world’s poorest countries, was sitting atop nearly $1 trillion in mineral 
wealth—including huge iron, copper, lithium, cobalt, and other rare-earth deposits. Lithium, used in batteries  
for electric cars, smartphones, and laptops, is facing unprecedented demand due to current and projected 
consumption sparked by Western government investments in renewable energy. China already controls 70%  
of the world’s lithium supplies and 85% of rare earth metals processing, even though the minerals are found 
throughout the world.

Afghanistan, one of the world’s poorest countries, sits atop nearly $1 trillion in 
mineral wealth

Sources: Bloomberg, U.S. Geological Survey, 2021.
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Extraction will remain a major challenge, given the political instability now rife throughout Afghanistan. The 
country also faces severe water and energy delivery systems shortages essential to rare earth mining, and its 
dramatic mountain landscapes, weak infrastructure, and renewed domestic instability will only compound the 
extraction hurdles. China’s ability to conduct business in otherwise hostile commercial landscapes, evidenced in  
the hundreds of Belt Road Initiative projects built worldwide, may help it negotiate around the local corruption, 
environmental degradation, and tribal land disputes its executives will confront if they pursue such valuable 
Afghan mining opportunities.

China is urging the Taliban government in Kabul to quell any potential resurgence of the East Turkestan Islamic 
Movement (ETIM) and Turkestan Islamic Party, both of which engaged in terror operations in western China  
in the name of their Uighur brethren residing in Xinjiang. Hundreds of militants are reportedly ensconced in 
northeastern Afghanistan, across a short border with China. Many have fought with anti-Assad rebels in Syria 
and may look to bring battle-hardened skills that helped advance the successful Taliban offensive of the past 
several months across the border into Western China. 

Beijing officials welcomed Taliban leaders for initial meetings in July, weeks prior to Kabul government’s collapse. 
They demanded that the eventual Taliban government cut off all ties to ETIM and take all necessary actions to 
prevent any resurgence of terrorist activity inside China. If the Taliban abandon their fellow Uighur Muslims and 
expel Xinjiang militants from Afghanistan, more hardened militant jihadists such as the Haqqani network and 
Islamic State—Khorasan will brand them as insufficiently Islamist, laying the potential groundwork for another 
Syria-type civil war in the war-torn South Asian nation. 

“China is concerned that domestic turmoil could spill into central Asian countries  
north of Afghanistan and into southern Russia—exposing the vulnerable network 
of overland pipelines from the Persian Gulf and Caspian Basin that supply much of 
China’s oil and gas.”

China is similarly concerned that Afghanistan’s domestic turmoil could spill over into central Asian countries  
and southern Russia—exposing the vulnerable network of overland pipelines from Eurasia, the Persian Gulf  
and Caspian Basin that supply much of China’s oil and gas. Beijing and Moscow both enjoyed the economic 
advantages of the U.S. and its NATO allies remaining engaged in counter-terrorism operations and maintaining 
stability in Afghanistan. Washington’s geographical distance from Afghan disorder—at least for now—passes 
much of the management of Afghanistan, its terror networks, and the attendant drug trades and refugee flows 
to China, Russia, South Asia, and the Middle East.
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Terrorism—A growing concern as Afghanistan finds its way

The Afghanistan-Pakistan region contains the highest concentration of terrorist groups in the world, with thirteen 
based in Afghanistan and seven in its nuclear-armed neighbor Pakistan. When the U.S. military secretly withdrew 
from the strategic Bagram Air Force Base north of Kabul in mid-July, they left thousands of terrorists detained 
inside the base’s jails. On August 15, after Taliban forces overran the Afghan army defending the base, they freed 
between 5,000-7,000 terrorist inmates—most of them affiliated with al Qaeda, the Haqqani network, the Islamic 
State-Khorasan, and other terror groups.

The Taliban took possession of about $24 billion worth of U.S. military weapons, aircraft, helicopters, vehicles, 
and equipment left behind at Bagram and other bases and facilities, according to the Special Inspector General 
for Afghanistan Reconstruction. The stockpile includes a world-class super-encrypted secure communications 
system, enabling it to elude U.S. and other advanced surveillance and counter-espionage operations. As a result, 
it is now one of the best-equipped armed forces in the world—even if it will face serious difficulties in operating 
the more advanced equipment.

The White House is concerned that the Taliban will transfer the more advanced systems to China, Russia,  
and Iran for reverse engineering purposes, and will offer to sell excess weapons and equipment to other terror 
organizations operating in the Middle East, Africa, and Europe. The Director of the U.S. National Counterterrorism 
Center testified before a Senate Homeland Security Committee that the intelligence agencies are now re-assessing 
rapidly developing new threats from these terror groups, several of which continue to maintain “a strategic interest 
in conducting attacks in the West.” The Central Intelligence Agency and other intelligence agencies are monitoring 
signs that al Qaeda remnants in other countries have begun returning to Afghanistan, now a safe terrorist haven 
again, that Islamist terrorist organizations will surge in both radicalization and recruitment—and that they are 
working to reconstitute a capacity to threaten the U.S. by 2023.

“The White House is concerned that the Taliban will transfer the more advanced 
weapons systems to China, Russia, and Iran for reverse engineering purposes, and will 
offer to sell excess weapons and equipment to other terror organizations operating  
in the Middle East, Africa, and Europe.”

President Biden and Defense Department officials since the withdrawal have championed an “over-the-horizon” 
military capability to strike at terror organizations inside Afghanistan if they are found to be plotting against the 
U.S. Yet without an in-country or neighboring base presence, and with local partners and human intelligence 
assets no longer available, the challenges to executing such strikes are significant.

President Putin informed President Biden that Russia would oppose any Washington efforts to set up operating 
bases in the five central Asian republics between Afghanistan and southern Russia. With Iran to the west of 
Afghanistan out of the question, the White House may need to revisit its relationship with Pakistan—bordering 
Afghanistan to its east and south along the Indian Ocean, if it intends to request permission to fly through 
Pakistani territory.
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Islamabad has been one of the largest recipients of U.S. aid since combat operations in Afghanistan began 
twenty years ago, averaging over $1 billion annually. Yet Pakistan’s intelligence services are close to the Taliban, 
leveraging that support to influence political and security conditions in Afghanistan, especially to help the terror 
group re-emerge in 2004 after U.S. forces ousted it in 2001. Now that the Taliban is in power, Islamabad may 
opt to ally with Kabul, potentially sealing off any direct access by the U.S. military against terrorist targets in 
Afghanistan. Until these matters are resolved, military strikes will be launched from distant bases hundreds  
of miles to the west, the United Arab Emirates, and Qatar, or from the U.K.’s Indian Ocean base in Diego 
Garcia—2,500 miles south of Afghanistan.

The Afghanistan-Pakistan region contains the highest concentration of terrorist 
groups in the world

Source: The Economist, August 2021.
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U.S. departure from Afghanistan also impacts foreign policy in the Middle East

The Biden administration’s Afghanistan policy is also affecting U.S. policy in the Middle East, as Sunni Arab  
allies fear possibly destabilizing moves by the White House in Iraq, Syria, and Saudi Arabia. President Biden 
announced in July that the 2,500 U.S. soldiers stationed in Iraq would end their combat mission there by 
December. At the request of Baghdad, they will remain to continue training and advising the Iraqi military, a 
low-cost stabilization mission that serves to check Russian and Iranian ambitions in the region. 

In January 2020, President Trump ordered the execution of Iranian Gen. Qassem Soleimani, who led regional 
Iranian military and terrorist forces operating in five Middle East countries. Iranian-backed Shia militant groups 
continue to conduct rocket, mortar, and armed drone attacks on U.S. troops stationed in Iraqi military bases in 
their campaign to force out the remaining American presence completely. Iran has been using armed drones 
with greater frequency, also attacking Israeli civilians from Gaza, Saudi pipelines and refineries from bases in 
Yemen, and a British tanker in the Arabian Sea. The White House has not announced any mission change for 
900 U.S. soldiers, including Green Berets, stationed in northeast Syria to support and advise Syrian Kurdish 
forces fighting Islamic State terrorists in Syria since 2014.

The Biden administration seems to be realigning U.S. relations with Saudi Arabia, especially  
on human rights-related issues. Attorney General Merrick Garland is reviewing for potential 
declassification of federal government documents on how the September 11, 2001 terror attacks, 

conducted mostly by Saudi nationals, were plotted and executed. The previous three administrations all resisted 
disclosure of the classified information, fearing potential blowback in Riyadh that could harm the U.S.-Saudi 
relationship and strengthen Iran in the Middle East. When Congress passed a 2016 law allowing Americans to  
sue Saudi Arabia and other foreign governments believed to support terrorist attacks against the U.S., President 
Obama vetoed the measure. Congress then overrode the veto and enacted the measure. Garland is to complete 
his review by March 2022.

A high-level White House delegation led by National Security Advisor (NSC) Director Jake Sullivan met in late 
September with Saudi Crown Prince Mohammed bin Salman to explore how to wind down the civil war in 
Yemen, in the southern Arabian Peninsula. Saudi Arabia has been arming the government in Sana against 
Houthi rebels armed by Iran, with severe humanitarian consequences for the civilian population. The U.S. 
delegation also raised the matter of Saudi dissident Jamal Khashoggi’s 2018 murder by Saudi agents at their 
Istanbul consulate. 

Moscow and Riyadh entered into a new military cooperation agreement, signaling to Washington that Saudi 
Arabia is exploring additional security partners if the U.S. is deemed a less dependable ally. Russian and Saudi 
officials announced they would jointly explore military and defense cooperation, and advance common interests 
in the Middle East and the Persian Gulf regions. Russia enjoys permanent naval and air bases on Syria’s eastern 
Mediterranean coast and works closely with Iran to support Bashir Assad’s regime in Syria. At least four rounds 
of direct talks between Saudi Arabia and Iran have occurred this year to explore easing regional tensions amid 
their decades-long rivalry for pre-eminence among Muslim-majority nations.

Under the new presidential leadership of Ibrahim Raisi, Iran announced it would seek membership 
in the Shanghai Cooperation Organization (SCO), a security-focused Asian framework led by 
Moscow, Beijing, and New Delhi. Long isolated in international circles since its 1979 Shia Islamist 

revolution, Iran welcomes international acceptance at every opportunity. Teheran believes that more integrated 
cooperation with Beijing and Moscow gives it greater leverage against U.S. and European sanctions on its 
nuclear weapons development program. It may also deepen the cooperation with Beijing after their highly 
ambitious $400 billion pact to provide the Chinese economy with reliable energy supplies for the next twenty-five 
years, in exchange for sizable Chinese infrastructure and other investments in Iran.
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“Teheran believes that more integrated cooperation with Beijing and Moscow gives 
it greater leverage against U.S. and European sanctions on its nuclear weapons 
development program.”

To fully benefit from regional trade openings beyond China that SCO membership may offer, Iran will need to 
transact with banks that do not face U.S. sanctions. This could be a key incentive for Teheran to return to the 
nuclear program negotiations which President Trump had ended. President Biden has stated his interest in 
opening talks, yet Teheran has not yet signaled its intentions. Iran wants a U.S. commitment that any agreement 
will not be overturned by a future Republican president, which the White House is unable to assure without 
Senate ratification—a nearly impossible outcome under current Congressional sentiment towards Iran. It may  
also require more concessions from the White House to refresh the stalemated process, including its demand 
that all sanctions against the Islamic Republic are lifted. Any new nuclear agreement will not prevent Iran’s 
pathway to nuclear weapons, but merely delay that increasingly inevitable outcome.

Shifting balances of power generate disorder on a global level

Deep into its first year in office, the Biden administration has detailed its view of the top strategic threats facing 
the U.S. and the international system in the coming decade: great power competition between China and the 
U.S.-led global West; Russia’s constancy in undermining and destabilizing trans-Atlantic alliances and domestic 
political systems; and continued regional instability provoked by Iran and North Korea. In the wake of the 
Afghanistan withdrawal and the attendant collapse of the Kabul government and military, a resurgent global 
jihadist movement now poses new security challenges, requiring regional and international counter-terrorism 
planning and responses. 

In August, the Chinese Communist Party published its updated “Missions and Contributions,” in which it 
proclaims that in a global landscape “plagued with a crisis of rule and order, restoring the rules and maintaining 
order are matters of the greatest urgency. Hegemonic “systems” or “rules” set by one country or a few 
countries, even when wrapping themselves in the cloak of justice, will be resolutely opposed by China and 
rejected by the overwhelming majority of countries.” Beijing’s sharp, if unstated, criticism of the U.S.-led liberal, 
rules-based international order is backed by the transformation of the People’s Liberation Army Navy (PLAN) 
from a coastal defense force into a blue-water navy with global operational capability. The PLAN is challenging 
the primacy of the U.S. Navy and its regional allies that police the world’s otherwise ungoverned ocean waters 
and major shipping lanes, the system of globalization that for thirty years has provided the diplomatic calm  
to ensuring the safe passage of natural resources, energy supplies, and finished consumer products to and 
from nations worldwide.

“The global balance of power is being seriously weakened for the first time since the 
end of the Second World War, and these shifts are driven by a fiercely ambitious and 
assertive Chinese leadership, Russian opportunism against NATO and the EU, Iran’s 
drive toward a nuclear weapons capability, North Korean missile arsenal expansion,  
and a well-armed terrorist government in Afghanistan.”
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As China’s grand strategy to dilute U.S. influence, displace American power in Asia, and shape a global order 
suited to Beijing’s governance model crystallize, the Biden administration is talking less overtly about containing 
China and focused more on articulating a vision for how the world can interact in the decades ahead. This was 
evident in the stunning AUKUS announcement between U.S., U.K., and Australian leaders, and in the subsequent 
QUAD meeting of leaders from the U.S., Japan, India, and Australia. This vision will build on a democratic, 
transparent, free and open, trustworthy and clean global network of trade and security partners. It will be less 
about anti-Chinese policies and more about how freedom and prosperity can expand and thrive against the 
challenges ahead. But a vision alone will not succeed. 

The current budget battles in Washington for vast increases in domestic government programs occur at the 
expense of overall U.S. defense spending in the 2022 fiscal year budget. The projected 1.6% increase is the 
lowest of all federal government agencies except homeland security. Lower than the current national inflation rate,  
it constitutes a net decrease in military spending, even as the White House and Congress plan for trillions of 
dollars in new federal expenditures for emergency COVID-19 spending and new social entitlement programs.

In an increasingly disorganized world, in which Washington is boldly shifting resources and assets from the 
Middle East and South Asia towards China and Indo-Pacific—even at great cost, as the Afghanistan withdrawal 
demonstrates—allies and partners worldwide will look to the U.S. to maintain and strengthen the necessary 
capabilities to support friends, deter adversaries, prevent acts of terror, and do so by preparing for the possibility  
of a major conflict in the years ahead—precisely to best ensure that such a conflict never occurs.
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This material contains general information only and does not take into account an individual’s financial circumstances. This 
information should not be relied upon as a primary basis for an investment decision. Rather, an assessment should be made as  
to whether the information is appropriate in individual circumstances and consideration should be given to talking to a financial 
professional before making an investment decision.

“New York Life Investments” is both a service mark, and the common trade name, of certain investment advisors affiliated with 
New York Life Insurance Company. 

For more information 
800-624-6782
newyorklifeinvestments.com




