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China’s Rising Power and the
Implications for US Hegemony

In a recent report, we noted that the world is
now transitioning away from its 30-year era
of Globalization, when the United States
mostly embraced its traditional role as
global hegemon, i.e., the big, dominant
country that provides international security,
ensures relative order, and issues the reserve
currency. Our previous report showed that
the world is now entering a new era of
Global Fracturing or, potentially, Chinese
Hegemony. In this report, we take a deeper
dive into the current US-China balance of
power. We show that in all key aspects of
power — military, diplomatic,
technological, and economic — the balance
appears to be shifting noticeably in favor of
China. As this monumental shift in
international relations becomes more
obvious, US leaders and voters are
increasingly struggling to decide whether
they want to cede hegemony to the Chinese,
defend it, or reform it into something that is
more “America First.” Whatever they
decide, the US role as global hegemon is
changing as China’s relative strength
increases. We conclude our report by
discussing the investment implications of
this change.

Military Power

Since 2021, we’ve been publishing detailed
biennial studies on the military balance of
power between the US and China, drawing
largely from the Defense Department’s
annual report on the topic but also reflecting
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other relevant sources. The 2025 edition of
this series can be found here. Based on the
trends we’ve discussed in these reports, we
think some of the main changes favoring
China are in the realms of naval power,
missile arsenals, munitions production, and
space and cyber warfare.

Naval Power. The most recognized change
favoring China’s military is the continuing
expansion of its navy. China’s total naval
combat force continues to grow and now
exceeds 370 ships, while a spate of ship
retirements this year will cut the US force to
just 287 vessels (see Figure 1).

Figure 1

Total battle force ships, US Navy and Chinese PLA Navy
(totals past 2021 are estimates)

475

(Source: TheSoundingLine.com)

China’s navy still falls short of the US fleet
in total tonnage and technology. For
example, each of its three aircraft carriers
relies on diesel power, while all US carriers
use nuclear propulsion. Still, China’s
growing ship count is increasingly allowing
it to saturate the western Pacific Ocean,
where a potential US-China conflict would
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most likely occur. Finally, the Chinese navy
continues to ramp up its pace of operations,
training, and provocative maneuvers in
disputed waters. That effort probably helps
offset new US naval programs in the region,
such as a buildup of forces in Guam and
small deployments of anti-ship missile
batteries in allied countries.

Missile Arsenals. 1t’s also widely known
that China’s massive arsenal of short-,
intermediate-, medium-, and long-range
conventional missiles can saturate the
Western Pacific, putting US and allied
forces at sea, on the ground, or in the air at
risk. While the US has begun to deploy
more anti-air and anti-ship missiles in the
region, the numbers are small. China’s
conventional missile force has therefore
already made the regional waters a high-risk
area for US and allied forces of all types, but
what’s less recognized is that China also
continues to expand its arsenal of nuclear-
armed missiles that can strike the US.
Beijing is believed to be intent on matching
the US’s deployed nuclear force of about
1,700 warheads by the early 2030s.
Meanwhile, the US arsenal is currently still
capped by the New START treaty with
Russia. The US is trying to modernize its
decades-old nukes, but cost overruns and
engineering issues have dramatically slowed
the effort. If coordinated with Russia’s
enormous nuclear force, China’s growing
arsenal could potentially negate the US’s
nuclear deterrence and compel US leaders to
back down in any geopolitical conflict with
China (see Figure 2).

Arms and Munitions Production. As
concerning as China’s growing naval and
missile forces are, the biggest problem may
be that the US and allied defense industries
are having trouble ramping up their arms
and munitions production. China’s naval
shipyard capacity is some 200x that of the
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US, while reports indicate US missile
producers are struggling to meaningfully
accelerate their output despite strong
Pentagon pressure to do so. That’s left US
missile supplies at uncomfortably low levels
after the aid provided to Ukraine and Israel
this year. As discussed below, it’s now also
widely recognized that the US defense
industry has become too reliant on foreign
supplies — including rare earth minerals and
computer chips from China.

Figure 2

Deployed Nuclear Weapons: USA v. China+Russia
Source: Bulletin of the Atomic Scientists, US Defense Dept.
3,500

3,000

-
-
-
-
-

2,500
1,500

1,000

5 R N . 5 5
o @ g @t @ g o e @

e China+Russia Actual USA Actual

= == China+Russia Forecast == = USA Forecast

Space and Cyber Warfare. Finally, China
continues to develop and operationalize
space weapons aimed at neutralizing one of
the US’s key military advantages, even as it
keeps probing US and allied cyber defenses
through computer hacking, espionage, and
pre-planted malware. Of course, the US
military and intelligence agencies also
continue to fight a shadow cyber war against
China in the same realms, but Beijing’s
massive effort constitutes a formidable and
growing threat to the US all the same.

Diplomatic Power

In our initial study of the overall US-China
balance of power in 2021, we did a detailed
comparison of the two countries’ diplomatic
position around the world. As the reigning
global hegemon, the US has traditionally
had a large, strong, and well-regarded
diplomatic effort. This diplomatic effort was
buttressed by an emphasis on “soft power”
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to draw in allies and influence their
behavior. Still, China has been rapidly
building up its diplomatic infrastructure and
has tried to bolster its image with its own
soft-power programs such as its Belt and
Road Initiative. What’s new in 2025 is that
the US has adopted a more populist America
First approach, including dismantling public
information sources such as the Voice of
America and significantly reducing foreign
aid programs. China has attempted to fill the
resulting perceived void, potentially earning
it goodwill overseas.

Technological Power

Artificial intelligence has become the
technology of the moment, with the US and
China leading the way. Importantly, while
US-based OpenAl touched off the frenzy in
November 2022 with the release of its
ChapGPT model, which reportedly took
billions of dollars to develop, the release of
China’s much cheaper DeepSeek model in
January 2025 served notice that China
would be a powerful competitor in the new
industry. Some analysts believe Chinese Al
models have already surpassed the best US
models. At the very least, Chinese Al is
nipping at the US’s heels.

Some proof of that threat is the US
government’s extraordinary efforts to
constrain China’s Al developments by
restricting the export of the US’s top-end Al
computer chips and related equipment to
China and China’s strong retaliatory efforts
in response. Less recognized is that Chinese
firms’ focus on open-source Al models that
are customized to specific uses may be a
cheaper and more productive strategy than
the US’s focus on comprehensive,
generalized large language models.

China’s competitiveness in Al is only one
success from its “Made in China 2025”
initiative, in which it has invested huge
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resources to gain market share and global
dominance in a number of key technologies,
from electric vehicles and batteries to solar
power. China’s technology success feeds
into its growing military, diplomatic, and
economic power.

Economic Power

Finally, we think one key development of
2025 has been a shift in perceptions about
China’s economic power versus that of the
US. Reports indicate that President Trump
and members of his administration came
into office in January convinced that the
enormous US trade deficit with China would
give Washington overwhelming economic
leverage against Beijing (see Figure 3).

Figure 3

US Trade Balance With China, Canada, and Mexico
Source! : US Census Bureau
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After all, the flipside of the US trade deficit
is that China has an enormous trade surplus
with the US, meaning much of its economic
activity depends on exporting to the US.
However, when the White House attempted
to impose massive import tariffs against
China in April, it was quickly forced to back
down by Beijing’s clampdown on exports of
rare earths and rare-earth products, which
are essential to an array of modern products
ranging from military goods to electric
motors.

The key learning has been that even though
China depends much more on exports to the
US than vice versa, it also has enormous
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economic leverage from its near monopoly
on producing and refining rare earths and
other critical minerals that are essential to
many of today’s most important and
lucrative technologies. After Beijing curbed
exports of such supplies, manufacturers
throughout the West quickly realized their
production would soon have to stop. Frantic
lobbying of the White House by those firms
(along with a US clampdown on aircraft
parts and software exports to China)
prompted a trade truce. A similar flare-up
occurred in October 2025, when Beijing
extended its export licensing scheme to
more critical minerals and to the technology
and equipment to mine or process them,
threatening the West’s budding efforts to
develop its own secure supplies. Finally, it’s
notable that China’s total exports in 2025
have held up well, as many goods that
would have normally gone to the US appear
to have been shifted to other markets (see
Figure 4).

Figure 4

China: Total Exports & Imports ($, 12-Month Ave.)
S hina General Administration of Customs
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To be sure, the US does have important
points of economic leverage over China,
even beyond its ability to crimp supplies of
advanced semiconductors, software, and
aircraft parts. Nevertheless, the great lesson
of 2025 may be this: In the large and
complex economic relationship between the
US and China, each side has powerful ways
to hurt the other’s economy. However, the
backdowns by the US in the face of
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Beijing’s stranglehold over critical mineral
products suggests China has “escalation
dominance” and can force the US to adopt
more conciliatory trade policies. Unless and
until either side decides to unleash economic
weapons that have so far been held in
reserve, it looks like the advantage may
increasingly lie with China.

Conclusion and Implications

According to Chinese insiders, General
Secretary Xi is now leaning heavily on
China’s economic leverage against the US
because he thinks President Trump is overly
sensitive to the US financial markets. In Xi’s
assessment, Trump will back down from his
policies if they spur a sharp fall in equity
prices. As potential evidence of that, the
October flare-up in trade tensions only drove
down US equity prices, while bond prices
and the dollar were little changed. In
contrast, the initial April flare-up drove
down stocks, bonds, and the dollar. It
appears that at least bond and currency
investors have become complacent that any
stock market disruption will prompt Trump
to compromise. Nevertheless, this could
well be a misreading of Trump and his
administration. Treasury Secretary Bessent
has signaled that he wouldn’t be overly
concerned about a stock market drop, and
Trump could well take the same approach
going forward.

Our analysis here suggests that if the US
appears to be pulling its punches against
China, it’s not because of the personal,
political, or financial calculations of
President Trump, but because of a broader
realization that Chinese power is starting to
match or surpass that of the US in military,
diplomatic, technological, and economic
aspects, just as US voters over the last
decade or more have tired of the social and
economic costs of global hegemony. This
gradual reassessment of US power and
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obligations was evident as far back as the
Obama administration, when the president
famously set a “red line” against Syria using
chemical weapons in its civil war, only to
look the other way when Damascus did just
that. Hesitation to use US power was also
probably a reason why President Biden was
reluctant to aggressively arm Ukraine
against Russia’s invasion of it. In sum,
China’s new comprehensive strength raises
the likelihood that the US will have to back
down and accept long-term compromises,
such as acquiescence in a Chinese takeover
of Taiwan and a cut in US import tariffs in
exchange for more Chinese investment in
the US.

Nevertheless, the developments we see
today don’t necessarily signal future US
isolationism or retrenchment. The US
political class and voters could ultimately
decide they don’t want to give up global
leadership or the US’s ability to control its
own destiny. They could rebel against the
thought of living under Chinese dominance,
especially if China overplays its hand and
besmirches US honor or causes real damage
to the US. In fact, even though many in
Trump’s political coalition embrace
isolationism, the president’s foreign policy
to date is actually quite internationally
engaged. It includes not just big tariff hikes
to force better trade relationships, but also
efforts to build up US forces in the Western
Pacific, putting strong political and military
pressure on Venezuela’s socialist leaders,
and assisting Israel’s bombing of Iranian
nuclear sites. Trump can be seen as using his
extraordinary political strength not to end
US hegemony and isolate the country, but to
reform that hegemony and make it more
America First, more focused on the interests
of the US working class, and more reliant on
hard power versus soft power.
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At the extreme, if Chinese leaders press too
hard against US interests, the “Jacksonian”
values of Trump and the American people
could ultimately even embrace something
more like the traditional, activist US
hegemony of the post-Cold War period. In
any case, rising Chinese power coupled with
Trump’s reformed version of US hegemony
or a return to Cold War-style hegemony
could result in a true multi-polar world,
consistent with global fracturing and the
formation of relatively separate geopolitical
and economic blocs, which we at
Confluence have long discussed.

For investors, all this presents several
different possibilities. If US leaders and
voters acquiesce to China’s increasing
strength and back down when faced with
Chinese power plays, like its restriction of
critical minerals, the resulting decline in
geopolitical risks could actually give a boost
to both US and Chinese stock prices.
Globalized US sectors such as technology
and agriculture would probably enjoy
outsized gains. As government intervention
in the economy increases, favored industries
and companies could perform especially
well. US Treasury securities would also
likely appreciate to some extent, helping to
push down yields. Finally, the dollar would
presumably appreciate, but gold would
likely face selling pressure, driving down
prices, as the safe-haven bid softens.

However, if the US settles on either a new,
harder-edged America First hegemony or
even something like its traditional
hegemony, the result would likely be further
geopolitical tensions from time to time.
That, in turn, would create a risk of
periodically pushing US and Chinese stock
values lower, although industries and
companies critical to US competitiveness
could still perform well. The risk of a
Chinese pullback from the US financial
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markets would likely weigh on Treasury current US-China negotiations and how hard
obligation and drive up interest rates. In this the US pushes back.

scenario, uncertainty about the success of

the US would likely weigh on the dollar and  Patrick Fearon-Hernandez, CFA

buoy gold prices. Whether this scenario October 27, 2025

plays out will depend to a high degree on

whether China overplays its hand in the
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purchase or sale of any security or class of securities. Benjamin F. Edwards® & Co. (BFE) is a dually-registered broker-
dealer and investment adviser and member of FINRA and SIPC, and its affiliate Benjamin F. Edwards*" Wealth
Management, LLC, d/b/a Edwards Wealth Management (EWM) is an SEC-registered investment adviser. BFE and
EWM are affiliates through their common ownership by Benjamin Edwards, Inc. Depending on the context, the name
Benjamin F. Edwards® refer to either EWM, BFE or both.

As a registered investment adviser, Benjamin F. Edwards offers clients a variety of advisory portfolio options. Any portfolio
discussed is offered at Benjamin F. Edwards as an investment advisory account. To participate, investors must sign an
investment advisory agreement, select a manager, and pay an advisory fee. For additional information regarding fees,
please refer to the third-party asset manager's (asset manager) applicable disclosure documents and Benjamin F. Edwards’
disclosure documents, which may be obtained through your advisor or found on Benjamin F. Edwards’ website,
www.benjaminfedwards.com, under the Important Disclosures section.

Participating in advisory programs may cost the client more or less than if the client were to implement his or her selected
program separately, such as by using a different program sponsor, pursuing the strategy through a brokerage account, or
investing directly with the asset manager. Some factors that might impact the total cost to a client who implements a
program separately include the frequency of trading activity; whether a client might be successful in negotiating a lower
fee with a sub-advisor; rate of commissions, markups or other transaction-related compensation; or whether account fees,
transaction fees or similar charges would be incurred.

Investing in securities entails certain risks, including the potential loss of all or a portion of the proceeds invested.
Individuals should consider their specific financial needs, investment objectives and risk tolerance before making an
investment. Investments can be significantly affected by certain events, including international political and economic
developments, inflation, and other factors. Dividends are not guaranteed and are subject to change or elimination.

Exchange traded funds (ETFs) and mutual funds are sold by prospectus only, which should be read carefully before
investing. Please consider the investment objectives, risk, charges and expenses before investing. The liquidity of ETFs
may not reflect the level of liquidity of other instruments on listed exchanges such as well-recognized, large cap stocks.
The prospectuses, which contain this and other information, can be obtained from your advisor.

Investing in fixed-income securities involves certain risks such as market risk if sold prior to maturity and credit risk
especially if investing in high-yield or “speculative-grade” bonds, which have lower ratings and are subject to greater price
volatility. All fixed-income investments are subject to availability and change in price and may be worth less than original
cost upon redemption or maturity.

There are special risks associated with an investment in real estate, including credit risk, interest rate fluctuations and the
impact of varied economic conditions. Distributions from REIT investments are taxed at the owner’s tax bracket.
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