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About These Conference Proceedings

Since Xi Jinping’s rise to power in 2012—and in particular in the wake of the arrest of Huawei chief finan-
cial officer Meng Wanzhou in Canada on a U.S. extradition request and China’s subsequent taking hos-
tage of Canadians Michael Kovrig and Michael Spavor—foreign scholars’ and experts’ access to China has
become substantially riskier and more challenging. Interlocutors who were once willing to share opinions
that diverged from the official government line have become markedly less willing to do so, and the visas that
might permit U.S. researchers to engage with their Chinese counterparts have become harder to come by.
Additionally, top Chinese leaders’ policy advisers and sources of information have become even more secre-
tive and opaque. And in March 2023, China announced that it was restricting access to the scholarly journal
repository China National Knowledge Infrastructure (including the China Academic Journals database).
With Hong Kong’s return to China in 1997 and the imposition in 2020 of the National Security Law, the role
that the territory once played as a place where outsiders could go to gain insights into the People’s Republic
of China (PRC) has ended too.

In light of these substantial reductions in access to PRC thinking and writing about important issues, on
October 11, 2024, RAND organized and hosted a conference focused on the study of the PRC. RAND orga-
nized the conference around four questions central to most research on contemporary China:

o What are the key factors shaping Chinese leadership decisionmaking and politics today?

« What are the strategic implications of China’s domestic challenges?

« What are the key dimensions of economic and technological competition between the United States and
China?

« What are the best research methodologies available to scholars of contemporary China?

These conference proceedings share the papers commissioned to serve as the prompts for three of the four
panel discussions at the event; no paper was commissioned for the fourth and final panel.

China Research Center

RAND Global and Emerging Risks is a division of RAND that delivers rigorous and objective public policy
research on the most consequential challenges to civilization and global security. This work was undertaken
by the division’s China Research Center, which seeks to improve U.S., ally, and partner policymaker and their
publics’ understanding of the PRC.

Funding

This China Research Center conference was independently initiated and conducted within the China
Research Center using a gift from philanthropist Michael Tang, as well as gifts from other RAND support-
ers and income from operations. RAND donors and grantors have no influence over research findings or
recommendations.
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CHAPTER 1

Meeting the China Research Challenge

Scott W. Harold

Understanding Chinese politics, policies, and society is in many ways harder today than it has been at any
point in the past four decades. Elite politics at the top of the Chinese Communist Party (CCP)—always fairly
opaque—have grown even more difficult to penetrate as Xi Jinping’s approach to governance has heightened
fear of speaking openly or honestly about politics and policies. At the same time, even as China’s global
influence expands and Chinese society has grown more complex, foreign scholars’ willingness to risk travel
to the People’s Republic of China (PRC) in an era of state hostage-taking and exit bans has declined greatly.
Foreign experts’ access to Chinese-language scholarly and policy journals has fallen off as well, because the
main repository for these—China National Knowledge Infrastructure (including the China Academic Jour-
nals database)—is no longer widely accessible outside China; even many universities have lost the ability to
access the service.

In light of these challenges—a more complicated and consequential China that is harder to access and
understand, whether firsthand or through written sources—RAND organized a large-scale conference with
approximately 85 leading academics, think-tank experts, and policy practitioners to discuss the way ahead
for researchers looking to help understand and explain China to the outside world. The conference organiz-
ers arranged four 75-minute panels discussing the following key questions:

o What are the key factors shaping Chinese leadership decisionmaking and politics today?

o What are the strategic implications of China’s domestic challenges?

« What are the key dimensions of economic and technological competition between the United States and
China?

o What are the best research methodologies available to scholars of contemporary China?

The first three panels were organized around presentations of literature reviews of current research
topics and trends by current or emerging leaders in the field, and those papers are presented in Chapters 2
through 4. After the paper authors presented their analyses, the moderators turned to three to four leading
experts or practitioners in the field who shared their perspectives, and the panels concluded with approxi-
mately 20 minutes of question and answer exchanges with the audience. In addition to the four panels, there
was a lunchtime keynote speech by a senior U.S. government official. All attendees, speakers, panel modera-
tors, and commentators were promised anonymity under the Chatham House Rule to share their perspec-
tives; the paper authors were the exception to this, and they graciously agreed that their contributions could
be published after the event as part of these conference proceedings.
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Panelists’ and Participants’ Key Observations

In discussing the key questions raised in the panels, the paper authors, panelists, and audience members
highlighted several key points and insights:

« Both physical and electronic access to China have declined markedly, with consequences for foreign
scholars’ and experts’ ability to describe key trends and inform policy-relevant discussions in a timely
fashion.

+ At the same time, declines in access are not uniform, and some tools exist to fill in gaps in understand-
ing, even as new ways of access are emerging. Several scholars noted the importance of constructing
large databases of information as a hedge against removal of online sources.

o Others noted that, even as certain methods of access are lost, other channels remain: Chinese organi-
zations and government institutions put new information, such as judicial rulings and financial firm
reporting, online; portals host open-bid tenders for government contracts; and WeChat postings pro-
vide new insights.

« Cooperation in such areas as health and environmental protection, although not unaffected by broader
trends away from international collaboration, still show some promise and opportunity for dialogue.

o Drawing insights from different fields and a diversity of perspectives, including from areas of Chinese
society where access is greater, could generate insights.

o Analysts face a challenge in that they must guard simultaneously against mirror-imaging and against
any tendency to see China as completely unique and immune to the incentive structures that other soci-
eties and leaders face.

o Researchers should recognize that the CCP’s approach to governance under Xi Jinping has as deliberate
features a reduction in external access, a preference for the state-owned sector over the private sector, a
willingness to develop excesses in productive capacity and resolve these by exporting them, and a high
degree of tolerance for friction with the outside world.

o In particular, a dynamic of securitization of the state, economy, society, health, and other fields that has
taken root over the past decade is closing off access and incurring costs for China internally and exter-
nally. The regime has consistently shown its preference for incurring such costs rather than remaining
vulnerable to external engagements and access that it perceives as risky.

o China’s leadership has long perceived that the United States has been seeking to contain the PRC’s grow-
ing power and influence; since 2017, China’s leadership sees that there is increasingly open evidence of
competition in the arenas of national security, defense, economic growth, advanced technology, and
international norm- and standard-setting.

o Probably the key vulnerability that China faces is the absence of any clear approach to institutionalized
succession when Xi Jinping is no longer its supreme leader.

o Yet for all its weaknesses in such areas as governance and anticorruption, youth unemployment, capital
allocation, environmental damage, gender and urban-rural inequality, and innovation, China also has
several sources of strength and resilience that outsiders should take note of. Examples include its will-
ingness to engage in strategic prioritization, its economic ability to scale up ideas and production, and
its population’s nationalism.

o New tools, such as artificial intelligence, could provide insights into patterns in Chinese politics, econ-
omy, and society that could offset the loss of more traditional means of access.
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Summary of Participants’ Suggestions for Analysis of Contemporary
China

Over the course of the conference, presenters, commentators, and audience participants raised several rec-
ommendations that analysts of contemporary China should consider as strategies for gaining insights into
the PRC. These included recommending that analysts

o seek to collect and preserve as much information as they can gain access to without assuming that just
because information is available now, it will be accessible later

o elicit guidance and advice from local counterparts to stay clear of any redlines that could carry personal
consequences for the researcher

« consider carefully any advice to imitate Chinese practices of closing off external contacts and coopera-
tion, because this is more likely to harm China than help it (and would similarly hamper U.S. develop-
ment and influence in the world if the practice is adopted from China)

« continue to leverage survey research conducted inside China by PRC researchers wherever possible

o seek opportunities to leverage insights developed by researchers from allied and friendly countries who
might continue to have access, by international institutions that continue to operate inside China, or
from engagements with PRC experts occurring in third countries.






CHAPTER 2

Chinese Foreign Policy Decisionmaking: A Review of
the Literature

Tyler Jost

This paper has been reformatted and reviewed for spelling but is otherwise presented as submitted to the
conference.

Every action in Chinese foreign policy is the outcome of a decision. From high-level decisions regarding
China’s strategic alignment to tactical implementation decisions regarding how military campaigns and dip-
lomatic negotiations unfold, decisionmaking—the process by which actors choose between different possible
behaviors—is foundational to every aspect of China’s international behavior.

How can scholars study decisionmaking in China? Much of the existing scholarship has tended to examine
Chinese foreign policy decisionmaking in one of two ways. One tradition, what I term pass-through models,
treats decisionmaking as a methodological technique that incidentally sheds light on broader questions of
Chinese foreign policy behavior. A second tradition, what I term idiosyncratic models, treats decisionmaking
as a self-contained object of inquiry. In this line of work, the primary aim is simply to describe the decision-
making process, such as the participatory actors, organizations, and interactions between them over a period
of time. While both traditions are important building blocks in the study of Chinese foreign policy, each
overlooks how process and interaction between Chinese decisionmakers might shape behavior—what I term
process-centric models.

The remainder of this review essay is divided into three sections. The first section discusses pass-through
and idiosyncratic models. The second section discusses the process-centric alternative and several possible
ways to organize such a model. The third section turns to future directions for scholarship, with an emphasis
on process-centric approaches.

Organizing the Literature on Foreign Policy Decisionmaking in China

Decisionmaking commonly refers to the process by which actors choose between competing alternatives.
What actors decide is different from the process by which they make decisions. For example, actors can
choose war (the decision) either through inclusive or exclusive deliberation (process). The remainder of this
section organizes the existing literature on Chinese foreign policy decisionmaking into two traditions: pass-
through models and idiosyncratic models.

Pass-Through Models

A long line of scholarship on Chinese foreign policy applies what might be termed a “pass-through” model
to explain Chinese foreign policy. In this tradition, scholars use data gleaned from the decisionmaking
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process—such as the sequence of decisions, participation in key deliberations, and topics that decisionmak-
ers emphasize—to build and test arguments emphasizing other causal factors, such as power and ideology.

In several ways, Allen Whiting’s China Crosses the Yalu, published in 1960, represents the opening salvo
for this line of inquiry.! Whiting’s primary motivation was to explain China’s choice to enter the Korean War.
Based solely on materials publicly available less than a decade after the conflict ended, Whiting meticulously
documented the signals that China had sent prior to its entry into the Korean conflict. Coupled with contex-
tual clues provided by Chinese diplomatic and military actions, Whiting concluded that China’s decision to
enter the Korean conflict was based on security-driven fears of a settlement in which the United States would
be permitted to station troops along its border—and the failure of Chinese signals to deter the United States
from crossing the 38th Parallel.?

One of Whiting’s most important conclusions was that traditional material concerns about its national
security were pivotal in China’s foreign decisionmaking. In this way, Whiting’s analysis suggested that
China’s choice to enter the Korean War could be viewed as “rational,” in the sense that its decision was
grounded in cost-benefit calculations common to many states, regardless of their domestic political institu-
tions or ideologies.* Second, Whiting’s framework established a convention in the field, driven in part by the
availability of materials, that decisionmaking in China could be studied by examining the sequence at which
events unfolded.

Both aspects of Whiting’s analytical framework established an important tradition within the study of
Chinese foreign policy to treat decisionmaking evidence as a mechanism by which to establish the relative
importance of other factors in China’s choices. Put differently, decisionmaking revealed what was important
to Chinese leaders—but did not have a systematic effect on what China did. Many of the historical accounts
of Chinese foreign policy arguably fall into this category, including accounts of the Sino-Soviet split,* rap-
prochement with the United States during the Cold War,® the Sino-Vietnamese War,® economic integration,”
and diplomatic talks with the United States during the Cold War.®

Another reason that the pass-through model might have been appealing is that its foundational assump-
tions imply that one does not need data on the decisionmaking process to explain or predict Chinese foreign
policy. If, for example, security concerns figure centrally in the decisions that Chinese leaders made, as Whit-
ing proposed, then scholars can explain and predict Chinese foreign policy simply by measuring the material
factors that shape security, such as the correlation of forces, military deployments, and so on.

1 AllenS. Whiting, China Crosses the Yalu: The Decision to Enter the Korean War, Stanford University Press, 1960.
2 Whiting, 1960, pp. 47-48, 69-70, 92-95, 116-17, 154-162.

3 Whiting, 1960, p. 151.

4 Lorenz M. Liithi, The Sino-Soviet Split: Cold War in the Communist World, Princeton University Press, 2008.

5 Robert S. Ross and Jiang Changbin, eds., Re-Examining the Cold War: U.S.-China Diplomacy, 1954-1973, Harvard East
Asian Monographs, 2001; Yafeng Xia, “China’s Elite Politics and Sino-American Rapprochement, January 1969-February
1972,” Journal of Cold War Studies, Vol. 8, No. 4, Fall 2006b; Chris Tudda, A Cold War Turning Point: Nixon and China, 1969
1972, LSU Press, 2012.

6 Xiaoming Zhang, “China’s 1979 War with Vietnam: A Reassessment,” China Quarterly, No. 184, December 2005; Xiaom-
ing Zhang, “Deng Xiaoping and China’s Decision to Go to War with Vietnam,” Journal of Cold War Studies, Vol. 12, No. 3,
Summer 2010; Xiaoming Zhang, Deng Xiaoping’s Long War: The Military Conflict Between China and Vietnam, 1979-1991,
University of North Carolina Press, 2015; Robert S. Ross, The Indochina Tangle: China’s Vietnam Policy, 1975-1979, Columbia
University Press, 1988.

7" Elizabeth O’Brien Ingleson, Made in China: When US-China Interests Converged to Transform Global Trade, Harvard Uni-
versity Press, 2024.

8 Yafeng Xia, Negotiating with the Enemy: U.S.-China Talks During the Cold War, 1949-1972, Indiana University Press,
2006a.
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The dominance of the pass-through model persisted even as the release of primary source materials—
archival documents, memoirs, histories—by the Chinese government in the 1990s and early 2000s provided
more insight into decisionmaking.® A helpful illustration is Chen Jian’s China’s Road to the Korean War.\0
Chen leveraged a large collection of declassified archival materials to recast the narrative of China’s motives
for entering the Korean War.!! Chen’s account remains one of the most detailed portraits of how deliberations
in Beijing unfolded, how Mao’s thinking evolved, and the positions of other party elites (e.g., Zhou Enlai, Lin
Biao, Peng Dehuai, Liu Shaoqi) took during the deliberations.!? To date, it remains one of the most detailed
treatments of China’s decisionmaking on the road to war during the Communist era.

Substantively, Chen’s account provided an important counterweight to Whiting’s argument, suggesting
that the revolutionary nature of the regime shaped China’s choice to enter the conflict. For Chen, the evi-
dence available by the early 1990s suggested that Chinese decisionmakers were not acting defensively on
the Korean peninsula. On the contrary, according to Chen, what drove China to intervene in Korea was the
desire to win a victory that would not only advance the cause of Communist revolution in the region but
would also bolster the regime’s domestic stability at home. Despite its emphasis on revolutionary ideology,
however, China’s Road to the Korean War did not take a strong stance on patterns in decisionmaking pro-
cesses or their casual effects.!? Put differently, both Whiting and Chen treated decisionmaking as a source of
evidence to support an argument—threats for Whiting and ideology for Chen—about why Chinese leaders
decided what they decided.

Instead, pass-through models tend to emphasize other factors in explaining Chinese foreign policy. The
first, and arguably dominant explanatory factor, is material power. Indeed, power, relative power, and shifts
in relative power are among the most common factors underpinning models of a wide range of foreign policy
behaviors,!* including China’s willingness to use military force,!> nuclear posture and modernization,!®
behavior in the South China Sea,” its willingness to engage in diplomatic talks,!® its actions toward Taiwan.!”

9 For an overview, see M. Taylor Fravel, “Online and on China: Research Sources in the Information Age,” China Quarterly,
Vol. 163, September 2000.

10 Chen Jian, China’s Road to the Korean War, Columbia University Press, 1994.
11 Chen Jian, 1994, p. 4.
12 Chen Jian, 1994, p. 281, note 78.

13 A partial exception is that Chen viewed China’s leader, Mao Zedong, as the central figure in decisionmaking and, as a
result, saw his ideology and worldview as central in explaining the path the China took.

14 Tn many cases, power is about vulnerability. For example, see Steve Chan, “Chinese Conflict Calculus and Behavior: Assess-
ment from a Perspective of Conflict Management,” World Politics, Vol. 30, No. 3, April 1978.

15 Thomas J. Christensen, “Windows and War: Trend Analysis and Beijing’s Use of Force,” in Alastair Iain Johnston and
Robert S. Ross, eds., New Directions in the Study of China’s Foreign Policy, Stanford University Press, 2006; Robert S. Ross,
“Balance of Power Politics and the Rise of China: Accommodation and Balancing in East Asia,” Security Studies, Vol. 15, No. 3,
2006; M. Taylor Fravel, Strong Borders, Secure Nation: Cooperation and Conflict in China’s Territorial Disputes, Princeton Uni-
versity Press, 2008.

16 Wu Riqiang, “Certainty of Uncertainty: Nuclear Strategy with Chinese Characteristics,” Journal of Strategic Studies,
Vol. 36, No. 4, 2013; Fiona S. Cunningham and M. Taylor Fravel, “Dangerous Confidence? Chinese Views on Nuclear Escala-
tion,” International Security, Vol. 44, No. 2, Fall 2019.

17 Andrew Chubb, “PRC Assertiveness in the South China Sea: Measuring Continuity and Change, 1970-2015,” International
Security, Vol. 45, No. 3, Winter 2021.

18 Oriana Skylar Mastro, The Costs of Conversation: Obstacles to Peace Talks in Wartime, Cornell University Press, 2019.

19 Scott L. Kastner, “Is the Taiwan Strait Still a Flash Point? Rethinking the Prospects for Armed Conflict Between China and
Taiwan,” International Security, Vol. 40, No. 3, Winter 2016; Scott L. Kastner, War and Peace in the Taiwan Strait, Columbia
University Press, 2022.
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Power is central to models of Chinese decisionmaking emphasizing its status, since at least the 1990s, as a
rising power.?? In addition, power underpins others variables that scholars believe is crucial to explaining
Chinese foreign policy behavior, such as coercive leverage?! and alliances.??

Another factor emphasized by pass-through models is reputation. Some scholars argue that China used
military force (e.g., in the 1979 Sino-Vietnamese War), as well as assertive military actions (e.g., in the South
China Sea), to bolster a reputation for resolve and strength.2? Others suggest that China selectively chooses
which types of United Nations resolutions to support based on a desire to maintain a reputation for respon-
sibility.?* Others similarly argue that China’s overseas infrastructure projects are driven by a desire for inter-
national status?>—as are efforts to curb criticism of its domestic political system.2¢

Pass-through models make an implicit assumption that the process by which Chinese leaders reached
their decisions was not central to the behavior it exhibited. Models emphasizing power, for instance, propose
that observers can explain China’s foreign policy behavior without peering inside the decisionmaking appa-
ratus. In such a model, decisionmaking process does not determine the foreign policies that Beijing adopts.
If China’s primary motivation is the balance of power or reputation—and power and reputational consid-
erations can be objectively measured by observers—then decisionmaking is nothing more than a delivery
system by which other forces pushed and pulled on Beijing’s behavior.

This assumption can be problematic. Human decisionmakers—both inside and outside China—often
perceive and respond to the same situation in diametrically different ways. One of the more straightforward
examples of this, common in the security studies literature more broadly, is the concept of the security
dilemma: the same actions that decisionmakers in one state perceives to be defensive are view by decision-
makers in other state as offensive.?”

20 A commonly referenced articulation of the power transition framework is in Graham Allison and Philip Zelikow, Essence of
Decision: Explaining the Cuban Missile Crisis, 2nd ed., Longman, 1999. On China’s status as a rising power, see also Thomas J.
Christensen, “Posing Problems Without Catching Up: China’s Rise and Challenges for U.S. Security Policy,” International
Security, Vol. 25, No. 4, Spring 2001; Robert S. Ross and Qystein Tunsjo, eds., Strategic Adjustment and the Rise of China:
Power and Politics in East Asia, Cornell University Press, 2017.

21 Scott L. Kastner, Margaret M. Pearson, and Chad Rector, China’s Strategic Multilateralism: Investing in Global Governance,
Cambridge University Press, 2018.

22 Thomas J. Christensen, Worse Than a Monolith: Alliance Politics and Problems of Coercive Diplomacy in Asia, Princeton
University Press, 2011.

23 On the Sino-Vietnamese War, see Xiaoming Zhang, 2015. On the South China Sea, see Ketian Zhang, “Cautious Bully:
Reputation, Resolve, and Beijing’s Use of Coercion in the South China Sea,” International Security, Vol. 44, No. 1, Summer
2019; and Ketian Zhang, China’s Gambit: The Calculus of Coercion, Cambridge University Press, 2024.

24 Courtney J. Fung, China and Intervention at the UN Security Council: Reconciling Status, Oxford University Press, 2019.

25 Austin Strange, Chinese Global Infrastructure, Cambridge University Press, 2023; Austin Strange, “Symbols of State:
Explaining Prestige Projects in the Global South,” International Studies Quarterly, Vol. 68, No. 2, June 2024.

26 Jessica Chen Weiss, “A World Safe for Autocracy?” Foreign Affairs, July/August 2019; Alexander Dukalskis, Making the
World Safe for Dictatorship, Oxford University Press, 2021.

27 Robert Jervis, Perception and Misperception in International Politics, Princeton University Press, 1976. For applications in
the context of China, see Thomas J. Christensen, “China, the U.S.-Japan Alliance, and the Security Dilemma in East Asia,”
International Security, Vol. 23, No. 4, Spring 1999; Andrew Scobell, “Learning to Rise Peacefully? China and the Security
Dilemma,” Journal of Contemporary China, Vol. 21, No. 76, 2012; Adam P. Liff and G. John Ikenberry, “Racing Toward Trag-
edy? China’s Rise, Military Competition in the Asia Pacific, and the Security Dilemma,” International Security, Vol. 39, No. 2,
Fall 2014; Joshua D. Kertzer, Ryan Brutger, and Kai Quek, “Perspective-Taking and Security Dilemma Thinking: Experimen-
tal Evidence from China and the United States,” World Politics, Vol. 76, No. 2, April 2024.
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Past research documents differences in perception among China’s decisionmakers as well. Different
Chinese leaders,? elites,?® and members of the public®® often see the exact same situation in fundamentally
different ways. Studies by David Shambaugh and Biwu Zhang each document differing foreign policy per-
ceptions within different elite groups.* In addition, there is ample evidence of disagreements during policy
debates, particularly during comparatively open political periods.3? The observable evidence of perceptual
differences is all the more remarkable given political pressures to foster a public perception of conformity and
agreement within the Party.

In many ways, the usefulness of pass-through model assumptions hinges on whether magnitude of
the difference between how actors perceive and respond to the same situation is sufficiently large to jus-
tify accounting for decisionmaking process itself rather than treating it as an ancillary process. If the gap
between how Mao Zedong and his contemporaries perceived the situation that they faced in the fall of 1950
differs from how outsiders viewed it in only modestly different ways, then accounting for decisionmaking
is not necessarily important to explaining Chinese foreign policy behavior—because any decisionmaker (or
configuration of decisionmakers) would have made the same basic choice. Put differently, the question is not
simply whether there is a gap in how Chinese decisionmakers observe the world, but rather whether the gap
is large enough to merit scholarly attention.

Idiosyncratic Models

A second tradition within the existing literature attempts to disaggregate the Chinese state. The aim of this
scholarship is usually to describe the actors and organizations that participate in foreign policy decisionmak-
ing, as well as the formal and informal relationships between them. One way to think about the goal of this
scholarship is, loosely, to gather the data necessary to sketch the “organization chart” of the Chinese national
security system in both formal and informal forms.

Any decisionmaking system is composed of individual actors embedded within organizations, meaning
that there are two main categories of inquiry in describing a decisionmaking system. Some work within this
tradition has focused on organizational structure, describing how old organizations were renamed, reshuf-
fled, or disbanded; how new organizations were created; and how new organizational hierarchies were estab-
lished. Other work within this tradition has focused on organizational appointments, describing the back-
grounds of individuals appointed to key positions within the People’s Liberation Army (PLA), the Ministry
of Foreign Affairs, or the Ministry of State Security.®

28 Huiyun Feng, Chinese Strategic Culture and Foreign Policy Decision-Making: Confucianism, Leadership and War, Rout-
ledge, 2007; Joseph Fewsmith, China Since Tiananmen: From Deng Xiaoping to Hu Jintao, Cambridge University Press, 2008.

29 Jessica Chen Weiss and Jeremy L. Wallace, “Domestic Politics, China’s Rise, and the Future of the Liberal International
Order,” International Organization, Vol. 75, No. 2, Spring 2021; Timothy Cheek, David Ownby, and Joshua A. Fogel, eds.,
Voices from the Chinese Century: Public Intellectual Debate from Contemporary China, Columbia University Press, 2019;
Daniel C. Lynch, China’s Futures: PRC Elites Debate Economics, Politics, and Foreign Policy, Stanford University Press, 2015.

30 Jennifer Pan and Yiqing Xu, “China’s Ideological Spectrum,” Journal of Politics, Vol. 80, No. 1, January 2018. See also
Kertzer, Brutger, and Quek, 2024.

31 David Shambaugh, Beautiful Imperialist: China Perceives America, 1972-1990, Princeton University Press, 1993; Biwu
Zhang, Chinese Perceptions of the U.S.: An Exploration of China’s Foreign Policy Motivations, Lexington Books, 2012.

32 For example, see David M. Finkelstein, China Reconsiders Its National Security: “The Great Peace Development Debate of
1999,” CNA Corporation, 2000.

33 Daniel C. Mattingly, “How the Party Commands the Gun: The Foreign-Domestic Threat Dilemma in China,” American
Journal of Political Science, Vol. 68, No. 1, January 2024; Tyler Jost and Daniel C. Mattingly, “Networks of Coercion: Mili-
tary Ties and Civilian Leadership Challenges in China,” American Journal of Political Science, April 7, 2025; Sheena Chestnut
Greitens, “New Leaders in ‘National’ Security After China’s 20th Party Congress,” China Leadership Monitor, No. 77, Fall 2023.
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The data and analysis produced by this line of scholarship yielded four principal conclusions. First, the
Chinese decisionmaking system is not fundamentally different from most other countries. The supreme
leader—Mao Zedong, Deng Xiaoping, Jiang Zemin, Hu Jintao, Xi Jinping—tends to make the most impor-
tant foreign policy decisions, sometimes in consultation with other party elites. The leader delegates infor-
mation collection and processing tasks to bureaucratic agencies, although processing has been more sensi-
tive than in other country contexts, particularly during the early years of the People’s Republic of China
(PRC).** Key bureaucratic agencies for information collection include but are not limited to the Ministry of
Foreign Affairs, the People’s Liberation Army (and Ministry of Defense),® the Ministry of State Security,?”
the Office of Taiwan Affairs, the International Liaison Department, and Xinhua.3® The leader also delegates
policy implementation tasks to many of these same bureaucracies.

Second, the number of actors and organizations involved in decisionmaking increased during the Jiang
and Hu eras.®® In particular, the integration of China into the global economy meant that economic and
financial institutions, such as the Ministry of Commerce, the People’s Bank of China, the Export-Import
Bank of China, and the China Development Bank, became more involved in foreign affairs.

Third, one of the key differences between the foreign policy decisionmaking system in China and other
countries is the scope of information sharing and policy coordination between the various bureaus and min-
istries. Coordination problems are common to all states, but some aspects of the Chinese system make these
coordination challenges uniquely difficult to solve. For one, there is sometimes redundancy between organs
that fall under the Chinese Communist Party and organizations that fall under the Chinese state. For exam-
ple, both the Ministry of Foreign Affairs (a state organ) and the International Liaison Department (a party

34 put differently, the ratio of raw information to interpretative analysis might have been higher, at least historically, in China
than in other country contexts. It is important not to overstate this phenomenon, however. Even during the Mao era, diplo-
matic cables sometimes offered analysis and Mao received analytical reports from various bureaucracies. Generally speaking,
however, it was rare for even senior-level diplomatic or military officials to offer analysis about China’s grand strategy, which
was a task reserved for the supreme leader’s judgment.

35 Xiaohong Liu, Chinese Ambassadors: The Rise of Diplomatic Professionalism Since 1949, University of Washington Press,
2001; Peter Martin, China’s Civilian Army: The Making of Wolf Warrior Diplomacy, Oxford University Press, 2021; Dylan M. H.
Loh, China’s Rising Foreign Ministry: Practices and Representations of Assertive Diplomacy, Stanford University Press, 2024;
Tyler Jost, “Have China’s Wolf Warriors Gone Extinct?” Foreign Affairs, 2024b.

36 William W. Whitson and Chen-hsia Hiang, The Chinese High Command: A History of Communist Military Politics, 1927-
1971, Praeger, 1973; Michael D. Swaine, The Role of Chinese Military in National Security Policymaking, RAND Corporation,
MR-782-1-0OSD, 1998; Yali Chen, The PLA in China’s Foreign and Security Policy-Making: Drivers, Mechanism and Interac-
tions, dissertation, Johns Hopkins University, May 2015; Philip C. Saunders and Andrew Scobell, eds., The PLA Influence on
China’s National Security Policymaking, Stanford University Press, 2015.

37 The Ministry of State Security was established in 1983. Its organizational predecessor was the Central Investigation Depart-
ment. Some scholars suggests that the Ministry of State Security has historically played a less prominent role in foreign policy
decisionmaking than intelligence organizations in other countries, such as the United States and Soviet Union. See Ning Lu,
The Dynamics of Foreign-Policy Decisionmaking in China, 2nd ed., Routledge, 2018, p. 148, note 70. Recent scholarship calls
this assumption into question. See Peter Mattis and Matthew Brazil, Chinese Communist Espionage: An Intelligence Primer,
Naval Institute Press, 2019.

38 One of the key sources of information for Chinese leaders is a routine report, entitled “Reference Materials” (5% % }),
produced by Xinhua. See Lu, 2018, p. 25.

39 Linda Jakobson and Dean Knox, “New Foreign Policy Actors in China,” Stockholm International Peace Research Insti-
tute, SIPRI Policy Paper 26, September 2010; Thomas J. Christensen, “More Actors, Less Coordination? New Challenges for
the Leaders of a Rising China,” in Gilbert Rozman, ed., China’s Foreign Policy: Who Makes It, and How Is It Made? Palgrave
Macmillan, 2012; David M. Lampton, Following the Leader: Ruling China, from Deng Xiaoping to Xi Jinping, University of
California Press, 2014. On this general point, see Andrew Mertha, ““Fragmented Authoritarianism 2.0’: Political Pluralization
in the Chinese Policy Process,” China Quarterly, Vol. 200, December 2009.
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organ) perform some diplomatic engagements with foreign counterparts.*® In theory, the former is supposed
to manage state-to-state relations, while the latter manages party-to-party relations. In practice, however, the
division of labor between them is nuanced and complicated.*!

Fourth, China possesses mechanisms intended to lower the costs of information sharing and policy
coordination, but the effectiveness of these mechanisms varies. Since the early 1980s, the principal mech-
anisms that China employed for coordination between bureaucracies was termed “leading small groups”
(157N H).#2 These include the Foreign Affairs Leading Small Group, the National Security Leading Small
Group, and the Taiwan Leading Small Group. Xi Jinping has rebranded the foreign affairs and national
security leading small groups to “commissions” (Z/1%3), although it remains unclear whether Xi’s reforms
have meaningfully altered their composition, function, or utilization.** Other mechanisms for coordination
include offices that regulate information flow, such as the Central Committee General Office, the Foreign
Affairs Office, and the Central Military Commission General Office.**

What makes this line of scholarship “idiosyncratic” is that the focus remains on describing the organi-
zation of the Chinese decisionmaking system, as well as the factors shaping that organization, rather than
exploring the consequences of the system’s design on behavior. To take Xi’s organizational reforms as an
example, research within this tradition generally sidesteps evaluation of whether changes to decisionmaking
process have changed China’s foreign policy behavior. The gap this leaves in the literature, however, is whether
and how decisionmaking systems help to explain China’s foreign policy behavior—or if they matter at all.

Process-Centric Models

An alternative way of modeling Chinese foreign policy behavior is to use patterns in decisionmaking pro-
cess as an analytical point of departure—what might be termed a process-centric model. In contrast to idio-
syncratic models, the goal of such models is to move beyond description and to evaluate how (variation in)
interactions between Chinese actors and organizations may (or may not) explain foreign policy behavior over
time. The foundation of any process-centric model is a proposition about the way that information and pref-
erences aggregate within the Chinese state.*> The remainder of this section discusses three types of process-
centric models, each of which corresponds to a different principal of aggregation.

40 Lu, 2018, pp. 13-14.

41 For example, during the 2001 EP-3 incident, U.S. ambassador Joseph Prueher used meetings with the International Liai-
son Department to duplicate messages he was concurrently sending to Jiang Zemin through the Ministry of Foreign Affairs.
See Joseph Prueher, interview with James Green, Initiative for U.S.-China Dialogue on Global Issues, Georgetown University,
May 6, 2019.

42 On the evolution and membership of the leading small groups, see Tyler Jost, “The Institutional Origins of Miscalculation
in China’s International Crises,” International Security, Vol. 48, No. 1, Summer 2023. For the pathbreaking work on this topic,
see Alice Miller, “The CCP Central Committee’s Leading Small Groups,” in Kjeld Erik Brodsgaard, ed., Critical Readings on
the Communist Party of China, Brill, 2017.

43 Jost, 2023, pp. 89-90. See also Joel Wuthnow, “China’s New ‘Black Box: Problems and Prospects for the Central National
Security Commission,” China Quarterly, Vol. 232, December 2017.

44 Yun Sun, “Chinese National Security Decision-Making: Processes and Challenges,” Brookings Institution, CNAPS Visiting
Fellow Working Paper, May 2013.

45 On the “aggregation problem” in the study of international politics generally, see Tyler Jost, Joshua D. Kertzer, Eric Min,
and Robert Schub, “Advisers and Aggregation in Foreign Policy Decision-Making,” International Organization, Vol. 78, No. 1,
Winter 2024.

1



Understanding China’s Politics, Policies, and Society

Leaders

One type of process-centric model emphasizes the beliefs, worldviews, and dispositions of the supreme leader.
In a leader framework, the principal of aggregation is that leaders dominate the decisionmaking system,
meaning that other actors and organizations (i.e., what idiosyncratic models document) have minimal effects
on foreign policy behavior. Leaders loom large in any country, but especially in China. The absence of formal
political competition means that it can be risky for elites to directly disagree with the leader, particularly in
settings that allow other elites to observe the disagreement, and especially when the leader has consolidated
political power. As a result, Chinese foreign policy behavior may be a function of the ideas, worldviews, and
dispositions that the supreme leaders bring with them into office.*¢

One possible limitation of a leader model, however, is the scope of foreign policy behavior that it can plau-
sibly explain. Leader worldviews may be helpful in illuminating broad shifts in geopolitical orientation and
grand strategy. Yet, Chinese leaders confront a large number of specific policy problems during their tenure,
the details of which they do not know until they confront them. Consider the issue of using military force
against Taiwan—a relatively high-profile issue about which many Chinese leaders presumably hold general
foreign policy beliefs before entering office. Even if a leader believes that seizing Taiwan through military
force is permissible or desirable, these general beliefs interact with a continuous stream of information from
a changing international environment (e.g., likelihood of U.S. intervention, likelihood of achieving Chinese
objectives, the costs of invasion) that have the potential to shape the leader’s understanding of what the rami-
fications of the choice to invade would be.

Political Survival

A second type of process-centric model focuses on the leader’s changing political demands. Leaders in the
Chinese system, like those in many democratic and authoritarian countries, face two imperatives in design-
ing their decisionmaking system: ensuring quality information and effective implementation on the one
hand and ensuring their political security on the other.#” In many cases, organizational design choices—such
as how information flows, which actors are permitted to meet with the leader, and which actors are permitted
to coordinate with one another—reflect trade-offs between effectiveness and security. Decisionmaking sys-
tems that improve information quality (e.g., by creating opportunities for dialogue and debate, by appointing
experts over loyalists, by signaling permissiveness for candid discussion, and by fostering competing sources
of information) can also undermine the strength of the leader’s political control (e.g., a more permissive
deliberative environment can invite more criticism, more access to information can bolster elite rivals’ criti-
cisms of the leader’s performance, etc.).48

46 Feng, 2007; Andrew Kennedy, The International Ambitions of Mao and Nehru: National Efficacy Beliefs and the Making of
Foreign Policy , Cambridge University Press, 2012; Ezra F. Vogel, Deng Xiaoping and the Transformation of China, Harvard
University Press, 2011; Lampton, 2014.

47 Tyler Jost, Bureaucracies at War: The Institutional Origins of Miscalculation, Cambridge University Press, 2024a, Chap-
ters 4 and 5. Some scholarship sees these institutional design choices as synonymous with personalist rule. While the per-
sonalism and institutional design are linked, however, they are analytically distinct. Personalism can be defined as a balance
of domestic political power that favors the leader over other political elites. In contrast, institutional design is a set of formal
and informal rules that shape patterns of behavior between and among leaders, advisers, and bureaucratic organizations. On
the effects of personalism within the Chinese system, see Minxin Pei, “China’s Return to Strongman Rule,” Foreign Affairs,
November 1, 2017; Elizabeth C. Economy, The Third Revolution: Xi Jinping and the New Chinese State, Oxford University
Press, 2018; Elizabeth Economy, “China’s New Revolution: The Reign of Xi Jinping,” Foreign Affairs, May/June 2018; Elizabeth
Economy, “Xi Jinping’s New World Order,” Foreign Affairs, January/February 2022; Jude Blanchette, “Xi Jinping’s Faltering
Foreign Policy,” Foreign Affairs, March 16, 2022.

48 Jost, 2024a, Chapter 2.
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The political survival model offers two main predictions. First, the key features of design-making system
reflect domestic political developments, particularly at the elite level. For example, research by Daniel Mat-
tingly shows how Chinese leaders balance the competing demands of competence and loyalty in the context
of promotions within the People’s Liberation Army. Mattingly finds Chinese leaders tend to promote gen-
erals whose professional backgrounds signal both competence through battlefield experience and loyalty
through personal connections generally but are more likely to promote loyalists during periods of domestic
political instability, such as during the Cultural Revolution or the Tiananmen Square crackdown.?’

Similarly, one explanation for the lack of coordination between key foreign policy bureaucracies, such as
the People’s Liberation Army on the one hand and the Ministry of Foreign Affairs on the other, is that silo-
ing between bureaucracies may serve the political interests of Chinese leaders.>® Chinese bureaucracies tend
to prefer organizational autonomy. As a result, politically weak Chinese leaders sometimes consent to this
autonomy, minimally to avoid confrontation and possibly to build political support. Conversely, restricting
information flow can serve as a mechanism to bolster the leader’s political control, ensuring that they have
informational advantages over any single bureaucracy. The persistence of the Central Military Commission,
which at least until the Xi era served as the principal mechanism for decisionmaking on defense and military
affairs, provides the clearest example of this phenomenon.

Second, domestic political developments shape the propensity for miscalculations (strategic choices based
on inaccurate assessments of the state of the world) by changing the decisionmaking environment.> When
leaders resolve the trade-off between effectiveness and survival in favor of the latter, they are less likely to
receive accurate or candid information from subordinates. This puts additional strain on a leader’s decision-
making, which some research finds can increase the likelihood of inaccurate leader assessments and the pro-
pensity to initiate international conflicts in which Chinese leaders fail to achieve their objectives.

Factions

A third type of process-centric model focuses on the interests and influence of actors and organizations in
the Chinese decisionmaking system. Much of this style of work is built on Andrew Nathan’s idea that the
Chinese Communist Party includes multiple “factions.”? In many cases, these factions are sociological, built
by common backgrounds and experiences that allow cadres to build bonds of friendship and trust with one
another. In other cases, these factions accord with organizational position, such as affiliation with the Min-
istry of Foreign Affairs or the PLA.>

The basic proposition of factional models is that foreign policy behavior reflects the preferences of the
most powerful actors and organizations. This contention has been best demonstrated in the context of China’s
economy policy, including its foreign economic policy.>* Consider a stylized, hypothetical example, in which

49 Mattingly, 2024; Jost and Mattingly, 2025.

50 Jost, 2024a, Chapter 5.

51 Jost, 2023.

52 Andrew J. Nathan, “A Factionalism Model for CCP Politics,” China Quarterly, Vol. 53, March 1973.

33 Zhang Qingmin, “Bureaucratic Politics and Chinese Foreign Policy-Making,” Chinese Journal of International Politics,
Vol. 9, No. 4, Winter 2016.

54 For an early articulation of this point, see Avery Goldstein, “Trends in the Study of Political Elites and Institutions in the
PRC,” China Quarterly, No. 139, September 1994. For applications of the factional model to economic policy, see Victor C.
Shih, Factions and Finance in China: Elite Conflict and Inflation, Cambridge University Press, 2008; Audrye Wong, “More
Than Peripheral: How Provinces Influence China’s Foreign Policy,” China Quarterly, Vol. 235, September 2018; Yeling Tan,
“Disaggregating ‘China, Inc.: The Hierarchical Politics of WTO Entry,” Comparative Political Studies, Vol. 53, No. 13, Novem-
ber 2020. Some of the findings of research applying factionalism to national security decisionmaking, however, have held up

13



Understanding China’s Politics, Policies, and Society

the People’s Liberation Army prefers military action but the Ministry of Foreign Affairs prefers diplomatic
dialogue. If the People’s Liberation Army had more power within the decisionmaking system (more access
to the leader, fewer checks on information, more respect by leaders, etc.), then an interest group framework
would propose the Chinese foreign policy will reflect the wishes of its military leaders.

Avenues for Future Inquiry

This essay organized the existing literature on Chinese foreign policy decisionmaking based on its approach
to the topic. It emphasized how the bulk of the existing work views decisionmaking either as a source of
empirical data to show how other factors, such as the balance of power, shape decisionmaking, or as primar-
ily an exercise in description. It then described an alternative approach to studying decisionmaking, one in
which the decisionmaking system—and changes to it—help to explain and predict Chinese foreign policy
behavior.

How can future scholarship further explore how the decisionmaking system affects China’s international
behavior? Future scholarship might consider three sets of questions:

o What aspect of the decisionmaking system is changing? In order to explain change in China’s interna-
tional behavior, a process-centric model requires some change in the decisionmaking system that can be
systematically measured over time. This might include, but is not limited to: patterns of appointments
(e.g., organizational leaders exhibiting certain types of background experiences; frequency of appoint-
ment and removal); patterns of organizational authority (e.g., changes to the formal hierarchy of state
and party organizations); patterns in coordination (e.g., presence/absence of coordination bodies and
amount of authority delegated to coordination offices); patterns of information flow (e.g., which orga-
nizations are permitted to generate information and how is that information shared horizontally and
vertically within the system); patterns of deliberation (e.g., which types of organizations are permitted
to meet with the leader). One way of thinking about this step is to leverage the descriptive groundwork
that scholarship within the idiosyncratic tradition lays. A critical component to this step, however, is to
look beyond the “proper nouns” of any specific case (e.g., the creation of a new organization or retitling
of an old one). The goal is to be able to say what a change in proper nouns tells us conceptually.

o What are the potential ways that changes to the system would shape foreign policy behavior? A second step
requires developing a set of intuitions as to how the rearrangement of the system might cause behavior
to change. These hypotheses can stem either from looking at past cases outside foreign policy (e.g., an
inductive approach to intuition based on Chinese history) or from theory (e.g., drawing on work across
the social sciences, such as organizational theory or social psychology). To avoid tautology, the indica-
tors must clearly distinguish between decisionmaking (the process by which decisions are made) and
foreign policy behavior (the diplomatic, military, economic actions that China takes).

o What are the empirical indicators of a link between features of the decisionmaking system and foreign
policy behavior? A third step requires investigation of whether the change to the decisionmaking system
correlates with the observable indicators of the foreign policy behavior. Given the right set of data, an
important goal in this step is to move beyond correlation and establish a plausible case for how behavior
would have been different in a different decisionmaking system. Minimally, this requires alternative

rather poorly as more historical materials have become available. For example, see Thomas M. Gottlieb, Chinese Foreign Policy
Factionalism and the Origins of the Strategic Triangle, RAND Corporation, R-1902-A, 1977. For a notable exception, see Yali
Chen, 2015.
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hypotheses associated with pass-through models, which would suggest that factors unrelated to the
decisionmaking system explain the behavior at hand.

A second set of considerations pertains to two situations commonly encountered in the study of decision-
making, particularly within the Chinese context:

o Absence of change within the decisionmaking system. Just because Chinese decisionmaking institutions
do not change does not mean that they exert no force on China’s international behavior. An alternative
possibility is that features of the system exert a constant, underlying force that make it prone to certain
types of behavior. Empirical support for such a contention is difficult, but not impossible. One possibil-
ity is to make cross-national comparisons—looking for countries with characteristics generally similar
to China but with decisionmaking systems that vary along the part of the system in which the research
is interested. Another possibility is to create a series of falsifiable, process-oriented hypotheses about
how the component parts of decisionmaking.

o Lack of data. Another challenge in studying decisionmaking in China is that granular data on decision-
making is sometimes scarce for the contemporary period in which policymakers are most interested.
Put differently, policymakers usually want to predict how the current configuration of decisionmak-
ing will shape China’s behavior today or in the near future. In these situations, one potential avenue of
inquiry is to look for past cases in which a similar change to the decisionmaking system occurred and
for which there is more data available. It is far easier, for instance, to study the effects of decisionmaking
in the Mao, Deng, and Jiang eras than it is to study it during the Hu and, especially, Xi eras. As with any
historical comparison, however, researchers should be humble about the limits of what historical com-
parisons can tell us about China’s future behavior.
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CHAPTER 3

China’s Growing Domestic Economic, Social,
and Environmental Challenges: A Review of the
Literature

Wendy Leutert

This paper has been reformatted and reviewed for spelling but is otherwise presented as submitted to the
conference.

Introduction

China faces a range of economic, social, and environmental challenges with important implications for its
domestic development, political stability, and international competitiveness. Economically, China’s leaders
are largely prioritizing geopolitical and governance objectives as gross domestic product (GDP) growth slows,
and expanding state influence in public and private sectors to advance a strategy of technology-focused
industrial policy. Socially, record-high youth unemployment, an aging and shrinking population, persistent
gender inequality, and a deep urban-rural divide pose significant risks to long-term economic growth and
social cohesion. Environmentally, resource scarcity, pollution, and climate change could constrain China’s
future development and political stability, despite some recent progress.

This literature review provides an overview of key domestic challenges in China’s economy, society, and
the environment. For each, it discusses current trends and considers their strategic implications for China
and other countries. It concludes by identifying pathways for future research on state-firm linkages, “invis-
ible” topics, linkages among domestic issues and actors, and the international dimensions of domestic chal-
lenges. The literature review draws upon a variety of sources in English and Chinese, including academic
studies, policy documents, official speeches, commentary, and news articles.

Economy

Geopolitical Goals Paramount as Growth Slows

As China’s postpandemic economy slows, its leaders appear largely willing to accept the economic costs
of prioritizing security and industrial policy over GDP growth. As top leader Xi Jinping emphasized in an
address to the National People’s Congress (NPC), China’s top legislative body, in March 2023: “Security is the
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foundation of development, stability is the prerequisite for prosperity.”! Record export levels since 2023 have
helped China to maintain growth and formally fulfill the government’s official 5 percent GDP growth target
for 2024, but rapid expansion in exports is now decelerating.’

A host of serious challenges appear set to constrain long-term GDP growth: increasingly indebted local
governments, falling property sales, weak business and consumer confidence in the economy, and an aging
and shrinking labor force. Recent survey results find that, for the first time, Chinese citizens believe that
“unequal opportunity” and an “unfair economic system” are the main reasons why some in China are poor.

In July 2024, Chinese Communist Party (CCP) leaders held the Third Plenum Meeting of its 20th Party
Congress, a key central-level conclave to chart a path forward for the world’s second largest economy.
Emphasizing “new-quality productive forces” (#/ii%E/ 7)), and “high-quality development” (i K
J&),5 Chinese leaders doubled down on industrial policies focused on technology investment in strategically
important industries.® These efforts have already sparked a flurry of local government and corporate activity,
with the potential to generate both genuine breakthroughs as well as “low-quality innovation.”

China’s current policies do not prioritize growth in consumption service sectors—such as health care,
education, finance, and entertainment—that could boost GDP but do not strengthen China geopolitically.
The government has announced new stimulus measures, but these have struggled to lift low company and
consumer confidence.® China’s leaders also recently unveiled a “special action plan to boost consumption”
by raising incomes and reducing financial burdens like child care and elder care.® However, this plan does
not specify additional budgetary outlays and its effectiveness remains to be seen. Overall, China’s leaders still
appear willing to accept economic costs, including resource misallocation and failures, in order to pursue
self-sufficiency and technological leadership in strategically important industries and strengthen overall
national power.

1" “Xi Jinping: Speech at the First Session of the 14th National People’s Congress” [“>Ji/F: 7E 251 PU Ju 4= A RARFR KRS58
— R W ERIYEE], Xinhua, March 13, 2023.

2 International Monetary Fund, “IMF Staff Completes 2024 Article IV Mission to the People’s Republic of China,” press
release, May 28, 2024.

3 Growth in exports slowed to 2.3 percent year-on-year by value in January-February 2025, compared to exports growth
of 10.7 percent in December 2024 (“China’s January-February Exports, Imports Weaker Than Expected,” Reuters, March 6,
2025).

* Michael Alisky, Scott Rozelle, and Martin King Whyte, “Getting Ahead in Today’s China: From Optimism to Pessimism,”
China Journal, Vol. 93, January 2025. For a summary of key findings, see Ilaria Mazzocco and Scott Kennedy, “Is It Me or
the Economic System? Changing Evaluations of Inequality in China,” Big Data China, Center for Strategic and International
Studies, July 9, 2024.

> “Communiqué of the Third Plenary Session of the 20th Central Committee of the Communist Party of China” [“H7[E 3£/
A AR T R Z IR AR WA, Xinhua, July 18, 2024.

6 Targeted industries include artificial intelligence (AI), semiconductors, biotechnology, new energy vehicles (NEVs), renew-
able energy, information technology, and advanced manufacturing.

7 A recent study of the period 19902014 found that local officials in China encouraged junk patents in order to meet central
government targets for new patents, a standard measure of innovation, resulting in “low-quality innovation” (Yuen Yuen Ang,
Nan Jia, Bo Yang, and Kenneth G. Huang, “China’s Low-Productivity Innovation Drive: Evidence from Patents,” Comparative
Political Studies, last updated September 24, 2023).

8 Ryan Woo and Liangping Gao, “China’s Central Bank Unveils Most Aggressive Stimulus Since Pandemic,” Reuters, Sep-
tember 24, 2024.

9 “China Unveils Plan on Special Initiatives to Boost Consumption,” Xinhua, March 17, 2025.
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Chinese leaders’ response to excess capacity reflects these strategic considerations.!® Excess capacity
has been increasing in multiple industries in China, especially in automobiles, electrical equipment, and
electronics, with varying dynamics present in different sectors.!! As the People’s Republic of China (PRC)
exports have soared after the pandemic, the U.S. and European Union (EU) in particular have engaged
in concerted messaging!? about the harmful effects of excess capacity on economic competitiveness and
national security.!®

However, Chinese leaders remain firmly committed to their current strategy of industrial policy and
technology investment. They believe that maintaining global leadership in manufacturing will strengthen
national power,!* and help China to avoid what some perceive as mistakes of deindustrialization and finan-
cialization by the U.S. and Europe.!® In this view, as Teneo analyst Gabriel Wildau describes, excess capacity
can be considered “an intrinsic feature of China’s supply-side focused economic strategy.”'¢ China’s leaders
have therefore been unwilling to implement significant capacity curbs or economic reforms at home, instead
relying on global demand to help absorb growing manufacturing capacity—despite intensifying interna-
tional pushback.!”

Growing State Role in Securitized Economy

The role of the state in China’s economy continues to strengthen under Xi Jinping. For Xi, like earlier Chinese
leaders, state-owned enterprises (SOEs) are a key means of achieving security and stability. They “constitute
an important pillar of the national economy and play a role as pillars of the economic foundation of the CCP’s

10 Excess capacity occurs when a company or industry has more production ability than needed to meet current demand,
resulting in unused inventory, unconsumed products, and/or unused resources or equipment.

11 Excess capacity can be cyclical (for example, when external shocks like technological change temporarily depress demand)
or structural (when the low-cost environment created by government policies and support—for instance, in the form of subsi-
dies, tax breaks, or low-cost inputs like electricity and land—incentivizes firms to keep increasing capacity even as prices fall).

12 Recent discussions addressing overcapacity have included meetings between a U.S. Department of the Treasury delegation
and China’s Ministry of Finance in Beijing and talks between EU and China trade negotiators in Brussels in September 2024
(U.S. Department of the Treasury, “Fifth Meeting of the Economic Working Group Between the United States and the People’s
Republic of China,” press release, September 20, 2024; Finbarr Bermingham, “EU and China Trade Negotiators Fail to Strike
Deal on Electric Vehicle Imports,” South China Morning Post, September 20, 2024).

13 For key energy technologies, for example, U.S. and European policymakers express alarm because their domestic markets
(subsidized with tax revenues) have become highly dependent on imports from a geostrategic competitor. Analysis of these
concerns in the specific context of five leading low-carbon technologies—solar, wind, batteries, “green” steel, and carbon
capture and sequestration (CCS)—finds that risks of integration with China vary by technology, and that national security
risks are lower overall and more homogenous than economic risks (Michael R. Davidson, Valerie J. Karplus, Joanna I. Lewis,
Jonas Nahm, and Alex Wang, “Risks of Decoupling from China on Low-Carbon Technologies,” Science, Vol. 377, No. 6612,
September 15, 2022).

14 China’s 14th 5-Year Plan, for example, indicates that the government plans to essentially maintain the current manufactur-
ing share of China’s GDP (“The 14th Five-Year Plan for National Economic and Social Development of the People’s Republic

of China and the Outline of Long-Range Goals for 2035” [“H#HE A [N E [ R AI #1225 DU Tt &I F120354F
1B HARYA %], Xinhua, March 13, 2021).

15 Tan Hongbo and Xia Jiechan, “Coordinate the Relationship Between the Service Industry and the Manufacturing Industry
to Develop a Modern Industrial System” [“BfIRS5 L 5HiE ¢ R, KB IEZR"], QS Theory, December 12, 2020.

16 Gabriel Wildau, “Beijing Won’t Budge on Overcapacity,” Teneo, April 9, 2024.

17 Pierre-Olivier Gourinchas, Ceyla Pazarbasioglu, Krishna Srinivasan, and Rodrigo Valdés, “Trade Balances in China and
the US Are Largely Driven by Domestic Macro Forces,” IMF Blog, September 12, 2024.

23



Understanding China’s Politics, Policies, and Society

rule and China’s socialist state power.”'® While such official rhetoric is not new, portrayals of SOEs as a means
of maintaining stability became more frequent during and after the COVID-19 pandemic. For example,
references to SOEs as the “ballast stone” (H:fif7) of the national economy were not common previously in
official discourse, but they now appear regularly.?

SOEs retain a heavy presence in China’s economy because of their dual economic and strategic roles.
The state sector accounts for approximately one quarter of GDP—and has done so for almost 25 years.?’ In
comparative terms, if China’s nonfinancial SOEs were a country, they would rank as the world’s seventh
largest economy—ahead of India, Italy, Brazil, South Korea, and Canada.?! Chinese SOEs underperform
their private sector counterparts across multiple metrics of economic performance, despite decades of reform
efforts.??2 Approximately one quarter (by assets) or more than one third (by number) of Chinese SOEs are
loss-making.?* However, China’s leaders have chosen to maintain a robust state sector, despite the economic
trade-offs, because of the numerous strategic functions that SOEs serve for the state. SOEs advance indus-
trial policy; implement domestic and international initiatives; support social stability through employment
and investment; help to manage financial, political, and public health crises; and export China’s technology,
labor, and excess capacity.?*

China’s renewed pursuit of technological self-reliance and global leadership under Xi is also strengthen-
ing state influence in the private sector. The boundary between the state and private firms has become even
more blurry under Xi. Like SOEs, private companies also benefit from access to government subsidies and
discounted factors of production, especially those in emerging industries that the Chinese government has
targeted for promotion. The Xi administration has increasingly called upon private firms to rhetorically and
materially support its priorities and policies. Deepening state—private firm ties have been evident in China’s
vaccine development drive and in agreements between central and local governments and firms to share
data and conduct joint research.?> Many executives of leading private companies also serve simultaneously as
members of political bodies like local legislatures and the National People’s Congress, aligning their interests
more closely with those of the Party-state.?

18 “Xj Jinping Presided over the Fourth Meeting of the Central Leading Group for Comprehensively Deepening Reform” [“>]
MPEFF AP PR AR SO U N B DY 72 1], Xinhua, August 18, 2014.

19 For example, see commentary on the official website of China’s government ownership agency, the State-Owned Assets
Supervision and Administration Commission, referring to SOEs as a “ballast stone” (JEfiif7) (State-Owned Assets Supervi-
sion and Administration Commission of the State Council, homepage, undated). The term started to be used regularly in 2020
and its frequency has since increased dramatically.

20 Andrew Batson, The State of the State Sector, Gavekal Dragonomics, March 2017.

21 Andrew Batson, “The State Never Retreats,” Gavekal Dragonomics, October 2020. Calculations based on G20 members’
share of world GDP at market exchange rates, 2018.

22 For example, SOEs’ return on assets (ROA), a standard measure of how efficiently a company uses its assets to generate
profit, is less than half that of private firms: 3.0 percent vs. 6.7 percent in 2020 (Asia Society Policy Institute and Rhodium
Group, “State-Owned Enterprise Policy Reform,” Winter 2021).

23 International Monetary Fund, “Online Annex 3.1. China: State-Owned Enterprises Remain Key Players,” in Fiscal Monitor:
Policies to Support People During the COVID-19 Pandemic—April 2020, April 2020.

24 Wendy Leutert, “State-Owned Enterprises in Contemporary China,” in Luc Bernier, Massimo Florio, and Philippe Bance,
eds., The Routledge Handbook of State-Owned Enterprises, Routledge, 2020.

25 Abigail Elizabeth Coplin, Domesticating Biotechnological Innovation: Science, Market and the State in Post-Socialist China,
dissertation, Columbia University, 2019.

26 Yue Hou, The Private Sector in Public Office: Selective Property Rights in China, Cambridge University Press, 2019; Rory
Truex, Making Autocracy Work: Representation and Responsiveness in Modern China, Cambridge University Press, 2016.
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Securitization, the treatment of previously nonsecurity subject matter as a national security concern, is
further blurring boundaries between the state and firms of all ownership types. Scholars have analyzed the
intensifying emphasis on “national security” under Xi and its expression across political, legal, military, and
other domains.?” Pandemic-related disruptions and U.S.-China strategic competition have accelerated the
Chinese leadership’s securitization efforts by revealing the vulnerabilities generated by economic interdepen-
dence. Multiple legal and organizational mechanisms create pathways for greater state and CCP influence
over company activities and assets, both at home and abroad.?8 This is illustrated, for example, in the grow-
ing use of PRC companies’ assets overseas to protect Chinese citizens, assets, and capital during crises?* and
to support the global operations of the People’s Liberation Army Navy and serve other military functions
during peacetime.??

Society

Record Youth Unemployment

Youth unemployment, long an important stability concern for China’s leaders, is one of the country’s most
serious domestic challenges today. Declining growth and slowdown in service sectors of China’s economy,
together with a massive expansion of higher education, has contributed to soaring levels of unemployment
among urban youth and college graduates in particular. Between 2000 and 2024, the number of college
graduates in China grew more than tenfold,* with a record 11.79 million Chinese students graduating from
college in 2024.32 Unemployment among 16-to-24-year-olds, excluding college students, stood at 16.9 percent
in February 2025.3% Youth unemployment has remained persistently high despite the government’s revision
of official metrics in 2023.3 Yet the actual scope of the youth unemployment problem is likely even greater if
rural unemployment, part-time employment, and underemployment are also considered.

Curbing youth unemployment is a strategic imperative for China’s leaders. Xi has urged young people
to endure hardships, be persistent, and embrace challenges as part of the national effort to build a strong

27 Sheena Greitens, “National Security After China’s 20th Party Congress: Trends in Discourse and Policy,” China Leadership
Monitor, No. 77, Fall 2023.

28 For example, both China’s National Defense Mobilization Law (2010) and its National Defense Transportation Law (2017)
authorize the use of privately held assets for defense purposes.

29 For example, China’s evacuation of Chinese and foreign citizens from Sudan in 2023 involved the use of a terminal partly
owned by central SOE COSCO in Jeddah Port in Saudi Arabia (Yang Zekun, “Navy Completes Its Mission to Evacuate Chinese
from Sudan,” China Daily Global, May 1, 2023).

30 Tsaac B. Kardon and Wendy Leutert, “Pier Competitor: China’s Power Position in Global Ports,” International Security,
Vol. 46, No. 4, Spring 2022.

31 Ji Siqi, “China’s Struggling Private Firms Tasked with Lifting Nation out of Economic Doldrums,” South China Morning
Post, June 13, 2022.

32 “China to Have 11.79M University Graduates in 2024,” Xinhua, December 6, 2023.
33 “China’s Youth Jobless Rate Rises to 16.9% in February,” Reuters, March 20, 2025.

34 China resumed issuing youth unemployment statistics in December 2023 after pausing their publication for several months
and revising its measure of youth unemployment to exclude college students. The last official statistic published prior to this
statistical revision was a record high of 21.3 percent in June 2024, which included college students in its unemployment figure
for 16-to-24-year-olds (Nicole Goldin, “Youth Unemployment in China: New Metric, Same Mess,” Atlantic Council, Febru-
ary 16, 2024).
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state.3> High levels of youth unemployment threaten the CCP’s implicit social contract, which has histori-
cally delivered economic growth and social opportunities in exchange for political control. In addition to the
underutilization of young talent, youth unemployment has contributed to social dissatisfaction. Some youth,
frustrated with their lack of prospects for white-collar employment despite having university degrees, have
expressed their disillusionment by “lying flat” (4%F): adopting a lifestyle focused on limited consumption
and ambition that rejects demanding work environments and social expectations about professional suc-
cess. China’s government has directed both SOEs and private companies to recruit and hire more university
graduates to mitigate the stability risks of youth unemployment.3® Most recently, China’s Ministry of Educa-
tion conducted a 100-day campaign from May through August 2024 to promote the employment of college
graduates.’” However, these efforts have so far failed to curb rising youth unemployment.

Aging and Shrinking Population
China’s rapidly aging and shrinking population, compounded by a sharply declining fertility rate, presents
another critical domestic challenge.3® In 2022, China’s fertility rate dropped to 1.09 live births per woman,
less than half the global rate of 2.25 live births per woman.?* The government reported 9.54 million births
in 2024, the first increase in seven years of falling figures.*® These declines have occurred despite the gov-
ernment’s removal of all childbirth limits in 2021#! and ongoing efforts to promote increased childbearing
through state media campaigns promoting larger families, as well as local government incentives and grass-
roots advocacy. China’s population also shrank for the first time in 60 years in 2022, dropping by 850,000 to
approximately 1.4 billion people. The proportion of the population aged 60 years or older is expected to reach
approximately 33 percent (450 million people) by 2035.42

These demographic shifts are a major strategic challenge for China’s government. The aging and shrink-
ing population places mounting burdens on the country’s workforce, pension funds, and health care system.
Managing these changes is crucial for social stability and economic growth. Population pressures could also
affect China’s ability to achieve long-term government priorities like technological innovation and greater
geopolitical competitiveness. In response, the government announced in September 2024 that it would intro-

35 For example, Xi told leaders of the Communist Youth League in July 2023: “Only when young people . . . can endure hard-
ships, and are willing to struggle, will China’s youth have strength, and the development of the cause of the Party and the
country will be full of hope” (“In a Collective Conversation with Members of the New Leadership Team of the Central Com-
mittee of the Communist Youth League, Xi Jinping Emphasized: Earnestly Shoulder the Missions and Tasks Entrusted by the
Party in the New Era and New Journey, and Fully Inspire the Young People to Shoulder Their Responsibilities in the Chinese-
Style Modernization Drive” [“>Ji/xF7E [F] ] J 5 — e 400 B 7Bl 3 AR 1 B i DIISE)E 476 i A BT e A S kT 11
A T5S R KRGS E NP % H HEJ# 1 2], State Council of the People’s Republic of China, June 26,
2023).

36 “Chinese SOEs to Recruit More University Graduates,” Xinhua, June 21, 2022; Ji, 2022.
37 “China Launches University Graduate Employment Promotion Campaign,” Xinhua, May 22, 2024.

38 The fertility rate is the average number of children born to a woman over her lifetime in a specific population.
39 United Nations, UN World Population Prospects 2024: Summary of Results, 2024, p. 13.

40 “China’s Newborns Rise in 2024, First Time in Years,” Xinhua, January 17, 2025.

41 Bvelyn Cheng, “China Scraps Fines, Will Let Families Have as Many Children as They’d Like,” CNBC, July 21, 2021. For
a critical review of China’s One-Child Policy between 1979-2015, see Yong Cai and Wang Feng, “The Social and Sociological
Consequences of China’s One-Child Policy,” Annual Review of Sociology, Vol. 47, 2021.

42 “China’s Demographic Outlook and Implications for 2035,” Economist Intelligence Unit, January 30, 2024.
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duce incremental increases in retirement ages starting in 2025, a long-expected but widely unpopular move.*3
The government has also attempted to encourage increased childbearing through social campaigns and poli-
cies like the 2021 crackdown on the private tutoring industry, which aimed to reduce the financial burden of
education on urban families.** However, the high costs of living and raising children, particularly in major
cities, together with entrenched gender inequality, continues to deter more people in China from having
children.

Enduring Gender Inequality

Gender inequality, as assessed by multiple metrics, remains a persistent domestic challenge for China. As
of 2023, the labor force participation rate for women in China 15 years and older was 61 percent—but this
proportion has declined steadily by more than 10 percent over the last three decades.*> Women were already
vastly underrepresented among China’s top political and business elite—and their numbers are decreasing.®
Even as a rising proportion of women in China choose to postpone or even forgo marriage entirely,*” tra-
ditional gender roles remain embedded in societal norms, such as the expectation that women’s top prior-
ity is family—both child and elder care. At the same time, University of Michigan scholar Yun Zhou finds
that young urban women in China today experience mounting pressure because they simultaneously view
wage work as essential to being a “good” mother and “ideal” woman.*® Women in China’s workforce also
routinely confront gender-based discrimination in hiring and career advancement.*’ Despite some positive
developments, like steady improvement in women’s educational attainment—with women’s tertiary educa-
tion enrollment now surpassing men’s—gender equality in China remains an elusive goal.>®

Although reducing gender inequality will likely remain a lesser priority for China’s government, it has
important strategic implications for China’s economy, social stability, and global reputation. Increasing
women’s participation in the labor force would enable China to tap into a larger talent pool, thereby aiding
the government’s economic and technological innovation ambitions. Reduction in gender inequality could

43 The retirement age for men will rise from 60 to 63 years of age. For women in white-collar and blue-collar jobs it will
increase respectively from 55 to 58 years of age, and from 50 to 55 years of age. These new retirement ages will be raised again
by another 3-5 years over the next 15 years (“Decision of the Standing Committee of the National People’s Congress on the
Implementation of a Progressive Delay in the Statutory Retirement Age” [“4x[E A AR K5 55 2 01 4 50T St ¥ 10 U Ak
IRVEE BRI ULTE”), National People’s Congress of the People’s Republic of China, September 13, 2024).

44 Giulia Interesse, “China’s New Draft Regulations for After-School Tutoring,” China Briefing, February 23, 2024.

4> World Bank Group, “World Bank Labor Force Participation Rate, Female (% of Female Population Ages 15+) (Modeled ILO
Estimate),” webpage, undated-b.

46 Mimi Lau, “Absence of Women in China’s New Leadership Elite a ‘Step Backwards’ for Political Diversity, Say Observers,”
South China Morning Post, October 24, 2022; “2023 Hurun Women Entrepreneurs List” [“20238H1iE L )k 5 857], Hurun
Report, November 14, 2023.

47 Deborah S. Davis and Sara L. Friedman, “Deinstitutionalizing Marriage and Sexuality,” in Deborah S. Davis and Sara L.
Friedman, eds., Wives, Husbands, and Lovers: Marriage and Sexuality in Hong Kong, Taiwan, and Urban China, Stanford Uni-
versity Press, 2014.

48 Yun Zhou, “Good Mothers Work’ How Maternal Employment Shapes Women’s Expectation of Work and Family in Con-
temporary Urban China,” Journal of Social Issues, Vol. 76, No. 3, September 2020.

49 For example, analysis by Human Rights Watch found that in the Chinese government’s 2020 national civil service job list,
11 percent of the postings explicitly specified a preference or requirement for men. This percentage was 19 percent for the same
list in both 2019 and 2018 (Human Rights Watch, “China: Gender Discrimination in Hiring Persists,” press release, April 19,
2020).

>0 Kusum Kali Pal, Kim Piaget, Saadia Zahidi, and Silja Baller, Global Gender Gap 2024: Insight Report, World Economic
Forum, June 2024, p. 32.
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also potentially promote more balanced demographic development, as even moderate increases in fertil-
ity could help to mitigate the long-term effects of the country’s aging workforce and shrinking population.
Reduced gender inequality could also confer possible reputational benefits for China given the importance of
gender equality to international norms and expectations about human rights and development.

Deepening Rural-Urban Divide

The rural-urban divide has long been a defining feature of China’s economy, society, and politics. After
decades of rapid urbanization, 65 percent of China’s population now resides in urban areas, up from 53 per-
cent in 2013.5! Rural-urban income disparities remain stark: urban residents’ per capita disposable income
was 2.5 times higher than that of rural residents in 2021.> The gap also manifests in access to and quality of
education, health care, employment, and social mobility. Many rural areas are experiencing depopulation as
workers migrate to cities, leaving behind aging populations—and tens of millions of “left-behind children”
(F4~FJLE).5 Since access to government services like education and pensions in China is restricted to an
individual’s place of household registration, working in an urban area does not ensure improved long-term
life prospects for a rural resident or their family members.>

China’s leaders have sought to close the rural-urban gap, but substantial hurdles persist. In 2013, Xi
launched a “Targeted Poverty Alleviation” (f&ifk#{) campaign with the goal of moving 70 million people
above China’s official poverty line by 2020.5> After announcing the achievement of this target in 2021, the
government initiated a new campaign of “rural vitalization” (£41#>*%).56 Despite helping to improve rural
livelihoods, Georgetown University scholar Kristen Looney has found that rural modernization campaigns
in China have also been limited by low levels of rural participation and local officials’ political incentives
to prioritize visible improvements in village environments and housing. Economic inequality in China is
certainly not only a rural-urban issue; it is also manifest among urban residents and in the country’s highly
skewed wealth distribution.’” However, the highest concentrations of poverty are still located predominantly
in rural areas.>® Future deepening of the rural-urban divide risks intensifying socioeconomic inequalities,
fueling political discontent, and eroding human capital in the countryside.

>1 World Bank Group, “Urban Population (% of Total Population)—China,” webpage, undated-a.

52 The respective per capita disposable income of urban and rural residents was 47,412 RMB and 18,931 RMB in 2021 [approx-
imately 6,640 USD and 2,650 USD today] (National Bureau of Statistics of China, “Households’ Income and Consumption
Expenditure in 2021,” press release, January 18, 2022).

53 A national survey by the All-China Women’s Federation in 2013 found that both parents of 22 percent of the country’s child
population (66 million children) had migrated to urban areas (UNICEF, “Children ‘Left Behind,” working paper, undated).

54 China’s household registration system, known as hukou, is a hereditary, mostly nontransferrable identity document that
classifies individuals as local citizens in a specific city or county (Samantha A. Vortherms, Manipulating Authoritarian Citi-
zenship: Security, Development, and Local Membership in China, Stanford University Press, 2024).

55 China’s official poverty line is less than the World Bank’s threshold, and significantly below the World’s Bank recom-
mended national poverty threshold for upper middle-income countries like China (Ben Hillman, “From Poverty Elimination
to Rural Revitalisation—The Party Takes Charge,” China Story, December 18, 2023).

56 “Rural Vitalization in Full Swing,” Xinhua, August 4, 2021.

57 The wealth share of the top 10 percent of China’s population rose to 67 percent in 2015, nearing the United States’ 72 percent
and exceeding France’s 50 percent (Thomas Piketty, Li Yang, and Gabriel Zucman, “Capital Accumulation, Private Property,
and Rising Inequality in China, 1978-2015,” American Economic Review, Vol. 109, No. 7, July 2019).

>8 State Council Information Office, “China’s Practice of Human Poverty Reduction: White Paper” [ { AZJE#L I E 5L
Be) F ], April 2021.
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Environment

Serious Resource Scarcity

Resource scarcity is a growing challenge for China, particularly in terms of water, arable land, and energy
resources. China has about 17 percent of the world’s total population, but it possesses only 6 percent of
its freshwater resources—with water availability per capita only one-fourth the global average>®*—and just
7 percent of its arable land.®® Desertification has worsened water shortages and remains a serious issue, par-
ticularly in north and northwestern China and in rural areas reliant on agriculture.®! In 2024, the Chinese
Academy of Sciences introduced a new Desertification Difference Index to measure changes in desertifica-
tion over space and time and reported that about 37 percent of grassland areas in China were moderately to
severely desertified in 2020.92 Decades of rapid urbanization have also significantly reduced available farm-
land. According to a once-a-decade land use survey published by China’s Ministry of Natural Resources
in 2021, total arable land has shrunk 6 percent since 2009 to approximately 1.28 million square kilometers
(490,000 square miles) at the end of 2019.3

China’s rapid economic growth and urbanization have contributed to chronic energy scarcity problems.
Average annual electricity demand growth rates have rebounded to prepandemic rates, and significant gaps
between generation and utilization persist.®4 In 2021, a major electricity supply crisis affected 20 provinces,
underscoring the strain on the power grid.®> China remains heavily reliant on coal, which accounted for
63 percent of total electricity generation in 2021, to help close such shortfalls.®® However, continued coal
dependence is environmentally harmful because its combustion releases more greenhouse gases and pollut-
ants than other energy sources, thus worsening climate change, pollution, and public health. A recent esti-
mate found that coal fell to a record low share of 53 percent of China’s electricity generation in May 2024, but
it is unclear whether this can be sustained.®”

China’s leadership has made ambitious efforts to address resource scarcity challenges, with mixed results.
Its ongoing South-to-North Water Diversion Project, launched in 2002 to divert water from flood-prone
southern China to the arid north, has raised questions about its environmental effects, high costs, and long-
term ability to address water shortages. China’s Minister of Natural Resources has reiterated that China plans
to maintain its “red line” (41.4%) of 1.8 mu (approximately 460,000 square miles) of arable land, first estab-
lished in 2009, to ensure food security.®® China’s current 14th Five-Year Plan (2021-2025) also pledges to con-

% World Bank, Watershed: A New Era of Water Governance in China—Synthesis Report, 2018.

60 Matthew Walsh, “Agriculture Minister Adds to China’s Growing Chorus of Concern for Food Security,” Caixin Global,
January 7, 2021.

61 Desertification refers to the process in which fertile land becomes arid and degraded, diminishing its capacity to support
vegetation, agriculture, and animal life, and potentially resulting in decreased agricultural productivity and biodiversity.

62 “New Model Sheds Light on Grassland Desertification Dynamics,” Chinese Academy of Sciences, December 21, 2023.
63 “China’s Total Arable Land Shrinks Nearly 6% from 2009-2019—Survey,” Reuters, August 27, 2021.

64 Eren Cam, Carlos David Yafiez de Le6n, Matthew Davis, Shrey Mehta, and Martin Strand Husek, Electricity Mid-Year
Update: July 2024, International Energy Agency, 2024.

65 For several analyses of this episode, see “The 2021 Energy Crisis: Implications for China’s Energy Market and Policies,”
Oxford Energy Forum, No. 131, March 2022.

66 International Energy Agency, “China: Electricity,” webpage, undated.

67 Lauri Myllyvirta, “Analysis: China’s Clean Energy Pushes Coal to Record-Low 53% Share of Power in May 2024,” Carbon
Brief, July 11, 2024.

68 “China Will Firmly Hold the Arable Land ‘Red Line’ to Ensure Food Security: Minister,” CGTN, March 12, 2023.
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tinue promoting renewable energy, although it specifies neither targets for installed capacity of renewables
by 2025 nor caps on coal consumption or carbon emissions.® The results of these ongoing efforts to address
resource scarcity will have significant strategic implications for China’s future economic development, social
stability, public health, and global competitiveness.

Persistent Pollution

Pollution of air, water, and soil remains one of the most serious domestic challenges that China faces today.
Air pollution in urban areas, especially in major cities, has improved significantly but still frequently exceeds
World Health Organization global air quality guidelines.”” For example, Beijing’s city government recently
reported that air particle pollution fell by more than 60 percent from 2013 until the end of 2022, but the level
achieved is still six times higher than WHO guidelines.”! Water pollution is also an intensifying concern. The
Ministry of Ecology and the Environment’s 2023 Ecological Environmental Condition Report found that
about 22 percent of the country’s groundwater was of “very poor” or “extremely poor” quality, with approxi-
mately 10.7 percent of surface water classified as “poor,” “very poor,” or “extremely poor.””? A 2014 govern-
ment soil survey found that 40 percent of arable land was degraded from overuse of chemical fertilizers and
heavy metal contamination, with a new four-year soil survey scheduled for completion in 2025.73

China’s government recognizes pollution as a critical issue affecting CCP legitimacy and public health.
Exposure to pollution can lead to health problems, chronic disease, cancer, and premature death.” Over the
past decade, the central government has rolled out a broad array of measures to address the country’s pollu-
tion problem, including establishing a national air quality monitoring system in 2013, implementing traffic
controls and car restrictions in major cities, and promoting coal-to-gas energy transition. Recognition of
pollution’s political importance—and the difficulty of addressing it—is also reflected in some local officials’
apparent manipulation of air pollution statistics’> and public displays to their superiors and the public. As Iza
Ding, a scholar at Northwestern University, argues in her book The Performative State: Public Scrutiny and
Environmental Governance in China (2022), some local governments with weak capacity use “performative
governance” like symbolic campaigns, visible inspections, and environmental crackdowns to project their
competence and responsiveness to environmental concerns.”®

Multiple factors make pollution a persistent domestic difficulty for China. Local Chinese officials rou-
tinely prioritize economic development over environmental concerns, because their performance metrics—

69 Michal Meidan, Philip Andrews-Speed, and Yan Qin, “Key Issues for China’s 14th Five Year Plan,” Oxford Institute for
Energy Studies, March 2021.
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71 Gary Fuller, “Beijing Air Pollution Study Could Unlock Solution to Persistent Smog,” The Guardian, August 9, 2024; “Bei-
jing Achieves National Air Quality Standards for Third Consecutive Year,” China Daily, January 4, 2024.

72 Ministry of Ecology and Environment, “Bulletin on the State of Ecology and Environment in China 2023” [“20231 [E A= 7
WELROLAR AEAIEGH), June 2024.

73 Mei Mei Chu, “China’s Food Security Dream Faces Land, Soil and Water Woes,” Reuters, May 23, 2024.

74 For example, a recent study about the effects of “co-pollution” attributed more than 62,000 new cases of cancer registered
in 2016 (7.4 percent) to joint exposure to air and water pollution (Jingmei Jiang, Luwen Zhang, Zixing Wang, Wentao Gu,
Cuihong Yang, Yubing Shen, Jing Zhao, Wei Han, Yaoda Hu, Fang Xue, et al., “Spatial Consistency of Co-Exposure to Air and
Surface Water Pollution and Cancer in China,” Nature Communications, No. 15, September 6, 2024).

75 Steven Q. Andrews, “Inconsistencies in Air Quality Metrics: ‘Blue Sky’ Days and PM,  Concentrations in Beijing,” Environ-
mental Research Letters, Vol. 3, No. 3, July 2008.

76 1za Ding, The Performative State: Public Scrutiny and Environmental Governance in China, Cornell University Press, 2022.
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and thus their prospects of career advancement—are linked with GDP growth.”” Although the central
government sets strict environmental policies, actors on the ground may lack the authority, resources, or
political will to enforce them effectively over the long term. As Oxford University scholar Denise van der
Kamp writes in her book Clean Air at What Cost? The Rise of Blunt Force Regulation in China (2023), local
officials may thus eschew incremental compliance mechanisms in favor of more direct, visible, and harsh
methods like forcibly closing factories or demolishing polluting infrastructure in order to meet short-term
targets.”® Coal dependence and the economic costs of clean energy transition, particularly in northern prov-
inces like Shanxi where coal mining is a major industry, may also motivate some local officials and busi-
nesses to resist pollution curbs. Weak penalties, corruption, data availability and quality issues, and lack
of public awareness—particularly about less visible forms of pollution—create further obstacles to tackling
China’s pollution woes.”

Intensifying Climate Change Crisis

Climate change presents a critical and increasing threat for China and for the world. As the top carbon emit-
ting country, China accounted for 35 percent of global carbon dioxide (CO2) emissions in 2023.80 China con-
tinues to rely heavily on coal—a major contributor to climate change—for its energy consumption needs. In
2023, the China Meteorological Administration reported that China’s average surface temperatures made it
the hottest year on record.?! Given the negative effects of climate change on agricultural productivity, disaster
response costs, and public health, a World Bank study in 2022 estimated that climate change could result in
GDP losses for China of between 0.5-2.3 percent as early as 2030.82 Addressing the climate crisis has clear
strategic importance for China’s future economic growth, social stability, and international reputation.
Climate change intersects with resource scarcity and pollution challenges, further complicating efforts
to address them. Rising temperatures and changes in precipitation patterns caused by climate change make
desertification, droughts, and flooding more severe. Examples of extreme weather events include wide-
spread drought in southwestern China in 2022, with the Yangtze River dropping to record-low water levels,33
and a record-high 25 significant flood events in 2024’s flood season reported by China’s Ministry of Water
Resources.?* Climate change could additionally interact with resource scarcity and pollution problems to
further impede China’s efforts to achieve food security. A 2024 analysis in Nature, for example, estimates that

77 Hongbin Li and Li-An Zhou, “Political Turnover and Economic Performance: The Incentive Role of Personnel Control in
China,” Journal of Public Economics, Vol. 89, No. 9-10, September 2005.
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2023.

79 For a comparative analysis of the current state of China’s water data, for example, see Jingyu Lin, Brett A. Bryan, Xudong
Zhou, Peirong Lin, Hong Xuan Do, Lei Gao, Xinchen Gu, Zhifeng Liu, Luwen Wan, Shanlin Tong, et al., “Making China’s
Water Data Accessible, Usable and Shareable,” Nature Water, No. 1, April 6, 2023.

80 International Energy Agency, CO2 Emissions in 2023, 2024.
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82 World Bank, China Country Climate and Development Report, October 2022, p. 3.
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heat and water stress related to climate change could cause China to shift from being a net food exporter to
become a net food importer by 2050.8°

China’s leadership has announced numerous policies and goals to achieve a low-carbon transition. Gov-
ernment efforts have included CO2 intensity targets by province; energy efficiency mandates for large firms;
an emissions trading system for CO2; and sectoral reforms in electric power and natural gas.3¢ At the United
Nations General Assembly in September 2020, Xi first publicly announced China’s goals of peaking carbon
emissions before 2030 and reaching carbon neutrality before 2060.8” China has subsequently reiterated these
targets and specified steps toward meeting them in policy documents and international venues, including the
14th Five-Year Plan in March 2021, the State Council’s Guiding Opinions on Carbon Peaking and Carbon
Neutrality in July 2021, and the United Nations (UN) Framework Convention on Climate Change Confer-
ence of the Parties 29 in Azerbaijan in November 2024. With SOEs, private firms, and the government all
driving the renewable energy transition,® the International Energy Agency estimates that China will account
for nearly 40 percent of global renewable energy installed capacity by the end of 2030.8 Despite geopolitical
tensions and trade conflicts, future cooperation on climate change could potentially also help incrementally
improve U.S.-China relations—at both national and subnational levels—and provide a positive pathway for
China’s global engagement.®

Directions for Future Research

Future research about China’s domestic challenges could address several current gaps. In studies about the
economy, additional investigation is needed to map the plurality of ties linking Chinese firms and the state—
and their variation across industries. Despite growing academic and policy attention to China’s state-directed
model of economic and technological development, much analysis continues to fall short in analyzing the
multifaceted state-business relationships that underpin China’s rise. Even the widely used conceptual frame
of “state-business” relations flattens important variation among different kinds of firms, across different
industries, and within the state itself. Existing studies also often privilege state perspectives, fail to capture
both the plurality and breadth of state-firm ties, and undertheorize the increasing state-firm symbiosis pres-
ent, particularly in high-tech sectors like biotechnology.®! Future research could study multiple axes of state-
firm connectivity, going beyond financial ties to examine additional linkages like personnel appointments,
joint technology development and data-sharing, and CCP presence and activity.
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Energy Research & Social Science, Vol. 85, March 2022).
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A second, more literal gap in research about China’s domestic challenges involves “invisible” issues—
topics that are less visible and therefore underexamined. Scott Rozelle and Natalie Hell’s book (2020) about
inequality and challenges in the countryside, for example, is aptly titled Invisible China: How the Urban-Rural
Divide Threatens China’s Rise.®> Urban residents in China and international observers alike could easily over-
look grave challenges like the rural education crisis and developmental delays for left-behind children in the
countryside. However, these issues have crucial implications for the country’s future economic growth and
human capital development. Still other domestic challenges, like corruption or soil pollution, are less visible
and more difficult to analyze empirically due to their political sensitivity, limited data availability and reli-
ability, and incentives by domestic actors to conceal the scope of such phenomena.?®

More broadly, further studies could investigate how domestic challenges intersect and influence one
another. As Johns Hopkins University scholar Yuen Yuen Ang argues in her exposition of “adaptive political
economy,” reconceptualizing China’s political economy as a “complex system” illuminates how it “is made up
of interconnected parts that constantly adapt to one another and the environment.”* Actors at all levels in
China—from the apex of power down to the grass roots—are continually improvising, experimenting, and
adapting under conditions of uncertainty that necessitate strategic choices between potentially competing
goals. For example, although Chinese leaders currently appear willing to accept slowing economic growth
and prioritize policy goals other than strengthening the social safety net, this could change if political unrest
occurs. From a policy standpoint, dynamic interactions among domestic challenges also matter because they
affect potential responses. For example, decades of the One-Child Policy have made it common for younger
people in China to have no siblings, aunts, uncles, or cousins. This makes the current youth unemploy-
ment crisis particularly destabilizing, because young family members must disproportionately shoulder the
burden of caring for aging elders. Youth unemployment is also likely to dampen the country’s already low
fertility rate, especially for those already seriously concerned about the high costs of raising children. Yet
another illustration of the interconnected nature of domestic challenges—both within and across particular
domains—can be found in a recent study reporting that China’s precipitous population decline could in fact
alleviate water scarcity after 2050.%

A final avenue for future research concerns the expanding international dimensions of China’s domestic
challenges. For instance, excess capacity in China could limit some countries’ ability to develop key indus-
tries domestically, raising economic and security concerns about dependence on Chinese suppliers; however,
it could also confer cost advantages for green transition and foreign consumers.”® China’s ongoing efforts
to address water scarcity through hydroelectric projects, for instance, have had both positive and negative
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effects for countries downstream.’” And as Chinese companies’ overseas expansion generates new economic
opportunities, any incidences of corruption that occur in their international business activities now also
affect actors and development outcomes abroad. As these examples highlight, many of what might initially
appear to be “domestic” challenges for China are now increasingly global in their context, content, and
consequences.

97 For an analysis of the costs and benefits for the Mekong River Basin and the Greater Mekong Subregion, for example, see
Suzanne Ogden, “The Impact of China’s Dams on the Mekong River Basin: Governance, Sustainable Development, and the
Energy-Water Nexus,” Journal of Contemporary China, Vol. 32, No. 139, 2023.
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CHAPTER 4

Economic and Technological Competition Between
the United States and China: A Review of the
Literature

Agnes Xiangzhen Wang

This paper has been reformatted and reviewed for spelling but is otherwise presented as submitted to the
conference.

Introduction

The rise of China as a global economic and technological powerhouse has significantly reshaped great power
relations, particularly with the United States. In 2016, China’s gross domestic product (GDP), based on
purchasing power parity (PPP), surpassed that of the U.S., and by 2024, China is projected to account for
19.01 percent of global GDP, compared to 15.5 percent for the U.S. and 14.17 percent for the European Union.!
Despite this, the U.S. economy remained approximately 40 percent larger than China’s in terms of nominal
GDP in 2022, with the U.S. holding a 25.32 percent share of the world’s nominal GDP compared to China’s
17.86 percent.? Beyond economic metrics, the U.S. and China are also locked in a fierce competition for tech-
nological leadership in emerging fields such as artificial intelligence, blockchain, and autonomous vehicles.?

The U.S.-China relationship entered a new era of strategic competition following the Trump Administra-
tion’s 2017 National Security Strategy, which formally identified China as a central player in the “great power
competition.™ This characterization was reinforced in the 2018 National Defense Strategy, where China
was labeled a “strategic competitor.” The Biden Administration echoed this view, declaring that “strategic
competition” is the framework through which it views the U.S.-China relationship.® This marked a signifi-
cant turning point, as the U.S. approach to China shifted from one centered on engagement to one focused

1 International Monetary Fund, “GDP Based on PPP, Share of World,” webpage, undated.
2 World Bank, “Data Updates and Errata: World Development Indicators: July 2024,” webpage, undated.

3 Kai-Fu Lee, AI Superpowers: China, Silicon Valley, and the New World Order, Houghton Mifflin Harcourt, 2018; Satoru
Mori, “US Technological Competition with China: The Military, Industrial and Digital Network Dimensions,” Asia-Pacific
Review, Vol. 26, No. 1, May 2019.

4 White House, National Security Strategy of the United States of America, December 2017.
5 U.S. Department of Defense, Summary of the 2018 National Defense Strategy of the United States of America, January 2018.
¢ White House, National Security Strategy, October 2022.
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on competition.” While discussions of treating China as a competitor had been gaining momentum since
the early 2010s, they became especially prominent in the mid-2010’s.3° Since then, the bilateral relationship
has steadily deteriorated, driven by the trade war, escalating technological rivalry, and increasing military
tensions.!0

This literature review focuses primarily on China’s perspectives and policy rationales regarding its eco-
nomic and technological competition with the United States. Rather than offering a balanced bilateral
analysis, this paper synthesizes Chinese government documents, think tank outputs, and scholarly debates
to examine how China interprets the competition and justifies its domestic policy choices. Where relevant,
international and U.S. perspectives are included to critically assess China’s underlying assumptions and
structural constraints. This review reflects research conducted through mid-2024.

To ensure a comprehensive analysis of Chinese perspectives, I consulted a wide range of sources, includ-
ing major Chinese government think tanks, such as the Chinese Academy of Social Sciences (CASS, under
the State Council), the China Institute of Contemporary International Relations (CICIR, under the Min-
istry of State Security), and the China Institute of International Studies (CIIS, under the Ministry of For-
eign Affairs). I also examined policy research from top Chinese universities, including Peking University’s
National School of Development and Tsinghua University’s Center for International Security and Strategy.
Additionally, I reviewed official Chinese government publications—such as documents, white papers, and
policy statements—detailing strategic objectives and approaches toward the U.S. in key areas like trade and
technology. This was further supplemented by key speeches from top national leaders, highly cited academic
papers, and influential national newspapers. This approach allowed for a well-rounded and balanced under-
standing of China’s position in the competition.

How Does the U.S. Perceive lts Economic and Technological Competition
with China?

In March 2018, the Trump Administration initiated a trade war by imposing tariffs on approximately $50 bil-
lion worth of Chinese goods, later expanding these tariffs to cover more than $360 billion in imports. The
stated goal of these tariffs was to address what the U.S. characterized as China’s “unfair trade practices,”
including intellectual property theft, forced technology transfers, and state subsidies to Chinese industries.!!

Alongside the tariffs, the U.S. government imposed additional restrictions on Chinese companies, limiting

7 Aaron L. Friedberg, “Competing with China,” Survival, Vol. 60, No. 3, June-July 2018; Kurt M. Campbell and Ely Ratner,
“The China Reckoning,” Foreign Affairs, March/April 2018.

8 Aaron L. Friedberg, A Contest for Supremacy: China, America, and the Struggle for Mastery in Asia, W. W. Norton & Com-
pany, 2011.

9 Ashley J. Tellis and Robert D. Blackwill, Revising U.S. Grand Strategy Toward China, Council on Foreign Relations, April
2015.

10 Wang Yi, “The Right Way for China and the United States to Get Along in the New Era,” speech delivered at Asia Society,
September 22, 2022; Seth Schindler, Ilias Alami, Jessica DiCarlo, Nicholas Jepson, Steve Rolf, Mustafa Kemal Bayirbag, Louis
Cyuzuzo, Meredith DeBoom, Alireza F. Farahani, Imogen T. Liu, et al., “The Second Cold War: US-China Competition for
Centrality in Infrastructure, Digital, Production, and Finance Networks,” Geopolitics, Vol. 29, No. 4, 2024; Scott Kennedy,
“U.S.-China Relations in 2024: Managing Competition Without Conflict,” Center for Strategic and International Studies,
January 3, 2024.

11" Office of the United States Trade Representative, “Section 301 Report into China’s Acts, Policies, and Practices Related to
Technology Transfer, Intellectual Property, and Innovation,” press release, March 27, 2018.
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their ability to invest in and conduct business within the U.S., particularly in sectors critical to technology
and national security. Notable examples include the restrictions placed on companies like Huawei and ZTE.12

In response, China retaliated by imposing tariffs on $110 billion worth of U.S. goods, targeting key indus-
tries, such as agriculture—particularly soybeans, pork, and corn—as well as the automobile sector.!* These
retaliatory tariffs had significant economic consequences for both countries. Numerous studies have docu-
mented the negative impact of the trade war on the economies of both nations.!* For instance, Fajgelbaum
and Khandelwal found that U.S. consumers of imported goods bore the brunt of the tariffs through higher
prices, and that the trade war reduced aggregate real income in both the U.S. and China.!> U.S. consumers
and businesses faced an estimated $40 billion in additional annual costs, while China experienced a slow-
down in industrial production and exports.'®

In addition to tariffs and investment restrictions, the United States has increasingly employed export
controls as a strategic policy lever in its competition with China. Starting with the October 2022 regulations
issued by the Bureau of Industry and Security (BIS), and followed by further updates in 2023 and 2024, the
U.S. imposed sweeping restrictions on China’s access to advanced semiconductor manufacturing equipment,
high-end chips, and artificial intelligence (AI)-related computing capacity. According to the U.S., these mea-
sures are intended to curb China’s military modernization, which is seen as conflicting with U.S. national
security and foreign policy interests. They may also impede China’s short-term technological progress—a
possible objective that is either unstated or expressed less explicitly.!”

Further exacerbating the economic toll, Bloomberg Economics estimated that the trade war would cost
the U.S. economy $316 billion by the end of 2020.!® Additionally, research from the Federal Reserve Bank of
New York and Columbia University revealed that U.S. companies lost at least $1.7 trillion in stock value due
to tariffs imposed on imports from China.!” The broader impacts of the tariffs also negatively affected U.S.
manufacturing output, employment, and exports.2°

Despite the estimated economic costs, the Biden Administration has largely maintained the tariffs intro-
duced by Trump. Looking ahead to 2025, both Harris and Trump have expressed continued support for

12 U.S. Department of Commerce, “Department of Commerce Announces the Addition of Huawei Technologies Co., Ltd. to
the Entity List,” press release, May 15, 2019.

13 Chad P. Bown, “The US-China Trade War and Phase One Agreement,” Peterson Institute for International Economics,
Working Paper 21-2, February 2021.

14 Ryan Hass and Abraham Denmark, “More Pain Than Gain: How the US-China Trade War Hurt America,” Brookings
Institution, August 7, 2020.

15 Pablo Fajgelbaum and Amit Khandelwal, “The Economic Impacts of the US-China Trade War,” National Bureau of Eco-
nomic Research, Working Paper No. 29315, September 2021.

16 Mary Amiti, Stephen J. Redding, and David Weinstein, “The Impact of the 2018 Tariffs on Prices and Welfare,” Journal of
Economic Perspectives, Vol. 33, No. 4, Fall 2019.

17 Bureau of Industry and Security, U.S. Department of Commerce, “Public Information on Export Controls Imposed on
Advanced Computing and Semiconductor Manufacturing Items to the People’s Republic of China (PRC) in 2022 and 2023,”
webpage, undated; Bureau of Industry and Security, U.S. Department of Commerce, “Implementation of Additional Export
Controls: Certain Advanced Computing and Semiconductor Manufacturing Items; Supercomputer and Semiconductor End
Use; Entity List Modification,” Federal Register, Vol. 87, No. 197, October 13, 2022.

18 Shawn Donnan and Reade Pickert, “Trump’s China Buying Spree Unlikely to Cover Trade War’s Costs,” video, Bloomberg,
December 18, 2019.

19 Mary Amiti, Sang Hoon Kong, and David E. Weinstein, “The Investment Cost of the U.S.-China Trade War,” Liberty Street
Economics blog, May 28, 2020.

20 Chad P. Bown, “Four Years into the Trade War, Are the US and China Decoupling?” Realtime Economics blog, October 20,
2022.
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tariffs as an essential tool to protect American manufacturers from Chinese and other global competitors.
This marks a significant departure from trade policies of previous decades, signaling a strong continuity in
the U.Ss approach toward economic competition with China.?! While tariffs have imposed economic hard-
ship, they remain politically advantageous, as indicated by research suggesting their appeal to certain voter
bases.?

Some U.S. scholars have referred to U.S.-China relations as a “new Cold War,” emphasizing the influence
of political ideologies in this intensifying rivalry.2* However, the late Joseph Nye challenged this comparison,
asserting that it is “bad on history, bad on politics, bad for our future.”>* According to Nye, the U.S.-China
competition is far more intricate than the Cold War, describing it as a “three-dimensional game” involving
military, economic, and social dimensions, unlike the “two-dimensional chess” of the U.S.-Soviet confron-
tation.?> Unlike Cold War adversaries, the U.S. and China are deeply interdependent, making the notion of
“decoupling” not only impractical but also economically burdensome. Instead, Nye advocates for a strategy
of “cooperative rivalry,” where competition and cooperation occur simultaneously.2¢

Despite the ongoing trade wars and U.S. calls for decoupling or derisking, the economic relationship
between China and the U.S. remains deeply intertwined. The tariffs imposed during the trade conflict
accounted for only a fraction of the overall U.S.-China trade relationship and did not fundamentally alter its
core dynamics. In 2022, U.S. exports of goods to China reached $154 billion, a 1.7 percent increase from 2021
and a 39 percent rise compared to 2012. Meanwhile, U.S. imports from China amounted to $536.3 billion in
2022, reflecting a 6.3 percent growth from 2021 and a 26 percent increase since 2012.2” Many scholars argue
that beneath these trade tensions lies a deeper strategic contest for global technological supremacy, which
continues to shape the trajectory of U.S.-China economic engagement.?8

How Does China Perceive Its Economic and Technological Competition
with the United States?

In response to the Trump Administration’s designation of China as a “strategic competitor,” Chinese Com-
munist Party General-Secretary Xi Jinping emphasized the importance of developing the “right strategic
perception” of U.S.-China relations. He framed this understanding as the fundamental and overarching
issue shaping the bilateral relationship.?? When meeting with U.S. National Security Advisor Jake Sullivan

21 Ana Swanson, “Harris and Trump Embrace Tariffs, Though Their Approaches Differ,” New York Times, August 28, 2024.

22 David Autor, Anne Beck, David Dorn, and Gordon Hanson, “Help for the Heartland? The Employment and Electoral
Effects of the Trump Tariffs in the United States,” National Bureau of Economic Research, Working Paper No. 32082, Janu-
ary 14, 2024.

23 Hal Brands and John Lewis Gaddis, “The New Cold War: America, China, and the Echoes of History,” Foreign Affairs,
November/December 2021.

24 Joseph S. Nye, Jr., “With China, a ‘Cold War’ Analogy Is Lazy and Dangerous,” New York Times, November 2, 2021.
25 Nye, 2021.

26 Nye, 2021.

27 Office of the United States Trade Representative, “The People’s Republic of China,” webpage, undated.

28 Marianne Schneider-Petsinger, Jue Wang, Yu Jie, and James Crabtree, US-China Strategic Competition: The Quest for
Global Technological Leadership, Chatham House, November 2019; Mori, 2019.

29 “Full Text of Xi’s Speech at Welcome Dinner by Friendly Organizations in the United States,” Xinhua, November 16, 2023;

Ministry of Foreign Affairs, People’s Republic of China, “President Xi Jinping Meets with U.S. National Security Advisor Jake
Sullivan,” August 29, 2024c.
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in August 2024, Xi posed the question, “Are China and the United States rivals or partners?™° He cau-
tioned that viewing each other as primary competitors, the most consequential geopolitical challenge, or as
pacing threats, could lead to “misinformed policy making, misguided actions, and unwanted results.”! This
reflects the Chinese leadership’s view that U.S.-China tensions are primarily the result of U.S. policy, which
is portrayed as being based on a misunderstanding of China—implying that the U.S. bears responsibility for
improving the relationship. By contrast, Xi stated that China is prepared to be a partner and friend to the
United States, stressing the fundamental principles of “mutual respect, peaceful coexistence, and win-win
cooperation.”? During his meeting with U.S. Secretary of State Blinken in April 2024, Xi reiterated this mes-
sage, reflecting on the 45th anniversary of diplomatic relations between the two countries, and dismissing
the notion of a zero-sum competition.?* This is different messaging than Xi gave in March 2023, when he
told Chinese businessmen at that year’s National People’s Congress that “Western countries led by the United
States have contained and suppressed us in an all-round way, which has brought unprecedented severe chal-
lenges to our development.”*

Xi’s consistent message has been that the relationship between the two nations has profound implications
not only for the well-being of their people but also for the future of humanity. During a meeting with rep-
resentatives of U.S. business, strategic, and academic communities in March 2024, Xi stated that “whether
China and the United States have a cooperative or confrontational relationship bears on the future of both
countries.” He noted that, under the new circumstances, both nations have more common interests, not
fewer, and emphasized the need for collaboration in areas such as trade, agriculture, climate change, and arti-
ficial intelligence. This cooperative stance, Xi argued, is essential for promoting global economic recovery
and addressing international and regional issues.*®

Despite the ongoing trade war and technological sanctions, China’s long-term strategy has remained
focused on bolstering its economic and technological competitiveness to achieve national modernization.
Even prior to the trade war, China launched initiatives such as Made in China 2025, which aimed to upgrade
manufacturing capabilities, reduce reliance on foreign technology, and prioritize key sectors such as robotics,
aerospace, and biotechnology. The 14th Five-Year Plan, released in 2022, reinforced this commitment by set-
ting ambitious goals for technological innovation, environmental sustainability, and economic moderniza-
tion, underscoring China’s determination to remain competitive on the global stage. Xi has also pushed poli-
cies for Chinese self-sufficiency as a hedge against perceived U.S. containment and international uncertainty.

Additionally, Xi Jinping and Premier Li Qiang have emphasized the concept of “new quality productive
forces” as a core part of China’s strategy to address both domestic and international challenges. This concept,
viewed as an extension of the Made in China 2025 initiative, was first introduced by Xi during a provin-
cial inspection in 2023, where he stressed the need for technological innovation and leadership in emerging
industries.*¢ The focus on these new productive forces marks a strategic shift from traditional productivity

30 Ministry of Foreign Affairs, People’s Republic of China, 2024c.
31 Ministry of Foreign Affairs, People’s Republic of China, 2024c.
32 “Full Text of Xi’s Speech at Welcome Dinner by Friendly Organizations in the United States,” 2023.

33 Ministry of Foreign Affairs, People’s Republic of China, “Xi Jinping Meets with U.S. Secretary of State Blinken” [“~JiT-F4>
I, [ [ S5 WA AR ), April 26, 2024b.

34 Laura He, “Xi Jinping Hits Out at US as He Urges China’s Private Firms to ‘Fight’ Alongside Communist Party,” CNN,
March 7,2023.

35 Ministry of Foreign Affairs, People’s Republic of China, “President Xi Jinping Meets Representatives of U.S. Business, Stra-
tegic and Academic Communities,” March 27, 2024a.

36 “First Observation: General Secretary Xi Jinping Mentions ‘New Productive Forces’ for the First Time, [“3—W%¢ | 2Ji1-F
SPICE R i~/ 7], Xinhua, September 10, 2023.
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measures to high-tech innovation and development. Xi also highlighted the importance of “original inno-
vation from 0 to 1” as a driver of productivity, drawing from Peter Thiel’s distinction between extensive
progress—replicating existing technologies (1 to n)—and intensive progress—creating entirely new innova-
tions (0 to 1).37

Li Qiang’s 2024 Government Work Report laid out three essential components of China’s new produc-
tivity strategy: encouraging technological innovation to drive economic growth, expanding market size to
enhance specialization, and strengthening property rights and contract protections. Emerging industries
such as new energy vehicles (NEVs), hydrogen energy, biomanufacturing, and artificial intelligence have
been identified as key areas for investment. In 2024, China pledged 370.8 billion yuan ($52 billion) for tech-
nological research and development, reflecting a 10 percent increase from the previous year. This investment
is focused on both basic and applied research, as well as national strategic science and technology tasks.38

In response to the Biden Administration’s portrayal of China as seeking to reshape the U.S.-led interna-
tional order, Xi has addressed the challenges from what Beijing views as by U.S. containment policies. In a
March 2023 speech, Xi noted that the United States had implemented “all-around containment, encircle-
ment, and suppression of China,” posing unprecedented challenges to China’s development. This sentiment
is echoed by Chinese scholars, who argue that the U.S. has adopted technological decoupling and commercial
protectionism to maintain its global supremacy.*

While U.S.-China competition is often compared to the Cold War, Chinese scholars emphasize key dif-
ferences. Unlike the Cold War, which was primarily geopolitical and ideological, U.S.-China competition
is grounded in economic and technological supremacy. The rivalry centers not on ideology but on which
nation can achieve faster development and adaptability in areas such as artificial intelligence and the digital
economy.?’ The essence of this competition lies in which country can achieve higher productivity growth
through technological advancements and gain a dominant role in setting international standards. This shift
from trade imbalance to technology-driven competition is critical to China’s approach to the United States.*!

In former Chief Economist of the World Bank Justin Yifu Lin’s 2024 book, he argues that the United
States increasingly views China as a competitor, an inevitable consequence of China’s quantitative economic
growth, which has led to a qualitative shift in the global economic landscape. This shift has prompted the U.S.
to take stringent precautions against China’s technological advancements, especially in light of the looming
head-to-head competition in technology and industry. Lin emphasizes that this is not merely a clash of inter-
ests but a structural tension, rooted in the transformation of global power dynamics. The U.S. has responded
with policies like the “small yard, high fence,” designed to contain China’s technological rise.

Lin further elaborates that the narrowing technological gap between China and developed economies is
placing additional constraints on China’s ability to absorb and innovate on imported technology. As geo-

37 Peter Thiel and Blake Masters, From Zero to One: Notes on Startups, or How to Build the Future, Crown Business, 2014.

38 Li Qiang, “The Government Work Report at the Second Session of the 14th National People’s Congress”
[“BUF TAEH S ——20244E3 H5 HAE 25D Jm AN RARFE RS 56 — I &5 1 1], State Council of the People’s Republic of
China, March 5, 2024.

39 Yan Xuetong, “In 2024, the World Will Head Towards More Confrontation on the Basis of De-Globalization” [“20244F,
THFAE T A BRI B K E A58 2 X0 H17], Center for International Strategy and Security, Tsinghua University, January 10,
2024; Yan Xuetong, “Where Is U.S.-China Strategic Competition Heading?” [“H1 3 5l% 55 44475 [7)7] J5], Fudan University,
May 5, 2023.

40 Yan Xuetong, “Strategic Competition Between China and the United States in the Digital Age” [“-H 3 FH 1 AZIE 5 5],
Center for International Security and Strategy, Tsinghua University, June 29, 2021; Dalei Jie, “Six Principles to Guide China’s
Policy Toward the United States,” Carnegie Endowment for International Peace, December 3, 2020; Wu Xinbo, “Shaping the
New Normal of Sino-US Strategic Competition,” China International Studies, No. 93, March/April 2022.

41 Yan, 2021.
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political shifts make it increasingly difficult for China to access cutting-edge technology, the stakes have
risen. The emergence and rapid evolution of technologies like ChatGPT have underscored the disruptive
potential of new technologies and their global dominance, which China must reassess seriously. Lin argues
that the rapid pace of technological change forces China to intensify its efforts to develop “new-quality pro-
ductivity”—innovation-driven sectors that will define future economic growth.

Despite these efforts, Lin and his co-author Wang note that emerging industries and their contribution to
total GDP remain limited, likely not exceeding 20 percent. As such, the “old-quality productivity” sectors—
including real estate, architecture, transportation, steel, and coal—still form the foundation of China’s econ-
omy. These sectors require significant structural innovation to ensure their continued relevance in the face
of economic transformation. Lin contends that while external pressures, such as deglobalization and rising
geopolitical tensions, may accelerate China’s transition toward high-quality development and new produc-
tive forces, the real driving force lies in the internal demands of China’s own economic restructuring and
upgrading.

Therefore, Lin concludes that the fundamental impetus behind China’s shift to new-quality productivity
is not solely the result of external challenges, but also the internal requirements for economic transforma-
tion. The rise of deglobalization and geopolitical tensions serves merely as accelerators in this process. The
core of China’s future economic strategy, according to Lin, rests on its ability to drive structural reforms from
within, adapting to new technological realities while ensuring long-term competitiveness.*?

Key Themes in U.S.-China’s Economic and Technological Competition

PRC Responses to U.S. Technological Sanctions and Self-Sufficiency
Discussions

The United States has implemented a series of restrictive economic measures aimed at curbing China’s tech-
nological advancements, particularly in critical sectors such as semiconductors and artificial intelligence.*®
These measures specifically target major Chinese companies like Huawei and Semiconductor Manufactur-
ing International Corporation (SMIC), restricting the sale of advanced chips and chip-making equipment
unless a special license is obtained. While these economic measures have increased operating costs, lim-
ited technological innovation, and disrupted industrial clusters within Chinese enterprises, they have also
prompted Chinese companies to boost their investment in research and development. This may strengthen
the domestic high-tech industrial chain and encourage firms to circumvent U.S. restrictive economic mea-
sures by utilizing cloud technology.**

This strategy led to a 16.76 percent decrease in U.S.-China trade volume from 2022 to 2023.#> Foreign
direct investment and securities investment flows also declined. U.S. sanctions have indeed had a profound
impact on China, exacerbating the country’s existing slowdown in economic growth and increasing the risk

42 Y. Lin and X. Wang, New-Quality Productivity: The Focus and Internal Logic of China’s Innovation and Development [#7
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of deflation. As U.S. allies such as the Netherlands, South Korea, and Japan implement export restrictions,
Chinese companies are unable to access critical equipment and materials necessary for designing and pro-
ducing advanced semiconductors.*®

China has strongly opposed these restrictions, especially the latest measures introduced in March 2024,
arguing that they will “disrupt the international semiconductor market and hinder cooperation among
enterprises.”™” Although these sanctions have undeniably affected China’s technology sector, they have also
galvanized the Chinese government to intensify efforts to reduce reliance on U.S. technology and enhance
self-sufficiency. In response, China has made substantial investments in domestic semiconductor produc-
tion, the development of indigenous technologies, and initiatives aimed at building a more self-reliant digital
economy.*® This drive for self-sufficiency is a central component of China’s long-term strategy, as articulated
in initiatives like “Made in China 2025” and the 14th Five-Year Plan. While these plans predate Biden’s tech
sanctions, the sanctions have accelerated the implementation of these policies.

The 14th Five-Year Plan, unveiled in 2021, emphasizes technological self-sufficiency, directing significant
investments toward sectors such as semiconductors, Al, and quantum computing.*’ The plan underscores
the importance of “indigenous innovation,” with ambitious targets including an average annual growth of
over 7 percent in total societal research and development (R&D) expenditure, an increase in the proportion
of basic research funding to over 8 percent, and the added value of strategic emerging industries accounting
for more than 17 percent of GDP.>® This strategic pivot is widely viewed as a direct response to U.S. tech sanc-
tions, reflecting China’s determination to secure its technological future.>!

China’s resilience in the face of these sanctions is bolstered by its status as the world’s second-largest
economy. As an export-oriented economy with a large domestic market and a relatively complete industrial
structure, China is less dependent on imports for various stages of production, contributing to its economic
resilience and global trade competitiveness. Professors from Beijing Normal University have advocated for
maintaining a high level of openness, refining the legal framework to better handle international affairs and
foreign investment, and developing measures to counteract the effects of sanctions by leveraging the nation’s
comprehensive strengths.>? In line with this, the Chinese government has focused on strengthening support
for technological innovation, expanding international markets, promoting regional economic exchanges,
and improving domestic legal mechanisms to combat economic sanctions.

The effectiveness of U.S. tech sanctions remains a subject of debate. According to a report by the South
China Morning Post (2024), despite the pressures from the U.S.-led trade war, China has made significant
progress in achieving the objectives set forth in the “Made in China 2025” initiative.>® As of mid-2024, over
86 percent of the initiative’s targets had been met, with some milestones, particularly in electric vehicles (EVs)
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and renewable energy sectors, even surpassing expectations. China’s advancements in the EV industry have
propelled it to overtake Japan as the world’s largest car exporter in 2023. However, challenges remain in areas
such as advanced photolithography technology and aerospace equipment, where some objectives are yet to be
fulfilled. In the information technology sector, where China has faced the most significant obstacles due to
U.S. sanctions, substantial progress has been made in integrated circuits, communication equipment, operat-
ing systems, industrial software, and smart manufacturing.>*

Despite compliance with government restrictions, several Western industry leaders have expressed con-
cerns about the long-term impact of these sanctions. Advanced Semiconductor Materials Lithography’s
(ASML’s) CEO Peter Wennink suggested that cutting off China from advanced technology could drive inno-
vation within China, making it a more formidable competitor.>> These concerns highlight the unintended
consequences of such restrictions, which may accelerate China’s domestic innovation and strengthen its posi-
tion in the global AI chip market.

Nvidia’s CFO warned that restrictions on the sale of data-center graphic processing units to China could
result in a “permanent loss of opportunities” for the U.S. industry in one of the world’s largest markets, poten-
tially affecting future business and financial outcomes.>® Indeed, the current trend of deglobalization will
also have a profound impact on the U.S. economy. China is the largest semiconductor market in the world,
accounting for over 31 percent of global sales, while 36 percent of U.S. semiconductor sales come from China.
In 2022, the Chinese market contributed 27 percent and 26.4 percent of Intel and Nvidia’s revenue, respec-
tively, while Qualcomm’s revenue from China accounted for as much as 67.1 percent of its total income.>”

Both Chinese and American companies may face higher cost for research and development, as well as
manufacturing equipment. Even worse, governments around the world may implement industry subsidies to
offset the losses from their domestic industries losing access to the Chinese market, potentially triggering a
costly and futile “subsidy war.”® These government-imposed sanctions and subsidies inevitably enlarge the
government’s role in the market economy, risking crowding out the private sector. As the Chinese govern-
ment’s role in the Chinese economy has already been expanding in recent years, this has become a topic a
heated debate within China.

Party/SOE vs. Private Enterprise for Innovation

The dynamic interplay between state-owned enterprises (SOEs) and private enterprises in China is a cor-
nerstone of the nation’s economic strategy, particularly in fostering innovation and driving development. As
China navigates escalating economic and technological competition with the United States, how it balances
the roles of SOEs and private enterprises is pivotal to its strategic approach.

SOEs have long been regarded by the Party-state as the backbone of China’s economic framework. Bene-
fiting from substantial state support, SOEs play a crucial role in key strategic sectors such as energy, telecom-
munications, and infrastructure. This support allows them to align closely with national priorities, enabling
the Party to steer the economy towards its long-term goals. In light of new global challenges, the role of SOEs
has evolved. Gao Peiyong, Vice President of the Chinese Academy of Social Sciences and Chairman of the
State-Owned Economy Research Think Tank, emphasizes that SOEs are vital in promoting technological
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self-reliance, enhancing national security, and leveraging China’s vast domestic market to coordinate devel-
opment and security.>

Huang Qunhui, Director of the Institute of Economics at the Chinese Academy of Social Sciences, high-
lights the importance of SOEs in optimizing the structure of state capital allocation. Huang argues that
creating a fair competition environment and fostering the coordinated development of SOEs and private
enterprises should be a priority.®® His insights reflect the recognition that SOEs and private enterprises, while
distinct, play complementary roles in China’s economy.

Bai Chong’en, Dean of the School of Economics and Management at Tsinghua University, provides an
analogy by comparing SOEs to “directly operated stores” and private enterprises to “franchised stores.”
While private enterprises may achieve superior economic results, SOEs contribute to the broader ecosystem
through brand reputation, product innovation, and talent development. Bai further emphasizes the role of
SOEs in green transformation, particularly through entities like the State Grid Corporation of China, which
plays a key role in China’s energy transition.®!

The Chinese government has acknowledged the vital role of private enterprises, issuing policy docu-
ments to support their development. Private enterprises are recognized as essential for driving economic
growth, innovation, and employment (See Table 1). Despite this, critics argue that reforms promised in 2013
to empower private enterprises and SOEs have not fully materialized.5? Private enterprises, referred to as
the “56789” sector, contribute over 50 percent of tax revenue, more than 60 percent of GDP, over 70 percent
of technological innovations, more than 80 percent of urban employment, and over 90 percent of the total
number of enterprises.®® Thus, their contributions to China’s high-quality development are indispensable.

However, concerns remain about overreliance on SOEs for driving technological innovation. Zhou
Luming, former Deputy Director of the Shenzhen Science and Technology Bureau, suggests that while SOEs
should play a key role in national defense and monopolized industries, private enterprises should lead inno-
vation in competitive sectors. The recent Central Economic Work Conference acknowledged SOEs’ positive
role in technological innovation but highlighted that they are not the primary leaders in this space.®

The core of the U.S.-China technological competition lies in market-driven innovation within competi-
tive fields, such as artificial intelligence, semiconductors, and telecommunications. Innovation in these sec-
tors, marked by its uncertainty, is better driven by market demand and competition among private compa-
nies.%> The “new national system,” outlined in China’s 14th Five-Year Plan, emphasizes the market’s decisive
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TABLE 1

Recent Examples of the Chinese Party-State’s Recognition of the Essential Role of Private

Enterprises

Government Paper

Key Content Time of Release

The Report of the 20th National
Congress

Opinions of the Central Committee
of the Communist Party of

China and the State Council on
Promoting the Development and
Growth of the Private Economy

The Central Office for
Organizational Structure officially
approved the establishment of the
Private Economy Development
Bureau within the National

Emphasizes the importance of optimizing the environment for October 2022
private enterprise development

Stresses the legal protection of private enterprises’ property

rights

Safeguards the rights and interests of entrepreneurs

Highlights the need to promote the growth and expansion of the

private economy

Asserts that the private economy is a vital force in advancing
Chinese-style modernization

Recognizes the private economy as an important foundation for
high-quality development

July 2023

Officially approved by the Central Office for Organizational
Structure

Tasked with promoting the development and growth of the
private economy

Responsible for strengthening policy coordination in related

September 2023

Development and Reform fields

Commission * Ensures the timely implementation and effectiveness of major
initiatives

Politburo meeting e Supports the development of private enterprises by improving

basic market economy institutions

e Focuses on key areas such as property rights protection, market
access, and bankruptcy exit mechanisms

e Addresses the need to prevent and correct the misuse of
administrative and criminal measures in economic disputes

e Aims to reduce interference in economic disputes in certain
regions

role in resource allocation while the government supports critical technologies, particularly in areas facing
bottlenecks.5®

Li Zheng, Dean of the School of Economics at Liaoning University, advocates for an integrated innovation
mechanism where SOEs and private enterprises contribute to the nation’s innovation ecosystem in a comple-
mentary manner.®’” This model allows SOEs to focus on capital-intensive industries and national security,
while private enterprises inject creativity and competition into the market. This synergy ensures that while
the state secures strategic sectors, private firms push technological boundaries and drive economic growth.%8

The Chinese government’s “dual circulation” strategy seeks to harmonize domestic innovation with
global economic integration, leveraging the strengths of both SOEs and private enterprises. This strategy,
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which aims to build a self-reliant economy, is not merely a response to external pressures like trade conflicts
but a broader effort to sustain long-term development.®

PRC Views of U.S. Complaints About Overcapacity

U.S. Treasury Secretary Janet Yellen’s visit to China in April 2024 underscored global concerns about
China’s industrial overcapacity, particularly in sectors like electric vehicles (EVs), solar panels, and bat-
teries. During her trip, Yellen emphasized that the United States would not tolerate the “decimation” of its
industries due to China’s overproduction, which has global repercussions. She explained that significant
government support for these industries in China had led to a surge in production capacity, while domestic
demand remained relatively weak. This overinvestment has driven prices down artificially, creating chal-
lenges for businesses in Europe and the U.S. to compete, reminiscent of the impact of Chinese steel over-
production a decade ago. Yellen also noted that China’s economic size allows it to significantly influence
international prices, potentially endangering the survival of companies in the U.S. and other countries.”
The European Union has echoed these concerns, calling for a tougher stance on Chinese overcapacity.”!

In response to these issues, the United States announced additional tariffs on May 14, 2024, targeting
$18 billion worth of Chinese imports, including EVs, power batteries, and photovoltaic modules. Starting
August 1, 2024, the total tariff rate on EVs will reach 102.5 percent. Similarly, the European Union imposed
tariffs on Chinese EV imports beginning in early July 2024.72

However, the Economist criticized these hefty tariffs as “bad policy,” arguing that they provide little
incentive for American consumers to switch to greener transportation options.”® Some U.S. scholars, such as
Robert Manning of the Stimson Center, also warned that while tariffs may buy time to become competitive
or negotiate compromises, the urgency of addressing climate change limits the timeline. Decoupling from
China’s green tech could delay the U.S. green transition, raise costs, and undermine climate goals.” On the
other hand, mainstream economists like Paul Krugman argued that the tariffs imposed on Chinese exports
of EVs, semiconductors, and batteries serve as a symbolic gesture to prevent another “China shock,” akin to
the disruption that affected U.S. manufacturing between 1990 and 2007.7

From China’s perspective, overcapacity is viewed as a byproduct of rapid industrialization and its role as
the world’s manufacturing hub. In response to U.S. and European Union (EU) accusations of overcapacity,
Chinese officials have argued that their industries are not overproducing on a global scale. Vice Minister
of Finance Liao Min referenced International Energy Agency estimates, predicting that global demand for
NEVs will reach 45 million units by 2030—a 4.5-fold increase from 2022. Similarly, global demand for photo-
voltaic installations is expected to quadruple by 2030. According to Liao, China’s current production capacity
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is insufficient to meet this future global demand, particularly given the enormous market potential in devel-
oping countries.”®

Chinese leaders, including Premier Li Qiang, have argued that overcapacity is a normal market phenom-
enon. After meeting with German Chancellor Olaf Scholz, Li remarked that in a market economy, supply
and demand are inherently imbalanced, and a moderate surplus can foster competition and encourage the
survival of the fittest. He emphasized that countries have different capacities based on their comparative
advantages, and international cooperation can lead to mutual development.

Chinese scholars also point out that the government’s NEV purchase subsidies ended in late 2022, and
the industry has been operating without incentives since then. Among 22 publicly listed NEV manufactur-
ers, 12 disclosed capacity utilization rates, averaging 81.5 percent, which is considered normal. Additionally,
only 12.5 percent of the 1.203 million EVs produced in 2023 were exported, compared to nearly half of Japan’s
automotive production being exported. Chinese EVs also tend to be sold at higher prices overseas, further
countering claims of dumping.””

Nonetheless, China’s domestic NEV market faces challenges, including intense price competition and
market saturation. The industry is highly competitive, with around 150 active brands, but only a few have
met their sales targets. While leading companies struggle to meet demand, many new entrants have col-
lapsed, leading to inefficiencies and excess capacity. Regional disparities in capacity utilization further exac-
erbate these issues.”®

Looking ahead, mergers, acquisitions, and restructuring are expected to reshape the NEV industry. Yao
Yang, director of China Center for Economic Research and Dean of National School of Development at
Peking University, suggested that boosting domestic demand, encouraging changes in saving habits, and
promoting overseas investments could help address overcapacity while supporting industrial development
in recipient countries.”

China’s economy is at a critical stage of industrial upgrading, and many traditional industries urgently
need new directions. As development potential emerges in specific sectors, enterprises and local governments
concentrate resources in these areas, leading to short-term surges in production capacity. Since the 1990s,
China has experienced multiple rounds of overcapacity.®* Huang Yiping, Dean of the National Development
Research Center, attributes China’s persistent overcapacity issue to macroeconomic imbalances, particularly
high investment and low consumption. Addressing these imbalances is essential to solving the problem.®!

These domestic diagnoses are reinforced by international experts who emphasize that China’s over-
capacity is rooted in long-standing structural imbalances—namely, low household consumption and high
investment. Michael Pettis argues that government policies have historically prioritized production over con-
sumption, suppressing household income through financial and institutional mechanisms, which in turn
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created excess savings that spill over into global trade surpluses.?? Bert Hofman notes that while China’s
household consumption has risen from around 35 percent of GDP in 2008 to roughly 39 percent in recent
years, it remains far below the Organisation for Economic Co-operation and Development (OECD) average
of about 60 percent, underscoring the country’s enduring reliance on investment-led growth.8* David Dollar
underscores that this imbalance continues to limit China’s transition toward a consumption-driven econ-
omy, with growth still anchored in exports and infrastructure spending.3* Collectively, these perspectives
suggest that without deeper reforms to boost household income and rebalance demand, China’s overcapacity
problem is likely to persist and pose ongoing challenges to the global economy.

Boosting overall domestic demand and consumption is crucial not only for addressing overcapacity but
also for countering deflationary pressures and economic slowdown. Yi Gang, former Governor of the Peo-
ple’s Bank of China, emphasized the need to address deflationary risks at the Bund Summit in Shanghai in
September 2024.3> Leading economists like Ren Zeping also advocate for large-scale economic stimulus plans
to boost domestic demand, citing over 20 consecutive months of declining Producer Price Index (PPI), stag-
nant Consumer Price Index (CPI), and negative growth in private enterprise profits as evidence of mounting
deflationary pressures.8

The ongoing debate over China’s industrial overcapacity, particularly in the NEV sector, highlights the
complexities of global trade and economic policy. While the U.S. and EU have responded with tariffs and
accusations of market disruption, China maintains that its production aligns with global demand forecasts.
Chinese officials and scholars argue that overcapacity is a natural outcome of rapid industrialization and
a phase in transitioning to higher-value industries. As China continues its structural reforms and pursues
international cooperation, the global community will need to navigate the challenges and opportunities pre-
sented by this evolving economic landscape.

Looking Forward

The combined economies of China and the United States account for nearly half of the world’s total GDP, and
their populations make up more than one-fifth of the global population.?” When the two countries sneeze,
the world catches cold. How to manage the two countries’ relationship wisely to promote peace and prosper-
ity is a paramount topic of this century.

This year marked the 45th anniversary of the U.S.-China diplomatic relations. Dr. Kissinger, who reestab-
lished contact with China and visited China more than fifty times, commented “eight American presidents
and four generations of Chinese leaders have managed this delicate relationship in an astonishingly consis-
tent manner . .. both sides have refused to permit historic legacies or different conceptions of domestic order
to interrupt their essentially cooperative relationship.”®® Although the journey has been complex, it is in the
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interest of both Beijing and Washington to reduce the risk of war and cooperate on key issues of mutual con-
cern, not only on climate change and public health, but also on issues of economic recovery after COVID and
the management of potentially destabilizing new technologies.

As the U.S. and China continue their economic and technological competition, both nations will likely
encounter increasing challenges that require careful management to avoid conflict. The ongoing rivalry is not
only a contest for global dominance but also an opportunity to reshape international norms and standards
in emerging technologies. While the competition will remain fierce, there are potential areas of cooperation
that could benefit both countries and the global community. Climate change, global health, and cyber-
security are sectors where collaborative efforts could mitigate the risks of escalation and contribute to global
stability. Additionally, fostering dialogue on trade, investment, and technology standards could pave the way
for a more balanced and sustainable global order. The future of U.S.-China relations will depend on both
nations’ ability to navigate these challenges with a mix of strategic competition and pragmatic cooperation.
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Al
CCP
CO2
EU
EV
GDP
NEV
PLA
PRC
SOE

artificial intelligence
Chinese Communist Party
carbon dioxide

European Union

electric vehicle

gross domestic product
new energy vehicles
People’s Liberation Army
People’s Republic of China

state-owned enterprise
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