


Executive Summary

The case for a smaller US-China economic relation-
ship keeps getting stronger. China will not become
a better partner under Xi Jinping, he has permitted
no voices advocating for future pro-market reform,
and the economy has been slowing for more than a
decade. This is on top of repression at home and
China’s aggressive foreign policy actions.

Signs of decoupling have started to appear.
American investment in Chinese securities fell in
2021 and 2022 after soaring from 2017 through
2020. Imports from China plunged in 2023 and have
slipped a bit more this year.

But these changes do not result from any effective
American policies. The Trump tariffs barely scratched
the trade deficit in 2018-22. The Biden administration
has stressed technology controls but left gaping excep-
tions for large foreign firms to continue their business
in China. Years of talk on outbound investment have
yielded no implementation, and supply-chain resil-
ience has been largely avoided as too difficult.

Policies are needed to partially decouple the US
from China. The first step is to identify critical sectors
in law and treat them differently.

e Imports. New legislation expanding the
permissible use of quotas should be consid-
ered. In critical sectors, Chinese participa-
tion should be limited to levels that can be
quickly replaced in a crisis. Quotas are the
most sure, direct means to accomplish this.

o Exports, Especially of Technology.
Congress should either craft legislation
allowing outright bans on exports that
boost Chinese capabilities in critical sectors
or require the Department of Commerce
to implement a presumption of denial for
export licenses in these sectors.

e Inbound Investment. Sustained low
inbound Chinese investment means no
action is necessary. If high tariffs are main-
tained, Chinese companies may invest to
avoid them, which could benefit the US but
should be screened to make certain.

e Outbound Investment. The US has no
details on what its direct investment sup-
ports in China and no information at all
on American holdings of Chinese stocks
and bonds. Opposition to transparency
is anti-market. Legislation should require
much greater disclosure.

e Supply Chains. Policy should work to
ensure China cannot disrupt American
supply chains while welcoming other
participants who are willing to cooperate
with the US. This will require mandates
to keep critical sectors free of possible
Chinese leverage.

Decoupling policies have not been pursued for
the obvious reason: They have costs. It’s true there
are a variety of costs, but most turn out to be
minor. The largest is likely to be share price declines
for stocks exposed to China, including some large
technology companies.

The costs are outweighed by the benefits, vastly
so if reducing risk from Beijing’s economic coercion
is rightly seen as a benefit. Partial decoupling offers
the US greater resilience in a crisis involving China,
such as over Taiwan. It would better protect American
technology, which is currently siphoned off by China
with no consequences, and enable continued
American leadership. Finally, there would be less US
culpability in the actions of Xi’s regime.
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Economic decoupling from China has received a
good deal of attention. And some notable decou-
pling has occurred recently. But it’s been due to
private-sector decisions, which can be reversed.
In terms of American policy, talk is loud, policy is
weak, and the result remains an unnecessarily large
and dangerously sweeping economic relationship.
While some lobbying groups would go into hyster-
ics, the US as a nation would be better off supplying
less technology to China and demanding less in the
way of vital goods from China. For one thing, less
exposure to Chinese predation would mean less
government distortion of markets, by both Beijing
and Washington in response to Beijing.

Less does not mean none. This report suggests
ways to partly decouple.! The US should continue to
have a sizable economic relationship with the People’s
Republic of China (PRC), as a luxury rather than a
perceived necessity. Partial decoupling is not a severe
act of aggression, as some portray. The PRC is not
owed indefinite and often involuntary technology
transfer, a giant bilateral trade surplus, rights to own
American land, or many other things, few of which it
offers in return. Nor is limiting unbalanced and risky
exchanges intended to destroy Chinese entities. One
reason to pursue decoupling rather than outright sanc-
tions is, though neither option will change Beijing’s
behavior, sanctions are costlier.

Rather, partial decoupling is a long-delayed recog-
nition that the Communist Party has no intention to
change as long as Xi Jinping remains in charge. It will
not stop repressing its own people or intimidating

China’s neighbors and economic partners. It will
not suddenly allow market competition, nor will it
respect property rights. Xi’s party does not like thriv-
ing private actors, even when they’re Chinese. It
seeks to induce foreign economic dependence while
enhancing its own independence.> As a result, there
is high risk to future commercial exchange with the
PRC, including exchange that may be beneficial for
the moment.

This report assesses bilateral trade and invest-
ment, with additional consideration of supply chains
and an emphasis on technology throughout. It rec-
ommends policy changes in each area, noting the
consequences of taking such steps and of not doing
so. A useful first step would be to settle, in law, on an
initial short list of truly critical sectors. Candidates
for critical economic sectors are offered here and
should be combined with those vital for defense
purposes. In those sectors, a range of actions should
be considered, from content limits on Chinese par-
ticipation in supply chains to bans on technological
and financial support of Chinese companies.

Economic Relations, Briefly

To understand the scale and trend of the current US
economic relationship with China requires a point
of comparison. Data from 2016 should not show
any effect of decoupling efforts. Hong Kong was not
treated as fully integrated with the mainland in 2016
and so, for comparability’s sake, will be excluded
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now, even though as a policy matter it should now be
treated as just another part of the PRC. Particular
sectors are addressed later; this section just looks at
the big picture.

In 2016, American goods and services exports to
the PRC stood at $169 billion, imports at $480 billion,
and the deficit at $310 billion.3 In 2023, goods and ser-
vices exports were $195 billion, imports $448 billion,
and the deficit $253 billion. Nominal American gross
domestic product (GDP) was 47 percent higher in
2023 than 2016, making the role of China trade con-
siderably smaller. But the drop in imports and the
deficit occurred entirely in 2023. Before that, there
was “slower coupling” but no sustained trade decou-
pling, and the 2023 shift could easily prove temporary.

In 2016, the stock of American direct investment
in the PRC was $97 billion. In 2023, it was $127 billion4
an average annual increase of less than $5 billion.
Chinese non-bond investment in the US stood at
$149 billion in 2016 and $196 billion in 2023, an aver-
age annual increase of $6.5 billion, trailing off sharply
after 2018.5 These are quite slow increases dwarfed
by American economic expansion, but in this respect,
the two economies are obviously not pulling apart.
One might even call the gradual advance “de-risking.”

Portfolio investment is purchasing securities with
an ownership stake less than 10 percent. Chinese port-
folio investment in the US stood at $1.63 trillion in
the middle of 2016 and $1.47 trillion in the middle of
2022. The average annual change was a $27 billion
drop. American portfolio investment in the PRC
was $368 billion in 2016. In 2022, it was $712 billion,
an average annual increase of $57 billion.¢ The latter
is highly misleading, however. It obscures a surge to
$1.15 trillion in 2020, then a sharp fall.7 The picture
in 2020 of sizable net American investment in China
shifts dramatically in 2021 and 2022; decoupling
then occurs in substantial fashion. Portfolio invest-
ment, though, can quickly shift again.

While these are the numbers usually discussed,
another large transaction in a sense merges exports
and outbound investment. Unfortunately, it’s the
most dated. Sales by majority Chinese-owned affil-
iates in the US rose from $35 billion in 2016 to
$65 billion in 2021 (the latest year for which data are

available), an average annual increase of $6 billion.
The main event is sales by majority American-owned
affiliates in the PRC rising from $346 billion in 2016
to $471 billion in 2021, an average annual increase
of $25 billion. This is why some companies lobby
intensely on Beijing’s behalf.?

Why We Should (Partly) Decouple

Partial decoupling is seen by most American politi-
cians as prohibitively costly, hence little happens. But
this is an error, one that became easier to recognize
in 2022 and 2023. American investment in China fell,
then imports from China fell. Bad Chinese policy took
time to hit home, but debt accumulation and demo-
graphic contraction have eroded economic fundamen-
tals.9 The PRC’s economic lure, especially reforms to
permit stronger property rights for American firms
and more competition, will remain weak as long as Xi
or someone similar is in charge. The costs to the US of
partial decoupling have declined and will continue to
do so while Beijing shoots itself in the foot.

Neither the Chinese market nor access to it looks
good for America. The PRC’s growth began easing in
2011, in large part due to lost capital from horribly
inefficient stimulus in 2009. At a 2007 peak, its GDP
officially rose 14.2 percent, and outstanding credit as
a share of GDP (measuring leverage) was 143 percent.
In 2015, the numbers were 7.0 and 239, respectively.
By 2023, deterioration actually slowed; official GDP
growth was 5.2 percent, and outstanding credit
neared 310 percent (Figure 1). Aging means it’s hard
to see the trend improving. From 2007 to 2023,
China’s median age climbed from 33 to 39. In 2039,
it is projected to be 47, and in 2055, it will be 52. For
context, excluding microstates, Japan is presently the
oldest nation, at 49.1°

The business community may argue for seeking
gains from China while still available. But the “access”
part of market access has also deteriorated. When
defenders of bilateral relations cite free trade princi-
ples, they misstate what’s possible. Some state-owned
enterprises (SOEs) receive the ultimate subsidy: no
competition at all. There are 28 PRC companies in the
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Figure 1. More Borrowing, Less Growth
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Fortune 1005 25 are state-owned, and 11 enjoy regu-
latory barriers prohibiting competitors. The other 14
are merely guaranteed never to go out of business—
the second-best subsidy.

More broadly, SOEs are guaranteed a leading role
in roughly 20 major sectors, with competition by
foreign and domestic private firms partly or wholly
suppressed.’2 The state owns all rural land and can

repossess or assign urban land at will. SOEs are
favored in subsidies and credit, and they look to
account for about 75 percent of corporate debt.!3
Since 2007, SOE debt has outrun nominal GDP,4
a stretch that makes SOEs more government arms
than commercial enterprises. They accumulate debt
with little consequence because they cannot fail for
commercial reasons.


https://www.stats.gov.cn/sj/ndsj/2023/indexeh.htm
https://data.bis.org/topics/TOTAL_CREDIT
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A year after Xi took over, party plenary meetings
confirmed public-sector dominance.’> While some
observers mistakenly hailed a new era of reform, SOEs
still dominate capital, and private innovation and
rural land markets have been deliberately stunted.’®
Trade and investment liberalization stop at SOEs and
their privileges, if not before.l7 Economic relations
with the PRC have sharply limited upside.

Meanwhile, the downside is frightening, featur-
ing technology transfer and supply-chain compro-
mise. China has long stolen and coerced the transfer
of intellectual property (IP), from infringement to
cybertheft now.!® As Beijing’s capabilities and goals
evolved, willful ignorance of IP protection has been
replaced by the much more dangerous practice of
targeting the top foreign innovators to replace them
globally with Chinese companies.’9

There’s no prospect of change, as technology
acquisition has long been another core element of
the PRC’s economic model. According to the party,
China must “draw on the experience of other mature
market economy systems and achievements of
other civilizations.”2° It’s not just rhetoric. Because
most SOEs face little competition, they have little
need to innovate. In state-led sectors, China must
tap innovation by others. Moreover, as Xi has rec-
ognized, the PRC’s aging and debt burden make it
more dependent on innovation to raise living stan-
dards.>! Less “drawing on the achievements of other
civilizations” could threaten party legitimacy; it’s
not a genuine option. More engagement with China
means more technology loss; at this point, that
means advanced technology.

Technology sought by China also upgrades the
People’s Liberation Army (PLA) immediately or
over time. No Chinese entity acquiring technology
can refuse party orders; the only way to deny tech-
nology to the PLA is by denying it to the PRC.22
Deep Sino-American ties mean a Chinese military
more powerful than otherwise, a fact defenders of
the relationship ignore. This military threat ties to
another economic threat: disrupted supply chains—
for example, in a Taiwan contingency.

Regarding supply chains, the US already failed to
respond to the risks demonstrated by COVID-19.

Imports from China of medical equipment and sup-
pliers stood at $6.2 billion in 2019 and $6.8 billion in
2023. That’s actually success. Imports of pharmaceu-
ticals jumped from $2.9 billion in 2019 to $7.8 billion
in 2023.23 Beijing seeks to make the US dependent
on Chinese drugs, the US pharmaceutical industry
cooperates, and the American government fails to
protect its citizens. Looking forward, the US must
decide if it wants to cede electric vehicles to the PRC;
the May 2024 tariffs are easily skirted.24 Uncoupling
these chains would be cheap compared to blackmail
by China, explicitly over Taiwan or implicitly through
American companies.

There are also noneconomic reasons to decouple,
of course. The PRC is a surveillance state, punctu-
ated by purges.? Beijing has openly interfered over-
seas, from Australia to Zambia.2¢ Rule of law has been
undermined in the US and elsewhere in ways rang-
ing from attempts to repress overseas critics to illegal
transfers of data back to the PRC.?7 Its intentions for
any “reclaimed Chinese” territory are made clear by
its treatment of Hong Kong.28 Having stronger ties to
China means greater acceptance or indirect support
of this behavior. The more important China is or the
more dependent the US becomes, the more of these
types of actions Beijing will take and succeed in.

Little Policy Decoupling

The ratio of speech to action in American economic
policy toward China is seemingly headed toward
infinity. Start with the obvious: the Trump adminis-
tration’s tariffs, affirmed by the Biden administration.
Initially justified by coercion and theft of IP, they came
with no connection to IP infringement in implemen-
tation, and China’s IP behavior has not changed.??
In late 2019 and early 2020, tariffs were claimed to
be important in bringing about the phase 1 trade deal.
But the deal’s Chinese import provisions were a farce
from the start due to COVID, a fact known to the
PRC’s negotiators when they signed.3° (Its IP provi-
sions were a farce without qualification.)

President Donald Trump has since talked up all
the money raised from tariffs. The federal deficit was
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Table 1. Why Congress Must Act

Trade and Economic g q q . . . . .
Policy Areas Trump Administration Actions Biden Administration Actions

Conventional Trade Broad tariffs
Export Controls
IP Enforcement

Supply-Chain Integrity

Outbound Investment

Nothing of consequence

Inquiry diverted to tariffs

Unimplemented executive order

Nothing of consequence

Minor tariff expansion
Semiconductor controls

Nothing of consequence

Nothing of consequence

(As yet) unimplemented
executive order

Source: Author.

$590 billion in President Barack Obama’s last year
and $980 billion in 2019 before COVID hit, when tar-
iff money was supposedly pouring in.3! The last justi-
fication for tariffs is driving off Chinese imports and
reducing the bilateral trade deficit—in goods, since
the tariffs were applied to goods. The 2016 bilateral
trade deficit in goods was $347 billion, the 2019 defi-
cit was $343 billion, and the 2022 deficit under Joe
Biden was $382 billion with the same tariffs in place.3>
(The trade deficit plunged in 2023, but tariffs had not
changed.) Still referred to as a “trade war,” the tariffs
would be better described as a few shoves and lots of
barking on the American side (Table 1).

The Biden administration’s closest equivalent to
tariffs is export controls in semiconductor produc-
tion. The October 2022 version was hailed by some,
but it was in fact so poorly constructed as to be
worthless. Three months later, it had to be updated
to, among other things, include Macau.33 There was
another, better update in October 2023, but indefinite
exemptions were given to huge foreign chipmakers,
and enforcement has been in question.34

There is evidence controls from the latest version
are being violated, featuring the transfer of prohib-
ited Nvidia chips and possibly aid to Huawei. This is
hardly a surprise; just a few months before its absurd
initial set of chip rules, the Department of Commerce
illegally set aside legislation passed by Congress call-
ing for wider controls on “foundational” technology
such as chips.35 In fact, there’s a decades-long set of

export control failures.3¢ Executive branch controls
are license requirements, not bans; licenses are typi-
cally granted; and violations are rarely punished.

Still referred to as

a “trade war,” the

tariffs would be better
described as a few shoves
and lots of barking on
the American side.

Arguably, the two most important issues in Sino-
American relations are IP and supply chains. Every
administration has talked about the importance of
IP while doing nothing. On supply chains, the Trump
administration did almost nothing, even on medical
chains during COVID, getting only to public com-
ments after losing the election.3” The Biden admin-
istration has been just a half step better. Its major
supply-chain acts came 34 months after taking office
and consist primarily, and typically, just of new ways
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Limiting or cutting

off business (i.e.,
decoupling) must be
durable to matter. To be
durable, the focus cannot
be on individual entities.

to assess supply chains.3® A central initiative, the
CHIPS and Science Act, is touted as manufacturing
expansion, with little consideration of supply chains.39

A final area of importance is outbound investment,
through which Trump oversaw a surge of money
leaving the US for the PRC and Biden a return, but
not due to policy. In July 2021, the Biden administra-
tion started talking publicly about outbound invest-
ment rules but, as of August 2024, has still managed to
implement nothing. An executive order on the subject
seems reasonable, but the Department of the Trea-
sury’s notice of rulemaking pretended obvious issues
were still outstanding after years of discussion, and
it suggested implementing regulations would look
to block such a small amount of investment that the
administration will not even provide a figure.4© At
four years of failure followed by four years of empty
talk, outbound investment is a stand-in for America’s
China policy as a whole.

How to (Policy) Decouple

There are PRC entities that (1) represent the PLA or
transfer valuable technology to it, (2) support serious
human-rights violations, (3) benefit from violations
of America law such as IP theft, (4) try to manipu-
late supply chains to make America dependent, and
(5) are assisted by anticompetitive practices, such
as heavy subsidies, aimed at controlling strategic

sectors. They might be targets for punitive sanctions,
but sanctions have the US running before crawling.
Before trying to destroy bad Chinese actors, the US
should stop enriching them. If this cannot be done,
talk of meaningful sanctions is absurd (even putting
aside their usefulness).

Limiting or cutting off business (i.e., decoupling)
must be durable to matter. To be durable, the focus
cannot be on individual entities. They have no choice
whether to work on behalf of the PLA, steal IP, and
so on. They often are easily replaced by another firm.
Decoupling should target the PRC itself, not the
party’s particular weapon of the day. Durability also
argues against the frequent use of executive orders
or the International Emergency Economic Powers
Act (IEEPA).4! Those should just speed up implemen-
tation, before congressional approval of long-term
action. The key congressional action is to identify the
important sectors in which to start. Then a variety
of decoupling tools are available, covering different
forms of economic exchange.

Which particular sectors are deemed critical is less
important than putting a process into law. The initial
set should be short for the sake of caution and effec-
tiveness in introducing new policy; the 2024 White
House list, for example, is too long.4> Annual or bian-
nual updates, both adding critical sectors and remov-
ing any that have become outdated, should also be
put in law. The obvious general categories to start are
components of advanced computing and advanced
biologics, with basic pharmaceuticals and processing
of rare minerals also candidates.43

It’s worth mentioning that suspending Permanent
Normal Trade Relations (PNTR) status for the PRC
could help accomplish important parts of what’s
laid out below. Certainly, China does not deserve to
be treated the same way as Japan, Mexico, the UK,
and many other countries. But the US has basically
ignored PNTR for years and can continue to do so;
formally suspending PNTR would be symbolic.
Whether or not it happens, what matters are new
American policies.#4

Imports. Tariffs have dominated discussion as a tool
for decreasing American import dependence on the
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PRC. Conventional economics says they are less dis-
torting than quotas. But there is an important way
in which this can mislead: What if goods facing quo-
tas themselves introduce market distortions? For
instance, a market in which Chinese participation is
blocked would certainly see higher prices for some
time, but it might be less distorted than one seeing
predatory supply by a state-imposed Chinese monop-
oly. A step further: Limiting China’s distortions
through quotas might also prevent greater distortions
caused by other American responses.

The fuss about Chinese overcapacity in “new
energy” goods such as electric vehicles is illustrative.
More than a decade ago, the PRC consciously set out
to warp the electric vehicle market to its advantage,
as in many other sectors. Punishing that attempt
would cause higher prices for a time but encourage
less distorted markets. Setting tariffs to counter the
estimated cost advantage provided by anticompeti-
tive practices is tricky and invites more Chinese pre-
dation to overmatch tariffs. Limiting gains available
with quotas is an effective, simpler deterrent.

Further, the US may want only a limited slice
of its key markets, such as pharmaceuticals, to be
dependent on Chinese supply, which seems to fit the
use of quotas. The Trade Act of 1974 permits quotas—
but just to protect the balance of payments.45 Since
that act’s passage, there have been sustained quotas
on only sugar and textiles. New legislation is likely
needed, because reducing dependence on Chinese
supply will require content limits within supply
chains as a variation on simple quotas. Such options,
including zero quotas, should be considered as a tool
in US trade policy with the PRC.

Implementation of either tariffs or quotas faces
challenges in identifying what constitutes a Chinese
good. There is transshipping—products routed
through third parties such as Mexico and relabeled.
There is also content; how much national content
must a product have to avoid tariffs or quotas?
Content can be quantitatively described in a percent-
age threshold. Or it can be qualitative—for example,
any electric vehicle with a China-made battery.
Failure to properly identify the scope of applica-
tion for import restrictions can cause them to be

excessive or, conversely, leave American depen-
dence unchanged. Identification must be part of any
plan to address imports.

The more obvious part is the extent of a restric-
tion. At 25 percent or less, discretionary tariffs
applied during the Trump administration, chiefly
but not exclusively justified by the Section 301
inquiry,4¢ were too low to matter. They had little
impact on imports and were never designed to reduce
American dependence. The goal was to bring Beijing
to the negotiating table. This seemed to work only
briefly, as phase 1 was revealed as fraudulent due
to the absence of an enforcement mechanism with
regard to IP and China’s almost instant failure to
hit its import targets.

The 2017 Section 301 investigation was supposed
to retaliate against beneficiaries of IP theft and coer-
cion.#7 If goods imported into the US are produced
in part via breaking American law, they should face
considerably more than a 25 percent tariff or a gen-
erous quota. The same is true for goods produced by
state monopolies, which would face serious regula-
tory scrutiny if operating in the US. An oft-rumored
Biden administration Section 301 investigation was
supposed to target Chinese subsidies.48 The first step
would have been to document subsidies, starting with
the guaranteed home-market share for many Chinese
enterprises that inhibit America’s own exports.

Such subsidies also sustain oversupply in China,
creating pressure to export and frequently dump
goods overseas at below-market prices.49 After
driving competitors out of markets in this fashion,
the subsidized firms can then hike prices toward
monopoly levels.5® Of course, the US already has
a tool to respond to this practice: countervailing
duties. These can be and are often much larger than
25 percent. When applied, they in fact should be
much larger; either the subsidies involved are too
small to bother with or they distort the market such
that there should be a response that overwhelms
their impact and deters future attempts.

Documenting the PRC’s many types of subsidies is
anecessary policy step, but there’s an additional one
needed to make US responses more effective. Neither
subsidies nor illegal IP transfer are exceptional
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events in China, limited to a handful of predatory
firms. They are durable components of national
economic strategy. The US should therefore change
the burden of proof in PRC subsidy and IP cases
from American claimants to Chinese defendants.
The latter should be required to demonstrate their
home-market share results from competition and
their IP development is independent. The burden
would revert to claimants when the executive or
legislative branch certifies the PRC has reduced IP
theft and coercion or subsidies.

To address China content
in imports, countervailing
duties and Section 301
inquiries may be inferior
to the Defense Production
Act (DPA) and Section 232
of the Trade Expansion
Act of 1962.

How to properly apply tariffs or quotas is well-
worn ground. A newer wrinkle concerns supply
chains, simple or complex. To limit dependence, the
US must keep PRC supply at a level that is replaceable
in timely fashion. There is little point in reducing
quantities of goods entering America from China
if the same goods from other countries are largely
made in China. There is little point imposing tariffs
or quotas on Chinese pharmaceuticals if the chemical
constituents of imported drugs are made in China,
bought by drugmakers in India, then sent to the US.
For instance, the PRC dominated the pre-COVID
global trade of the antibiotic doxycycline and also

dominated India’s imports of 6-APA, an ingredient in
the antibiotic amoxicillin.s!

To address China content in imports, countervail-
ing duties and Section 301 inquiries may be inferior
to the Defense Production Act (DPA) and Section 232
of the Trade Expansion Act of 1962.52 The latter can
control content in products used by the military or
otherwise important for national security. Given
the PRC’s barriers to foreign goods and services,
reciprocity provides justification for either statute in
reducing China’s role in the US market. (See Figure 2.)
Better trade partners, however, deserve a transparent
and narrowly scoped application of the DPA and
Section 232.

A final problem is increasingly sizable but has a
much simpler solution than choices regarding trade
acts, tariffs, and quotas. The PRC has gamed American
policy using the de minimis exception, through which
shipments under $800 are not subject to most regu-
lations or duties. This is more than 100 times China’s
equivalent level. While these shipments are naturally
harder to track, it appears the PRC accounts for over
half of de minimis imports into the US, with a value
soaring during the past decade into the tens of billions
of dollars.53 One very cautious improvement is to cut
the entry threshold, say by half, which would still leave
it far above China’s. Then reevaluate in two years.

Exports, Especially Technology. While less import
dependence on the PRC may be accepted in princi-
ple, capping American exports is controversial even
before implementation options. Everyone from
protectionists at the American Federation of Labor
and Congress of Industrial Organizations (AFL-CIO)
and Trump in the US to the past 30 years of decision
makers in Beijing see exports and trade surpluses as
wins. The obvious problem is not every country can
simultaneously win in this fashion. But there are also
risks from successfully exporting “too much” to
China. One is American exporters becoming depen-
dent on the Chinese market and political tools of
Beijing. States such as Louisiana export billions in
agriculture products to the PRC annually, while
Boeing helps ensure Washington state representa-
tives defend the China relationship.54 (See Table 2.)
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Figure 2. Imports from China
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The other risk is providing the PRC with poten-
tially harmful technology, as both a practical and a
moral matter. As a moral matter, technology could
be provided by others, but the US should not help.
As a practical matter, Americans can be the first or
best provider, playing a dangerous part in improving
the PRC’s potential. Technology includes that used
for political repression, to improve military capabili-
ties, and in economic competition. The Export Con-
trol Reform Act of 2018 provides broad authority
to control exports, including for reasons of foreign
policy. The US has on rare occasions banned certain
exports outright, as with crude oil under the Energy
Policy and Conservation Act.55 Full export bans treat
allies the same as enemies and should be limited to
true emergencies.

The usually more relevant, and definitely more
complicated, elements of limiting exports are found
in the Department of Commerce’s Export Adminis-
tration Regulations. The US in part organizes con-
trols by technology rather than by company, because
individual companies are frequently unimportant.
This is especially true for the PRC, where any targeted

10

entity can see key operations quickly transferred to
a state-controlled alternative. It’s possible and desir-
able to identify bad Chinese actors—for example, those
breaking US law. It’s not possible to identify “good”
Chinese enterprises willing and able to protect Ameri-
can technology and IP. In sectors with advanced tech-
nology or infringed IP, party dominance means all
participants are high-risk.

Congress has demonstrated understanding of this.
In 2018, it overwhelmingly and on a bipartisan basis
passed legislation expanding export controls, orga-
nized by technology. The Department of Commerce’s
Bureau of Industry and Security (BIS) first refused to
implement the law then set elements aside entirely,
buried in a control list update on maritime toxins.s¢
Stronger export controls are possibly the single most
important element of partial decoupling, affecting
both economic and military competition. Under two
administrations and despite fears of a war over Taiwan,
BIS has favored export revenue over limiting Chinese
access to American technology.57 Export control
implementation should be transferred to another
agency; BIS cannot be trusted.
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Congress’s main mistake may be conflating license
requirements with bans. The Entity List, for example,
is not a “blacklist”; it’s an administrative hoop to jump
through.58 Most applicants can: In 2022, 74 percent
of license applications were granted.59 Another flaw
of the Entity List and similar tools is avoidance by
moving production offshore. The 1959 Foreign Direct
Product Rule addresses this, requiring licenses to
sell any goods, regardless of where, if they rely on
American technology.®© But the rule still requires
licenses to be rejected in considerable numbers, and
they are not.

In response to general approval of licenses, the
notion of a presumption of denial has been used—
for example, in sanctions against Russia after its
invasion of Ukraine.®! There is more money to be
made in China than Russia, though, and more objec-
tions to any presumption of denial. And perhaps the
most money is available in technology exports the
PRC solicits.

Authority to outright
ban activities, featuring
but not limited to bans
on exporting to specific
entities, is a needed step
beyond mere licensing.

For license requirements to be more than perfor-
mative, then, Congress must ensure genuine pre-
sumptions of denial. If it’s unreasonable to expect
Congress to follow individual cases so closely, a
stronger tool should be employed. There is a large
gap between the Entity List administrative hoop and
the Specially Designated National (SDN) List, which
is similar to a criminal enterprise tag.6> Authority to
outright ban activities, featuring but not limited to
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Table 2. Exports to China, US Dollars (Billions)

2014 0.36 13.93
2015 0.98 15.45
2016 1.43 14.58
2017 6.73 16.27
2018 7.06 18.23
2019 3.12 10.43
2020 9.31 4.39
2021 12.48 4.72
2022 11.10 5.53
2023 17.63 ©6.81

Source: US Department of Commerce, International Trade
Administration, YTD U.S. NAICS-3 Goods Exports by Partner (in
Millions of USD), https://www.trade.gov/data-visualization/
tradestats-express-year-date-ytd-us-trade-partner-countries-
and-regions.

bans on exporting to specific entities, is a needed step
beyond mere licensing.

Related to export controls is IP protection. For
the US, these two are mostly distinct. For the PRC,
they are tightly intertwined. Both are conduits for
technology transfer, of course, but they also feed off
each other in enabling rapid technological progress.
Technology embodied in American exports can help
Chinese enterprises achieve capabilities that make IP
theft and coercion much more attractive—or the
converse. American exporters often supply compa-
nies that have need for their products only because
they have received and integrated stolen or coerced
American IP.63

The US cannot halt Chinese IP theft and coer-
cion but can reduce it. Activity that breaks US law
must be punished. This is another area where the
initial presumption should be altered to reflect
long-standing Chinese behavior. In early 2024,
a rare case against a PRC enterprise for involve-
ment in IP theft was tossed for failing the stan-
dard burden of proof, nearly an impossible task
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Figure 3. A Measure of China’s Share of American Debt
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Note: The share is direct PRC ownership of Treasury securities versus Treasury debt held by public. The number given is for June 30

of each year.

Source: US Department of the Treasury, “U.S. Liabilities to Foreigners from Holdings of U.S. Securities,” https://home.treasury.
gov/data/treasury-international-capital-tic-system/ us-liabilities-to-foreigners-from-holdings-of-us-securities; and US Department of
the Treasury, Fiscal Data, Debt to the Penny, https://fiscaldata.treasury.gov/datasets/debt-to-the-penny/debt-to-the-penny.

given conscious and intense Chinese opacity in this
area.%4 The legal process concerning IP violations
should be guided to stop treating PRC enterprises
the same as American ones. More broadly, decades
of pretending IP negotiation will work should end.
If the US will not enforce IP rights, then only par-
tial decoupling will reduce the PRC’s opportunities
to steal and coerce.

Inbound Investment. An old argument against
partial decoupling was the fear of Beijing selling
US bonds. For about 15 years, Chinese purchases of
American bonds were the other side of the coin of
American import of Chinese goods; Beijing would
take the dollars earned and store them in the US
financial system. While American imports faded in
2023, the PRC’s securities holdings started fading
long before that. Its peak for holdings of all American
securities is recorded as June 2015, at $1.84 trillion,
plus $300 billion by Hong Kong. In June 2023,
Hong Kong’s total had reached $435 billion, but main-
land China’s had fallen to $1.43 trillion, featuring
$834 billion in Treasuries.%s (There is also debt from
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other agencies, corporate debt, and ownership of
corporate stock. See Figure 3)

Beijing can buy through third parties. The biggest
by volume is the Cayman Islands, whose June 2023
holdings of US securities stood at $2.36 trillion,
two-thirds in Treasuries and soaring in 2020-21 in
particular.66 The Caymans, of course, have no wealth
other than that routed from true buyers, including
those based in the US. Treasury refuses to provide an
accurate account of who owns American securities,
making it impossible to rule out higher holdings for
the PRC.

But it’s still almost certain that China’s importance
in the American financial system—and government
debt in particular—has fallen a good deal. Not only
do the incomplete available data show as much; three
factors have pulled in the same direction. First, Chi-
na’s official reserves shifted in 2014 from rapid gains
to stability. The stability is so exact as to be difficult
to believe,%7 but it does appear there was a notable
downshift. Without large amounts of new hard cur-
rency, Beijing would not have the funds to maintain
its role in US finance.
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Second, the expansion in the value of American
stocks from 2015 to 2023 has also reduced the PRC’s
role in US finance. Third, and most unfortunate, the
PRC would be hard-pressed to match the expansion
in US Treasury debt, which nearly doubled from 2015
to 2023.98 Partial trade decoupling would ensure
Beijing does not accumulate dollars with which to
buy American bonds. Even better would be balanc-
ing the budget and not needing to sell huge amounts
of new debt to anyone.

The main inbound
investment policy step
needed turns out to be
better data, especially
with regard to the
offshore financial centers.

Inbound securities investment is not broken down
by country and sector simultaneously. The most pop-
ular recipients of equities investment are publish-
ing, semiconductors, and medical manufacturing.®9
Chinese involvement is unknown but likely minor.
For debt, the top recipient is government by a long
ways, then real estate finance, then banks. China’s
share of government debt is likely fourth behind
Japan, the UK, and Canada, though the role of the
Caymans and Luxembourg confuses this. Trea-
sury fails to provide needed information concerning
large-scale and potentially sensitive inbound securi-
ties investment. The main inbound investment pol-
icy step needed turns out to be better data, especially
with regard to the offshore financial centers.

There is considerably more oversight outside
securities, in the form of the Committee on Foreign
Investment in the United States (CFIUS). The latter
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was successfully reformed by Congress in 2018. Trea-
sury’s 2019 implementing regulations struggle with
assessing foreign control, as a matter of simple num-
bers and because ownership by an entity that must
answer to the Communist Party is qualitatively dif-
ferent than other ownership.7° All Chinese owners
have their livelihood and even lives at stake if they
refuse party orders to extract technology or other-
wise violate US law. With the more recent ability of
PRC security agencies to act freely in Hong Kong,
this warning unfortunately must extend to all Hong
Kong enterprises.”!

The magnitude of current risks, however, is
small. The China Global Investment Tracker follows
non-bond spending globally, including mainland
money routed through Hong Kong. It shows, as do
other sources, a progressive collapse of the PRC’s
investment in the US since 2016. (See Figure 4.)

Given the small current amounts, sector distri-
bution does not matter. This extends to land, which
receives political attention even though most PRC
property purchases are in the past. It’s certainly rea-
sonable for states to limit or ban land purchases by
Chinese nationals, who cannot even own rural land
in China; the US has no obligation to them. CFIUS
should receive the authority it needs to block land
acquisitions that threaten national security.7> But
CFIUS’s prime task at present is to ensure small,
low-visibility investments by China-controlled enti-
ties do not acquire advanced technology or sensitive
data. While this is certainly important, decoupling
has already occurred in inbound investment, and
federal action is not needed beyond transparency.

Outbound Investment. While Chinese investment
in the US does not call for new tools, American
investment in China lacks the most basic oversight.
It makes no sense for the US to aim to outcompete
the PRC in key areas yet permit American money
to help the PRC win.”3 If reshoring is pursued with
government support, for example in semiconductors,
American investment in that same product in China
is essentially robbing taxpayers. More pointed, the
US restricts technology transfer to the PRC through
exports and technology acquisition by the PRC
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Figure 4. Gross Annual Chinese Non-Bond Investment in the US
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Source: American Enterprise Institute, “Chinese Investments in the United States,” https://www.aei.org/china-tracker-home.

through inbound investment, yet there are not even
numbers available on the amount of money leaving
the US to support China’s development of the same
technologies.

When considering investment, most people think
of direct investment—creating a new facility or buy-
ing a notable stake in an existing company. At the
end of 2023, the cumulative total for American direct
investment in the mainland was $1277 billion; includ-
ing Hong Kong pushes that to $217 billion. (More
than $700 billion in the Caribbean islands may mask a
higher true figure.) The single biggest increase for the
US in mainland China was $24 billion, in 2008. The
last year with a sizable increase was 2014. The sector
categories are quite general: In 2023, wholesale trade
topped spending on the mainland, followed by com-
puters and electronic products. For Hong Kong, non-
bank holding companies dominated.7+

Dollar for dollar, direct investment is more valu-
able than portfolio investment, which is just buying
securities. Portfolio investment cannot embody
technology and can be more easily withdrawn. But
it’s also more nimble: It can be quickly shifted from
company to company and, in China, possibly sector
to sector. And the volumes are much larger than for
direct investment.
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The US government does not always pretend
that tiny islands are investment leaders. Treasury’s
monthly figures for outbound American portfolio
investment put the Caymans as the largest recipi-
ent, which is absurd. But since late 2020, the Federal
Reserve has published an annual correction zeroing
out the Caymans and others as transit points and
showing, among other things, the true level of port-
folio investment in China. This correction shows a
surge in investment starting in 2017, culminating in
2020, then fading back to the 2017 level in 2022.
(See Figure 5.)

Unfortunately, industry breakdowns are not pro-
vided. Did fast-rising amounts of American money
go to high-risk or low-risk activities in 2017-20, and
what kind of activity has money since been with-
drawn from? Changes in the capitalization of the
highest-capitalized firms, topped by Alibaba,’s explain
a part of the drop in the value of US holdings, possibly
a large part. How large would be revealed by indus-
try breakdowns. More important, the extent of US
support for work in high-end semiconductors, quan-
tum computing, synthetic biology, genetics, and other
controversial areas should be tracked and made avail-
able to policymakers. Without this, good legislative
and implementation choices are just a matter of luck.
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Figure 5. US Holdings of PRC Securities
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Governors of the Federal Reserve System, September 6, 2019, https://www.federalreserve.gov/econres/notes/feds-notes/
globalization-and-the-geography-of-capital-flows-20190906. html.

Opposition to transparency should thus be
understood as opposition to the American national
interest—and entirely illegitimate. To a point,
attempts to hide beyond practical concerns should
also be dismissed. It’s not reasonable to claim that
American financials have raised and invested huge
sums without knowledge of their counterparties,
knowledge that should be disclosed. It’s of course
possible that some Chinese counterparties will turn
out to be illegitimate, which is not the responsibil-
ity of American institutions as long as they do not
defraud their own investors. Shell companies and
the like will be revealed over time and can be barred
from receiving funds.

Simple data transparency at the Treasury and
Commerce Departments is the necessary and long
overdue first step in outbound investment policy,
but it cannot be the only one. It may turn out that
investment in high-risk activities has been low, but
this is hardly a guarantee it will remain low. Invest-
ment, both direct and portfolio, in certain activities
within the PRC should be banned. This should not be
done on a company-by-company basis, as the Chinese
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government can switch assets from one company
to another when worthwhile to do so. It should be
done through durable legislative action, not executive
order. (As of late summer 2024, the weak 2023 Biden
administration executive order somehow remains
unimplemented and would in any case accomplish
very little.)7¢

This next step should be cautious. It seems
obvious that development of technology restricted
by export controls should not receive American
financial support. Tying them together also builds in
an update for when activities are no longer high-risk.
The mechanism should be similar to CFIUS, since
the principle is the same. It will be simpler, with no
need to block data or land purchases and shorter
confidentiality protection, since acquisitions will
be rare. It should be chaired by the Department
of Defense, to make clear the objectives are not
economic. While this new body should act cautiously,
it should be created quickly, because it’s long overdue.

Supply Chains. It might seem as if international
supply chains are chiefly about visible or hidden
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imports. However, they can also see vital funding
from inbound or outbound investment and can be
necessary for exports, especially of high-margin
goods. From long-standing concerns?7 about critical
minerals to COVID-19 shortages to contemporary
worries about semiconductors and electric vehicle
components, it’s been clear for years that supply
chains should be less vulnerable to Chinese disrup-
tion. Talk is plentiful, but solutions are distant due
to multiple barriers.

As with outbound investment, the first barrier
is companies trying to avoid transparency. Some
firms seek to obscure dependence on China or
even an active role in shifting supply chains to the
PRC. Perhaps the most pervasive feature of the
supply-chain reports published by Biden administra-
tion cabinet departments in 2022 was admission of
ignorance: The agencies could not properly charac-
terize supply-chain weaknesses and best responses
because they lacked information.7® This lack is least
excusable with regard to suppliers to the federal
government and most dangerous with regard to sup-
pliers to national security agencies.

Corporate partners of national security agencies
must be required to disclose their full supply chains,
certainly not limited to the final products being
offered.79 Bans on all Chinese participation should
be the norm, with exceptions requiring justification.
This should be done by executive branch agencies
on their own initiative, or Congress can act through
annual appropriations.

Disclosure should also be required for other sup-
pliers to the US government,8° with Chinese partici-
pation allowed at first to avoid too much disruption,
except for vital goods and services. Recipients of
large-scale subsidies, such as through the CHIPS
Act, should be required to disclose their full supply
chains. It’s not reasonable for beneficiaries of tax-
payer funds to claim transparency is an undue bur-
den. These steps can be taken through ordinary
legislation, though dependence in vital goods should
quickly be addressed through IEEPA.

A second obstacle is political. While reshoring
offers more manufacturing jobs and higher wages,
reshoring final production does not mean more
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secure supply chains. Shifting output of final goods
to the US, unless care is paid, likely just shifts the
locus of American dependence to inputs. Biden
administration statements on supply chains are
usually about domestic manufacturing job creation,
and former President Trump called for Chinese
production of electric vehicles in the US with the
same goal in mind.®! If some components remain
Chinese, any American economic gains would rely
on Beijing’s goodwill. There are also security risks,
such as from Chinese devices in computer networks
partly built elsewhere.82

American policy should work against continu-
ing or increasing dependence on PRC participa-
tion in supply chains, extending to investment that
helps support prospective Chinese participation.
Full chains must be addressed—for example, from
Chinese-controlled nickel in batteries to final elec-
tric vehicles.®3 It’s a daunting challenge, because
all Beijing must do is outcompete or out-subsidize
in one important component. The goal of inducing
foreign dependence has been stated by Xi himself,84
guaranteeing strategic Chinese behavior with regard
to supply chains. A key conclusion from all this: The
US must use mandates, not incentives. For vital
goods, the DPA or sector-specific legislation should
make PRC involvement in key supply chains illegal.

Simple import figures can substantially understate
American dependence. There are various medical
products for which the PRC’s share of US imports
is high, for instance, but the problem extends fur-
ther (Figure 6). By value, Ireland leads pharmaceu-
tical imports to the US while simultaneously seeing
large chemical imports from China.8 This is in part
because “imports from Ireland” are actually made in
China and attributed to Ireland only because the
patent is located there.86

Similarly, India is the leading supplier of American
imports ranging from painkillers to penicillin, yet
China dominates India’s imports of the same prod-
ucts. PRC shipment of organic chemicals to India
hit $10.7 billion in 2023, leading all countries and
40 percent more than the second-place US.87
American imports from Ireland and India are enabled
in part by China.



CHINA DECOUPLING HANDBOOK: WHERE WE ARE, WHAT T0 DO

DEREK SCISSORS

Figure 6. China’s Direct Import Share
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As elsewhere, supply-chain policies such as the
use of the DPA to partly decouple the US from the
PRC are long overdue. Nonetheless, the US should
start by fully excluding China from only a few sup-
ply chains, such as lifesaving pharmaceuticals and
the equipment and materials needed in various
fields of advanced computing. As Beijing has spent
nearly two decades relocating supply chains, there
will considerable costs (see below) to undoing
that. Those costs should be spread over time, and
the PRC’s responses, such as transshipping, should
be monitored.

As initial decoupling policies are implemented,
countries willing to limit dependence on the PRC
should be able to participate freely in American
supply chains, especially if eventually a large num-
ber of chains are deemed worthy of a China ban.
This encourages cooperation by offering a chance
to displace Chinese market share and makes clear
the US trades freely with good partners.88 This
approach is similar in nature to Article 32.10 of the
United States-Mexico-Canada Agreement, which
establishes enhanced market access with an escape
clause if parties sign agreements with nonmarket
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economies.89 That language may be useful in new
US law.

Top Decoupling Recommendations

To limit dependence on China and limit support of
the Communist Party, I recommend the following.

e For the sake of durability, Congress should
identify in legislation what it sees as criti-
cal sectors, with a periodic review also in
law to ensure the list stays current. For the
sake of both political and technical feasi-
bility, the initial list should not attempt
to be exhaustive. It can extend beyond
advanced technology—for example, to
medical supplies.

e The administration and Congress should
create authority, beyond incentives, to
ensure supply chains in these critical sectors
are free of Chinese contributions that, if
withdrawn, would cripple supply. Quotas
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are one tool and can be applied via Section
232 of the Trade Expansion Act of 1962 or
by expanding permissible use in the Trade
Act of 1974.

e A simple outbound investment regime
should be established to bar any American
investment in these critical sectors, as
well as any in technology already restricted
in inbound investment through CFIUS
or embodied in transfers governed by
export controls.

e Export controls should stop focusing on
individual Chinese end users. Restrictions
should be applied on the basis of technol-
ogies involved, not the fiction that PRC
entities can choose to follow US law. If
licensing requirements are still preferred
over bans, presumption should be to deny
licenses when licensing is mandated.

e Recipients of coerced or stolen IP and
affiliates should be first documented,
then warned, then designated as Specially
Designated Nationals.9° There is no point
to the mild sanction of recipients of sto-
len or coerced IP; they gain too much to
stop. If a few culprits can be properly doc-
umented, harsh treatment will serve as
a deterrent.

Costs of (Partial) Decoupling

These actions will have costs. The US has on an
enduring and bipartisan basis identified the PRC as
the preeminent military threat and economic pred-
ator and a human rights violator. Yet policy decou-
pling remains minimal. The obvious reason is
decision makers do not wish to be held respon-
sible for the costs, despite sometimes loud talk.
Costs to the US are exaggerated by those not par-
ticularly interested in the country as a whole. This
exaggeration is evidenced by the lack of impact of
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private-sector disengagement from portfolio invest-
ment in the PRC in 2021 and 2022, combined with
the plunging bilateral trade deficit in 2023. It also
follows from the repression and distrust of the pri-
vate sector seen under Xi, which limits American
opportunities.

There would nonetheless be costs to genuine
policy decoupling, from the actions themselves
then retaliation by Beijing, which will certainly
occur in some cases. The most obvious is higher
prices for consumer imports, especially electron-
ics. The cost of existing China tariffs, net of exclu-
sions and including retaliation, is in the several
tens of billions of dollars annually.9* This would be
unwelcome when inflation is a problem. At other
times, $35 billion or so is a drop in the bucket as
compared to American consumption expenditure
of $19 trillion at the end of 2023.92 (There would be
eventual benefits from rising American production
of some goods.)

Related to higher prices is outright supply inter-
ruption from loss of Chinese components in supply
chains. This would be harmful regardless of infla-
tion and should prompt phase-ins of new supply-
chain policies rather than extreme onetime shifts.
Replacing Chinese components should feature
content limits but will almost surely include some
form of American subsidies. The CHIPS Act spur-
ring advanced semiconductor production is much
more expensive than relocating any single sup-
ply chain would be, but there would be multiple
cases of the latter. Still, continued or increased
supply-chain dependence on China can be easily
seen as far worse.93

Beijing’s inevitable responses will add to price
tags. The PRC can retaliate in multiple ways, includ-
ing barring certain chains from serving China. But the
burden of policy-induced supply-chain shifts will pri-
marily fall on US friends and allies. This is the main
event of making countries choose, especially in East
Asia: Either they can help substitute for China’s role
in supply chains or they lose access to the American
market. The alternative is effectively letting Chinese
policy dictate American vulnerability by making US
partners dependent.
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On the export side, technology and other restric-
tions would reduce revenue by amounts varying with
the particular policies but possibly in the multiple
billions of dollars annually, plus associated jobs. As
China substitutes for American technology on its own
initiative, this will become less relevant over time.94
Loud advocacy of the China relationship by chip com-
panies, for instance, will fade soon enough. There are
also indirect costs from technology decoupling—
for example, fewer Chinese students contributing to
research in the US. In terms of Chinese retaliation,
loss of American agriculture and aerospace exports
won the most attention after the Trump tariffs.
Aerospace exports are now less important, while oil
and gas exports have climbed.

At one point, declining Chinese investment in the
US was considered a serious danger. China’s hold-
ings of Treasuries fell more than $400 billion from
June 2013 to June 2023 (the latest year for which
data are available), even while the amount of avail-
able Treasuries climbed more than $13 trillion.9s
The latter is a true danger; the former turned out
to be a triviality. Chinese direct investment in the
US peaked in 2016 and has been negligible since the
pandemic; did anyone notice?

For outbound investment, one welcome cost of
a review mechanism is compliance for investors
who prefer PRC activity to be hidden. A genuine
cost of blocked portfolio investment is possibly
lower return on capital. But the cumulative return
of the Shanghai composite from 2014 through
2023 was 43 percent, while that of the S&P 500
was 157 percent.9¢ If half the 2017-20 increment
of American portfolio investment in the PRC was
forced elsewhere and lost 200 basis points of
yield, this is still barely over $2 billion annually in
forgone return. To find high costs from portfolio
investment restrictions requires assuming rates of
return not present in China since before the global
financial crisis. Loss of market capitalization is
notional, not a true cost.

Curbing the small annual volume of US direct
investment in the PRC appears to cost almost noth-
ing, but this is a bit misleading. Direct investment
enables ongoing sales, which can be hit by Beijing’s
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retaliation. American companies’ sales in China are
far larger than exports to China, and annual income
earned there dwarfs annual direct investment from
the US. Xi does not much like sales even by Chinese
private enterprise and will not hesitate to squeeze
Americans. In the event of serious US policy action,
Beijing’s prime target would likely be these sales.
Few American jobs would be affected, but there is
also a stock market component.

Ah, here is the rub. Meaningful American decou-
pling actions could well lead to retaliations that
undercut the share prices of China-exposed US
technology, financial, and agriculture firms. This
is most likely the main reason for intense lobby-
ing.97 The slump would not last more than a year,
but a great many decisions seem to be made with
an eye on short-term stock movements. If stocks
are important in US policy choices, though, decou-
pling will still progress over time. The PRC will not
become more open as long as Xi remains in charge,
and its fading economy will slowly become less
appealing. Stock market reliance on China will ebb,
one way or another.

Finally, American technology firms claim they
need Chinese revenue to maintain research and
development (R&D) spending. For the US as a
whole, business R&D has risen fastest in periods of
global competition in the late 1950s, early 1980s, and
late 2010s (Figure 7). Business R&D slowed for more
than a decade after China’s accession to the World
Trade Organization, as to be expected given its
coercive IP practices. It is surviving firms that need
China, and Beijing’s technology goals9® make clear
few of the foreign technology firms now calling for
restraint are supposed to survive.

Conclusion: The Benefits

This point turns out to generalize. Protectionism
usually means large gains for few and small losses
for many. Partial American decoupling from China
has started to offer small gains for many and large
losses for few. The few are firms engaged with China,
surviving predatory Chinese competition; the many
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Figure 7. Business R&D as a Share of GDP
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are most everyone else. Competition should make
firms better, but this is not so for companies facing
PRC state-warped competition. For American firms
with higher exposure to China, R&D expenditure,
patents, profitability, and employment have all
declined.? If Beijing can less effectively target them
for extinction, these firms will hire and profit more
than otherwise.

For innovation in particular, Beijing subsidizes less
innovative firms under its control and tries to steal
technology it cannot acquire from more innovative
foreign firms.1°° The PRC is an innovation parasite,
and starving it to the extent possible will continually
improve quality of life.

It’s not only that American R&D spending slowed
for an extended period in the early 21st century;!©!
there is even a hint of a reversal just as the US becomes
more suspicious of its China engagement. The pace
of R&D spending notably accelerated starting in
2018 and continuing through 2022 (the latest year
for which data are available), right through COVID.
This is certainly not definitive, but initial attempts
to reverse the China embrace and thus assist most
American firms seem to have paid off. Perhaps the
single biggest benefit to partial decoupling would be
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preserving and expanding the number of innovative
companies, enabling the US to continue to lead in
important industries.

Reducing the impact of China’s intense distor-
tions will also have traditional economic gains. The
most bloated Chinese industries by size, including
building materials and shipyards, are most vulnerable
to partial decoupling. If (indirect) use of PRC-made
vessels is limited to some extent, shipbuilding might
expand somewhat in the US. It will expand in Japan
and possibly South Korea.'o2 If China’s oversized
building-materials sectors were curbed, gains would
be widespread globally. And autos are next up. The
rise of electric cars and, following in the footsteps of
previous industries, the refusal of PRC automakers
to accept domestic oversupply'©3 point to autos as
an evolving case of potential US industrial benefits
from partial decoupling (Figure 8).

The most important decoupling benefit may
prove to be insurance. Xi’s explicit goal of for-
eign dependence on China connects dangerously
to forceful unification with Taiwan. In a crisis, Xi
would coerce those reliant on vital Chinese supply,
such as ingredients for pharmaceuticals. Exclud-
ing the PRC from select supply chains would make
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Figure 8. China Vehicle and Parts Exports
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American crisis response more robust, with return
of some economic activity to the US and allies a
secondary consideration. Related, and very briefly
on the military: American wealth and coerced IP
transfer have indirectly assisted the PLA. Less
money and technology to China would reduce the
odds of a destructive conflict.

It would also have more subtle effects. The PRC
uses its hard currency to fund overseas activity,
from arms and technology purchases to the Belt
and Road Initiative to attacks on the rule of law in
democracies.’4 This of course is originally foreign
money, dominated by net American purchases from
China.’°5 Fewer such purchases and no additional
surges of portfolio investment translate directly to
at least a small drop in China’s international capa-
bilities. There are practical benefits, but the larger
is moral: less American culpability for the actions of
the Communist Party. Finally, less corporate depen-
dence on China will make for a better American pol-
icymaking process.

In basic economic terms, as China tries to move
up value chains, it will bring IP targeting, regulatory
intervention, and various other subsidies to more
advanced industries.!°® The historical record makes
clear mainstay American firms will be lost, costing
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(further) hundreds of billions in annual sales and
millions of jobs. Applying tools such as quotas,
presumptions of denial, outbound investment
review, and supply-chain mandates to a handful of
critical sectors will prevent the worst of these harms,
ensuring American technological leadership, among
other benefits.

Partial decoupling is first about avoiding losses,
rather than generating gains. The PRC has left its
partners little choice; not avoiding more losses is
a far worse outcome. Outright gains from partial
decoupling can be hard to measure and will usually
take time to accumulate. Still, they are far better
than more years of talking and hoping for magic
to happen.

Benefits of Partial Decoupling

The benefits of partial decoupling from China include:

e Greater crisis resilience in the form of
independent supply chains of vital goods;

e DPartial recovery of some traditional indus-
tries, in the US and friendly nations, with
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incentives for greater cooperation by
American partners;

e More returns to American innovation
retained by the US, leading to better pres-
ervation of leading American companies;

e Continued American global technological
leadership and ensuing political and
military advantages;

e Fewer US government distortions caused
by attempting to respond to China; and
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e Less moral and practical culpability in the
damages done by the Xi regime.
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