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Highlights of This Month’s Edition 

• Bilateral trade: Chinese exports to the United States fell to $22.8 billion in February 2020 from $33.2 billion 

in February 2019, a drop of 31.3 percent, the largest fall since the Census’ earliest reported data in the 1990s. 

• Bilateral policy issues: Beijing exploits COVID-19’s spread for a new soft power offensive; global investors 

are discussing whether China could emerge as the next safe haven for financial assets, but market data do not 

suggest a change in their attitude. 

• Policy trends in China’s economy: Chinese financial regulators are taking steps to help diversify and 

professionalize China’s asset management industry and strengthen its ability to resolve nonperforming loans; 

China’s three major telecom operators have pledged substantial increases in 5G base station construction as 

part of China’s economic recovery strategy; property sales fall by an estimated 38 percent year-on-year in 

February as measures to contain COVID-19 force developer sales centers to close.   

• In Focus – Personal Protective Equipment: The global shortage of face masks and other medical products 

amid the COVID-19 pandemic highlights the world’s critical dependence on China as a source of personal 

protective equipment. 
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Bilateral Trade 

COVID-19 Shock Extends Drop in Chinese Goods Exports to the United States 

In February 2020, U.S. goods imports from China totaled $22.8 billion, a 31.3 percent drop relative to $33.2 billion 

in February 2019.1 While U.S. imports from China weakened throughout 2019, February 2020 saw the largest year-

on-year monthly fall since the Census’ earliest reported data in the 1990s.2 The outbreak of the novel coronavirus 

COVID-19 led to a supply shock in China as policies to minimize the spread of illness brought economic activity 

to a halt. The China General Administration of Customs reported that all Chinese exports fell by 17.2 percent in 

January and February 2020 over the same period in 2019.3  

The last quarter of 2019 has been particularly weak for U.S. goods imports from China (see Figure 1). Brad Setser, 

economist at the Council on Foreign Relations, argues this fall in goods imports from China in late 2019 was not 

offset by growing goods imports from other U.S. trading partners, showing lower overall U.S. demand for imported 

goods.4 While several factors could have contributed to the 2019 decline in U.S. imports—including a downturn in 

U.S. manufacturing,5 falling U.S. business investment, higher import tariffs, and greater business uncertainty6—it 

is clear the economic impact of COVID-19 has extended the sharp drop in U.S. imports, and is set to continue.    

Figure 1: U.S. Exports, Imports, and the Trade Balance with China, February 2018—February 2020 

 

Source: U.S. Census Bureau, Trade in Goods with China, April 2, 2020. https://www.census.gov/foreign-trade/balance/c5700.html.  

Bilateral Policy Issues 

Beijing Exploits Global Spread of COVID-19 to Advance Propaganda 

As countries scramble to respond to the global outbreak of COVID-19, the Chinese Communist Party (CCP) 

perceives a strategic opportunity to project global leadership, reinforce the message that democracies are in decline, 

and sow disinformation to downplay its culpability in the virus’ spread. 7 The Chinese government is buttressing 

this propaganda offensive by sending critical supplies to countries where it seeks to deepen its political and 

economic clout, leveraging its outsized role in the global production of medical personal protective equipment 

(PPE) to do so. According to analysis by Chad Bown at the Peterson Institute for International Economics, in 2018 

China provided nearly half of the world’s imports of PPE, such as face shields, protective garments, mouth-nose 

protection equipment, gloves, and goggles.8 An editorial published in CCP mouthpiece People’s Daily asserts that 

China can supply such products to “relevant countries” to strengthen its international influence.9 The Chinese 
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government has since announced it would provide medical personnel and supplies to 82 countries,10 and has pledged 

$62 million in aid to international organizations.* 

Following its belated recognition of the virus’ severity in late January, the Chinese government mobilized thousands 

of firms in disparate industries to produce PPE and other medical equipment.11 The subsequent ramping up in 

production has left China with surplus inventory, which Beijing is now using to deepen global political influence. 

These efforts have been most apparent in Italy, the second-most-afflicted country globally by number of infections 

as of April 1.12 Though Italy initially requested medical equipment from other EU member countries through the 

EU Civil Protection Mechanism, †  the EU was unable to respond amid strained supply chains and fears of 

shortages.13 Beijing proceeded to dispatch masks, respirators, and medical staff to Italy,14 with General Secretary 

of the CCP Xi Jinping later telling Italian Prime Minister Giuseppe Conte that Beijing was willing to build a “health 

silk road.”15 Beijing’s quick support to Italy and allusion to the Belt and Road Initiative—to which Italy became the 

first G7 signatory—suggest a strategy to display to other countries the benefit of aligning with China’s policy 

interests. Chinese aid to other countries in the region is contributing to European disunity and reinforcing Beijing’s 

propaganda push to frame democracies as unable to adequately respond to the outbreak. Serbian President 

Aleksandr Vucic, for example, described European cooperation on combatting COVID-19 as a “fairytale” after 

receiving shipments of medical supplies from China.16  

Commercial entities close to the Chinese government are also distributing face masks and medical supplies in 

countries where they seek to build new markets. Huawei, for example, donated 800,000 face masks to the 

Netherlands in mid-March, 17  despite the number of confirmed cases in the Netherlands being smaller than 

elsewhere. ‡ The Netherlands is slated to auction its 5G network buildout in 2020,18 suggesting Huawei’s efforts are 

politically motivated. Huawei is deploying similar tactics in Lithuania, where bids to build 5G networks are under 

review.19 Separately, the Jack Ma Foundation—founded by the former executive chairman of the e-commerce giant 

Alibaba—promised to send 20,000 test kits, 100,000 masks, and 1,000 medical suits to all 54 African nations.20 

Reports about the faulty quality of Chinese medical equipment may dent China’s soft power push. For example, 

according to an official at the Guangdong Medical Devices Management Agency, the number of defective face 

masks had more than doubled since the start of 2020.21 The exponential uptick in global demand for face masks is 

pushing producers to shorten testing procedures, sacrificing quality.22 Testing kits have also been found to be 

inaccurate, with the Slovak government stating that 1.2 million Chinese antibody tests bought for $16 million from 

Chinese suppliers are unable to detect COVID-19 in its early stages.23 Officials in Spain separately indicated that 

testing kits purchased from China provide inaccurate results 70 percent of the time.24  

No Red Haven: Investors Not Rushing to China Despite Global Market Turmoil 

As millions of Americans stay at home due to the COVID-19 pandemic, the Chinese government claims to have 

brought the spread of the virus under control.§25 This has led some investors to view Chinese assets as a potential 

new safe haven amid global market turmoil.26 For example, while the S&P 500 has fallen 673.3 points since the 

beginning of 2020, the Shanghai Composite Index has fallen a comparatively modest 335.9 points.27 Meanwhile, 

 
* Chinese contributions to international organizations pale in comparison to those made by United States. The United States contributed $400 

million to the World Health Organization, compared to China’s $44 million; $700 million to UN Children’s Fund, compared to China’s 

$16 million; and $1.7 billion to the UN High Commissioner for Refugees, compared to China’s $1.9 million. U.S. Department of State, 

The U.S. Role in International Organizations’ Response to COVID-19, March 31, 2020. https://www.state.gov/the-u-s-role-in-

international-organizations-response-to-covid-19/. 
† The EU Civil Protection Mechanism is an emergency response tool established to strengthen cooperation between EU member states in 

prevention, preparedness, and response to disasters. A country can request assistance via the mechanism when the scale of an emergency 

overwhelms its response capabilities. European Commission, “EU Civil Protection Mechanism.” https://ec.europa.eu/echo/what/civil-

protection/mechanism_en. 
‡ As of April 1, 2020, the Netherlands had 13,696 confirmed COVID-19 cases, the 11th highest globally. Johns Hopkins University Center 

for Systems Science and Engineering, “Coronavirus COVID-19 Global Cases,” updated March 31, 2020. 

https://coronavirus.jhu.edu/map.html. 
§ According to a Bloomberg report, the U.S. intelligence community concluded in a classified report that China has underreported the 

extend of the outbreak within its borders. Nick Wadhams and Jennifer Jacobs, “China Concealed Extent of Virus Outbreak, U.S. 

Intelligence Says,” Bloomberg, April 1, 2020. https://www.bloomberg.com/news/articles/2020-04-01/china-concealed-extent-of-virus-

outbreak-u-s-intelligence-says?sref=FlHD1WjR.  

https://www.state.gov/the-u-s-role-in-international-organizations-response-to-covid-19/
https://www.state.gov/the-u-s-role-in-international-organizations-response-to-covid-19/
https://ec.europa.eu/echo/what/civil-protection/mechanism_en
https://ec.europa.eu/echo/what/civil-protection/mechanism_en
https://coronavirus.jhu.edu/map.html
https://www.bloomberg.com/news/articles/2020-04-01/china-concealed-extent-of-virus-outbreak-u-s-intelligence-says?sref=FlHD1WjR
https://www.bloomberg.com/news/articles/2020-04-01/china-concealed-extent-of-virus-outbreak-u-s-intelligence-says?sref=FlHD1WjR
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the 10-year spread between Chinese government bonds and U.S. treasuries reached a seven-year high in March.28 

Despite such opportunities, there is little indication that global investors are fleeing to the safety of Chinese assets.  

Recent media coverage has highlighted a February uptick in foreign investor purchases of Chinese bonds that 

brought foreign ownership through the bond connect program to a new high.29 Although some fixed income 

investors doubtless do regard Chinese bonds as a form of security against falling yields in developed markets, the 

data do not suggest a sea change in the way global investors broadly view China’s financial market. Instead, the 

data point to an ongoing rebalancing of portfolios by fund managers that was well underway before the outbreak of 

COVID-19. Foreign investors had already taken a growing interest in Chinese bonds following regulatory 

improvements to the operation of the bond connect and the inclusion of Chinese bonds into global indexes (see 

Figure 2, Panel 1).* Although net foreign purchases of Chinese bonds reached a three-month high in February, they 

fit a broader trend toward greater trading volumes through the bond connect program launched in July 2017 (see 

Figure 2, Panel 2).30 

Figure 2: Foreign Investments in Onshore Chinese Bonds  

Panel 1: Foreign Ownership of Onshore Chinese 

Bonds, July 2017–February 2020                                     

Panel 2: Purchases and Sales of Chinese Bonds by 

Foreign Investors, July 2018–March 2020 

Note: These figures only include data for  China’s interbank bond market, where 89 percent of all bonds were traded as of 2018. Panel 2 is 

based on data from the China Central Depository and Clearing Company only.  

Source: China Central Depository and Clearing Company and Shanghai Clearing House.  

 

Recent upticks in foreign investors’ bond holdings have coincided with the inclusion of Chinese government and 

policy bank bonds into widely tracked global indexes. This suggests the increase in bond purchases in February 

may be partially driven by the kickoff of the JPMorgan Government Bond Index inclusion in addition to global 

market volatility due to COVID-19.  

Equities market data similarly do not indicate any significant shift in attitude among global investors. In fact, as 

COVID-19 battered China’s economy in the first quarter of 2020, net stock sales by foreign investors increased, 

and in March sales outstripped purchases (see Figure 3).31 Far from pointing to the emergence of a new safe haven, 

these data suggest growing apprehension among global investors about China’s equities markets.  

  

 
* In April 2019, the Bloomberg Barclays Global Aggregate Index began a 20-month inclusion process for Chinese sovereign and policy 

bank bonds. In February 2020, the JP Morgan Government Bond-Emerging Markets Index began a 10-month inclusion process for 

Chinese sovereign bonds, but in March announced it would delay the remainder of the implementation due to the outbreak of COVID-

19. For a detailed discussion of these topics, see Noah Sin, “Market Rout Disrupts China’s Expansion in JPMorgan, FTSE Russell 

Indexes,” Reuters, March 26, 2020. https://www.reuters.com/article/health-coronavirus-china-markets/market-rout-disrupts-chinas-

expansion-in-jpmorgan-ftse-russell-indexes-

idUSL4N2BJ160?feedType=RSS&feedName=companyNews&utm_source=feedburner&utm_medium=feed&utm_campaign=Feed%3A

+reuters%2FcompanyNews+%28News+%2F+US+%2F+Company+News%29; U.S.-China Economic and Security Review 

Commission, “Index Inclusions Increase Foreign Holdings of Chinese Securities,” in Economics and Trade Bulletin, January 7, 2020.  

-250

-150

-50

50

150

250

350

Ju
l-

1
8

Se
p

-1
8

N
o

v-
1

8

Ja
n

-1
9

M
ar

-1
9

M
ay

-1
9

Ju
l-

1
9

Se
p

-1
9

N
o

v-
1

9

Ja
n

-2
0

R
M

B
 b

ill
io

n
s

Purchases Sales Net Purchases

Bloomberg 
inclusion

JPMorgan 
inclusion

500

1,000

1,500

2,000

2,500

0
7

/2
0

1
7

1
0

/2
0

1
7

0
1

/2
0

1
8

0
4

/2
0

1
8

0
7

/2
0

1
8

1
0

/2
0

1
8

0
1

/2
0

1
9

0
4

/2
0

1
9

0
7

/2
0

1
9

1
0

/2
0

1
9

0
1

/2
0

2
0

R
M

B
 b

ill
io

n
s

https://www.reuters.com/article/health-coronavirus-china-markets/market-rout-disrupts-chinas-expansion-in-jpmorgan-ftse-russell-indexes-idUSL4N2BJ160?feedType=RSS&feedName=companyNews&utm_source=feedburner&utm_medium=feed&utm_campaign=Feed%3A+reuters%2FcompanyNews+%28News+%2F+US+%2F+Company+News%29
https://www.reuters.com/article/health-coronavirus-china-markets/market-rout-disrupts-chinas-expansion-in-jpmorgan-ftse-russell-indexes-idUSL4N2BJ160?feedType=RSS&feedName=companyNews&utm_source=feedburner&utm_medium=feed&utm_campaign=Feed%3A+reuters%2FcompanyNews+%28News+%2F+US+%2F+Company+News%29
https://www.reuters.com/article/health-coronavirus-china-markets/market-rout-disrupts-chinas-expansion-in-jpmorgan-ftse-russell-indexes-idUSL4N2BJ160?feedType=RSS&feedName=companyNews&utm_source=feedburner&utm_medium=feed&utm_campaign=Feed%3A+reuters%2FcompanyNews+%28News+%2F+US+%2F+Company+News%29
https://www.reuters.com/article/health-coronavirus-china-markets/market-rout-disrupts-chinas-expansion-in-jpmorgan-ftse-russell-indexes-idUSL4N2BJ160?feedType=RSS&feedName=companyNews&utm_source=feedburner&utm_medium=feed&utm_campaign=Feed%3A+reuters%2FcompanyNews+%28News+%2F+US+%2F+Company+News%29


Economics and Trade Bulletin April 3, 2020 

 

U.S.-China Economic and Security Review Commission  5 

 

 

Figure 3: Monthly Purchases and Sales of Onshore Chinese Equities  

by Foreign Investors, July 2019–March 2020 

Source: Hong Kong Exchanges and Clearing via CEIC database.  

Although market data have yet to signal that global investors view China as a safe haven, it could potentially become 

one as loss in economic activity worsens around the world. Meanwhile, preliminary data suggest China’s domestic 

economy is moving toward recovery. For example, China’s March Manufacturing Purchasing Manager’s Index 

(PMI) reading rebounded to 52.0 (a reading above 50 indicates expansion) after falling to a historic low of 35.7 in 

February.32  Economic and political consulting firm Trivium China also estimates that as of April 1, China’s 

economic capacity utilization had returned to 77.7 percent of its pre-COVID-19 level.33  

Nevertheless, China becoming a safe haven is contingent upon its ability to continue controlling the spread of the 

virus and to put a floor under global growth.34 There are risks to both. First, though China’s draconian social 

distancing measures seem to have brought community transmission under control, the risk of a second wave of 

infections as people return to work or from reimported cases remains high.35 As of March 31, the number of 

confirmed cases imported from abroad reached 691, up from 474 a week earlier.36 Second, if there are mass 

bankruptcies among small private companies, then they will be unable to underwrite a recovery in domestic 

demand.37 Finally, even if China’s domestic economy recovers quickly, it will continue to face external pressure as 

the global spread of the virus and related lockdowns reduce demand for China’s exports.38  

Policy Trends in China’s Economy 

Beijing Bolsters Struggling Asset Management Sector 

China’s financial regulators have approved several measures in recent weeks to bolster the country’s asset 

management sector. On March 17, the China Banking and Insurance Regulatory Commission (CBIRC) approved 

the creation of a new national asset management company (AMC) for the first time since China’s major state-owned 

banks offloaded large portfolios of bad assets more than 20 years ago.39 After a six-month transition period, China 

Galaxy Asset Management (formerly called Jiantou Citic Asset Management) will become the country’s fifth 

national AMC, joining the ranks of China Huarong Asset Management, China Orient Asset Management, China 

Cinda Asset Management, and Great Wall Asset Management, the combined assets of which equal about $700 

billion (renminbi [RMB] 5 trillion).40 Less than two weeks later, Caixin, a Chinese business and financial media 
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company, reported that the CBIRC plans to establish a holding company to oversee the national AMCs—all of 

which are state owned.41  

China is also opening up its provincial nonperforming loan (NPL) markets to foreign distressed asset managers 

after pledging to do so in the U.S.-China Phase One trade agreement. In February, Los Angeles-based Oaktree 

Capital became the first foreign distressed asset investor to establish a wholly foreign owned AMC in China.42 All 

of these changes appear aimed at professionalizing the AMC sector and strengthening its ability to dispose of NPLs.  

The creation of a holding company to manage the national AMCs likely indicates that Beijing intends to exercise 

closer oversight over the companies, especially as the Ministry of Finance—their majority shareholder—has 

traditionally adopted a hands-off approach.43 Similarly, Beijing may aim to use the creation of a fifth national AMC 

as an opportunity to shake up the AMC sector and encourage the original four to improve their core business 

capabilities and avoid unrelated business entanglements. Between 2013 and 2018, China’s four AMCs expanded 

beyond their core mandate of NPL disposal to offer a variety of other financial services, including banking, leasing, 

securities, futures, and trust services. They also joined the ranks of other nonbank financial institutions engaged in 

shadow credit intermediation.44 To extend more shadow loans, the AMCs borrowed heavily from banks.45 Although 

regulators have curtailed this practice to some extent following the 2018 investigation of former Huarong chairman 

Lai Xiaomin on corruption charges, it had a lasting impact on the national AMCs’ ability to acquire and dispose of 

NPLs.46  

Although the four national AMCs operated with no competition for the first decade and a half of their existence, 

China began piloting regional AMCs in 2013 to help dispose of NPLs. The regional AMCs quickly became major 

players in the NPL disposal business and proliferated from an initial batch of five to a total of 61 companies by the 

end of 2018 as provinces clamored to establish their own bad banks.47 But after several years of ramping up NPL 

purchases, regional AMCs are also struggling.48 According to a report from the 21st Century Business Herald, a 

Chinese business and financial publication, regional AMCs have also turned to the types of shadow banking 

activities more typical of trust companies and securities brokerages.49 In some cases, such activities account for as 

much as 80 percent of regional AMCs’ business.50 This is partly because regional AMCs are primarily funded by 

provincial and city governments, whose fiscal resources are scarcer than Beijing’s, and have struggled to raise 

sufficient capital to acquire NPLs on the scale at which banks are seeking to unload them.51 Moreover, since 2018 

regulators have required AMCs to maintain a capital adequacy ratio of 12.5 percent—higher than that of commercial 

banks.52 Additionally, a collapse in NPL prices in 2018 largely removed regional AMCs’ ability to quickly resell 

portfolios acquired from banks for a profit—a capital-light strategy they had pursued up to that point.53  

A recent bond issuance by Hebei Asset Management Co.* illustrates the predicament of China’s regional AMCs. 

On March 22, 2020, Hebei Asset Management received CBIRC approval to move forward with its first-ever public 

bond issuance, worth $77.5 million (RMB 550 million).54 According to the bond prospectus, the proceeds will be 

used to pay back bank loans and increase liquidity for the company’s existing NPL portfolio. In essence, the 

company needs the money to refinance its existing debt obligations and to effectively resolve NPLs it has already 

acquired—it will not use the money to buy new NPLs.55  

The challenges facing regional AMCs help explain the CBIRC’s recent enthusiasm for allowing foreign distressed 

debt investors to set up shop in China and may account for Oaktree Capital’s speedy registration.56 Despite the 

proliferation of local AMCs, there has been no slowdown in the volume of NPLs banks are seeking to offload. 

Banks doubled their annual NPL disposals from $140 billion (RMB 1 trillion) to $280 billion (RMB 2 trillion) 

between 2016 and 2019 without making a dent in their acknowledged† outstanding NPL stock—in fact, it increased 

from $210 billion (RMB 1.5 trillion) to $340 billion (RMB 2.4 trillion) over the same period (see Table 1).  

  

 
* Hebei Asset Management is a provincial state-owned enterprise but was included in the fourth tranche of companies slated to undergo 

mixed ownership reforms in June 2019. See Hebei Asset Management Co., “Company Milestones” (大事记). Translation. 

http://www.hebamc.com/index.php/Cn/About/lists.html.   
† China’s banks are widely recognized to hold NPL portfolios far in excess of those they officially disclose. See U.S.-China Economic and 

Security Review Commission, Hearing on China’s Quest for Capital: Motivations, Methods, and Implications, written testimony of 

Dinny McMahon, January 23, 2020, 2.  

http://www.hebamc.com/index.php/Cn/About/lists.html
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Table 1: Annual NPL Disposal Numbers Compared to Acknowledged Outstanding NPL Stock, 2016–2019 

Year 
Recognized NPL Stock 

(US$ billions) 

NPL Disposals 

(US$ billions) 

2016 210 140 

2017 240 200 

2018 280 280 

2019 340 280 

Note: Figures are those recorded at the end of each listed year.  

Source: Various.57  

 

In addition to providing a fresh batch of NPL buyers, the introduction of foreign competition to the asset 

management industry is broadly in line with Beijing’s effort to professionalize China’s financial services sector by 

allowing more foreign companies to participate in its domestic financial markets. Efforts to diversify and 

professionalize the sector are a positive step, although the scale of China’s NPL problem will continue to pose a 

challenge for China’s financial system for the foreseeable future.  

China Pushes 5G to Bolster Economic Recovery 

While the Chinese government postponed its annual legislative meeting in early March due to COVID-19, 

constructing 5G networks remains a policy priority too urgent to delay for China’s state planners.58 On March 6, 

the Ministry of Industry and Information Technology (MIIT) hosted a conference with the heads of China’s three 

major telecom operators—China Mobile, China Unicom, and China Telecom—to plan accelerated 5G network 

construction.59 At the meeting, the telecom operators all announced substantial planned increases in expenditures 

on 5G network infrastructure for 2020, with planned network coverage to extend to close to 300 cities, up from just 

over 50 at the end of 2019.* 60 Later in March, MIIT unveiled plans to develop 5G applications geared toward 

economic recovery and increased digital service provision. 61  Redoubled efforts to build out China’s 5G 

infrastructure serve both to spur economic recovery and to minimize the impact of COVID-19 on the Chinese 

government’s ambition to lead the world in 5G. 

China’s three major telecom operators have earmarked $25.5 billion (RMB 180.3 billion) toward 5G network 

construction in 2020.62 The largest operator, China Mobile, has pledged to spend $14.1 billion (RMB 100 billion) 

on 5G infrastructure, more than a fourfold increase from the $3.4 billion (RMB 24 billion) it spent in 2020.63 China 

 
* For a recent comparison of network coverage in China versus the United States, see U.S.-China Economic and Security Review 

Commission, Economics and Trade Bulletin, December 5, 2019, 8–12. https://www.uscc.gov/trade-bulletins/december-2019-trade-

bulletin. 

https://www.uscc.gov/trade-bulletins/december-2019-trade-bulletin
https://www.uscc.gov/trade-bulletins/december-2019-trade-bulletin
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Unicom and China Telecom indicated they would spend $6.4 billion (RMB 45.3 billion) and $4.9 billion (RMB 35 

billion), respectively, on a 5G network the two operators share.* 64  

China’s sharp increase in capital expenditure will fund installation of about 600,000 total base stations by the end 

of 2020, nearly a fourfold increase from the 164,000 base stations in China at the end of February 2020.65 China 

Mobile announced results of its second tranche of construction, to include 250,000 new base stations, on March 31, 

2020.66 China Mobile’s planned network will encompass all 293 prefecture-level cities in China by the end of 2020, 

up from 50 cities at the end of 2019.67 China Unicom and China Telecom are also expected to announce a second 

tranche of base stations soon, with 250,000 total expected to be in operation on their shared network by September 

2020, and 300,000 by the end of the year.68 

China’s ambitions to quadruple the number of 5G base stations by the end of 2020 follow telecom operators’ launch 

of 5G networks across 57 major cities in late 2019. 69 Originally policymakers had targeted a launch in 2020.70 The 

accelerated pace signals Chinese leaders’ prioritization of key industrial policy targets, in spite of COVID-19 

bringing the country to a near standstill during February and early March. At a press conference on March 25, 2020, 

Han Xia, director of MIIT’s Information and Communications Administration, revealed telecom operators built 

63,000 new 4G and 5G base stations even while most of the country was on lockdown in response to the outbreak.71  

Beyond striving for global leadership in 5G, the government sees the technology as a policy tool to spur economic 

recovery following the COVID-19 outbreak. Policymakers’ approach bears hallmarks of Chinese industrial policy 

in recruiting state-owned or state-influenced enterprises to provide supply while at the same time fostering consumer 

demand. On the supply side, accelerated digital infrastructure construction is part of a fiscal stimulus strategy to 

pump money into the economy through capital-intensive projects.72 Huawei is reportedly reorienting its business 

away from handsets to accommodate the state-directed surge in infrastructure spending.73 It won an even larger 

share of contracts for China Mobile’s second tranche of base station construction (57.3 percent) than it won in two 

network tenders concluded in June 2019 (49 percent and 54 percent for two types of equipment used to upgrade the 

existing network to 5G capabilities).74 Notably, where Chinese telecom equipment maker ZTE only won 3 and 5 

percent of contracts in the June 2019 tenders, it won 28.7 percent of contracts announced on March 31, 2020, 

displacing foreign suppliers Ericsson and Nokia.75  

On the demand side, MIIT is encouraging telecom operators to offer service packages and installment plans with 

5G devices, despite operators seeking to end the practice of subsidizing handset purchases.76 Officials also hope 

5G’s fast speeds and high bandwidth will enable online shopping to resume even where continued social distancing 

measures prohibit brick and mortar retailers from reopening.77 MIIT spokesperson Xie Shaofeng boasted that nearly 

100 stores are using virtual and augmented reality powered by 5G to create remote shopping experiences.78  

Property Markets Hit by Plunge in Sales, Lower Starts 

Property sales fell dramatically during the COVID-19 outbreak as sales offices closed across China,79 causing 

property developers to slash prices on new homes and some banks to lower borrowing requirements for buyers.80 

 
* The three largest U.S. telecom operators project about $44 billion in total capital expenditure for 2020, although this includes T-Mobile’s 

projection prior to its merger with Sprint. Within this amount, it is not clear how much is earmarked for 5G versus 4G, fiber, and network 

maintenance. Even if projections were available, U.S. operators’ expenditure on 5G would likely have to be substantially higher than 

Chinese operators’ to achieve the same output in base station construction and connectivity. 5G capital expenditure for U.S. operators 

includes ongoing purchases of spectrum, or bands of radio wavelength on which networks transmit signal, while Chinese operators were 

assigned spectrum to conduct prelaunch trials in 2018. Moreover, U.S. labor costs and regulatory fees are substantially higher, although 

China’s larger population and lower degree of urbanization requires a large network to achieve a comparable degree of coverage. 

Normalizing for these factors, a widely cited Deloitte report from August 2018 estimated U.S. operators were underspending their Chinese 

counterparts by about 16 percent of their total capital expenditure. Reuters, “Verizon Raises 2020 Capital Expenditure in 5G Push,” March 

12, 2020. https://www.reuters.com/article/us-verizon-capex/verizon-raises-2020-capital-expenditure-in-5g-push-idUSKBN20Z394; Linda 

Hardesty, “Where’s the Beef? 2020 Capex of Major U.S. Wireless Carriers,” Fierce Wireless, February 24, 2020. 

https://www.fiercewireless.com/operators/where-s-beef-2020-capex-major-u-s-wireless-carriers; John Eggerton, “FCC Prods Bidding in 

5G Spectrum Auction,” Multichannel News, January 10, 2020. https://www.multichannel.com/news/fcc-prods-bidding-in-5g-spectrum-

auction; Carolyn Bartholomew, “China and 5G,” Issues in Science and Technology 36:2 (Winter 2020). https://issues.org/china-and-5g/; 

Deloitte, “5G: The Chance to Lead for a Decade,” August 2018, 4–5. 

https://www2.deloitte.com/content/dam/Deloitte/us/Documents/technology-media-telecommunications/us-tmt-5g-deployment-

imperative.pdf.  

https://www.reuters.com/article/us-verizon-capex/verizon-raises-2020-capital-expenditure-in-5g-push-idUSKBN20Z394
https://www.fiercewireless.com/operators/where-s-beef-2020-capex-major-u-s-wireless-carriers
https://www.multichannel.com/news/fcc-prods-bidding-in-5g-spectrum-auction
https://www.multichannel.com/news/fcc-prods-bidding-in-5g-spectrum-auction
https://issues.org/china-and-5g/
https://www2.deloitte.com/content/dam/Deloitte/us/Documents/technology-media-telecommunications/us-tmt-5g-deployment-imperative.pdf
https://www2.deloitte.com/content/dam/Deloitte/us/Documents/technology-media-telecommunications/us-tmt-5g-deployment-imperative.pdf
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Real estate demand had already been slowing through 2019 as price growth for preexisting homes slowed or 

decreased, reducing incentives to buy new properties.81 The COVID-19 outbreak then stalled sales as property 

developers closed showrooms, where real estate transactions typically occur.82 Data provider China Real Estate 

Information Corporation (CRIC) estimated property developers’ sales fell by 38 percent in February 2020 over 

2019, based on sales averages from China’s 100 largest developers.83 Evergrande, the only company among the 

largest 20 developers to see an increase in sales in February, had offered price discounts of up to 25 percent.84 Weak 

sales have continued into March; for example, the real estate internet portal Soufun reported a further sales decline 

of 24 percent year-on-year across 17 large cities.85 Rhodium’s Allen Feng and Logan Wright argue property sales 

may not regain their pre-virus level given likely unemployment and economic weakness.86 New housing starts also 

fell by 44.9 percent in the beginning of the year, which implies a lower level of new sales going forward.87 

This drop adds to a continuing struggle for property developers: since Beijing began a crackdown to control credit 

growth in China’s economy, developers have increasingly relied on housing starts and presales to raise funding. 

About half of developers’ new financing in 2019 came from sales.88 Bloomberg News reported that in January and 

February, 105 real estate firms filed for bankruptcy across China.89 Central and local government interests may 

diverge on how much support to provide the ailing sector. Beijing has repeatedly stated it will not loosen credit for 

developers. In its mid-February monetary policy review, the People’s Bank of China reiterated that “houses are for 

living, not for speculation.”90 Many local governments, however, rely on property markets in the form of land sales 

to property developers and may be affected by this weakness. According to Centaline Property, a property agency, 

more than 60 cities have pushed through measures to support property developers and boost sales.91  

In Focus: PPE Shortage Highlights Critical Dependence on 

China 

The worldwide outbreak of COVID-19 has led to severe shortages of PPE most of which is manufactured in China. 

Demand for such equipment, which includes helmets, face shields, goggles, face masks, and N95 respirators,* has 

surged since the beginning of the year. While U.S. hospitals and health systems typically purchase 22 million N95 

respirators annually, demand in 2020 has increased 400 percent in January and 585 percent in February.92 The U.S. 

Department of Health and Human Services estimates that the United States could require up to 3.5 billion N95 

respirators this year; the U.S. Strategic National Stockpile contains just over 1 percent of that amount.93 Amid these 

shortages, healthcare workers have been forced to ration their PPE, reuse single-use products, or even improvise 

with homemade PPE alternatives.94 

Compared with other goods, the United States is particularly reliant on China for PPE imports. According to the 

Department of Health and Human Services, 95 percent of surgical masks and 70 percent of respirators such as the 

N95 respirator are manufactured abroad.95 Of this output, a high percentage comes from China, which manufactured 

approximately half of the world’s face masks before the beginning of the COVID-19 pandemic.96 The United States 

depends heavily on Chinese imports: according to analysis by the Peterson Institute of International Economics, 

Chinese imports account for 48 percent of all PPE imported by the United States (see Figure 4). The reliance on 

Chinese face mask imports is even higher, with 70 percent of all imported face masks coming from China. By 

comparison, only 21 percent of overall imports to the United States come from China.97  

Twenty years ago, the majority of U.S. hospital products were manufactured in the United States.98 Since then, 

however, domestic manufacturers either ceased PPE manufacturing or shifted operations to China, where 

production costs were far lower. Other factors, such as the relative simplicity of manufacturing products such as 

face masks and the ease of shipment to the United States, made PPE particularly prone for outsourcing to China.99 

 
* N95 respirators are tight-fitting face masks that are more effective than regular face masks. 
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In addition to outsourcing, an increased emphasis on “just in time” delivery has led businesses to keep lower stocks 

of goods, with many companies only keeping 15 to 30 days’ worth of stock on hand.100 

Figure 4: U.S. PPE Imports from China vs. the Rest of the World 

  

Source: Adapted from Chad P. Bown, “COVID-19: China’s Exports of Medical Supplies Provide a Ray of Hope,” Peterson Institute of 

International Economics, March 26, 2020. https://www.piie.com/blogs/trade-and-investment-policy-watch/covid-19-chinas-exports-

medical-supplies-provide-ray-hope. 

 

As COVID-19 wreaked havoc on China’s population and economy, its manufacturing activity experienced a sharp 

slowdown, an effect exacerbated by seasonal fluctuations around the Lunar New Year. Prior to the outbreak, China 

produced an average of 20 million face masks a day.101 By early February, China was only producing 10 million 

face masks a day—not enough to satisfy even China’s own demand. 102  Since then, China has increased its 

production to 116 million masks a day.103 According to official data, almost one-fifth of the factories currently 

making masks in China began operations after January, attracted by incentives offered by the government, including 

subsidies, lower taxes, and interest-free loans.104 

Even as Chinese factories have ramped up production, however, U.S. consumers have encountered difficulty 

importing masks produced in China. As the COVID-19 outbreak led to increased demand for masks, China 

reportedly prohibited exports of domestically produced face masks.105 This prohibition even applied to masks 

produced by U.S. companies in China. In February, Peter Navarro, a trade advisor to President Donald J. Trump, 

said that China had “nationalize[d] effectively 3M” by taking masks produced in 3M’s China factories. *106  

Medicom, a Canadian manufacturer, also reported that it was not allowed to export its face masks.107 Chinese 

government officials denied a policy of prohibiting face mask exports, and by mid-March, when official Chinese 

data showed a sharp slowdown in domestic COVID-19 cases, Chinese mask producers were reportedly able to 

export masks again.108 

In the longer run, the inability of U.S. hospitals to procure adequate amounts of PPE during the COVID-19 

pandemic may lead to a broader reexamination of PPE supply chains. Already, the shortage of PPE has prompted 

observers and policymakers to call for a greater emphasis on a stable domestic supply of PPE. For example, on 

March 25, Senator Sherrod Brown unveiled a plan to address PPE availability concerns that included proposals to 

improve supply chain mapping and to strengthen domestic preferences for PPE purchases by the U.S. Department 

of Defense.109  

 
* According to 3M, however, the majority of N95 respirators produced in 3M’s factories in China had been sold in China before the 

COVID-19 outbreak. Keith Bradsher and Liz Alderman, “The World Needs Masks. China Makes Them—but Has Been Hoarding 

Them,” New York Times, March 16, 2020. https://www.nytimes.com/2020/03/13/business/masks-china-coronavirus.html. 
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In the short run, U.S. policymakers have taken steps to alleviate this supply crunch. In early March, the Office of 

the U.S. Trade Representative gave 27 companies exclusions from import tariffs for face masks and other medical 

equipment imported from China. 110  Additionally, on March 18 President Trump signed a bill allowing 

manufacturers to sell standard N95 respirators to hospitals.* U.S. companies have also increased their production 

of PPE: Honeywell and 3M have said that they will increase their capacity to produce millions of extra respirators 

in the United States, and companies that do not normally manufacture PPE, such as General Motors, have 

temporarily retooled assembly lines to manufacture face masks.111  

 

Disclaimer: The U.S.-China Economic and Security Review Commission was created by Congress to report on the national 

security implications of the bilateral trade and economic relationship between the United States and the People’s Republic of 

China. For more information, visit www.uscc.gov or follow the Commission on Twitter at @USCC_GOV. 

This report is the product of professional research performed by the staff of the U.S.-China Economic and Security Review 

Commission, and was prepared at the request of the Commission to support its deliberations. Posting of the report to the 

Commission’s website is intended to promote greater public understanding of the issues addressed by the Commission in its 

ongoing assessment of U.S.-China economic relations and their implications for U.S. security, as mandated by Public Law 106-

398 and Public Law 113-291. However, it does not necessarily imply an endorsement by the Commission, any individual 

Commissioner, or the Commission’s other professional staff, of the views or conclusions expressed in this staff research report. 
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