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In Brief

e People’s Bank of China (PBOC) tries to halt RMB depreciation: After the RMB fell below 7 RMB per
US dollar (USD) in September (see Figure 1), the PBOC introduced a reserve requirement of 20 percent
for forward foreign exchange contracts. As the latest of several measures the PBOC has employed
attempting to slow the RMB’s depreciation, the reserve requirement makes it costlier for Chinese banks
and their clients to hedge against a decline in the value of the RMB, which reduces the volume of RMB-
USD trades. The PBOC has not employed such a step since the RMB fell sharply in August 2018.!

o Digital RMB pilots expand domestically: The PBOC announced in September that trials for China’s
central bank digital currency would be expanded provincewide in Guangdong, Jiangsu, Hebei, and
Sichuan provinces, though no timeline was provided. In July, the PBOC indicated the digital currency
pilots, first launched in 2019, had extended to 23 cities and regions in China, with 4.5 million merchants
accepting digital currency payments as of the end of May 2022.2

o  Hong Kong initial product offerings (IPOs) tank: The latest two IPOs to list in September on the Hong
Kong Stock Exchange underperformed, falling from their initial listing price by as much as 33.5 percent
on their first day public. The poor performance follows a difficult year for the exchange, which has
seen an 80 percent decline in the number of new listings from the same period in 2021.°

o Supply chain disruptions hit China, too: Global supply chain disruptions and Chinese port lockdowns
have led to critical shortages of medical equipment at Chinese hospitals during the pandemic, according
to state-owned media outlet Sixth Tone.* Chinese heart surgeons have warned that aortic grafts and
cardiac stents, which China imports, are in dangerously short supply.

This issue of the China Economics and Trade Bulletin was prepared by Daniel Blaugher, Leyton Nelson, Emma
Rafaelof, Jon Sine, and Charles Horne. You may reach us at contact@uscc.gov.

Disclaimer: This bulletin is the product of research performed by professional staff of the U.S.-China Economic and Security
Review Commission (USCC) and was prepared to support the ongoing research and deliberations of the Commission. Posting
of this bulletin to the Commission’s website is intended to promote greater awareness and understanding of developing issues
for Congressional staff and the public, in support of the Commission’s efforts to “monitor, investigate, and report” on U.S.-
China economic relations and their implications for U.S. national security, as mandated by Public Law 106-398 (as
subsequently modified in law, see uscc.gov/charter). The public release of this document does not imply an endorsement by
the Commission, any individual Commissioner, or the Commission’s other professional staff, of the views or considerations
raised in this staff-prepared bulletin.
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Figure 1: RMB Depreciates against the U.S. Dollar, September 2021-September 2022
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Note: China maintains a “managed float” in which the government plays a fundamental role in setting the exchange rate. Specifically, the
PBOC establishes a daily trading midpoint, called the central parity rate, and permits the RMB to fluctuate within a 2 percent intraday band
from that point. In attempt to reduce RMB depreciation, the PBOC may set the central parity rate to value the RMB stronger than market
expectations based on fundamentals and the previous day’s close value.

Source: China Foreign Exchange Trading Center via CEIC database.

U.S. Policy: New Executive Order Refines Investment Screening Process

A new executive order (EO) outlining how agencies should screen inbound foreign investment will likely
increase scrutiny of prospective Chinese transactions. On September 15, 2022, the Biden Administration
released an EO that codified specific elements of national security that the Committee on Foreign Investment in the
United States (CFIUS) must include in its review process. This is the first time in the committee’s five-decade
history that an EO has explicitly addressed the CFIUS process. Among other guidance, the EO directs CFIUS to
consider the national security impact of prospective transactions in the context of overall foreign investment in a
given sector.’ In particular, the EO emphasizes reviewing incremental investments that might contribute, part by
party, to ceding key technological capabilities to a potential adversary, even if an individual case appeared not to
present a threat by itself. Examining aggregate trends in a sector could help address systemic vulnerability from
incremental patterns of Chinese acquisitions, such as those related to China’s military-civil fusion strategy.” ¢

The EO also included an explicit list of technologies considered fundamental to national security, many of
which are also in strategic areas susceptible to Chinese intellectual property (IP) theft and cyberespionage.’
Aside from aggregate trends in investment, the EO identified four areas for CFIUS to consider when assessing
transactions: (1) the impact on the resilience of critical U.S. supply chains; (2) the effect on U.S. technological
leadership in key areas; (3) cybersecurity risks; and (4) risks to sensitive U.S. data.® While the EO does not expand
existing CFIUS authorities, outside observers speculate that implementing the new EO would likely increase the
scope of transactions CFIUS sought to review.’ Senior Administration officials note that CFIUS had already been
incorporating these national security concerns into its review process, however, and the order was intended not only
to codify existing practice but also to send “a very clear message, a public message, to the private sector on the
process and better inform private sector stakeholders and firms.”!°

* For more on China’s military-industrial complex and its evolving technology acquisition strategy, see U.S.-China Economic and Security
Review Commission, Chapter 2, Section 4, “U.S.-China Financial Connectivity and Risks to U.S. National Security,” in 2021 Annual
Report to Congress, November 2021.
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Property Sector Becomes Latest State-Funded Bailout

Numerous local governments and financial institutions across China have launched bailout schemes for
China’s embattled property sector. The funds primarily seek to complete a backlog of presold but unfinished
housing units, as cash-strapped property developers have missed delivery deadlines and a growing number of
mortgagees have halted payments in protest. S&P estimates that developers have paused construction on some two
million units due to funding gaps of $98 billion to $112 billion (renminbi [RMB] 700 billion to 800 billion), while
investment firm CLSA projects that local government bailout funds could collectively reach $501 billion with
central government support.!! In focusing on completing purchased units, the multipronged efforts stop short of
walking back Beijing’s informal restrictions on excess lending to the sector, which precipitated the slowdown in
construction after their introduction in late 2020.'> Resuming construction on stalled housing projects could cause
a moderate boost for China’s slowing economy but is unlikely to offset the broader decline in economic activity
related to property development, as land sales and new starts have fallen precipitously during 2022.'3

The property developer bailout schemes continue a pattern of government interventions to stabilize markets
by buying up nonstate assets, reinforcing an “implicit guarantee” the state will backstop risky investments.
Following China’s market crash starting in June 2015, two state-owned investment firms spent an estimated $273.7
billion (RMB 1.8 trillion) between June and November buying shares to prop up valuations, according to Goldman
Sachs.” '* Similarly, between July 2019 and April 2020, Chinese financial regulators and provincial governments
coordinated a series of acquisitions of at least six distressed regional banks by other state financial institutions and
state-owned enterprises in which no creditors to the banks suffered losses.” !> China’s government had
experimented with instilling market discipline earlier in 2019, forcing creditors to Baoshang Bank to accept up to
30 percent losses after it took over the failing bank in May.!® It quickly walked back the experiment after short-
term borrowing costs shot up for other regional banks with less than stellar credit ratings.* !’

Development Finance: China, Ecuador Reach Debt Restructuring Deal

On September 19, the Ecuadorian government announced it had reached a deal to restructure $4.4 billion in
debt owed to China.'® The deal reduces debt payments over the next three years to China Development Bank and
the Export-Import Bank of China by $745 million and $680 million, respectively, providing Ecuador’s government
with more fiscal leeway to increase social spending in response to protests over rising food and fuel prices earlier
this year.!® As is typical with Chinese debt relief, however, the deal does not reduce the overall amount due to
China. Rather, the maturities of loans to China Development Bank and the Export-Import Bank of China have been
extended to 2027 and 2032, respectively.?’

The debt restructuring comes at a time when many countries borrowing from China have come under
increasing debt pressure. In addition to the deal with Ecuador, the Chinese government is negotiating debt relief
talks with other countries, including Zambia and Sri Lanka.?! According to economists Sebastian Horn, Carmen
Reinhart, and Christoph Trebesch, 60 percent of China’s cumulative overseas lending as of 2022 is to countries in

* These two firms are China Securities Finance Corp., a lender under China Securities Regulatory Commission, and Central Huijin
Investment, the domestic investment arm of China’s sovereign wealth fund. Both form the core of China’s “national team,” a group of
shareholding firms that buy stocks to shore up share prices. For more on state intervention in the stock market, see Chapter 2, Section 3:
“The Chinese Government’s Evolving Control of the Nonstate Sector” in U.S.-China Economic and Security Review Commission, 2021
Annual Report to Congress, November 17,2021, 223-224. https://www.uscc.gov/sites/default/files/2021-11/Chapter 2 Section 3--
Chinese_Governments_Evolving_Control _of the Nonstate Sector.pdf, Shen Hong, “The Quiet Side of Market Intervention,” Wall
Street Journal, January 13, 2016. https://www.wsj.com/articles/chinas-national-team-plays-defense-when-stocks-decline-1452686207.

T These banks included Bank of Jilin, Bank of Jinzhou, Hengfeng Bank, Harbin Bank, Chengdu Rural Commercial Bank, and Bank of
Gansu. Chapter 2, Section 2: “Vulnerabilities in China’s Financial System and Risks for the United States” in U.S.-China Economic and
Security Review Commission, 2020 Annual Report to Congress, December 1, 2020, 278-279.
https://'www.uscc.gov/sites/default/files/2020-12/Chapter 2 Section 2--

Vulnerabilities_in_Chinas_Financial System_and Risks _for _the United States.pdf.

 For more on implicit guarantees in China’s banking sector, see Chapter 2, Section 2: “Vulnerabilities in China’s Financial System and
Risks for the United States” in U.S.-China Economic and Security Review Commission, 2020 Annual Report to Congress, December 1,
2020, 253-254. https://www.uscc.gov/sites/default/files/2020-12/Chapter 2 Section_2--

Vulnerabilities_in_Chinas_Financial System_and_Risks for the United States.pdf.
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distress,” compared to approximately 5 percent in 2010 (see Figure 2).2? Difficult economic conditions in many
developing countries, as well as slowing economic growth in China, have led policymakers in Beijing to reconsider
the scope of China’s Belt and Road Initiative. According to a recent report by the Wall Street Journal, policymakers
in China have been discussing a “Belt and Road 2.0” with more stringent lending standards.?

Figure 2: Share of Chinese Lending to Borrowers in Distress, 2000-2022

70% A

Red line:

Share of cumulative Chinese loan ) )
60% claims to borrowers in distress, Russia-Ukraine

i.e. Chinese claims on War

o - countries in arrears to China \
50% 1 - countries restructuring debt with China

- countries participating in DSSI & Common Framework
- countries at war

40% A
Covid

Pandemic
30% - i

20% - Venezuela

Ty

10% A

In pct of China's overseas lending portfolio

0% T T T T T T T T T T T
2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022

Source: Sebastian Horn, Carmen Reinhart, and Christoph Trebesch, “China’s Overseas Lending and the War in Ukraine,” VoxEU, April
11, 2022. https://cepr.org/voxeu/columns/chinas-overseas-lending-and-war-ukraine.

Energy: China’s Weak Energy Demand Eases Global Prices, for Now

China has reduced imports of oil, natural gas, and coal as its COVID-restrictions and economic slowdown
have weakened energy demand. Across the board, China’s major energy users have eased consumption in 2022:
the energy-intensive construction sector has used far less power due to the slump in the property market; sporadic
factory closures and stalled operations mandated by Zero-COVID policies have softened demand for industrial
power; and travel restrictions have lowered fuel consumption from transportation.?* With elevated global energy
prices, China has substituted domestic coal for energy imports, aided by efforts to ramp up domestic coal-fired
power plant development and coal mining® after a shortage caused rolling blackouts in 2021.%

* The study defines “borrowers in distress” as countries that are at war, in arrears to China, restructuring debt with China, or participating in
the Debt Service Suspension Initiative or G20 Common Framework. The Debt Service Suspension Initiative is a debt-deferral program
established by the World Bank, International Monetary Fund, and G20 in 2020 in the wake of the COVID-19 pandemic. The Common
Framework, launched by the G20, aims to provide further debt relief beyond the debt deferrals in the Debt Service Suspension Initiative.
Sebastian Horn, Carmen Reinhart, and Christoph Trebesch, “China’s Overseas Lending and the War in Ukraine,” VoxEU, April 11,
2022. https://cepr.org/voxeu/columns/chinas-overseas-lending-and-war-ukraine; World Bank, “Debt Service Suspension Initiative,”
March 10, 2022. https://www.worldbank.org/en/topic/debt/brief/covid- 19-debt-service-suspension-initiative; Chris Suckling, “The G20’s
Common Framework,” THS Markit, March 16, 2021. https://ihsmarkit.com/research-analysis/g20s-common-framework.html.

T China continues to construct coal-fired power plants and coal mines domestically, thereby locking in coal-based infrastructure for years to
come despite its climate targets, which include reaching peak carbon emissions by 2030 and achieving net zero carbon emissions by
2060. In 2022, China accounted for 52 percent of globally operational coal-fired power capacity and 66 percent of newly announced and
permitted coal projects. China has also increased its support for domestic coal mining to feed its growing coal-fired power fleet, with
domestic coal production reaching a new peak in March 2022 at 395.79 million tons. Global Energy Monitor, “Coal-Fired Power
Capacity by Country (MW),” Global Coal Plant Tracker, July 2022. https://globalenergymonitor.org/projects/global-coal-plant-
tracker/summary-tables/; China’s National Bureau of Statistics via CEIC Database.
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Table 1: China’s Fossil Fuel Imports Declined in 2022

Fossil Fuel YoY Change by Volume: January to August 2022
Liquified Natural Gas -10.9 percent
Crude Oil -15.2 percent
Coal -4.7 percent

Source: Various.?®

China’s major petrochemical companies have also turned to exporting stockpiles of liquified natural gas
(LNG), which have been boosted by discount purchases from Russia.”” Russian LNG imports between April
and July have increased 50 percent over the same period in 2021 as European countries scaled back purchases from
Russia.?® With an increase in LNG imports from Russia, China has reexported LNG from terminals for receiving
seaborne LNG imports from countries, including the United States, Australia, and Malaysia, which have long-term
contracts to export LNG to China.?” China’s exports of LNG for the first eight months of a year reached an all-time
high, amounting to $454 million through August 2022.° According to multiple media reports, China’s Ministry of
Commerce increased the export quota for petroleum products to 15 million tons, which could precipitate a sharp
increase in Chinese refined fuel sales to the rest of the world in the colder winter months.3!

Subdued Chinese energy demand and China’s rising LNG exports may ease pressure on global energy prices,
provided China’s economic slump continues. Though insufficient to offset the drop in European LNG imports
from Russia, Chinese LNG exports to Europe have mitigated surging energy prices.” U.S. LNG exporters have also
been redirecting exports to Europe as Chinese demand softened in 2022.3? The trend may reverse, however, if China
increases its LNG imports sharply due to a cold winter or its economy picks up in 2023.%* At a meeting of the Oil
and Petroleum Exporting Countries (OPEC) on October 4, 2022, Saudi Aramco’s CEO Amin Nasser stated that oil
producers are producing near maximum levels and cautioned that “if China opens up [from its Zero-COVID
strategy] a little bit you will find out that spare capacity will be eroded completely.”3*

* LNG prices surged due to (1) the EU’s efforts to cut dependency on Russian gas producers; (2) Russia restricting gas flows through the
Nord Stream 1 Pipeline; and (3) most recently, the damage to the Nord Stream pipelines in late September. These challenges
compounded high energy prices due to supply chain disruptions and high shipping costs from the pandemic. Ann Koh and Chloe Lo,
“Global Gas Scramble Intensifies after Europe Pipeline Blasts,” Bloomberg, September 28, 2022.
https://www.bloomberg.com/news/articles/2022-09-28/global-gas-scramble-to-intensify-after-european-pipeline-blasts; European
Commission, REPowerEU: A Plan to Rapidly Reduce Dependence on Russian Fossil Fuels and Fast Forward the Green Transition,
May 18, 2022. https://ec.europa.eu/commission/presscorner/detail/en/IP_22 3131; Max Seddon, David Sheppard, and Henry Foy,
“Russia Switches Off Europe’s Main Gas Pipeline until Sanctions Are Lifted,” Financial Times, September 5, 2022.
https://www.ft.com/content/2624ccOf-57b9-4142-8bc1-4141833a73dd.
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