2024
REPORT TO CONGRESS

of the

U.S.-CHINA ECONOMIC AND
SECURITY REVIEW COMMISSION

ONE HUNDRED EIGHTEENTH CONGRESS
SECOND SESSION

NOVEMBER 2024

Printed for the use of the
U.S.-China Economic and Security Review Commission
Available online at: www.USCC.gov



http://www.uscc.gov




2024
REPORT TO CONGRESS

of the

U.S.-CHINA ECONOMIC AND
SECURITY REVIEW COMMISSION

ONE HUNDRED EIGHTEENTH CONGRESS
SECOND SESSION

NOVEMBER 2024

Printed for the use of the
U.S.-China Economic and Security Review Commission
Available online at: www.USCC.gov

U.S. GOVERNMENT PUBLISHING OFFICE
WASHINGTON : 2024

For sale by the Superintendent of Documents, U.S. Government Publishing Office
Internet: bookstore.gpo.gov Phone: toll free (866) 512—-1800; DC area (202) 512-1800
Fax: (202) 512-2104 Mail: Stop IDCC, Washington, DC 20402-0001



http://www.uscc.gov
http://bookstore.gpo.gov

U.S.-CHINA ECONOMIC AND SECURITY REVIEW COMMISSION

ROBIN CLEVELAND, Chairman
REVA PRICE, Vice Chair

COMMISSIONERS
AARON FRIEDBERG LELAND R. MILLER
KIMBERLY T. GLAS Hon. RANDALL SCHRIVER
Hon. CARTE P. GOODWIN CLIFF SIMS
JACOB HELBERG Hon. JONATHAN N. STIVERS
MICHAEL KUIKEN MICHAEL R. WESSEL

MICHAEL CASTELLANO, Executive Director
CHRISTOPHER P. FIORAVANTE, Deputy Executive Director

The Commission was created on October 30, 2000 by the Floyd D. Spence Na-
tional Defense Authorization Act for Fiscal Year 2001, Pub. L. No. 106-398
(codified at 22 U.S.C. §7002), as amended by: The Treasury and General
Government Appropriations Act, 2002, Pub. L. No. 107-67 (Nov. 12, 2001)
(regarding employment status of staff and changing annual report due date
from March to June); The Consolidated Appropriations Resolution, 2003,
Pub. L. No. 108-7 (Feb. 20, 2003) (regarding Commission name change,
terms of Commissioners, and responsibilities of the Commission); The Sci-
ence, State, Justice, Commerce, and Related Agencies Appropriations Act,
2006, Pub. L. No. 109-108 (Nov. 22, 2005) (regarding responsibilities of the
Commission and applicability of FACA); The Consolidated Appropriations
Act, 2008, Pub. L. No. 110-161 (Dec. 26, 2007) (regarding submission of
accounting reports; printing and binding; compensation for the executive
director; changing annual report due date from June to December; and
travel by members of the Commission and its staff); The Carl Levin and
Howard P. “Buck” McKeon National Defense Authorization Act for Fiscal
Year 2015, Pub. L. No. 113-291 (Dec. 19, 2014) (regarding responsibilities of
the Commission); Pub. L. No. 117-286 (Dec. 27, 2022) (technical amendment).

The Commission’s full charter and statutory mandate are available online at:
www.USCC.gov/charter.

(11)


http://www.uscc.gov/about/uscc-charter

U.S.-CHINA ECONOMIC AND SECURITY REVIEW COMMISSION

NOVEMBER 19, 2024

The Honorable Patty Murray

President Pro Tempore of the U.S. Senate, Washington, DC 20510
The Honorable Mike Johnson

Speaker of the U.S. House of Representatives, Washington, DC 20510

DEAR SENATOR MURRAY AND SPEAKER JOHNSON:

On behalf of the U.S.-China Economic and Security Review Com-
mission, we are pleased to transmit the Commission’s 2024 Annual
Report to Congress. This Report responds to our mandate “to moni-
tor, investigate, and report to Congress on the national security im-
plications of the bilateral trade and economic relationship between
the United States and the People’s Republic of China.” The Com-
mission reached a broad and bipartisan consensus on the contents
of this Report, with all 12 members voting unanimously to approve
and submit it to Congress.

In accordance with our mandate, this Report, which is current as
of October 11, 2024, includes the results and recommendations of
our hearings, research, and review of the areas identified by Con-
gress in our mandate, as defined in Public Law No. 106-398 (Octo-
ber 30, 2000) and amended by Public Laws No. 107-67 (November
12, 2001), No. 108-7 (February 20, 2003), 109-108 (November 22,
2005), No. 110-161 (December 26, 2007), No. 113-291 (December
19, 2014), and No. 117-286 (December 27, 2022). The Commission’s
charter, which includes the 11 directed research areas of our man-
date, is included as Appendix I of the Report.

The Commission conducted six public hearings, taking testimony
from 59 expert witnesses from government, the private sector, aca-
demia, think tanks, research institutions, and other backgrounds.
For each of these hearings, the Commission produced a transcript
(posted on our website at www.USCC.gov). This year’s hearings in-
cluded:

e Current and Emerging Technologies in U.S.-China Economic
and National Security Competition;

e Consumer Products from China: Safety, Regulations, and Sup-
ply Chains;

e China’s Evolving Counter Intervention Capabilities and Impli-
cations for the United States and Indo-Pacific Allies and Part-
ners;

¢ China and the Middle East;

e Key Economic Strategies for Leveling the U.S.-China Playing
Field: Trade, Investment, and Technology; and

e China’s Stockpiling and Mobilization Measures for Competition
and Conflict.

The Commission received a number of briefings, both unclassified
and classified, by executive branch agencies, the intelligence com-
munity, foreign government officials, and U.S. and foreign nongov-
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ernmental experts on topics such as Europe’s views on China, the
impact of Article 23 on Hong Kong, Taiwan’s priorities under the
new Lai Administration, the climate for U.S. businesses in Hong
Kong, China’s overhead surveillance capabilities, and U.S.-China re-
lations. The Commission includes key insights gained through these
briefings either in its unclassified Annual Report or, as appropriate,
in a classified annex to that Report.

The Commission conducted official fact-finding travel this year to
Taiwan and Japan to hear and discuss regional perspectives on the
United States’ relations with China as well as trans-Pacific coopera-
tion. In these visits, the Commission delegation met with U.S. diplo-
mats, foreign government officials, business representatives, academ-
ics, journalists, and other experts. In Taiwan, Commissioners were
received by President Lai Ching-te and discussed the importance of
strong U.S.-Taiwan relations in the face of China’s increasing coer-
cive activities. The Commission also conducted official fact-finding
travel to U.S. Indo-Pacific Command, U.S. Central Command, and
U.S. Special Operations Command to hear their insights on the ef-
forts our military is undertaking to counter challenges presented by
China. The Commission also relied substantially on the work of our
excellent professional staff (see Appendix IV) in accordance with our
mandate (see Appendix I).

The Report includes 32 recommendations for congressional con-
sideration. The Commissioners agreed that ten of these recommen-
dations, which appear on page 27, are the most important for
congressional action. The complete list of recommendations appears
on page 733 at the conclusion of the Report.

We offer this Report to Congress in the hope that it will be useful
in helping guide policies for the U.S.-China relationship that ad-
vance American interests and values. Thank you for the opportunity
to serve. We look forward to continuing to work with Members of
Congress in the upcoming year to address issues of concern in the
U.S.-China relationship.

Sincerely,
%W /)zwe_ D§ 5 >,
Robin Cleveland Reva Price

Chairman Vice Chair
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INTRODUCTION

In 2024, under the leadership of General Secretary Xi Jinping,
the Chinese Communist Party (CCP) continued to pursue a technol-
ogy-focused strategy to drive rapid military modernization, expand
internal political surveillance and suppression of dissent, and assert
China’s political and economic agenda in the international arena.
At the same time, amid a domestic property market collapse, weak
consumer demand, and rising debt and employment challenges, the
Party leadership has aggressively continued to advance its econom-
ic, political, and security goals through non-market practices. Xi
clearly has calculated that these approaches are not only paramount
in defining his leadership and claiming China’s global role, but are
also essential to addressing its endemic economic weaknesses and
further tightening the Party’s grip on the economy and society. The
centralized top-down approach is reminiscent of Mao-era authori-
tarianism. With few remaining avenues for dissent and a political
system that demands absolute loyalty to the individual leader, it has
become unlikely that anyone could dissuade Xi should he decide to
take actions that risk igniting a catastrophic conflict.

The CCP’s efforts to consolidate economic control are evident in
numerous ways: its systematic restriction of access to national fi-
nancial and economic data as well as basic corporate data necessary
for due diligence and safety controls, security threats to foreigners
engaged in business in China, persistent pressure on foreign gov-
ernment partners to conduct trade in renminbi, and the concentra-
tion of resources and support for state-owned enterprises (SOEs).
Although Xi has consistently emphasized the importance of small
and medium-sized enterprises in providing jobs and accelerating in-
novation, the data show that the CCP’s post-COVID policies have
strengthened the position of SOEs. From June 2021 to June 2024,
of the top 100 firms listed on Chinese exchanges, SOEs’ share of
aggregate market capitalization grew to 54 percent, rising from $2.7
trillion to $3.2 trillion. Over the same period, non-public enterprises’
share of market capitalization dropped to 33 percent and aggregate
revenue stagnated. While the increased flow of resources into SOEs
may serve the Party’s short-term interests, other challenges remain.
In the past two years, Chinese universities have graduated record
levels of students who are finding the market offers jobs they do not
want or needs skills they do not have.

Ignoring the advice of many of his own economists and financial
leaders, Xi has taken limited steps to open markets and boost con-
sumer spending and confidence. Instead, China is reinforcing its
longstanding, market-distorting approach of massive subsidies to
targeted industries, this time focusing on high-tech manufacturing
in order to unleash “new quality productive forces” and generate
more earnings through its exports and traditional dumping ap-
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proaches. Designed to strengthen self-sufficiency and achieve global
dominance in key sectors—including but not limited to advanced
and legacy semiconductor chips, aviation, advanced batteries, robot-
ics, and artificial intelligence—China’s strategy is also intended to
integrate it more deeply into global supply chains and continue to
increase every other country’s dependence on it for a wide array of
goods and materials. As the United States and its partners move to
further curb access to military and dual-use technologies and ad-
dress China’s blatant disregard for global norms and international
agreements, China is shifting production overseas to circumvent re-
strictions while expanding its own access to critical minerals, mar-
kets, key enabling technologies and tools, and labor. Because its sub-
sidized goods undercut foreign competitors, China’s approach comes
at the expense of both advanced and emerging economies.

In 2024, the United States, Canada, and the EU have increased
efforts to review both incoming and outgoing investment flows,
strengthen trade investigation and enforcement actions, and ap-
ply export controls and sanctions. The intensification of recent ef-
forts reflects rising concern with Chinese predatory and debt-trap
practices and control of resources essential to our defense capabil-
ities, along with expansion of China’s dominance in multiple mar-
ket sectors. Countries in Asia, Africa, and Latin America have also
launched trade remedy investigations and imposed new tariffs on
Chinese imports. Nevertheless, these responses have been largely
uncoordinated as individual countries and international institutions
struggle to address the scale of China’s economy, its integration into
global supply chains, and its defiance of WTO and other internation-
al agreements and norms.

China has sought to strengthen its international position through
bilateral coercion to secure economic, trade, and security agree-
ments with select countries and by manipulating international and
regional institutions to win collective support of China’s policy po-
sitions. Of importance is China’s aggressive and coercive effort to
convince other countries to adopt statements endorsing its positions
on Taiwan, Tibet, Xinjiang, and more. At the recent triennial Forum
on China-Africa Cooperation, representatives of 53 of the 55 African
members adopted a declaration pledging to support “all efforts” by
China to “reunify” with Taiwan. According to the Chinese Loans to
Africa database released by the Boston University Global Develop-
ment Policy Center, at least 49 of the 53 signatories have received
loan commitments from China or Chinese lenders.

China’s quest for “multipolarization” aims to create a world in
which the United States and its democratic allies are weakened and
constrained, while states such as China, Russia, Iran, and North Ko-
rea have free rein to threaten their neighbors and defy any notion of
universally agreed-upon norms or a rules-based international order.
In 2024, NATO issued its strongest criticism of China to date, la-
beling it a “decisive enabler” of Russia’s war in Ukraine. China con-
tinues to provide substantial support for Russia’s war of aggression
against Ukraine by exporting vital dual-use goods that power Rus-
sia’s military while shielding Russia’s economy from international
sanctions. Similarly, with respect to Iran, China’s oil purchases
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equate to about 90 percent of that country’s government budget, en-
abling Tehran to finance terrorist groups and other regional proxies.

In the Indo-Pacific, China’s aggressive actions have expanded. In
addition to launching its first intercontinental ballistic missile test
into the South Pacific in more than 40 years, China has engaged in
large-scale military exercises around Taiwan that for the first time
involved the China Coast Guard. It has pursued violent actions in
contravention of international law against Philippine vessels in an
attempt to block the resupply to Second Thomas Shoal in the Phil-
ippines’ exclusive economic zone. It has also increased the tempo of
incursions, the weapons onboard, and the number of ships entering
waters around the Japanese-administered Senkaku Islands in the
East China Sea. These actions are part of a troubling and persistent
trend of escalation of pressure with the goal of asserting China’s
claim of authority and control across the region. China’s approach
has strengthened U.S. efforts to enhance security cooperation and
base access arrangements with allies and partners in the region.

As China continues to pursue its goal of displacing the United
States as the leading global power, Xi’s consolidation of personal
authority has increased the risk of miscalculation and conflict. Xi
has attempted to compensate for China’s poor economic performance
by further strengthening his grip over the Party and the Party’s grip
over government, the military, and society. Xi continued to purge
high-level officials from the national security establishment and im-
posed stricter disciplinary measures on rank-and-file Party mem-
bers. In Hong Kong, through the imposition of a new national se-
curity ordinance, China has further quashed the city’s once vibrant
civil society and increased the Mainland’s control.

Looking forward to 2025, even as China’s economy falters, the
CCP will continue to pursue its geopolitical ambitions, strengthen
the Party-state, attempt to “sanctions proof” its financial position,
and reduce Western leverage in the event of a conflict. A clearly co-
ordinated, U.S.-led effort to build a coalition of like-minded countries
and more closely align trade and investment policies is an essen-
tial step in responding to China’s ambitions. The United States will
need to strengthen work with allies and partners to build consensus
domestically and internationally on the full range of policies needed
to defend our shared interests and values from the threat posed by
China and its partners as they seek to increase their power, extend
their reach, and reshape global norms to reflect the interests of their
authoritarian regimes.






EXECUTIVE SUMMARY

Part I: The Year in Review

Chapter 1: U.S.-China Economic and Trade Relations (Year
in Review)

China’s economy grew in 2024, albeit at a much slower pace than
it did pre-pandemic. Chinese officials have introduced stimulus mea-
sures throughout the year, including a series of announcements in
September and October that will likely provide a short-term boost
to economic growth. While the latest stimulus round has the po-
tential to be among the largest China has passed to deal with the
current crisis, the measures are insufficient in scale compared to
the scope of China’s economic challenges, and their long-term im-
pact is questionable. The fallout from the property sector collapse
continues to be China’s largest domestic economic headwind and
a source of weakness for local government finances and consumer
spending. Officials remain focused on mitigating systemic economic
risks and achieving a controlled deflation of the property bubble
rather than reversing the sector’s decline. Although Chinese policy-
makers have repeatedly stated their intention to increase the contri-
butions of services and consumption to economic growth, in reality,
China has doubled down on a variant of its traditional manufactur-
ing and export model. China has increased government subsidies
and targeted supply-side stimulus toward favored industries, espe-
cially those involving advanced technology. The Chinese Communist
Party’s (CCP’s) prioritization of supply-side policies aims to further
strengthen China’s manufacturing base and increase its self-suffi-
ciency while simultaneously increasing Party-state control over do-
mestic capital allocation and global supply chains and increasing
dependency by other nations. While this strategy has led to China’s
emergence as a leader in the manufacture and export of goods such
as solar panels and electric vehicles (EVs), China’s export of ex-
cess capacity is leading to increasingly aggressive pushback from
China’s major trading partners and the imposition of tariffs by the
United States, the EU, and others. Meanwhile, uncertainty over Chi-
na’s economy and heightened geopolitical tensions have weighed on
investment in China. A shift in U.S. imports toward Mexico, Viet-
nam, and other economies suggests that a broader diversification
of trade away from China may be emerging. Due to the deliberate
restructuring of supply chains to avoid U.S. tariffs, many imports
from third countries still contain parts and materials that originate
in China.

China intensified its economic statecraft with the rest of the world
as it seeks to promote its alternative frameworks for economic de-
velopment and cooperation. In defiance of the U.S.-led sanctions re-
gime, China continues to offer material support to Russia, acting
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opportunistically to win energy concessions and promote alterna-
tive payment systems. Meanwhile, China has retooled its flagship
Belt and Road Initiative to limit its exposure to default risks. It is
again increasing lending throughout the developing world, though
this time mainly in the form of emergency rescue loans to bail out
indebted countries rather than fund new infrastructure projects. As
advanced economies implement tariffs, China is shifting exports of
manufactured goods to emerging economies, enlarging its bilateral
trade surpluses across the developing world. Concerned about the
impact of rising Chinese imports on their own prospects for develop-
ment, some emerging economies have launched trade investigations
or imposed tariffs to protect domestic industries.

Key Findings

e Chinese authorities have reasserted and expanded control over
the economy centrally, regionally, and locally. General Secretary
of the CCP Xi Jinping’s vision for future economic growth in
China is politically driven and differs from Western economic
orthodoxy.

e The continuing slowdown in economic expansion has led to
greater reliance on specific growth drivers, allocating capital to
those targeted sectors and exporting excess capacity to sustain
growth.

e China continues to rely on manufacturing and exports to drive
growth while also trying to move up the value chain to pro-
duce and export high-technology goods. This growth strategy
assumes the rest of the world will continue to absorb China’s
excess capacity at the expense of their own domestic manufac-
turing and technology sectors.

e China has pivoted from an emphasis on aggregate gross domes-
tic product growth to a strategy that targets “higher quality”
production in emerging technologies. China hopes that becom-
ing a dominant producer of high-tech goods will allow it to side-
step systemic economic problems and enhance its overall global
economic position and national power.

e Substantial risks remain in the property sector, which have al-
ready had serious ramifications for the Chinese economy. The
CCP introduced new support measures for the property sector
in 2024 and helped local government financing vehicles refi-
nance maturing debt. However, the scale of unfinished housing
and the large amount of local and regional government debt
far exceeds the amount of capital allocated for financial sup-
port. These issues may weigh down economic performance in
the near future as households await delivery of apartments for
which they have made substantial down payments and develop-
er bond defaults reverberate through the financial sector.

e While Chinese data measuring youth unemployment have
shown recent improvement, China’s college-educated youth are
growing more pessimistic about their personal financial sit-
uation as they continue to enter a workforce that prioritizes
manufacturing jobs they do not want and focuses on skills they
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do not have. A combination of slowing growth post-pandemic
and targeted policy crackdowns have weakened some consumer
technologies and other service sectors that previously employed
a large majority of youths. To the extent that the CCP’s societal
legitimacy is based on delivering economic growth and opportu-
nity, the increase in youth unemployment has called that into
question.

e The CCP has directed state-owned banks and asset managers
to intervene to prop up the stock market and issue credit to
state-owned enterprises (SOEs) and regional and local govern-
ments on favorable terms. As long as these measures remain a
common practice, Chinese households will remain skeptical of
passive long-term domestic investment opportunities as a way
to generate wealth, forcing them to save a larger share of their
income. Uncertainty regarding Chinese investment opportuni-
ties dampens China’s attempts to bolster consumption.

Chapter 2: U.S.-China Security and Foreign Affairs (Year in
Review)

In 2024, China sought to mitigate internal and external risks
by exercising a combination of coercive and persuasive strategies
abroad and continuing to tighten political control at home. Inter-
nationally, China attempted to promote itself as the world leader
best positioned to solve and prevent conflicts, represent low- and
middle-income countries, and promote economic growth while also
making it clear that it opposed U.S. policies and alliance relation-
ships. In its diplomacy with the United States, China sought to use
the promise of bilateral dialogues on narrow areas of common in-
terest to derail what it perceives as the United States’ policy of
strategic competition. It also aimed to tighten ties with Europe and
encourage divisions within the transatlantic alliance but continued
to undermine its own credibility through its intensifying economic,
military, diplomatic, and political support for Russia. At the same
time, China is increasingly providing support and resources to coun-
tries involved in military operations against Western allies. China
has turned a blind eye as Iran and North Korea act in ways that
undermine global stability, and it has demonstrated willingness to
exploit tensions in the Middle East for geopolitical gain. Overall,
China reacted to other countries’ efforts to protect their economic
and physical security by portraying them as hostile, exclusionary,
and destabilizing. In the case of the South China Sea, China re-
sorted to more dangerous, violent actions. China also expanded its
campaign to persuade Pacific Island states to adopt Beijing’s pre-
ferred policies on a range of issues and intensified its longstand-
ing diplomatic efforts in Africa, Latin America, and the Caribbean.
Despite the willingness of some governments to deepen cooperation
with Beijing in various domains, many other countries remained
deeply skeptical of China’s intentions and proposals.

Domestically, the year saw a further consolidation of the CCP’s
control over the state bureaucracy and a continued concentration
of power within the Party into the hands of General Secretary Xi.
To combat persistent problems of corruption and fears of political
disloyalty, Xi and a small circle of top leaders tightened their grip
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on the Party rank and file while continuing to unseat and in some
cases disappear high-ranking figures across the government and
military. Meanwhile, the CCP increased emphasis on “political dis-
cipline” across Party ranks and introduced new Party loyalty tests,
including potential removal from internal Party positions for simple
acts like “privately reading, browsing, and listening to newspapers,
books, audio-visual products, electronic reading materials, and on-
line materials with serious political problems.” In 2024, the People’s
Liberation Army (PLA) also announced a major reorganization that
elevated the importance of space, cyber, and information capabilities
and created three new forces under the more direct control of the
top military leadership, led by Xi.

Key Findings

e As part of its efforts to solidify its control across the Party, state,
and military, in 2024 the CCP leadership introduced new mea-
sures on political discipline and anticorruption, targeting every-
one from low-ranking Party members to senior military officers.
From the top of the system, Xi delivered dire messages to Party
and military audiences on the severity of remaining problems,
revived some Maoist concepts and slogans, and emphasized the
importance of political loyalty and enduring hardship. China’s
leaders viewed enhanced domestic control as a key factor in
China’s ability to accomplish its domestic and international ob-
jectives.

e China continues to assert that the United States poses inten-
sifying strategic risk. Despite a bilateral agreement reached in
late 2023 to pursue limited cooperation on military communi-
cation, climate change, countering fentanyl and other drugs,
artificial intelligence (AI), and people-to-people ties, China has
continued its efforts to counter or weaken U.S. policies without
changing its own behavior. Fundamental divergences on issues
such as Taiwan and access to markets, capital, and technology
remain.

e In 2024, China accelerated efforts to build international support
from as many countries as possible—with a focus on the devel-
oping nations of what it calls the “Global South”—for China’s
claims to global leadership, its continuing efforts to isolate and
subjugate Taiwan, and its desired forms of economic coopera-
tion. At the same time, Beijing sought to portray actions taken
by the United States and many of its allies and partners to
protect their own interests and established global norms as un-
dermining the prospects for peace, stability, and prosperity and
the future of collective international progress led by China. (For
information on China’s activities in the Middle East in 2024,
see Chapter 5, “China and the Middle East.”)

¢ China and Russia committed to further deepening their joint
efforts against the United States. China has sustained its eco-
nomic, diplomatic, political, and material support for Russia’s
war effort in Ukraine. China also provided satellite imagery and
dual-use materials that Russia is using for the reconstitution
of its defense industry—such as weapons components, machine
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tools, and microelectronics—all while claiming to play a leading
role in advancing a political solution to the conflict. In exchange
for such support, Moscow has reportedly provided submarine,
aeronautic, and missile technologies to Beijing as defense coop-
eration between the two countries continues to strengthen.

e China sought to counteract a deteriorating strategic relation-
ship in Europe, using mainly positive rhetoric and promises of
deepened cooperation to persuade the EU and individual Euro-
pean countries to distance themselves from the United States
and abandon their efforts to de-risk relations with China. Xi
tried to reframe Europe’s economic dependencies on China as
the byproducts of a beneficial symbiosis, to downplay political
differences, and to emphasize supposed shared interests in the
creation of a more equal international system.

e China’s destabilizing behavior in the Indo-Pacific region contin-
ued. China’s naval and coast guard presence around the Japa-
nese-administered Senkaku Islands and flights near Japanese
airspace in the East China Sea represented a significant es-
calation from previous activity. In the South China Sea, Chi-
na’s aggressive behavior escalated to new levels in 2024 as the
China Coast Guard (CCQG) took increasingly aggressive, unsafe,
and even violent measures to attempt to block the Philippines,
a U.S. treaty ally, from exercising its lawful rights in its exclu-
sive economic zone (EEZ). China’s officials continued to leverage
lawfare tactics to attempt to normalize their efforts to impose
their will upon other countries in the region through coercive
and illegal actions, superior force, and numbers.

Part II: Technology and Consumer Product
Opportunities and Risks

Chapter 3: U.S.-China Competition in Emerging Technologies

The United States is locked in a long-term strategic competition
with China to shape the rapidly evolving global technological land-
scape. Innovation in emerging technologies could transform society,
create new industries, foster new dependencies, and alter the char-
acter of warfare. Whichever country secures a lead in key technol-
ogies—particularly those with first mover advantages—will tip the
balance of power in its favor and reap economic benefits far into
the 21st century. China under General Secretary Xi has recognized
the potential advantages of seizing the innovation “high ground” in
this competition and has aggressively designed, implemented, and
funded programs to dominate technologies of the future. In doing so,
Beijing hopes its efforts will underpin national rejuvenation, mak-
ing the country powerful, self-sufficient, and impervious to perceived
technological “containment” from the United States and its allies
and partners.

China has focused on developing emerging technologies such as Al,
quantum information science (QIS), biotechnology, and battery ener-
gy storage systems. The race for superior Al across industries relies
on successfully bringing together enabling technologies and building
blocks, including advanced chips, computing power, well-designed al-
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gorithmic models, and rich datasets for model training. While the
United States has a lead in most of these Al-related categories,
China is making rapid advancements and has demonstrated some
ability to innovate around U.S. and allied export controls. QIS is still
in its infancy, yet it may eventually spawn paradigm-shifting break-
throughs enabling computation and remote sensing at a speed and
scale heretofore impossible. Quantum breakthroughs could provide
technology capable of easily breaking existing encryption, ensuring
secure communications, solving complex computations rapidly and
at scale, and accelerated processing of military data to provide a
decisive edge on the battlefield. China is regarded by some experts
as leading in the subfield of quantum communications, while the
United States maintains a lead in quantum computing and quan-
tum sensing. In the field of biotechnology, China is quickly closing
the innovation gap with the United States in novel biopharmaceu-
tical, genomic, and new material applications. Moreover, Chinese
biopharma companies have expanded their footprint internationally
and become integral in U.S. drug development and bio-manufactur-
ing supply chains. Finally, due in large part to substantial and sus-
tained subsidies, Chinese companies have established a global lead
in battery energy storage systems. China has consolidated control
over much of the battery supply chain, from upstream mining and
processing of critical minerals to mid- and downstream production
of battery components and end products such as batteries for EVs.

China’s rapid progress in establishing itself as a leader in these
emerging and foundational technology fields raises a host of eco-
nomic and national security concerns for the United States, from
questions of dependence and economic leverage to potential threats
to U.S. military superiority. The United States has realized the im-
portance of technology competition with China and has significantly
altered the policy environment around key technologies, particularly
semiconductors, advanced computing, and clean energy. China faces
many challenges, including these U.S. policies, a faltering domestic
economy, and inefficiencies inherent in its state-directed innovation
system. However, despite these challenges, China’s rapid technolog-
ical progress threatens U.S. economic and military leadership and
may erode deterrence and stability in the Pacific as well as tip the
global balance of power.

Key Findings

e The CCP is prioritizing research in key emerging technology
areas such as Al, quantum technology, biotechnology, and bat-
teries with the goal of becoming a world leader in science and
technology. Xi is placing a bet that China’s investments in high-
tech industries will unleash “new quality productive forces,”
transcend an old growth model reliant on infrastructure and
lower-technology exports, and help China achieve its goal of
becoming a superpower in the 21st century. China’s focus on
emerging technologies is also motivated by its desire to attain
self-sufficiency in what its leaders describe as “chokepoint” tech-
nologies amid an international environment they perceive as
increasingly hostile and to better prepare for a potential conflict
with the United States over Taiwan or in other contingencies.
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e China’s state-centric approach and heavy investments in do-
mestic innovation reflect similar techno-nationalist initiatives
dating back to the Mao Zedong era. Under Xi, these efforts have
intensified as the Party has sought to impose tighter top-down
control in the innovation ecosystem to make breaking depen-
dencies on foreign technologies a focal point.

e The United States and China are neck-and-neck, with one being
ahead or behind depending on the specific critical and emerging
technology. On certain manufacturing-intensive technologies,
like advanced batteries and EVs, China’s various efforts have
enabled its companies to obtain a clear advantage.

e Artificial intelligence: China is making rapid advancements
and noteworthy investments in its Al capabilities. It is devel-
oping Al not only to advance China’s economic growth more
broadly but also for military applications, such as autonomous
unmanned systems, data processing, decision-making, and cog-
nitive warfare. Across key aspects of Al competition, however,
China is having mixed success.

o Advanced semiconductors: The United States and
like-minded countries currently have an advantage in the ad-
vanced semiconductors needed to power Al technologies. Chi-
na is aggressively working to address this deficit.

o Compute and cloud: The United States leads in total com-
pute and cloud, but several Chinese companies have notable
cloud capabilities. Further, the nature of cloud computing cre-
ates a heightened threat of “leakage” into China of advanced
compute capabilities located outside of China.

o AI models: The United States currently leads the world in
developing robust Al models, but China is pursuing numer-
ous government-led and ostensibly private efforts to develop
advanced Al models.

o Data: Data are critical to Al capabilities. Each country has
certain advantages in terms of collection, use, and availability
of data for AI systems. China understands the value of data
to Al and has taken active measures to increase the availabil-
ity of quality data within its Al ecosystem.

¢ Quantum technologies: Both the United States and China
are heavily funding research in quantum computing, sensing,
and communications, the three subdomains that together make
up QIS. While QIS is still in an early stage of development, it
will have significant competitive and military impacts if it be-
comes commercially viable. China’s Party-state drives quantum
research through support to a major state laboratory in Anhui
Province as well as a growing roster of state-backed startup
companies. China appears to be an early leader in quantum
communications, launching the world’s first quantum commu-
nications satellite and connecting two ground stations with
quantum key distribution. In other areas, China appears to be
lagging behind the United States, though its scientists have
claimed breakthroughs in cracking encrypted communications
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systems and developing advanced radar technology, claims that
are difficult to confirm.

¢ Biotechnology: Biotechnology is another key emerging technol-
ogy with the potential for transforming many industries. Chi-
na aims to use biotechnologies to make itself less dependent
on U.S. agriculture while embedding Chinese firms in U.S. food
production and supply chains in genomic, pharmaceutical, and
other biotechnologies. The major research and market presence
of Chinese genomic and biotech services companies in the Unit-
gd States gives these companies access to key technologies and
ata.

e Advanced batteries: China has attained a sizable advantage
at each stage of the battery supply chain, ushering in rapid
global market share increases for Chinese EV and battery mak-
ers. China’s near monopoly on battery manufacturing creates
dependencies for U.S. auto manufacturers reliant on upstream
suppliers as well as potential latent threats to U.S. critical in-
frastructure from the ongoing installation of Chinese-made bat-
tery energy storage systems throughout U.S. electrical grids and
backup systems for industrial users.

Chapter 4: Unsafe and Unregulated Chinese Consumer
Goods: Challenges in Enforcing Import Regulations and
Laws

The rapid escalation of e-commerce sales impedes U.S. efforts to
ensure the safety and regulatory compliance of consumer products
flooding the market from China. These new channels, combined with
China’s reinvigorated focus on export manufacturing as a pillar of
economic growth, mean that Chinese factories will remain major
suppliers across the consumer products space. Though the quality
of goods sourced from China has improved somewhat over the past
two decades as a result of increased due diligence and monitoring
on the factory floor, significant exceptions remain, and overall prod-
uct quality and safety still fall short of U.S. standards. Many Chi-
nese companies that disregard manufacturing best practices utilize
cross-border e-commerce channels to send products directly to con-
sumers under a de minimis exemption that provides duty-free entry
for small parcel shipments. A continually rising flood of small par-
cels at U.S. ports of entry compounds the difficulty of detecting po-
tentially risky products before they reach households and children.
Holding Chinese manufacturers and exporters accountable remains
challenging—if not virtually impossible—under the Xi regime. Ef-
forts by oversight agencies, including the U.S. Consumer Product
Safety Commission, to protect U.S. consumers have been hampered
by falsification of safety documents, the rise of small parcel ship-
ments, and lack of responsiveness from many Chinese exporters.
In the event that a Chinese made product causes injury or hazard,
U.S. regulatory agencies have no authority to unilaterally order an
immediate recall of the item, and often have limited other options
to protect consumers.

Accurate data on consumer product imports are crucial to enforce-
ment, but an increased number of Chinese exporters are seeking to
exploit loopholes in U.S. law and disguise the nature and/or origins
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of their imports to dodge higher tariffs on products from China. Du-
ty-free entry under de minimis provides a means for some Chinese
manufacturers to avoid China-specific tariffs. Unscrupulous Chinese
entities also take advantage of the import channel to funnel fentan-
yl-related materials into the North American market, fueling the
illicit supply of synthetic opioids in the United States. Other firms
employ a wide range of illegal and deceptive tactics to lower or evade
U.S. import duties. Trade misinvoicing and other U.S. customs viola-
tions have grown more widespread since 2018. Trade data indicate
that some countries have emerged as hubs for the transshipment of
goods and duty evasion through circumvention and related strate-
gies. It remains challenging, however, to quantify the full extent of
duty evasion, and it is likely that additional illicit activity has gone
undetected. These tactics create risks for the United States by ob-
scuring an import’s source country and factory, creating additional
challenges to stopping unsafe Chinese products from entering the
U.S. market. Moreover, China is home to the world’s largest counter-
feiting industry, harming not only U.S. businesses but also consum-
ers who face increased safety risks from shoddily made imitations.

Key Findings

e China aims to continue growing its manufacturing sector, lead-
ing to further industrial overcapacity and a surge in exports.
Chinese manufacturers have, in general, improved in quality
and reliability over the past decade, owing in part to increased
enforcement by Chinese authorities domestically and increased
due diligence by foreign firms. However, the scale and dyna-
mism of China’s manufacturing sector means regulators in the
United States struggle to respond to emergent product safety
issues. New online platforms and the multitude of third-party
e-commerce sellers and resellers compound these issues.

e U.S. regulators are overwhelmed by the volume of imports ar-
riving from China, and they are only able to inspect a small
fraction of imports, potentially leaving large numbers of unsafe
or illegal goods to enter the U.S. market daily.

e Unscrupulous China-based sellers lack the diligence, capacity,
and skill required to produce high-quality goods that meet U.S.
safety regulations, thus increasing U.S. consumers’ exposure to
risks stemming from unsafe, counterfeit, and poor-quality goods
from China. These deceptive tactics by Chinese producers are
particularly concerning in industries such as batteries and med-
ical products, where defective products pose potentially debili-
tating or deadly consequences.

e U.S. import regulators face significant challenges in monitoring
the growing volume of Chinese e-commerce shipments specifi-
cally, which typically enter under a de minimis exemption that
provides duty-free treatment for parcels valued under $800.
The growth of smaller, China-based sellers on U.S. e-commerce
sites and the rising popularity of Chinese e-commerce platforms
present a novel and growing risk to U.S. consumers and the
ability to enforce safety regulations and other laws. Insufficient
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data, personnel, and overwhelming volume mean these ship-
ments receive less scrutiny.

e Some Chinese companies have tried to circumvent normal U.S.
customs channels in response to tariffs and other U.S. laws.
Though the true scale of customs fraud is unknowable, some
actors are using illegal tactics such as transshipment, circum-
vention, and import undervaluation to evade paying customs
duties. These tactics worsen the information available to U.S.
agencies, increasing the challenge of identifying hazardous im-
ports.

Part III: Competition and Conflict

Chapter 5: China and the Middle East

The Middle East is a region of strategic importance to China due
to its energy resources, location astride key trade routes, and pos-
sible receptivity to Chinese efforts to construct an alternative, illib-
eral world order. As China has deepened its trade and investment
interests in the Middle East over the past decade, it has also built
a variety of diplomatic partnerships and sought to present itself as
a neutral arbiter of regional disputes while expanding its military
activity in the region. In the short run, China benefits from its re-
lationships in the Middle East focused on energy trade and secur-
ing infrastructure contracts for its SOEs. In the long term, Beijing
aims to expand market share for renewable energy and high-value
exports, gain supporters in its bid for global leadership, and poten-
tially establish new outposts capable of supporting its military for
increased power projection. China’s involvement in the Middle East
thus presents U.S. policymakers with an array of economic, norma-
tive, and geopolitical challenges.

Chinese engagement with the Middle East is selective and trans-
actional, focused on advancing its own interests; Beijing appears
to have little desire to play a significant role in advancing region-
al security or to meaningfully contribute to a resolution of ongoing
disputes, including the recent Israel-Hamas war. Instead, China ap-
pears content for the moment to free-ride on the U.S. and allied re-
gional security infrastructure—including most recently the defense
of maritime shipping from Houthi attacks—while blaming the Unit-
ed States for promoting instability. China also works to undermine
U.S. ties with key Middle Eastern partners while supporting adver-
sarial countries like Iran. China takes advantage of Iran’s interna-
tional isolation by purchasing nearly 90 percent of its exported oil at
a steep discount, generating revenue equivalent to about 90 percent
of Iran’s total government budget. Chinese companies are critical to
the development of Iran’s drone and ballistic missile programs, sup-
plying dual-use components that are utilized in unmanned aerial
vehicles used by Russia and the Houthis. Chinese strategists likely
also assess that the turmoil in the Middle East deflects a portion of
U.S. attention and resources away from the Indo-Pacific.

As the technology competition between the United States and
China has intensified, the Middle East is emerging as a key stake-
holder and potential conduit for Chinese end users to gain access
to leading-edge technology. Chinese technology companies have had
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market presence in the region for decades and are working to deploy
telecommunications equipment and other underlying technology in-
frastructure across the region in both wealthy and underdeveloped
countries. Emerging technologies like Al and advanced computing
play a central role in the ambitious national strategies of Gulf Coop-
eration Council countries as they seek to diversify their economies
away from reliance on fossil fuel. Countries like Saudi Arabia, the
United Arab Emirates, and Qatar have dedicated massive invest-
ment to build up domestic technology industry and innovation hubs.
The Middle East will be an important region for U.S.-China technol-
ogy competition, both in terms of partnerships and market access
and the effectiveness of technology controls by the United States,
its allies, and partners.

Key Findings

¢ China’s engagement with the Middle East has expanded during
General Secretary Xi’s tenure and is driven partly by deepen-
ing strategic rivalry with the United States. In contrast to the
Indo-Pacific, where China clearly seeks to displace the Unit-
ed States and consolidate a position as the dominant power,
the Middle East is a region Chinese leaders view as a source
of intractable security challenges and value primarily for its
resources and economic potential. While China does not have
the willingness and ability to replace the United States as a
major contributor to regional security, it is nonetheless eager
to instrumentalize the region in its efforts to construct a new,
illiberal world order at the United States’ expense. China offers
the region’s autocratic governments a vision of a new regional
security architecture under the Global Security Initiative and is
deepening its diplomatic relations with U.S. partners and adver-
saries alike to erode Washington’s influence.

¢ Beijing’s reaction to the Israel-Hamas war has illustrated both
the limits of its diplomatic influence in the Middle East and
its willingness to exploit regional tensions for geopolitical gain.
China has played no significant role in the U.S.- and Arab-facil-
itated negotiations between Israel and Hamas, having lost its
credibility as a neutral actor by refusing to directly condemn
the terrorist group for the October 7th attacks. It has not con-
tributed to coalition efforts to protect maritime shipping from
Houthi attacks, and in contravention of international maritime
law and norms it has declined to use its naval ships deployed
in the region to respond to distress signals from non-Chinese
vessels. Rather, Beijing has sought to appeal to Arab states and
burnish its image as the self-declared leader of what it calls the
“Global South” by portraying itself as an ardent supporter of
Palestinian national liberation and condemning Israel and the
United States as oppressors.

¢ China is the largest trading partner for many countries in the
region, with growth in total trade and direct investment be-
tween China and the Middle East outpacing that of China with
the rest of the world over the past five years. While China ben-
efits from infrastructure contracts and expanding market share
for its exports to the region, its principle economic objective re-
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mains securing steady flows of energy resources, with between
40 and 50 percent of China’s total imported energy coming from
the region.

e China and Iran have a similar interest in opposing the U.S.-
led rules-based international order, but the relationship is to
a large degree one of convenience. Just as it is using Russia’s
diplomatic isolation to extract favorable terms on energy deals,
China is opportunistically leveraging its consumption market to
purchase discounted oil from Iran while going to great lengths
to avoid the appearance of sanctionable transactions through
the use of smaller purchases and shell companies.

e China’s military activities in the Middle East advance its eco-
nomic interests while allowing the PLA to gain operational ex-
perience and lay the foundation for a more robust future mili-
tary presence.

e China is emerging as a global competitor in niche sectors of the
Middle Eastern arms market. China is crucial to the develop-
ment of the Iranian drone industry. Although the U.S. Depart-
ment of the Treasury and the Department of Commerce have
placed sanctions on a number of Chinese companies, Chinese
actors are crucial to supplying components that enable Iran to
build drones, which it sells to Russia and to its Middle Eastern
proxies such as the Houthis. China continues to either directly
or indirectly provide regional actors with technologies that con-
travene its voluntary but nonbinding commitment to adhere to
the Missile Technology Control Regime (MTCR). This includes a
continued occasional and covert role in supplying Iran’s ballistic
missile program by Chinese SOEs and non-state actors.

¢ The Gulf is emerging as a new arena in U.S.-China technology
competition, with concerns that close ties between sanctioned
Chinese entities and technology firms in the region may be facil-
itating transfer of leading-edge technology subject to U.S. export
controls. Countries and companies in the Gulf may be compelled
to choose between technology infrastructure and partnerships
with China’s tech ecosystem or those with the United States
and its allies. Increased deployment of Chinese-made surveil-
lance technology is also a point of concern given its potential
to enhance suppression tactics commonly used by authoritarian
governments.

Chapter 6: Key Economic Strategies for Leveling the U.S.-
China Playing Field

Many of China’s economic, technological, and military policies are
at the expense of and contrary to U.S. and allied interests. U.S. offi-
cials have long been aware that China’s non-market economic prac-
tices advantaged Chinese companies at the expense of U.S. firms and
workers and resulted in significant shifts in supply chains. However,
for many years, optimism that a complex and interdependent global
economy would deter conflict and help liberalize China tempered
the U.S. response, keeping the focus on more narrow industry-spe-
cific issues or better enforcement of existing trade rules. Similarly,
despite periodic concerns that technology transfers might be assist-
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ing the PLA’s military modernization drive, until very recently this
was viewed as an issue for narrow export controls on weapons and
dual-use products, not a reason to broadly challenge China’s inno-
vation ecosystem or limit flows of U.S. capital and know-how that
help build up China’s technological capabilities. Today, China con-
tinues to flood global markets with exports in an attempt to boost
its domestic economic growth while simultaneously pursuing the de-
velopment of emerging technologies to assert its global geopolitical
interests and spur military modernization. In response, the United
States’ economic approach toward China is evolving to combat Chi-
na’s state-led, non-market practices. The United States’ toolkit for
addressing these challenges includes trade policy tools, such as tar-
iffs on imports from China, controls on the transfer of technology,
and restrictions on inbound and outbound investment that might
advance China’s development of sensitive technologies.

At the same time, there remains a lack of consensus on the scope
and implementation of these measures. Lacking an overarching set
of objectives and a comprehensive strategy for achieving them, some
policies are implemented at cross-purposes, weakening the United
States’ approach to economic competition with China. For exam-
ple, while the United States has tightened controls on key dual-use
technologies like semiconductors, it only recently began considering
restrictions on U.S. outbound investment into those same sectors in
China. Simultaneously, U.S. export controls have pushed Chinese
chip makers to focus their additional efforts on legacy chip pro-
duction. However, legacy chips are also critical to U.S. commercial
and military supply chains. Policies that allow China’s non-market
practices to lead to dominance of the sector are thus incongruent
with U.S. strategic goals. Unlike the National Security Strategy, the
United States does not yet have a unified strategy organizing its ap-
proach to economic security. The effectiveness of the United States’
economic security strategy faces further limits at present from a
lack of data and analytic capabilities as well as a lack of adequate
alignment of policies with key allies and partners.

Key Findings

e U.S. trade policy is a key tool for defending against China’s
non-market economic practices, diversifying U.S. supply chains,
and preserving U.S. economic security.

e Efforts to de-risk supply chains are undermined by a lack of a
cohesive trade policy as well as the continued presence of Chi-
nese value-added content in non-Chinese imports.

e As China increasingly asserts itself as a significant military
power, export controls have emerged as a central tool in U.S.
efforts to deny China direct access to critical dual-use goods
and advancements in national security-sensitive technologies.
However, a number of operational challenges diminish their
effectiveness, including lack of coordination among key allies,
compliance challenges, and uneven enforcement.

e While Congress in 2018 strengthened the U.S. inbound invest-
ment screening mechanism, it considered but did not implement
matching rules on outbound investments. In the last few years,
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policymakers have actively explored creating an outbound in-
vestment screening mechanism. Such a mechanism would curb
important U.S. economic support to China’s advanced technol-
ogy ambitions, such as the transfer of management expertise,
know-how, and capital that is unaddressed by the United States’
existing toolkit, including a yet-to-be-implemented executive or-
der.

e A lack of adequate detailed data on U.S. trade and investment
flows poses an acute challenge to effective policy scoping and
implementation.

e Economic partners in the G7 and other developed markets
have implemented trade measures to address trade distortions
caused by China’s state-led economy; these measures continue
to evolve. They are also exploring parallel export controls and
outbound investment screening policies to limit the flow of key
technologies. At times, the United States has had difficulty ob-
taining alignment with allies, which can undercut the effective-
ness of U.S. policy and put U.S. companies at a disadvantage.

Chapter 7: China’s New Measures for Control, Mobilization,
and Resilience

After a long period of “peace and development” during which CCP
leaders felt the international environment was conducive to China’s
economic development, growing power, and international influence,
the views of China’s leadership have changed. General Secretary Xi
now believes China has entered a period of increased challenges both
domestically and internationally and has taken a number of steps to
better prepare the Party and country for this period of threat and
uncertainty. On the political front, Chinese leaders have broadened
conceptions of national security to enhance the Party-state’s power,
build out the national security state, and expand tools of societal
control at the grassroots level. An empowered security apparatus is
warning Chinese citizens to be hypervigilant about interactions with
foreigners. Many of these efforts have echoes of Maoist-era methods
of mass mobilization. On the military front, China’s armed forces
have improved their mechanisms for mobilizing available manpower,
leveraging resources in the civilian economy, and priming the Chi-
nese public to contribute to national defense. One such program is
the establishment of “new type” militias within enterprises made up
of civilians with skills in high-tech sectors such as robotics, Al, and
unmanned systems. On the economic front, China has implemented
measures to strengthen food and energy security by building stock-
piles of key grains and oil and redirecting supply chains toward
trusted partners. In addition to pursuing the internationalization of
its currency, the renminbi (RMB), China is also working to promote
an alternative payments infrastructure as a possible mechanism to
bypass future U.S. financial sanctions.

China’s numerous and varied actions are driven by multiple goals,
including the desire to suppress domestic challenges, prepare for
a more volatile and less open international economic environment,
and position itself effectively for long-term strategic competition
with the United States. At the same time, many of these actions
serve to increase China’s capacity for rapid military mobilization
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and resilience in the case of hostilities. Recent changes have made
China significantly more prepared for war compared to five years
ago while potentially obscuring the signals that would normal-
ly precede an imminent or near-term mobilization. These changes
have already altered the strategic and operational environment in
China’s favor by challenging outside observers’ ability to monitor
traditional warnings and indicators and reducing timelines for the
United States to make decisions in response to China’s actions. Chi-
nese officials likely also believe they have moderated the economic
costs the United States and its allies could impose on them through
sanctions, blockades, and trade restrictions in the event there is an
outbreak of hostilities, potentially reducing the deterrent effect of
non-military policy options and external constraints.

Key Findings

e China’s leaders believe they have entered a new historical
phase characterized by greater internal and external threats.
This heightened threat perception has fueled numerous poli-
cy efforts to better prepare the Party, China’s society, and the
military for what the Party believes will be a more hostile and
uncertain period.

e China’s leaders have intensified their rhetoric about risk over
the last few years, increasingly invoking a concept called “ex-
treme scenario thinking” that suggests Chinese policymakers
are increasingly thinking through the potential ramifications of
a wide range of scenarios, including the repercussions of ac-
tions they might initiate on the international stage. At the same
time, CCP rhetoric toward Taiwan and the United States has
not escalated to the degree that preceded China’s conflicts in
past decades or to what some experts expect to see if China
were imminently preparing for war.

e China is continuing longstanding efforts to address concerns
over food insecurity. China is largely self-sufficient in four of
five key staples, though it is becoming increasingly dependent
on corn and wheat imports. China relies on imports for the fifth
(soybeans) and is overall a significant net food importer. China
is believed to have the world’s largest stockpiles of its key sta-
ples and has taken measures to diversify its soybean supplies
away from the United States and reduce overall soybean con-
sumption.

e China is taking measures to enhance its energy security and
to ensure it can address its oil energy needs for long periods of
time without imports. China is largely self-sufficient in coal, its
primary energy source for power generation, and it has devel-
oped a coal surge capacity to deal with temporary disruptions.
Perhaps because natural gas is not a major part of China’s en-
ergy mix, China seems less concerned about its significant reli-
ance on imports and only has a short-term stockpile of natural
gas. China is heavily dependent on oil imports for transporta-
tion and appears to be building very large stockpiles—with es-
timates of one to two years’ supply.
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e China is taking measures to enhance its financial security, chal-
lenge global dollar dominance, and protect itself from U.S. fi-
nancial sanctions by creating alternatives to dollar-based trade
and the U.S.-controlled financial payments system. These efforts
have accelerated since the imposition of sanctions in the wake
of Russia’s war of aggression against Ukraine. While the RMB
is not on pace to supplant the U.S. dollar as a medium of global
exchange, China is developing these tools with the intention to
insulate itself from many types of U.S. financial sanctions.

e Party leaders have developed an exceedingly broad conception
of national security and expanded their tools for domestic con-
trol. These include an increasingly robust internal security ap-
paratus, the revival of some Maoist-era methods of mass mobi-
lization, and efforts to leverage the public for surveillance and
control, including by outsourcing public security tasks to gov-
ernment-sanctioned “vigilante groups.” This heightened focus on
security has been formalized through an expansion of relevant
legal infrastructure, with new laws defining national security as
touching upon virtually every aspect of society.

e There is currently no evidence that China is preparing for an
imminent war, but the various reforms China has made to its
defense mobilization system over time undeniably make it more
confident and prepared for hostilities than it was five years ago.
Many of these measures reduce the time needed for China to
mobilize and transition from peacetime or gray zone activities
to active hostilities and could be read as efforts to prepare the
operational environment for a conflict over Taiwan. Given the
decreasing amount of open source data available about China,
the United States and international observers will have less
visibility of warnings and indicators that may presage Chinese
military action, a shorter timeline to react once indicators are
discovered, and fewer non-military tools to respond.

Chapter 8: China’s Evolving Counter-Intervention Capabilities
and the Role of Indo-Pacific Allies

Over the past two decades, China has invested heavily in capabil-
ities to counter military action by the United States and its allies
in the event of a conflict in the Indo-Pacific. As a result, U.S. forces
and bases in the region would face a significant threat from the PLA
in any regional contingency involving treaty allies and/or security
partners, and the outcome of any such conflict is far from certain.
China’s leadership views the U.S. military’s presence, activities, and
alliance commitments in the Indo-Pacific region as hostile, leading
the PLA to focus significant efforts on planning and training for the
possibility of U.S. military involvement in a regional conflict.

China’s plan to counter U.S. military intervention requires the ca-
pacity to find U.S. forces, thwart their operations, hamper their abil-
ity to rely on satellites and other networked systems, and destroy
forward-based assets as well as assets at long distances. Among
the most important capabilities for these missions are the PLA’s
Command, Control, Communications, Computers, Intelligence, Sur-
veillance, and Reconnaissance (C4ISR) networks, electronic warfare
(EW) assets, and offensive missile forces. China has significantly
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improved each of these capabilities over the past two decades, with
an increased capability to disrupt or paralyze an adversary’s C4ISR
system and a large arsenal of missiles with ranges capable of posing
a threat to U.S. forces. At the same time, however, the PLA contin-
ues to contend with issues sustaining and maintaining its warfight-
ers in combat. China’s government, military, and academic sources
also note trends in U.S. military development with the potential to
undermine China’s counter-intervention capabilities, such as evolu-
tion in U.S. strike and missile defense capabilities, new operational
concepts, and increased cooperation between the United States and
its Indo-Pacific allies.

U.S. alliances represent a critical part of the United States’ ap-
proach to pursuing security and advancing stability in the Indo-Pa-
cific region. Geographic access from these alliances is an important
element of U.S. military posture in the Indo-Pacific region, as the
majority of U.S. defense sites west of the International Date Line
are located in host countries. U.S. allies Japan, the Philippines, and
Australia perceive China’s military buildup and aggressive actions
as a growing threat to their national security and are deepening de-
fense collaboration with the United States. Nevertheless, differences
remain in the specific activities each allied country might be will-
ing to participate in or to support, driven by differences in political
will and the capabilities of their militaries. As the United States
continues to enhance its capacity to respond to Chinese aggression,
it must navigate these potential differences in the parameters of
cooperation during a conflict as well as questions about how to best
adapt its force posture, capabilities, and defense industrial base.

Key Findings

e The PLA plans to counter military action by the United States
and potentially U.S. allies in the event of a regional conflict.
Since at least the early 2000s, China’s leadership has viewed
the U.S. military’s presence and alliance activities in the In-
do-Pacific as threatening, and it continues to express concern
about new developments that combine deepening allied coop-
eration with an expanded U.S. military footprint in the region.

e China’s assertion that it will militarily defend its disputed ter-
ritorial and maritime claims threatens U.S. allies and security
partners in the Indo-Pacific. Should China’s leadership decide to
use force to enforce its claims in the South or East China Seas
or with regard to Taiwan, this aggression could trigger U.S. de-
fense commitments.

e The PLA continues to improve the quality and quantity of mil-
itary capabilities needed to counter U.S. military action in the
event of a conflict, including a large arsenal of ballistic and
cruise missiles, air defense systems, advanced fighter jets, mar-
itime forces, and EW capabilities.

e The PLA has also developed a redundant and resilient architec-
ture for C4ISR to protect its own systems from attack, and it
increasingly has the capability to disrupt or paralyze an adver-
sary’s C4ISR system. China’s advancements in counter-C4ISR
capabilities such as directed energy weapons and anti-satellite
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technologies may threaten the United States’ ability to access
its own C4ISR networks for reconnaissance, targeting, and oth-
er functions in peacetime or wartime.

e Despite improvements to a broad suite of capabilities, the PLA
still faces challenges in logistics and sustainment. The PLA’s
maintenance system may struggle to quickly repair and resup-
ply its advanced platforms and weapons systems under harsh
battlefield conditions, impacting the PLA’s ability to project and
sustain combat power.

e Chinese military experts perceive that U.S. and allied militar-
ies are adapting to the PLA’s improved capabilities and force
posture. They observe that the United States and its allies
are strengthening their missile defense capabilities while also
working to improve their ability to strike China’s forces. They
also note that new operational concepts emphasizing geograph-
ic dispersion and joint integration across warfighting domains
could also contribute to U.S. and allied forces’ survivability.

e U.S. allies in the Indo-Pacific are adjusting their defense pol-
icies in response to Beijing’s aggressive military posture and
activities. Japanese leaders are concerned about a possible re-
gional conflict and therefore seek to enhance Japan’s military
capabilities and interoperability with the United States. The
current government of the Philippines views cooperation with
the United States and other partners as core elements of its
response to China’s military and gray zone threats in the South
China Sea and its own military modernization efforts. Australia
seeks to deepen security cooperation with the United States,
its chief defense partner, while reposturing its own military for
the possibility of great power conflict. Nevertheless, allies’ inter-
est in working with the United States to address threats from
the PLA does not necessarily imply a commitment to allow U.S.
military access to their bases during a conflict or guarantee the
participation of allied military forces.

Part IV: Taiwan and Hong Kong

Chapter 9: Taiwan

China’s actions toward Taiwan in 2024 have been intended to sig-
nal strong discontent with the new administration of Lai Ching-te, a
president whom the CCP regards as a “separatist” challenging Bei-
jing’s stated aspiration to “reunify” Taiwan with the Mainland. Chi-
na has sustained a high level of military, diplomatic, and economic
pressure toward the ruling Democratic Progressive Party (DPP) of
Taiwan, timing actions around events both to undermine DPP lead-
ership and to extend olive branches to opposition figures who signal
support for closer cross-Strait relations. China sought to dissuade
Taiwan’s voters from electing Lai by harshly denouncing him while
waging robust influence and disinformation campaigns asserting
that a vote for Lai would lead to war. The CCP has expanded its
toolkit of tactics for intimidating Taiwan, including greater usage
of the China Coast Guard (CCG) around the outlying islands, new
guidelines for punishing “separatists,” and heightened harassment
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of Taiwan travelers to the Mainland. Soon after Lai’s inauguration,
China launched large military exercises around the island, similar to
exercises in each of the past two years and designed to suggest that
Beijing’s planning for hostilities includes blockade scenarios. China
continues near-daily incursions into Taiwan’s air defense identifi-
cation zone (ADIZ) and waters. Taiwan has enhanced its defensive
capacity through U.S. assistance and its own internal reforms, with
an increased focus on military and societal resiliency. Taiwan’s mil-
itary continues to take notable steps to develop, manufacture, and
adopt asymmetric systems and improve training for conscripts and
reservists, but domestic factors and China’s near-daily coercion re-
main challenges to this progress. The United States continues to
work through the backlog of arms shipments promised to Taiwan,
but a number of big-ticket systems such as F-16 fighter aircraft re-
main plagued by delays.

Despite China’s aggressive posture, Taiwan’s vibrant and ad-
vanced economy has performed strongly this year, thanks to sub-
stantial global demand for its high-value exports integral to Al and
technology supply chains. China remains Taiwan’s top trading part-
ner, though trade and investment continued to shift away from the
Mainland toward other partner countries, with Taiwan’s exports to
the United States in the first half of 2024 exceeding its exports to
China for the first time in more than two decades. Internationally,
Taiwan has sought to deepen its engagement with like-minded de-
mocracies. Countries in Europe and the Indo-Pacific have expressed
interest in peace and stability in the Taiwan Strait, even while Chi-
na continues its efforts to isolate the island diplomatically. China
is also pressing countries across the world to voice support for its
preferred framing that cross-Strait relations are an internal matter
for China and in support of “reunification.” U.S.-Taiwan relations
remain constructive and robust, with the United States continuing
to signal and provide steadfast support for Taiwan in a variety of
ways, even as China’s disinformation efforts attempt to paint the
United States as an unreliable partner.

Key Findings

e Lai’s election to the presidency signals broad support for his pol-
icies among Taiwan’s populace; however, the DPP’s losses in Tai-
wan’s legislature may restrain the Lai Administration’s agenda.
Beijing reacted to Taiwan exercising its right to self-governance
with immediate, extreme rhetoric as well as policy adjustments
aimed at intimidating Taiwan. China escalated its indirect
threats against not only Taiwan’s leadership but also its inter-
national supporters by defining “separatism” in law as a crime
punishable by death in certain circumstances.

¢ China has refused to communicate directly with the new DPP
president and has chosen to intensify its political coercion ef-
forts against Taiwan, suggesting that the frigid relationship be-
tween the DPP Administration and the Mainland will persist.
Rather, the CCP has shown that it would prefer to go around
the Lai Administration by interacting with opposition parties
and interfering in Taiwan’s political system.
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e China has intensified its military coercion around Taiwan, aim-
ing to gain operational experience, degrade the Taiwan mili-
tary’s readiness, and intimidate the island’s population while
routinizing its increased presence. The PLA launched its second
named military exercise around Taiwan immediately after Lai’s
inauguration in May, as well as a follow-on exercise in October,
and continued to violate the island’s ADIZ on a near-daily basis
with conventional aircraft, drones, and balloons.

¢ Beijing has also expanded its use of so-called “gray zone” tac-
tics—blurring the line between military and non-military ac-
tions—against Taiwan in the maritime and air domains under
the guise of law enforcement and administrative activity in an
attempt to propagate its claim that Taiwan and the Taiwan
Strait are its territory. The CCG’s robust role in the May PLA
exercise was novel and suggested that the CCG could augment
future PLA operations against Taiwan. The reported presence of
CCG ships around Taiwan’s outlying islands outside the context
of a PLA exercise is similarly concerning, laying the groundwork
for a more persistent presence and representing an attempt to
extend “lawfare” to its gray zone activities. China’s unilateral
modifications of civilian flight paths in the Taiwan Strait also
abrogated a prior commitment made in 2015 to allay Taiwan’s
security concerns, increasing the risk of an air accident and fur-
thering its efforts to nullify the median line.

e Taiwan continues to shore up its remaining diplomatic partners
in the face of Chinese pressure to break ties while deepening its
unofficial relationships with major countries in North America,
Europe, and Asia. Using various points of leverage and influ-
ence, Beijing has engaged in an effort to get other countries
to endorse its false claim that the 1971 UN General Assembly
Resolution 2758 recognizes China’s sovereignty over Taiwan as
a matter of international law and to make statements support-
ive of China’s unification goals for Taiwan.

e Taiwan’s economy performed strongly in 2024, with Al-fueled
demand for leading-edge chips and other high-tech manufac-
tured products bringing about a surge in exports and a runup
in the domestic stock index. This growth came as cross-Strait
trade tensions heightened in the form of China’s Ministry of
Finance revoking preferential tariff exemptions on 134 products
Taiwan exports to the Mainland in a move announced less than
two weeks after Lai’s inauguration.

e Approved outbound foreign direct investment (FDI) from Tai-
wan into the Mainland fell 39.8 percent year-over-year in 2023
to its lowest level in over 20 years. Meanwhile, approved FDI
from Taiwan into the United States surged 791 percent in the
same time period to $9.7 billion, a record high. In April 2024,
Taiwan Semiconductor Manufacturing Company announced it
would expand its planned investment in the United States over
60 percent to $65 billion after receiving a $6.6 billion federal
grant as part of the CHIPS and Science Act.
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Chapter 10: Hong Kong

Under the influence of China’s central government, Hong Kong
has installed General Secretary Xi’s view of “holistic” national se-
curity, weakening the city’s once vibrant institutions, civil society,
and business environment. Hong Kong has experienced a serious
erosion in its autonomy from the Mainland, although the manifes-
tation of this erosion to date has been far more prominent in civil
rights compared with the business environment. Hong Kong’s new
national security legislation, often called the Article 23 Ordinance,
introduces new and ambiguous offenses that target all remnants
of resistance to Beijing’s control over the city’s political, religious,
and civil society organizations. The continued implementation of the
mainland National Security Law (NSL) and the imposition of the
Article 23 Ordinance, which has already been invoked to make new
arrests, have diminished the former distinctiveness of Hong Kong.
The vaguely defined offenses in both national security laws create
an atmosphere of fear and uncertainty, intended to coerce Hong
Kongers to self-censor or face legal repercussions. Political partic-
ipation and expression in Hong Kong have withered as convictions
rise for activities considered by the CCP to be seditious, including
for singing Les Misérables’ “Do You Hear the People Sing” and for
wearing a t-shirt with the slogan “Liberate Hong Kong; revolution
of our times.” Hong Kong police and CCP operatives are attempting
to repress international discourse on the topic by harassing over-
seas activists who have fled and intimidating their families who
remain in Hong Kong. Local and international press organizations
are self-censoring or leaving. The seven million residents of Hong
Kong continue to enjoy greater freedoms than those living on the
Mainland—including a freely convertible currency and comparative-
ly uncensored internet and media—but only so far as they refrain
from violating the CCP’s broad and opaque conceptions of political
dissent.

Hong Kong’s status as an international business hub has deterio-
rated, and its economy has lost significant ground since the passage
of the NSL in 2020. Normal business activities, including research
and due diligence, collaboration with international colleagues, and
fact-based analysis, face restrictions as Hong Kong’s definition of
national security expands. The changes raise questions about Hong
Kong’s ability to maintain its position as the financial connecter
between mainland China and the world. Hong Kong’s stock markets
hit symbolic lows in 2024, while global trade increasingly bypasses
Hong Kong for mainland Chinese ports. Despite the relaxation of
COVID controls in 2023, international firms and expats continue
their exodus from Hong Kong. The impacts have been pronounced
within the legal sector, where notable international law firms have
downsized their physical presence or left entirely. Meanwhile, main-
land firms and people have moved into Hong Kong for its perceived
comparative opportunities as mainland China’s economic slowdown
worsens. Hong Kong’s pro-Beijing leadership, desperate for new
sources of economic growth, welcomes these trends. Beijing uses
Hong Kong to further its military aims through Hong Kong’s place
in the Greater Bay Area economic zone, funneling capital into Chi-
nese technology startups. Hong Kong’s looser business restrictions,
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which historically have supported Hong Kong’s status as a global
legal and business hub, now are used by bad actors to circumvent
sanctions and export controls. Although notable pockets of society,
including the business community, remain sanguine about Hong
Kong’s status as a regional financial and trade hub, that status was
based on a set of freedoms and the rule of law, which Beijing is
actively eroding.

Key Findings

Imposition of the Article 23 Ordinance further equips Hong
Kong’s government with legal tools to oppress any vestiges of
dissent. Hong Kong’s robust civil society, which once set it apart
from the Mainland, is being eroded and replaced with a society
where individuals, religious organizations, and the press must
censor themselves or face possible criminal prosecution for ac-
tivities that were previously protected by law.

The rule of law in Hong Kong is under threat. Hong Kong’s
courts no longer maintain clear independence from the govern-
ment and are being weaponized as the Article 23 Ordinance is
enforced. The court’s verdict in more than a dozen of the Hong
Kong 47 cases to convict pro-democracy advocates for offens-
es that allegedly threatened national security, and subsequent
resignations by international jurists in protest, illustrate the
degradation of the city’s judicial integrity.

Imposition of the Article 23 Ordinance introduces uncertainty
for businesses in Hong Kong. Firms and business professionals
could potentially face criminal conviction for conducting normal
business activity, including research, international collabora-
tion, and due diligence.

Hong Kong’s repressive new security regime not only threatens
Hong Kong residents but also can endanger foreign business
professionals in Hong Kong and be wielded as a cudgel to re-
press the overseas activist community, including in the United
States, through its extraterritorial application.

Chinese nationals and businesses have flooded Hong Kong’s la-
bor force and economy, advancing Beijing’s ambitions to inte-
grate Hong Kong along with Macau and nine nearby mainland
Chinese cities into the broader Greater Bay Area economic hub.

Hong Kong has become a key transshipment node in a global
network that assists Russia and other adversaries in evading
sanctions and circumventing export controls. This diminishes
the efficacy of U.S. and allied government efforts to advance
important national security interests, and it exposes Western
investors, financial institutions, and firms to financial and rep-
utational risks when they do business in Hong Kong.
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THE COMMISSION’S 2024 KEY
RECOMMENDATIONS

The Commission considers 10 of its 32 recommendations to Con-
gress to be of particular significance. The complete list of recommen-
dations appears at the Report’s conclusion on page 733.

The Commission recommends:

I.

II.

III.

IV.

Congress establish and fund a Manhattan Project-like pro-
gram dedicated to racing to and acquiring an Artificial Gen-
eral Intelligence (AGI) capability. AGI is generally defined as
systems that are as good as or better than human capabilities
across all cognitive domains and would usurp the sharpest
human minds at every task. Among the specific actions the
Commission recommends for Congress:

e Provide broad multiyear contracting authority to the exec-
utive branch and associated funding for leading artificial
intelligence, cloud, and data center companies and others
to advance the stated policy at a pace and scale consistent
with the goal of U.S. AGI leadership; and

e Direct the U.S. secretary of defense to provide a Defense
Priorities and Allocations System “DX Rating” to items in
the artificial intelligence ecosystem to ensure this project
receives national priority.

With respect to imports sold through an online marketplace,
Congress eliminate Section 321 of the Tariff Act of 1930 (also
known as the “de minimis” exemption), which allows goods
valued under $800 to enter the United States duty free and,
for all practical purposes, with less rigorous regulatory in-
spection. Congress should provide U.S. Customs and Border
Protection adequate resources, including staff and technology,
for implementation, monitoring, and enforcement.

Congress consider legislation to eliminate federal tax expen-
ditures for investments in Chinese companies on the Entity
List maintained by the U.S. Department of Commerce, or iden-
tified as a Chinese military company on either the “Non-Spe-
cially Designated National (SDN) Chinese Military-Industrial
Complex Companies List” maintained by the U.S. Department
of the Treasury or the “Chinese military companies” list
maintained by the U.S. Department of Defense. Among the
tax expenditures that would be eliminated prospectively are
the preferential capital gains tax rate, the capital loss car-
ry-forward provisions, and the treatment of carried interest.

To enhance the effectiveness of export controls, Congress
should:

e Improve the analytic and enforcement capabilities of the
U.S. Department of Commerce’s Bureau of Industry and Se-
curity (BIS) by providing resources necessary to hire more
in-house experts; establish a Secretary’s Fellows Program
to more effectively attract interagency talent; expand part-
nerships with the national labs; increase access to data and
data analysis tools, including the acquisition of proprietary
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datasets and modern data analytic systems; and hire ad-
ditional agents and analysts for the Office of Export En-
forcement.

¢ Amend the Export Control Reform Act to require that with-
in 30 days of granting a license for export to entities on
the Entity List, including under the Foreign Direct Product
Rule, BIS shall provide all relevant information about the
license approval to the relevant congressional committees,
subject to restrictions on further disclosure under 50 U.S.C.
§4820(h)(2)(B)(ii).

e Direct the president to:

o Designate a senior official to coordinate efforts across the
Administration to prioritize bilateral and multilateral
support for U.S. export control initiatives; and

o Establish a Joint Interagency Task Force, reporting to
and overseen by the national security advisor and with
its own budget and staff, to assess ways to achieve the
goal of limiting China’s access to and development of ad-
vanced technologies that pose a national security risk to
the United States. The task force should include desig-
nees from the U.S. Departments of Commerce, Defense,
State, Treasury, and Energy; the intelligence community;
and other relevant agencies. It should assess the effec-
tiveness of existing export controls; provide advice on
designing new controls and/or using other tools to maxi-
mize their effect while minimizing their negative impact
on U.S. and allied economies; and recommend new au-
thorities, institutions, or international arrangements in
light of the long-term importance of U.S.-China technol-
ogy competition.

o Codify the “Securing the Information and Communica-
tions Technology and Services Supply Chain” Executive
Order to ensure that as the authority is used more ro-
bustly, challenges to its status as an executive order will
not constrain BIS’s implementation decisions or delay
implementation.

V. Congress consider legislation to:

e Require prior approval and ongoing oversight of Chinese
involvement in biotechnology companies engaged in oper-
ations in the United States, including research or other
related transactions. Such approval and oversight opera-
tions shall be conducted by the U.S. Department of Health
and Human Services in consultation with other appropri-
ate governmental entities. In identifying the involvement
of Chinese entities or interests in the U.S. biotechnology
sector, Congress should include firms and persons:

o Engaged in genomic research;

o Evaluating and/or reporting on genetic data, including
for medical or therapeutic purposes or ancestral docu-
mentation;
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o Participating in pharmaceutical development;
o Involved with U.S. colleges and universities; and

o Involved with federal, state, or local governments or
agencies and departments.

e Support significant Federal Government investments in
biotechnology in the United States and with U.S. entities at
every level of the technology development cycle and supply
chain, from basic research through product development
and market deployment, including investments in inter-
mediate services capacity and equipment manufacturing
capacity.

To protect U.S. economic and national security interests, Con-

gress consider legislation to restrict or ban the importation of

certain technologies and services controlled by Chinese enti-
ties, including:

¢ Autonomous humanoid robots with advanced capabilities of
(1) dexterity, (i1) locomotion, and (iii) intelligence; and

¢ Energy infrastructure products that involve remote servic-
ing, maintenance, or monitoring capabilities, such as load
balancing and other batteries supporting the electrical grid,
batteries used as backup systems for industrial facilities
and/or critical infrastructure, and transformers and associ-
ated equipment.

Congress direct the Administration to create an Outbound
Investment Office within the executive branch to oversee in-
vestments into countries of concern, including China. The of-
fice should have a dedicated staff and appropriated resources
and be tasked with:

e Prohibiting outbound U.S. investment through a sec-
tor-based approach in technologies the United States has
identified as a threat to its national or economic security;

e Expanding the list of covered sectors with the goal of align-
ing outbound investment restrictions with export controls.
The office should identify and refine the list of covered
technologies in coordination with appropriate agencies as
new innovations emerge; and

¢ Developing a broader mandatory notification program for
sectors where investment is not prohibited to allow policy-
makers to accumulate visibility needed to identify potential
high-risk investments and other sectors that pose a threat
to U.S. national or economic security. In addition to direct
investments, the notification regime should capture passive
investment flows to help inform debates around the expan-
sion of prohibitions to cover portfolio investment.

Congress amend the Consumer Product Safety Act to (1) grant
the U.S. Consumer Product Safety Commission (CPSC) uni-
lateral mandatory recall authority over products where the
Chinese seller is unresponsive to requests from the CPSC for
further information or to initiate a voluntary recall and the
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CPSC has evidence of a substantial product hazard, defined
as either failing to comply with any CPSC rule, regulation,
standard, or ban or posing a substantial risk of injury to the
public; and (2) classify Chinese e-commerce platforms as dis-
tributors to allow for enforcement of recalls and other safety
standards for products sold on these platforms.

Congress repeal Permanent Normal Trade Relations (PNTR)
for China. The PNTR status allows China to benefit from the
same trade terms as U.S. allies, despite engaging in practices
such as intellectual property theft and market manipulation.
Repealing PNTR could reintroduce annual reviews of China’s
trade practices, giving the United States more leverage to ad-
dress unfair trade behaviors. This move would signal a shift
toward a more assertive trade policy aimed at protecting U.S.
industries and workers from economic coercion.

Congress direct the Office of the Director of National Intel-
ligence, within 180 days, to conduct a classified assessment,
and brief its findings to Congress, of the intelligence commu-
nity’s (IC) ability to accurately monitor strategic, nonmilitary
indicators that would signal that China is preparing for im-
minent conflict and the extent to which China’s increasing
lack of transparency affects the IC’s ability to monitor this
information. The assessment should include, but not be limit-
ed to, the following:

e The IC’s ability to monitor:

o China’s energy storage locations and stockpiling rates,
particularly for crude oil, coal, and natural gas;

o Production shifts from civilian to military industries;
o China’s national defense mobilization system; and

o China’s strategic reserves and their compositions and lo-
cations;

e The IC’s ability to coordinate with non-Title 10 and -Title
50 federal agencies that have technical expertise in agricul-
ture and trade to monitor China’s food and energy stockpil-
ing and any derived indicators that may signal a potential
preparation for conflict;

e Whether the IC’s current geospatial intelligence posture is
adequate to compensate for the loss of open source infor-
mation from China; and

e The desirability and feasibility of establishing an Energy
Strategic Warning system involving coordination between
relevant entities including the National Geospatial-Intel-
ligence Agency and the U.S. Departments of Energy, Com-
merce, State, and the Treasury.



PART I

THE YEAR IN REVIEW

CHAPTER 1: U.S.-CHINA ECONOMIC AND
TRADE RELATIONS (YEAR IN REVIEW)

Abstract

China’s economy grew in 2024, albeit at a much slower pace than
it did pre-pandemic. Chinese officials have introduced stimulus mea-
sures throughout the year, including a series of announcements in
September and October that will likely provide a short-term boost
to economic growth. While the latest stimulus round has the po-
tential to be among the largest China has passed to deal with the
current crisis, the measures are insufficient in scale compared to the
scope of China’s economic challenges, and their long-term impact is
questionable. The fallout from the property sector collapse contin-
ues to be China’s largest domestic economic headwind and a source
of weakness for local government finances and consumer spending.
Officials are focused on mitigating systemic economic risks and
achieving a controlled deflation of the property bubble rather than
reversing the sector’s decline. Although Chinese policymakers have
repeatedly stated their intention to increase the contributions of
services and consumption to economic growth, in reality, China has
doubled down on a variant of its traditional manufacturing and ex-
port model. China has increased government subsidies and targeted
supply-side stimulus toward favored industries, especially those in-
volving advanced technology. The Chinese Communist Party’s (CCP)
prioritization of supply-side policies aims to further strengthen Chi-
na’s manufacturing base and increase its self-sufficiency while si-
multaneously increasing Party-state control over domestic capital
allocation and global supply chains and increasing dependency by
other nations. While this strategy has led to China’s emergence as a
leader in the manufacture and export of goods such as solar panels
and electric vehicles (EVs), China’s export of excess capacity is lead-
ing to increasingly aggressive pushback from China’s major trading
partners and the imposition of tariffs by the United States, the EU,
and others. Concerned about the impact of rising Chinese imports
on their own prospects for development, some emerging economies
have launched trade investigations or imposed tariffs to protect do-
mestic industries.

Key Findings

¢ Chinese authorities have reasserted and expanded control over
the economy centrally, regionally, and locally. General Secretary

(31)
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of the CCP Xi Jinping’s vision for future economic growth in
China is politically driven and differs from Western economic
orthodoxy.

The continuing slowdown in economic expansion has led to
greater reliance on specific growth drivers, allocating capital to
those targeted sectors and exporting excess capacity to sustain
growth.

China continues to rely on manufacturing and exports to drive
growth while also trying to move up the value chain to pro-
duce and export high-technology goods. This growth strategy
assumes the rest of the world will continue to absorb China’s
excess capacity at the expense of their own domestic manufac-
turing and technology sectors.

China has pivoted from an emphasis on aggregate gross do-
mestic product (GDP) growth to a strategy that targets “higher
quality” production in emerging technologies. China hopes that
becoming a dominant producer of high-tech goods will allow it
to sidestep systemic economic problems and enhance its overall
global economic position and national power.

Substantial risks remain in the property sector, which have al-
ready had serious ramifications for the Chinese economy. The
CCP introduced new support measures for the property sector
in 2024 and helped local government financing vehicles (LG-
FVs) refinance maturing debt. However, the scale of unfinished
housing and the large amount of local and regional government
debt far exceeds the amount of capital allocated for financial
support. These issues may weigh down economic performance
in the near future as households await delivery of apartments
for which they have made substantial down payments and de-
veloper bond defaults reverberate through the financial sector.

While Chinese data measuring youth unemployment have
shown recent improvement, China’s college-educated youth are
growing more pessimistic about their personal financial sit-
uation as they continue to enter a workforce that prioritizes
manufacturing jobs they do not want and focuses on skills they
do not have. A combination of slowing growth post-pandemic
and targeted policy crackdowns have weakened some consumer
technologies and other service sectors that previously employed
a large majority of youths. To the extent that the CCP’s societal
legitimacy is based on delivering economic growth and opportu-
nity, the increase in youth unemployment has called that into
question.

The CCP has directed state-owned banks and asset managers
to intervene to prop up the stock market and issue credit to
state-owned enterprises (SOEs) and regional and local govern-
ments on favorable terms. As long as these measures remain a
common practice, Chinese households will remain skeptical of
passive long-term domestic investment opportunities as a way
to generate wealth, forcing them to save a larger share of their
income. Uncertainty regarding Chinese investment opportuni-
ties dampens China’s attempts to bolster consumption.
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Introduction

China has renewed its strategy of relying on export-oriented
manufacturing as a primary driver of growth, expanding exports
to encompass traditional goods and advanced technologies. Chi-
nese officials believe new investments in advanced technology will
also mitigate potential disruptions brought about by a more hostile
geopolitical environment while simultaneously revitalizing China’s
productivity growth, which has slowed dramatically over the past
decade. The United States, EU, and other trade partners have taken
steps to address China’s unfair trade practices that they deem to be
market-distorting; however, the CCP has not been willing to manage
the economy consistent with its obligations under the WTO. As long-
standing trading partners take actions to counter these challenges,
China has deepened its close relationships with adversarial coun-
tries, including Russia. This section examines key developments and
trends in China’s domestic economy and external economic relations,
including U.S.-China bilateral relations and other key relationships.

China’s Domestic Macroeconomic Outlook

As China seeks to deleverage and manage challenges posed by
the property sector, its leaders are faced with two broad pathways
to drive the country’s economy: double down on the traditional ex-
port-led economic growth model they have long pursued or shift the
economy structurally toward stronger household consumption as the
new primary driver of economic expansion.! Over the past year, Chi-
na lﬁas decisively shown that it will continue its traditional growth
path.

Figure 1: Year-over-Year Change in Chinese Loans by Sector,
Q1 2013-Q1 2024
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Source: People’s Bank of China, “China Loan: Manufacturing, China Loan: Real Estate [2013—
2024],” via CEIC database.
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China’s focus on manufacturing stems from a long tradition of
economic planning that emphasizes industrial production and in-
frastructure development to promote growth, facilitate economic
modernization, and ensure Party control over the economy. Chinese
officials have built a system predicated on low consumption and
high savings where capital can be funneled by government-con-
trolled banks into investments in sectors prioritized by the Party.2
In this model, household consumption is at odds with Xi’s goals of
strengthening the Party and making China the dominant industrial
and technological superpower.® Putting an increased portion of the
nation’s wealth in the hands of ordinary citizens could decrease the
Party’s control over economic resources, which is core to its ability to
exert power through its authoritarian hierarchy.* A system based on
investment-led growth reinforces the political status quo by preserv-
ing the Party’s grip on the economy. Overinvestment makes China’s
industrial base dependent on cheap financing to survive. Because
this financing is overwhelmingly managed by state banks, Chinese
businesses are subservient to Party interests.*

An increasingly hostile geopolitical environment, in which other
countries have implemented export controls and pursued de-risk-
ing, has also motivated China to double down on this approach.?
Through increased investments in manufacturing, Xi hopes to make
the Chinese economy more self-sufficient while simultaneously in-
creasing the control China exerts over global supply chains.6 Top
Chinese officials believe industrial security sits at the core of Chi-
na’s stability.” Though a reorientation toward consumption could
revitalize overall GDP growth, Chinese leaders have long believed
a slowdown was inevitable.® Nonetheless, they appear willing to ac-
cept slower growth in exchange for increased Party control.?

Traditional Growth Drivers

Manufacturing

Chinese officials have reemphasized manufacturing as the
central pillar of the country’s economic growth and are at-
tempting to supplement their dominance of commodified
manufactured goods with new, advanced technological prod-
ucts. China has structured its economy to dominate global manu-
facturing. In 2022, value-added manufacturing contributed around
27 percent of China’s GDP, the highest percentage among any large
economy.T10 Given that China’s GDP is the second largest in the
world, this means that by 2022, the most recent year with available
data, China accounted for 30 percent of the world total of value-add-
ed manufacturing.i1! China’s share of value-added manufacturing
dwarfs its 18 percent share of global GDP; following China’s policy

*For more on how the Chinese Party-state exercises control, see U.S.-China Economic and
Security Review Commission, Chapter 1, “CCP Decision-Making and Xi Jinping’s Centralization
of Authority,” in 2022 Annual Report to Congress November 2022, 25-120.

TManufacturing contributed 24 percent of South Korea’s GDP, 19 percent of Germany’s GDP,
19 percent of Japan’s GDP, and 11 percent of U.S. GDP as of most recent data in either 2022 or
2023. World Bank, “Manufacturing, Value Added (% of GDP) [2022-2023].”

#In 2023, China’s manufacturing trade surplus was higher than Germany and Japan’s com-
bined surplus during their respective peaks from 1970 to 1980, indicating that China increasingly
dominates global manufacturing output at the expense of its trade partners. Brad W. Setser, Mi-
chael Weilandt, and Volkmar Baur, “China’s Record Manufacturing Surplus,” Council on Foreign
Relations, March 10, 2024.
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shifts to support new manufacturers, this share is likely trending
higher.12

However, in 2022, Chinese consumers only accounted for 13
percent of global consumption.13 Instead, China continues to be
heavily reliant on external demand and global willingness to ab-
sorb its manufacturing surplus. With Chinese demand insuffi-
cient to absorb the country’s excess of cars, appliances, and other
products, about 45 percent of China’s manufacturing output is
being exported abroad.14

Chinese policymakers are increasing export-oriented manufactur-
ing, with particular emphasis now on higher-technology products.
Building upon industrial and innovation policies such as Made in
China 2025, the Innovation-Driven Development Strategy, and the
14th Five-Year Plan, in September 2023 Xi called upon the nation to
develop “new quality productive forces,” allowing for China to “guide
the development of strategic emerging industries and future indus-
tries.”’> He echoed this message again in December 2023 at the
annual Central Economic Work Conference, which sets the nation-
al agenda for the country’s economy and its financial sector.1®¢ The
slogan also featured prominently during the March 2024 meeting
of the National People’s Congress and in the CCP Central Commit-
tee’s Third Plenum in July 2024.17 In practice, the phrase has been
interpreted to mean a reemphasis on manufacturing, particularly
in clean energy and other “future industries,” to offset the economic
drag caused by the collapse of the country’s housing bubble.* 18

Chinese lending to the manufacturing sector, which was already
experiencing rapid growth following China’s pandemic export boom,
has matched this rhetoric. From 2020 to 2023, Chinese industrial
lending grew at an average 24.2 percent year-over-year.l® This is
more than four times faster than the four years prior to COVID-19,
when it grew an average of 5.2 percent.20 In Q1 2024, this amount-
ed to $623 billion in new loans to the sector from the previous year.2!
Exports are surging as well. From 2019 to 2023, Chinese manufac-
turing exports grew 40.5 percent.22 In comparison, global trade grew
by 24.5 percent over that same time period.23 This growth has been
driven in part by what Chinese officials call the “new three sectors™
solar panels, lithium-ion batteries, and EVs.2¢ From 2019 to 2023,
exports for each have grown 77 percent, 399 percent, and 7,690 per-

*The official list of “future industries” published by China’s Ministry of Industry and Informa-
tion Technology in January 2024 spans several broad fields such as manufacturing, information,
materials, energy, space, and health but also mentions specific items such as humanoid robots,
nanomanufacturlng, quantum computing, nuclear fusion, hydrogen energy, exploration of the
moon and Mars, deep-sea mlmng and genetic technologies. Xinhua, “China Releases Full Text
of Government Work Report,” March 13, 2024; China’s Ministry of Industry and Information
Technology, MIIT and Seven Other Departments Opinions on the Implementation of Promoting
Innovation and the Development of Future Industries (T MR EALEREELEE T 26 T HEsh Ak k]
R JE (RS20 7% ), January 29, 2024. Translation.

FIn comparison, over the same time period, loan growth toward services and real estate were
much more muted at 11.8 percent and 4.4 percent, respectively. However, not all this industrial
lending is going toward new productive capacity. Researchers at Rhodium Group reported that
this credit growth has been inflated by lending to local government-related entities and financial
speculation. They have shown that the share of loans to manufacturing companies in overall new
industrial credit declined to 63 percent in the fourth quarter of 2023, down from 80 percent in
early 2020. Even though this is a sign of weak credit demand in the sector, lending is still ele-
vated and policymakers are also leaning on other avenues to ensure financing reaches industries
covered by the “new productive forces.” People’s Bank of China, “China: Financial Institutions:
Property Loans, China: Fin Inst: Med/Long Term [MLT] Service Sector Loans,” via Haver Ana-
lytics; Bloomberg, “China’s Surging Industrial Loans Aren’t Going to Its Factories,” May 7, 2024.
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cent, respectively.*25 Even with these export surges, the country’s
production capacity and potential future exports are more worrying
for China’s trading partners.26 China now has the capacity to man-
ufacture half of the world’s 80 million new vehicles, and by 2030 its
production capacity could climb to three-fourths of projected global
production.2? China has also built enough solar panel factories and
battery production plants to be the sole supplier of global demand.28
There is little expectation this will change. China accounted for 75
percent of global investments in clean technology manufacturing in
2023 and 85 percent in 2022.2° Bloomberg Economics projects that
high-tech sectors will contribute 22.7 percent of China’s GDP by
2026, almost double the 11.9 percent they comprised in 2017.7 30

Simultaneously, China is trying to maintain its dominance of more
traditional manufacturing industries. During the May 2023 annual
meeting of a top economic policymaking body, General Secretary Xi
laid out plans for a “modernized industrial system” while also re-
taining and upgrading traditional industries.?1 Combined with new
overcapacity fears relating to China’s “new three sectors,” countries
are increasingly concerned that the wide range of surging exports
are reminiscent of the “China Shock” that happened in the years
following its entry into the WTO.%32 Indeed, China’s traditional ex-
ports are surging, with Chinese global steel exports nearing their
2015 peaks in terms of volume.33

China’s focus on producing a wide spectrum of manufactured
goods impacts the global trading ecosystem in several ways, dom-
inating not only at the macro level but also at the product level. A
group of scholars showed that China was the world’s dominant pro-
ducer (defined as producing more than 50 percent of global exports
within a product category) of six times as many products as the
United States, Japan, or any other country and twice the number of
products for the EU considered as a whole.§34 Chinese dominance
is significant because it means China is currently irreplaceable for
a large set of goods on international markets. China’s role in supply
chains also creates dependencies that give China alarming leverage
over its buyers, and potentially over foreign governments, and puts
its competitors at a disadvantage.3> Furthermore, there are hardly
any goods China does not make and export to some extent, even in
sectors where it is not the dominant producer.J While China has
long emphasized manufacturing and exports as a growth strategy,
China now justifies its efforts in part as a reaction to its ongoing

*Photovoltaics were defined as HS 854143, lithium-ion batteries were defined as HS 850760,
and EVs were defined as HS 870380.

T High-tech sectors are defined here as EVs, batteries, solar panels, medicine, advanced equip-
ment, I'T/communications equipment and services, and research and development For additional
background see Chapter 3, “U.S.-China Competltlon in Emerging Technologies.”

iThe term “China Shock” was popularized by a seminal paper published in 2016 by economists
David H. Autor, David Dorn, and Gordon H. Hanson, who argued that a flood of Chinese exports
replaced domestic manufacturers in the United States creating localized but highly negative im-
pacts on import competing regions across the country. David H. Autor, David Dorn, and Gordon H.
Hanson, “The China Shock: Learning from Labor Market Adjustment to Large Changes in Trade,”
Annual Review of Economics 8 (2016): 205—240.

§ Products were defined at the six-digit level of the Harmonized System, which distinguishes
over 5,000 different products. Sebastien Jean et al., “Dominance on World Markets: The China
Conundrum,” CEPII, December 2023.

While the previous analysis was done at the six-digit level of the Harmonized System, when
researcher Andrew Batson looked at the four-digit level, he found zero exports from China in
fewer than 50 of the possible 1,241 product categories. Andrew Batson, “China Wants Those Low-
End Industries after All” Tangled Woof, October 3, 2023.
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trade conflicts with the West and its fears over future sanctions.36
Former People’s Bank of China (PBOC) official Yu Yongding explains,
saying, “Re-emphasizing the importance of comprehensiveness is a
reaction to the new geopolitical reality.... [China] should be able
to quickly launch or increase production of critical goods, as need-
ed.”37 Chinese officials hope broad-based productive capacity will
insulate the Chinese economy against disruptions if its companies
are blocked from importing from advanced industrialized countries,
while market dominance will make it irreplaceable in key nodes at
every level in the global supply chain, giving it economic and poten-
tial political leverage.

Heavy state subsidization has been central to China’s con-
trol of both emerging and existing industries. Conservative
estimates from the Kiel Institute suggest that in 2019, Chinese
industrial subsidies amounted to $242 billion (renminbi [RMB]
1.8 trillion).*38 This is at least three to four times and up to nine
times higher than in the major EU and Organisation for Econom-
ic Co-operation and Development (OECD) countries.3® More recent
data looking at some of the industries championed by China’s “new
productive forces” suggest direct government subsidies for some of
the dominant Chinese manufacturers of green technology products
could be significantly higher.40 These estimates of direct government
subsidies fail to quantify additional support measures such as access
to subsidized inputs, preferential access to critical raw materials,
forced technology transfers, the strategic use of public procurement,
lack of foreign competition in the domestic market, and the prefer-
ential treatment of domestic firms in administrative procedures.41

Overall, in 2023, China’s manufacturing trade surplus with the EU
as a share of the EU’s GDP increased by 0.5 percentage points, and
its surplus with the United States remained flat as a share of U.S.
GDP42 Emerging markets have had to absorb the brunt of China’s
surplus. China’s manufacturing trade surplus with ASEAN more than
doubled between 2019 and 2023, rising from 3 percent to 6 percent of
the region’s GDP.43 China’s surplus with Mexico reached 3.8 percent
of Mexico’s GDP in 2023, up from 2.7 percent in 2019.4¢ (For a discus-
sion of transshipment issues, see Chapter 4, “Unsafe and Unregulated
Chinese Consumer Goods: Challenges in Enforcing Import Regulations
and Laws.”) This has galvanized some governments into action as well.
After Chinese imports took nearly 20 percent of Brazil’'s domestic mar-
ket share of steel, Brazil’s Ministry of Development, Industry, Trade,
and Services introduced import quotas and raised import taxes to 25
percent on 11 rolled steel products to protect domestic producers.45 A
number of other countries have followed suit, including India, Chile,
Mexico, Indonesia, and South Africa.46

Property Sector

Chinese officials see the need to reduce leverage and ex-
cess investment in the property sector but are constrained
from acting too aggressively due to the trillions of dollars in
household wealth invested in real estate. Policy makers appear
content to allow the sector to decline steadily while mitigating sys-

*Unless noted otherwise, this section uses the following exchange rate throughout: $1 = RMB
7.25.
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temic financial risk as the sector resets. China’s real estate sector has
been a central pillar of its economy since the late 1990s, with sectoral
growth consistently exceeding the country’s GDP growth.4? Because of
this growth, some estimates suggest the sector could account for 29
percent of the country’s overall GDP, more than double that of most
other countries.*48 Rapid growth, however, attracted speculation. A
lack of alternative savings options meant Chinese households began
to pour their massive savings into the housing market.#® Real estate
development as a share of all fixed asset investment climbed from 18
percent in 1999 to 27 percent in 2021.750 Real estate comprises around
70 percent of Chinese household wealth.}:51 Just before the bubble de-
flated, a considerable share of the 16 billion square feet of purchased
residential property was speculative investments rather than real de-
mand.?2 Further, these properties were often presold and paid in full
in advance—no deposits or down payments.53 This generated a broad-
based affordability crisis, with average sales prices rising almost 350
percent from 2006 to 2021, causing prices to become considerably high-
er relative to incomes.5*

Simultaneously, Chinese developers have long been reliant on debt
to sustain their activities. The sector’s business model was charac-
terized by rapid project turnover, quick sales, and high leverage.5>
As a result, the country’s developers had a debt-to-asset ratio far
higher than their peers in other major real estate markets like the
United States or Japan.5¢ Recent economic downturns exacerbated
these trends. In response to economic crises in 2008, 2012, and 2015,
Chinese policymakers stimulated the economy by extending credit
to the non-financial private sector.57 Utilizing this stimulus, the av-
erage debt-to-asset ratio of Chinese real estate developers rose from
around 72 percent in 2008 to more than 80 percent by 2021.§58

In August 2020, the PBOC and the Ministry of Housing and Ur-
ban-Rural Development directed representatives from the largest
private and state-owned companies in the sector to reduce their
leverage.52 The set of policies became known as the “three red
lines.”{ Chinese officials intended the policy to prevent developers

*This is a contested value with estimates and the methodologies used to derive them ranging
widely. Economists Kenneth Rogoff of Harvard and Yuanchen Yang of the International Monetary
Fund (IMF) estimate the sector to be 28.7 percent of the economy, a widely cited figure; econo-
mists at the Asian Development Bank (ADB) estimate it to be closer to 15.4 percent; and econo-
mists at Goldman Sachs, an investment bank, estimated its value to be 23 percent. Regardless,
the share of the property sector in China’s GDP is large. Economist, “Measuring the Universe’s
Most Important Sector,” November 26, 2021.

TAs a share of overall GDP, investment in real estate development climbed from about 4 per-
cent in 1999 to a peak of 14.8 percent in 2014. By 2021, it had fallen to 12.8 percent. Tianlei
Huang, “Why China’s Housing Policies Have Failed,” Peterson Institute for International Econom-
ics, June 2023, 22.

+#Estimates put the 2012 share of housing in urban wealth at 78.7 percent and rural wealth
at 60.9 percent. Including land and housing raised the share to 81.3 percent of rural wealth.
In comparison, this is more than double the average U.S. household, which holds an estimated
36 percent of total wealth in real estate. Briana Sullivan, Donald Hays, and Neil Bennett, “The
Wealth of Households: 2021,” United States Census Bureau, June 2023, 4; Yu Xie and Yongai Jin,
“Household Wealth in China,” Chinese Sociological Review, 47:3 (2015): 203—229.

§ Debt was even more concentrated within China’s largest property developers. The five largest
developers measured by revenue and debt ratio at the end of 2020 were China Evergrande (84.77
percent), Country Garden (87.25 percent), Vanke (81.28 percent), Zhongnan (86.54 percent), and
Sunac (83.96 percent). Tianlei Huang, “Why China’s Housing Policies Have Failed,” Peterson In-
stitute for International Economics, June 2023, 5.

fThe “three red lines” criteria to which developers must adhere are (1) a liability-to-asset ratio
less than 70 percent, (2) net debt not exceeding equity, and (3) enough cash on hand to cover
short-term borrowing. Developers who meet all three criteria are allowed to increase their overall
debt by at most 15 percent annually. If a developer breaches one red line, it is allowed to grow its
debt by 10 percent annually. If a developer breaches two red lines, it is ‘allowed to grow its debt
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from incurring additional debt until they reduced their liabilities
to more sustainable levels.69 In December 2020, regulators further
tightened lending rules and imposed caps on banks’ exposure to
property developer loans and mortgages.*61 Policymakers hoped
this would force the deeply indebted sector to deleverage while also
limiting the financial sector’s exposure to the property sector, avoid-
ing potential systemic risks.j¢2 Although regulators likely expect-
ed some pain from these reforms, they miscalibrated their impact,
which was amplified by China’s Zero-COVID lockdowns.63

In 2021, real estate developers across the country began default-
ing on their debt.6¢ By 2022, the entire sector was in a deep reces-
sion. Across the country, real estate investment and property sales
fell by 9 percent and 27 percent, respectively, compared to 2021.65
This drop in cash flow caused a 17 percent decrease in housing com-
pletions and a nearly 40 percent decline in housing starts.¢6 The
year 2022 was the sector’s worst since China’s nationwide housing
market was created in 1998.

Falling property values and investment losses have destroyed tril-
lions in household wealth, particularly for the middle class, who were
supposed to galvanize the shift to consumption-led growth.67 This
demographic has instead scaled back consumption across the board
in the absence of stronger policy support for the property sector.68
Fallout from the property sector also spilled over into the banking
sector, impacting trusts and wealth management products that had
concentrated investments in property under the misconception that
housing values would only rise.®® Many individual investors who
put their savings into the funds have not received their principal
back, much less the outsized returns they hoped for at inception.”0

While the sector has begun to stabilize, it still remains the
largest drag on Chinese growth. In the first seven months of
2024, China’s housing sales and investment for new housing proj-
ects fell by 18.6 percent and 10.2 percent, respectively, compared
with the same period in 2023.71 China still faces a surplus of un-
finished homes. At the end of 2023, Nomura Securities, a Japanese
financial firm, estimated that there were 20 million units of presold
homes that still need to be finished and would require $440 billion
in funding to complete.:72 Under the guidance of the country’s reg-
ulators, Chinese developers have devoted a greater portion of their
remaining resources to completing presold unfinished projects.

by 5 percent annually. If all three red lines are breached, the developer is not allowed to incur
any new debt. UBS Asset Management, “China’s Three Red Lines: Opportunities in China Real
Estate,” January 11, 2021.

*The rule required China’s largest state-owned banks to reduce loan exposure to property
developers to 40 percent or less in their total loan balance and mortgage lending to 32.5 percent
or less. Smaller banks faced stricter requirements and lower caps on the allowed exposures to
developer loans and mortgages. All lenders that exceeded the caps when they were imposed were
allowed a grace period of up to four years to meet these requirements. Tianlei Huang, “Why Chi-
na’s Housing Policies Have Failed,” Peterson Institute for International Economics, June 2023, 13.

TReal estate loans—including property developer loans and household mortgages—as a share
of all loan balances in the Chinese banking sector grew from less than 20 percent in 2011 to more
than 27 percent in 2021. This growth was often concentrated within specific banks. Important-
ly, the non-performing loan (NPL) ratio for property developer loans across the banking sector
increased nearly threefold from 2013 to 2019 to around 6 percent. Tianlei Huang, “Why China’s
Housing Policies Have Failed,” Peterson Institute for International Economics, June 2023, 5.

#Others, like Goldman Sachs, estimate the value to be even higher, calculating that Chinese
developers need $553 billion to complete housing they presold to buyers and then failed to finish.
Lulu Yilun Chen and Tom Hancock, “China’s Private Builders Face %553 Billion Gap to Complete
Homes,” Bloomberg, April 14, 2024.
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Figure 2: China’s Residential Real Estate Sector, Prices, Sales, Starts,
2019-2024
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Source: China’s National Bureau of Statistics, “New Residential Sales, New Residential Starts
[2019-2024],” via Haver Analytics; Bank for International Settlements, “Residential Property
Prices for China [2019-2024],” via Federal Reserve Economic Data.

In 2024, Chinese officials focused on targeted policies that
support demand and address the supply glut. As early as 2023,
Chinese cities had taken the lead in reducing local barriers to home
purchases, which they continued to do through 2024 in the form
of relaxed credit requirements for first-time homebuyers and lower
down payment requirements.”® In early 2024, the Chinese govern-
ment began designating a “whitelist” of in-progress housing proj-
ects whose developers would be allowed to apply for bank loans in
order to complete and deliver housing to owners.”* The program is
available even to developers who have already defaulted on existing
loans.”> In May 2024, the government announced a long-awaited
rescue package. Policymakers at the central level made available
$42 billion (RMB 305 billion) in central bank funding to help gov-
ernment-backed firms buy excess inventory.”6

The scale, however, is likely insufficient.”? Goldman Sachs es-
timates it would cost $1.1 trillion (RMB 7.7 trillion) to lower the
country’s housing supply to its 2018 levels.*78 This amounts to 25
times the size of the rescue fund. Chinese markets recognized the
fund’s inadequate size, and prices have continued to fall. Month-

*Goldman’s calculations are based on the assumption that local governments and state compa-
nies can purchase inventory at 50 percent of market prices.
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over-month new home prices, excluding state-subsidized housing,
slid 0.58 percent in April 2024, while the value of existing homes
dropped a further 0.94 percent.*7° Both were the steepest declines
in a decade.89 As of the first half of 2024, Chinese housing prices
have experienced a total decline of 13 percent from their 2021 peak
levels.81

Because such a large portion of household wealth is held as
real estate, adjustments in the property sector have weakened
consumer sentiment.82 Investment also continues to fall, drop-
ping nearly 10 percent year-over-year in April 2024 as businesses,
investors, and individual households continue to view the sector
with skepticism.83

Geographic misallocation of housing has exacerbated Chi-
na’s housing crisis. Unlike China’s broader housing market, its
four largest cities—Beijing, Shanghai, Guangzhou, and Shenzhen—
face deep undersupply issues, generating a broader affordability cri-
sis.T From 2002 to 2022, average prices for these cities have risen
nine-fold.i 84 This has implications for the country’s societal makeup
and labor market. The difficulty of purchasing property has con-
tributed to a lower marriage rate because of the social expectation
that men should own a home before marriage.®> Lower marriage
rates are likely to exacerbate China’s looming demographic crisis, as
an aging population saves for retirement instead of spending. High
costs also constrain local labor markets, crowding out young pro-
fessionals from China’s most innovative and economically dynamic
cities.86 In contrast, China’s real estate overcapacity is concentrated
in its smaller cities in the interior of the country.§ From 2010 to
2021, those cities, referred to by Chinese statisticians as tier three
cities, contributed around 78 percent of the country’s total housing
stock, despite only hosting around 66 percent of China’s urban pop-
ulation.87 Those cities have been hardest hit by the market correc-
tion; real estate prices in tier three cities dropped nearly 20 percent
between early 2021 and mid-2022.88

In 2024, a number of substantial impediments to recov-
ery—including additional bankruptcies, local government
financial stress, and declining growth—remain unresolved.
While more than 50 Chinese developers have defaulted on their

*Since their peak in Q3 2021, aggregate housing prices have declined 12.4 percent through
Q1 2024. Bank for International Settlements, “Real Residential Property Prices for China,” via
Federal Reserve Economic Data.

TChinese cites can be classified by a tier system that groups similar cities based on their
economic size, population, and political administration. The National Bureau of Statistics of
China, in its statistics on real estate activities, covers 70 large and medium-sized major cities
across China and divides them into three tiers. First-tier cities are Beijing, Shanghai, Guangzhou,
and Shenzhen. Second-tier cities are Tianjin, Shijiazhuang, Taiyuan, Hohhot, Shenyang, Dalian,
Changchun, Harbin, Nanjing, Hangzhou, Ningbo, Hefei, Fuzhou, Xiamen, Nanchang, Jinan,
Qingdao, Zhengzhou, Wuhan, Changsha, Nanning, Haikou, Chongqing, Chengdu, Guiyang, Kun-
ming, Xi’an, Lanzhou, Xining, Yinchuan, and Urumqi. Third-tier cities are Tangshan, Qinhuan-
gdao, Baotou, Dandong, Jinzhou, Jilin, Mudanjiang, Wuxi, Xuzhou, Yangzhou, Wenzhou, Jinhua,
Bengbu, Anqing, Quanzhou, Jiujiang, Ganzhou, Yantai, Jining, Luoyang, Pingdingshan, Yichang,
Xiangyang, Yueyang, Changde, Shaoguan, Zhanjiang, Huizhou, Guilin, Beihai, Sanya, Luzhou,
Nanchong, Zunyi, and Dali. Affordability is defined using the average home-price-to-income ratio,
which divides the average home price by the median household income. In 2024, major Chinese
cities’ price-to-income ratios were: Shanghai—47.9; Beijing—33.7; Shenzhen—33.7; and Guang-
zhou—33. In comparison, major U.S. cities’ price-to-income ratios were: New York—11; San Fran-
cisco—7.1; and Los Angeles—5.2. Numbeo, “Property Prices Index by City 2024.”

#Excluding these tier one cities, Chinese real estate prices have risen 576 percent.
China’s National Bureau of Statistics, “Residential Prices By City,” via CEIC database.

§This primarily refers to China’s tier three cities.
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debts since 2021, many developers have become nonviable and are
only avoiding bankruptcy because of policy interventions that have
compelled their lenders to delay recognizing their bad loans.8° If
unresolved, this could eventually spill over, further weakening real
estate prices and bank balance sheets.

China’s property sector crisis revealed a foundational instability
within a central pillar of China’s growth model.9©¢ While Chinese
leaders have tried to do just enough to ensure it will not become a
systemic risk for the broader economy, spillovers from the cratering
real estate sector will constrain local government budgets, disrupt
the job market, and dampen confidence across the economy.®! As
the sector shrinks from its peak of around 29 percent of GDP to an
estimated 16 percent by 2026, it will continue to be a substantial
drag on the country’s overall GDP growth.92

The deflation of the property sector bubble has negatively impact-
ed the finances of local governments, which had regularly generated
between 20 percent and 30 percent of their total income from sell-
ing land usage rights to developers between 2012 and 2023.93 Land
sale proceeds and property- and land-related taxes accounted for 37
percent of total fiscal revenue for all local governments in China in
2021.94 For certain local governments, this reliance has been above
50 percent of total fiscal revenue, meaning the property crisis limits
their ability to raise revenues.?> Local government revenue gener-
ated from land sales dropped 23 percent in 2022 and an additional
18 percent in the first 11 months of 2023.%96 To stabilize local gov-
ernment budgets, transfers from China’s central government rose by
18 percent in 2022.°7 Many local governments have become reliant
on the central government to stabilize their budgets.?8 For this to
change, Chinese officials will need to find new revenue sources or
their fiscal obligations will need to be reduced.®®

Real estate is also one of the primary ways local governments
raise and service debt, typically through special-purpose vehicles
known as local government financing vehicles (LGFVs).100 Rapid
and lucrative real estate growth has meant that LGFVs have ac-
cumulated an estimated $7.5-8.2 trillion in off-balance-sheet debt
(RMB 55-60 trillion), equivalent to around 45 percent of China’s
GDP.101 There is little to no evidence that Beijing’s policies to ad-
dress these debt issues will have a long-term impact. Falling land
prices also mean that local governments and LGFVs will face chal-
lenges securing new debt.102

Local Government Fiscal Challenges Simmer

LGFVs are taking advantage of refinancing programs and
regulatory updates to shift debt around and stabilize balance
sheets in ways that may do more to improve optics than to
advance genuine structural reform. LGFVs face a record $651
billion (RMB 4.7 trillion) in bond maturities in 2024 that they will
either need to either pay off or refinance.7193 Some local govern-

*Land sale revenue and land- and property-related taxes as a share of aggregate local govern-
ment revenue decreased from 37 percent in 2021 to 31 percent in 2022. Tianlei Huang, “Why Chi-
na’s Housing Policies Have Failed,” Peterson Institute for International Economics, June 2023, 32.

TLGFV bond repayments outpaced new bond issuances from Q4 2023 through Q2 2024, indi-
cating that LGFVs are making progress on deleveraging. Through the first half of 2024, LGFV
net financing was about negative $27 billion (RMB 197 billion). Bloomberg, “China’s $1.6 Trillion
LGFV Bond Market Shrinks by Most in Years,” July 8, 2024.



43

ments will likely take advantage of $138 billion (RMB 1 trillion)
government bond fund introduced last year to refinance LGFV debt
into official provincial government bonds.1°4 From the perspective
of the central government, the program increases transparency into
total debt levels by bringing “off-balance-sheet” LGFV debt onto the
books of provincial governments. LGFVs are also refinancing their
own “off-balance-sheet” debt, converting non-traditional borrowings
into LGFV bonds by taking advantage of a new government bond
swap program.*105 The newly issued bonds have reduced interest
rates and longer maturity dates, which will help lower the risk of
defaults in the near term.f While bringing the debt back onto bal-
ance sheets should help increase transparency and insight into total
debt burdens, it may also encourage moral hazard if investors see
the rescue measures as proof that the government will not allow
these bonds to default.1°6 Longer debt maturities also extend fis-
cal problems into the future rather than addressing the underlying
issue of an imbalance between central and local tax receipts and
expenditure burdens.197 In addition to refinancing using regional
government funds, local governments are also shifting debt burdens
from weaker to stronger LGFVs, cutting expenditures, lowering in-
vestment, restructuring private debt, and selling assets to generate
funds as LGFV bonds come due.198 In heavily indebted Guizhou, a
state-owned firm provided a guarantee for new bonds issued by a
stronger LGFV to repay the debt of a weaker, unrelated LGFV.109
Together, these actions have contributed to a compression in the
risk premium paid on LGFV bonds compared with government
bonds, signaling that bond traders have regained some confidence
in regional governments to prevent defaults.11© However, as under-
lying weaknesses in local government finances remain unresolved,
this could be merely a reflection of investors’ confidence in the gov-
ernment’s unwillingness to allow LGFV defaults.111

LGFVs are also using creative accounting techniques to de-
leverage balance sheets. New accounting regulations promulgated
by the Ministry of Finance now allow firms to monetize data as
an intangible asset.£112 Since these regulations became effective
on January 1, 2024, some LGFVs have classified data collected

*China’s central government maintains tight control over local government debt. In highly
indebted regions, only borrowing used to fund projects approved by the State Council or for key
development areas like affordable housing is permitted. Local governments are also required to
maintain balanced budgets, while LGFVs are not, which led to the rapid increase in LGFV debt.
Helen X. H. Bao, Ziyou Wang, and Robert Liangqi Wu, “Understanding Local Government Debt
Financing of Infrastructure Projects in China: Evidence Based on Accounting Data from Local
Government Financing Vehicles,” Land Use Policy 136 (2024): 1-17; Reuters, “Exclusive: China’s
Cabinet Curbs Debt Growth in 12 ‘High Risk’ Regions—Sources,” October 25, 2023.

FThe refinanced bonds also come with new restrictions on use. Proceeds can only be used to
repay principal on outstanding debt or to fund any of the so-called “three major projects,” which
refer to affordable housing, urban village renovation, and dual-use public facilities that can be
used for everyday and emergency purposes. They cannot be used to make interest payments.
Cheng Siwei et al., “In Depth Local Governments Struggle to Tackle Mountain of Hidden Debt,”
Caixin Global, March 20, 2024

#Firms in the United States also monetize the data they collect, for example by tracking in-
ternet browsing history and selling the data to advertisers. U.S. firms are able to use this data
as loan collateral by engaging a third-party expert to perform a valuation on the data. However,
even in an industry worth billions, firms and lenders struggle to arrive at accurate valuations for
their data due to a lack of publicly available information on comparable transactions. In addition,
the developed market for personal data in the United States has sparked widespread data priva-
cy concerns. Brian X. Chen, “The Battle for Digital Privacy Is Reshaping the Internet,” New York
Times, June 23, 2023; Douglas B. Laney, “Leveraging Data as Collateral Starts with Knowing Its
True Value,” Forbes, December 23, 2022.
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through business operations as a balance sheet asset, including
data on public transportation and utilities, with some data al-
ready serving as collateral for new loans.113 Chinese regulators
have been working on guidelines for how to value and recognize
data on financial statements, but the value of these datasets and
the degree to which they can be monetized are difficult to deter-
mine.114 Although the total amount of debt collateralized by data
is thus far small, the use of data of uncertain value as collateral
shows how desperate LGFVs are to stabilize balance sheets and
take out new debt.115

New national security laws may threaten the indepen-
dence of international credit agencies—which have identi-
fied the rising debt problems in China—and make it diffi-
cult to judge the effectiveness of ongoing property sector
reforms. In December 2023, Moody’s Ratings changed its outlook
of China’s Al credit rating from stable to negative, citing the
increasing likelihood that the central government would need to
provide financial support for local and regional governments and
SOEs due in part to ongoing property sector weakness.116 In May
2024, Moody’s reaffirmed its Al rating with a negative outlook for
China and added that weak consumer and business sentiment
continues to weigh on China’s economic outlook.*117 While the
ratings action is unlikely to impact China’s finances directly, the
negative outlook underscores the difficulties China’s economy is
facing and may impact investor sentiment.t 118

In response to ratings actions, Chinese state-sponsored media
argue that international ratings agencies misunderstand China’s
economy and that their models are unsuitable for emerging econ-
omies in general.l1? By labeling the ratings actions as “a delib-
erate attempt to undermine ... confidence” in China’s economy,
Chinese media highlighted the risks for corporations when their
objective assessments contradict CCP policy edicts.120 Prior to
the release of its revised credit opinion, Moody’s reportedly ad-
vised China-based staff to work from home, a possible precau-
tion against a negative reaction from Beijing, which in the past
has included corporate raids and detaining local employees.: 121
Under tighter national security laws affecting international due
diligence firms, domestic investors may be directed to rely more
on China’s domestic ratings agencies, which were the subject of
intense criticism after they failed to identify deficiencies in prop-
erty developers’ financials.122

*Fitch Ratings also changed its outlook on China’s sovereign credit rating to negative in April
2024 and maintained its A+ rating, while S&P Global Ratings, the third-largest global credit rat-
ings agency, maintained its assigned stable outlook. Reuters, “Fitch Cuts China’s Ratings Outlook
on Growth Risks,” April 10, 2024; Reuters, “S&P: No Changes to China Credit Rating, Outlook,”
December 5, 2023.

TFor more on how the CCP considers economic data and public perception of the economy
matters of national security, see U.S.-China Economic and Security Review Commission, Chapter
1, Section 1, “U.S.-China Bilateral and China’s External Economic and Trade Relations,” in 2023
Annual Report to Congress, November 2023, 55-56.

#In 2023, Chinese security officials raided three multinational corporate advisory firms, exacer-
bating tensions within the international business community. For more on China’s crackdown on
international due diligence and corporate advisory firms, see “Foreign Multinational Companies
Place Lower Priority on Investment in China” later in this chapter.
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Lukewarm Policy Support for Alternative Growth Drivers

Chinese Consumption Data Are Contentious

Consumption trends in China are difficult to track due to dis-
crepancies in data. There is reason to suspect that consumption’s
share of GDP outpaces official Chinese statistics. Some house-
hold income earned by wealthy individuals and the benefits of
home ownership are likely underreported, as are transfers from
the Chinese state to households in the form of education, health-
care, cultural amenities, and food.123 Some have argued that after
properly including these social transfers, household consumption
increased its share of GDP by 6 percentage points from 2012
to 2019.12¢ However, the growth rate of consumption has likely
been overstated in more recent years. In 2022 and 2023, China’s
National Bureau of Statistics reported that consumption contri-
butions to GDP growth were 0.4 percentage points and 4.3 per-
centage points, respectively.125 Analysis by Rhodium Group esti-
mates that the reality was closer to -0.5 percentage points and 2.0
percentage points, respectively, based on a variety of alternative
data points.126 In 2022, retail sales declined, Zero-COVID policies
prevented consumers from spending money, household deposits
rose, and consumer confidence fell, all factors that would con-
tribute to lower consumption.12? Similarly, in 2023, households
paid down their debt by 13 percent and retail sales growth was
weak.128 Data on retail sales, sometimes used as a proxy for of-
ficial consumption data, present their own problems. First, re-
tail sales data include some purchases by government agencies,
schools, and the military.129 Second, consumption of services, a
growing portion of consumer expenditures, is not captured by re-
tail data.139 Third, and perhaps most importantly, Chinese statis-
tical authorities have in recent years retroactively amended retail
sales data, lowering the base of comparison to present rosier an-
nual growth numbers.131 Adjustments made to 2019 data were
on the scale of tens of billions of dollars.132 Ongoing revisions to
retail sales data, albeit on a smaller scale, make tracking China’s
consumption trends difficult.133

China remains reliant on manufacturing, exports, and the
declining property sector because household consumption
has not increased as a share of China’s GDP.13¢ As China’s
middle class is hit by deteriorating wealth from the property market
downturn and China’s older generations save for retirement, there
are few segments of society left that can drive consumption growth.
Key measures of consumption and consumer confidence continue to
indicate weakness compared with pre-COVID trends. Stimulus ini-
tiatives announced in mid-2023, including a trade-in program for
used cars, home renovation programs promoting energy efficiency,
and lower prices at tourism locations, have been small in scope and
not as effective as hoped.135 In 2019, year-over-year growth in month-
ly retail sales of consumer goods was consistently over 7 percent; so
far in 2024, the highest monthly figure has been 3.7 percent.136 Con-
sumption’s contribution to GDP growth was lower in the first quar-
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ter of 2024 than it was in the last three quarters of 2023 and—ex-
cluding the period of the COVID-19 pandemic—has remained in the
same range since 2015.137 Chinese consumers continue to spend less
than their U.S. counterparts, driven by a combination of factors, in-
cluding lower household income, poor domestic investment options,
and a weak social safety net.138 China’s consumer confidence index
has remained below the 100 level (above which China’s consumers
would be considered more confident than not) since April 2022.139
Results from the annual “618” shopping festival exemplified weak
consumer sentiment as aggregate e-commerce sales results from
the event declined year-over-year for the first time.149 Although the
total number of trips taken during China’s 2024 Spring Festival
holiday was higher compared with pre-COVID, calculations based
on official data indicate that spending per individual trip fell.141
Reports of falling expenditures for services like after-school music
and sports activities demonstrate how far consumer confidence has
deteriorated given conventional wisdom that parents were willing to
spend more on their children, even if they chose not to spend money
on themselves.* 142

The Chinese government’s incremental measures to stimulate
consumer spending have failed to address structural impediments
to higher consumption and are overshadowed by efforts to promote
traditional drivers of growth. While Chinese policymakers have
identified consumption growth as a policy priority, stimulus mea-
sures thus far have been insufficient to overcome structural imped-
iments that sustain China’s high savings rate.{ 143 Stimulus efforts
for consumer goods have been limited and are further constrained
by the large portion of household spending that already goes to
services like education,i particularly for lower-income families.144
Because a large portion of family wealth is tied up in real estate,
stabilizing the property market will be another key component of
restoring consumer confidence.145 China has been battling deflation,
and the lack of direct demand-side stimulus from the government
has exacerbated weak consumer sentiment.146 Some analysts have
argued that China’s government should use fiscal policy to stimu-
late consumption, either through direct cash transfers or changes
to tax policies and subsidies.14? So far, the government has resist-
ed calls from economists and investors to institute a cash-trans-

*According to Chinese economist and former deputy managing director of the International
Monetary Fund Zhu Min, China’s parents and grandparents are willing to spend more on their
children before they attend university. However, once young adults become responsible for their
own costs of living, including marriage and housing, spending drops off naturally, exacerbated by
intense work schedules and a lack of enticing consumer products targeting their demographic. As
a result, as China’s birth rate has fallen, overall spending has fallen as well. China’s birth rate
has fallen from 21 births per 1,000 people in 1985 to just 6.4 births per 1,000 people in 2023.
China’s population declined for the first time in recent memory in 2022. Lin Qianbing, “Investiga-
tion: How Can We Give Consumers the Confidence to Spend? What Influence Does the Changing
Real Estate Market Have?” (W% | fnfa it Z—’I%ﬂ'ﬂn‘u(ﬁ W B T35 AT AT R L 540 ?), Paper,
June 26, 2024. Translation; Jacob Funk Kirkegaard, “China’s Population Decline Is Gettmg Close
to Irrevers1ble Peterson Institute for International Economics, January 18, 2024.

FChinese consumers are largely barred from investing overseas as part of China’s strict capital
controls, while banks are constrained in what they can offer depositors in interest in part due to
low lending rates. Noriyuki Doi, “China’s Listed Banks See Interest Margins Fall below Warning
Line,” Nikkei Asia, May 2, 2024; Bloomberg, “China Scrutinizes Capital Flows as Online Brokers
Pull Apps,” May 16, 2023.

#Even with access to government-funded education, private spending on education still
makes up a significant portion of household spendlng These expenses include extracurric-
ulars, tutoring, books, food, and higher education. Dezhuang Hu et al., “The High Cost of
Education in China,” Stanford Center on China’s Economy and Institutions, April 1, 2024.



47

fer-style stimulus program.*148 Furthermore, because of China’s
high savings rate, policymakers may be limited in their ability to
boost the economy through fiscal policy, as excess cash may merely
be deposited into bank accounts or used to pay down outstanding
debt.14? Instead, government reforms have focused on stimulating
supply—and manufacturing in particular. Signs from recent policy
statements indicate that China intends to rely on production and
exports as drivers of economic growth, with a continued dearth of
support for consumer spending.§ 159 (For more on China’s production
and export-led growth strategy, see Chapter 4, “Unsafe and Unreg-
ulated Chinese Consumer Goods: Challenges in Enforcing Import
Regulations and Laws.”)

Youth Unemployment

Successively larger classes of college graduates are enter-
ing a workforce prioritizing jobs they do not want and focus-
ing on skills they do not have. Worsening employment rates near-
ly two years after the end of China’s Zero-COVID measures suggest
Chinese youth unemployment is not the result of a lagging recovery
but rather a structural mismatch in labor force supply and demand.
Official Chinese statistics indicate that the overall urban unemploy-
ment rate has improved, returning to pre-pandemic levels.151 None-
theless, Chinese youth unemploymenti continues to worsen. When
China entered COVID, its young college graduates, a demographic
group that has increased in size by nearly 70 percent since 2012,
were primarily employed in service industries, private enterprises,
and the gig economy.152 The share of youth seeking employment in
construction or manufacturing was steadily decreasing.153 As Chi-
nese policymakers fought the pandemic with strict lockdowns, the
services sector and its disproportionately younger employees were
most harmed.1%* As a result, while China’s overall unemployment
rate quickly returned to its pre-pandemic average of around 5 per-
cent, Chinese youth unemployment nearly doubled from an average
of 10.9 percent in the first half of 2019 to 19.6 percent in the first
half of 2023.§155 In August 2023, as China’s youth unemployment
rate continued to rise, officials in Beijing temporarily stopped pub-

*Boosting consumption is a key component to the success of Xi’s strategy of “dual circulation,”
which aims to rebalance China’s growth away from exports in order to insulate the Chinese
economy from external demand shocks and boost self-reliance. It also emphasizes supply chain
diversification and investment in the production of higher-value-added products. For more on
“dual circulation,” see U.S.-China Economic and Security Review Commission, Chapter 1, Section
1, “The Chinese Commuist Party’s Ambitions and Challenges at Its Centennial,” in 2021 Annual
Report to Congress, November 2021, 38. China Power Team, “Will the Dual Circulation Strategy
Enable China to Compete in a Post-Pandemic World?” Center for Strategic and International
Studies, December 15, 2021.

FIn July 2024, the CCP held its twice-a-decade Third Plenum to discuss major milestones and
set the direction of China’s economic policy. The Third Plenum confirmed China would continue
to focus on manufacturing and technology as drivers of growth rather than placing more empha-
sis on household consumption. Rebecca Feng, “China’s Long Blueprint for Economy Falls Short
on Details, Raising Concerns,” Wall Street Journal, July 22, 2024; Jude Blanchette et al., “Third
Plenum Hot Takes: Skepticism and Concern,” Center for Strategic and International Studies,
July 22, 2024.

iDifferent countries use different definitions for youth unemployment, but China’s new defini-
tion, revised in January 2024, covers workers aged 16—24 not including students.

§ China’s unemployment rate for young university graduates is likely even worse. While Chi-
na does not release official statistics for the unemployment rate for 16- to 24-year-olds with a
university education, analysts have tried to estimate it. Using China’s census and its statistical
yearbooks, the Economist estimated it to be 25.2 percent in 2020, which was 1.8 times the un-
employment rate for all young people at the time. Economist, “Why So Many Chinese Graduates
Cannot Find Work,” April 18, 2024.
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lishing the data series, citing a need to reassess its methodology.156
In January 2024, China resumed publication and announced a 14.9
percent jobless rate for December 2023.157 The drop was primarily
because officials implemented a new method that excludes students
seeking jobs.* 158 However, even with the new methodology, Chinese
youth unemployment remains elevated. By August 2024, China’s
youth unemployment rate had increased by 3.9 percent since the
start of the year to 18.81 percent.159

Figure 3: China’s Youth Unemployment Rate, 2019-2024
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Source: China’s National Bureau of Statistics, “Urban Unemployment Rate: Age 16-24 [2019—
2024],” via Haver Analytics.

China’s slow economic growth, tech and gig economy
crackdowns, and faltering private sector have narrowed
opportunities in the areas where most young, educated job
hunters are seeking employment. To boost China’s recovery
from COVID, Chinese officials relied on targeted stimulus toward
its property and manufacturing sectors.160 However, such jobs have
traditionally been filled by (internal) migrant workers and do not
match the expectations of new college graduates.161 As a result, de-
spite elevated youth unemployment, Chinese officials are projecting
a 30-million-person employment gap by 2025 for major manufac-
turing industries like automobiles.162 In 2023, total employment
at China’s largest tech firms—Baidu, Alibaba, and Tencent—fell by
nearly 25,000 jobs or 6.4 percent.163 Chinese limitations on the pri-

*Notably, the United States, the United Kingdom, and many other countries include young
people seeking jobs while studying when calculating their own rates. Economist, “Why So Many
Chinese Graduates Cannot Find Work,” April 18, 2024.
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vate education industry have been even more damaging. Estimates
suggest China’s restrictions may have generated losses of three
million jobs, or over 30 percent of those employed in the sector.164
As China has recovered, private enterprises have also lagged far
behind their state-owned counterparts.165 Because these firms are
responsible for around 80 percent of urban employment and 90 per-
cent of new jobs, the employment implications have fallen hardest
on China’s youth.*166 However, supply, particularly of college-edu-
cated youth, continues to grow. China’s Ministry of Education proj-
ects that 11.8 million students will graduate by the end of 2024, a
2 percent year-over-year increase.167

China’s elevated youth unemployment and pessimism to-
ward the labor market are indicative of larger issues af-
flicting China’s labor force. Surveys conducted by Martin K.
Whyte, professor of international studies and sociology at Har-
vard University, and Shen Mingming, director of the Research
Center of Contemporary China at Peking University, find that the
Chinese populace increasingly views their economic system as ar-
bitrary and unequal, assigning less responsibility to themselves
and more to the Chinese system for achieving success. Between
2004 and 2014, those surveyed identified lack of ability, lack of
effort, and low education as the main factors that explained pov-
erty in China. In 2023, lack of effort and lack of ability plummet-
ed to the fifth and sixth most prevalent explanations and were
replaced by structural factors like “unequal opportunity” (ranked
sixth in 2004 and first in 2023) and “unfair economic system”
(ranked eighth in 2004 and third in 2023).168 When asked in 2004
to react to the statement “Whether a person becomes rich or re-
mains poor is their own responsibility,” 49 percent of those sur-
veyed agreed; in 2023, that portion fell to 27 percent.169

Hard data suggest that, like youth unemployment, this senti-
ment reflects a disconnect between expectations and the reality
of China’s job market. China’s focus on industrial production has
created a labor force in which educational attainment has out-
paced an economy that is still predominantly based on manufac-
turing. While China’s Ministry of Human Resources and Social
Security estimates that almost half of all manufacturing roles
will go unfilled by 2025, Chinese job hunters have focused their
efforts elsewhere. For example, in 2023, a record 2.6 million peo-
ple, many with a master’s degree or even a doctorate, applied to
take the national civil service exam to compete for only 37,100
entry-level positions.170 This mismatch cuts across China’s econ-
omy. Zhaopin.com, a major Chinese recruiting site, estimates that
90 percent of applications go to sectors that provide less than 50
percent of jobs.171

China’s elderly are facing their own set of employment
challenges. An inadequate social safety net means workers must
stay in the labor force longer. In 2023, 94 million workers, or 12.8
percent of China’s 734-million-person labor force, were older than

*Estimates suggest around 50-60 percent of urban employed people aged 16-24 worked
for private firms during 2013-2020, which was around 20 percentage points higher than prime-
age workers. This proportion was significantly higher among vocational college graduates, with
nearly 70 percent employed in the private sector. Shuaizhang Feng et al., “A Closer Look at Caus-
es of Youth Unemployment in the People’s Republic of China,” ADB Briefs, June 2023.
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60—China’s current statutory retirement age for men—up from 8.8
percent in 2020.172 Chinese leadership is magnifying this trend, and
in September 2024 it approved a plan to increase the statutory re-
tirement age for the first time since 1951.%173

State Directives Weigh on Domestic Financial Markets

China’s non-commercial financial sector has long helped the CCP
achieve its economic and policy objectives. State-owned banks pro-
vide capital on advantageous terms to SOEs and conduct foreign
exchange transactions to support the value of the RMB, while
state-affiliated or licensed institutional investors under strong en-
couragement from the Party-state prop up the stock market via di-
rect purchases. The failure of Chinese domestic markets to provide
appealing investment opportunities for everyday people has contrib-
uted to both the development of unregulated and risky alternative
investments and a high national savings rate. As economic growth
has failed to recover since the COVID-19 pandemic, regulators and
state-owned financial firms have taken steps to support financial
markets, but both domestic and international investors remain
skeptical.

Banks Reluctantly Support the Property Sector at the Expense
of Private Enterprises

With existing real estate loans constituting a large portion
of balance sheet assets and new directives extending credit
to viable development projects, China’s banks are often un-
able to deploy capital into more productive sectors of the
economy. China’s banking sector has significant exposure to the
real estate sector, with almost 40 percent of loans related to proper-
ty.17¢ The banking sector’s exposure to the property sector makes it
likely that the percentage of non-performing assets will rise in 2025,
according to forecasts from S&P Global.175 After years of supporting
an expansionary bubble in real estate, Chinese banks have pulled
back from lending to the sector following a wave of policy changes
and developer defaults; however, banks remain significantly exposed
to property sector risks.

Banks have pulled back from lending more broadly as well. Chi-
na’s aggregate financing{ shrank month-over-month in April 2024
for the first time since comparable data became available in 2017.176
Multiple factors contributed to the decline, including less overall re-
financing of local and regional government bonds under directives
from the central government to deleverage as well as less activity
in the shadow banking sector.17? Household medium- and long-term
loans, a proxy measure for mortgages, also showed the greatest con-
traction on record as fewer new mortgages were taken out than
repaid.1’® Under pressure to stimulate economic growth, China’s
Ministry of Finance responded by announcing it would issue a total

*The retirement age will be raised from 60 to 63 years old for men. For women in white collar
work, it will be raised from 55 to 58 years old. For women in blue collar work, it will be raised
from 50 to 55 years old. The changes will come into effect in 2025 and be implemented over a 15-
year period. Farah Master, “China Approves Plan to Raise Retirement Age from January 2025,”
Reuters, September 13, 2024.

TAggregate financing is a broad measure of credit that includes government bond issuance,
bank loans to firms and households, and other non-bank financing. Bloomberg, “China Credit
Shrinks for First Time, Loan Growth Disappoints,” May 11, 2024.
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of $138 billion (RMB 1 trillion) in special long-term bonds, with the
first tranche sold in May 2024.179 Proceeds from the bonds will be
used to fund long-term projects, including transforming excess ca-
pacity in the property market into public housing and supporting
the development of strategic sectors.180

Chinese banks traditionally have granted more credit to SOEs,
which carry an implicit guarantee from the government, while un-
derserving small and medium-sized enterprises (SMEs).181 The Chi-
nese banking sector, led by large state-owned banks, is non-com-
mercial in nature and ultimately backstopped by the government,
making widespread bank failures highly unlikely.182 However, slow-
ing credit growth means banks are lending less to private sector
borrowers, despite the private sector in recent years accounting for
around 70 percent of jobs and 60 percent of GDP.183 Other recent
regulatory changes have harmed SMEs’ access to bank credit by
reducing access to a popular short-term financing tool in an effort
to support regional bank stability.184

The PBOC has reintroduced a COVID-era program to provide re-
lending facilities to banks that have extended credit to SMEs in the
tech sector.185 This follows past efforts by the central government to
encourage lending to SMEs through grant programs and other in-
centives.186 These programs often fail to spur lending by banks due
to the confluence of limits on the interest rates banks can charge
SMEs and implicit state guarantees for SOEs.187

Chinese policymakers are trying to mitigate systemic risk
in the banking sector with a controlled deflation of the prop-
erty bubble by ensuring viable projects still have access to
bank credit while also instituting reforms to strengthen the
banking sector. Chinese banks have been directed to lend to a
“whitelist” of in-progress housing projects in attempts to reduce the
stock of undelivered housing.188 At the same time, recent regula-
tory tightening in the banking sector will require banks to recog-
nize more assets as non-performing and set aside larger provisions
for these non-performing assets as the government continues its
efforts to rehabilitate the property sector. This is in part due to
regulations effective by the end of 2025 that will require Chinese
banks to recognize all exposure to a particular property developer
as non-performing once the developer defaults on over 10 percent of
outstanding credit owed to a bank.189 As of January 2024, banks are
also required to internally classify distressed developers as a higher
credit risk.*190

Stock Market Slide Halted by Government Intervention

Official policy statements and actions by state-backed fi-
nancial institutions have managed to slow the slide of Chi-
nese stock market indices after years of deteriorating per-
formance.| Major indicators of stock market performance in China
rose overall in the first half of 2024 after the Chinese government

*Internal bank risk ratings determine the amount of capital banks need to set aside for a
particular loan, thereby directly impacting banks’ return on assets and indirectly affecting the
ability to extend capital to other borrowers. Higher-risk ratings require greater capital provisions.
Corporate Finance Institute, “Risk-Weighted Assets.”

TChina’s stock market fails to reflect macroeconomic fundamentals. From 2007 to 2023, Chi-
na’s GDP grew from $3.6 trillion to $17.8 trillion. Over the same time period, the Shanghai
Composite, a stock market index of all companies traded on the largest stock exchange in China,
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stepped in to halt automated trading and directed state-owned firms
to buy shares. Under overall poor conditions in the stock market
and ongoing regulatory scrutiny, Chinese companies withdrew plans
for domestic initial public offerings (IPOs), an ongoing trend from
the prior year that has accelerated so far in 2024.191 Beijing has
shown some awareness of the challenges. Beijing replaced the chair
of the China Securities Regulatory Commission (CSRC), installing
Wu Qing, a seasoned risk executive known as the “broker butcher”
for ordering the closure of a quarter of China’s securities dealers
during his last tenure as head of the CSRC.192 Market participants
also suspect that units of China’s sovereign wealth fund, pension
funds, insurers, and other state-backed asset management compa-
nies have been active in purchasing large volumes of exchange-trad-
ed funds (ETFs) in a directed and collective attempt to boost the
performance of the stock market.*193 At the same time, regulators
have instituted stricter restrictions on types of trading seen as con-
tributing to volatility and downward pressure on stock prices, in-
cluding short selling and high-frequency trading by domestic hedge
funds and directives to avoid purchases of risky derivatives.194¢ Some
interventions were direct, with high-frequency trading firms report-
ing instances of their internet access being suspended and borrowed
shares being recalled.19> While these actions were effective in stem-
ming the fall of Chinese stock indices, they indicate that the govern-
ment intends to maintain tight control over trading activity rather
than encourage more market-driven trading.

More generally, the CCP has clearly articulated its vision for the
country’s financial sector to subdue profit-seeking behavior in favor
of Party ideals. The Central Financial Commission and the Central
Financial Work Committee have renewed calls to build a “socialist
financial powerhouse” and enact “strict and tough supervision.”196
State conferences and newspapers have promoted a similar ideolog-
ically driven market that puts social responsibilities and serving
the real economy { above the pursuit of pure profits.197 The changes
extend to individuals in the industry, with employees of domestic
financial firms impacted by salary cuts and bonus clawbacks pres-
sured to adhere closely to Party ideology, such as avoiding extrava-
gant displays of wealth.198

Simultaneously, Chinese stock markets have become in-
creasingly dominated by state-owned companies. From June
2021 to June 2024, SOEs’ share of aggregate market capitalization
of China’s top 100 listed firms grew from 31.2 percent to 54 per-
cent.i199 Over that period, valuations for China’s largest non-public

has remained flat. World Bank, “GDP (Current US$ - China) [2007-2013]”; Yahoo Finance, “SSE
Composite Index [7/1997-8/2024].”

*Similar buying behavior from what is known as China’s “national team” could be seen in
past periods of poor stock market performance, with large volumes of investments often flowing
suddenly into Chinese ETFs. Weilun Soon and Rebecca Feng, “How China Tried to Fix the Stock
Market—and Broke the Quants,” Wall Street Journal, March 13, 2024.

TAccording to Xi, the real economy includes sectors like manufacturmg as well as scientific and
technological innovation.

+Analysts at the Peterson Institute for International Economics define SOEs as companies in
which the Chinese state holds 50 percent or more equity ownership and non-public enterprises
(NPEs) as those in which the Chinese state holds less than 10 percent equity ownership. They
also introduce a third category, mixed-ownership enterprises (MOESs), those in which the Chinese
state holds an equity ownership stake between 10 and 50 percent. Tianlei Huang and Nicolas
Véron, “The Private Sector Advances in China: The Evolving Ownership Structures of the Largest
Companies in the Xi Jinping Era,” Peterson Institute for International Economics, March 2022, 10.
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enterprises have plummeted, while those of SOEs have risen. In
June 2021, the market cap of non-public enterprises within China’s
top 100 listed firms was $4.7 trillion.20° By June 2024, it had fallen
by more than half to $2 trillion.2°1 Conversely, over the same period,
Chinese SOEs’ market cap within China’s top 100 listed firms grew
from $2.7 trillion to $3.2 trillion.202

Against this backdrop, Beijing continued to pursue a number of
financial market reforms in 2024 to promote stability and investor
confidence in capital markets. High-quality development of capital
markets has been a key theme at annual conferences and in regula-
tory releases. In April 2024, the State Council released a document
outlining nine directives that would strengthen supervision, prevent
risks, and support the development of China’s capital markets.203
The policies would encourage the availability of a wider array of
investment products, including ETF's, while cracking down on mar-
ket manipulation by financial intermediaries and other actions that
violate the law.204

In September 2024, Chinese financial authorities introduced addi-
tional stimulus measures including interest rate cuts, lower reserve
requirements for banks, and support for the property and stock mar-
kets.205 The market reacted positively to the news, with a broad
index for the Chinese stock market rising over three percent in one
day.206 Beyond this temporary surge, analysts questioned whether
the measures would be sufficient to reverse China’s deflationary spi-
ral and achieve the stated 5 percent growth target.207

Ongoing RMB Currency Intervention *

In recent years, China’s central bank has continued to orches-
trate foreign exchange (FX) market interventions that support
the value of the Chinese RMB amid market pressures that would
otherwise weaken it.7 The PBOC has soft-pegged the RMB with-
in a set trading band against the dollar since 2005 (notably the
value of the RMB’s value continues to fluctuate against a basket
of currencies).208

As the U.S. Federal Reserve has kept interest rates higher to
combat persistent U.S. domestic inflation, the PBOC has resist-

*The Omnibus Trade and Competitiveness Act of 1988, 22 U.S.C. §5304(b) requires periodic
reporting by the U.S. Department of the Treasury on activities relating to a narrowly defined
concept of currency manipulation. From August 2019 to January 2020, the U.S. Department of
the Treasury labeled China a currency manipulator under that statute, which requires, among
other things, that China’s currency manipulation be “for purposes of preventing effective balance
of payments adjustments or gaining unfair competitive advantage in international trade.” While
the Treasury has removed this designation, China does still intervene persistently in currency
markets to manage the value of the RMB relative to the U.S. dollar. Alan Rappeport, “U.S. Says
China Is No Longer a Currency Manipulator,” New York Times, January 13, 2020; U.S. Depart-
ment of the Treasury, Treasury Designates China as a Currency Manipulator, August 5, 2019.

FChina’s preference for a weaker RMB in the early 21st century was driven by its reliance on
exports for growth. As China’s trade surplus with the United States grew, China prevented its
currency from appreciating by intervening in currency markets. This led to vocal pushback from
its international trading partners whose own goods were relatively more expensive as a result.
Although China still maintains a trade surplus with the United States, this dynamic has since
reversed. China now intervenes to prevent the devaluation of the RMB in the face of pressures
including weaker economic growth, volatile financial markets, and high U.S. interest rates. Chris
Anstey, “The Promise and Peril of China’s Strong Yuan Policy,” Bloomberg, February 3, 2024;
Wayne M. Morrison and Marc Labonte, “China’s Currency Policy: An Analysis of the Economic
Issues,” Congressional Research Service CRS RS 21625, July 22, 2013.
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Ongoing RMB Currency Intervention—Continued

ed large cuts to its “benchmark” loan prime rate* to avoid exac-
erbating depreciation pressure on the RMB.299 Since July 2023,
Chinese officials have regularly set the daily RMB fixing—or ref-
erence rate around which the currency is allowed to trade—at
a level significantly stronger than market consensus.i Markets
have reacted by maintaining exchange rates close to the weak
end of the fixed trading band for prolonged periods, and the RMB
has experienced depreciation of around 2 percent against the dol-
lar this year.210 Still, China has favored stability and is reluctant
to allow a rapid shift in the exchange rate. Analysts suggest the
PBOC is concerned that currency weakness will exacerbate neg-
ative sentiment among domestic and foreign investors and spur
capital flight.211 Additionally, at the start of 2024, Xi emphasized
“a strong currency” as one of his top priorities to support his
plans to strengthen China’s status as a financial powerhouse.212
Xi’s speech marked the first time in more than two decades that
a Chinese leader used this annual speech at the Central Party
School in Beijing to discuss finance, and it has likely encouraged
the PBOC to continue to maintain a strong exchange rate.213

Explicit steps by Chinese policymakers to support the RMB
include verbal guidance to speculators and investors when they
view trading activity as a threat to the lower bound of the fixed
trading band, the tightening of offshore RMB liquidity, and the
lowering of reserve requirements on foreign currency deposits.214
Despite these efforts, in the first half of 2024, the RMB remained
unusually stable close to the weaker end of the RMB trading
band. Historically, this has meant the PBOC is maintaining the
band through the sale of FX.215 However, the PBOC’s foreign cur-
rency balance sheet has moved slightly in the opposite direction,
suggesting the bank has not used its own funds to keep the RMB
inside the weak edge of the band.216 This contradiction has led
some analysts to suggest the PBOC has instead turned to state-
owned banks to actively manage FX markets and support the
RMB against further depreciation.217

U.S.-China Bilateral Commercial Relations

Bilateral Trade Slows

Total U.S.-China trade continued to be stagnant through
the first eight months of 2024 amidst weakening economic
conditions, price effects, increased geopolitical tensions, and
a rising trend of supply chain diversification. Although U.S.
official trade statistics capture only a portion of trade with China,
the data indicate a downward shift in the direct flow of goods (see

*After the U.S. Federal Reserve cut interest rates by 0.5 percentage points in September 2024,
the PBOC also lowered its benchmark interest rate from 1.7 percent to 1.5 percent. Christian
Shepherd and Anna Fifield, “China Moves to Boost Ailing Economy with Property, Stimulus Mea-
sures,” Washington Post, September 24, 2024.

TAny reference rate that is significantly stronger or weaker than the market expects is con-
sidered a signal from the PBOC on how it wants the currency to move. Allianz Global Investors,
“Currency Up, Equities Up,” November 24, 2023.
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Figure 4). U.S. imports and exports of goods with China reached
just $575 billion in 2023, a decrease of 16.8 percent from the year
earlier.*218 While the slowdown continued early in 2024, by August
total U.S.-China trade for the year to date was virtually unchanged
from the same period in 2023.219 Weakening Chinese demand for
most U.S. exports and stagnant U.S. imports caused the U.S.-China
trade deficit to increase slightly.220 In the first eight months of 2024,
the bilateral trade deficit rose to $186 billion, a 2.4 percent increase
over the same period in 2023.221

The U.S. trade statistics substantially understate the trade deficit
with China as tens of billions of dollars of small parcel imports that
enter duty free under the de minimis exemption are not incorpo-
rated in official U.S. trade estimates.7222 Trade statistics prepared
by China’s customs agency, which capture all exports to the United
States including de minimis shipments, suggest the scale of mis-
measurement in U.S. customs figures. China reported that it export-
ed $506 billion in goods to the United States in 2023, $79 billion
more than the United States recorded as imports.223 (For more on
distortions to U.S. trade data caused by tariff avoidance strategies
including de minimis entry, see Chapter 4, “Unsafe and Unregulated
Chinese Consumer Goods: Challenges in Enforcing Import Regula-
tions and Laws.”)

Figure 4: Change in Quarterly U.S. Bilateral Goods Trade with China,
Q1 2021-Q2 2024

Year-on-year percent change
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Source: U.S. Census Bureau, Trade in Goods with China.

Imports

Following a sharp decline in 2023, U.S. goods imports from
China leveled off in the first eight months of 2024. According
to U.S. data, in 2023, the United States imported $427 billion in
goods from China, down by over 20 percent from 2022 and falling

*Trade data produced by China’s customs agency, which better account for cross-border e-com-
merce trade than U.S. data, also point toward a fall in the goods trade. In Chinese data, goods
exports and imports with the United States fell to $672 billion in 2023, down 11.5 percent from
the year prior. China’s General Administration of Customs, Customs Statistics, July 2024.

TThe de minimis exemption, provided under Section 321 of the Tariff Act of 1930, provides
duty-free treatment for shipments valued under $800 entering the U.S. market per person, per
day. In fiscal year 2023, over one billion de minimis shipments crossed the U.S. border from all
origin countries. U.S. Customs and Border Protection, E-Commerce.
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to the second-lowest import level since 2012, surpassed only by the
pandemic-induced slowdown in trade in 2020.224 Eight months into
2024, U.S. imports from China amounted to $279 billion, increasing
by 1.3 percent from 2023.225 Softening U.S. consumer confidence in
the first half of 2024 dragged on imports as growth in household
spending slowed in response to concerns about inflation and poor
consumer sentiment.226 U.S. tariffs and bilateral tensions have
also prompted some importers to reduce their dependence on Chi-
nese imports and shift to alternative sourcing hubs, contributing to
the continued weakness in direct imports from China (see “Supply
Chain Diversification from China Is Occurring, but the Extent Re-
mains Unclear” in this section).

In addition, price and exchange rate effects contributed to the
decline in import value and relieved some pressure on U.S. infla-
tion.227 The price of imports from China fell 1.4 percent in August
2024 from a year earlier.* 228 This deflation in price largely reflects
overproduction in China, with producers looking to shift a greater
share of sales overseas amid weak domestic demand.229 The price
of fabricated metal products, the United States’ fifth-largest import
category with China, fell 2.1 percent in August 2024 from a year
earlier.230 RMB depreciation further depressed the value of imports
from China, as a weaker RMB means Chinese goods are cheaper in
dollar-equivalent terms.231 Nonetheless, the volume of U.S. imports
could strengthen into 2025 as consumers and businesses take ad-
vantage of reduced prices from China.f

Exports

Overall U.S. exports to China continued to slow in 2024 due
in part to persistently weak Chinese consumption. Though
U.S. exports of goods in 2023 remained elevated above pre-COVID
levels, at $148 billion, the export volume shrunk 4.1 percent from
2022 levels as China’s economy remained stagnant after ending
its Zero-COVID policies.232 In the year through August 2024, the
flow of goods continued to fall, reflecting the ongoing sluggishness
in China’s domestic demand.233 The United States sent $93 billion
in goods to China in the first eight months of 2024, down 0.8 per-
cent from the previous year.23¢ U.S. exports were boosted by sales of
advanced technology products,i which grew 33 percent in the year
through August 2024, largely due to a resurgence in shipments of
U.S. semiconductors and airplane parts, as discussed below.235 How-
ever, export growth was weighed down in other sectors, including
agriculture, amid Chinese polices aimed at diversifying away from
U.S. products, notably soybeans.236

* Accounting for price effects, the real value of U.S. imports from China increased by 3.4 percent
in the year through August 2024 compared to a year earlier. U.S. Census Bureau, Trade in Goods
with China; U.S. Bureau of Labor Statistics, “Monthly Import Price Index by Origin for NAICS,
All Industries, China, Not Seasonally Adjusted,” October 11, 2024.

fData on container freight volume suggest this is already taking place. Between January and
August 2024, containerized imports to U.S. seaports rose by 15.1 percent year-on-year in weight,
despite the more modest 1.3 percent increase in value. This likely reflects an increase in low-val-
ue, high-weight products. For instance, China’s exports of plastic products have surged in 2024.
U.S. Census Bureau, USA Trade Online, July 2024; Bloomberg, “China’s Plastics Boom Is Set to
Create Another Trade Headache,” July 1, 2024; Lori Ann LaRocco, “Imports from China to the
U.S. Are Rising at the Fastest Rate since Last Fall,” CNBC, April 10, 2024.

#Advanced technology products are a broad range of high-technology goods, including semi-
conductors, biotechnology, aerospace, and nuclear technology products. U.S. Census Bureau, Ad-
vanced Technology Product (ATP) Code Descriptions.
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U.S. Shipments of Semiconductors Rebound

U.S. exports to China of non-export-controlled semiconduc-
tors expanded at the start of 2024. To curb China’s advance-
ments in critical technology, the U.S. Department of Commerce im-
plemented controls on U.S. exports of the most advanced computing
chips and advanced semiconductor manufacturing equipment to
China in October 2022 and expanded them in October 2023. The
controls did not apply to “legacy semiconductors” or less advanced
chips used in home appliances, automobiles, and many connected
devices. Though exports of semiconductors fell 45.5 percent in 2023,
in 2024 the flow of U.S. chips rose sharply.237 Between January and
August 2024, U.S. semiconductor companies exported $5.3 billion in
chips to China, an increase of 69 percent from the same period in
2023 but still down from 2022 levels.238 To comply with U.S. export
restrictions, U.S. chip companies such as Intel and NVIDIA have
developed AI chips for the China market that have lower perfor-
mance capabilities.239 Though these chips underperform relative to
the leading-edge AI chips sold to other customers, some Chinese
companies have turned to these tuned-down processors given the
country’s shortage of computing power.24° The growth in U.S. chip
exports at the start of 2024 likely also reflected an uptick in sales of
processors to Chinese consumer electronics manufacturers, though
this growth may have since slowed as U.S. authorities further re-
stricted sales to Huawei. In May 2024, the Commerce Department
revoked export licenses for Intel and Qualcomm that reportedly per-
mitted them to sell smartphone and laptop chips to Huawei.*241
(For more on the design of U.S. export control policy toward China,
see Chapter 6, “Key Economic Strategies for Leveling the U.S.-China
Playing Field.”)

China’s Aviation Sector Surges Demand for U.S. Components

A post-Zero-COVID rebound in Chinese domestic air trav-
el boosted demand for U.S. planes and aviation components.
U.S. exports of civilian aircraft, engines, equipment, and parts grew
65 percent in the first eight months of 2024 relative to the same
period in 2023, reaching %7.7 billion.242 Exports of these products
reached their highest volume since the onset of the COVID-19 pan-
demic as air travel began to revive in China and are on track to
exceed 2019 levels.243 By August 2024, total air passenger traffic
rose to 492 million trips, increasing 20 percent over the same period
in 2023 and exceeding the pre-pandemic levels of 2019, according
to data from the Civil Aviation Administration of (CAAC).T244 The
increased traffic led to higher demand for parts to maintain China’s
air fleet, boosting U.S. exports.245 In addition, China’s state-owned
aerospace company Commercial Aircraft Corporation of China, Ltd.

*Just prior to Intel’s license being revoked, Huawei launched a new laptop, the Mate X Pro,
that ran on Intel’s Core Ultra 9 processor, which is capable of running a large language model
developed by Huawei. Yifan Yu, “Intel Profit Plunges 85% as AI Chip Sales Fall behind Nvidia
and AMD,” Nikkei Asia, August 2, 2024.

TThough domestic tourism spending stands out as one of the few positive drivers in China’s
otherwise sluggish consumer spending growth in 2024, travelers have nonetheless remained par-
simonious compared to pre-pandemic years. During China’s Labor Day holiday in May, spending
per traveler had fallen by 11.5 percent compared to 2019. Sophie Yu and Casey Hall, “China May
Day Holiday Spending Shows Mixed Picture on Post-COVID Recovery,” Reuters, May 6, 2024;
Bloomberg, “China Holiday Spending Rise Shows Consumption Recovery on Track,” April 8, 2024.
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(COMACQ) is expanding production of its C919 narrow-body commer-
cial airliner, which relies on components supplied by multiple U.S.
aerospace companies (see textbox).246

China’s Aviation Industry Remains Dependent on
Foreign Suppliers

Despite China’s efforts to become self-sufficient in aviation,
it remains reliant on U.S. and European aerospace components.
China has aimed to develop a domestic civil aviation industry
since the 1970s.247 More recently, in 2014, Xi called on COMAC
to “independently develop and manufacture large passenger air-
craft as soon as possible,” and the Chinese government has since
issued many policy documents like the CCP Central Committee
and State Council’s Outline for Building a Powerful Transporta-
tion Country that called for “raising the technological level of do-
mestically produced aircraft and engines.”248 Despite these goals
(and attempts to access foreign technology through joint ventures
and cyberespionage), China has only produced two commercial
jet models, and its aviation industry remains reliant on foreign
suppliers.24? For example, the engine used in the C919, COMAC’s
first “home-grown” narrow-body jet, is produced by a joint venture
between U.S. GE Aviation and French Safran.250 In 2016, CO-
MAC, Chinese defense contractor Aviation Industry Corporation
of China (AVIC), and the Beijing municipal government formed
the Aero Engine Corporation of China (AECC) to domestically
produce an engine for the C919, but that engine has yet to be
approved by the CAAC.251 Even if AECC’s engine is approved, it
will rely on components sourced from companies in Germany and
the United Kingdom.252 There are no plans to develop a domestic
alternative to the GE engine used in COMAC’s other commercial
model, the ARJ21 regional jet.253 A 2020 Center for Strategic and
International Studies report found that in addition to engines,
the C919 is reliant on U.S. and European companies for over 75
percent of its key components, with more recent research indicat-
ing components ranging from communications and flight control
systems to tires continue to be imported.25¢ China’s exposure to
U.S. and allied suppliers was clear when COMAC ran out of some
parts and struggled to meet production targets after being placed
on the U.S. Department of Defense’s (DOD) Communist Chinese
Military Companies list in 2021 (sanctions against COMAC were
dropped ten months later when it was not included on the Non-
SDN Chinese Military-Industrial Complex Companies List that
replaced this DOD list); it was also evident when, in the same
year, Canadian and U.S. denial of export licenses for the Pratt &
Whitney PW150 engine led to the effective cancelation of China’s
MA700 aircraft program.255

China resumed importing Boeing aircraft after a three-year
freeze, but the aerospace company continues to face scrutiny selling
into the Chinese market. China suspended most orders and deliver-
ies of Boeing aircraft in 2019 following two fatal crashes involving
Boeing’s 737 MAX 8, keeping the pause in place through most of
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2023 even as other civil aviation bodies recertified the airframe. In
December 2023, Chinese regulators approved Boeing’s first delivery
of a 787 Dreamliner since 2019, though shipments were disrupt-
ed shortly thereafter.256 Chinese regulators again paused approvals
between May and July 2024, ostensibly for a regulatory inspection
of a component, before permitting further deliveries.257 The pause
coincided with Chinese sanctions issued on May 19, 2024—after the
inauguration of Taiwan’s President Lai Ching-te—against Boeing’s
defense unit along with two other U.S. defense firms over arms sales
to Taiwan.*258 Though the sanctions placed no direct restrictions
on Boeing’s civil aviation unit, China’s coercion points toward its
willingness to leverage its commercial relationship with the United
States as it pursues its geopolitical objectives.

China Continues to Reduce Purchases of U.S. Agriculture Goods

U.S. exports of agriculture products to China fell in 2024
as China switched to lower-cost, non-U.S. sources. Though ag-
ricultural products continue to be one of the United States’ leading
exports to China, U.S. agriculture exports fell 15 percent by value
year-on-year in the year through August 2024, totaling $13.7 bil-
lion.259 This decline in value partially reflects falling food prices in
global commodity markets due to large harvests and weaker demand,;
the volume of U.S. exports to China dropped at the slower rate of 5
percent by weight.269 The drop also reflects China’s ongoing shift to-
ward alternative suppliers, driven by a desire to reduce dependence
on the United States and strengthen its food security. Since 2018,
when China responded to U.S. tariffs on Chinese goods with retal-
iatory duties on many agriculture products and other goods, U.S.
producers have lost ground in China’s import market.261 The United
States’ share of China’s agriculture imports by value fell from 19
percent in 2017 to 13 percent in 2023.262 Much of the U.S. share was
taken over by Brazil.263 Brazil is now China’s top overseas supplier
for vital crops, including soybeans, which are used as animal feed
or converted into edible oils.264 In the year through August 2024,
Brazil supplied 74 percent of China’s soybean imports, exporting 3.6
times more than the United States.265 Nonetheless, the Party-state
continues to view China’s dependence on imported soybeans as a
significant challenge for ensuring China’s food security. (For more on
Beijing’s prioritization of food security, see Chapter 7, “China’s New
Measures for Control, Mobilization, and Resilience.”)

China Uses Its Leverage over Critical Minerals to Retaliate
against U.S. Economic Statecraft

China is using its dominance over key minerals to selec-
tively ramp up pressure on supply chains critical to U.S.
national security. On July 3, 2023, China announced new export
controls on germanium and gallium in response to U.S. technology
export controls.266 It further restricted the export of rare earth pro-
cessing technologies in December 2023.267 Nearly half of the world’s
rare earths resources are mined outside of China, but China current-

*China’s regulatory review of the Boeing 737 Max 8 flight recorder and suspension of deliveries
was first reported by Reuters on May 22, 2024. David Shepardson and Allison Lampert, “Boeing
Deliveries to China Delayed by State Regulator Review, Source Says,” Reuters, May 22, 2024.
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ly performs almost 90 percent of processing across all rare earths,
including 60 percent of germanium and 90 percent of gallium as of
2022.%268 In August 2024, China announced additional controls on
antimony, an element that is critical to a range of applications in
the electronics and defense industries. 269

Germanium and gallium are both vital minerals for the produc-
tion of an array of goods, notably semiconductors, solar panels, and
EVs.270 These minerals are primarily recovered as a byproduct of
processing bauxite (aluminum) and zinc ores (germanium is also
a byproduct of producing coal).27! The United States has alterna-
tive domestic sources of germanium, and the U.S. National Defense
Stockpile maintains a germanium reserve, so the controls have pri-
marily impacted the United States’ gallium supply.272 The germa-
nium stockpile is also being supplemented with a DOD program to
recycle the mineral, further alleviating constraints.273

There is currently no strategic stockpile of gallium, and the Unit-
ed States does not actively produce the mineral. Instead, the United
States has been forced to switch to alternative suppliers that are
still able to source the mineral from China.2’¢ Canada, Germany,
and Japan have continued to receive some shipments of the miner-
al, but global supply is tight overall.275 In the first eight months of
2024, China cut exports by about one-fifth from its 2023 gallium and
germanium exports over the same time period.276 While prices for
germanium have risen, they have been overshadowed by gallium’s
prices, which have more than doubled since Beijing’s export con-
trols.277 If China further restricts exports of these minerals, it could
create downstream bottlenecks in global semiconductor production.
Notably, Taiwan chip companies, which are integral to semiconduc-
tor supply chains, mainly rely on refined gallium and germanium
products produced in Japan and Germany, and further controls on
these two countries’ access to Chinese raw materials could have a
cascading effect.278

Though the consequences of China’s impending controls on anti-
mony are not yet clear, the U.S. defense industry may be able to con-
tinue sourcing from other antimony-producing countries. Antimony
is used by the defense industry to produce armor-piercing ammu-
nition, night vision goggles, infrared sensors, bullets, and precision
optics, and by the electronics industry for semiconductors, cables,
and batteries.27? China does not dominate antimony production to
the same extent as some other critical minerals. China is the United
States’ largest supplier and accounts for 63 percent of U.S. antimo-
ny imports.280 In 2023, China accounted for 48 percent of global
production, but rising domestic demand meant most output went to
domestic users and the country only accounted for 17.4 percent of
global exports.281 The United States does not mine any antimony
domestically and is authorized to stockpile a limited 1,100 tons com-
pared to the 22,000 tons consumed in 2023.282 In the month follow-
ing China’s August 2024 announcement of the controls, the price of
antimony climbed by more than 5 percent to $25,000 per ton, more

*For more on China’s strategy to dominate critical minerals, see Chapter 3, “U.S.-China Com-
petition in Emerging Technologies.”

fChina’s export restrictions took effect on September 15, 2024. Gracelin Baskaran and Mer-
edith Schwartz, “China’s Antimony Export Restrictions: The Impact on U.S. National Security,”
Center for Strategic and International Studies, August 20, 2024.
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than double its $12,000 price at the end of last year.283 While a
loss of Chinese supply will raise prices, U.S. defense and electronics
manufacturers may be able to turn to several smaller producers—
such as Belgium, India, and Bolivia—to meet demand.284

Supply Chain Diversification from China Is Occurring, but
the Extent Remains Unclear

U.S. trade policy since 2017 has helped accelerate a shift in
global supply chains away from China. Starting in July 2018,
the United States implemented tariffs on roughly two-thirds of Chi-
nese imports following the completion of a Section 301 investigation
into Chinese policies related to technology transfer and intellectu-
al property theft.285 These duties raised the average U.S. tariff on
Chinese imports to 19.3 percent at the end of 2020, compared to
the 3 percent average for other countries.*286 The U.S. Internation-
al Trade Commission estimates that the Section 301 trade action
caused U.S. imports to fall by 13 percent between 2018 and 2021 on
average in sectors impacted by the tariffs.287 Alongside other trade
actions, these duties contributed to a decline in China’s share of U.S.
imports, which fell to 13.1 percent of total U.S. imports in the year
through August 2024 from 20.9 percent in 2017.288 In May 2024,
the United States announced it would retain existing China Section
301 tariffs and expand them to cover key technology subsectors, in-
cluding 100 percent tariffs on EVs and 50 percent tariffs on solar
cells.289 (For more on the design and impact of U.S. trade policy
toward China, see Chapter 6, “Key Economic Strategies for Leveling
the U.S.-China Playing Field.”)

An increasing share of U.S. imports came from third coun-
tries. As analyzed in a number of recent studies, other foreign
suppliers stepped in to supply products where China’s share of the
U.S. import market declined rapidly.290 Mexico and Vietnam both
increased their shares of U.S. imports by roughly 2 percent—more
than any other economy.291 Between January and August 2024,
shipments from Mexico and Vietnam accounted for 15.7 percent
and 4 percent of all U.S. imports, respectively.292 Mexico ostensibly
overtook China as the largest supplier to the United States for the
first time in 20 years, although this gap may be overstated due to
the unaccounted data on U.S. de minimis imports from China.}293

These shifts appear to be largely driven by U.S. trade measures.
Mexico and Vietnam ramped up exports to the United States of
products impacted by China Section 301 duties, while their exports
to the United States of other products not covered by those duties
remained steady (see Figure 5). By the end of 2023, Mexico and
Vietnam were the source of 21.8 percent of the United States’ to-
tal imports of products covered by Section 301 duties, up from 17.8

*When including anti-dumping duties imposed by the US. Commerce Department the
trade-weighted average tariff rises to 26.7 percent at the end of 2020. Chad P. Bown, “U.S.-China
Trade War Tariffs: An Up-to-Date Chart,” Peterson Institute for International Economlcs April 6,
2023; Chad P. Bown, “The U.S.-China Trade War and Phase One Agreement,” Journal of Policy
Modeling 43:4 (2021): 827.

TBetween January and July 2024, Mexico exported $291 billion in goods through formal cus-
toms channels, compared to $239 billion in imports from China. U.S. Customs and Border Protec-
tion estimates that between October 2023 and June 2024, an additional $47.8 billion in imports
entered under de minimis from all source countries, the majority of which come from China.
U.S. Census Bureau, USA Trade Online, October 11, 2024 U.S. Customs and Border Protection,
E-Commerce, August 22, 2024.
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percent at the end of 2017.294 The Office of the U.S. Trade Represen-
tative assesses that imports to the United States of products from
China subject to higher Section 301 duties saw more significant de-
clines overall, reflecting how tariffs played a key role in reshaping
U.S. trade patterns.29> However, as Figure 5 shows, over the past
two years, imports to the United States of products from China not
subject to additional duties have also begun to slow, indicating that
a br;(o;})%er diversification of trade away from China may be emerg-
ing.

Figure 5: Mexico and Vietnam Take U.S. Import Share from China within
Products Subject to Section 301 Duties, 2017-2024
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Source: Various.297

Though a portion of U.S.-China trade shifted to other sources,
the full reduction in U.S. dependence on Chinese production re-
mains unclear given the presence of Chinese inputs embedded
in manufacturing in these economies. Edmund Malesky, profes-
sor of political economy and director of the Duke Center for In-
ternational Development at Duke University, testified that the
shift toward Vietnam reflects three broad patterns: “1) the con-
tinuation of pre-tariff shifts in production caused by increasing
Chinese wages and growing Vietnamese productivity; 2) imme-
diate post-tariff increases in production by existing manufactur-
ers in Vietnam; and 3) post-tariff manufacturing investment and
exporting by multinational companies of multiple origins.”298 A
group of economists found that countries that increased exports

*Consumer products make up the bulk of U.S. imports from China that are not subject to Sec-
tion 301 duties. For more on the risk to U.S. households from China’s role in consumer product
manufacturing, see Chapter 4, “Unsafe and Unregulated Chinese Consumer Products: Challenges
in Enforcing Import Regulations and Laws.”
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to the United States after 2017 appeared to rely on inputs from
China to scale production.29? Another study found the increase
in Mexico’s exports to the United States since 2018 was main-
ly driven by companies with supply chains linked to China and
the rest of Asia.*390 In quantitative terms, China’s share of val-
ue added embedded in third country exports has increased. In
the case of Vietnam’s manufacturing sector, intermediate inputs
sourced from China accounted for 18.5 percent of the value added
in its exports in 2020, up from 15.2 percent in 2017.301 China’s
value-added share in Mexico’s manufacturing exports rose from
8.1 percent to 9.5 percent over the same period.3°2 In addition,
some of China’s exports likely continue to enter the U.S. via ille-
gal transshipment through a third market. (For more on customs
fraud and other illegal trade activities, see Chapter 4, “Unsafe
and Unregulated Chinese Consumer Goods: Challenges in Enforc-
ing Import Regulations and Laws.”)

Foreign Multinational Companies Place Lower Priority on
Investment in China

New foreign direct investment (FDI) in China fell as
U.S. and other foreign companies slowed expansion inside
China. According to China’s Ministry of Commerce, new foreign
investment actually utilized in 2023 amounted to $151 billion
(RMB 1.1 trillion), down eight percent from the previous year.303
New FDI continued to slow in 2024, falling 31.5 percent year-
on-year in the first eight months of 2024.304 The sharp decline
is consistent with falling interest by U.S. companies. According
to an American Chamber of Commerce in China (AmCham Chi-
na) survey conducted at the end of 2023, just over half of U.S.
firms in China planned to expand their investments inside China.
Though this number increased slightly over the previous year’s
45 percent level, it remains the second-lowest surveyed result in
at least a decade (see Figure 6).395 Businesses cited uncertainties
in the U.S.-China economic relationship and concerns about an
uncertain Chinese policy environment as their top reasons for
avoiding investment expansions.396 Other foreign multinationals
also appeared to slow expansion inside China. According to 2023
survey data collected by the Japan External Trade Organization,
less than 30 percent of Japanese businesses are planning to ex-
pand inside China, the lowest level in the survey’s history.307

*These authors used companies’ involvement in the Mexican government’s maquiladora pro-
gram to identify participation in global value chains. Companies registered under the maquila-
dora program can import raw materials and equipment without paying taxes or duties, provided
the inputs are used in the production of exports.
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Figure 6: Surveyed Investment Plans of U.S. Multinational Enterprises in
China, 2013-2023
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Source: American Chamber of Commerce in China, “2024 China Business Climate Survey Re-
port,” March 2024, 42; American Chamber of Commerce in China, “2020 China Business Climate
Survey Report,” March 2020, 33.

China’s high-profile efforts to boost inbound investment
largely failed to mitigate foreign businesses’ concerns about
operating in China. In 2023, China’s Ministry of Commerce orga-
nized a series of events to attract foreign businesses.308 In March
2024, General Secretary Xi hosted more than a dozen U.S. CEOs
for a meeting in Beijing.* 309 The meeting was widely publicized by
Chinese state media as China pushed a narrative that it is recep-
tive to foreign business.310 Xi conveyed to the group that China is
committed to reforming and opening up its economy. He called for
closer economic ties with the United States.311 In March 2024, Chi-
na’s State Council also released a 24-point “action plan” that prom-
ised various measures to facilitate investment, including a pledge to
remove restrictions on additional sectors currently closed to foreign
investment, easing restrictions on cross-border data flows, and eas-
ing visa requirements for travel.{312 Many of these pledges reflect
previous commitments that China has repeatedly failed to fulfill.
For instance, the action plan includes pledges to eliminate discrimi-
nation against foreign businesses in government procurement, echo-

*Numerous analysts and media outlets observed that China carefully managed the delegation
and its members. Notably, the group of U.S. CEOs was entirely male. Laura He and Wayne
Chang, “China’s Xi Meets American CEOs to Boost Confidence in World’s Second Largest Econ-
omy,” CNN, March 27, 2024.

The document pledges to extend the validity of some work visas to two years. China has
also eased visa requirements for visiting China as a tourist. Since China reopened its border to
tourism in early 2023, China has expanded its visa-free entry program, permitting more tourists
to travel to China without first applying for a visa with a Chinese embassy. Bloomberg, “China
Releases Action Plan to Attract Foreign Investment,” March 19, 2024; Deng Zhangyu, “Visa-Free
Transit Extended to More Visitors,” China Daily, November 18, 2023.
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ing commitments made in China’s 2001 WTO accession agreement
that have yet to be fulfilled.*313

However, these attempts to attract foreign investment seemed
incongruous with China’s “anti-espionage” actions and a crack-
down on foreign access to information Beijing views as state se-
crets but some argue is routine financial and economic data. In
2023, Chinese security officials raided the offices of the U.S. due
diligence firm Mintz Group and the U.S. corporate advisory Bain
& Co.314 The Mintz Group was accused of conducting “foreign-re-
lated statistical investigations” and subjected to a $1.5 million
fine by the Beijing Municipal Bureau of Statistics.315 In February
2024, the bureau increased the fine to roughly $2.2 million.} 316
Accordlng to Reuters, Mintz was engaged in due diligence work
that included assessing the supply chain presence of Xinjiang
forced labor prior to its March 2023 police raid, and Chinese au-
thorities had given due diligence firms warnings about conduct-
ing such investigations.f 317

U.S. corporate advisory firms have started to restrict their op-
erations inside China following the raids. In November 2023, the
U.S. polling and consulting group Gallup reportedly informed its
clients that it was closing its offices in China, which mainly pro-
vided corporate governance and marketing consulting to Chinese
companies.318 In June 2024, Bain & Co.’s global head Christophe
De Vusser announced that the company is refraining from ad-
vising certain industries in China.31® Speaking to the Financial
Times, he said, “There is a clear set of sensitive industries that
are at the heart of discussions from a geopolitical basis. So in
these industries we will indeed operate less frequently.”320 Chi-
na’s opaque and unpredictable crackdown on corporate consult-
ing, due diligence, and data collection further narrows the quality
and quantity of business intelligence for foreign firms seeking to
operate within China’s economy. The crackdown not only creates
challenges for analyzing the risk associated with business trans-
actions but also increases the difficulty of ensuring that transac-
tions comply with U.S. regulations and laws, including sanctions
and export controls (see textbox).321

*On July 4, 2024, China released a separate document setting out a three-year action plan for
making government procurement fairer. However, details of how this plan will be implemented
and enforced remain vague, particularly at the local level. China’s Foreign Investment Law, which
was implemented in 2020, states that China will provide fair treatment in the procurement
process, but foreign businesses continue to report that Chinese businesses receive preference.
Given that the Party-state’s other priorities call for reducing dependence on foreign suppliers
in key technologies, it is unclear whether China will establish a procurement regime that is
genuinely fair in practice. Trivium Markets, “All Equal if Made in China,” July 5, 2024; American
Chamber of Commerce in China, “2024 American Business in China White Paper,” April 2024,
54-56, 68-92.

TThe Beijing Municipal Bureau of Statistics stated in its notice of the initial fine that it had
been unable to deliver the ruling to Mintz’s legal representative. The Wall Street Journal notes
that it is unclear if Mintz had received either the initial notice or the February 2024 penalty.
Chun Han Wong, “China Raises Fines on Mintz Due-Diligence Firm,” Wall Street Journal, March
12, 2024.

iThough Reuters was unable to determine if these investigations were related to the crack-
down, an article published the subsequent month by Chinese state media highlighted another
supply chain risk consultancy in Guangdong as a “typical case” of espionage because it worked
with a foreign nongovernmental organization that was investigating forced labor in Xinjiang.
Xinhua, “On the Case | Beyond the National Borders, Behind the Network... These Activities
Endangering National Security Require Vigilance” Gh%E B Z5h. M%EE...... XU [
K A AT N, April 14, 2023. Translation.
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China Adds Significant Risks to Routine
Business Activities

Foreign businesses in China find themselves in a bind between
complying with U.S. and other applicable rules and avoiding
crossing ambiguously defined red lines under China’s expanding
set of rules and administrative measures. On September 24, 2024,
China’s Ministry of Commerce announced an investigation into
U.S. clothing company PVH Corp., whose brands include Tommy
Hilfiger and Calvin Klein, for violations of “principles of normal
market transactions” by “discriminating” against products pro-
duced in Xinjiang.322 PVH said in July 2020 that it would cease
sourcing from factories and mills in Xinjiang due to forced la-
bor concerns.*323 Xinjiang was the source of 23 percent of the
global supply of cotton in 2020 and 2021.324 The Chinese govern-
ment’s investigation, which was still ongoing as of October 11,
2024, could result in PVH being added to its “unreliable entity”
list§ and subjected to fines, restrictions, or other penalties.325
Though other multinational fashion companies have faced scru-
tiny in the past over their statements on Xinjiang—in 2021, the
Swedish fashion company H&M and several other brands faced
an ostensibly grassroots boycott in China after state media drew
attention to pledges by these companies to stop sourcing from
the region—the latest action against PVH marks an escalation in
the Party-state’s willingness to utilize its sanction authorities to
coerce foreign businesses.326

China’s National Security Law has also created new risks for
businesses. China has expanded the reach of its national security
apparatus over the past two years, increasing the risk that for-
eign businesses face investigations and prosecution for carrying
out normal business activities. (For more on legislative chang-
es to China’s Counterespionage Law and State Secrets Law, see
Chapter 7, “China’s New Measures for Control, Mobilization, and
Resilience.”) The potential for retaliation, coupled with expansive
restrictions on foreign access to data and information deemed
sensitive by the Party-state, have complicated U.S. business-
es’ ability to do basic corporate due diligence or to comply with
home-market regulations that implicate China.327 The worsening
information environment means U.S. businesses face greater diffi-

*PVH’s pledge mirrored moves by other multinational apparel companies to shift their supply
chains out of Xinjiang to mitigate the risk of supporting China’s forced labor practices as well
as to comply with the Uyghur Forced Labor Prevention Act, which took effect in June 2022 and
created a rebuttable presumption that products from Xinjiang are made with forced labor and
consequently denied entry to the United States. Keith Bradsher and Ana Swanson, “For Compa-
nies in China, Pulling Out of Xinjiang Poses ‘Messy Dilemma,’” New York Times, October 7, 2024;
Yasufumi Saito et al., “China Canceled H&M. Every Other "Brand Needs to Understand Why”
Bloomberg, March 14, 2022.

FChina’s Ministry ‘of Commerce promulgated the Provisions on the Unreliable Entity List
in 2020, creating a mechanism to investigate and penalize foreign companies for taking ac-
tions percelved as harmful to China’s interests. As of October 8, 2024, China has placed
five U.S. defense firms on the list for selling military equipment to Taiwan, halting these
companies’ imports and exports from China, prohibiting investments in China, and barring
their senior management from entering China. If added, PVH would be the first U.S. compa-
ny placed on the list because of its efforts to prevent forced labor in its supply chain. Lester
Ross and Kenneth Zhou, “China, the United States, and the Rivalry over the Imposition of
Unilateral Trade Sanctions,” WilmerHale, September 6, 2024; Cari Stinebower, Jacob Harding,
and Kai Zhan, “China Adds Additional Entities to the Unreliable Entity List,” Winston and
Strawn LLP, June 11, 2024.
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China Adds Significant Risks to Routine
Business Activities—Continued

culty in meeting their obligations to ensure counterparties in Chi-
na are not subject to export controls, U.S. investment restrictions,
sanctions, the Uyghur Forced Labor Prevention Act, and other
requirements under U.S. and other applicable laws.328

A growing number of U.S. companies active in China are shifting
to sourcing from other countries. According to the AmCham survey,
23 percent of respondents indicated they had begun or were con-
sidering relocating manufacturing and/or sourcing out of China.329
According to the survey, the top three destinations for relocated ca-
pacity were other developing economies in Asia, the United States,
and Mexico/Canada.339 This trend was partially driven by increased
trade tensions, but geopolitical tensions, uncertainty about the di-
rection of China’s domestic policies, and rising manufacturing costs
inside China additionally drove importers to find alternatives to
China.331

Chinese Companies Face Barriers to Listing on U.S. Stock
Exchanges

Chinese regulators continue to constrain Chinese compa-
nies from listing overseas on U.S. stock exchanges. Just 23
Chinese issuers have listed on a major U.S. stock exchange in the
first three quarters of 2024, and the combined initial public offering
(IPO) proceeds totaled $1.1 billion.332 Over 40 percent of this total
was raised by one company, the Geely-affiliated EV maker Zeekr.
The 2024 deal volume amounts to just a fraction of the listing ac-
tivity in 2021, just before Chinese regulators clamped down on new
overseas listings and increased oversight over Chinese companies’
global fundraising activity.* In 2022, China implemented new rules
requiring that internet companies seeking to list overseas under-
go a cybersecurity review to assess the company’s compliance with
China’s regulations on cross-border data flows.{333 In 2023, CSRC
established a revised approval process for companies going public
overseas.33¢ Under this new approval mechanism, all companies are
required to register their listing with the CSRC, enabling regulators
to block any proposed listing that violates China’s laws and regula-
tions or poses risks to national security and the CCP.i Although the

*In the first three quarters of 2021, 41 companies went public on major U.S. exchanges and
raised $13 billion in funding. This includes the $4.4 billion raised by ride-hailing app Didi Glob-
al in its blockbuster IPO. Didi reportedly proceeded with its IPO plans despite objections from
the Cybersecurity Administration of China, leading to Chinese regulators freezing all Chinese
overseas IPO activity for several months. Based on historical data from an internal version of
U.S.-China Economic and Security Review Commission, Chinese Companies Listed on Major U.S.
Stock Exchanges, January 8, 2024; Michael Hytha and Julia Fioretti, “Meihua Becomes China’s
First U.S. IPO since Didi Crackdown,” Bloomberg, February 16, 2022.

FIn February 2022, the Cyberspace Administration of China introduced a data security review
mechanism for companies seeking to list overseas. The mechanism was made mandatory for
Chinese companies that collect personal information on more than one million users. Cyberspace
Administration of China, Cybersecurity Review Measures (%44 4= i ¥ /7)), December 28, 2021.
Translation.

#Notably, this review requirement applied to companies listing overseas using variable interest
entity (VIE) structures—complex corporate structures that many Chinese issuers used to circum-
vent restrictions on foreign ownership by granting shareholders contractual claims to control in
lieu of actual ownership. Prior to 2023, Chinese companies that listed overseas using a VIE were
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CSRC’s approval mechanism nominally established rules for compa-
nies that align with Beijing’s economic priorities to raise capital on
foreign markets, the mechanism instead created a regulatory logjam
for Chinese companies attempting to list overseas.335 It remains un-
clear if Beijing will accelerate approvals for overseas listings on U.S.
exchanges. In April 2024, the CSRC pledged to facilitate listings in
Hong Kong, likely reflecting a preference among Chinese policymak-
ers for companies to list on exchanges under the ultimate control of
Beijing.336

Delisted Chinese Issuers Continue to Trade on
Over-the-Counter Markets

After delisting their shares from a major U.S. exchange, a num-
ber of Chinese companies have continued to access global inves-
tors via the more loosely regulated U.S. over-the-counter (OTC)
markets. OTC markets have traditionally been available to com-
panies that do not meet the requirements for listing on a major
stock exchange.337 These markets operate through decentralized
dealer networks that facilitate private party-to-party exchanges,
and issuers face less stringent disclosure requirements compared
to a major stock exchange. In particular, the Pink Open Market,
an OTC market that is operated by the OTC Markets Group and
is the most speculative open market provided by the group, has
much looser financial standards or reporting requirements than
the major U.S. exchanges.338 Despite these limitations, some large
Chinese companies have moved their listings to OTC markets
after removing them from a major U.S. exchange. The biggest of
these is Chinese ride-hailing giant Didi Global, which exited the
New York Stock Exchange in 2022 under pressure from Chinese
regulators.® At the end of June 2024, Didi continued to trade on
OTC Pink with a market capitalization of $20 billion, making it
the largest company primarily traded off-exchange in the Unit-
ed States.339 Other companies traded on OTC markets include
Luckin Coffee, which was forcibly delisted by the Nasdaq in 2020
following an accounting scandal involving fabricated sales and
financial figures, as well as a number of Chinese SOEs that ap-
peared to remove their listings from the main U.S. bourses under
direction from China’s government in late 2022.340 Despite the
higher risk associated with stocks listed OTC, some U.S. investors
continue to trade these shares.341

Activity around Chinese stocks in the United States re-
mains muted as U.S. policymakers increase scrutiny of Chi-
nese listings. In November 2023, the Chinese fast-fashion compa-

not required to register their listings with the CSRC, as the VIE is not considered a Chinese
company under China’s law.

*Didi reportedly proceeded with its June 2021 IPO on the New York Stock Exchange (NYSE)
despite warnings from China’s government to delay the listing until it completed a cybersecurity
review. Subsequently, the Cybersecurity Administration of China prevented Didi from registering
new users, ordered the removal of Didi’s apps from Chinese stores, and launched a probe into
Didi’s alleged violation of China’s data laws. One year later, Didi shareholders approved the
company’s plan to delist from the NYSE. Didi stated that this delisting was a precondition set by
the Chinese government for allowing the company to resume user registrations. Cissy Zhou, “Didi
to Exit NYSE on June 10 amid Uncertainty about China Restart,” Nikkei Asia, June 9, 2022.
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ny and e-commerce platform operator Shein* reportedly filed to go
public in the United States in what would have been the largest
U.S. IPO since Uber’s 2019 listing, with the company expected to be
valued at $66 billion.7 342 However, the planned listing subsequently
faced scrutiny from U.S. policymakers over the company’s report-
ed use of forced labor in its supply chains.343 A Bloomberg inves-
tigation published in November 2022 cross-referenced climate and
weather signatures on cotton fabrics used in clothing from Shein to
determine that they originated in Xinjiang, potentially in violation
of restrictions on imports from the region under the Uyghur Forced
Labor Prevention Act.:344 Due to pressure from U.S. lawmakers and
regulators, Shein has reportedly shelved its plans to list in the Unit-
ed States, and is instead exploring a listing on the London Stock
Exchange.345 National security concerns have been raised about
U.S.-listed Chinese LiDAR company Hesai.§ DOD added Hesai to
its list of Chinese military companies in January 2024, although the
Financial Times reported in August 2024 that DOD had reversed its
determination and plans to remove the company from the list.] 346
At the same time, other Chinese companies have surged on U.S.
stock exchanges. Pinduoduo, a major Chinese e-commerce company
that operates its eponymous marketplace in China as well as the
Temu e-commerce platform outside of China, had seen its market
capitalization increase on the Nasdaq by more than 50 percent be-
tween January 2023 and June 2024.347 Despite Temu being subject
to U.S. congressional inquiry over links to forced labor, Pinduoduo
is one of the two largest Chinese stocks listed in the United States
by market capitalization, following Chinese e-platform giant Aliba-
ba.348 Combined, Alibaba and Pinduoduo accounted for 46 percent
of the total market capitalization of all Chinese companies listed on
major U.S. exchanges, with their valuations reaching $441 billion at
the end of September 2024.349

China’s External Economic Relations

In 2024, China sought to promote its alternative frame-
works for economic development and cooperation in the

*Shein was founded in China but moved its headquarters to Singapore in 2021. However, the
majority of its operations remain in China. Reuters, “How China’s Shein Became a Fast-Fashion
Giant,” November 27, 2023.

TThough Shein is formally headquartered in Singapore, it likely would still need approval from
Chinese regulators to list overseas given its extensive operations inside China. Shein reportedly
approached the Cyberspace Administration of China and CSRC for approval to list overseas fol-
lowing its IPO filing. Nonetheless, Shein has sought to portray itself as a non-Chinese company
as it seeks to proceed with its overseas IPO. James Kynge, Sun Yu, and Ryan McMorrow, “Shein
Tries to Suppress Chair’s Claim That Fashion Retailer Is ‘American,’” Financial Times, June
14, 2024; Eleanor Olcott et al., “Shein Seeks Chinese Regulators Tacit Approval for U.S. Public
Offering,” Financial Times, February 7, 2024.

“For more on the risks and challenges to U.S. regulations and laws posed by Chinese e-com-
merce firms, see Nicholas Kaufman, “Shein, Temu, and Chinese e-Commerce: Data Risks, Sourc-
ing Violations, and Trade Loopholes,” U.S.-China Economic and Security Review Commission,
April 14, 2023.

§Lidar is a remote-sensing technology with emerging and wide-ranging applications, including
computer vision, autonomous driving, and satellite-based imaging. Hesai is the global market
leader in automotive lidar.

IDOD is mandated to produce the Chinese military companies list by Section 1260H of the
National Defense Authorization Act for FY 2021. Unlike entities on a sanctions list such as the
Specially Designated Nationals (SDNs) list, inclusion on the Section 1260H list does not prohibit
U.S. investment or many other activities, though Congress created new defense contracting re-
strictions for companies on the list at the end of 2023. Jingli Jiang et al., “DoD Updates Section
1260H List of Chinese Military Companies Operating Directly or Indirectly in the United States,”
Akin, February 5, 2024.
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face of mounting tensions with trade partners wary of Bei-
jing’s damaging trade practices. The United States and the EU
have each announced tariffs on Chinese-made EVs and other im-
ports that threaten to undercut domestic producers in key indus-
tries.* In defiance of the U.S.-led sanctions regime, China continues
to offer material support to Russia, acting opportunistically to win
energy concessions and promote alternative payment systems. (For
further discussion of China’s support for Russia’s war of aggression
in Ukraine, see Chapter 2, “U.S.-China Security and Foreign Affairs
(Year in Review).”) Meanwhile, China has retooled its flagship Belt
and Road Initiative (BRI) to limit its exposure to risk of default. It
is again increasing lending throughout the developing world, though
this time mainly in the form of emergency rescue loans to bail out
indebted countries rather than fund new infrastructure projects.

China’s Economic Relations with Advanced Economies Come
under Strain

Business climate chills between European capitals and
Beijing as EU investigation brings about retaliatory tariffs
to stem Chinese export of overcapacity. Last year, goods trade
between the EU and China declined for the first time in over a de-
cade, down 13.8 percent year-over-year.359 China still constitutes the
largest origin for EU goods imports (20.5 percent of the total) and
the third-largest market for EU goods exports (8.8 percent).351 Yet
signs of a potential protracted decline in economic engagement be-
tween two of the world’s largest economies have emerged. The Euro-
pean Chamber of Commerce in China’s most recent annual business
confidence survey found only 42 percent of European companies are
considering expanding operations in China in 2024, the lowest level
on record.?52 Companies cited China’s economic slowdown, overca-
pacity, and regulatory barriers among their top concerns, with 68
percent of those surveyed saying conducting business in China had
become more difficult, the highest level on record.353

China’s unfair trade practices have become a matter of acute
concern for European governments. In late 2023, the European
Commission launched an investigation into Chinese subsidies for
EVs.354 Despite the decline in total goods trade in 2023, automotive
imports from China grew sharply by 36.7 percent year-over-year.355
Preliminary findings released in June 2024 found EU carmakers
were being harmed by unfair Chinese subsidization of their domes-
tic EV value chain.356 In July, the EU imposed tariffs between 17.4
percent and 37.6 percent on select Chinese automotive makers{ on
top of the existing 10 percent tariff on all vehicle imports.357 Beijing
has signaled the potential for retaliatory tariffs, which may further

*In August 2024, Canada also announced it would impose a 100 percent tariff on imports of
Chinese EVs and a 25 percent tariff on imported steel and aluminum from China, with the mea-
sures taking effect in October 2024. Prime Minister Justin Trudeau referenced China’s intention-
al, state-directed policy of overcapacity as the rationale for the tariffs. Lisa Xing, “Chinese-Made
EVs Are Now Subject to a 100% Tariff. What Does This Mean for Canadians?” CBC News, October
1, 2024; Promit Mukherjee and Akash Sriram, “Canada to Impose 100% Tariff on Chinese EVs,
including Teslas,” Reuters, August 27, 2024.

FIndividual duties by parent company are 17.4 percent for BYD, 19.9 percent for Geely, and
317.6 percent for SAIC Group. For other companies that cooperated with the investigation, the rate
is 20.8 percent, and it is 37.6 percent for those that did not cooperate. European Commission,
Commission Imposes Provisional Countervailing Duties on Imports of Battery Electric Vehicles
from China while Discussions with China Continue, July 4, 2024.



71

exacerbate tensions alongside contributing factors like China’s ongo-
ing support for Russia and increasingly brazen attempts to silence
dissidents residing in European countries.358

Chinese EV companies have moved to offshore manufacturing in
a hedge against rising trade tensions. They have found a receptive
partner in Hungary, where Chinese battery maker Contemporary
Amperex Technology Co., Ltd (CATL) began building Europe’s larg-
est battery factory in 2022, and this year BYD announced plans to
build its first European EV production facility in the southern city
of Szeged.352 During his May visit to France, Serbia, and Hungary,
Xi said during a press event with Hungarian Prime Minister Vik-
tor Orban that China and Hungary would embark down a “golden
path” together, reiterating China’s commitment to their comprehen-
sive strategic partnership.36° Xi’s trip and fervent support for Prime
Minister Orban were widely seen as intended to sow division in the
EU bloc.*361

Emerging Economies Become Increasingly Concerned with
Excess Chinese Exports

Chinese exports to emerging economies have drastically
grown, straining trade ties and causing certain governments
to launch trade investigations and impose tariffs on Chinese
imports. As advanced economies implement tariffs, China is shift-
ing exports of manufactured goods to emerging economies, enlarging
its bilateral trade surpluses across the developing world. Between
2019 and 2023, China’s manufacturing trade surplus with ASEAN
more than doubled, rising from $96 billion to $231 billion.362 Chi-
nese exports to Latin America and the Caribbean are increasing at
a rapid pace as well. For example, China’s trade surplus with Mexi-
co reached $68 billion in 2023, almost doubling from $35.1 billion in
2019.363 China is also increasingly offshoring production capacity by
building factories in “connector countries” at least in part to circum-
vent trade restrictions in overseas markets.364 (For further discus-
sion on issues pertaining to Chinese overseas manufacturing trends,
see the section “Chinese State Support for Overseas Manufacturing
Likely Perpetuates Economic Distortions” in Chapter 4, “Unsafe and
Unregulated Chinese Consumer Goods: Challenges in Enforcing Im-
port Regulations and Laws.”) An overreliance on Chinese exports
can harm both the local economy and U.S. interests. Emerging mar-
ket governments may be wary that Chinese companies’ local market
power could undercut their domestic industries and make certain
firms vulnerable to Chinese anticompetitive practices, such as with-
holding supply or colluding to raise prices.36> Chinese dominance of
supply chains also exposes emerging economies to market disrup-
tions such as pandemic-like external shocks and potential economic
coercion.366

Emerging market officials have begun to act to protect
specific industries through trade investigations and tariffs.
In the past year, emerging markets including Argentina, Brazil,
India, and Vietnam have launched anti-dumping and anti-subsidy

*For more on China-EU relations, see U.S.-China Economic and Security Review Commission,
Chapter 5, Section 1, “Europe-China Relations: Convergence and Divergence in Transatlantic
Cooperation,” in 2023 Annual Report to Congress, November 2023, 524-533.
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investigations against China, and Indonesia, Mexico, South Africa,
and Turkey have all imposed tariffs on certain Chinese imports.367
However, rising Chinese imports can create dilemmas for emerging
economy officials whose economies are more dependent on China
and more vulnerable to potential retaliation than the United States
or the EU.368 To avoid broader disruptions to their trading relation-
ships with China, emerging economies may be forced to impose trade
restrictions and other localization policies that could be weaker than
required and insufficient to stem the flow of Chinese exports.369

China Enhances Economic Support for Russia

Record bilateral trade volumes support Russia’s wartime
economy, blunting the impact of international sanctions. To-
tal two-way trade between Russia and China reached $240.1 billion
in 2023, up 26.3 percent from $190 billion a year earlier and 60.4
percent from 2021 levels, the last full year of data before Russia’s in-
vasion of Ukraine.370 Given that Russia’s total trade with the world
declined 9.6 percent between 2021 and 2023 from $785.8 billion to
$710.2 billion, the Russian economy is increasingly reliant on trade
with China to stay afloat.37! Though Russian President Vladimir
Putin praised the level of cooperation and Xi pronounced a “new
era” in the “no limits” partnership between their countries during
his May visit to Beijing, Moscow may come to resent the asymmetry
in the relationship.372

China continues to increase purchases of Russian energy
exports hit by Western sanctions, leveraging its neighbor’s
limited options to obtain favorable long-term price conces-
sions. Chinese imports of Russian crude oil were up 17 percent
year-over-year through April and now comprise 21 percent of Chi-
na’s total crude imports.373 Russia surpassed Saudi Arabia as Chi-
na’s top foreign crude oil supplier in 2023.37¢ Coal and natural gas
exports from Russia to China have both doubled in the time since
Russia invaded Ukraine.375 A point of major interest for Moscow is
closing a deal with Beijing on the proposed Power of Siberia 2 pipe-
line that would carry eastward to China 50 billion cubic meters of
natural gas® per year, almost half the natural gas that previously
flowed westward from the Yamal Peninsula to European markets.376
However, Beijing continues to slow-walk the deal, a dynamic that
allows Chinese importers to negotiate favorable prices in contracts
not only with Russian suppliers but also with suppliers from other
countries trepid to lose market share.377 According to analysis from
Columbia University’s Center on Global Energy Policy, China would
be reliant on piped gas from Russia for 40 percent of its net imports
if Power of Siberia 2 came online. This scenario would diminish the
need for liquified natural gas shipped by sea from future potential
adversaries like the United States and Australia, who may cut off
supply and impose a naval blockade if a conflict broke out. On the
other hand, building the pipeline would put China’s gas imports
from Russia on par with the EU’s dependency on the eve of the war
in Ukraine, a situation of overreliance Beijing has long been reluc-

*Natural gas accounted for 7.8 percent of China’s total energy supply in 2022, compared to
61 percent from coal and 17.9 percent from oil. For more on China’s energy mix and reliance on
imports, see Chapter 7, “China’s New Measures for Control, Mobilization, and Resilience.” Inter-
national Energy Agency, “China.”
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tant to abide.37® For the time being, Beijing is unlikely to feel the
need to finalize an agreement unless the price is too low to forgo.

Chinese exports and transshipment of dual-use technology
and goods have surged, aiding Russia’s war effort in Ukraine.
Since the invasion of Ukraine in February 2022, the Commerce De-
partment—in coordination with the EU, Japan, and the UK—has
maintained and periodically updated the Common High Priority
List (CHPL),* a tiered list of dual-use items Russia seeks to ac-
quire for its weapons programs subject to U.S.-led export controls.379
While no public evidence existed as of October 11, 2024 to show
China is providing lethal aid{ to Russia, it has substantially in-
creased the sale of items included on the CHPL both directly to Rus-
sia and to countries suspected of reexporting to Russia.380 According
to analysis from the Atlantic Council, China’s monthly exports of
CHPL items increased steadily in the leadup to February 2022, then
fell off after the initial imposition of export controls before steadily
climbing from July 2022 to higher levels than pre-invasion.381 These
higher levels have been sustained since.382 In 2023, China exported
$4.5 billion of CHPL goods to Russia.383 In particular, the sale of
integrated circuits such as those used in precision-guided munitions
increased from a monthly average of $5.3 million in 2021 to $13.7
million in 2023.384 Even more stark is the rising supply of Comput-
er Numerically Controlled (CNC) machine tools and parts used to
manufacture a variety of industrial products including vehicles and
weapons, which rose from a monthly average of $7.4 million in 2021
to $66.6 million in 2023.385

Beijing Retools Lending as BRI Enters Second Decade

Chinese overseas lending has recovered steadily from pan-
demic-era lows as Beijing reshapes development financing
to mitigate its risk.286 Lending to foreign countries under China’s
flagship international development program, BRI, increased 18 per-
cent year-over-year in 2023 to $92.4 billion,t a level still well off the
annual peak of nearly $120 billion recorded in 2018.387 A combina-
tion of factors led China to pull back BRI lending starting in 2019,
among them uncertainty brought on by the COVID-19 pandemic,

*As of February 23, 2024, there are 50 items included on the Common High Priority List.
Tier 1 items of highest concern include a broad range of electronic integrated circuits used in
precision-guided weapons systems for which Russia has no domestic production capacity; Tier 2
items include electronic components Russia can produce but prefers to source from the United
States and partners and allies; Tier 3.A includes electronic components with a broad range of
suppliers; Tier 3.B includes mechanical and other components such as ball and roller bearings,
airplane and helicopter parts, optics, navigation equipment, etc.; Tier 4.A includes manufacturing
equipment for electronic components; and Tier 4.B includes Computer Numerically Controlled
(CNC) machines and components used in mechanical and metal manufacturing. U.S. Department
of Commerce, Bureau of Industry and Security, Common High Priority List, February 23, 2024.

TThe Biden Administration has repeatedly claimed China is providing “nonlethal” support to
Russia but disagreed with a claim in March 2024 by the British Defense Secretary that China
was supplying lethal aid, saying Washington did not share the assessment. Reid Standish, “U.S.
Pushes Back on British Claim That China Sending Lethal Aid to Russia,” Radio Free Europe,
May 23, 2024.

By comparison, the United States provided $63.5 billion in official development assistance
(ODA) in 2023 and $228.7 billion when combined with private flows of development assistance.
Development assistance from the United States often comprises a large grant portion and ad-
heres to high standards regarding transparency, accountability, and participation set forth in
international frameworks, in contrast to opaque BRI lending that typically has less favorable
terms for the borrower. Organisation for Economic Co-operation and Development, “OECD Data
Explorer-DAC1: Flows by Donor (ODA+OOF+Private)”; Kristen A. Cordell, “The Evolving Rela-
tionship between the International Development Architecture and China’s Belt and Road,” Brook-
ings Institution, October 2020.
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slowing domestic growth, and fears of insolvency of borrower na-
tions struggling to service high levels of sovereign debt.388 However,
the composition of Chinese development lending has changed, with
investment deals* making up a greater portion of total lending than
construction projects for the first time in 2023.389 This change in
composition reflects both the scaling back of grandiose infrastruc-
ture projects that were common early on in BRI as well as a move
to provide capital to borrower economies. In his speech during the
third BRI Summit in October 2023, Xi painted a picture of moving
from large-scale projects to “fine brushstrokes,” metaphorically de-
scribing many smaller projects.390

China moves unilaterally to secure payment from debt-
strapped borrower nations, undermining international ef-
forts to alleviate debt burdens. China is now the world’s largest
official debt collector, with an estimated $1.1 trillion to $1.5 trillion
of debt outstanding from foreign borrowers.391 China has used BRI
lending as a strategy to exert leverage over less developed countries
and shore up access to key resources like critical minerals, with
Chinese SOEs taking up equity stakes in mining operations on five
continents. {392 According to data from William & Mary research lab
AidData, 80 percent of China’s overseas lending portfolio is to coun-
tries in financial distress.393 Currently, 55 percent of BRI loans to
low- and middle-income countries are in their principal repayment
period, a figure expected to rise to 75 percent by 2030.394 Recog-
nizing that its risk management and due diligence practices were
lax in the early years of BRI, China has taken a number of steps
to mitigate its exposure to potential default on outstanding loans.
First, it has dialed up RMB-denominated emergency rescue lend-
ingf to borrowers to ensure the cash reserves necessary to service
debt.395 The analysis from AidData runs through the end of 2021
and finds that by that time, China had provided 128 emergency res-
cue loans to 22 debtor countries worth a combined $240 billion.396
Emergency rescue loans jumped from less than 5 percent of China’s
overseas lending portfolio to low- and middle-income countries in
2010 to nearly 60 percent by 2022 (see Figure 7).397 Second, it has
aggressively sought to collateralize loans by requiring borrowers to
maintain escrow accounts from which China can draw funds in the
event of default.398 Last, it is increasing interest rates for late pay-
ment, now set at a maximum 8.7 percent.399

*BRI lending is typically broken out into two subcategories: construction and investment. Con-
struction consists of lending often financed by Chinese state banks to build infrastructure, with a
timeline for completion and no implied ownership of the assets. Investment deals are financed by
Chinese investors to take an equity stake in an asset, portending an indefinite Chinese presence
in the host country. Christoph Dedopil, “China Belt and Road Initiative (BRI) Investment Re-
port 2023,” Griffith University and Fudan University, February 2024, 2; Derek Scissors, “China’s
Overseas Investment Starts the Long Climb Back,” American Enterprise Institute, July 20, 2021.

FFor more on China’s use of BRI as leverage, see U.S.-China Economic and Security Review
Commission, Chapter 3, Section 1, “Belt and Road Initiative,” in 2018 Annual Report to Congress,
November 2018, 259-303.

ZEmergency rescue loans typically are provided as balance of payment support by the PBOC
to the central banks of debtor countries as a component of debt restructuring. However, there
has been a rise in emergency lending from Chinese state banks working with foreign banks to
service BRI debt in borrower nations. Keith Bradsher, “China Is Lending Billions to Countries
in Financial Trouble,” New York Times, November 6, 2023; Alex Wooley, “Belt and Road Bailout
Lending Reaches Record Levels, Raising Questions about the Future of China’s Flagship Global
Infrastructure Program,” AidData, March 27, 2023.
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Figure 7: China’s Lending to Low- and Middle-Income Economies by
Financial Instrument, 2000-2021
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Note: Infrastructure project lending is defined by AidData as loans linked to specific investment
projects involving construction and other work on physical infrastructure in its database of Chi-
nese overseas lending. Emergency lending includes loans AidData identified as rescue loans, or
loans that allowed a sovereign debtor to service its debt, finance general budgetary expenditures,
or shore up foreign exchange reserves.

Source: AidData, “Global Chinese Development Finance Dataset, Version 3.0,” November 6,
2023.

China’s unilateral lending practices undermine interna-
tional efforts to reduce the debt burden of low- and mid-
dle-income countries. An argument has been made that Beijing’s
efforts to ensure repayment undermine international efforts to alle-
viate debt burdens of low-income countries, such as the G20 Com-
mon Framework for Debt Treatments, in which China agreed to be
a participant in 2020.49° Members of the Paris Club, a group of
international countries dedicated to resolving sovereign debt issues
in a sustainable manner, are edged out by guaranteed repayment
plans that China coerces borrowers to accept, all the while increas-
ing the debt obligation under increasingly burdensome terms.401
For its part, the United States has stepped up development assis-
tance in recent years and worked with partners and allies to pro-
vide alternative options for much-needed infrastructure investment
in low- and middle-income countries with transparent terms, such
as the U.S. International Development Finance Corporation (DFC)
and more recent G7 initiative Partnership for Global Infrastructure
and Investment (PGII).4°2 From 2014 to 2017, China’s development
financing was triple that of the United States, and by 2021 it ex-
ceeded the United States by only 30 percent.403
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CHAPTER 2: U.S.-CHINA SECURITY AND
FOREIGN AFFAIRS (YEAR IN REVIEW)

Abstract

In 2024, China sought to mitigate internal and external risks
by continuing to tighten political control at home and exercising a
combination of coercive and persuasive strategies abroad. To combat
persistent problems of corruption and fears of political disloyalty,
General Secretary of the Chinese Communist Party (CCP) Xi Jin-
ping and a small circle of top leaders tightened their grip on the
Party rank and file while continuing to unseat and in some cases
disappear high-ranking figures across the government and military.
Internationally, China attempted to promote itself as the world lead-
er best positioned to solve and prevent conflicts, represent low- and
middle-income countries, and promote economic growth while also
making it clear that it opposed U.S. policies and alliance relation-
ships. In its diplomacy with the United States, China sought to use
the promise of bilateral dialogues on narrow areas of common in-
terest to derail what it perceives as the United States’ policy of
strategic competition. It sought to tighten ties with Europe and
encourage divisions within the transatlantic alliance but continued
to undermine its own credibility through its intensifying economic,
military, diplomatic, and political support for Russia. At the same
time, China is increasingly providing support and resources to coun-
tries involved in military operations against Western allies. China
also turned a blind eye as Iran and North Korea act in ways that
undermine global stability, and it has demonstrated willingness to
exploit tensions in the Middle East for geopolitical gain. Overall,
China reacted to other countries’ efforts to protect their economic
and physical security by portraying them as hostile, exclusionary,
and destabilizing. In the case of the South China Sea, China re-
sorted to more dangerous, violent actions. Despite the willingness
of some governments to deepen cooperation with Beijing in various
domains, many other countries remained deeply skeptical of China’s
intentions and proposals.

Key Findings

e As part of its efforts to solidify its control across the Party, state,
and military, in 2024 the CCP leadership introduced new mea-
sures on political discipline and anticorruption, targeting every-
one from low-ranking Party members to senior military officers.
From the top of the system, General Secretary Xi delivered dire
messages to Party and military audiences on the severity of
remaining problems, revived some Maoist concepts and slogans,
and emphasized the importance of political loyalty and endur-
ing hardship. China’s leaders viewed enhanced domestic control

(92)
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as a key factor in China’s ability to accomplish its domestic and
international objectives.

China continues to assert that the United States poses inten-
sifying strategic risk. Despite a bilateral agreement reached in
late 2023 to pursue limited cooperation on military communi-
cation, climate change, countering fentanyl and other drugs,
artificial intelligence (AI), and people-to-people ties, China has
continued its efforts to counter or weaken U.S. policies without
changing its own behavior. Fundamental divergences on issues
such as Taiwan and access to markets, capital, and technology
remain.

In 2024, China accelerated efforts to build international support
from as many countries as possible—with a focus on the devel-
oping nations of what it calls the “Global South”—for China’s
claims to global leadership, its continuing efforts to isolate and
subjugate Taiwan, and its desired forms of economic coopera-
tion. At the same time, Beijing sought to portray actions taken
by the United States and many of its allies and partners to
protect their own interests and established global norms as un-
dermining the prospects for peace, stability, and prosperity and
the future of collective international progress led by China. (For
information on China’s activities in the Middle East in 2024,
see Chapter 5, “China and the Middle East.”)

China and Russia committed to further deepening their joint
efforts against the United States. China has sustained its eco-
nomic, diplomatic, political, and material support for Russia’s
war effort in Ukraine. China also provided satellite imagery and
dual-use materials that Russia is using for the reconstitution
of its defense industry—such as weapons components, machine
tools, and microelectronics—all while claiming to play a leading
role in advancing a political solution to the conflict. In exchange
for such support, Moscow has reportedly provided submarine,
aeronautic, and missile technologies to Beijing as defense coop-
eration between the two countries continues to strengthen.

China sought to counteract a deteriorating strategic relation-
ship in Europe, using mainly positive rhetoric and promises of
deepened cooperation to persuade the EU and individual Euro-
pean countries to distance themselves from the United States
and abandon their efforts to de-risk relations with China. Xi
tried to reframe Europe’s economic dependencies on China as
the byproducts of a beneficial symbiosis, to downplay political
differences, and to emphasize supposed shared interests in the
creation of a more equal international system.

China’s destabilizing behavior in the Indo-Pacific region contin-
ued. China’s naval and coast guard presence around the Japa-
nese-administered Senkaku Islands and flights near Japanese
airspace in the East China Sea represented a significant es-
calation from previous activity. In the South China Sea, Chi-
na’s aggressive behavior escalated to new levels in 2024 as the
China Coast Guard (CCQG) took increasingly aggressive, unsafe,
and even violent measures to attempt to block the Philippines,
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a U.S. treaty ally, from exercising its lawful rights in its exclu-
sive economic zone (EEZ). China’s officials continued to leverage
lawfare tactics to attempt to normalize their efforts to impose
their will upon other countries in the region through coercive
and illegal actions, superior force, and numbers.

Introduction

This chapter assesses key developments in China’s domestic and
foreign affairs in 2024. It begins by examining the CCP’s domestic
measures to enhance control across the Party-state bureaucracy and
the military. Next, it describes developments in China-U.S. relations.
The chapter concludes with a survey of China’s approach to foreign
affairs around the world in 2024. The chapter’s findings are based
on open source research and analysis, Commission hearings, and
discussions with outside experts.

Xi Jinping Strengthens Party Control and Oversight

In 2024, General Secretary Xi Jinping continued to tighten his
control over the Party, state, society, and military, broadly framing
these efforts as essential to improve China’s ability to accomplish
its most important domestic and international objectives. Xi em-
phasized the importance of strengthening political discipline and
fighting disloyalty while also making use of his signature anticor-
ruption campaign to purge civilian and defense officials alike. He
also oversaw further restructuring of the People’s Liberation Army
(PLA) to bring additional domains of warfare under direct control of
the political leadership.

Implications of Xi’s Power for Succession and Stability

Xi’s tight hold on power and apparent disinterest in succession
planning creates risk for China’s political system. At the CCP’s
19th Party Congress in 2017 and again at its 20th in 2022, Xi di-
verged from what had been previous political practice by not indi-
cating an intended successor as top leader of the Party.l Experts
have assessed that although Xi’s choices to extend his own rule*
without selecting a successor may increase his own power in the
short term, over the long term they increase the risk that the
regime will experience instability.2 In the continued absence of a
clear succession plan, Xi’s unexpected demise or incapacitation

*Xi’s positions as CCP general secretary and chairman of the CCP’s Central Military Commis-
sion (CMC) do not have term limits. His third top position as the head of state of the People’s
Republic of China (PRC) was previously limited to two terms, but under Xi’s leadership this term
limit was removed in 2018, paving the way for him to hold all three positions indefinitely. Richard
McGregor and Jude Blanchette, “After Xi: Future Scenarios for Leadership Succession in Post-Xi
Jinping Era,” Center for Strategic and International Studies, April 21, 2021, 7

TAlthough there are rules on paper about the selection process for each of Xi’s top three posi-
tions, experts assess that the process of carrying out this selection would nevertheless be highly
complex and uncertain. If Xi were to pass away, the CCP Charter suggests the CCP Central
Committee would meet to select a new general secretary from the current Politburo Standing
Committee and to select a new CMC chairman, although these two leaders need not necessarily
be the same person. According to the PRC Constitution, the role of head of state would pass to
the sitting vice president of China—who currently is not a member of the Politburo Standing
Committee and thus not a candidate for the other two top positions. Informal consultation and
bargaining by Party elites would likely play an important role in determining who is ultimately
selected, a process that could be particularly fraught or prone to infighting in the event of a
sudden power vacuum. China Daily, “Brief Introduction of Han Zheng—Chinese Vice President,”
March 11, 2023; Wanyuan Song and Tessa Wong, “Politburo Standing Committee: Who are the
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Implications of Xi’s Power for Succession and Stability—
Continued

could lead to a disorderly succession. The delay in designating a
successor also requires any individuals seeking to be considered a
candidate in the future to continue demonstrating their loyalty to
Xi in the meantime, which may contribute to escalating political
tension.4

CCP Promotes Greater Societal Alignment with Xi’s Vision of
National Security

This year marked the ten-year anniversary of Xi’s introduction
of the Comprehensive National Security Concept, which the CCP
sought to leverage to attune China’s population to internal and
external threats and the importance of rallying around the Party
to counter them.> The concept, which when introduced in 2014
heralded a dramatic broadening and elevation of conceptions of
national security within China’s policy framework, emphasizes
that threats to China and to the CCP may originate from any
direction, that international and domestic threats can interact
with one another, and that coordinated, proactive efforts are thus
required to manage them.* (For more on Xi’s Comprehensive Na-
tional Security Concept and the CCP’s efforts to prepare China
for extreme scenarios, see Chapter 7, “China’s News Measures for
Control, Mobilization, and Resilience.”) The CCP highlighted the
anniversary of the concept’s introduction during its annual obser-
vation of “National Security Education Day”f to further promote
it to the general public, attempting to use it to drum up support
for the Party’s absolute leadership over all domains.t¢ Some of
the Party’s efforts also appeared deliberately targeted at increas-
ing the population’s resistance to foreign narratives. For exam-
ple, an article circulated in Party media by the director of the
Political Department of China’s Ministry of State Security (MSS)

Men Who Rule China Now?” BBC, October 23, 2022; Neil Thomas, written testimony for U.S.-Chi-
na Economic and Security Review Commission, Hearing on CCP Decision-Making and the 20th
Party Congress, January 27, 2022, 15; Richard McGregor and Jude Blanchette, “After Xi: Future
Scenarios for Leadership Succession in Post-Xi Jinping Era,” Center for Strategic and Interna-
tional Studies, April 21, 2021, 16-17.

*For more on Xi’s efforts to incorporate national security and the Comprehensive National
Security Concept into decision-making across all policy domains, see U.S.-China Economic and
Security Review Commission, Chapter 1, “CCP Decision-Making and Xi Jinping’s Centralization
of Authority,” in 2022 Annual Report to Congress, November 2022.

FNational Security Education Day is an annual event mandated by China’s National Security
Law of 2015. Aaran Hope, “Learning from National Security Education Day,” Jamestown Foun-
dation, April 26, 2024.

+£China Central Television circulated a large propaganda graphic over 12 pages in length,
which presented a timeline of key developments in the implementation of Xi’s concept, summa-
rized the wide range of domestic and international areas the concept applies to, and then prom-
inently emphasized the importance of “Upholding the Party’s Absolute Leadership of National
Security Work.” The graphic was circulated in China Daily under a title claiming “It Concerns
You and Me!” The Party’s official mouthpiece, the People’s Daily, released a promotional video
purporting to show that the Party’s faithfulness to this concept over the past ten years had
had a profound, positive impact on every domain of people’s lives and every element of China’s
domestic and international success. Alongside the video, it released an 18-line poem painting a
positive image of the Party’s national security practice as entirely for the people’s benefit. China
Daily, “It Concerns You and Me! One Graphic Completely Explains the Comprehensive National
Security Concept” (FXARFK ! — AR Sk E K %4 M), April 15, 2024. Translation; People’s Daily,
“Comprehensive National Security Concept 10 Year Anniversary Promotional Video | These Ten
Years” (e 5K 24 M08 4E S 4% F | iX+4F), April 15, 2024. Translation.
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recommended that CCP cadres organize “public opinion struggles
against the deliberate provocation of hype and smear attacks by
some foreign media,” arguing that this type of educational event
would help the public learn that “the world is not peaceful” and
strengthen their resistance to foreign messaging.”

Amended State Council Organic Law Formalizes CCP
Executive Control over the State

The year saw a further consolidation of the Communist Party’s
control over the state bureaucracy and a continued concentration
of power within the Party into the hands of Xi Jinping. On March
11, China’s National People’s Congress (NPC) passed an amend-
ment to the Organic Law of the State Council, the highest organ
of executive power within China’s government, formally enshrining
CCP executive control over the body.8 Specifically, the revised law
included new provisions to clarify that the State Council adheres to
Xi’s guiding ideology and “resolutely implements the decisions and
arrangements of the CCP Central Committee.”® This represents an
additional step in Xi’s more than decade-long effort to strengthen
the Party’s control over government institutions and his personal
control over the Party.*10 The addition of these provisions codifies a
Party-state relationship that already exists in practice due to pre-
vious political and institutional changes under Xi;j nevertheless,
according to an explanation by the vice chairman of the NPC ahead
of the meeting, clarifying these points was “the most important po-
litical requirement” behind the amendment.%11

CCP Emphasizes Party Loyalty and Control through
Anticorruption Campaign and Intensified Party Discipline

China’s leadership undertook new efforts over the last year to
enhance Party control through strengthened measures. Unlike in
a rule of law system, combatting corruption under the CCP’s rule
by law system can often be concerned as much with ensuring Party
loyalty and political control as with traditional notions of prevent-
ing malfeasance of public trust and resources. While corruption is a
concern in China, and the Party does view corruption as a threat to
its legitimacy under some circumstances, Xi’s large-scale and highly
institutionalized anticorruption campaign continues to function as
an all-purpose governing tool whose purpose is to strengthen his
control over the Party and the Party’s control over Chinese society.12

*For more on Xi’s organizational changes to strengthen both the CCP’s leading role in China’s
decision-making and his own control within the Party, see U.S.-China Economic and Security
Review Commission, Chapter 1, “CCP Decision-Making and Xi Jinping’s Centralization of Au-
thority,” in 2022 Annual Report to Congress, November 2022.

TSome observers note that the addition of an article entrenching CCP leadership can be un-
derstood as the implementation of a 2018 constitutional provision that the Party’s leadership be
regarded as “the defining feature of Socialism with Chinese Characteristics” and of a 2019 order
by the CCP Central Committee requiring “the Party’s comprehensive leadership” to be written
into the organic laws of China’s state institutions. Changhao Wei, “NPC 2024: Annotated Trans-
lation of the Revised State Council Organic Law,” NPC Observer, March 11, 2024.

iThe amendment also made other changes to codify the functions of various State Council
meetings, specify the duties of vice premiers and state councilors, and formalize other practices
that had developed since the law’s introduction in 1982, such as the inclusion of the governor of
the People’s Bank of China as a member of the State Council. Cui Fandi, “Revised Organic Law of
the State Council Passed,” Global Times, March 11, 2024; NPC Observer, “NPC 2024: Annotated
Translation of the Revised State Council Organic Law,” March 11, 2024; People’s Daily, “Explana-
tion of ‘Organic Law of the State Council of the People’s Republic of China (Draft Revision)” (¢
T (e NRIEANE [H B A 2VEBT 5 ) ), March 5, 2024. Translation.
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Revised CCP Discipline Regulations Raise Demands on Party Rank
and File

The CCP continued to tighten political control over cadres and Par-
ty members to maintain its power and enhance its responsiveness.*
In December 2023, the CCP issued a revised version of the Regula-
tions on Disciplinary Actions of the Chinese Communist Party, which
came into effect in January 2024.13 First, the revision increased the
regulations’ emphasis on “political discipline” as the most funda-
mental element of Party discipline while simultaneously expanding
the concept to include several infractions previously considered less
serious.f 14 Second, the revision increased the regulations’ emphasis
on the “strictness” of discipline across the board.'> Another note-
worthy adjustment added disciplinary provisions including potential
removal from internal Party positions for “grave” cases of “privately
reading, browsing, and listening to newspapers, books, audio-visual
products, electronic reading materials, and online materials with se-
rious political problems.”16 The CCP additionally launched a formal
education campaign, running from April to July, for Party members
at all levels to study the revised regulations.1” The campaign notice
emphasized that the Party should combat false loyalty to the Party
Central Committee.18

Xi Warns Party and Military Leadership to Strengthen Political
Loyalty while Invoking Anticorruption

Xi called upon China’s civilian leadership to adhere to the de-
mands of his politically motivated anticorruption campaign.i In
January 2024, Xi gave a speech to the CCP’s Central Commission
for Discipline Inspection (CCDI) on what he called Party “self-revo-
lution,” a term he has promoted since at least 2016 to describe the
CCP’s responsibility to self-govern, self-regulate, and adapt itself to
the demands of the times.19 According to Arran Hope, editor of the
Jamestown Foundation China Brief, the phrase is one Xi has “re-
suscitated from the Mao era,” representing “spiritually puritanical
self-discipline [that] must perpetually underpin the conduct of all
cadres.”20 Xi’s speech and the other CCP materials that expounded
upon the term made clear that it would include expanded anticor-
ruption measures while simultaneously emphasizing political loy-
alty, political discipline, and adherence to Xi’s directives.2! These
materials indicated that “power-concentrated, capital-intensive, and

*As of December 2023, there were approximately 99 million Party members in China, repre-
senting about 7 percent of China’s population. Xinhua, “Chinese Communist Party Statistical
Bulletin” (/' [F 35558 5% N Gi1F A 4R), People’s Government of the People’s Republic of China, June
30, 2024. Translation; Statista, “Chinese Communist Party—Statistics and Facts.”

TThe CCP’s discipline regulations differentiate between “political discipline,” “organizational
discipline,” “integrity discipline,” “mass discipline,” “work discipline,” and “life discipline,” which
they list in this order. Chinese Communist Party, “Regulations on Disciplinary Actions of the
Chinese Communist Party (Approved by the CCP Central Committee Politburo on December 23,
2003, Issued by the CCP Central Committee on December 31, 2003, Revised for the Third Time
by the CCP Central Committee Politburo on December 8, 2023, and Issued by the CCP Central
Committee on December 19, 2023)” (1 [ 3™ 52 2044k 7 ] (20034F 121 28 H ke bty J7j 221
FGIHE 2003F12 H 31H b ez A 2023412 H 8 H L i e BUA = £ W8 =BT 20234F12H
19 H 3t i e % 450)), China Military Online, December 19, 2023. Translation.

#In March 2024, Xi made a proactive attempt to influence the political mindset of young
officials, warning in a speech at the CCP’s Central Party School that young officials must be
prepared to bear particularly “heavy responsibilities” in practicing political loyalty and Party
discipline. Xinhua, “Xi Urges Young Officials to Take on Historical Task on New Journey,” State
Council of the People’s Republic of China, March 1, 2024.
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resource-rich fields” such as finance, state-owned enterprises (SOEs),
energy, medicine, and infrastructure would be particular targets in
upcoming purges.22

Xi delivered similar messages to the top military leadership in
June 2024. Between June 17 and 19, 2024, Xi hosted a military
political work conference for leaders from the Central Military
Commission (CMC) in Yan’an, a city celebrated as the birthplace
of the CCP revolution, where—according to reports of his speech—
he emphasized that military power must always remain “in the
hands of those who are loyal and dependable to the Party.”23 Xi
contextualized his remarks by warning that China’s military “is
facing intricate and complex tests in politics” that will have bear-
ing on its performance in a time of great change for the military,
the Party, the country, and the world at large.2¢ He claimed the
continued existence of “deep-seated contradictions and problems”
in the areas of “politics, ideology, organization, style, [and] disci-
pline” and argued that their “roots lie in ideals and beliefs, Par-
ty spirit cultivation, official ethics, and character.”25 Raising the
specter of his anticorruption campaign, Xi also reportedly warned
that “there are no hiding places for any corrupt elements in the
military” and repeated similar messages as those covered in his
speech to the civilian CCP Central Discipline Inspection Commis-
sion in January 2024.26

Military and Civilian Leaders Fall to Xi’s Anticorruption Campaign

The CCP continued to intensify ongoing purges of military and
defense leaders, especially those with influence over the country’s
nuclear and missile arsenals and other advanced equipment. Follow-
ing the removal of several PLA Rocket Force leaders purged during
the summer and fall of 2023,* similar events continued to rock
the PLA leadership through late 2023 and the first half of 2024.27
In December 2023, the NPC Standing Committee announced the
expulsion of nine military representatives from their positions on
the NPC.28 Four of these nine leaders were affiliated with the PLA
Rocket Force, two with the CMC Equipment Development Depart-
ment, and one each from the CMC Joint Staff Department, the PLA
Air Force, and the PLA Navy.29 Although no explanation was pro-
vided for the dismissals at the time, the body stated in mid-Janu-
ary 2024 that they were attributable to “serious violations of law
and discipline.”3% Also in December 2023, China’s People’s Political
Consultative Conference removed three leaders from top defense
industry firms, including the chairman of the China Aerospace Sci-
ence and Technology Corporation, which oversees the development
of China’s spacecraft and missile programs; the chairman of Norinco
Group, a leading military equipment manufacturer; and the depu-
ty manager of state-owned China Aerospace Science and Industry
Corporation.31 On June 27, 2024, the Politburo announced that Chi-
na’s previous two ministers of national defense, Li Shangfu and Wei
Fenghe, had both been investigated for corruption, found guilty of
several serious violations related to corruption and Party discipline,

*For more on the PLA Rocket Force leadership removed in the summer and fall of 2023, see
U.S.-China Economic and Security Review Commission, Chapter 1, Section 2, “U.S.-China Securi-
ty and Foreign Affairs,” in 2023 Annual Report to Congress, November 2023.
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and expelled from the Party.*32 The revolving door of leadership
created by Xi’s purges could potentially impact PLA readiness, and
the heavy representation of the PLA Rocket Force—which manages
China’s missile arsenal, including nuclear missiles—and the CMC
Equipment Development Department among purged officials makes
this risk particularly salient for China’s strategic nuclear and mis-
sile forces.33

A wide range of civilian officials were also investigated and dis-
ciplined throughout 2024, including central and local officials and
leaders from the sectors Xi identified in his January 2024 speech
to the CCDI. For example, a large number of state regulators,
bankers, and senior financial executives were detained in the first
five months of 2024 for ostensibly corruption-related charges.34
In July and August 2024, several local officials, an official from
China’s Ministry of Emergency Management, and at least three
officials from transportation SOEs were placed under disciplinary
investigation.35 In other cases, officials who had previously been
expelled from the Party were later indicted, tried, or sentenced to
life in prison for bribery or embezzlement.36 (For additional de-
tails on anticorruption and discipline inspection cases involving
civilian officials, see Chapter 7, “China’s New Measures for Con-
trol, Mobilization, and Resilience.”) Also in July 2024, the CCP
Central Committee announced that it had accepted the “resigna-
tion” of Qin Gang, a high-ranking official and then Central Com-
mittee member who had been stripped of his government posts in
2023 amid reports that he had engaged in an extramarital affair
in the United States.} 37

China Elevates New Warfighting Domains under the CMC

In April 2024, the PLA announced a major reorganization that
elevated the importance of space, cyber, and information capabilities
and placed all three under the more direct control of the top leader-
ship. The announcement came as a surprise to PLA experts outside
of China and could have been undertaken for a variety of operation-
al or political reasons.?8 The reorganization included disbanding the
PLA Strategic Support Force—which had previously held responsi-
bility for space, cyber, and information domains—and restructuring

*Former Minister Li, who had spent decades of his career in the equipment department that
overseas military procurement was criticized for “seriously pollut[ing] the political ecology of the
military equipment field and the atmosphere of the industrial domain” through his corruption,
while former Minister Wei was accused of seriously polluting the force in general. The announce-
ments also included discussion of political loyalty, with Li accused of having “lost his Party spirit
and principles” and a statement that Wei’s “faith [had] collapsed and his loyalty was lost.” Both
leaders were criticized for having “caused great damage to the Party’s cause, national defense
and military construction, as well as the image of senior leaders” through their actions. Jun Mai
and Liu Zhen, “In a First, China Accuses Former Defense Ministers Li Shangfu and Wei Fenghe
of Corruption,” South China Morning Post, June 27, 2024; Xinhua Daily Tele, raph “Li Shangfu
Wei Fenghe Receive Punishment of Expulsion from the Party” (%544, 58 RN 21T R 70 45 4073 ),
June 28, 2024. Translation.

TQin Gang disappeared from public view in June 2023, and China’s Ministry of Foreign Affairs
originally claimed that his absence was for “health reasons.” He was removed from his position
of Minister of Foreign Affairs in July 2023 and from his position of State Councilor in October
2023. According to reporting by the Wall Street Journal in July 2023, senior Chinese officials
were reportedly informed that he had engaged in an extramarital affair leading to the birth of
a child in the United States. Sylvie Zhuang, “China’s Ex-Foreign Minister Qin Gang Stripped of
Last Remaining State Title,” South China Morning Post, October 24, 2023; Lingling Wei, “China’s
Former Foreign Minister Ousted after Alleged Affair, Senior Officials Told,” Wall Street Journal,
September 19, 2023; Lingling Wei, “China Tries to Reassure U.S. amid Speculation around Miss-
ing Foreign Minister,” Wall Street Journal, July 19, 2023.
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it into three separate forces: the Military Aerospace Force, the Cy-
berspace Force, and the Information Support Force.32 Prior to the
reorganization, the Strategic Support Force was commanded at the
theater grade level * directly under the CMC, while its component
parts responsible for space, cyber, and information operations were
commanded at lower levels.#0 As a result of the reorganization, the
three new forces are now each directly subordinate to the CMC and
are commanded at the deputy theater grade level,i similar to the
PLA Joint Logistics Support Force.#1 The change also established
a new distinction between four PLA “services”—the PLA Army,
Navy, Air Force, and Rocket Force—which are organized mainly
around the traditional domains of land, sea, and air—and four PLA
“arms”—the PLA Military Aerospace Force, Cyberspace Force, In-
formation Support Force, and Joint Logistics Support Force—whose
operations support military activities across traditional domains.42
Joel Wuthnow, senior research fellow at the U.S. National Defense
University, assesses that the new structure would “help break down
silos in the PLA and improve the functioning of the joint opera-
tions systems” because theater commanders would now be able to
more easily tap into the support forces’ assets without the complica-
tion of dealing with higher headquarters (which was the case when
such assets were consolidated under the co-equal Strategic Support
Force).#3 (For an overview of the structural changes, see Figure 1
below.) The Information Support Force is likely to handle network
information system, communications support, and network defense
tasks.f44 (For more on the PLA’s views on the importance of infor-
mation in warfare, see Chapter 8, “China’s Evolving Counter-Inter-
vention Capabilities and the Role of Indo-Pacific Allies.”)

*Officers at the theater command grade typically hold the rank of general or lieutenant gener-
al. A Theater Command leader’s rank is a three-star flag officer equivalent to a U.S. four-star flag
officer. Ken Allen, Independent Consultant, China Military Analyst, interview with Commission
staff, August 28, 2024; Joel Wuthnow and Phillip C. Saunders, “A New Step Forward in PLA
Professionalization,” Jamestown Foundation, March 15, 2021.

TOfficers at the deputy theater command grade typically hold the rank of lieutenant general
or major general. A Deputy Theater Command Leader’s rank is a two-star or one-star flag officer
equivalent to a U.S. three-star or two-star flag officer respectively. Ken Allen, Independent Con-
sultant, China Military Analyst, interview with Commission staff, August 28, 2024; Joel Wuthnow
and Phillip C. Saunders, “A New Step Forward in PLA Professionalization,” Jamestown Founda-
tion, March 15, 2021.

%In a speech at the ceremony establishing the Information Support Force, Xi said the new arm
that would strengthen the PLA has an “important position and heavy responsibility” in promoting
the development of the PLA and supporting the PLA’s efforts to “wi[n] modern wars.” An April
commentary published in the PLA Daily claimed the Information Support Force would “improve
[China’s] army’s joint combat capabilities and all-domain combat capabilities,” help achieve the
PLA’s centenary goal, and facilitate its transformation into a world-class military. According to J.
Michael Dahm, senior resident fellow for Aerospace and China Studies at the Mitchell Institute
for Aerospace Studies, “Empowering the new deputy theater-grade Information Support Force to
strengthen and harden information network capabilities may be the PLA’s response to similar
U.S. DOD efforts to consolidate and align US military information networks under the umbrella
of Joint All-Domain Command and Control (JADC2).” Xinhua, “Founding Ceremony of the Chi-
nese People’s Liberation Army Information Support Force Held in Beijing. Xi Jinping Awards
Military Flag to the Information Support Force and Delivers a Speech” (EP N BAARTCZEAT B %
TBBABRAL K AE I 2AT ST (5 S SCHRBAA T 4 ) 20l i), People’s Government of the People’s
Republic of China, April 19, 2024. Translation; J. Michael Dahm, “A Disturbance in the Force:
The Reorganization of People’s Liberation Army Command and Elimination of China’s Strategic
Support Force,” Jamestown Foundation, April 26, 2024; PLA Daily, “PLA Daily Commentator:
Strive to Build a Strong Modern Information Support Force” (8l ZE4R PF it R : %5 71 1% — 338K I
PUARALAS H 3R HBL), April 20, 2024. Translation; People’s Government of the People’s Republic of
China, Xi Jinping Awards Military Flag to the Information Support Force and Delivers a Speech
(BN AR TBCZEAR S SR AL R TE AT 24T 21 S B ST AR T 22 B 80)IR]), April 19,
2024. Translation; Brian Hart, Bonnie S. Glaser, and Matthew P. Funaiole, “China’s 2027 Goal
%arkﬁ the PLA’s Centennial, Not an Expedited Military Modernization,” Jamestown Foundation,

arch 26, 2021.
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Figure 1: PLA Organizational Structure before and after April 2024
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Note: Elements in light gray represent the now-defunct Strategic Support Force, its component
parts, and their successor organizations post-reorganization. The PLA’s five Theater Commands
are the Eastern Theater Command, Southern Theater Command, Western Theater Command,
Northern Theater Command, and Central Theater Command. CMC members typically hold the
rank of general; Theater Command-grade officers typically hold the rank of general or lieutenant
general; Deputy Theater Command-grade officers typically hold the rank of lieutenant general or
major general; Corps-grade officers typically hold the rank of lieutenant general or major gener-
al.45 Theater Command commanders are joint commanders.46

Source: Adapted from Frank Miller, Tung Ho, and Kenneth Allen, eds., “People’s Liberation
Army Strategic Support Force: A Post-Mortem Analysis,” in The People’s Liberation Army as Or-
ganization, vol. 3, Exovera LLC, forthcoming; J. Michael Dahm, “A Disturbance in the Force:
The Reorganization of People’s Liberation Army Command and Elimination of China’s Strategic
Support Force,” Jamestown Foundation, April 26, 2024.
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China Seeks One-Sided Adjustments in Its Relations
with the United States

Relatively civil language and modest promises at the beginning of
this year reflected a shared desire by the governments of the United
States and China to mitigate the recent deterioration in relations
through increased dialogue and cooperation. Nevertheless, while
the United States sought incrementalism to improve communica-
tion and strengthen cooperation in areas of mutual interest amid
the continued reality of strategic competition, China called for the
United States to cease viewing it as a competitor and refused to
take responsibility for the harmful impacts of its own actions. By
mid-2024, China’s statements and actions with respect to the Philip-
pines in the South China Sea, Taiwan, and Japan, for example, also
showed that Beijing remains willing to pursue dangerous levels of
escalation on certain policy issues.

Differing Positions Challenge U.S.-China High-Level Dialogue
and Narrow Cooperation Initiatives

In 2024, the United States and China increased high-level dip-
lomatic engagements and pursued certain narrow cooperation ob-
jectives, but differing views and underlying objectives continued to
surface. In a bilateral summit meeting in November 2023, President
Joe Biden and General Secretary Xi discussed a range of issues and
agreed to limited cooperation amid ongoing strategic competition.4?
These areas included military communication, countering fentanyl
and other drugs, Al, climate change, and people-to-people exchang-
es.*48 Xi and Biden held a follow-up conversation by phone in April,
2024.4° Additional meetings between high-level leaders at the secre-
tary and minister level aimed to continue the dialogue and push for
progress in these and other areas, with U.S. Secretary of the Trea-
sury Janet L. Yellen and U.S. Secretary of State Antony J. Blinken
meeting counterparts in China in April 2024 and U.S. Secretary of
Defense Lloyd Austin meeting China’s Minister of National Defense
Admiral Dong Jun on the sidelines of the Shangri-La Dialogue in
Singapore in May 2024.50 In addition, U.S. Secretary of Commerce
Gina Raimondo held a call with China’s Minister of Commerce
Wang Wentao in January 2024 to press for the inaugural meeting
of the U.S.-China Commercial Issues Working Group.?! On April 4,
2024, the U.S. Under Secretary of Commerce for International Trade
Marisa Lago and China’s Vice Minister of Commerce Wang Shouw-
en held the first meeting of the Commercial Issues Working Group,
where the U.S. side addressed concern for cross-border data flows,
regulatory transparency, and the growing overcapacity in a range of
Chinese industrial sectors.52 Nevertheless, visible progress in these
areas remains limited and in some areas progress continues to be
challenged by countervailing trends:

*In addition to these agreements, the two leaders agreed their teams would follow up on their
discussions in San Francisco with continued high-level diplomacy and interactions, including
visits in both directions and ongoing working-level consultations in key areas, including on com-
mercial, economic, financial, Asia Pacific, arms control and nonproliferation, maritime, export
control enforcement, policy planning, agriculture, and disability issues. White House, Readout
of President Joe Biden’s Meeting with President Xi Jinping of the People’s Republic of China,
November 15, 2023.
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e Military communication: In November 2023, President Biden
and General Secretary Xi agreed to the resumption of high-lev-
el military-to-military communication as well as the U.S.-Chi-
na Defense Policy Coordination Talks, the U.S.-China Military
Maritime Consultative Agreement meetings, and telephone
conversations between theater commanders.*53 The subsequent
meeting between Secretary Austin and Minister Dong on the
sidelines of the Shangri-La Dialogue in May 2024, although
limited in scope, did mark a contrast with the previous year
in which China’s then Minister of National Defense Li Shang-
fu had refused a U.S. offer to speak and reportedly dismissed
even the offer of a handshake.i %4 After years of China ignor-
ing requests to open channels of communication between com-
manders, on September 9, 2024, U.S. Indo-Pacific Commander
Admiral Samuel Paparo held a video teleconference with the
PLA’s Southern Theater Commander General Wu Yanan.?5 In
the meeting Admiral Paparo urged the PLA to reconsider its
“dangerous, coercive, and potentially escalatory tactics” in the
South China Sea and expressed interest in continued dialogue
with other PLA theater commands.:56 Between September 14
and 15, 2024, U.S. Deputy Assistant Secretary of Defense for
China, Taiwan, and Mongolia Michael Chase met with Deputy
Director of the CMC Office for International Military Coopera-
tion Major General Ye Jiang in Beijing for the 18th U.S.-China
Defense Policy Coordination Talks.57 Dr. Chase raised concerns
with China’s support for Russia’s defense industrial base and
underscored U.S. commitment to its allies and partners in the
Indo-Pacific in light of China’s destabilizing actions against law-
ful Philippine operations.58

e Countering fentanyl and other drugs: China is one of the ma-
jor sources of the precursor chemicals used to produce fentan-
yl, which took the lives of over 74,000 Americans in 2023.5°
In November 2023, President Biden and General Secretary Xi
agreed to the resumption of bilateral cooperation to combat the
global illicit drug trade, including fentanyl, and to the estab-
lishment of a working group for ongoing communication and
law enforcement coordination on issues related to countering

*China suspended high-level military-to-military communications in August 2022 in response
to then-Speaker of the House Nancy Pelosi’s visit to Taiwan. Reuters, “China Halts High-Level
Military Dialogue with U.S., Suspends Other Cooperation,” August 5, 2022.

T Nevertheless, in response to a question about the potential upcoming meeting the day before
the event, China’s Ministry of National Defense spokesperson stated that although China felt
increased communication was important, it also viewed the U.S. side as “the fundamental reason
for the ups and downs in the relationship between the two militaries” and accused the United
States of “artificially creat[ing] risks of confrontation.” These claims ignore the longstanding U.S.
efforts to establish better communications with the PLA and the PLA’s own tactic of restricting
communication access in order to punish the United States for actions it disagrees with. Chi-
na’s Ministry of National Defense, Transcript of May 2024 Ministry of National Defense Regular
Press Conference (202445 H [ i #1471 # 22 3758 5% ), May 30, 2024. Translation; Reuters, “Chi-
na Halts High-Level Military Dialogue with U.S., Suspends Other Cooperation,” August 5, 2022;
U.S. Taiwan Business Council and the Project 2049 Institute, “Chinese Reactions to Taiwan Arms
Sales,” March 2012, 24-25.

£This was the first call or video meeting between the U.S. Indo-Pacific Command and a PLA
Theater Commander in years. Admiral Paparo’s predecessor Admiral John Aquilino tried for three
years and said in March 2023 that China had not responded to his requests to establish com-
munication. Eleanor Watson, “U.S. and Chinese Military Commanders Hold Rare Phone Call to
Avoid Miscalculation,” CBS News, September 10, 2024; Dzirhan Mahadzir, “INDOPACOM: China
Has Not Responded to U.S. Attempts to Establish Communication,” USNI News, March 16, 2023.
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fentanyl and other drugs.69 Also in November 2023, the United
States removed sanctions on China’s Ministry of Public Securi-
ty’s Institute of Forensic Science,* likely in a bid to elicit further
cooperation from Beijing to stem the flow of fentanyl precursor
chemicals.1 On January 30, 2024, the United States and Chi-
na launched the Counternarcotics Working Group under which
Deputy Assistant to the President and Deputy Homeland Se-
curity Advisor Jen Daskal led a U.S. interagency delegation to
Beijing to coordinate efforts to counter the global manufacturing
of illicit synthetic drugs, including fentanyl.62 During Secretary
Yellen’s visit to China in April 2024, the two sides launched an
exchange to increase cooperation in combating money launder-
ing associated with drug trafficking.63 In August 2024, China’s
Ministry of Public Security announced stricter oversight over
the production and sale of three chemicals commonly used to
make fentanyl, ostensibly as a result of the U.S. decision to re-
move sanctions in November 2023 and progress made in subse-
quent working groups.f 64 Serious concerns nevertheless remain
that progress on reducing the flow of fentanyl precursors into
the United States from China so far has been limited.65

o Artificial intelligence: In November 2023, President Biden and
General Secretary Xi affirmed the need to address the risks of
advanced Al systems and improve Al safety through U.S.-China
government talks.66 On May 14, 2024, interagency delegations
from the United States and China met in Geneva, Switzerland,
to discuss Al risk and safety.6” The meeting included discussion
of issues of common concern but also highlighted areas of re-
maining difference, including on matters related to the use of
Al by China’s government.®8 (For more on China’s development
and use of Al technologies, see Chapter 3, “U.S.-China Competi-
tion in Emerging Technologies.”)

e People-to-people exchanges: In November 2023, President Biden
and General Secretary Xi committed to work toward a further
increase in scheduled passenger flights in 2024—in parallel
with actions to restore full implementation of the U.S.-China
air transportation agreement—to support exchanges between
the two countries.®?® They also encouraged the expansion of

*On May 22, 2020, the U.S. Department of Commerce placed China’s Ministry of Public Se-
curity’s Institute of Forensic Science, as well as eight other Chinese entities, on the Entity List
for being “complicit in human rights violations and abuses committed in China’s campaign of
repression, mass arbitrary detention, forced labor and high-technology surveillance against Ui-
ghurs, ethnic Kazakhs, and other members of Muslim minority groups in the Xinjiang Uighur
Autonomous Region (XUAR).” U.S. Department of Commerce, Commerce Department to Add Nine
Chinese Entities Related to Human Rights Abuses in the Xinjiang Uighur Autonomous Region to
the Entity List, May 22, 2020.

TThe United States and China are only now beginning to resume the dialogue on this critical
issue that China’s leadership suspended in retaliation after then Speaker Pelosi’s visit to Taiwan
in 2022. China first agreed to cooperate with the United States on tackling the spread of fentanyl
in 2019. Chinese officials claim the responsibility for the fentanyl crisis stems from U.S. failures
to prevent and treat drug addiction, rather than Chinese precursor regulations. Brian Spegele,
“China Is Finally Starting to Do Something about the U.S. Fentanyl Crisis,” Wall Street Journal,
July 4, 2024; Sharp China, “A Conversation with Rep. Raja Krishnamoorthi on TikTok, Tech In-
vestment, and Competition between the U.S. and China,” June 26, 2024; Ricardo Barrios, Susan V.
Lawrence, and Liana W. Rosen, “China Primer: Illicit Fentanyl and China’s Role,” Congressional
Research Service, IF10890, February 20, 2024; Reuters, “China, US to Cooperate on Fentanyl,
Beijing Hopes for ‘Positive Energy,’” January 30, 2024; Reuters, “China Halts High-Level Military
Dialogue with U.S., Suspends Other Cooperation,” August 5, 2022; U.S. Drug Enforcement Admin-
istration, DEA Intelligence Report: Fentanyl Flow to the United States, January 2020.
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educational, student, youth, cultural, sports, and business ex-
changes.’? In the first half of 2024, China’s Party-state media
and speeches by China’s diplomatic officials to U.S. audiences
portrayed deepening people-to-people exchanges as a necessary
component of “stable development of U.S.-China relations” and
an area of overwhelming opportunity for both sides.” Never-
theless, evidence suggests that even during that time, China’s
government was pursuing a more one-sided set of exchanges
by restricting access to its own society. In June 2024, U.S. Am-
bassador to China Nicholas Burns stated in an interview that
China’s government has been actively working to undermine
people-to-people ties within China by interrogating and intimi-
dating citizens who attended or sought to attend U.S.-organized
events in China* and by increasing restrictions on the U.S. Em-
bassy’s social media posts.”2 As he stated in his remarks, “They
say they’re in favor of reconnecting our two populations, but
they’re taking dramatic steps to make it impossible.”73 Rather
than addressing the allegations, a spokesperson from China’s
Ministry of Foreign Affairs rejected them outright and insisted
that Ambassador Burns’ remarks “deviate from the important
consensus reached by the two leaders” and “are not in line with
the proper way for China and the U.S. to coexist.”74

Strategic Disputes Continue to Shape U.S.-China Relations

Despite efforts to enhance dialogue and explore possibilities for
cooperation, deep strategic disputes continued to play a dominant
role in defining the tenor of U.S.-China interactions. This trend was
apparent from the time of the November 2023 summit itself. Chi-
na’s Ministry of Foreign Affairs readout stated the summit “should
be a new starting point for stabilizing China-U.S. relations” while
also including language strongly suggesting a belief that the United
States was predisposed to “cling to the zero-sum mentality, provoke
rivalry and confrontation, and drive the world toward turmoil and
division.”7’> After the summit, China’s official media continued to
portray the meeting as a stabilizer of an otherwise plummeting rela-
tionship while placing all of the blame for its necessity on the Unit-
ed States.”6 In the two leaders’ April 2024 phone call, Xi stated that
although the relationship was “beginning to stabilize,” “negative fac-
tors” had also been “growing,” and he criticized the United States
for not changing its longstanding policy positions on key issues.?”
Throughout 2024, China’s leaders, diplomats, and Party-state media
used the language of the November 2023 meeting to criticize sig-
nificant U.S. policy positions and encourage or demand alternative
policies that would benefit China:

e Strategic Perceptions: China’s leadership insisted that the Unit-
ed States should change its strategic assessment of China and
cease treating it as a competitor. The readout of the November
2023 meeting from China’s Ministry of Foreign Affairs listed
“five pillars” China wishes the U.S.-China relationship to re-

*At the time of the interview, Ambassador Burns reported that since the previous November he
had counted 61 public events for which China’s Ministry of State Security or other government
bodies had pressured Chinese citizens not to attend or had attempted to intimidate those who
attended. Jonathan Cheng, “In Rare Rebuke, U.S. Ambassador Accuses China of Undermining
Diplomacy,” Wall Street Journal, June 25, 2024.
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flect, with the first being “developing a right perception.””® In
his remarks at a dinner in San Francisco during this same trip,
Xi elaborated on this position by insisting that “to regard Chi-
na, which insists on peaceful development, as a threat and to
engage in zero-sum game... is to go in the wrong direction.”7?
In November 2023 and January 2024, respectively, both Xi and
Liu Jianchao, head of the CCP’s International Liaison Depart-
ment, claimed that China “has no intention” of “challenging”
or “replacing” the United States, with the latter adding that
China also “does not seek to change the current international
order.”80 Some Party-state media commentaries adopted a less
diplomatic approach, arguing forcefully that the United States’
“wrong” perception of China inspires it to pursue containment
and will bring only a negative future for the relationship.*81
China’s approach ignores the differing interests and values un-
derpinning U.S. policy and China’s own longstanding pursuit of
strategic competition with the United States.82 It also ignores
Xi’s detailed efforts to reshape the international order to better
suit China’s interests.83

o Taiwan: Efforts to increase dialogue did not result in any change
to China and the United States’ differing positions on Taiwan.
According to China’s readout of the November 2023 meeting, Xi
called Taiwan “the most important and most sensitive issue in
China-U.S. relations” and stated that the United States should
support unification between the two sides, meaning on Beijing’s
terms.84 Chinese state media summaries discussing the impact
of the November 2023 summit on U.S.-China relations also con-
tinued to invoke Taiwan as a serious issue that remained un-
addressed from Beijing’s perspective.8® In his April 2024 phone
call with President Biden, General Secretary Xi labeled Taiwan
as “the first red line that must not be crossed in China-U.S.
relations” and warned that “China is not going to sit on its
hands” if the United States continued what it argued amount-
ed to supporting Taiwan independence.®6 Secretary Austin met
with Minister Dong on May 31, 2024, following the inaugura-
tion of Taiwan’s President Lai Tsing-te, where Minister Dong
intensified China’s rhetoric regarding U.S.-Taiwan relations and
called on the United States to “correct its errors” and to refrain
from “aiding independence by force.”87 In a demonstration of
its resolve not to compromise, on July 17, 2024, China declared

*For example, a China Daily editorial in January 2024 accused the United States of trying
“every means to contain China’s rise and development” because it holds a “wrong perception of
China,” classifying China as a “major competitor” and even viewing China as a “threat.” For the
sake of building a “stable and sustainable” relationship, it then exhorted the United States to “es-
tablish a correct perception of China [and] avoid misjudgments.” A Xinhua commentary in March
attributed strained relations in recent years primarily to an incorrect “strategic perception” of
China by some in the United States and argued that correcting these strategic perceptions must
be the issue of first importance between them. More explicitly, it described the elimination of the
United States’ “seriously erroneous perception of China” as a “prerequisite” for the two countries’
positive mutual coexistence, and it warned that continuing to view China as a competitor would
lead to increased “confrontation” and even a “new Cold War.” China Daily, “He Pingli: Strengthen
Communication Prevent Misjudgments, Promote Positive Development of China-U.S. Relations”
CRIVPER | 0o s it s i ) s 9556 R i K& J), January 12, 2024. Translation; Xinhua, “Xin-
hua Commentary | Establish a Correct Strategic Perception—One of a Series of Commentaries
on Promoting the Sustained, Stable, and Healthy Development of China-U.S. Relations” G £ 1
1l ST IE B i DA ——HE Sl 26 6 AR AR AR 1) BT A i R PUPFIRZ —), March 28, 2024. Trans-

ation.
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the suspension of arms control and nonproliferation talks with
the United States over U.S. weapons sales to Taiwan, claim-
ing that “responsibility for this situation lies entirely with the
U.S.”88 (For more on China’s actions related to Taiwan in 2024,
see Chapter 9, “Taiwan.”)

e Trade, science, and technology: In November 2023, Xi framed
U.S. export controls, investment screening, and sanctions as a
key concern for China and an effort to “deprive the Chinese
people of their right to development,” completely ignoring ex-
pressed concerns about China’s unfair economic practices, pu-
nitive actions against U.S. firms, and the use of U.S. technolo-
gies to endanger U.S. national security.8® China’s readout of the
leaders’ April 2024 phone call repeated this framing, accused
the United States of “creating risks,” and declared that “China
is not going to sit back and watch.”90 China’s state-backed me-
dia and diplomats speaking to audiences in the United States
also pressed for the reversal of U.S. trade, science, and technol-
ogy restrictions on China—especially the “small yard and high
fence” concept and efforts to counteract negative impacts of
China’s overcapacity—framing them as “strategic containment”
and “overstretching the concept of national security” without ac-
knowledging the role of China’s own behavior in bringing them
about or China’s own increasingly broad concept of national se-
curity.®l (For more on science and technology, see Chapter 3,
“U.S. China Competition in Emerging Technologies.” For more
on economic competition, see Chapter 6, “Key Economic Strat-
egies for Leveling the U.S.-China Playing Field.” For more on
the wide range of policy issues Xi advocates as being included
in “national security,” see Chapter 7, “China’s New Measures for
Control, Mobilization, and Resilience.”)

e South China Sea: China’s longstanding and aggressive behavior
in the South China Sea became an increasingly salient issue
throughout the year as China took escalatory actions that con-
travened international law and threatened the security of a U.S.
treaty ally. Although disagreements over the South China Sea
were not mentioned as a key issue in the November 2023 sum-
mit meeting, they did feature as negative examples in China’s
state media summaries of U.S-China relations in January and
February 2024.92 Xi also reportedly raised China’s position on
the South China Sea in the phone call between the two leaders
in April 2024.93 China continuously escalated its actions against
Philippine vessels throughout the spring and early summer, re-
peatedly threatening their security and personnel and edging
dangerously close to a threshold of violence that could trigger
U.S. defense commitments to the Philippines under the allies’
mutual defense treaty.* (For more on China’s harassment of
and violence toward the Philippines in the South China Sea,

*In their mutual defense treaty, the United States and the Philippines commit to act to meet
common dangers in the event of an armed attack against either party in the Pacific, which in-
cludes an attack on either state’s public vessels, aircraft, or armed forces (including coast guards)
anywhere in the South China Sea. U.S. Department of Defense, FACT SHEET: U.S.-Philippines
Bilateral Defense Guidelines, May 3, 2023; Avalon Project at the Yale Law School, “Mutual De-
fense Treaty between the United States and the Republic of the Philippines; August 30, 19517;
U.S. Department of State, U.S. Collective Defense Arrangements.
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see “China’s Violence toward the Philippines Escalates” later in
this chapter.) During this time, China’s Ministry of Foreign Af-
fairs nevertheless denied any wrongdoing and falsely accused
the United States of providing backing for other countries to
infringe upon China’s sovereignty.?+

Risks to U.S. Critical Infrastructure from China

The United States and allied countries increased their atten-
tion to countering China’s threats to critical infrastructure.* In
February 2024, the U.S. Cybersecurity and Infrastructure Se-
curity Agency (CISA) released a joint risk advisory with three
other U.S. government agencies and the national cybersecurity
centers of Australia, Canada, New Zealand, and the United King-
dom (UK), providing new information about the 2023 cyberattack
on U.S. critical infrastructure by the Chinese state-sponsored
cyber group Volt Typhoon.795 In March 2024, the U.S. Depart-
ment of the Treasury announced the imposition of sanctions on
a China-based Ministry of State Security front company that has
served as cover for multiple malicious cyber operations against
U.S. critical infrastructure.?® Speaking at the Vanderbilt Sum-
mit on Modern Conflict and Emerging Threats in Nashville, Ten-
nessee, on April 18, 2024, Director of the U.S. Federal Bureau
of Investigation Christopher Wray raised concerns about China’s
targeting of U.S. critical infrastructure, which he described as
“both broad and unrelenting.”®? He placed a particular emphasis
on China’s use of cyberattacks to “pre-position” capabilities that
could be exploited in a conflict scenario.?® On April 30, 2024, the
U.S. government released a National Security Memorandum from
the leadership of a wide range of executive branch agencies, which
acknowledged that the United States “faces an era of strategic
competition with nation-state actors who target American critical
infrastructure and tolerate or enable malicious actions conduct-
ed by non-state actors.”?2 The memorandum reflected an inter-
departmental effort to define policy principles and objectives for
protecting U.S. critical infrastructure, assign associated roles and
responsibilities within the U.S. Federal Government, and develop
a common risk assessment framework.:190 On June 20, 2024, the

*Critical infrastructure comprises the physical and virtual assets and systems so vital to the
nation that their incapacity or destruction would have a debilitating impact on national security,
national economic security, or national public health or safety. China has become a global leader
in using technologies and applications to improve infrastructure and government services under
“smart cities” initiatives, designed to combine “embedded sensors, metering devices, cameras, and
other monitoring technologies with big data processing and artificial intelligence (AI) analyses”
to manage city infrastructure and public spaces. White House, National Security Memorandum
on Critical Infrastructure Security and Resilience, April 30, 2024; Katherine Atha, et al., “China’s
Smart Cities Development,” SOS International (prepared for the U.S.-China Economic and Secu-
rity Review Commission), April 29, 2020, 1.

7In 2023, Microsoft Threat Intelhgence released additional information on Volt Typhoon’s cam-
paign to develop capabilities that could disrupt critical communications infrastructure between
the United States and the Indo-Pacific region during future crises. Volt Typhoon has been active
since mid-2021 and targeted critical infrastructure organizations in Guam and the United States,
affecting organizations across the communications, manufacturing, utility, transportation, infor-
mation technology, maritime, construction, government, and education sectors. Microsoft Threat
Intelligence, “Volt Typhoon Targets US Critical Infrastructure with Living-Off-The-Land Tech-
niques,” May 24, 2023.

%It also formally identified 16 sectors as critical infrastructure sectors, including chemical;
commercial facilities; communications; critical manufacturing; dams; defense industrial base;
emergency services; energy; financial services; food and agriculture; government services and
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Risks to U.S. Critical Infrastructure from China—
Continued

Secretary of Homeland Security outlined new strategic guidance
for critical infrastructure security and resilience efforts by federal
agencies, critical infrastructure owners and operators, and other
government and private stakeholders, listing “addressing cyber
and other threats” from China as a priority.191 In July 2024, the
Australian Signals Directorate, along with U.S. government agen-
cies and national cybersecurity centers and intelligence service
from the UK, Canada, New Zealand, Germany, the Republic of
Korea, and Japan,* released additional details of malicious cyber
operations conducted by APT-40 on behalf of China’s Ministry of
State Security that pose threats to government and private sector
networks in the Indo-Pacific region.{ 102

China’s Foreign Policy Aims to Temper Risk and
Expand Opportunities

In 2024, China stepped up its ongoing efforts to build interna-
tional support for its own leadership and to prevent other countries
from pursuing policies harmful to its interests. With a particular
emphasis on the low- and middle-income countries of what China
now calls the “Global South,” officials from across the Party-state’s
foreign policy apparatus—from Ministry of Foreign Affairs diplo-
mats and CCP International Liaison Department officialsi to PLA
representatives conducting military diplomacy §—promoted China’s
supposedly beneficial global leadership in opposition to what it por-
trayed as the harmful international actions of the United States
and its allies. In its diplomatic engagements, China highlighted
self-declared contributions to solving global challenges, even in ar-
eas where its interlocutors did not share the same view of China’s
actions. China’s overtures appeared to find willing cooperation from

facilities; healthcare and public health; information technology; nuclear reactors, materials, and
waste; transportation systems; and water and wastewater systems. White House, National Secu-
rity Memorandum on Critical Infrastructure Security and Resilience, April 30, 2024.

*The advisory was authored by Australian Signals Directorate’s Australian Cyber Securi-
ty Centre (ASD’s ACSC), the United States Cybersecurity and Infrastructure Security Agency
(CISA), the United States National Security Agency (NSA), the United States Federal Bureau
of Investigation (FBI), the United Kingdom National Cyber Security Centre (NCSC-UK), the
Canadian Centre for Cyber Security (CCCS), the New Zealand National Cyber Security Centre
(NCSC-NZ), the German Federal Intelligence Service (BND) and Federal Office for the Protection
of the Constitution (BfV), the Republic of Korea’s National Intelligence Service (NIS) and NIS’
National Cyber Security Center, and Japan’s National Center of Incident Readiness and Strategy
for Cybersecurity (NISC) and National Police Agency (NPA). It outlined a People’s Republic of
China (PRC) state-sponsored cyber group and their current threat to Australian networks. U.S.
Cybersecurity and Infrastructure Security Agency, People’s Republic of China (PRC) Ministry of
State Security APT40 Tradecraft in Action, July 8, 2024.

TThe Chinese state-sponsored actor is alleged to utilize tradecraft that compromises devices,
including small-office/home-office devices, as a launching point to attack or further exploit vall
nerabilities on broader government and private sector networks. U.S. Cybersecurity and Infra-
structure Security Agency, People’s Republic of China (PRC) Ministry of State Security APT40
Tradecraft in Action, July 8, 2024.

“For more on the CCP’s International Liaison Department and its role in overseas influence
operations, see U.S.-China Economic and Security Review Commission, Chapter 2, Section 2,
“Battling for Overseas Hearts and Minds: China’s United Front and Propaganda Work,” in 2023
Annual Report to Congress, November 2023.

§For more on how the PLA uses military diplomacy to pursue foreign policy objectives, see
U.S.-China Economic and Security Review Commission, Chapter 4, Section 1, “China’s Relations
with Foreign Militaries,” in 2023 Annual Report to Congress, November 2023.
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the governments of some countries such as Cambodia and certain
Pacific Island states, while others continued to view China’s policies
as self-serving.

China’s Diplomacy Adopts the Term “Global South”

China has long pursued ties with low- and middle-income coun-
tries in Africa, Latin America and the Caribbean, the Middle
East, and parts of Asia to advance its political agenda, secure eco-
nomic benefits, push for greater influence in global governance,
and counter the strength of U.S. alliances and diplomatic partner-
ships.193 China has pursued these ties through bilateral agree-
ments, multilateral groupings such as the intergovernmental
organization BRICS (Brazil, Russia, India, China, South Africa),
and China-led regional fora such as the Forum for China-Africa
Cooperation (FOCAC), China-Community of Latin American and
Caribbean States (China-CELAC) Cooperation, and China-Arab
States Cooperation Forum (CASCF).104 Expanding such ties has
served as a focus of China’s global foreign policy campaigns such
as the Belt and Road Initiative (BRI) and Xi’s three global initia-
tives—the Global Development Initiative, Global Security Initia-
tive, and Global Civilization Initiative.105

China’s leadership has recently embraced the term “Global
South”* as a rhetorical tool in its longstanding diplomatic efforts
to further these relationships and use them in strategic competi-
tion against the United States. In the latter half of 2023 and in
2024, Chinese official { and academic sources increasingly began
to replace or supplement the term “developing countries” with the
term “Global South” in discussions of China’s diplomacy with the
relevant countries.196 By 2024, China’s officials and Party-state
media had thoroughly incorporated the term into pre-existing
discourse about its foreign policy, attempting to use this affilia-
tion to convince other countries to side with it against the Unit-
ed States.107 For example, China’s longstanding assertion that
it—unlike the United States—shares the values and objectives of
“developing countries” because it itself is a “developing country”:
are now supplemented or replaced with assertions that it does so
because it 1s a “member” of the “Global South.”§ 108

*The term “Global South” is thought to have emerged in academic analysis in 1969 as a rough
equivalent to the concept of the “Third World.” It gained prominence in 1980 through the report
of a commission established by the president of the World Bank to make recommendations on
reducing international economic disparities. Steward Patrick and Alexandra Huggins, “The Term
‘Global South’ Is Surging. It Should Be Retired,” Carnegie Endowment for International Peace,
August 15, 2023; Sarwar Hossain, ““Third World’ of ‘Global South’? It’s Time to Redefine,” South
Asia Monitor, December 26, 2022; World Bank Group, “Brandt Commission Releases Report.”;
Clerétre for Global Negotiations, “The Brandt Equation: 21st Century Blueprint for the New Glob-
al Economy.”

THigh-level Chinese officials, including, Xi began to use the term “Global South” in the latter
half of 2023. Kawashima Shin, “How China Defines the ‘Global South,” Diplomat, January 11,
2024; Economist, “China Wants to Be the Leader of the Global South,” September 21, 2023; Ted
Anthony, “China, at UN, Presents Itself as a Member of the Global South as Alternative to a
Western Model,” AP News, September 21, 2023; Xinhua, “Xinhua Commentary: The Global South
Shares a Common Destiny” GHr#EH¥F: “48kig /77 [F IR AL driz), August 23, 2023. Translation.

£ China’s self-designated status as a developing country was also useful in the context of WT'O
rules that provide special benefits and reduced obligations for developing country members. Mark
A. Green, “China Still Gets ‘Developing Nation’ Preferential Treatment,” Wilson Center, June 20,
2023; World Trade Organization, “Who Are the Developing Countries in the WTO?”

§Some Chinese academics—including an author affiliated with a research institution under
China’s Ministry of State Security—argued in late 2023 that the United States sought to deny
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China’s Diplomacy Adopts the Term “Global South”—
Continued

Although China’s government has not explicitly stated its mo-
tivation for adopting the term “Global South,” there are multiple
reasons why doing so may serve China’s interests. First, the term
is increasingly used by international organizations and groups
(such as the UN, the World Bank, BRICS, and the Group of 77),
by think tanks, media, and academia, and by national leaders,
and China’s leadership may see adopting it as a way to facilitate
promotion of its priorities internationally.199 Second, the grow-
ing popularity of the term resonates with some audiences® as
an expression of post-colonial and developing country solidarity
and further elevating the voices of low- and middle-income coun-
tries in global governance—both themes that China has sought
to leverage as justification for its international leadership and to
undercut the image of the United States.110 Third, despite the
Chinese government’s insistence that China “will always belong
among developing countries,” the World Bank has classified China
as an upper middle economy since 2011 and the UN Development
Program also classifies China as an upper middle income coun-
try.111 China’s leadership likely views the term “Global South” as
a tool to reframe and preserve its international status despite the
increasing difficulty of justifying its entitlement to special eco-
nomic treatment as a “developing country.” {112

China Frames Its Diplomacy in Opposition to U.S. and Allied
Objectives

China’s diplomacy in 2024 reflected CCP objectives to leverage
its perceived international influence against the United States and
its allies and partners. These objectives were laid out at the CCP’s
December 2023 Central Foreign Affairs Work Conference, which as-

China membership in the “Global South” in order to disrupt its relations with developing coun-
tries as part of strategic competition against China. Li Yan, “Where Did the Term ‘Global South’
Originate?” China-US Focus, September 21, 2023; Zhao Minghao, “The Global South, the Global
East, and U.S.-China Rivalry,” China-US Focus, August 22, 2023.

*Critics of the term “Global South” and its recent resurgence argue that the term geographi-
cally is inaccurate or that it risks reinforcing stereotypes by grouping together countries with a
wide range of economic and pohtlcal conditions and differing interests. The practice of classifying
countries as “developing” versus “developed” has also been critiqued for implying a linear stan-
dard of technological progress with a Western standard as its endpoint, with the World Bank
announcing in 2015 that it would begin to phase out use of this terminology. Erica Hogan and
Stewart Patrick, “A Closer Look at the Global South,” Carnegie Endowment for International
Peace, May 20, 2024 Danile Gerszon Mabhler, Alaka Holla and Umar Serajuddin, “T'ime to Stop
Referring to the “Developmg World,” World Bank Blogs, January 23, 2024; David Rising, “Every-
one’s Talking about the Global South. But What Is It? AP News, September 7, 2023; Steward
Patrick and Alexandra Huggins, “The Term ‘Global South’ Is Surging. It Should Be Retired,”
Carnegie Endowment, August 15, 2023.

fAlthough the report that popularized the term categorized developing countries as being lo-
cated largely in the southern hemisphere and developed countries as being located largely in
the northern hemisphere, it included China within the remit of the “Global South.” The report
included a visual depiction of the north-south divide in per-capita gross domestic product (GDP)
in what became known as the “Brandt Line,” which ran across northern border of Mexico, Africa,
the Middle East, India, and China and encompasses most of East Asia while avoiding Japan,
Australia, and New Zealand. David Rising, “Everyone’s Talking about the Global South. But What
Is It? AP News, September 7, 2023; Steward Patrick and Alexandra Huggins, “The Term ‘Global
South’ Is Surging It Should Be Retlred Carnegie Endowment for International Peace, August 15,
2023; Share the World’s Resources, “The Brandt Report: A Summary,” January 31, 2006.

:}:A CCP Central Foreign Affairs "Work Conference is a major periodic meeting that serves as a
strategic guide for the conduct and coordination of China’s foreign affairs. This was the third such
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sessed that China has new strategic opportunities in part because
it has strengthened its “strategic autonomy and initiative” over the
past decade and increased its international influence.113 At the same
time, official summaries revealed concern about the policy adjust-
ments countries around the world are making to mitigate China’s
challenges to their own economic and security interests. The readout
of the conference in People’s Daily argues that China must “resolute-
ly oppose” forces it labeled “anti-globalization,” “pan-securitization,”
“unilateralism,” and “protectionism,” most likely referring to mea-
sures such as trade restrictions, export controls, and international
sanctions by countries including the United States and many Euro-
pean states.114 Top Party diplomat Wang Yi, who also serves as Chi-
na’s Minister of Foreign Affairs, echoed these concerns on January
9, 2024, when he repackaged the conclusions of the CCP conference
into a Ministry of Foreign Affairs presentation on China’s diplomatic
goals for 2024, pledging “to firmly oppose all forms of unilateralism,
protectionism and anti-globalization” and to “maintain the stability
and smoothness of global industrial chains and supply chains.”115
He also stated that China opposes “small circles that seek geopo-
litical purposes and small blocs that undermine stability,” referring
to closer coordination between the United States and its allies in
Europe and Asia to address risks from China as well as the U.S.
alliance system more generally.116

The Central Foreign Affairs Work Conference presaged an even
stronger focus on influencing other countries to align their policy
choices with China’s preferences, especially through attempted
persuasion and narrative control. Reinforcing the idea that the
CCP’s objectives are both global and competitive with those of
the United States and its partners, official descriptions of the
conference argued that China has an imperative to “unite the
majority of the international community” and “unite to win the
majority of the world.”117 In support of this goal, the Central
Foreign Affairs Work Conference sought to codify an equivalence
between China’s interests and the interests and challenges of the
world, especially those of low- and middle-income countries. It
anointed Xi’s concept of a “community of common human des-
tiny” as the “main line” of China’s diplomacy in the future and
promoted it as reflecting not only China’s objectives but also the
interests and desires of all of humanity.11® The conference also
put forward two phrases—“equal and orderly multipolarization”
and “beneficial and inclusive economic globalization”—as pro-
posed solutions to the “major issues and challenges facing the
world.” 119 Although designed to present a positive framing, these

meeting since General Secretary Xi took power in 2012. The meeting codified both a retrospec-
tive assessment of the major achievements the CCP claims to have made in its diplomacy under
Xi’s tenure as well as forward-looking principles for the conduct of China’s foreign affairs in the
future. Neil Thomas, “Xi Signals Firm Strategy but Flexible Tactics at China’s Central Foreign
Affairs Work Conference,” Asia Society Policy Institute, April 16, 2024; People’s Daily, “Central
Foreign Affairs Work Conference Held in Beijing: Xi Jinping Delivered an Important Speech.
Zhao Leji, Wang Huning, Cai Qi, Ding Xuexiang, Li Xi and Han Zheng Attended the Meeting” (
b AR AR AT SRR E EYE Bk 4F BURPREIR T %5 T IS A s et &
i), December 29, 2023. Translation; Xinhua, “Xi Jinping: Strive to Create a New Situation in
China’s Major Power Diplomacy with Chinese Characteristics” (2JIf-F: 4% J3FF @ o 45 5K E 41
ZHi R, June 23, 2018. Translation; Xinhua, “Xi Jinping Attends the Central Foreign Affairs
Work Conference and Delivers an Important Speech” ()i F Hi i o s sh i TAE 28 A R EHE i
i), November 29, 2014. Translation.
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concepts are monikers for the reversal of actions taken by the
United States and its allies to protect their interests in compe-
tition with China. As Minister Wang clarified in an elaboration
on the conclusions of the conference in the Party journal Qiushi
in January 2024, “equal and orderly multipolarization” was con-
ceived in opposition to what the CCP calls “hegemony and power
politics,” while “beneficial and inclusive economic globalization”
stands in opposition to so-called “protectionism,” “unilateralism,’
and “anti-globalization.” 120

Throughout 2024, China’s political, diplomatic, and military rep-
resentatives used multilateral meetings as platforms to sell messag-
es from the Central Foreign Affairs Work Conference. At the Boao
Forum for Asia in March 2024, Politburo Member Zhao Leji argued
that the international community must choose between China’s pos-
itive approach—represented by Xi’s concept of a “community of com-
mon human destiny” and its vision of an “equal and orderly multipo-
lar world”—and a negative approach featuring economic restrictions
and outdated “bloc confrontation.”121 At the Shanghai Cooperation
Organization (SCO) Minister’s Council in May 2024, Minister Wang
argued that China would work with the SCO to promote “equal and
orderly world multipolarization and inclusive economic globaliza-
tion,” and he criticized “a few countries” for promoting “small circles”
and advocating “decoupl[ing].”122 Without offering any evidence, he
even claimed that these countries are working to “fuel the ‘three
evil forces’”—terrorism, separatism, and extremism.123 In remarks
at the Shangri-La Dialogue in June 2024, Minister of National De-
fense Admiral Dong Jun presented China as a constructive force for
the world and stated that Xi’s community of common human desti-
ny and three global initiatives constituted China’s “Global Security
Concept.”124 Minister Dong also stated China’s opposition to what
he called other countries’ “attempts at decoupling, cutting supply
chains, or building a small yard with high fences” and attempts to
“create conflict and chaos” in the Asia-Pacific region, and China’s
state media later openly confirmed that the latter comment was
targeted at the United States and its allies.125 At an internation-
al conference China hosted to mark the 70th anniversary of the
Five Principles of Peaceful Coexistence in June 2024, Xi declared his
“vision” of a community of common human destiny as the modern
embodiment of those principles and rigorously promoted his three
major global initiatives.126

In a continuation and intensification of China’s longstanding ef-
forts to use low- and middle- income countries as a counterbalance
for the United States, China’s leaders in 2024 sought to generate
diplomatic support by claiming that China’s foreign policy reflects
the wishes and interests of the “Global South.” In a Qiushi article
in March 2024, Head of the International Liaison Department Liu
Jianchao, argued that the “Global South” was “an important force”
and “strong support” for these two concepts of “equal and orderly
multipolarization” and “beneficial and inclusive economic globaliza-
tion” introduced at the Central Foreign Affairs Work Conference.127
He claimed the “Global South” did not support “small yards high
fences,” “decoupling and breaking chains,” “confrontation between

”

camps,” “unilateralism,” or “protectionism.”128 He also promoted

4



114

Xi’s global initiatives as solutions for the development challenges
facing these countries.”*129 In his own speech marking the 70th an-
niversary of the Five Principles of Peaceful Coexistence in late June
2024, Xi stated that the “Global South” should “take the lead” in
building a community of common human destiny and implementing
his global initiatives.130 He announced the establishment of a “Glob-
al South research center” to provide 1,000 scholarships and 100,000
training opportunities for “Global South” countries over the next five
years, the establishment of a “Global South youth leaders program,”
and a stated interest in concluding new free trade agreements with
“Global South” countries.131

China Advances Strategic Relations and Support for Russia
while Presenting Itself as an Advocate of Peace in
Ukraine

In the face of mounting criticism from Western governments,
China continued to deepen its strategic partnership with Russia
as both countries agreed to develop greater cooperation and coor-
dination to counter U.S. and allied policies, including efforts in the
Indo-Pacific region and support for Russia’s war of aggression in
Ukraine. During Russian President Vladimir Putin’s state visit to
Beijing in May 2024, the two countries signed a Joint Statement
that expressed an alignment between Russia and China on shared
grievances against the United States and its allies and other areas
of convergence, including the following: 132

e Both countries agreed to strengthen their coordination and co-
operation in response to U.S. and allied military activities in the
Asia Pacific, which China and Russia regard as hostile policies
of “dual containment.”133

e China and Russia expressed shared concern on threats to their
security, such as the United States’ missile defense capabilities
and its plans to deploy land-based intermediate range missile
systems in the Asia Pacific.13¢ The Joint Statement further
blamed the United States Indo-Pacific Strategy and NATO ac-
tivities for negatively impacting peace and stability in the re-
gion.185

e Russia also joined China in expressing serious concern about
the Australia, UK, and US. (AUKUS) partnership, and both
countries raised opposition to the “intervention of external forc-
es in the South China Sea.”136

e Both countries criticized the United States and its allies’ poli-
cies toward North Korea, calling on them to “abandon [policies
of] intimidation, sanctions and suppression” without holding
North Korea accountable for continued missile tests.137

e China and Russia agreed to expand bilateral trade and invest-

ment and to jointly secure their respective industrial supply
chain.138

*Many of these countries are nevertheless heavily indebted to China. Daniel F. Runde, Rafael
Romeu, and Austin Hardman, “Reintroducing Concessional Loans into the Development Toolbox,”
Center for Strategic and International Studies, August 20, 2024; Michael Schuman, “Why China
Won’t Win the Global South,” Atlantic Council, October 16, 2023; Bernard Condon, “China’s Loans
Pushing World’s Poorest Countries to Brink of Collapse,” AP News, May 18, 2023.



115

e China and Russia agreed to deepen military cooperation by
expanding the scale of joint exercises and training, organizing
more regular joint maritime and air patrols, and continuing to
improve their ability to respond jointly to risks and challeng-
es.139 In 2024, China and Russia have continued to conduct
joint exercises. In July, China and Russia’s navies participated
in a bilateral joint exercise titled Joint Sea-2024, which began
at China’s southern military port in Zhanjiang and included an-
ti-missile exercises, sea strikes, and air defense drills.140 In the
second week of September 2024, China and Russia coordinat-
ed on a large-scale naval exercise called Ocean-2024 reportedly
spanning Pacific and Arctic waters, the Mediterranean Sea, the
Caspian Sea, and the Baltic Sea.l41 Later in September 2024,
the two militaries launched a joint naval and air exercise in the
Seas of Japan and Okhotsk that reportedly included anti-air-
craft and anti-submarine weapons.142

¢ On Taiwan, Russia stated its adherence to the One China prin-
ciple, recognized Taiwan as “an inseparable part of the People’s
Republic of China,” and “firmly” supported China’s measures to
pursue unification.143

Nonetheless, there are areas of potential friction in the China-Rus-
sia relationship.144 The power asymmetry between Russia and Chi-
na has increasingly shifted in China’s favor since Russia’s annex-
ation of Crimea in 2014, resulting in an uncomfortable reality for
Russia whereby Moscow is now viewed as the “junior partner” in the
bilateral relationship.145 China has attempted to influence Moscow’s
decision making. In July 2023, the Financial Times reported that
General Secretary Xi personally warned Russian President Putin
against using nuclear weapons in Ukraine, and Chinese officials pri-
vately took credit for convincing Russia to back down from Putin’s
veiled threats.146 Zhao Tong, senior fellow at the Carnegie Endow-
ment for International Peace, assesses that while “China supports
the goal of undermining Western influence, it does not agree with
some of Russia’s tactics [in Ukraine], including the threat of using
nuclear weapons.”147 While Russia is focused on its war in Ukraine,
China also has an opportunity to expand its influence in areas where
interests have historically overlapped, such as in Central Asia and
the Artic region.148 Another point of potential friction is the terms
of a deal on a Russia-China gas pipeline called the Power of Siberia
2, which is owned by Russia’s state gas export monopoly Gazprom
and is intended to link the Chinese market through Mongolia to gas
fields in western Russia that previously supplied Europe.14® Accord-
ing to the Financial Times, Beijing is asking to pay close to Russia’s
subsidized domestic prices and is only committing to buy a small
fraction of the pipeline’s annual capacity—demands Moscow views
as unreasonable.150 A mutually acceptable deal on the pipeline was
reportedly one of three requests President Putin made to Xi when
the two leaders met in May 2024.%151 Russia’s continued failure
to obtain terms it views as acceptable displays the leverage China

*According to the Financial Times, Putin’s other two requests were more Chinese bank activity
in Russia and for China to snub the peace conference that was organized by Ukraine and held
in Switzerland in June 2024. Max Seddon et al., “Russia-China Gas Pipeline Deal Stalls over
Beijing’s Price Demands,” Financial Times, June 2, 2024.
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holds over Russia, and this dynamic of dependency is likely to deep-
en in the future.152

China’s diplomatic and economic support to Russia has been a
decisive enabler of Russia’s war of aggression against Ukraine.153 In
expanding its trade with Russia, China has helped rebuild Russia’s
defense industrial base and mitigate the effects of Western sanc-
tions and export controls.154 In testimony to the U.S. Senate Com-
mittee on Armed Services on May 2, 2024, U.S. Director of National
Intelligence Avril Haines said that while China has not provided
lethal support to Russia in the form of a “fully constructed gun or
weapon system,” China has provided dual-use materials that have
been vital for the “reconstitution of Russia’s military strength.”155
During comments made to reporters in Brussels in September 2024,
U.S. Deputy Secretary of State Kurt Campbell assessed China has
made substantial efforts to “sustain, build, and diversify” Russia’s
war machine.15¢ He stated that the component pieces China has
provided “are not dual-use capabilities,” rather they directly help
Russia’s military.157 He further stated that in exchange for China’s
support, Moscow has been helping Beijing develop submarine, aero-
nautic, and missile technologies.158 Despite overwhelming evidence,
China’s Ministry of Foreign Affairs has continued to reject claims
that its activities support Russia’s war effort, stating on June 19,
2024 that, “China does not provide weapons to the parties to the
conflict and strictly controls the export of dual-use articles.” 159 Oth-
er new developments in 2024 include:

e An April 2024 report by the Financial Times cited senior U.S.
officials saying “China had also supplied 90 percent of chips
imported by Russia last year which were being used to make
tanks, missiles, and aircraft.”169 The U.S. officials note that
several Chinese companies such as Wuhan Global Sensor Tech-
nology, Wuhan Tongsheng Technology, and Hikvision provided
optical components in Russian tanks and armored vehicles.161

e On May 1, 2024, the U.S. Department of State designated sev-
eral Chinese entities that were found responsible for developing
and supplying dual-use aerospace, manufacturing, and technol-
ogy equipment to entities based in Russia.l62 As an example,
one of the Chinese entities included Mornsun Guangzhou Sci-
ence and Technology Co LTD, which supplied electronic integral
monolithic circuits to a Russia-based entity that specializes in
the production and marketing of airborne weapons control ra-
dars for Russian fighter aircraft.163

e On June 12, 2024, the Treasury Department issued new sanc-
tions on entities that support Russia’s war economy and mil-
itary-industrial base.164¢ As one example, Treasury sanctioned
the China-based Shenzhen Youxin Technology Co Ltd (Shen-
zhen Youxin), which was said to have provided electronic inte-
grated circuits and other components to Russia-based distribu-
tor Elekkom Logistik, which supplies Russia’s defense industry
with foreign-made electronic components used in the production
of unmanned aerial vehicles (UAVs).165 Shenzhen Youxin also
provided microchips found in Russian reconnaissance UAVs.166
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e On September 24, 2024, Ukraine’s presidential advisor Vla-
dyslav Vlasiuk told reporters that roughly 60 percent of for-
eign-made components found in Russian weapons recovered
from the battlefield in Ukraine come from China.167

e In 2024, the U.S. Department of Commerce placed numerous
Chinese entities on the Entity List for supporting Russia’s mil-
itary. For example, on April 11, 2024, Jiangxi Xintuo Enterprise
Co. Ltd., was added to the Entity List for “supporting Russia’s
military through the procurement, development, and prolifer-
ation” of Russian UAVs.168 On May 14, Commerce added six
additional Chinese entities to the Entity List for being involved
in the shipment of controlled items to Russia.l®® On August
23, 2024, Commerce added 42 entities in China, including Hong
Kong, for shipping U.S.-origin and U.S.-branded items to Russia,
contravening U.S. export controls.170

China’s Ukraine Peace Diplomacy Falls Short in Europe,
Echoes Russia’s Views

In March 2024, China made a show of conducting so-called “shut-
tle diplomacy”* between Russia, Ukraine, and European countries,
but—not surprisingly—efforts by a country in a self-described “
limits” partnership with the aggressor country have not produced
any tangible result.1”? From March 2 to 11, 2024, China’s Special
Representative of the Chinese Government for Eurasian Affairs
Li Hui visited Russia, the EU headquarters in Brussels, Poland,
Ukraine, Germany, and France to promote a political settlement of
the war in Ukraine.l72 These meetings, although highly praised in
China’s own Party-state media, appeared to culminate in a single
briefing in Beijing for domestic and foreign media and the diplomat-
ic envoys stationed in China.l73

China continues to advocate for a political and diplomatic settle-
ment to the war with Ukraine that Moscow has endorsed.f 174 During
discussions between Li Hui and EU representatives, it was reported
that Li Hui presented a repetition of Moscow’s talking points.175 Ac-
cording to officials familiar with the talks, Li Hui reportedly told EU
officials that discussion on Ukraine’s territorial integrity would not
take place until violence stopped, which he said could only happen
when the EU stops sending weapons to Ukraine.176¢ The impression
Li Hui reportedly left on officials in Brussels was that China simply
sought to create the illusion of good faith efforts to end Russia’s
war in Ukraine—when in reality the move was likely intended to

*The term “shuttle diplomacy” refers to negotiations especially between countries carried on by
an intermediary who goes back and forth between disputants. China’s Ministry of Foreign Affairs
refers to these activities as its “second round of shuttle diplomacy on the Ukraine crisis.” The
so-called first round occurred in May 2023. China’s Ministry of Foreign Affairs, Special Represen-
tative of the Chinese Government on Eurasian Affairs Li Hui Holds Briefing on the Second Round
of Shuttle Diplomacy on the Ukraine Crisis, March 22, 2024; Rakshith Shetty, “China’s Shuttle
Dlplomacy with Ukraine and Russia: All Symbol No Substance Diplomat, March 2, 2024; Chi-
na’s Embassy in Iceland, Foreign Ministry Spokesperson Mao ngs Regular Press Conference on
May 29, 2023, March 29, 2023.

TAccording to Russia’s Ministry of Foreign Affairs, during Li Hui’s meeting with the Russian
Deputy Foreign Minister Mikhail Galuzin on March 2 in Moscow, both sides discussed the issue
that “a settlement in Ukraine is impossible without the participation of Russia and taking into
account its security interests.” TASS, “Russian and Chinese Diplomats Noted That Discussing
a Settlement in Ukraine Is Impossible without the Russian Federation” (JJumomarer P® u KHP
OTMETHIIH, YTO OOCY)XJCHHE yperylIupoBaHus Ha YkpamHe HeBo3MoxHO Oe3 PD), March 3, 2024. Transla-
tion.
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mitigate risks to its own interests as a result of its support for Rus-
sia.177 Li Hui also used his meetings with EU officials to condemn
the EU’s sanctions—released on February 23, 2024—on three Chi-
nese firms and one Hong Kong-based company due to their role in
trading electronic components of EU-origin products to Russia.l78
In a readout of meetings published by China’s Ministry of Foreign
Affairs, Li Hui urged the EU to unconditionally cancel the listing of
Chinese enterprises and return to the “right track” of consultation
with China.179

Despite China’s vocal claims that it has “stayed committed to pro-
moting peace talks and played a positive role in efforts to restore
peace,” Beijing declined to participate in the Swiss peace summit on
Ukraine from June 15 to 16, 2024.180 China’s Ministry of Foreign Af-
fairs spokesperson said the Swiss peace summit failed to incorporate
three elements proposed by China: recognition from both Russia and
Ukraine, equal participation of all parties, and fair discussion of all
peace plans.18! Instead, China offered a proposal for peace negotia-
tions jointly developed with Brazil in May 2024.% 182 Russia has in-
dicated its support for China’s proposal, with Russia’s Foreign Min-
ister Sergei Lavrov indicating that China should consider arranging
a peace conference in which both Russia and Ukraine would partic-
ipate.183 Minister Lavrov said in an interview with RIA, a Russian
state-owned news agency, that Russia shares China’s position that
“root causes of the conflict need to be addressed in the first place
and legal interests of all parties need to be protected.”18¢ Finally,
undermining Ukraine’s attempts to build international consensus
on its approach to resolve the conflict, China increased diplomatic
outreach to other global leaders in Turkey, Egypt, Saudi Arabia, the
United Arab Emirates, South Africa, Indonesia, and Kazakhstan in
a so-called “third round of shuttle diplomacy” to build support for
China’s Russian-approved peace proposals.185

China Pushes Europe to View It as a Partner, with Mixed
Results

China intensified its European diplomacy in 2024 in an effort to
offset European criticism of its support for Ukraine and to discour-
age closer coordination of U.S. and European policies on trade and
other issues, hoping to maintain access to the economic and political
benefits that close ties with European countries can provide. In his
presentation at the start of the year on China’s diplomatic goals for
2024, Minister Wang described China’s major objective for its Euro-
pean diplomacy as “increas[ing] high-level exchanges and strategic
communication with the EU to promote the steady and sustained

*China and Brazil’s joint proposal for peace negotiations with the participation of Russia and
Ukraine called for the following six points: (1) All relevant parties observe three principles for
deescalating the situation, namely no expansion of the battlefield, no escalation of fighting, and
no provocation by any party; (2) All parties should create conditions for the resumption of direct
dialogue and push for the de-escalation of the situation. China and Brazil support an interna-
tional peace conference held at a proper time that is recognized by both Russia and Ukraine,
with equal participation of all parties as well as fair discussion of all peace plans; (3) Efforts are
needed to increase humanitarian assistance, attacks on civilians and civilian facilities must be
avoided, and prisoners of war (POWs) must be protected. China and Brazil support the exchange
of POWs; (4) The use of weapons of mass destruction, particularly nuclear weapons and chemical
and biological weapons, must be opposed; (5) Attacks on nuclear power plants and other peaceful
nuclear facilities must be opposed; and (6) Dividing the world into isolated political or economic
groups should be opposed. Government of Brazil, Brazil and China Present Joint Proposal for
Peace Negotiations with the Participation of Russia and Ukraine, May 23, 2024.
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growth of their relations.”186 Xi pursued this objective in a summit
with the EU and a high-profile tour of several European countries,
although the mainly positive messages China reported from those
meetings present a contrast with the two sides’ deepening disagree-
ments over Ukraine,* electric vehicles (EVs), and other economic
issues. (For more on China’s economic tensions with Europe in 2024,
see Chapter 1, “U.S.-China Economic and Trade Relations (Year in
Review).”)

During a leaders’ meeting with European Commission President
Ursula von der Leyen in December 2023, General Secretary Xi ar-
gued that Europe should overlook its differences with China in fa-
vor of deeper cooperation.187 Xi endeavored to challenge European
arguments for competition or rivalry between China and the EU,
including by downplaying the relevance of its authoritarian polit-
ical system.18% He attempted to paint China as a critical strategic
partner for the EU on economic and trade issues, on science and
technology, and on industrial supply chains.18? Xi further claimed
that China and the EU have a responsibility to cooperate on geopo-
litical matters, but he did so while invoking China’s own geopolitical
priorities T and attempting to discourage EU cooperation with the
United States.t190 Throughout 2024, China’s diplomats continued
to argue that European governments should adhere to Xi’s desired
pattern of prioritizing partnership over differences.§ 191

*In June 2024, the EU imposed sanctions on 19 Chinese companies for being involved in the
“circumvention of trade restrictions and engaged in the procurement of sensitive item,” such as
the production of drones, or “providing material support for Russian military operations. France
24, “EU Hits 19 Chinese Firms with Sanctions over Links to Russian War Effort,” June 25, 2024;
Reuters, “China Urges EU to Revoke Sanctions on Chinese Firms over Russian Links,” June 25,
2024; European Council, Russia’s War of Aggression against Ukraine: Comprehensive EU’s 14th
Package of Sanctions Cracks Down on Circumvention and Adopts Energy Measures, June 24,
2024.

Xi framed his desired partnership state as “two major forces promoting multipolarization,”
“two major markets supporting globalization,” and “two major civilizations advocating diversity.”
This terminology echoes the Central Foreign Affairs Work Conference call for China to promote
“equal and orderly multipolarization” and “inclusive and beneficial economic globalization.” Xin-
hua, “First Observation J Why Xi Jinping Emphasizes the ‘Strategic Significance’ and ‘World
Impact’ of China-EU Relations” (3§—M%E | 13V 32 & el s il o o0 5 i ms 5 SRt S ima”),
December 8, 2023. Translation; People’s Daily, “Central Foreign Affairs Work Conference Held
in Beijing: Xi Jinping Delivered an Important Speech. Zhao Leji, Wang Huning, Cai Qi, Ding
Xuexiang, Li Xi and Han Zheng Attended the Meeting” (HiJt/h 3t TAESUWAEIL 52847 2T TR
FEEYEE R ERF BUORPR Y T 885 T RS A5 ih 1E 1 2510, December 29, 2023. Translation.

£Xi argued that if China and Europe focus on dialogue and cooperation, then “camp confron-
tation will not form.” Xinhua, “First Observation | Why Xi Jinping Emphasizes the ‘Strategic
Significance’ and ‘World Impact’ of China-EU Relations” (35— %< | >J30 1321y ff i if v kK56 2R«
g RNt B0 ), December 8, 2023. Translation.

§At China’s NPC in March 2024, Minister Wang insisted that China-Europe cooperation could
forestall the development of “bloc confrontation” and “anti-globalization,” and he expressed frus-
tration at the EU’s three-fold view of China as simultaneously a partner, competitor, and systemic
rival. Later in March, China’s Consul General in Strasbourg, France, delivered a speech describ-
ing China and Europe as two major geopolitical forces advancing “multipolarization” and “glo-
balization,” repeating both Xi’s framing on China-Europe relations and the overall objectives of
China’s diplomacy laid out at the Central Foreign Affairs Work Conference. He expressed “regret”
at what he called “discordant voices” promoting the EU’s partner-competitor-rival characteriza-
tion of China and openly blamed the United States for having inspired the “rival” aspect. Con-
sulate-General of the People’s Republic of China in Strasbourg, Full Text of the Keynote Speech
by Consul General Pan Yumin at the European Circle Association’s “China-EU Relations” Theme
Exchange Meeting, “China Is a Reliable Partner of France and Europe, and Win-Win Cooperation
Is the Key to a Better Future” (?ﬁﬁﬁlﬁ'\?ﬁ%ﬁf@ii)ﬂlﬁlﬂ]\%“qﬂﬁ’l’\?ﬁ%”gﬁ'ﬂiiﬁé‘iﬂﬁf BRE (hE
SEVEE R B AT S HR Ik, SR RA R FRIFAR) 4230), March 22, 2024. Translation; Xinhua,
“China Vows to be Staunch Force for Peace, Stability, Progress,” State Council of the People’s
Republic of China, March 8, 2024; Li Yi, “Wang Yi: As Long as China and Europe Cooperate for
Mutual Benefit, There will be No Confrontation between the Two Camps” (% H 5 ik HF|
HE, BRE XU A RK), March 7, 2024. Translation; People’s Daily, “Central Foreign Affairs
Work Conference Held in Beijing: Xi Jinping Delivered an Important Speech. Zhao Leji, Wan;
Huning, Cai Qi, Ding Xuexiang, Li Xi and Han Zheng Attended the Meeting” ({943 T{E<
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Xi also traveled to Europe in April 2024 in an effort to reinforce
his message.192 Many Western analysts observed that Xi’s itinerary
of France, Serbia, and Hungary featured what could be viewed as
China’s stronger relationships in Europe, an argument that Party
media also confirmed from Beijing’s perspective.*193 Qutcomes of
the trip for China were mixed, however, cementing China’s already
strong diplomatic position in Serbia and Hungary but also casting
remaining differences with France and the EU into sharper relief:

e France: Ahead of the visit, Minister Wang reportedly told French
President Emmanuel Macron’s diplomatic advisor that he hoped
Paris could push the EU to pursue a more pragmatic policy
toward China.l9¢ Nevertheless, in a trilateral meeting with
General Secretary Xi in Paris, President Macron and Europe-
an Commission President von der Leyen reportedly emphasized
China’s responsibility to resolve structural economic difficulties,
particularly related to trade and its export of overcapacity in
new energy products, while China’s readout suggests Xi took
the contrasting position, claiming that “the so-called ‘problem of
China’s overcapacity’ does not exist.”195 Reporting also suggests
the two European leaders pushed Xi on China’s continued sup-
port for Russia’s war in Ukraine, a discussion that China’s read-
out omits in favor of a regurgitation of official talking points
and self-congratulatory language about China’s supposed con-
tributions to ending the conflict.196 Although short on details,
some French media coverage suggests that “several hours” of
bilateral talks between Macron and Xi may not have gone en-
tirely as planned for either side, with certain topics such as cli-
mate change, human rights, Taiwan, and the South China Sea
having “eclipsed” other issues.197

e Serbia: In a victory for Beijing’s agenda, Serbia expressed an
official commitment to Xi’s concept of a “community of common
human destiny” and agreed to establish a “China-Serbia com-
munity of common destiny,” with Serbia’s President Aleksan-
dar Vucic describing it as “the highest possible form of cooper-
ation between two countries.”198 President Vucic also reiterated
support for Beijing’s One China principle, referred to tensions

DR 2T LI RR S HE LR BRI L T3 T A L H-H%r i%0), December
29, 2023. Translatlon Xinhua, “First Observation | Why Xi Jmpmg E hasizes the Strate c
Significance’ and World Impact’ of China-EU Relations” (5% W2 | - i A T 58 A v R ? “
R = SO FN“qH 2 0”), December 8, 2023. Translation.

*For example, the same People’s Daily article in Qiushi argues that China-France relations
have always been “at the forefront of China’s relations with Western countries” and attributes
their recent ability to “maintain good development momentum” to a shared spirit of “indepen-
dence.” This is likely referencing French President Emmanuel Macron’s willingness to publicly
take positions that differ from those of the United States on certain issues of China policy and
France’s emphasis on the European concept of “strategic autonomy,” a policy concept emphasiz-
ing the agency of European powers that China has attempted to push European governments
to interpret to mean distancing themselves from policies that challenge China’s interests and
refraining from coordination with the United States over such policies. The article states that
China and Serbia “have a deep ironclad friendship” that “can be regarded as a model of friendly
relations between China and European countries.” It describes Hungary as an important BRI
partner that has “insisted on... eliminating interference and pressure and firmly deepening co-
operatlon with Chma even “under the turbulent international situation”—an approach it argues

“strongly proves” that China is an opportunity rather than a challenge to Europe He Yin, “Pro-
mote the Healthy and Stable Development of China-Europe Relations” (f£if k% % ke &
J#%), People’s Daily in Qiushi, May 5, 2024. Translation; U.S.-China Economic and Security Re-
view Commission, 2023 Annual Report to Congress, November 2023, 526, 550, 528-529; Elizabeth
Koch, “European Strateg‘ic Autonomy after Macron’s Trip to China,” Wilson Center, May 9, 2023.
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across the Strait as China’s internal issue, and reportedly drew
parallels between Taiwan and Kosovo.199 Other favorable out-
comes for China included a signing ceremony for a free trade
agreement on certain agricultural goods and bilateral agree-
ments on cultural and scientific exchanges.* 200

e Hungary: During the visit, China and Hungary declared an
elevation of their relationship to “all-weather comprehensive
strategic partnership for the new era,” which observers view
as a step up from the previous “comprehensive strategic part-
nership” they had established in 2017.7201 General Secretary
Xi and Hungarian Prime Minister Viktor Orban oversaw the
signing of 17 agreements between the two countries.202 One
news outlet reports that they agreed to strengthen high-level
exchanges, continue pursuing BRI, and promote deeper coop-
eration in areas including clean energy, AI, mobile communi-
cation technology and nuclear energy, while another lists coop-
eration in supply chains, culture, media, and other sectors.203
During the meeting with Xi, Prime Minister Orban reportedly
welcomed more Chinese businesses to invest in Hungary.20¢ He
also notably distanced Hungary from EU positions, stating that
Budapest did not agree with EU’s “de-risking” policy or con-
cerns about overcapacity of China’s EVs and batteries.205

A stream of meetings by the director of the CCP’s Internation-
al Liaison Department with political parties and individual leaders
across the continent in the first half of the year also revealed that
the Party perceives a very wide range in European governments’
willingness to interact on China’s terms. In a meeting with a Ger-
man delegation, Director Liu communicated the CCP’s desire for
greater “dialogue and cooperation” in strategic relations with Eu-
rope broadly and with Germany specifically.29¢ When meeting with
the ambassador from the Netherlands, he encouraged the country
to contribute to promoting “stable” China-Europe relations and to
“push the EU to adhere to openness” and “oppose ‘de-coupling.’”207
In a meeting with a Finnish diplomat, Director Liu similarly stated
a hope that Finland would “push China-EU relations” toward “stable
development.”208 While meeting the Polish ambassador, he called for
deepened exchanges and emphasized Poland’s importance to China
as an EU member with influence in Central and Eastern Europe.209
To Spain’s ambassador, by contrast, Director Liu expressed appreci-
ation for the country’s “adherence to a positive and friendly policy
toward China,” and a readout of the meeting with Slovakia’s am-
bassador focused mainly on promoting BRI and deepening political
exchanges.210 In a party-to-party engagement with representatives
from Hungary, Director Liu praised the two countries’ “traditional
friendship” and mutual support on issues concerning “core inter-
ests,” argued for compatibility between BRI and Hungary’s foreign

*China Digital Times reports that 29 agreements were signed in total, promoting legal, regu-
latory, and economic cooperation. Arthur Kaufman, “Xi’s Visits to Serbia and Hungary, Pushing
Wedge into Europe,” China Digital Times, May 10, 2024.

FAccording to an expert from the Chinese Academy of Social Sciences speaking to China’s state
media in 2015, the “all-weather” label signifies that China and a country have close relations
“regardless of changes in time or global landscape.” Other countries with this “all-weather” label
include Belarus, Ethiopia, Pakistan, Uzbekistan, and Venezuela. Kelly Wang and Hu Xuan, “Chi-
na, Hungary Elevates Ties to ‘All Weather’ Partnership,” Caixin Global, May 10, 2024.
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policy, and promoted expanded exchanges at the local government
and enterprise levels.211 Director Liu’s meeting with the ambassa-
dor from Belarus—a key Russian partner in Europe but not an EU
member—called for deepened exchanges across political, legislative,
social, and industrial domains and emphasized the two states’ com-
mitment to mutual support for “core interests.”212

Finally, when European actions did not conform to China’s pre-
ferred pattern for the relationship, China’s proclaimed desire for
strategic stability did not prevent it from launching harsh criti-
cisms. On July 11, 2024, Germany announced a new two-step plan
to ban the use of critical components made by Huawei and ZTE in
core parts of the country’s 5G network beginning in 2026.213 Reject-
ing the German government’s security concerns, China’s Ministry of
Foreign Affairs framed the policy decision as “politicizing trade and
tech issues” and “disrupt[ing] normal exchanges and cooperation in
technology.”214 The following day, a spokesperson for China’s Minis-
try of Foreign Affairs criticized the EU for releasing a statement re-
iterating its support for the conclusion of the legally binding South
China Sea arbitration ruling.215

NATO Sharpens Its Position on Challenges from China

The United States continued to urge Europe and NATO al-
lies to place increased scrutiny on China’s support for Rus-
sia’s war in Ukraine. During U.S. Deputy Secretary of State
Kurt Campbell’s visit to Brussels in September 2024, he met
with Belgian, NATO, and EU officials and urged more force-
ful condemnation of China’s “substantial support” to Russia’s
military industrial base and deepening defense cooperation.216
According to Mr. Campbell, while some countries in the EU
and NATO may take differing perspectives, the United States,
the EU, and NATO allies are increasingly aligned on policies
related to China.217 At the conclusion of its July 2024 summit
in Washington, DC, NATO released a declaration stating the
alliance’s strongest position to date on challenges from China,
reflecting an escalation of concerns about China’s irresponsible
international behavior. Most notably, the declaration labeled
China “a decisive enabler of Russia’s war against Ukraine” and
stated that China “cannot enable the largest war in Europe
in recent history without this negatively impacting its inter-
ests and reputation.”21® NATO called on China to “cease all
material and political support to Russia’s war effort,” specifi-
cally citing the “transfer of dual-use materials such as weap-
ons components, equipment, and raw materials that serve as
inputs for Russia’s defense sector.”219 This language represents
a significant evolution beyond the communique issued only a
year prior at NATO’s 2023 summit in Vilnius, Lithuania, which
had called upon China to “act responsibly,” “play a construc-
tive role,” and “abstain from supporting Russia’s war effort.”220
Concern about China’s “deepening strategic partnership” with
Russia and the two countries’ “mutually reinforcing efforts” to
undercut the rules-based international order was also elevated
to a much more prominent section of the document.221 Aside
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NATO Sharpens Its Position on Challenges from China—
Continued

from Russia and Ukraine, the 2024 declaration maintained at-
tention on previously mentioned concerns about China’s “stat-
ed ambitions and coercive policies,” including China’s malicious
cyber activities and disinformation, and the expansion of its
nuclear arsenal.222

China seized upon the occasion of the summit to promote dis-
information about NATO and also revealed its own heightened
concern about the group’s intensifying focus on China’s policies.*
China’s Ministry of Foreign Affairs spokesperson spoke public-
ly against the alliance on every day of the summit, painting it
repeatedly as a serious danger to the world and accusing its
members of seeking to “incite confrontation and rivalry.”223 On
July 11, 2024 the spokesperson also accused NATO of “spread-
ing disinformation created by the [United States] and blatantly
[seeking] to undermine China’s relations with Europe,” ignoring
the agency of the alliance’s other members and mischaracterizing
the group as an anti-China tool of the United States.224 After the
conclusion of the summit, the spokesperson reacted to a speech
by NATO Secretary General Jens Stoltenberg with not only a
vociferous denunciation of the remarks themselves, but also ad
hominem attacks.225

China in the Indo-Pacific: Cooperation and Coercion

China intensified its use of all available tools from persuasion
to coercion in its attempt to reshape international norms and poli-
cies across the Indo-Pacific. China’s aggression in the South China
Sea reached new heights as it escalated longstanding harassment of
Philippine vessels and personnel within their own EEZ into violent
and dangerous clashes. In the Pacific Islands, by contrast, China
courted the governments and political parties of both its traditional
partners and those of the United States, seeking not only endorse-
ments of its Taiwan policy but also stronger support for China’s role
as a key economic player in the region and for its authoritarian
system.

*China also spoke out against NATO’s growing relationships with countries in the Indo-Pa-
cific, as leaders or deputies from Australia, New Zealand, Japan, and South Korea attended the
NATO summit in Washington DC in July 2024. NATO has taken steps to increase coordination
with like-minded partners in the Indo-Pacific, having invited Australia, Japan, South Korea, and
New Zealand to participate in ministerial-level meetings and NATO summits since December
2020. In 2023, NATO and Japanese officials acknowledged ongoing discussion during Secretary
General Stoltenberg’s January visit about opening a NATO liaison office in Tokyo and Japanese
mission to NATO. By June, however, President Macron had voiced opposition, arguing that NATO
should not expand its reach beyond the North Atlantic and signaling that the required consent
of all 31 NATO members might not be possible. In response to the reports that NATO was con-
sidering opening a liaison office in Tokyo, China criticized the plan when its Foreign Ministry
spokesperson Wang Wenbin said Japan should “avoid doing things that could dismantle trust
and affect peace and stability in the region.” China’s Ministry of Foreign Affairs, Foreign Ministry
Spokesperson Lin Jian’s Regular Press Conference on July 11, 2024, July 11, 2024; Ken Moritsu-
gu, “China Warns NATO Not to Create ‘Chaos’ in Asia and Rejects Label of ‘Enabler’ of Russia,”
PBS News, July 11, 2024; Justin McCurry, “France Opposed to Opening of Nato Liaison Office
in Japan, Official Says,” Guardian, June 6, 2023; Demetri Sevastopulo et al., “France Objects to
Nato Plan for Office in Tokyo,” Financial Times, June 5, 2023; Xinhua, “China Cautions against
Potential NATO Office in Japan,” May 12, 2023; Ken Moriyasu, Rieko Miki, and Takashi Tjuji,
“NATO to Open Japan Office, Deepening Indo-Pacific Engagement,” Nikkei Asia, May 3, 2023.
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China Ramps Up Pressure on Taiwan’s New President

In 2024, China continued to intensify its coercion of Taiwan fol-
lowing the inauguration of Taiwan’s new President Lai Ching-te of
the ruling Democratic Progressive Party (DPP), whom Beijing has
deemed a “separatist.”226 In June, China used “lawfare” tactics to
intimidate Taiwan’s government and people through the announce-
ment of new guidelines that officially designate “Taiwan indepen-
dence”—including the denial of Beijing’s claim that Taiwan is part
of China, the promotion of Taiwan’s participation in international
organizations, and attempts to change Taiwan’s status through legal
means in Taiwan—as a crime that is punishable by detention, prison
terms ranging from three years to life, confiscation of possessions,
and even the death sentence.227 Beijing also employed economic co-
ercion against Taiwan, announcing in May 2024 that it would sus-
pend some of the preferential trade benefits on 134 products export-
ed from Taiwan, including chemical products, metals, rubbers and
plastics, and machinery.228 Three days after Taiwan’s presidential
inauguration in May 2024, China conducted a military exercise, Op-
eration Joint Sword 2024A, to demonstrate its operational skills for
blockade or invasion.229 The exercise notably included the China
Coast Guard (CCG) and represented an intimidating show of mili-
tary might in tandem with its increasingly frequent and regular air
and naval operations around Taiwan.230 Beijing also continued dip-
lomatic coercion against Taiwan, for example by making attempts
to bully foreign parliamentarians and stop them from attending the
Inter-Parliamentary Alliance on China (IPAC)* summit, a global
coalition of lawmakers aimed at countering threats from China.231
(For a more in depth and comprehensive analysis of China’s inten-
sified coercion against Taiwan, see Chapter 9, “Taiwan.”)

China’s Violence toward the Philippines Escalates

China’s attempts to block Philippine activities in the South Chi-
na Sea, especially resupply missions to the Philippine Navy trans-
port ship Sierra Madre grounded on the reef near Second Thomas
Shoal in the Philippines’ EEZ, have escalated. Chinese forces have
gone from using water cannons and lasers to ramming vessels and
committing other acts of violence, including the use of bladed weap-
ons.§ 232 In further attempts to use lawfare to assert China’s control
over Second Thomas Shoal, Beijing also called on the Philippines to
notify China in advance of conducting activities to and from Second
Thomas Shoal, a direct violation of the Philippines’ rights under in-
ternational law.233 These events, which frequently involved aggres-
sion by the CCG, maritime militia, and the PLA Navy, suggest Bei-
jing is seeking to establish a new status quo whereby it can control
or deny the Philippines’ access to an area within the Philippines’

*IPAC seeks to build a global coalition that unites lawmakers worldwide by promoting democ-
racy and addressing threats to the rules-based and human rights systems posed by China. IPAC
held its fourth annual summit in Taipei, Taiwan, which was attended by 50 parliamentarians
from 23 countries. Inter-Parliamentary Alliance on China, “About”; Helen Davidson, “China Used
‘Shocking’” Bullying Tactics ahead of Taiwan IPAC Meeting, Organiser Says,” Guardian, July 30,
2024.

TChina’s escalating aggression against the Philippines follows a series of steps taken by the
United States and the Philippines to strengthen military cooperation. White House, Fact Sheet:
Celebrating the Strength of the U.S.-Philippines Alliance, April 11, 2024; U.S. Department of De-
fense, Philippines, U.S. Announce Locations of Four New EDCA SLtes, Apnl 3, 2023.
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own EEZ under the guise of law enforcement activities.23¢ China’s
highly aggressive actions were likely emboldened by a Chinese reg-
ulation* that entered into force in June 2024, granting the CCG
authority to seize and detain foreign vessels operating within “Chi-
nese jurisdiction”—despite the fact that Second Thomas Shoal does
not lie within the lawful jurisdiction of China.235 Although China
and the Philippines agreed to lower tensions following the violent
encounters in June 2024 and established a hotline between the two
presidential offices to prevent new confrontation from spiraling out
of control, none of these efforts have altered Beijing’s aggressive be-
havior in the South China Sea.23¢ (For more on Philippine views of
China’s aggressive actions and on U.S. defense commitments to the
Philippines in the South China Sea, see Chapter 8, “China’s Evolv-
lAnl% Cogmter—Intervention Capabilities and the Role of Indo-Pacific
ies.”

e On March 5, 2024, the CCG collided with a Philippine Coast
Guard vessel after carrying out “dangerous maneuvers” to block
the Philippine Coast Guard vessel from escorting a resupply
mission to Second Thomas Shoal.237 Hours later, two CCG ves-
sels shot water cannons at a Philippine supply boat in the area,
reportedly injuring four people onboard and shattering three
panes of the boat’s windshield.238 The CCG released a state-
ment blaming the Philippines for the incidents.232 In remarks
to the media in Australia the following day, Philippine Presi-
dent Ferdinand Marcos Jr. expressed alarm at the continuing
dangerous maneuvers and actions against the Philippines while
clarifying that this incident did not necessitate an invocation of
the U.S.-Philippines Mutual Defense Treaty.240

e On March 23, 2024, two CCG ships and two militia vessels sur-
rounded a wooden Philippine supply boat on its way to Second
Thomas Shoal.241 The CCG ships reportedly fired water can-
nons at the boat for almost an hour, injuring three Philippine
crew members and disabling the boat.242 In the following days,
the Philippines summoned China’s ambassador in Manila to
protest the aggressive actions, and the Philippine Embassy in
Beijing lodged a demarche with China’s Ministry of Foreign Af-
fairs.243 China’s embassy accused the Philippines of “deliberate
and provocative” actions that had supposedly “infringed upon
China’s sovereignty and maritime rights,” completely ignoring
the legally binding ruling of the 2016 Court of Arbitration Tri-
bunal, which invalidated any Chinese claim to special rights
around Second Thomas Shoal. {244

*China’s Coast Guard Regulation No. 3 appears to implement the 2021 China Coast Guard
Law which contains ambiguous language on the scope of CCG authority to use weapons and
its geographic application. In analysis conducted by U.S. INDOPACOM’s Joint Operational Law
Team, the regulation, which took effect on June 15, 2024, authorizes CCG commanders to detain
foreign vessels and persons in “waters under China’s jurisdiction” for up to 60 days. USINDOPA-
COM Joint Operational Law Team, TOPIC: China Coast Guard Regulation No. 3, May 30, 2024;
China Coast Guard, China Coast Guard Has Issued the “Regulations on Administrative Law
Enforcement Procedures for Coast Guard Agencies” (W [E{F2 5] H & (EFZHUAT IR TR K
iE),” May 15, 2024. Translation.

FThe tribunal ruled that Second Thomas Shoal is a low-tide elevation—a feature that, in its
natural state, is above water only at low tide—and thus incapable of generating any maritime
zones (such as a territorial sea, EEZ, or continental shelf) of its own. This categorization, com-
bined with the fact that the feature lies outside the legal territorial sea of any state, means it is
not subject to “appropriation” (i.e., claims of “territorial sovereignty”) by any state. These rulings
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e In April 2024, the Philippines task force on South China Sea
issues said the CCG ships had harassed and damaged a Philip-
pine Coast Guard ship and a Philippine fisheries vessel headed
to Scarborough Shoal* to assist Filipino fishermen in the ar-
ea.245 According to the statement, the CCG ships used water
cannons against both of the Philippine vessels and repeatedly
rammed the fisheries vessel.246

e In May 2024, the CCG attempted to block the Philippine Coast
Guard conducting a medical evacuation of a sick member of
the country’s armed forces from Second Thomas Shoal.247 The
blocking maneuvers reportedly continued despite calls from
the Philippine Coast Guard explaining the humanitarian na-
ture of the mission.248 The Philippine Coast Guard ultimately
completed the mission in spite of China’s interference, which it
described as “barbaric and inhumane.”249

e On June 17, 2024, CCG ships intercepted Philippine vessels
attempting to deliver supplies to Philippine troops stationed
at Second Thomas Shoal, instigating a violent encounter that
left at least eight Philippine Navy personnel injured.25¢ CCG
personnel boarded the Philippine vessels, carrying with them
bladed weapons, and seized all Philippine firearms they found
onboard.251 They also slashed at Philippine rubber boats, re-
portedly leaving them in tatters.252 Philippine personnel who
resisted were reportedly left to do so “with their bare hands,”
and one Filipino servicemember lost his thumb in the confron-
tation.253 The violent encounter led to a debate among West-
ern observers about what threshold of force would trigger the
U.S.-Philippine mutual defense clause of the 1951 treaty.254

¢ On August 19, 2024, vessels of the CCG and Philippine Coast
Guard collided near Sabina Shoal,T causing structural damage

invalidate any claim of “territorial sovereignty” over the feature (which China claims over all
features in the Spratlys) and any claim to maritime zones around it. The tribunal further ruled
that Second Thomas Shoal is located fully within the EEZ of the Philippines, thereby granting
the Philippines legal right to explore, exploit, conserve, and manage the natural resources in and
around the shoal—rights it found China to have violated. The tribunal determined that China’s
ambiguous claim to “historic rights” in the South China Sea is baseless, as no such historic
rights are recognized under the UN Convention on the Law of the Sea (UNCLOS), which China
has signed. Additionally, the tribunal clarified that if any of China’s ambiguous claims were to
amount to a claim over “internal waters” in the area, such claims would also lack any legal ba-
sis in UNCLOS. Thus, the only rights that China’s vessels are entitled to in the area of Second
Thomas Shoal are the standard rights afforded to all foreign vessels within another country’s
EEZ. USINDOPACOM J06/SJA TACAID Series, Topic: Sierra Madres, Second Thomas Shoal,
and the U.S. Commitment to Defend the Philippines; U.S.-China Economic and Security Review
Commission, Chapter 2, Section 1: “Rule by Law: China’s Increasingly Global Legal Reach,” in
2023 Annual Report to Congress, November 2023, 189-190; Permanent Court of Arbitration, The
South China Sea Arbitration (The Republic of The Philippines v. The People’s Republic of China),
July 12, 2016, 8-10.

*The tribunal ruled that Scarborough Shoal is a high-tide feature rightfully classified as a
“rock” under UNCLOS, meaning it is entitled to a 12-nautical-mile territorial sea but not to its
own EEZ or continental shelf. The tribunal did not have jurisdiction to take a position on which
country has sovereignty over the feature itself. The tribunal ruled that the fisherfolk of both
countries retain a degree of “traditional fishing rights” in the area that were not extinguished
by the adoption of UNCLOS or by the feature’s location within the Philippines’ EEZ. It further
ruled that China had infringed upon the rights of Filipino fishermen by obstructing all fishing
by Philippine nationals. Permanent Court of Arbitration, The South China Sea Arbitration (The
Republic of The Philippines v. The People’s Republic of China), July 12, 2016, 9-10.

T Like nearby Second Thomas Shoal, Sabina Shoal is a low-tide elevation in the Spratlys, well
inside the Philippines EEZ and only 86 miles from the Philippine island of Palawan. Rebecca
Tan and Lyric Li, “Chinese and Philippine Ships Collide at Sabina Shoal, a New Flash Point,”
Washington Post, August 18, 2024; Radio Free Asia, “Manila Accuses Beijing of Island Building in
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to the Philippine Coast Guard vessels.255 According to Philip-
pine National Security Council director general Jonathan Mala-
ya, the first Philippines coast guard vessel sustained a 13-centi-
meter hole after “aggressive” maneuvers by the CCG.25¢ Fifteen
minutes later, a second Philippine coast guard ship was report-
edly “rammed twice” by a CCG vessel and suffered “minor struc-
tural damage.”257 China’s Ministry of Foreign Affairs refuted
the Philippines’ reports, claimed the Philippine coast guard
vessels entered “China’s territory” without permission from the
Chinese government, and accused the Philippine coast guard of
“deliberately ramming the China Coast Guard vessel that was
carrying out law enforcement operation|[s].”258

Regional Reactions to China’s Violent Behavior

China attempted to justify its violent actions occurring on June
17, 2024 against the Philippines by illegally claiming jurisdiction
over the South China Sea, raising concern from countries in the re-
gion. China’s Ministry of Foreign Affairs continued to act as if China
had the ability to enforce its domestic laws within the Philippines’
EEZ and blamed the incident on the Philippines, claiming that the
CCG “only took necessary control measures against the Philippine
vessels.”259 On the day of the June 17, 2024 incident, the spokes-
person for the State Department asserted that the United States
“stands with its ally the Philippines and condemns the escalatory
and irresponsible actions” by China to deny the Philippines its law-
ful rights.260 He also reaffirmed that U.S. commitments under the
U.S.-Philippines Mutual Defense Treaty apply to armed attacks on
Philippine armed forces, public vessels, or aircraft—including those
of its coast guard—anywhere in the South China Sea.261 The Phil-
ippine Department of National Defense, Office of the National Se-
curity Advisor, and Department of Foreign Affairs released a joint
statement on June 24, 2024, stating that the Philippines views the
incident “not as a misunderstanding or an accident” but as “a delib-
erate act of the Chinese officialdom” and “an act of aggressive and
illegal use of force” while also noting that the Philippines “contin-
ue[s] to find peaceful solutions” to the issue.262 Japan, South Korea,
and Australia have also expressed concerns about China’s danger-
ous behavior in the South China Sea and its aggressive obstruction
of Philippine vessels.263

Possible Evidence of Chinese Land Reclamation in
South China Sea

In May 2024, the Philippines announced it was monitoring Sa-
bina Shoal following signs of suspected Chinese island-building
activities on the feature.264 Like nearby Second Thomas Shoal,
Sabina Shoal is a low-tide elevation in the Spratlys, well inside
the Philippines EEZ.*265 The Philippine Coast Guard commodore

South China Sea,” May 13, 2024; Permanent Court of Arbitration, The South China Sea Arbitra-
tion (The Republzc of The Phthppmes v. The People’s Republic of Chma) July 12, 2016.

*Under UNCLOS, a coastal state has “the exclusive right to construct and to authorize and
regulate the constructlon operation and use of... artificial islands” in its own EEZ. Radio Free
Asia, “Manila Accuses Beljlng of Island Building in South China Sea,” May 13, 2024; Permanent
Court of Arbitration, The South China Sea Arbitration (The Republic of The Philippines v. The
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Possible Evidence of Chinese Land Reclamation in
South China Sea—Continued

reported that crushed corals had been dumped on the reef, declar-
ing it “highly likely that the maritime features [of Sabina Shoal]
were altered” by human activity.266 According to a statement
from the Office of the President of the Philippines, the dumping
of the corals represented the very early stages of a suspected arti-
ficial island-building effort by China.267 The Philippines institut-
ed a rotational deployment of coast guard vessels to monitor the
shoal, noting the presence of PLA Navy vessels and helicopters,
CCG ships, Chinese Maritime Militia vessels, and Chinese re-
search vessels around the shoal at various times.268 China’s Min-
istry of Foreign Affairs dismissed the reports as “futile” efforts
to smear China and “mislead the international community.”269
Not all experts agree on whether the corals indicate an ongoing
island-building effort. According to Gregory B. Poling, director of
the Southeast Asia program and Asia Maritime Transparency
Initiative at the Center for Strategic and International Studies,
“There is no evidence in commercially available satellite imagery
to suggest any island building or reclamation, with all the sand-
bars in question remaining the same average size for the last
decade or more.”270

China Gray Zone Operations near Japan Intensify

China has steadily ramped up its pressure on Japan around the
Senkaku Islands in the East China Sea, which Japan administers
but which China claims as its own territory. On a visit to the East
China Sea Command Headquarters of the CCG on November 29,
2023, Xi told the CCG to “resolutely” defend China’s sovereignty
claims in the area and that China “can only move forward, not back-
ward” on the matter.271 According to Japanese media reports, the
CCG subsequently drafted a plan to maintain a ship presence near
the islands every day of 2024.272 On July 5, 2024, the Japanese
Coast Guard spokesman reported that China had sailed near the
Japan-administered Senkaku Islands and within Japan’s EEZ in
the East China Sea for a record 197 consecutive days.*273

China’s naval presence around the Senkaku Islands and flights
near Japanese airspace represented a significant escalation from
previous activity. According to the Japanese Coast Guard, in June
2024, three CCG vessels entered within 12 nautical miles of the
Senkaku Islands and appeared to be armed with deck-mounted ma-
chine guns.27¢ Japan’s then-Prime Minister Fumio Kishida stated
that China’s “unilateral attempts to change the status quo are being
intensified,” calling the situation “a grave concern.”275 Senior level
exchanges between the two countries have not impacted the tempo
of China’s East China Sea activities, as the Japanese Coast Guard
detected the four CCG ships a day after then-Prime Minister Kishi-

People’s Republic of China), July 12, 2016; United Nations Convention on the Law of the Sea, §
60, 1982.

*China’s activities near the Senkakus surpassed the previous record of 157 consecutive days
in 2021. Japan Times, “Japan Spots Chinese Ships near Senkaku Islands for Record 158 Days,”
May 27, 2024.
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da held his first formal bilateral meeting with China’s Premier Li
on May 26, 2024.276 China’s military has also begun to utilize UAVs
near Japan’s territorial airspace, a move without historical prece-
dent.277 On May 27, 2024, the Japan Air Self-Defense Force observed
a PLA reconnaissance and attack drone flying over the East China
Sea, north of the southwestern Japanese prefecture of Okinawa.2?8
On June 4, 2024, the Air Self-Defense Force scrambled fighter jets
to intercept another PLA reconnaissance and attack drone that flew
in international airspace near Okinawa.27? In August 2024, Japan’s
Defense Ministry said a PLA Y-9 reconnaissance aircraft violated
the country’s territorial airspace, 12 nautical miles from the coast
of Japanese territory on the eastern side of the Danjo Islands in the
East China Sea.28° The PLA continued to ramp up its presence the
following month when a Chinese aircraft carrier entered Japan’s
contiguous zone,* reportedly for the first time, by sailing between
the southern Yonaguni and Iriomote islands.281

China Expands Persuasion Efforts in the Pacific Islands

China continued and expanded its campaign to persuade Pacific
Island states to deepen their reliance on China and adopt Beijing’s
preferred policies on a range of issues, further increasing concerns
that China could seek to use its relationships in the region to con-
strain U.S. security partnerships.i In November 2023, Special Envoy
for Pacific Island Countries Affairs of the Chinese Government Qian
Bo visited the Cook Islands to participate in the Pacific Island Fo-
rum Leaders Meeting and also took the opportunity to meet bilater-
ally with national leaders from across the region.282 In his speech at
the forum, Representative Qian continued to advertise China as an
economic partner by announcing new development assistance mea-
sures and arguing that “Chinese modernization” and “high-quality”
BRI cooperation would bring major opportunities for Pacific Island
countries.?83 On the sidelines of the forum, he met with Cook Is-
lands Prime Minister, and Chair of the Pacific Islands Forum, Mark
Stephen Brown, who reportedly reiterated the government’s com-
mitment to Beijing’s One China principle.284 According to reporting
by China’s Ministry of Foreign Affairs, Representative Qian also met
with participating leaders from Fiji, Kiribati, Niue, Samoa, and the
Solomon Islands over the course of his stay in the country and con-
ducted “friendly exchanges” with leaders of the Federated States of
Micronesia, Papua New Guinea, Tonga, and Vanuatu.285

China made new efforts to strengthen its relationship with the
political leadership of the Solomon Islands in 2024, seeking to main-
tain the advantageous position it had enjoyed under outgoing Prime
Minister Manasseh Sogavare. In January 2024, Xinhua news agency

*Contiguous zone as defined by the UN is an area that extends up to 24 nautical miles from a
country’s coastline within which a coastal state “may exercise the control necessary” to “prevent”
or “punish” “infringement of its customs, fiscal, immigration or sanitary laws and regulations
within its territory or territorial sea.” Reuters, “Japan says Chinese Carrier Entered Its Contig-
uous Waters for First Time,” September 18, 2024; United Nations Convention on the Law of the
Sea, § 33, 1982.

TChina’s pursuit of deepened relations and especially security agreements in the region has
generated concern in the past about the leverage it could give China to deny U.S. security ac-
cess. For example, after signing a security agreement with China in 2022, the government of
the Solomon Islands refused to grant permission for routine visits by U.S. and UK vessels in its
ports. U.S.-China Economic and Security Review Commission, 2022 Annual Report to Congress,
November 2022, 380-381.
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publicized remarks by then Prime Minister Sogavare, then running
for reelection,* in which he not only argued that his government
had made the right choice in severing diplomatic relations with
Taiwan in 2019 but also parroted China’s false narrative that UN
Resolution 2758 obligated every UN member state to recognize Tai-
wan as part of China.286 (For more on China’s misrepresentation of
UN Resolution 2758, see Chapter 9, “Taiwan.”) In early April 2024,
Representative Qian visited the Solomon Islands and met with the
country’s Permanent Secretary of the Ministry of Foreign Affairs
and External Trade Collin Beck.287 In an example of China’s use
of subnational diplomacy to advance its goals, he also made a dedi-
cated trip to Malaita Province, where he met Premier Martin Fini,
visited a community school, and attended the signing ceremony of a
memorandum of understanding on establishing a sister province re-
lationship between Malaita and Jiangsu.7288 Later in April, China’s
state-backed media seized the opportunity of the Solomon Islands’
parliamentary elections to spread false narratives about U.S. for-
eign policy objectives in the region and about China’s supposed com-
mitment to not interfere in other countries’ internal affairs while
again touting the development opportunities China would bring to
the country.28° Following the election, Solomon Islands lawmakers
selected as the new prime minister former Foreign Minister Jere-
miah Manele, who pledged to continue the Pacific Island country’s
international policy of close relations with China.290 In early July
2024, China invited Prime Minister Manele to meet with Gener-
al Secretary Xi in Beijing, where they released a joint statement
outlining planned future cooperation.291 Notably, the statement in-
cluded a commitment by China to continue sending “police liaison
teams” to the country, likely indicating continuity of the police coop-
eration agreement that China signed with the Sogavare government
in 2023.292

The CCP in 2024 also undertook substantial efforts to deepen polit-
ical connections in Vanuatu with an emphasis on solidifying support
for China on key political issues such as Taiwan. In April and May
2024, International Liaison Department Director Liu held a series of
meetings with representatives from Vanuatu’s various political par-
ties.293 In these meetings and other venues, Director Liu promoted
China’s economic development opportunities and sought support for
China’s “core interests and major concerns.”29¢ As a demonstration
of one such core interest, readouts from the party-to-party meetings
consistently mentioned the commitment of Vanuatu and of each in-
dividual political party to Beijing’s One China principle, suggesting

*In the runup to the Solomon Islands election, news media reported that incumbent Prime
Minister Sogavare unsurprisingly favored closer ties with China, while opposition parties report-
edly favored closer ties with Western countries, including Austraha and had even stated that
they may scrap or hold a referendum on the security deal that Sogavare’s government had signed
with China, if elected. Reuters, “Explainer: China, Health System Top Issues as Solomon Islands
Holds National Election,” April 16, 2024; Charley Piringi, “As Solomon Islands’ Election Looms,
China’s Influence on the Pacific Country Draws Scrutiny,” Guardian, April 14, 2024; Kristy Need-
ham and Lucy Craymer, “Solomon Islands Election Watched by US, China amid Pacific Influence
Contest,” Reuters, April 12, 2024.

T Preexisting sister province relationships between China and the Solomon Islands include
between Isabel Province and Shandong Province (established 2023) and between Guadalcanal
Province and Guangdong Province (reestablished 2021) According to news coverage of the event
by the Solomon Islands government, there were “ongoing discussions” by other provinces inter-
ested in establishing similar relationships with China. Solomon Islands Government, PRC Pacific
Envoy Pays Visit to Ministry of Foreign Affairs and External Trade, April 8, 2024.
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Beijing may continue finding support for its Taiwan agenda even if
the party in power were to change.*295 The meeting readouts also
referenced “governance experience” and “governance capacity build-
ing,” suggesting efforts by the CCP to promote its authoritarian
practices as it has in the Solomon Islands.296 Director Liu described
China’s relations with Vanuatu as “a microcosm of China’s relations
with Pacific Island countries,” suggesting that China’s government
sees Vanuatu as a willing partner for its objectives in the region.297
In early July 2024, China completed the construction of a new presi-
dential palace and finance ministry building in Vanuatu, in addition
to renovations to Vanuatu’s foreign affairs department building.t298
Shortly thereafter, China invited Prime Minister of Vanuatu Charlot
Salwai to meet with General Secretary Xi in Beijing, where the two
leaders released a joint statement.299

China’s efforts in the region seem to be paying off. In 2024, China
secured a degree of rhetorical support from its established partners
the Solomon Islands and Vanuatu, from Fiji, and from the Federated
States of Micronesia, one of the three Pacific Island countries with
a Compact of Free Association (COFA) agreement with the United
States. (For more on the COFA agreements, see Chapter 8, “China’s
Evolving Counter-Intervention Capabilities and the Role of Indo-Pa-
cific Allies.”) After separate meetings between Xi and the respective
heads of state from these four countries, they released joint state-
ments endorsing a wide range of political and geopolitical priorities
for China, including several that are oriented to undercut and dis-
credit the United States and its allies.300

e First, each of the four statements included support for China’s
political priorities and sovereignty claims to some degree. Each
described Taiwan as “an inalienable part of China’s territory,”
and all but Fiji opposed “Taiwan independence” and supported
efforts by the Chinese government to “realize national reunifica-
tion.”301 All but Fiji also included mentions of Hong Kong, Xinji-
ang, and Tibet, with the Federated States of Micronesia and the
Solomon Islands additionally stating that they “firmly support”
China’s position on these issues, and Vanuatu describing them
as “internal matters for China to deal with.”392 The Solomon
Islands and Vanuatu also mentioned “issues related to...human
rights,” with the former stating they “firmly support” China’s
position and Vanuatu again describing human rights as an in-
ternal matter for China.3%3 Finally, both the Solomon Islands
and Vanuatu statements added that their government “fully
understands and supports” China’s position on the South China
Sea.304

e Second, each of the four statements endorsed the set of diplo-
matic slogans China has emphasized in 2024 to contrast its os-
tensible international leadership with that of the United States.

*Following the Taiwan election, the government of Vanuatu publicly reaffirmed its position that
“Taiwan is an integral part of the People’s Republic of China’s territory” and called on the inter-
national community to respect China’s supposed sovereignty over Taiwan. Daily Post, “Vanuatu
Gov’t Reaffirms Recognition of ‘One China Policy,” January 16, 2024.

TSome Australian officials expressed concern that the construction project would provide Chi-
na greater opportunities for surveillance and intelligence gathering in Vanuatu. Leah Lowonbu,

“China Hands over Lavish New Presidential Palace to Vanuatu, ahead of PM’s Visit to Beijing,”
Australian Broadcasting Company, July 3, 2024.
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This included support not only for Xi’s community of common
human destiny and his three global initiatives but also “equal
and orderly multipolar[ization]” and “inclusive economic global-
ization.”395 All four statements also stated opposition to “he-
gemonism and power politics,” which China attributes to the
United States.306

e Third, while all four statements reiterated a commitment to
upholding the international nuclear non-proliferation regime,
the Federated States of Micronesia, the Solomon Islands, and
Vanuatu also included additional language on nuclear issues
that could be interpreted as a veiled criticism of both Japan’s
discharge of treated water from the Fukushima power station *
and the operation of nuclear-powered submarines by the Unit-
ed States, the UK, and eventually Australia under the AUKUS
agreement.{397 (For more on the AUKUS partnership and the
planned pathway for Australia’s acquisition of conventionally
armed nuclear submarine technology, see Chapter 8, “China’s
Evolving Counter-Intervention Capabilities and the Role of In-
do-Pacific Allies.”)

China Downplays Maritime and Territorial Disputes with Vietnam

Over the past year, China and Vietnam have undertaken wide-rang-
ing cooperation and professed to have constructive political relations,
despite the two countries’ unresolved territorial-maritime disputes
in the South China Sea. In December 2023, General Secretary Xi
and General Secretary of the Communist Party of Vietnam Nguyen
Phu Trong released a joint statement declaring the establishment
of a “China-Vietnam community of common destiny.”398 The joint
statement covered a wide range of issues, including strengthened
party-to-party ties; greater military exchanges; expanded coopera-
tion on law enforcement, regime security, and intelligence; deepened
economic ties; and support for China’s global initiatives.3%9 It also
contained a lengthy section on “better management and settlement
of differences” which focused on managing disputes in the South
China Sea.319 Analysts note that the agreement closely followed
the upgrade of U.S.-Vietnam relations to a comprehensive strategic
partnership three months prior, and Vietnam’s officials reportedly
characterize the further development of relations with China as a
“strategic choice” and part of a “diversified foreign policy.”311 In early
April 2024, General Secretary Xi met with Chairman of the Nation-
al Assembly of Vietnam Vuong Dinh Hue in Beijing and noted that
implementation of the agreement was proceeding well from China’s
perspective.312 Xi and Prime Minister Pham Minh Chinh then met
in Beijjing in June 2024, where Xi again stated that cooperation was
progressing “smoothly.”313 Prime Minister Chinh reportedly voiced
opposition for “the politicization of economic, trade, and technolog-

*The International Atomic Energy Agency confirmed in April 2024 that the discharge of treated
water from the power station has proceeded according to accepted standards of protection from
harmful radiation, with tritium concentrations in each batch of treated water to date measuring
“far below Japan’s operational limit.” International Atomic Energy Agency “Japan’s ALPS Treat-
ed Water Release Is Progressing as Planned, IAEA Task Force Says,” April 26, 2024.

FFormer special assistant and press secretary to the president in the government of the Fed-
erated States of Micronesia, Richard Clark, has called this provision “concerning” and points out
that it fails to acknowledge China’s own use of nuclear- powered submarines in the region. Rich-
ard Clark, “The Trouble with Micronesia’s New China Policy,” Diplomat, April 19, 2024.
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ical issues” and claimed that Vietnam’s relations with China “will
not be disrupted by external provocations and interference.”314

It is notable that Vietnam has managed to maintain cordial re-
lations with China despite Vietnam’s on-going construction in the
South China Sea. Vietnam’s expansion of its occupied features in
the Spratly Islands has gone uncontested this year by China’s Navy,
Coast Guard, or Maritime Militia, a sharp contrast to Beijing’s re-
sponse to the Philippines activities at Second Thomas Shoal.315
According to the Asia Maritime Transparency Initiative, between
November 2023 and June 7, 2024, Vietnam has created 692 new
acres of land across a total of ten features, a significant expansion
of its outposts in the Spratly Islands.31¢ Vietnam’s activities in the
South China Sea do not appear to have impacted defense and se-
curity cooperation with China. In early December 2023, Minister
Wang and Vietnamese Foreign Minister Bui Thanh Son reportedly
agreed to “jointly maintain peace and stability at sea.”317 In April
2024, Chinese and Vietnamese coast guards completed a joint patrol
in the Beibu Gulf.#*318 According to Chinese state media reporting,
an official statement heralds the joint patrol as a model for “mari-
time law enforcement in the South China Sea” adding that practical
cooperation with the Vietnamese to properly handle maritime emer-
gencies will continue.312 Also in April, the defense ministers of Chi-
na and Vietnam announced the establishment of a hotline between
the Vietnamese Navy and the PLA Southern Theater Command,
framing the agreement as part of their efforts to improve maritime
cooperation under their community of common destiny.320

China’s state media used the agreement as an opportunity to con-
trast Vietnam and the Philippines, arguing that Vietnam had right-
ly judged that its “common interests [with China] far outweigh [its]
differences” whereas the Philippines had chosen a so-called path of
“radical actions” and provocation backed by the United States.321
Western analysts have assessed that Beijing’s different approaches
towards the Philippines and Vietnam may be influenced by the two
countries’ different approaches to formal alliances with the United
States and publicly shaming China’s coercive behavior.322 China’s
comparably low-key response to Vietnam’s activities in the South
China Sea may in part showcase Beijing’s preference for countries
to bilaterally manage disputes with China privately and publicly
demonstrate support and cooperation for China’s stated foreign pol-
icy objectives.323

Nevertheless, in late September 2024, law enforcement authori-
ties from China engaged in a violent altercation with a civilian ves-
sel from Vietnam in the South China Sea. On September 29, 2024,
according to Vietnamese accounts, two patrol ships from China’s
Maritime Safety Administration Sansha City United Law Enforce-
ment Unit were deployed to interdict a Vietnamese fishing vessel
near the Paracels.7324 Local Vietnamese media reported that up to

*The three-day joint patrol included observing and inspecting fishing boats from both countries
while patrolling along planned routes. China Military Online, “China, Vietnam Coast Guards
Complete Joint Patrol in Beibu Gulf,” April 30, 2024.

FChina, Vietnam, and Taiwan claim soverelgnty over the Paracels; however, China effectively
controls them and has constructed 20 outposts in the area. In addition to claiming sovereignty
over the features themselves, China also maintains a straight baseline claim around them that
is inconsistent with international law, illegally claiming the waters between them as China’s
internal waters. Center for Strategic and International Studies, Asia Maritime Transparency Ini-
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40 officers from China’s Maritime Safety Administration boarded
the Vietnamese civilian fishing vessel with metal rods and attacked
ten Vietnamese fishermen, resulting in severe injuries to four fish-
ermen, some of whom suffered broken limbs.325 China’s Ministry of
Foreign Affairs defended the actions of China’s authorities as “pro-
fessional and restrained,” claiming that “no injuries were found” and
the Vietnamese fishing boats were illegally fishing in the relevant
waters without the permission of the Beijing government.326 In re-
sponse, Vietnam’s foreign ministry confirmed the incident, lodged a
protest with China’s embassy in Vietnam, and asserted that Chinese
law enforcement officials did in fact beat Vietnamese fisherman and
confiscate their fishing equipment.327 It remains to be seen whether
this incident represents a new trend.

China Deepens Exchanges and Military Access in Cambodia

In 2024, China and Cambodia continued to deepen ties following
Cambodia’s leadership transition from then-Prime Minister Hun
Sen to his son General Hun Manet last August.328 In April 2024,
Minister Wang visited Cambodia and met with high-level leader-
ship including the king, prime minister, deputy prime minister,
and senate chairman.32° The two sides reaffirmed their pursuit
of a “China-Cambodia community of common destiny,” which they
had declared in a joint statement in 2023, and Minister Wang
described the arrangement between the two countries as “a model
for building a new type of international relations.”330 In addition
to expanded cooperation on exports, infrastructure, agriculture,
and tourism, the two governments reportedly agreed to deepen
exchanges in “state governance,” to jointly combat transnation-
al crimes, and to “strengthen defense cooperation” through con-
tinued joint exercises and training, medical services cooperation,
and mine clearing.331 They also declared their intention to coop-
erate under the framework of Xi’s Global Development, Security,
and Civilization Initiatives.332 In May 2024, China and Cambodia
also held their annual Golden Dragon military exercise * focused
on counter-terrorism and humanitarian relief.333

China has expanded on its activities at Cambodia’s Ream Na-
val Base by maintaining a consistent PLA Navy presence there
since December 2023.7 334 While the Cambodian government has
insisted that the presence of the two Chinese Navy corvettes is
not “permanent,” the two Chinese warships have been the only
ships docked at the new Chinese-built pier.335 The Cambodian
Commander of Ream, Mey Dina, told the New York Times the

tiative, “Reading between the Lines: The Next Spratly Legal Dispute,” March 21, 2019; Center
for Strateg'lc and International Studies, Asia Maritime Transparency Initiative, “China Island
Tracker.”; Sourabh Gupta and Matt Geram “China’s Claims in the South China Sea Institute for
China-American Studies; National Bureau of Asian Research, “Country Profile from the Maritime
Awareness Project: China.”

*This is the sixth annual China-Cambodia Golden Dragon joint exercise; the first occurred in
December 2016. Wu Ke and Meng Peng, “China-Cambodia “Golden Dragon 2024” Joint Exercise
Concludes,” China Military Online, May 31, 2024; Associated Press, “China, Cambodia to Begin
Annual Military Drills to Strengthen Cooperation, Fight Terrorism,” Voice of America, May 13,
2024.

FChina’s Ministry of National Defense has denied claims that Cambodia has given the PLA
exclusive rights to use some facilities at Ream. In 2022, a spokesperson for China’s Ministry of
National Defense stated the upgrade and renovation pI‘Q]eCt of Ream Naval Base was an aid proj-
ect undertaken by China. China Military Online, “China-Cambodia Ream Naval Base Upgrading
Project Completely Legitimate, Neutral: Defense Spokesperson,” June 30, 2022.
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Chinese warships were docked for “training only.”336 In June,
Cambodia’s leadership reportedly told U.S. Defense Secretary
Austin that China’s military activities at Ream were intended
to help Cambodia modernize its military, not to establish the lo-
cation as a permanent base for China’s forces.337 According to
Thomas Shugart, an adjunct senior fellow at the Center for a
New American Security, the facilities that have been built by Chi-
na at Ream look like “a medium-size naval base with facilities
to support training, maintenance, personnel support, supply, and
other functions,” all of which could make it a resupply station for
the PLA Navy similar to that at Djibouti.338

China Does Little to Hold North Korea Accountable for Escalatory
Activities

China avoided condemning North Korea’s provocative military ac-
tivities * in violation of UN Security Council resolutions.f Instead,
China’s UN Ambassador Fu Cong issued generic warnings against
raising tensions on the Korean Peninsula, particularly in the form of
planned large-scale joint military exercise conducted by other coun-
tries.33?2 China has also fallen short in fulfilling its international
obligations to implement UN Security Council resolutions on North
Korea to disrupt its nuclear and ballistic missile programs.349 For
instance, Beijing has failed to stop North Korea from evading sanc-
tions measures by using China’s territorial waters to facilitate the
trade of sanctioned petroleum products and has downplayed the ac-
tivities of Chinese companies that have provided, transacted with,
or exported goods to North Korea.34! China’s military also continues
to harass foreign militaries conducting missions in the East China
Sea in support of a multinational coalition enforcing UN sanctions
on North Korea.342

Furthermore, China has done nothing to condemn the deepen-
ing ties between North Korea and Russia, including North Korea’s
willingness to supply Russia with ammunition and ballistic missiles
as well as the signing of a defense pact between Russia and North
Korea on June 19, 2024.%343 Under the terms of the pact, North Ko-
rea and Russia “shall immediately provide military and other assis-
tance” to the other party if it “falls into a state of war due to armed
invasion,” establish mechanisms to “strengthen defense capabilities
to prevent war,” and facilitate Russian assistance to North Korea’s
nuclear energy and space programs, all of which violate UN secu-
rity council resolutions.344 Instead, Beijing has sought to avoid any
semblance of association with the Russian-North Korean military
relationship.345

*North Korea claimed at the end of June 2024 that it had successfully tested a new ballistic
missile capable of carrying a 4.5-ton warhead. Jack Kim, “North Korea Says It Tested Ballistic
Missile Capable of Carrying Super-Large Warhead,” Reuters, July 1, 2024.

TUN Security Council Resolution 1695 passed in 2006 calls on North Korea to suspend activ-
ities related to its ballistic missile program, and subsequent resolutions condemn North Korea
for pursuing nuclear weapons and ballistic missiles instead of the welfare of its people. Kelsey
Davenport, “UN Security Council Resolutions on North Korea,” Arms Control Association, Jan-
uary 2022.

#In June 2024, a South Korean broadcaster cited an anonymous Republic of Korea government
official who claimed that North Korea planned to dispatch military engineers to aid construction
efforts in the Russian-controlled Donetsk region. However, these reports appear to be rumors as
North Korea has made no such announcement. Shreyas Reddy, “Fact Check: North Korea Has Not
Announced Plans to Send Troops to Ukraine—Yet,” NK News, June 27, 2024.
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China’s Transactional Approach in the Middle East Supports
Its Interests

In late 2023 and 2024, China pursued a selective and transac-
tional approach to relations in the Middle East and demonstrated
willingness to exploit regional tensions for geopolitical gain. Bei-
jing made several diplomatic overtures to paint itself as a conflict
mediator between Israel and Hamas, but these have failed to re-
sult in substantive steps advancing a resolution to the conflict.346
At the same time, China has sought to appeal to Arab states and
has offered support for Iran to advance its own interests.347 China’s
failure to clearly and unequivocally condemn the Hamas terrorist
attack against Israel on October 7, 2023, exposed China’s use of the
conflict to further align itself with Arab countries and other coun-
tries in the “Global South.”348 Despite the PLA’s stated mission in
the region being focused on anti-piracy, it also did not contribute to
coalition efforts to protect maritime shipping from Iranian-backed
Houthi terrorist attacks on commercial shipping in the Red Sea.349
However, China did denounce Israel’s assassination of Hamas ter-
rorist chief Ismail Haniyeh in Tehran.35° (For more on China’s stra-
tegic interests and activities in the Middle East, see Chapter 5,
“China and the Middle East.”)

China Seeks Benefits from Wide-Ranging Contacts in African
Countries

China began the year with a push to showcase its diverse and
deepening ties in Africa as a key indicator of China’s supposed glob-
al diplomatic leadership. For the 34th consecutive year, China used
the minister of foreign affairs’ first overseas visit of the year to high-
light relations with the countries of Africa as a core part of China’s
international affairs.351 Minister Wang traveled first to Egypt* and
Tunisia in North Africa, then to Togo and Céte d’Ivoire in West-
ern Africa, meeting with both the president and foreign minister
of each country.352 China’s official readouts assert a commonality
of interests, often promoting Xi’s three major global initiatives and
highlighting areas of potential cooperation (variously, trade, infra-
structure, energy, agricultural technology, AI, healthcare, invest-
ment, and development).353 China also sought to benefit from low-
er-profile party-to-party meetings, especially in central and southern
Africa. Between January and May 2024, the CCP’s International
Liaison Department met with representatives of political parties in
Rwanda, Lesotho, Malawi, Burundi, Equatorial Guinea, and Namib-
ia.354 Readouts of these meetings echo many of the same claims and
topics as the readouts from the meetings with government officials,
while in some cases they reveal China’s ongoing efforts to promote
the CCP’s authoritarian governance model.355

The 2024 Summit of the Forum on China-Africa Cooperation (FO-
CACQ), held in Beijing from September 4 to 6, provided China with
a high-profile opportunity to press its case for global leadership in
Africa. Representatives from 53 of 54 African countries attended
the triennial gathering, with the lone exception of Eswatini, which
maintains diplomatic relations with Taiwan.356 Delegates to the

*Egypt’s membership in BRICS was formalized in January 2024. Thaer Mansour, “Egypt’s
BRICS Membership Officially Activated under Russian Leadership,” New Arab, January 2, 2024.
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2024 FOCAC summit approved the Beijing Action Plan (2025-2027),
in which Beijing promised to provide Africa with approximately $50
billion (renminbi [RMB] 360 billion) in financial support during the
next three years, including $30 billion (RMB 210 billion) in loans
as well as other forms of aid and investment, such as $140 million
(RMB 1 billion) in military aid.357 On the one hand, China’s pledge
to provide about $10 billion annually in loans to African countries
over the next three years represents a significant increase relative
to the recent past. On the other hand, the value of the promised
new loans remains far less than China’s lending to African coun-
tries during the peak years of BRI (2013-2018), when Chinese loans
often exceeded $15 billion per year.358 Some of the promised new
funding reflects the priorities of China’s Global Development Initia-
tive, which emphasizes small-scale projects addressing issues such
as climate change and poverty, rather than large infrastructure.359
At the FOCAC summit, China vowed to help fund 1,000 “small and
beautiful” projects to “improve people’s livelihood” in Africa and en-
courage greater Chinese investment in solar, wind, and other green
energy initiatives across the continent.360 At the same time, China
continued to provide loans for more traditional large-scale infra-
structure projects, including $1 billion for a railway in Nigeria.361
Significantly, China’s financial assistance to African countries will
also include yuan-denominated loans, and the Beijing Action Plan
explicitly calls for “expanding the use of the RMB in Africa”—part
of China’s wider goal to internationalize the RMB.362 (For more on
internationalization of the RMB, see Chapter 7, “China’s New Mea-
sures for Control, Mobilization, and Resilience.”)

While the FOCAC summit was replete with rhetorical nods to
China’s global leadership and thinly veiled criticisms of the United
States and its allies, it also laid bare problems and imbalances in
the China-Africa relationship. The summit declaration includes lan-
guage explicitly reaffirming that “Taiwan is an inalienable part of
China’s territory” and supporting “all efforts by the Chinese govern-
ment to achieve national reunification.”363 In an attempt to frame
China-Africa ties within the context of China’s larger vision for an
alternative global order, the Beijing Action Plan is suffused with
references to China’s preferred diplomatic principles, such as “equal
and orderly multipolarization” and “beneficial and inclusive econom-
ic globalization,” and it refers to China and Africa as “representa-
tives of the Global South.”3%4 The action plan also repeated Beijing’s
frequent criticisms of “unilateralism, protectionism, and maximum
pressure” as well as “erecting walls and barriers” and “decoupling
and supply chain disruption,” criticisms that are largely directed
at the United States.365 Nevertheless, the FOCAC summit failed
to address several pressing concerns about China-Africa relations,
particularly with regard to debt and market access. The renewed
expansion of Chinese lending to African countries has exacerbated
concerns over debt sustainability, especially considering the lack of
transparency in the Chinese lending model.366 The FOCAC summit
also revealed China’s lack of progress on promises to import more

roducts from Africa. At the 2021 summit, Xi had vowed to import
300 billion worth of African goods over three years.367 China failed
to reach this target, and in his address to the 2024 summit, Xi made
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only vague promises to “unilaterally expand” access to the Chinese
market.368

China Elevates Diplomatic Outreach to Countries in Latin
America and the Caribbean

China sought to deepen its diplomatic and political engagement
with countries in Latin America and the Caribbean in 2024 as part
of its effort to cast itself as a leader of what it refers to as the
“Global South.” Most notably and for the first time, after its regular
commencement in Africa, Foreign Minister Wang’s first overseas trip
of the year also included visits to two countries in Latin America
and the Caribbean,* namely Brazil and Jamaica.i369 In meetings
throughout the year, China’s diplomats tried to present China as a
key partner for economic development opportunities and a partner
who would work with Latin American and Caribbean countries to
safeguard their interests internationally.37° Chinese officials also
conducted party-to-party exchanges in Mexico (multiparty par-
liamentary delegation), E1 Salvador (New Ideas Party), and Cuba
(Communist Party of Cuba) seeking to promote China’s internation-
al interests.371

China sought to deepen political exchanges with Brazil and fur-
ther efforts to counterbalance the United States and its allies, with
some success. During his visit to Brazil in January 2024, Minis-
ter Wang met Brazil’s President Luiz Indcio Lula and pushed for
strengthening what he called the two countries’ “strategic align-
ment.”372 Chinese government readouts assert that the meetings
also discussed trade, investment, BRICS, and “state governance.”373
Exchanging governance experience was a theme, as well, from the
seventh meeting between the CCP and the Brazilian Workers Party
held in April 2024.37¢ In May 2024, Director Liu met with Brazil’s
deputy foreign minister in Beijing, seeking the country’s potential
collaboration to reform global governance in multilateral mecha-
nism such as BRICS, the China Community of Latin American and
Caribbean States (CELAC) Forum, and the G20.375 China’s efforts
in Brazil appear to have had some success. In May 2024, the two
countries presented a joint plan for ending the war in Ukraine that
did not acknowledge Russia’s aggression.376 Instead, it opposed
“dividing the world into isolated political or economic groups” and
made a broad call seemingly unrelated to the conflict itself to “en-
hance international cooperation on energy, currency, finance, trade,
food security and the security of critical infrastructure”—all policy
areas in which China seeks to deepen ties with other countries to
counterbalance the United States.377

Concerns about distortions caused by China’s economic model
may be growing, however. Chinese companies have recently en-
joyed significant relative growth in “new infrastructure” industries
in the region such as information and communication technology,

*A Chinese state media commentator argued that the visits were a deliberate effort to raise
the profile of a region that is “more integrated into the Western system” compared to the rest of
the “Global South” and where China’s diplomacy has comparatively lagged as a result. Pan Deng,
“Wang Yi’s First Annual Latin America Visit Holds Landmark Significance,” CGTN, January 22,
2024.

fJamaica was the first Caribbean state to establish a strategic partnership with China. Pan
Deng, “Wang Yi’s First Annual Latin America Visit Holds Landmark Significance,” CGTN, Jan-
uary 22, 2024.
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high-end manufacturing, renewable energy, and EVs, and the first
half of 2024 saw a flood of Chinese EVs into Brazilian and Mexican
markets.378 To support its domestic industry, in January 2024 Bra-
zil reinstated tariffs on imported EVs starting at 10 percent, which
then increased to 18 percent by July and are set to reach 35 percent
by July 2026.37° In April 2024, Mexico’s government ceased provid-
ing incentives such as tax cuts and low-cost public land for EVs in
the country.380 The United States and Mexico also announced joint
tariffs of 25 percent on steel not melted and poured in the United
States, Mexico, or Canada and tariffs of 10 percent on aluminum
from China, Russia, Belarus, and Iran.381



140

ENDNOTES FOR CHAPTER 2

1. Center for Strategic and International Studies, “Unpacking the 20th Party Con-
gress,” October 28, 2022; Charlie Campbell, “Xi Jinping Designates No Obvious Suc-
cessor, Laying the Foundation for a Long Reign,” Time, October 25, 2017.

2. Economist, “Xi Jinping has No Interest in Succession Planning,” October 20,
2022,

3. Neil Thomas, written testimony for U.S.-China Economic and Security Review
Commission, Hearing on CCP Decision-Making and the 20th Party Congress, January
27, 2022, 15; Jude Blanchette and Richard McGregor, “China’s Looming Succession
Crisis: What Will Happen When Xi Is Gone?” Foreign Affairs, July 20, 2021.

4. Center for Strategic and International Studies, “Unpacking the 20th Party Con-
gress,” October 28, 2022.

5. Aaran Hope, “Learning from National Security Education Day,” Jamestown
Foundation, April 26, 2024.

6. Aaran Hope, “Learning from National Security Education Day,” Jamestown
Foundation, April 26, 2024; China Daily, “It Concerns You and Me! One Graphic
Completely Explains the Comprehensive National Security Concept” (%/kH#K! —K
EYISEIN %ﬁ 4, April 15, 2024. Translation; People’s Daily, “Comprehensive Na-
tional Security Concept 10 Year Anniversary Promotional Video | These Ten Years”
(BARE K 24 M0 ET AL | 3X1+4F), April 15, 2024. Translation; Ministry of State
Security WeChat and People’s Daily, “National Security Education Day: Comprehen-
sive National Security Concept—the 10th Anniversary of Innovation and Leader-
ship” (& REFRZaHEHH : SAREZF 240 « S1#H 5140108 4), Ministry of Culture and
Tourism, April 15, 2024. Translation.

7. Nie Furu, “Nie Furu: Deeply Implement the Comprehensive National Security
Concept and Continuously Promote the High-Quality Development of National Secu-
rity Publicity and Education” GIARUN: IR AT SRE K240 8z B K 2 4 5A
A B EKE), Red Flag Manuscript in Qiushi, April 13, 2024. Translation.

8. Xinhua, “China’s Top Legislature Concludes Annual Session,” National Commit-
tee of the Chinese People’s Political Consultative Conference, March 12, 2024; William
Zheng, ““Two Sessions’ 2024: China’s ‘All About the Party Leadership’ As It Gets More
Control over Cabinet,” South China Morning Post, March 12, 2024; NPC Observer,
“NPC 2024: Annotated Translation of the Revised State Council Organic Law,” March
11, 2024; Mei Mei Chu and Laurie Chen, “China Passes Law Granting Communist
Party More Control over Cabinet,” Reuters, March 11, 2024; Xinhua, “Chinese Nation-
al Lawmakers Pass Revised Organic Law of the State Council, State Council of the
People’s Republic of China, March 11, 2024; Xinhua, “Relevant Person in Charge of
the National People’s Congress Standing Committee Legislative Affairs Commission
Interprets the Draft Amendment to the State Council Organic Law” (48 A KH Z4
VE T2 5 0 ot N [ 45 Be A 433A481T 5 %), People’s Government of the People’s Re-
public of China, March 7, 2024. Translation.

9. Xinhua, “Relevant Person in Charge of the National People’s Congress Standing
Committee Legislative Affairs Commission Interprets the Draft Amendment to the
State Council Organic Law” (4= [ A K #Z 27k TZAH 5 57 AR 55 B 4 GUEE T
%), People’s Government of the People’s Republic of China, March 7, 2024. Transla-
tion; People’s Daily, “Explanation of ‘Organic Law of the State Council of the People’s
Republic of China (Draft Revision)” (5T (4 A RALAIE [H 55 B ZUE(IBIT H %))
ik ), March 5, 2024. Translation.

10. Li Hongzhong, “Explanation of ‘Organic Law of the State Council of the Peo-
ple’s Republic of China (Draft Revision)” & T (e N RFLAE [ 55 B 411211 5
%)) ML), People’s Daily, March 6, 2024. Translation.

11. NPC Observer, “NPC 2024: Annotated Translation of the Revised State Council
Organic Law,” March 11, 2024; People’s Daily, “Explanation of ‘Organic Law of the
State Council of the People’s Republic of China (Draft Revision)” (55T (4 ARt
FOE [ 45 B 4L 40T 5 2)) [9Ui]), March 5, 2024. Translation.

12. David Bandurski, “Nine Withs (Nine Requirements),” China Media Project,
April 10, 2024; Martin Purbrick, “All the President’s Men—Corruption in the Xi Jin-
ping Era,” Jamestown Foundation, September 20, 2022; Rahul Karan Reddy, “China’s
Anti-Corruption Campaign: Tigers, Flies, and Everything in Between,” Diplomat,
May 12, 2022; Christopher Carothers, “Xi’s Anti-Corruption Campaign: All All-Pur-
pose Governing Tool,” China Leadership Monitor, March 1, 2021.

13. Zhao Cheng, “Providing Strong Disciplinary Guarantees for the Unremitting
Promotion of Comprehensive and Strict Party Governance——Interpretation of the
Newly Revised ‘Regulations on Disciﬁ?linary Actions of the Chinese Communist Par-
ty’” CA—ZIAEHETE A T ™ V6 56 38 A 0 5 20 ORI g — ZR A5 4 T A ™ V63 S SR A1 I
SR IE—— R BB (P E L SE AL 43 55451 ), People’s Daily, December



141

29, 2023. Translation; Chinese Communist Party, “Regulations on Disciplinary Ac-
tions of the Chinese Communist Party (Approved by the CCP Central Committee
Politburo on December 23, 2003, Issued by the CCP Central Committee on December
31, 2003, Revised for the Third Time by the CCP Central Committee Politburo on
December 8, 2023, and Issued by the CCP Central Committee on December 19, 2023)”
([ 3= i 20 A ek 2 41 (2003%12)% 23 [ 3 Bl Jj 2 R I E 20034127 31
H bt g A 20234512 4 8 H il s R 2 BEE =BT 20234212 H 19 H rhdhrp
YR Ai)), China Military Online, December 19, 2023. Translation.

14. China’s CCP Central Commission for Discipline Inspection and National Su-
pervisory Commission Legal Affairs Office, Providing Strong Disciplinary Guarantees
for Achieving the Party’s Mission and Tasks in the New Era and New Journey (H5K
T I ACHTIEAR 32 1) e (T 55 PR (L IR B 20 R [52), People’s Daily, May 30, 2024. Trans-
lation; Zhao Cheng, “Providing Strong Disciplinary Guarantees for the Unremitting
Promotion of Comprehensive and Strict Party Governance——Interpretation of the
Newly Revised ‘Regulations on Disciﬁ)linary Actions of the Chinese Communist Par-
ty’” CA—ZIAVEHEDE A TH ™ ¥6 36 38 AL S 20 ORI R — ZR A 4 THT DA™ I 5 S {1k 1
SRR OR I —— RSB 1 (P E L a4 5 % 451) ), People’s Daily, December
29, 2023. Translation.

15. China’s CCP Central Commission for Discipline Inspection and National Su-
pervisory Commission Legal Affairs Office, Providing Strong Disciplinary Guarantees
for Achieving the PartZ:S Mission and Tasks in the New Era and New Journey (H3E
I ACHTAERE S A8 AT 55 4R ik W SR 20 AL ORI, People’s Daily, May 30, 2024. Transla-
tion; Xinhua, “CCP Central Committee Issues ‘Regulations on Disciplinary Actions of
the Chinese Communist Party’” (3t sbk (456 20 kb 73 % 41) ), Decem-
ber 27, 2023. Translation.

16. Zhao Cheng, “Providing Strong Disciplinary Guarantees for the Unremitting
Promotion of Comprehensive and Strict Party Governance——Interpretation of the
Newly Revised ‘Regulations on Disciplinary Actions of the Chinese Communist Par-
ty’” CA—ZIAVSHEGE A TH M V6 56 3 LRSI 20 ORI R — A 4 THT AP I 58 S 1L 1
SRR OR I —— RSB IT 1 (p E L AL A 5y 5% 451) ), People’s Daily, December
29, 2023. Translation.

17. Xinhua, “General Office of the CCP Central Committee Issued a ‘Notice’ to
Carry Out Party Discipline Study and Education throughout the Party” (-F 3L gegp
WITEIR G EwITRER A3 E), People’s Daily, April 7, 2024. Translation;
Xinhua, “CCP Launches Education Campaign on Party Discipline,” April 7, 2024.

18. Xinhua, “General Office of the CCP Central Committee Issued a ‘Notice’ to
Carry Out Party Discipline Study and Education throughout the Party” (-F 3L gigp
WITEIR G EwITRRAY 33 E), People’s Daily, April 7, 2024. Translation;
Zhang Yi, “CPC Solving Problems of Formalism,” China Daily, October 13, 2022; Party
Building Magazine, “Strictly Prevent ‘Low-Level Red’ and ‘High-Level Black’” (f%f};j “
RFL” “mHE” ), Communist Party Members Network, May 5, 2019. Translation.

19. Ryan Ho Kilpatrick, “The CMP Dictionary: Self-Revolution,” China Media Proj-
ect, August 20, 2024; Arran Hope, “‘Self-Revolution’ Suggests Stronger CCDI Man-
date,” Jamestown Foundation, January 19, 2024; Qiushi Commentator, “Effectively
Unify Thoughts and Actions with General Secretary Xi Jinping’s Important Thoughts
on the Party’s Self-Revolution” (J] 54t EARFT B 48— 2 2P B Bid e T3 1) B A ay
FE B oK), Qiushi, January 15, 2024. Translation; Xinhua, “Authorized Release
| Communiqué of the Third Plenary Session of the 20th Central Commission for
Discipline Inspection of the Chinese Communist Party” (ZBUk AR | H E 5 5 —
Jii %ﬁéﬂ%ﬁééﬁ%%z?ﬁ%%%ﬁ(ﬁ?ﬁ), January 10, 2024. Translation; Communist
Party Member Network, “Xi Jinping Delivers an Important Speech at the Third Ple-
nary Session of the 20th Central Commission for Discipline Inspection; Deepen the
Party’s Self-Revolution and Resolutely Win the Tough and Protracted Battle against
Corruption” (CIHT-VAE |k 0B =4 ey LR R EBYHE R PRAHEIE S B A
i B PRF] HSUB IS e U R  FE A K), January 8, 2024. Translation.

20. Arran Hope, “‘Self-Revolution’ Suggests Stronger CCDI Mandate,” Jamestown
Foundation, January 19, 2024.

21. Ryan Ho Kilpatrick, “The CMP Dictionary: Self-Revolution,” China Media Proj-
ect, August 20, 2024; David Bandurski, “The CMP Dictionary: Nine Withs (Nine Re-
quirements),” China Media Project, April 10, 2024; Qiushi Commentator, “Effectively
Unify Thoughts and Actions with General Secretary Xi Jinping’s Important Thoughts
on the Party’s Self-Revolution” (V]SZ4BEARFATBh S — B 1 T A 0 o< T 56 1 H R
A2 AR EoK), Qiushi, January 15, 2024. Translation; Xinhua, “Authorized Re-
lease | Communiqué of the Third Plenary Session of the 20th Central Commission
for Discipline Inspection of the Chinese Communist