PART IV

EXPOSURE TO CHINA’S ECONOMIC
DISTORTIONS AND COERCION

CHAPTER 8: CHINA SHOCK 2.0

Executive Summary

China’s economic model continues to generate a major imbal-
ance between weak domestic demand and excess supply of man-
ufactured goods. China uses its excess capacity to manufacture
goods like steel and automobiles at a scale it cannot consume on
its own, leading to extreme price wars between producers. Rath-
er than attempt to rebalance its economy, China is exporting
its economic distortions in the form of low-priced goods, thereby
threatening the world with a second “Shock.” This China Shock
2.0 is already upending manufacturing sectors in both developing
and developed countries, up and down the value chain, as China’s
flood of exports is no longer limited to low-value-added goods like
furniture and clothing. While these industries are more at risk
than before, China has also begun to produce higher-value-added
goods at scale, the result of years of technology theft, government
subsidies, and aggressive industrial policies.

The glut of Chinese exports is deepening global market de-
pendence on China and exacerbating supply chain vulnerabili-
ties. Regions like Southeast Asia that once benefited from global
trade integration are now at risk of deindustrialization as their
exports are undercut by Chinese goods. Germany, South Korea,
and Japan are also at risk as their basket of exports increasingly
resembles China’s. Beyond merely carving out a larger share of
global profits for Chinese corporations, China’s market dominance
is translating into control over chokepoints in key global supply
chains for goods like pharmaceuticals and electronics. China’s in-
vestment in manufacturing facilities abroad undercuts efforts by
the United States and its allies and partners to diversify produc-
tion to other emerging markets.

Responses to this new Shock have been fragmented, relying on
outdated tools that no longer match the reality of today’s glob-
al trading system. Additionally, incentives to push back on these
export practices are not always aligned with the desire to con-
tinue selling commodities to China or benefiting from Chinese
outbound foreign direct investment (FDI). At risk are not just to-
day’s factories and jobs in manufacturing: as China floods global
markets with its goods, it will gain a more dominant share of key
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markets, gutting foreign competitors and propelling them into a
downward spiral of deindustrialization (the focus of this chapter).
This in turn will lead to greater control over critical supply chain
chokepoints (the focus of the next chapter). Beijing has already
shown its willingness to weaponize its control of the critical min-
erals sector; a new China Shock will further strengthen China’s
leverage over supply chains and ability to employ economic coer-
cion to advance its interests.

Key Findings

e The world is facing the threat of a China Shock 2.0, whereby
overproduction in key industries across China’s highly sub-
sidized manufacturing sector floods outward, causing major
harm to industries in other countries. China Shock 2.0 is a
manifestation of General Secretary of the Chinese Commu-
nist Party (CCP) Xi Jinping’s economic plan—massive state
subsidies and other distortions to boost production, reliance
on foreign markets to absorb the excess supply, and minimal
attention to addressing continued, structurally weak domes-
tic demand.

e China’s export of excess production is undercutting glob-
al competitors and winning market share across the value
chain, from commodities to intermediate inputs to finished
goods. China’s economic model increasingly limits other
emerging market countries to the lowest-value-added stages
of manufacturing.

e Emerging markets have traditionally been welcoming to Chi-
nese FDI in manufacturing, viewing it as an opportunity to
facilitate labor upskilling and the development of local indus-
try. However, Chinese FDI poses potential problems for host
countries as well. Chinese officials are increasingly reluctant
to allow domestic firms to transfer technology abroad, lessen-
ing benefits to host countries. In addition, Chinese FDI may
deepen reliance on Chinese inputs and open the host country
to concerns that it serves as a base for Chinese transship-
ment or tariff evasion.

¢ In emerging markets, China’s surging exports have already
led to job losses and factory closures. Emerging market coun-
tries have begun to wake up to the threat, employing vari-
ous tools to push back against China’s unfair trade practices
and preserve local industry and jobs, with varying degrees
of success. International trade agreements have proven less
durable protection; in many cases they merely constrain the
policy responses of China’s trading partners, facilitating the
harms from China Shock 2.0, even though China’s economic
model is inconsistent with the foundational assumptions of
those trade agreements.

e China’s surging exports of higher-end goods are taking mar-
ket share from producers in other countries, particularly
those in developed countries, including the United States.
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While emerging markets are imperiled by other aspects of
China Shock 2.0, they have little incentive to implement
barriers to Chinese exports in those industries that do not
compete with local manufacturing. Over time, the long-term
harm to U.S. and other non-Chinese producers may be signif-
icant. Revenue from foreign markets has helped sustain U.S.
economic strength and technological leadership by providing
opportunities to scale. Losing this revenue will make it hard-
er to invest in next generation technology.

Introduction

A foundational precept of globalized fair trade is exchange of goods
based on a country’s comparative advantages. China has turned this
concept on its head by trying to produce and export everything from
low- to high-end goods, using government support, subsidies, and
numerous other nonmarket distortions to undercut global competi-
tors that might otherwise hold the advantage. The first China Shock,
after China’s entry into the WTO, resulted in major job losses for
U.S. manufacturing industries over the following decade, and labor
markets in many communities in the United States still have not
recovered. The world is now experiencing a second China Shock, as
China’s massive state support for industry leads to overproduction
that is then exported throughout the world at unprecedented scale.
The United States is less directly threatened by China’s exports this
time, partially from years of de-risking efforts and the implementa-
tion of protective tariffs in strategic industries but also because the
U.S. manufacturing sector has been shrinking for decades. However,
many other countries are facing job losses and bankruptcies from
this new wave of exports. Over time, China’s growing dominance in
key sectors may exacerbate deindustrialization in emerging mar-
kets, enabling China to dominate global supply chains and eroding
the long-term international competitiveness of non-Chinese compa-
nies. By undercutting alternative producers, China Shock 2.0 may
increase the dependence of other countries, creating more opportu-
nities for Chinese economic coercion against allies and partners in
the future.*

China Shock 2.0: Impacts and Origins

The China Shock that occurred around the turn of the 21st centu-
ry was ignited by a unique set of events: China’s integration into the
global trading system, including the normalization of trade relations
with China and its entry into the WTO. In the aftermath, as explored
by researchers David Autor, David Dorn, and Gordon Hanson in a
series of papers beginning in 2013, the flood of exports from China
in goods like toys and furniture contributed to manufacturing job
losses in specific geographic labor markets in the United States. The
Shock also affected a specific cross-section of society, primarily in-
dividuals without college degrees working in manufacturing. While

*This chapter draws on the Commission’s June 2025 hearing on “Dominance by Design: China
Shock 2.0 and the Supply Chain Chokepoints Eroding U.S. Security,” consultations with experts,
and open source research and analysis.
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macroeconomists continue to debate the overall impact of Chinese
exports on certain aspects of U.S. manufacturing, average incomes,
and the U.S. economy as a whole, the China Shock data indicate
how certain regions and industrial sectors could be vulnerable to
sudden disruptions.! U.S. manufacturing job losses decelerated after
2007, but contrary to the predictions of most trade theorists, a de-
cade after the beginning of the Shock, many affected individuals in
these labor markets were either still unemployed or underemployed,
and these areas showed both large reductions in average wages and
substantial increases in government transfer payments to citizens.2

By 2008, the initial Shock had largely run its course, as China’s
share of total global exports leveled off and the composition of its ex-
ports stabilized.3 China’s trade surplus as a share of gross domestic
product (GDP) peaked in 2007 at 8.5 percent and then declined to a
low of 0.6 percent in 2018 before rising again in more recent years.4
While most affected areas in the United States never fully recov-
ered, the impacts more broadly appeared to be contained. Prevail-
ing economic theory anticipated that the benefits would exceed the
drawbacks based on arguments that China’s growth helped expand
its middle class consumers and lift other emerging markets through
their participation in global value chains while also expanding pur-
chasing power in developed markets by lowering prices for consum-
er goods. Many economists are now reevaluating the costs and ben-
efits of free trade and globalization in the face of long-term evidence
of harms associated with how these principles have played out in
the real world.5

Now, the world is in the midst of a second China Shock. This time,
the cause is an acute and accelerating supply-demand mismatch in
China’s domestic economy, reflected by an economic strategy that has
failed to deal effectively with structurally weak domestic demand
and instead prioritized growth driven by ever-rising production. For-
eign countries are left to absorb the excess supply as Chinese firms
seek out less saturated markets. Because China’s economy and ex-
port sectors are now so large and dominant in so many critical sup-
ply chains, China Shock 2.0 is set to have a major impact on a wide
range of developed and developing economies alike.

China Shock 2.0 Is a Culmination of China’s Massive Market
Distortions, Failure to Rebalance Its Economy, and Effort
to Have Global Markets Absorb Its Excesses

China’s Push to Control Production Leads to Overcapacity
and Oversupply in Manufacturing

At its core, China Shock 2.0 is driven by China’s massive market
distortions in favor of manufacturing and exports, an effort to both
drive growth domestically as well as secure greater control over
global production. Over the last decade, China’s industrial policies
have aimed to move China up the value chain, reduce reliance on
foreign technology, and seize leadership in emerging sectors. These
policies include the ten-year “Made in China 2025” plan to upgrade
Chinese manufacturing, produce more of the world’s high-technology
goods, and reduce reliance on imports.® The plan has helped China
accelerate its share of manufacturing value—added at the expense of
the rest of the world.” (For more on China’s industrial policies, see
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Chapter 6, “Interlocking Innovation Flywheels: China’s Manufactur-
ing and Innovation Engine.”) China’s focus is not just on advanced
manufacturing, however, as Beijing aims to dominate global produc-
tion for both traditional industries and cutting-edge goods.® While
Made in China 2025 has received the most global attention, China
has introduced thousands of industrial policies over the years, many
overlapping, most at the provincial or city level.? These local policies
often target the same industries, leading to tremendous redundancy
and significant overcapacity as localities vie to become the nation’s
leader in producing goods targeted by the central government.1© In
recent years, Chinese officials have built on the foundation of Made
in China 2025 and begun emphasizing a concept called “New Qual-
ity Productive Forces,” introduced by Xi Jinping in September 2023.
The goals of New Quality Productive Forces are similar to Made in
China 2025 but applied across more of China’s industrial base—to
“foster and build up advanced manufacturing clusters” and “promote
integrated and clustered development of strategic emerging indus-
tries” in a push to advance China’s move into higher-value-added
products.®11

Collectively, China’s various industrial policy programs are sig-
nificantly larger, more sustained, and more distortive than other
countries. A Kiel Institute study found that China’s various sub-
sidies for its domestic industries are three to nine times greater
than Organisation for Economic Co-operation and Development
(OECD) countries’ subsidies; a Rhodium Group study found
firm-level impacts from China’s industrial policies to be more
than six times greater than the OECD average.l2 China’s dis-
tortive industrial policies in pursuit of manufacturing dominance
have led to widespread, structural excess capacity. Overcapacity
occurs when an industry’s production capacity—the supply its
factories are capable of producing—exceeds what customers are
willing to buy at profitable prices. There is no singular measure
of overcapacity, but the phenomenon is evident when firms or
whole industries over sustained periods of time experience low
capacity utilization rates, near-zero or negative profits, high in-
ventories from unsold goods, or some combination of these indica-
tors.13 Overcapacity is not a China-only phenomenon; it can occur
in the United States and other market economies as an organic
part of the business cycle, typically leading to downsizing, firm
exits, and bankruptcies, which help reduce production capacity
to meet demand.!* Yet, because of these adjustments in market
economies, overcapacity generally does not lead to oversupply (ex-
cess production) over extended periods.i In China, however, ram-
pant and persistent overcapacity is a structural outcome of its

*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,
nanomanufacturing, quantum computing, nuclear fusion, hydrogen energy, exploration of the
Moon and Mars, deep-sea mining, and genetic technologies.

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 Indus-
tries (CDMVAME S ETAE-GHEET ) SCTHESN AR ™GB A R ) 52 3 W), January 29, 2024.

TOvercapacity relates to the total capacity a firm or industry is capable of producing; oversup-
ply relates to the actual levels of production. Overcapacity does not necessarily lead to oversupply
if firms with excess capacity are not actually using it to produce goods—e.g., they are in the
process of downsizing or do not produce goods at a loss.
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system, as CCP policies typically prevent markets from forcing
loss-making firms to reduce underutilized capacity or reallocate
resources to more productive endeavors, and even encourage ad-
ditional entrants to already saturated industries.1®> Those same
structural factors mean overcapacity in China routinely leads to
oversupply.

For years, China’s production capacity expansion in various man-
ufacturing sectors has outpaced projected demand growth, in spite
of clear “warning signs” of existing overcapacity—such as high rates
of loss-making firms and declining capacity utilization rates—as
highlighted by then-Undersecretary of the U.S. Department of the
Treasury for International Affairs Jay Shambaugh in 2024.16 An
Economist Intelligence Unit report found that Chinese sectors expe-
riencing the highest levels of overcapacity in 2024 included cement,
food and beverage, automotive, steel, and construction machinery.1”
In 2024, China had the capacity to manufacture twice as many in-
ternal combustion engine cars as its domestic demand.18 A similar
phenomenon has led to massive excess production in China of steel,
low-end semiconductor components, solar panels and inputs, and
electric vehicles (EVs).1? (For more on China’s overcapacity in new
energy industries, including batteries, EVs, and solar panels, see
Chapter 10, “Power Surge: China’s Electrification Drive and Push
for Global Energy Dominance.”)

The overcapacity problem in Beijing’s favored industries, includ-
ing electrical equipment and “new energy” automobiles, has acceler-
ated since the COVID-19 pandemic.29 At the same time, excess ca-
pacity has grown in traditional industries like steel, chemicals, and
cement.2! According to official statistics, capacity utilization rates
in China’s manufacturing industries have fallen even as production
has expanded. All but two of China’s 13 manufacturing sectors—
ferrous metals and chemical fibers—experienced declining capacity
utilization from 2019 through the latest data.22 Moreover, Chinese
data likely overstate capacity utilization, as the National Bureau of
Statistics reports figures for enterprises with at least 20 million ren-
minbi (RMB) in operating revenue (called “enterprises above a cer-
tain scale”), potentially excluding firms with low revenue resulting
from idle capacity.23 Official data claimed that capacity utilization
in Chinese automaking decreased from 78.5 percent to 77.2 percent
between Q4 2019 and Q4 2024.24 Unit data compiled by Shang-
hai-based Gasgoo Automotive Research Institute show Chinese car-
makers’ utilization rates at only 46.4 percent in 2019, increasing
slightly to 49.5 percent in 2024.25 Many of these industries have
continued to report climbing inventory levels since 2023, indicating
that Chinese manufacturers are continuing to produce goods even
as they struggle to sell them.26

China’s interference with market forces that would have spurred
a reduction in capacity has led to severe price wars among manu-
facturers and a growing proportion of unprofitable firms. China’s
deflationary pressures are worsening, with the producer price index
turning negative in October 2022 and falling 3.2 percent year-over-
year in August 2025 (see Figure 1).27
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Figure 1: China Producer Prices, Year-Over-Year Percent Change, January
2019-August 2025
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Source: China National Bureau of Statistics, “Producer Prices: All Industry Products, Producer
Goods,” via Haver Analytics.

As prices decline, firms have cut costs in an attempt to preserve
shrinking margins, leading to a downward spiral as deflationary
pressures intensify.28 Falling prices can also exacerbate excess sup-
ply, as firms are incentivized to grow output as a survival mecha-
nism.2® The scale of market distortions is reflected in the growing
share of loss-making firms in China, which nearly doubled from 12
percent in 2014 to over 22 percent in 2024 (see Figure 2).

Figure 2: Share of Chinese Industrial Entities Operating at a Loss,
December 2014-December 2024
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Source: China’s National Bureau of Statistics, “China: Number of Enterprises, China: Number
of Loss-Making Enterprises,” via Haver Analytics.
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China’s Failure to Rebalance Exacerbates Problem

Had China rebalanced its economy according to market princi-
ples, domestic consumption would have been able to absorb at least
some of its excess supply—or else that oversupply would have been
short-lived. But despite many years of China claiming to rebalance
its economy away from investment in favor of consumption, little
progress has materialized beyond the rhetoric. In its 14th Five-Year
Plan for 2021-2025, China set a goal to hold the manufacturing
share of GDP constant—given that China’s economy was growing,
this meant its manufacturing sector also had to grow.2% No parallel
effort was devoted to structurally boosting consumption’s share of
GDP.31 The Chinese government has paid lip service to the idea:
“Dual circulation,” a strategy introduced in 2020, was announced
with the two distinct prongs of boosting domestic consumption to
reduce reliance on external demand while also facilitating greater
supply chain diversification and investment in higher-value-add-
ed products.32 Once again, the first prong focused on consumption
failed to materialize—weak domestic demand continues to pull
down China’s consumption share of GDP.?3 Household consump-
tion’s contribution to GDP growth slowed to below 4 percentage
points for 2024 and came in below 3 percentage points in each of
the first two quarters of 2025.34 In March 2025, the general offices
of the CCP Central Committee and China’s State Council published
an action plan listing 30 measures to boost consumption, but many
of the proposals were repeated from last year’s plan, underscoring
how officials have failed to reverse prolonged weakness in consumer
confidence and high savings rates.3®> (For more on China’s repeated
failure to rebalance its economy in favor of consumption and struc-
tural impediments to doing so, see Chapter 1, “U.S.-China Economic
and Trade Relations (Year in Review).”) These concurrent trends,
policies, and policy failures have left China with far more production
capacity than it (or, in some cases the entire world) needs, produc-
ing far more output than its domestic market can consume as other
pillars of economic growth falter, setting the stage for the second
China Shock.

China Relies on Its Trading Partners to Absorb the Economic
Costs of Its Imbalances

China Shock 2.0 is driven by the inherent distortions of China’s
current economic model and exacerbated in recent years by its eco-
nomic challenges. Rather than reduce production and accept slower
growth, China has instead sought to maintain and even expand out-
put by relying on global markets to keep its manufacturers afloat
and growing. For example, as China’s property market challenges
have played out, domestic excavator sales fell by half, while exports
nearly tripled.36 China’s construction slowdown contributed to a
huge reduction in domestic demand for steel; even as China’s steel
output flattened from 2020 to 2024, its exports by volume nearly
doubled, crowding out European and other producers in global ex-
port markets.37 In other words, China is relying on global markets
to absorb the economic costs of its massive economic imbalances.

As deflationary pressures hit China’s exports, export volume
growth has surpassed export value growth, sending growth in unit
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value into negative territory for the majority of the last two years
(see Figure 3).38 Export prices for goods like steel and solar panels,
which have been under pressure for years from overcapacity, have
fallen the most.39 However, in goods like EVs and lithium-ion bat-
teries, prices have risen since 2020 as Chinese exports, honed by
fierce competition at home, became competitive products abroad.40

Figure 3: China’s Exports by Unit Value, Value, and Volume, Year-Over-
Year Percent Change, January 2022-August 2025
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Source: China’s National Bureau of Statistics, “Exports: Value, Exports: Volume, Exports: Unit
Value Index,” via Haver Analytics.

Over the past year, China’s leadership has publicly acknowledged
deflationary pressure resulting from rampant overcapacity in cer-
tain sectors, but so far it still has not demonstrated willingness to
endure the domestic economic pain required to confront its over-
capacity challenge. In July 2025, Party ideology magazine Qiushi
backed a position to “comprehensively remediate ‘involution-style’
competition.”*41 The National Development and Reform Commis-
sion (NDRC), China’s economic planning agency, describes “involu-
tion-style competition” as setting prices below product costs to seize
market share, leading to market distortions.#2 Other state media,
including the People’s Daily, have acknowledged the issue public-
ly, and officials—including those at the NDRC—have begun testing
measures to rein in excess capacity.43 These include requiring ca-
pacity cuts in key industries and discouraging local officials from
expanding production in loss-making industries.44

And yet, China’s prior experience indicates that any attempts
to address overcapacity will likely encounter major obstacles. In
2016, Chinese leaders launched a wave of restructurings, ostensi-

*The anthropological concept “involution” (445, neijuan) became a Chinese internet slang term
to describe cut-throat competition in staying ahead of others and gained popularity in character—
izing price wars in 0vercapac1ty sectors. Official media and even policy documents now use “in-
volution-style competition” to describe firms focusing on cutting costs and lowering prices rather
than innovating and improving their products.
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bly to reduce overcapacity in industries like steel.45 However, local
officials maintained procurement incentives that favored their own
steelmakers while barring neighboring provinces’ products; some
regions directly subverted instructions to reduce capacity by dis-
guising new capacity as a “replacement” for outdated mills.46 Just
as the 2016 efforts were undermined by local officials’ attempts to
preserve underperforming local companies and employment, a new
round of capacity cuts would likely face similar challenges absent a
change in incentive structures within the CCP.47 Reducing capacity
in advanced manufacturing may face even more obstacles, as these
industries tend to be led by ostensibly private firms, which can be
more resistant to official directives than state-owned enterprises
(SOEs).#8 With China’s economic outlook and local finances much
shakier now compared to a decade ago, local leaders will be even
more cautious in their attempts to downsize unproductive firms and
lay off workers.49

Central policymakers continue to contradict their own calls for
reducing excess capacity by launching policies that will spur even
more lending to saturated manufacturing sectors. In August 2025,
the NDRC, People’s Bank of China, Ministry of Finance, Ministry
of Industry and Information Technology, and three other high-level
agencies released guidance calling on the finance industry to sup-
port advanced manufacturing.5°¢ The document contains two cur-
sory mentions of avoiding involution, in one provision instructing
financial institutions to limit “involution-style competition.”?1 The
overarching guidance of the document likely undermines attempts
to curb excess capacity though, as the policy could exacerbate incen-
tives to support government-favored industries.52 (For more on the
Chinese government’s attempts to address involution, see Chapter
1, “U.S.-China Economic and Trade Relations (Year in Review).”)

China Shock 2.0 Threatens More Trade Partners across a
Wider Swath of Products

China Shock 2.0 will have a much more widespread impact on
the global economy than the first Shock due to a variety of factors:
the size of China’s economy and export machine, its deep integra-
tion into global supply chains, the growing imbalances caused by
its economic model, and the increasing range and sophistication of
products it exports.

China’s economy and exports are much larger than at the time
of the first China Shock. At the end of 2001, when China joined
the WTO, China’s GDP was about 4 percent of the world total.?3 In
2024, China’s share of global GDP stood at 17 percent.5* China’s
exports have grown to comprise a massive global footprint. Between
2001 and 2023, China’s exports grew from 4 percent of the global
total to 15 percent.*55 In manufacturing, China’s exports are even
more significant, accounting for over 20 percent of the global total.56
This means not only that the scale of its exports in absolute terms
is multiple times the size of the first China Shock but also that the

*Based on data available through October 9 on UN Comtrade’s Trade Data database, China’s
exports were 17 percent of the 2024 global total. United Nations Statistics Division, “UN Com-
trade Database.”



439

comparative economic size of the “rest of the world” capable of ab-
sorbing China’s exports has shrunk.

Figure 4: China’s Trade with the World (Rolling 12-Month Total, Seasonally
Adjusted), August 2015-August 2025
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Source: China’s General Administration of Customs, via Haver Analytics.

China’s trade is also more diversified in terms of trading part-
ners than during the first China Shock, as it has become deeply
integrated into global supply chains after years of offshoring and
globalization. In 2001, China’s top ten trade partners made up 70
percent of its international trade, but that number has since fallen
to just below 50 percent.5” China is now a major trade partner to
the majority of the world’s countries and in 2024 was the largest
trade partner for 87 countries.?® By comparison, in 2001 China was
the number one trade partner of only three other countries, and just
40 countries counted China within their top five trade partners.>® In
addition to an expansion in total volume, China’s trade has become
increasingly imbalanced, with its trade surplus soaring to a record
$1 trillion in 2024; it is on track to hit $1.3 trillion for 2025 if cur-
rent trade trends continue (see Figure 4).60 The proportion of traded
products where China had a trade surplus grew from 68 percent in
2019 to 74 percent in 2024.61
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Chinese Manufacturers Access Protected Markets via
Transshipment

Direct exports from China to North America have fallen in
2025 as the United States levied new tariffs on China (see Fig-
ure 5), but transshipment of products through third countries
to evade duties likely obscures true levels of U.S. imports from
China. The exact scope of transshipment is difficult to quantify,
but experience in 2018-2021 indicates it is significant. As U.S.
imports of Chinese goods subject to Section 301 tariffs* dropped
13 percent from 2018 to 2021, according to modeling by the U.S.
International Trade Commission, imports of these same products
from Vietnam and Mexico increased.62 Much of the trade reallo-
cation reflected sourcing from local suppliers or relocation of pro-
duction, often limited to final assembly of mostly Chinese inputs.
However, billions of dollars’ worth of this trade also constituted
Chinese products rerouted and relabeled to obscure their origin.
One Harvard Business School study used transaction-level data
to estimate that 8.8 percent of the $52.8 billion increase in Viet-
namese exports to the United States from 2018 to 2021 owed to
rerouting Chinese goods, including rebranding Chinese products
as made in Vietnam.63

A similar dynamic is likely playing out in 2025, but transship-
ment is difficult to measure—particularly in near real-time—due
to delayed and incomplete customs data, methodological challeng-
es, and inaccurate information inherent in purposeful evasion.
While China’s growing exports may initially appear to be direct-
ed to emerging markets, at least some of these goods are almost
certainly bound for the United States.

During the Commission’s trips to Southeast Asia, some of-
ficials downplayed transshipment risks, viewing the issue as
primarily a problem for U.S. enforcement. Yet transshipment
directed at the United States hurts emerging markets as well.
First, emerging markets can become unwilling partners in cir-
cumvention and evasion, risking enforcement scrutiny across
a wide range of their imports. To address transshipment, Cus-
toms must bring greater scrutiny to imports from risky sourc-
es, potentially slowing and complicating unrelated trade from
those countries. Second, a reputation as a transshipment hub
threatens opportunities from shifting supply chains. As devel-
oped economies have begun to promote de-risking from China,
companies may avoid supply chains routed through emerging
markets that are seen as risky due to facilitation of Chinese
transshipment or tariff evasion.

*The 7.5 to 25 percent tariffs in response to the Section 301 investigation into China’s forced
tech transfer and intellectual property theft were introduced in four tranches between July 2018
and September 2019, ultimately targeting $370 billion in exports based on value by product
category in 2017. This value does not encompass additional tariffs imposed on Chinese steel and
aluminum exports to the United States as part of the Section 232 investigation concluded in Jan-
uary 2018. Karen M. Sutter, “U.S.-China Tariff Actions Since 2018: An Overview,” Congressional
Research Service IF12990, July 10, 2025; U.S. International Trade Commission, Economic Impact
of Section 232 and 301 Tariffs on U.S. Industries, March 2023, 37, 52, 62—68.
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China now competes in a much larger variety of sectors as well.
China continues to be a major exporter of lower-value manufactured
products, while at the same time it has moved up the value chain in
many sectors.®4 Over this time period, China became a net exporter
of passenger vehicles and auto parts, which are viewed as corner-
stones of manufacturing ecosystems.6®> As discussed extensively in
Chapter 6, “Interlocking Innovation Flywheels: China’s Manufactur-
ing and Innovation Engine” and Chapter 10, “Power Surge: China’s
Electrification Drive and Push for Global Energy Dominance,” China
is globally competitive in many advanced technology products, in-
cluding batteries, high-speed rail, robotics, and consumer electron-
ics. As a result, China’s trading partners have become more reliant
on China for a wider variety of products. A 2023 study found China
is the world’s dominant exporter (defined as products for which Chi-
na’s share of exports represents over half the global total) of over
600 different product categories—a figure six times as large as the
next-largest country.66

China Shock 2.0 Will Hurt Both Developed and
Emerging Economies

For Developed Economies, the New Wave of Chinese Exports
Represents a Direct Challenge in Areas of Advanced
Technology

The second China Shock will be felt again by advanced econ-
omies. As discussed above, in the last decade, China’s growth in
manufacturing has focused on moving up the value chain, and
many of its exports are now challenging those from advanced
economies for market share. (For an evaluation of Chinese indus-
trial policies and their impact on value-added manufacturing, see
Chapter 6, “Interlocking Innovation Flywheels: China’s Manufac-
turing and Innovation Engine.”) Adam Wolfe, emerging markets
economist at Absolute Strategy Research, uses an export simi-
larity index to measure where China competes by exporting the
same goods as other countries.6” The index shows that Chinese
exports have the greatest overlap with advanced manufacturing
economies, with Germany being the most similar.68 Considering
only the goods where China’s exports are growing the fastest re-
veals growing vulnerabilities to competition in South Korea and
Japan’s export baskets.?® While advanced economies often have
greater export diversity by total number of products, a few firms
and sectors at the technological frontier tend to dominate these
exports by volume, making them vulnerable to export shocks if a
new entrant challenges their market share.”’? At the same time,
China is importing fewer of the specialized goods that advanced
manufacturers export as it pursues self-reliance, eliminating op-
portunities for Europe and other developed economies to benefit
from China’s move up to high-end manufacturing.7!

Falling prices have contributed to Chinese products’ growing mar-
ket share and harmed competitors from developed countries. Chi-
nese export prices shrank by 16 percent between 2022 and 2024,
the byproduct of rising excess supply pumped into the system.72
For producers in developed countries taking a hit in their market
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share, the harms are reflected in lower revenues, tighter profit mar-
gins, and reduced capacity for R&D that would otherwise help them
maintain an edge in future generations of technology.”2 While far
from an exhaustive list, the following products illustrate these dy-
namics:

e China’s automobile exports have eroded market share of Euro-
pean, Japanese, and U.S. car manufacturers: Since 2020, car ex-
ports from Germany, Japan, and the United States have fallen
as a share of the global total, while China’s share has climbed
from less than 2 percent to nearly 10 percent in 2025.7¢ As
noted above, China has significant excess capacity in both elec-
tric and internal combustion engine (ICE) vehicles.”> Its domes-
tic production of EVs has skyrocketed over the past few years,
while the number of EVs produced in China by foreign manu-
facturers has remained virtually stagnant.”® Forecasts project
that China’s share of the global market for all types of passen-
ger vehicles will grow from 21 percent in 2024 to 30 percent by
2030.77 More than 70 percent of the growth in China’s exports
of automobiles has been due to excess production of ICE vehi-
cles.”® China’s share of global passenger vehicle exports—ex-
cluding fully electric vehicles—rose from 1.4 percent in 2020
to 5.3 percent in 2023, during which time it has transitioned
from being a net importer of vehicles to a major net exporter to
developed and emerging markets alike.”®

e Chinese makers of organic light-emitting diode (OLED) screens
from domestic producers are overtaking their more advanced
competitors: China has eroded South Korean manufacturers’
share of the OLED market from 90 percent five years ago
to less than 60 percent.80 In spite of their increasing mar-
ket share, many Chinese producers in the industry are not
profitable and continue to rely on government subsidies to
survive.8l Just as China’s ramp-up of EV production led to
a flood of exports in ICE vehicles, so too could the rise of
OLED screens impact the liquid crystal display global mar-
ket, where China already has a majority share and its com-
petitors are struggling.82

e China’s machinery exports have expanded, supported by deep
supply chains for machinery parts also made in China: China’s
exports of machinery and machinery parts grew 11 percent in
2024.83 Weak domestic demand due to a years-long property
market slump have made it likely that the machinery sector
will see additional pressure from China’s overcapacity.84 Chi-
na’s largest construction machinery producers earn an almost
equal share of revenues abroad compared to domestic sales, a
sharp change from the peak of the property bubble.85 Devel-
oped markets, including the UK and the EU, have imposed tar-
iffs and antidumping duties on Chinese exports of construction
machinery to protect their domestic producers.86 These exports
are increasingly winning market share in Southeast Asia; in
India, a Japanese and Indian joint venture called on officials to
protect local manufacturing from China’s growing share of the
market.87
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China Shock 2.0 Already Hurting Emerging Markets

China Shock 2.0 will cost jobs and hurt local industry in emerg-
ing markets, threatening their ability to move up the value chain.
Crucially, China’s policies had the effect of reducing opportunities
for emerging economies to export to China. By producing greater
quantities of components domestically, China’s imports of manu-
factured goods from emerging markets like Malaysia and Thailand
have fallen, and its total manufacturing trade surplus has increased
$870 billion between 2019 and 2024.%88 At the same time, China’s
total imports of industrial supplies have stagnated since 2021, and
imports of manufactured goods such as capital goods and transpor-
tation equipment have declined.®® Meanwhile, China’s exports of in-
termediate inputs grew 49 percent from 2019 to 2024, outstripping
total growth in exports.?0 As a result of China’s pohc1es emerging
markets have seen previously valuable pipelines of opportunities to
export intermediate goods to China dramatically curtailed. Repli-
cating a methodology employed by analysts Camille Boullenois and
Charles Austin Jordan to analyze the impact of China’s missing de-
mand, China’s exports of manufactured goods grew 45 percent from
2019 to 2024, compared with only 14 percent growth in its imports
of the same categorles of goods.®1 Had imports increased as much
as exports, China would have generated additional demand for $415
billion of these goods in 2024, equivalent to 14 percent of all other
developing countries’ total manufacturing exports in 2024.792 Yet
now, rather than providing additional opportunities for emerging
markets to contribute inputs to China commensurate with its over-
all growth, China competes with them both within their own econ-
omies and abroad.?3

The deluge of exports from China increasingly poses a challenge
for producers in emerging markets as well. China is the leading
trade partner for many countries in ASEAN and the Middle East,
the largest trade partner for South America, and the second-largest
trade partner for Latin America as a whole.?¢ Trade ties with Chi-
na in the first two decades of this century were sometimes seen by
emerging markets as an opportunity to embark on a path to indus-
trialization through integration into global supply chains. However,
these trade ties are increasingly a liability rather than an asset
for producers in emerging markets. As the United States and oth-
er developed economies continue their de-risking efforts and enact
barriers to respond to China’s nonmarket economic policies, China’s
exporters have sought new markets, especially in countries partic-
ipating in the Belt and Road Initiative.?> Exports from China to
Southeast Asia and Latin America in 2024 grew 9 percent and 12

*China’s falling imports represent another key difference with China’s period of rapid growth
in the early 2000s. During that time, China imported growing quantities of intermediate inputs
from emerging and developed markets alike to fuel its domestic manufacturing. Excluding the
years of the global financial crisis, China’s imports grew steadily almost every year until 2015.
Since then, as China’s growth engine as slowed, imports have seen inconsistent growth and ba-
sically flattened in recent years. China General Administration of Customs, “China: Merchandise
Imports,” via Haver Analytics.

TThe list of emerging and developing economies is sourced from the International Monetary
Fund. To determine the total 2024 manufacturing exports from this group of countries, World
Bank Group data on manufacturing exports as a percentage of total merchandise (most recent
available) are multiplied by total merchandise exports (2024) for each country and summed. Only
countries for which data are available since 2019 are included. “Groups and Aggregates Informa-
tion,” International Monetary Fund, April 2023.
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percent, respectively, and they continued to surge 15 percent and 6
percent, respectively, through August 2025.96 In 2025, China’s ex-
ports to Africa are on track to exceed $200 billion for the first time
after growing 28 percent through September to $163 billion com-
pared to the same period in 2024.97 One survey of Chinese firms
involved in international trade found that 75 percent intended to ex-
pand into emerging markets to make up for lost sales to the United
States.?8 Emerging markets may welcome the lower prices afforded
by China’s exports of high-end goods compared with exports from
developed markets.?? However, China is exporting more intermedi-
ate and finished goods that compete with local production as well,
threatening emerging markets’ ability to move up the value chain
and eroding existing manufacturing industries in those countries.100
In just one example, Brazil’s chemical industry recorded a 17-year
low in output in 2023 as cheap Chinese imports undercut local pro-
ducers, a trend that has worsened through the beginning of 2025,
leading to at least one factory closure already and sparking fears of
wide job losses.*101 This pattern is repeating itself across emerging
markets, as discussed more fully in the Southeast Asia case study
in this chapter.

Chinese FDI in Emerging Markets Brings Fewer Benefits

Chinese firms have ramped up a strategy of using FDI to boost
exports and avoid targeted trade restrictions. In 2024, Chinese in-
vestment in overseas markets increased for the first time since 2017,
driven by capital-intensive projects and the buildout of supply chains
in Asia, the Middle East, Africa, and other emerging manufacturing
hubs—shifting some of their production to those markets.192 Some
emerging markets have thus generally welcomed inbound invest-
ment from China as a means of enhancing local capacity for manu-
facturing, assembly, and packaging.103

Although host country governments have traditionally embraced
inbound Chinese investment as a potential growth driver, the pres-
ence of Chinese firms sometimes fails to transfer significant ben-
efits to local communities in areas like upskilling and technology
transfer. Chinese firms typically prioritize vertical integration and
rely on inputs made by other Chinese suppliers.19¢ In some cases,
this tendency means in-country suppliers have been cut off from the
opportunity to supply the new firms.195 According to analysis by the
Carnegie Endowment for International Peace of the Suez Economic
and Trade Cooperation Zone (SETCZone), a Chinese-built industrial
park in Egypt:

The performance of the SETCZone is thus heavily influ-
enced by Chinese control and asymmetrical power relations,
which shape the type of development the zone fosters. The
absence of an active role by domestic [actors]... leav/es] the
host economy unable to fully leverage the advantages of for-
eign investment. As a result, the strategies adopted by firms

*China’s ability to manufacture cheap petrochemicals stems partly from its purchases of Rus-
sian oil above the price cap recognized by many international countries but below global pric-
es. Laurence Norman and Georgi Kantchev, “Under Trump Pressure, EU Proposes Going After
Chinese Companies Buying Russia Oil,” Wall Street Journal, September 19, 2025; Volodymyr
Dubrovskiy and James Nixey, “Tightening the Oil-price Cap to Increase the Pressure on Russia,”
Chatham House, September 4, 2025.
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operating in these zones do not offer opportunities for tech-
nology transfer, industrial upgrading, and diversification,
foreclosing the opportunity for the development of a compet-
itive industrial sector in the host economy.106

Communities in emerging markets centered around Chinese-in-
vested factories have voiced concerns that Chinese firms bring in
skilled labor and managers from China rather than hiring local
workers.107

Chinese officials have also recently begun pressuring Chinese
firms not to transfer technology as part of their FDI; for example,
leading Chinese EV and battery manufacturers were warned to
avoid transferring technology to local partners in their overseas
investments in a bid to maintain China’s edge.1°8 This guidance
included encouragements to continue producing key components
domestically and instead focus on assembly in overseas facili-
ties.109 Additionally, Chinese officials have made it more difficult
for equipment and employees in sectors China views as economi-
cally important to transfer to production hubs abroad. For exam-
ple, China has actively sought to inhibit efforts by Taiwan phone
producer Foxconn to expand production in India. In July 2025, a
large number of skilled Chinese workers were directed to return
to China from India, likely dampening the potential for skill spill-
overs to local workers.110 Denied the opportunity to move into
higher-value-added manufacturing, countries may become stuck
in low-value assembly and packaging.

Chinese dominance in trade and investment exposes the world to
risks beyond the immediate impacts of slower growth and lower em-
ployment in emerging markets. Foreign companies have long faced
an unfair playing field in China’s domestic market, but as long as
the distortions were contained, so too was the impact to the rest of
the world. As China moves entire production processes and supply
chains abroad, it exports these distortions and expands the scope of
its toolkit for leverage and coercion. The dominance of state-owned
firms creates an environment where Chinese companies may employ
monopolistic practices, including collusion with other firms, mergers
and consolidation, pricing power, or restrictions on purchasing to
pressure their local suppliers.!1! China has already used its mar-
ket power to undercut local competitors in emerging markets.112 By
continuing to prioritize domestic producers, whether out of a desire
to retain control over supply chains or to reduce reliance on foreign
key components, Chinese firms present a challenge for other emerg-
ing economies to move up the value chain.113

Emerging Markets Struggle to Respond to Influx of Chinese Goods

As the threat from China Shock 2.0 increases, some emerging
markets have employed tariff and non-tariff barriers to protect
local industries, with varying degrees of success. Many emerg-
ing markets have employed targeted bans with protections for
specific industries, such as restrictions on low-value e-commerce
imports, local content requirements on vehicles, and investment
incentives to encourage local production. (For examples on emerg-
ing market responses, see the Southeast Asia case study below.)
Many emerging economies have turned to WTO-permitted trade
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remedy cases against Chinese exports as well.114 Yet, price dis-
tortions in China’s domestic market have made it difficult to de-
termine dumping margins, and due to excess supply-driven price
cutting within China, Chinese exports may not fit the traditional
definition of dumping because they may be priced higher in in-
ternational markets than they are domestically.115> While U.S. law
allows the use of surrogate country data for the purposes of calcu-
lating margins when handling cases related to nonmarket econo-
mies, not all countries’ laws may have such provisions.*116 As a
result, these remedies may not be able to address the full scope
of China’s market distortions.!1? Further, many WTO-permitted
remedies are only available after harm has been done, by which
time it can be too late for harmed industries to recover. Dispute
settlement at the WTO is also problematic—it often takes years
between the time when consultations are requested and a final
decision is made and even longer to authorize retaliation.118

Ironically, the market distortions from China Shock 2.0 are of-
ten enabled by international trade agreements intended to promote
market-based competition. China is a party to a number of interna-
tional trade agreements, including the WTO, “free trade” agreements
with various countries and ASEAN, and the Regional Comprehen-
sive Economic Partnership involving 14 other Asia Pacific countries.
Each of these involve rules requiring China’s trading partners to
keep their markets open to China’s exports and constrain policy re-
sponses to China’s market distortions.

To date, there has been little in the way of a coordinated response
to China’s trade practices. China can use its size to play trade and
investment partners off of one another; if one country imposes limits
on Chinese trade and investment that are too stringent, Chinese
companies can set up shop somewhere else. For example, when the
EU voted to impose tariffs on imports of Chinese EVs, Germany
abstained from voting out of fear of retaliatory measures.119 These
fears are validated by reports that China directed its car manu-
facturers to suspend large investments in countries that supported
the tariffs.120 China has used the promise of deeper trade and in-
vestment ties to induce countries in the Pacific Islands to switch
diplomatic recognition from Taiwan to Beijing.12! (For more on Chi-
na’s trade and investment ties to the Pacific Islands, see Chapter 5,
“Small Islands, Big Stakes: China’s Playbook in the Pacific Islands.”)
For regions like Latin America and Southeast Asia, reliance on com-
modities exports to China can make it more difficult to reach a con-
sensus with emerging manufacturers who are trying to protect their
markets from Chinese imports.122 These tensions are apparent even
within individual countries, as Indonesia refrained from implement-
ing 200 percent tariffs on Chinese textile imports in 2024 in part to
protect its own nickel exports to China.123

*Article 15 of China’s protocol of accession to the WTO included a provision specifically allow-
ing WTO members to use surrogate data in calculating antidumping margins against China in
certain circumstances. While part of Article 15 expired in 2016, the use of the surrogate country
methodology in antidumping was a practice under the General Agreement on Tariffs and Trade
and the WTO preceding China’s accession; there is no prohibition on countries continuing to em-
ploy this methodology in appropriate circumstances. André J. Washington, “Not So Fast, China:
Non-Market Economy Status Is Not Necessary for the ‘Surrogate Country’ Method,” Chzcago
Journal of International Law 19, No. 1, Article 8 (2018).
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Southeast Asia Case Study

Southeast Asian economies are especially at risk from China
Shock 2.0 both as connectors between China and the rest of the
global trading system and as vibrant consumer markets. A wave of
low-cost exports from China is undermining existing manufacturing
in ASEAN countries as China seeks to offload excess supply onto
global markets. Local companies and employment have already been
adversely impacted by imports from China. Chinese imports have
also spread deflation to the region. Meanwhile, China’s FDI into
ASEAN often provides scant benefits for recipients, as Chinese mul-
tinationals move low-margin assembly with limited tech transfer to
China’s neighbors in Southeast Asia.

As China has doubled down on export-led growth policies, its trade
surplus with Southeast Asia has grown significantly. While trade be-
tween ASEAN countries and China is bidirectional, ASEAN as a
whole tends to import more from China and export more to the United
States. In 2022, China and the United States were tied for the two
largest export markets for ASEAN countries, with a 14.8 percent share
each.124 At the same time, exports from Southeast Asian countries to
China are slowing and, in some cases, even falling in absolute terms as
China’s domestic economic growth has slowed. As a result, Southeast
Asian countries are experiencing widening trade deficits with China—
increasing by 30 percent in 2024 to $191 billion.125 ASEAN’s annual
trade deficit as a percentage of total trade with China has grown from
10 percent in 2021 to 19 percent in 2024.126 In the first eight months
of 2025, it has reached 27 percent.27

Figure 6: ASEAN’s Growing Trade Deficit with China, 2015-2025
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Note: The 2025 full-year projection is calculated as the product of 2024 total trade and year-
over-year growth in year-to-date total trade through August 2025.

Source: China General Administration of Customs, “China: Imports from ASEAN, China: Ex-
ports to ASEAN,” via Haver Analytics.
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Growing competition from Chinese exports is hurting local com-
panies and employment. While many Chinese exports to ASEAN
are intermediate goods incorporated into other products that are
themselves exported, exports of low-cost finished goods from Chi-
na to Southeast Asia have surged in recent years, driven in part
by the growing presence of Chinese e-commerce firms.* 128 These
imported goods, from textiles to cosmetics to electronics and ma-
chinery, compete directly with goods made by domestic ASEAN
producers and have already started causing significant job losses
and dislocation in the region. In Indonesia, dozens of textiles and
garment firms have shuttered, and an Indonesian industry asso-
ciation estimates that 250,000 Indonesians in the sector lost their
jobs in 2023 and 2024; another 280,000 jobs in the sector are
estimated to be at risk in 2025.129 These losses pose a significant
challenge to Indonesia’s aim of having textiles comprise one of
five key industries that generate 60 percent of Indonesia’s GDP
going forward.130 Of the other four industries targeted for growth
by Indonesia’s government, at least three—autos, electronics, and
chemicals—are also under threat from Chinese exports.131 Thai-
land faces similar concerns as Chinese imports undercut local
producers, including in small household appliances, furniture,
electronics, garments, autos, and steel, contributing to the closure
of over 4,000 Thai factories in 2023 and 2024.132 Since May 2024
in just one Philippine city’s export-focused economic zone, over
4,500 garment workers have lost their jobs along with dozens of
employees in the fashion, semiconductor, and renewable energy
sectors due to downsizing or closed factories.133

China’s export surge has had significant macroeconomic effects
as well. China’s oversupply-driven price cuts have spread deflation-
ary pressure in the ASEAN region. In May 2025, Reuters reported
that Thailand is already experiencing deflation alongside China and
“Malaysia and Singapore may get there rapidly.”13¢4 Imported defla-
tion can have numerous negative consequences, including downward
pressure on revenue and profits for domestic competitors, reduced
consumption, delayed investments, reduced wages, and even lay-
offs.135

China Shock 2.0 also threatens the manufacturing sector in ASE-
AN economies. China’s domestic overcapacity and exports of goods
like petrochemicals, construction and electrical machinery, semi-
conductors, and medical devices to Southeast Asia may also begin
to challenge higher-value-added manufacturing industries.136 Re-
search from investment bank Nomura found that countries that
experienced large increases in share of manufactured imports from
China have also experienced the sharpest slowdowns in domestic
manufacturing.137 There is strong evidence that ASEAN has en-
countered this phenomenon: from 2021 to 2024, as Chinese imports
to the region have increased, every ASEAN country except for Bru-
nei, Cambodia, and Laos experienced a decline in manufacturing
share of GDP (see Figure 7).

*Chinese e-commerce platforms TikTok Shop, Temu, and Alibaba-owned Lazada are undergo-
ing fierce competition for market share in the region. Similar to the United States, many of the
goods sold on these platforms in Southeast Asia are made in China and shipped directly from
factories in China to consumers around the globe. Fan Feifei, “E-Commerce Firms Accelerate
Push into Southeast Asia,” China Daily, April 18, 2025.
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Figure 7: ASEAN Countries Manufacturing, Value Added (% of GDP),
2021-2024
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Note: From 2021 to 2024, manufacturing value-added share of GDP fell or remained flat for
ASEAN’s major manufacturing economies. During this time, China’s exports to the region in-
creased 21 percent to $588 billion.

Source: World Bank, “Manufacturing, Value Added (% of GDP)”; United States Statistics Divi-
sion, “UN Comtrade Database.”

A growing number of China’s exports to Southeast Asia are fin-
ished goods, which do not create assembly or production jobs in
Southeast Asia.138 Indonesia, Malaysia, the Philippines, Thailand,
and Singapore, with their large potential consumer markets, have
been the main recipients of this flood of imports.139

e Autos: In Indonesia, where domestic car manufacturing output
fell 18.6 percent from a peak of almost 1.5 million vehicles in
2022 to 1.2 million vehicles in 2024, the value of vehicle imports
from China rose 73 percent from $1.5 billion in the first half
of 2024 to $2.6 billion in the first half of 2025.140 The value of
China’s exports of vehicles to Malaysia has grown from $1.5
billion annually in 2019 to $3.5 billion in 2024.141 Chinese ve-
hicle exports to Thailand follow a similar trend despite tariff
and non-tariff barriers in place to protect domestic manufac-
turing.142 Chinese car imports have even eroded market share
from Japan, traditionally the dominant player in the region.143

e Construction machinery and electrical equipment: China’s con-
struction equipment industry, which was hard hit by the domes-
tic property sector slowdown, exported a record number of ma-
chines in 2022.144 Tn 2023, exports of construction equipment
exceeded domestic sales.14®> Exports of forklift trucks to Indo-
nesia, Malaysia, Thailand, and Vietnam have spiked in recent
years; exports to Vietnam grew nearly 70 percent from 2023 to
2024.146 These exports to Southeast Asia will compete directly
with U.S. and Japanese manufacturers while threatening do-
mestic electrical machinery industries in Thailand and Malay-
sia.l47

e Solar panels: Chinese exports of solar panels to Indonesia, Ma-
laysia, Thailand, and Vietnam grew 46 percent from 2022 to
2023.148 Astonishingly, China’s total solar cell production capac-
ity in 2023 was more than double the global market demand.14?
China’s exports of solar cells compete directly with domestic
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producers for market share. One investigation of Malaysian so-
lar cell producers found that Chinese products had undercut do-
mestic producers who then sought other international markets
for their own goods, highlighting how China’s excess capacity in
one country can trigger distortions around the world.150

Even where Chinese inputs help Southeast Asian exports, China
has been reaping more of the benefits. As noted above, manufactur-
ing as a percentage of GDP has stagnated or declined in much of
Southeast Asia. At the same time, Southeast Asian countries’ global
value-added share of manufacturing exports has stagnated relative
to GDP, with the notable exception of Vietnam.151 China has been
capturing more of that value-added. Data through 2021 show Chi-
nese value-added in Southeast Asia’s exports has been increasing; in
other words, more of the value of Southeast Asia’s growing exports
flows back to China rather than supporting local economies.152 Al-
though more recent data are not available, the trend has almost cer-
tainly accelerated as suppliers to U.S. manufacturers have increased
their own dependence on Chinese suppliers.153

China’s export of excess production has led to pushback from
Southeast Asian trading partners who are concerned about pre-
venting job losses and harm to their economies. Southeast Asia’s
manufacturing powerhouses have imposed a variety of measures
to protect their economies from China’s export surge, including an-
tidumping duties, WTO disputes, and various non-tariff measures
(see Table 1). Others, like Cambodia and Laos, have not imposed
restrictions on Chinese imports. Cambodia, in particular, continues
to import raw materials like fabric—used to produce garments for
export—from China.154

Table 1: Recent Trade Protection Measures Imposed by ASEAN’s
Manufacturing Hubs

Antidumping Actions

against China Non-Tariff Measures

Indonesia e Temu ban

e Prohibitions on social media e-com-
merce transactions

e Minimum $100 transaction value

Iron and steel products
Nylon film

Ceramic tile

Textiles (under investiga-
tion)

on online marketplace imported
goods

Restrictions on number of individ-
ual goods carried by passengers
Import approval requirements on
electronic goods

Limited ports of entry for commod-
ity imports (under consideration)
Lowered de minimis import value
from $75 to $3

ing legislation

Malaysia e Iron and steel products
e Polyethylene terephthal- Price floor on imported EVs
ate (plastic) 10 percent sales tax on imported
e Strengthened antidump- e-commerce goods
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Table 1: Recent Trade Protection Measures Imposed by ASEAN’s
Manufacturing Hubs—Continued

Antidumping Actions
against China Non-Tariff Measures

Thailand e Steel products

e Citric acid (under investi-
gation)

e High-carbon wire rods
(under investigation)

e Aluminum (under investi-
gation)

e 7 percent value-added tax on de
minimis imports

Vietnam e Temporary suspension of Temu
e Steel products and Shein
e De minimis revoked

Source: See below.155 Adapted from Brendan Kelly and Shay Wester, “ASEAN Caught between
China’s Export Surge and Global De-Risking,” Asia Society Policy Institute, February 17, 2025.

ASEAN countries face challenges in fashioning effective responses
to China’s market distortions. In particular, ASEAN countries are
members of numerous trade agreements with China, including the
WTO, the China-ASEAN Free Trade Agreement, and the Regional
Comprehensive Economic Partnership, each of which includes rules
that, if followed, constrain the range of permissible responses. It is
ironic that China’s basic economic model is inconsistent with the as-
sumptions underlying the WTO and economic theories of free trade,
yet the constraints in those agreements operate to enable China’s
market-distorting practices.

Chinese Manufacturing Moves to Southeast Asia

Chinese companies’ global trend of greenfield manufacturing
investment holds true in Southeast Asia. Annual Chinese invest-
ment into ASEAN countries has more than doubled from $9.2
billion in 2019 to $19.3 billion in 2024, with over one-third of
Chinese investment into ASEAN poured into manufacturing ($6.7
billion out of $19.3 billion total).* 156 ASEAN is also the top des-
tination for Chinese manufacturing FDI by number of announced
transactions.157

Chinese Producers Use FDI to Improve Access to Southeast Asia’s
Markets

Chinese companies have invested in production in Southeast
Asia as a way to sell directly into markets that have high tariff
and non-tariff barriers, competing directly with domestic firms
and sometimes dominating local industries. Although almost all
ASEAN countries have lowered average tariffs to below 5 per-
cent, ASEAN countries have a significant number of non-tariff
measures that impede imports.158 Thailand, the Philippines, In-
donesia, and Malaysia together had over 6,000 recorded non-tar-

*For perspective, China’s $6.7 billion is only a fraction of the total investment in manufactur-
ing that flows into ASEAN from all countries each year ($43.8 billion in 2024). Total U.S. invest-
ment in ASEAN was also double China’s investment in 2024. However, these numbers are subject
to debate. Different databases report different transaction volumes, and the picture is further
obfuscated by a vast amount of investment being routed through regional financial hubs Hong
Kong and Singapore. Armand Meyer and Agatha Kratz, “China’s Manufacturing FDI in ASEAN
Grew Rapidly, but Faces Tariftf Headwinds,” Rhodium Group April 24, 2025; ASEAN Stats, “Flows
of Inward Foreign Direct Investment to ASEAN by Source Country and Industry.”
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iff measures as of 2019.159 In response, Chinese manufacturers
have established production bases in the region across technolo-
gy industries, consumer goods, and commodities. Malaysia, which
places high tariffs on imported automobiles, has attracted a joint
venture investment by a Chinese EV company. BYD is pursuing
a similar strategy in Indonesia, which provides tax breaks for
exporters that invest in domestic EV production.16% Chinese EVs
now account for 90 percent of Indonesia’s EV market, although
Japanese car makers are still dominant in traditional ICE vehi-
cles.161 A similar story is playing out in the steel sector. The glob-
al steel industry faces massive overcapacity from existing Chi-
nese production, and Indonesia, Malaysia, Vietnam, and Thailand
have all imposed tariffs on steel exports from China (see Figure
8 above).162 However, China already has a foothold in Southeast
Asia’s steel markets, with investments and factories in Vietnam,
%\’Ia}iaysia, and Indonesia and plans to expand production in Thai-
an ‘163

Chinese EV assembly in ASEAN countries demonstrates limits
to local benefits from Chinese investment. China’s BYD and Great
Wall Motor have recently started producing EVs in Thailand to
access the country’s domestic market without tariffs.16¢ However,
Chinese technology transfer restrictions on EV production lim-
it the value-added production that occurs within Thailand. Re-
porting by Bloomberg also indicated that Chinese officials have
sought to prevent the transfer out of China of technology needed
to manufacture consumer electronics, EVs, and solar manufac-
turing and have prevented factory equipment sales to Southeast
Asian countries, including Vietnam, Malaysia, and Thailand.165
At the same time, BYD and Great Wall Motor’s launch of Thai
operations has coincided with a threefold increase in Chinese-in-
vested auto parts suppliers in Thailand, sparking concerns from
local auto parts manufacturers, an established market segment
that initially developed to support Japanese multinationals as
early as the 1960s.166

China’s Dominance in Indonesia’s Nickel Processing
Industry

The case of the nickel industry in Indonesia demonstrates how
China has come to dominate certain overseas processing sectors.
In 2014, Indonesia implemented an export ban on unprocessed
minerals to diversify its economy away from dependence on the
export of raw materials and ensure that it developed a domestic
nickel processing capacity, with a long-term goal of moving up
the global value-added chain.'67 The timing coincided with the
launch of the Belt and Road Initiative, and Indonesia’s govern-
ment welcomed investment from Chinese companies in industrial
parks across the country despite occasional pushback from local
constituents over illegal workers and working conditions.168 Even
with a temporary relaxation in the restrictions from 2017 to 2020,
the ban harmed the U.S. steel industry by contributing to rising
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China’s Dominance in Indonesia’s Nickel Processing
Industry—Continued

global prices for nickel.*169 At the same time, rising Chinese in-
vestment in Indonesia’s steel industry gave China a workaround
for the ban while creating oversupply that was primarily exported
abroad.17% China now dominates the country’s processing industry,
leading to significant market power over the upstream Indonesian
mining operators.171 While China channeled its nickel output into
steel production, the explosion in EV demand is now driving ris-
ing global demand for nickel and thus an expansion in Chinese in-
vestment in Indonesia.l72 Chinese firms control around 75 percent
of Indonesia’s nickel refining capacity, with major implications for
control over downstream producers of batteries.1”3 Investment in
battery production in the country is also overwhelmingly led by
Chinese and South Korean firms.17¢ In conversations with the
Commission, Indonesian officials indicated they have had limited
success so far in encouraging the development of domestic battery
champions despite requiring all foreign investors to partner with
the state-owned Indonesian Battery Corporation.

Transshipment and Tariff Evasion Risks in Southeast Asia from
Chinese FDI

Chinese investment in manufacturing in Southeast Asia pro-
vides a pathway for Chinese companies to continue shipping their
goods to the United States, bypassing tariffs imposed on direct
imports from China. When the first Trump Administration im-
posed tariffs on $370 billion worth of Chinese exports to the Unit-
ed States in 2018, there were several high-profile examples of
Chinese companies using outposts in ASEAN countries for simple
transshipment (i.e., shipping goods through a third country and
falsely labeling them as having originated in that country) as a
means of evading the tariffs. After the 2018 tariffs, direct ship-
ments from China to the United States were replaced by ship-
ments through connector countries to hide the origin of the goods.
Declining volumes of direct exports from China to the United
States hide the fact that upstream supply chains are still reliant
on China for many of these goods.17> The same product categories
that experienced an increase in shipments from China to Viet-
nam also experienced a similar increase by quantity in shipments
from Vietnam to the United States.17¢ Vietnam Customs identi-
fied that Chinese producers were using it as a pathway for trans-
shipment of textiles, seafood, agricultural products, steel, iron,
and aluminum.177 The U.S. Department of Commerce has found

*The EU filed a case with the WTO challenging Indonesia’s nickel export ban and domestic
processing requirement in November 2019, a case the United States joined. The WTO ruled in
favor of the EU, although Indonesia has appealed the decision. Sekarsari Sugihartono, “Indone-
sia’s Trade Dispute on Nickel Ore in the WTO: Current Progress and Developments,” Modern
Diplomacy, October 28, 2024; David Guberman, Samantha Schreiber, and Anna Perry, “Export
Restrictions on Minerals and Metals: Indonesia’s Export Ban of Nickel,” U.S. International Trade
Commission, February 2024, 13; “Indonesia-Measures Relating to Raw Materials,” World Trade
Organization, December 8, 2022.
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numerous cases of transshipment through ASEAN countries.* 178
However, since 2020, estimates of illegal transshipment volumes
from Vietnam have fallen, though data are difficult to collect giv-
en the illicit nature of the activity.179

Rules of Origin and Scope in International Trade

Trade agreements play a key role in setting percentages of val-
ue added necessary before a good can be assigned a country of
origin via “rules of origin” (ROOs). Specific ROOs vary by prod-
uct and agreement.’80 Country of origin—the country of manu-
facture, production, or growth of a product—is central to inter-
national trade rules as it defines the rate of tariff applied to a
good when it crosses international borders.181 Many traded goods
like automobiles, electronics, and other consumer goods are not
made from start to finish within the borders of a single country;
if further work or material added in another country constitutes

“substantial transformation” to the product, then the country
where this work was performed may become the country of or-
igin for purposes of calculating tariff rates.i1%2 However, ROOs
are often set at a low enough threshold that not even a majority
of the content needs to come from work done in the country of
origin. For example, the Comprehensive and Progressive Agree-
ment for Trans-Pacific Partnership (CPTPP) sets the threshold of
content from CPTPP members for many products at only 35 per-
cent—meaning 65 percent of content can come from China and
the product could still receive preferential treatment under that
agreement,183

Separate from an import ROO is the concept of “scope” in trade
remedy cases, such as antidumping duties. Scope refers to the
detailed description of the goods under investigation and deter-
mines how broadly remedies can be applied.18* Antidumping and
countervailing duty investigations undergo procedures to define
the technical and physical characteristics of the products under
review.185 However, many disputes still arise over whether or not
certain products fall under resulting trade remedies. Inherent
tension exists between ensuring U.S. industry is afforded suffi-
ciently broad protection while still providing enough specificity
to minimize harm to non-injurious trade.18¢ Exporters who wish
to circumvent definitions of scope can try to do so in numerous
ways, including by packaging the product with other goods that
are not subject to an order or by making minor modifications that
bring the product out of technical scope but do not fundamentally
change it.187 Scope disputes were so prevalent that in 2021, the
Commerce Department revised its existing regulations to sepa-

*In the case of the Malaysian cabinet makers, the original Chinese supplier had indeed set up
a factory to manufacture some cabinets in Malaysia, but at the same time the company was still
allegedly shipping completed cabinets to Malaysia for transshipment to the United States. Inti
Pacheco, “The Not-So-Secret Way around U.S. Tariffs,” Wall Street Journal, December 22, 2024.

TThe U.S. International Trade Administration (ITA) defines substantial transformation as un-
dergoing “a fundamental change in form, appearance, nature, or character” that “adds to the
good’s value at an amount or percentage that is significant, compared to the value which the good
(or its components or materials) had when exported from the country where it was first made
or grown.” The ITA expressly states that repackaging and similar minor processes usually do
not cause a substantial transformation. International Trade Administration, Determining Origin:
Substantial Transformation, accessed August 4, 2025.
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Rules of Origin and Scope in International Trade—
Continued

rate circumvention and scope inquiries.!88 Imports from China
are often involved in scope disputes—for example, as of July
2025, 13 of 15 final scope rulings by Commerce involved Chinese
imports.189

Chinese battery, medical device, and semiconductor manufactur-
ers have all explored or are moving assembly and production to
Malaysia in recent years as part of efforts to avoid the impact of
U.S. tariffs.190 Or, in the case of antidumping and countervailing
duties, which have different rules establishing what products are in
scope, Chinese production in ASEAN countries may seek to make
minimal changes necessary to evade the scope of the trade remedy
duties. While not all, or even a significant portion, of Chinese-linked
production in ASEAN countries may engage in such forms of duty
evasion, the extensive history of these efforts from Chinese compa-
nies means that exports from ASEAN host countries will likely be
subject to additional scrutiny from enforcement authorities.191

The case of imported solar cells and modules provides an exam-
ple of Chinese companies moving production abroad in an attempt
to avoid unfavorable tariff rates. In January 2018, the Office of the
U.S. Trade Representative imposed safeguard tariffs on Chinese so-
lar cells; the tariffs were extended in February 2022.192 Chinese
firms began shifting manufacturing to Southeast Asia, in particu-
lar Malaysia, Cambodia, Thailand, and Vietnam, in an attempt to
avoid the tariffs.193 At that time, manufacturing exports in Cambo-
dia were expanding rapidly without a concurrent increase in solar
imports, indicating that this was primarily not a case of relabeling
and illegal transshipment.19¢ In May 2024, however, the U.S. Inter-
national Trade Administration (ITA) opened an antidumping and
countervailing duty investigation into imported solar cells and mod-
ules from Cambodia, Malaysia, Thailand, and Vietnam.19> Many of
the companies listed in the ITA’s preliminary affirmative determina-
tion in October 2024 were subsidiaries of Chinese solar companies
operating in Southeast Asia.l96 Prior to additional tariffs imposed
by the Trump Administration in April 2025, Chinese-owned solar
manufacturers had already begun to set up plants in Indonesia and
Laos to maintain access to U.S. markets.197

Economic Coercion and Market Distortions in Southeast Asia from
Chinese FDI

Chinese exports to Southeast Asia are already eroding the eco-
nomic strength of Southeast Asian economies, leaving important
U.S. allies and partners at risk of Chinese coercion and influence.
China has weaponized Southeast Asia’s trade dependencies in the
past, for example, when it suspended certain agricultural imports
from the Philippines in an attempt to pressure the country over
competing maritime claims in the South China Sea.l®8 China has
also targeted Vietnam over South China Sea disputes and singled
out individual companies in Thailand and Malaysia over content it
viewed as subverting its territorial integrity.19° As China makes up
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a larger portion of investment and intermediate inputs for South-
east Asian manufacturing, its ability to threaten employment and
output in key economic sectors for these countries will grow.

Implications for the United States

The original China Shock provides an important lesson for how
policymakers can fail to recognize and adapt to unfair and mar-
ket-distortive trade, especially when the benefits—such as lower
costs for consumers—are immediate, while the drawbacks are lon-
ger term. As China’s economy has grown and moved up the
value chain, a broader swath of global manufacturing is now
vulnerable to China’s massive export machine, including
critical manufacturing industries in the United States. U.S.
exports of advanced technology products currently represent almost
one-fourth of its total exports, and yet as China targets the produc-
tion of higher-value-added goods, the two nations are increasingly in
direct competition for export markets.*200

China Shock 2.0 may result in Chinese producers taking
over market share in countries all over the world, including
in emerging markets with rapid population growth. Chinese
incumbency could be difficult for U.S. and other producers to over-
come.201 Lack of access to these market opportunities for U.S. com-
panies can substantially erode profitability over time and constrain
future investments in next-generation manufacturing equipment
and R&D.202

China Shock 2.0 also threatens to complicate de-risking ef-
forts, as China’s market share gained from export dominance
can be quickly turned into leverage over supply chains. As
China’s exports grow and Chinese companies expand their overseas
presence via FDI, Chinese products and components may become
embedded, if not dominant, in critical supply chains, including those
with serious implications for defense and national security (see
Chapter 9, “Chained to China: Beijing’s Weaponization of Supply
Chains”). The growing presence of Chinese companies in overseas
markets also may make it more difficult for the United States to
prevent illegal transshipment and tariff evasion.

China Shock 2.0 may further strengthen China’s capacity
for economic coercion. As discussed in “Chapter 9, Chained to
China: Beijing’s Weaponization of Supply Chains,” China has a plan
and demonstrated capacity to use control of supply chains to serve
its interests. As China grows its manufacturing exports, it simul-
taneously grows the extent to which other countries depend on it
for key inputs needed for their own economic growth and national
defense needs. Further, the market distortions from China’s export
surge may put non-Chinese manufacturers that are subject to mar-
ket constraints out of business, further narrowing the scope of alter-

*To illustrate the importance of exports across U.S. technology sectors, U.S. semiconductor ex-
ports totaled $57 billion in 2024. Foreign customers accounted for 46 percent of Boeing’s revenue
in 2024. The U.S. pharmaceutical industry exports around 25 percent of its output. The U.S.
automobile industry exported 1.5 million cars, about 15 percent of output in 2024. U.S. Interna-
tional Trade Administration, “New Vehicle Trade Data Visualization,” accessed October 6, 2025;
Erick Burgueno Salas, “Vehicle Production in North America from 1990 to 2024,” Statista, August
8, 2025; “State of the U.S. Semiconductor Industry,” Semiconductor Industry Association, 2025;
“Form 10-K,” Boeing, December 31, 2024, 10; Maggie Fick, “Exclusive: US Pharma Tariffs Would
Raise US Drug Costs by $51 Billion Annually, Report Finds,” Reuters, April 25, 2025.
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native suppliers to China and strengthening China’s role in global
manufacturing.

China was perhaps the biggest beneficiary of the multilateral
rules-based trading system over the past two decades, despite boast-
ing an economic model that was often fundamentally at odds with
that system. In many ways, China Shock 2.0 is enabled by the
limitations of that system—many countries are constrained
in how they can respond to the deluge of China’s excess pro-
duction despite the growing threat of damage to their la-
bor markets and home industries. As China’s export tidal wave
begins to impact the entire world, there is a need for like-minded
countries, including both developed and emerging markets, to better
coordinate a response to China’s market distortions and ensure a
more balanced and fair global trading system moving forward.

Recommendations
The Commission recommends:
e Congress enact legislation to:

o Establish a rebuttable “presumption of denial” with respect to
foreign investment in U.S. companies that could support the
acquisition by China or other foreign adversaries of the capa-
bilities necessary to attain self-sufficiency in critical technol-
ogies or otherwise impair the economic or national security of
the United States, including:

= Investments in technology areas prioritized in China’s or
other foreign adversaries’ industrial policies, such as Made
in China 2025, and successor initiatives;

= Investments in U.S. firms that have received funding from
the U.S. Departments of Defense, Commerce, and Energy,
or other U.S. government funding for projects critical to na-
tional security and competitiveness; and

= Other investments that may provide privileged access to
expertise, business networks, and production methods crit-
ical to maintaining U.S. economic and technological com-
petitiveness.

o Require the review of greenfield investments in the United
States by Chinese-controlled entities to assess any potential
harm to U.S. national and economic security. And, consistent
with the previous provision, establish a rebuttable presump-
tion of denial with respect to such greenfield investments if
their operations would meet any of the criteria enumerated
in that provision; and

o Direct the Administration to engage with allies and partners
to adopt similar measures through bilateral or multilateral
engagement or agreements.

The Commission has consistently provided Congress recom-
mendations regarding the improvement of and expansion to
the Committee on Foreign Investment in the United States
(CFIUS), including a recommendation in 2023 and a slate of
recommendations in 2017, many of which were adopted under
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the Foreign Investment Risk Review Modernization Act of 2018
(FIRRMA). The Commission continues to raise concerns that
the current structure of foreign investment screening is insuf-
ficient to protect the United States and U.S.-developed intellec-
tual property and that the United States needs stronger efforts
to coordinate with allies and partners to guard against these
emerging threats.

¢ Congress develop legislation to provide for cooperation on and
mutual recognition of unfair trade practices.

o The procedures could provide for a voluntary, expedited
mechanism to support coordinated application of trade reme-
dies against unfair trade practices, including but not limited
to antidumping (AD) and countervailing duty (CVD) orders.

o Under this procedure, the United States and partner coun-
tries could recognize that an AD/CVD finding is a finding
of an unfair foreign trade practice. The United States could
then request a third-party country take action within its own
market to ensure a coordinated response to the unfair trade
practice, and partner countries could request similar action
by the United States.

The United States and its allies and partners have multiple
procedures to protect their domestic markets from unfair trade
practices. Nonetheless, these procedures are lacking when the
exports of domestic firms are harmed by unfair trade practic-
es in third countries. That is, existing authorities enable the
U.S. government to protect U.S. manufacturers from products
dumped in their home market, but not when those same prod-
ucts are dumped in a third country’s market. The concept of
addressing unfair trade practices in third-country markets,
alongside home markets, i1s recognized in international trade
law but, in general, has been unutilized, harming U.S. firms and
the firms of U.S. allies and partners.*

e To address the harmful consequences of the Second China
Shock—the massive outpouring of subsidized, underpriced Chi-
nese manufactured goods now flooding the world economy and
threatening to undermine the prospects for industrialization
and future prosperity of developing countries while denying po-
tential markets to U.S. exporters—Congress should:

o Direct the U.S. Department of State, in conjunction with other
agencies, to prepare a report detailing the impact of China’s
recent export surge on the developing world, proposing U.S.
and allied policies to counteract its negative effects as part
of a larger strategy for blunting the growth of China’s glob-
al influence, and identifying ways in which the U.S. govern-
ment may employ existing statutory authorities to work with
foreign countries to respond collectively to the Second China
Shock; and

*Agreement on Implementation of Article VI of the General Agreement on Tariffs and Trade
1994, April 15, 1994, Marrakesh Agreement Establishing the World Trade Organization, Annex
1A, art. 14, 1868 UN.T.S. 201; Third-Country Dumping, 19 U.S.C. §1677k (1994); Regulations
Amending the Special Import Measures Regulations, SOR/2023-26, Canada Gazette, Part 11, 157,
no. 5 (March 1, 2023): 396.



460

o Direct the Departments of State, the Treasury, and Com-
merce and the U.S. Trade Representative to establish an in-
ternational forum to coordinate a multilateral response to the
Shock, taking into consideration issues of reciprocal market
access and ensuring fair treatment for U.S. exporters in third
countries.
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Appendix

Hong Kong, as a global trade hub, re-exports the vast majority of
its imports from mainland China. As imports from mainland China
have climbed over the first half of 2025, Hong Kong’s re-exports
have shifted away from the United States toward ASEAN. The fig-
ure below displays Hong Kong’s monthly trade value. A decrease in
shipments to the United States has occurred commensurate with
an increase in shipments to ASEAN, reflecting Hong Kong’s role
in global trade re-routing. These trends indicate that some of the
growth in China’s exports to Hong Kong reflects efforts to transship
goods through Southeast Asia to their ultimate destination in the
United States in order to avoid tariffs.

Figure 8: Hong Kong Exports Mimic China in Reorienting toward ASEAN,
July 2014-June 2025 (HKD billions)

Re-exports to ASEAN (Left Axis) [1Re-exports to the United States (Left Axis)

Imports from Mainland China (Right Axis)

HKD billion
HKD billion

Source: Hong Kong Census and Statistics Department, “Imports, Re-Exports,” via Haver Ana-

lytics.
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