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Economic Indicators 
Worsen as Short-Term 
Supply Shock Collides 
with Long-Term 
Structural Weakness 
Weak industrial output data in April and lower man-
ufacturing investment indicate the Iran conflict is 
adversely impacting China’s economy. If current 
trends continue, China could miss its 4.5–5 percent 

annual growth target, teeing up tough decisions in 
the Politburo meeting in July.1 

 Stagnant consumption and falling investment in 
China in April indicate a sharp reversal from the rel-
atively resilient Q1 macroeconomic picture. On the 
consumption side, retail sales growth was 0.2 per-
cent year-over-year, the lowest monthly figure 
since December 2022 at the tail end of Zero-COVID 
policies.2  Concurrently, consumer prices increased 
after hovering near 0 percent for three consecutive 
years (see Figure 1). On the investment side, fixed 
asset investment (FAI) turned negative in April, with 
cumulative FAI declining 1.6 percent year-over-year 
(see Figure 2). Last year, FAI was negative for the 
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first time in over three decades.3 Slowing demand 
for credit from both households and businesses in-
dicates further softening of both consumption and 
investment in the latter half of the year.4 

 Negative FAI in April comes despite significant pol-
icy signals China’s government would prioritize in-
vestment as a driver of growth this year. After FAI 
slid in 2025, the National Development and Reform 
Commission announced $42 billion for infrastruc-
ture projects to start 2026. 5  However, this has 
proven insufficient to offset decreased investment 
in the property sector, which continues to decline at 
an accelerating pace (see Table 1).6 Moreover, local 
governments are using bonds traditionally ear-
marked for infrastructure to clean-up hidden debt 
and to buy back land from property developers, 
propping up the ailing real estate sector.7     

 Industrial indicators provide early signs of the Iran 
conflict’s impact on China. The producer price index 

year-over-year growth shot up from -0.9 percent in 
February to 2.8 percent in April, reflecting rapidly 
rising import costs that may erode profitability of 
Chinese firms (see Figure 2).8 At the same time as 
input costs are rising, output indicators are slowing: 
In April, real industrial value added sank to 4.1 per-
cent, its lowest level since June 2023.9 

 At the Chinese Communist Party (CCP) Politburo 
meeting in July, leaders will be confronted with un-
certainty about whether exports can offset growing 
weakness in investment and consumption. Exports 
through April were up 14 percent over the same 
four months of 2025.10 But pressure is mounting on 
the current export-oriented growth model. Manu-
facturing capacity utilization fell to 73.9 percent, 
nearing a decade low (excluding early 2020 shut-
downs).11 However, given General Secretary of the 
CCP Xi Jinping’s commitment to dominate high-
value manufacturing, comprehensive consumption-
focused fiscal stimulus remains unlikely. 

Figure 1: Demand Side Indicators, 2023–April 2026 Figure 2: Supply Side Indicators, 2023–April 2026  

Note: CPI = Consumer Price Index (NSA); FAI = Fixed Asset Investment; IVA = Real Industrial Value Added; PPI = Producer Price Index.  
Note: Dotted vertical line indicates the commencement of “Operation Epic Fury” by the United States against Iran on February 28, 2026.   
Source: China’s General Administration of Customs, via Haver Analytics.
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Table 1: Fixed Asset Investment Year-over-Year Growth for Select Time Periods (Not Seasonally Adjusted) 

 
Total FAI Real Estate Manufacturing Auto Chemical ICT 

April 2026 -9.4% -20.2% -4.3% -10.4% -11.2% 5.4% 

Q1 2026 1.7% -10.6% 4.1% 4.8% 0.4% 5.4% 

Jan–Apr 2026 -1.6% -13.4% 1.2% -0.5% -3.6% 5.4% 

Jan–Apr 2025 4.0% -10.6% 8.8% 23.6% 1.3% 9.0% 

Jan–Apr 2023–2025 avg. 4.3% -8.2% 8.3% 15.9% 10.2% 12.1% 

Note: Auto = automotive manufacturing; Chemical = raw chemical materials and chemical products; ICT = communications equipment, com-
puters, and other electronic equipment.  
Source: China’s National Bureau of Statistics, via Haver Analytics. 
 

China Tries to Divert 
Domestic Capital 
Toward Technology 
Ambitions 
Two recent actions by Chinese regulators and the 
State Council further China’s ambition to ensure its 
private capital markets supplement its industrial 
policy.  

 China envisions a domestic capital markets ecosys-
tem in which household savings are used to bolster 
CCP industrial policy. China’s previous attempts to 
foster such a system have stalled. Some households 
have sought better returns abroad in contravention 
of China’s capital controls. 12  At the same time, 
China’s private capital-constrained environment 
has resulted in some technology companies listing 
or re-incorporating overseas to access global capi-
tal.*  13  Beijing recently sought to address each of 
these challenges to its vision. 

 
* Recently, some Chinese tech firms have relocated their headquarters outside of China and sought foreign buyers to be more attractive to 
customers in wider markets and reduce geopolitical exposure. Xinghui Kok and Claire Fu, “As Global Scrutiny Grows, Chinese Firms Look to Call 
Singapore Home,” Reuters, December 18, 2025. https://www.reuters.com/world/china/global-scrutiny-grows-chinese-firms-look-call-singapore-
home-2025-12-19/; James Kynge, Jude Webber and Christine Murray, “‘Singapore Washing’: China’s New Back Doors into Western Markets,” 
Financial Review, September 9, 2024. https://www.afr.com/world/asia/singapore-washing-china-s-new-back-doors-into-western-markets-
20240909-p5k8yj.    

First, China is cracking down on illicit channels for 
households to invest money overseas to force sav-
ings back into domestic markets. 

 On May 22, the China Securities Regulatory Com-
mission (CSRC) along with eight other agencies or-
dered the China-based operations of three digital 
securities trading platforms to cease operating in 
the Mainland. 14  The companies—Futu Securities, 
Tiger Brokers, and Longbridge Securities—had of-
fered a channel for Chinese retail investors to move 
savings outside of China and evade capital controls 
by purchasing overseas equities. 15  Households 
must now access foreign securities only through 
two sanctioned and highly controlled channels: the 
Hong Kong-linked Stock Connect program and bro-
kers and fund managers participating in the Quali-
fied Domestic Institutional Investor (QDII) pro-
gram.16 

 By forcing retail investors to use controlled invest-
ment channels, China can better direct household 
savings to fund domestic equities.17 Investors may 
switch to using the Stock Connect to invest in Hong 
Kong, where Chinese tech firm initial public offer-
ings (IPOs) led the exchange to the number one 
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global listing-venue by value in 2025.18  The QDII 
program, through which Chinese households gain 
exposure to offshore financial markets, is subject to 
a quota, leaving households to inject leftover sav-
ings into domestic markets.19 

Second, China issued new regulations establishing 
strict oversight of outbound investment to prevent 
the outflow of Chinese technology to overseas juris-
dictions.  

 On June 1, China’s State Council released the State 
Council Regulations on Overseas Investment (Decree 
No. 837), preventing investors from exporting re-
stricted technology, knowhow, data, or other goods 
and services under the guise of outbound invest-
ment. 20  Individuals and entities violating the re-
strictions are subject to harsh punishments, includ-
ing fines, visa restrictions, and industry blacklist-
ing.21 

 The regulations broaden Beijing’s authority against 
such moves after it forced the founders of artificial 
intelligence (AI) firm Manus to unwind their sale to 
Meta even though the firm had already relocated its 
headquarters from China to Singapore. *  22  (For 
more on Meta’s acquisition of Manus and efforts by 
other Chinese tech companies to relocate abroad, 
see the Commission’s China Bulletin from May 5, 
2026.) The regulations come into effect on July 1, 
signaling the urgency of the issue to China’s lead-
ership.23  

Taken together, the new rules are a further step to-
ward ensuring promising tech startups list on do-
mestic exchanges or in Hong Kong and keeping Chi-
nese household savings captive to ensure they are 
used to fund China’s technological ambitions.  

 
* The State Council adopted the new regulations on outbound investment internally on April 17 before announcing its decision to block Meta’s 
acquisition of Manus but did not make the text public until June 1. China’s State Council, 国务院关于对外投资的规定 [State Council Regulations 
on Overseas Investment], June 1, 2026. https://web.archive.org/web/20260602103116/https://www.gov.cn/zhengce/content/202606/con-
tent_7070755.htm. 

China Continues Gray 
Zone Intimidation 
Against Taiwan with 
Unannounced Large-
Scale Naval 
Deployments 
Beijing’s latest large military activities in the Taiwan 
Strait seek to intimidate neighbors while avoiding 
heightened international scrutiny following the 
Trump-Xi summit. 

 In late May, China deployed over 100 People’s Lib-
eration Army (PLA) Navy and China Coast Guard 
ships across the first island chain.24  The unusually 
strong presence included joint combat readiness 
patrols around Taiwan, aircraft carrier operations in 
the Western Pacific that likely focused on counter-
intervention training, and other activities. 25  China 
did not frame the large-scale deployments as a sin-
gle coordinated exercise or actively publicize its ac-
tivities—unlike its previous Taiwan exercises, which 
have featured aggressive propaganda.26 

 China often uses politically significant occasions in 
Taiwan as pretext to conduct military exercises 
aimed at intimidating the island.27 The increase in 
military activity coincided with the second anniver-
sary of Taiwan President Lai Ching-te’s inauguration 
and the 30th anniversary of Taiwan’s transition to 
democracy.  

 Beijing has an interest in softening U.S. perceptions 
of the threat it poses to Taiwan following the 
Trump-Xi summit, as Xi presses U.S. President Don-
ald Trump to curb U.S. arms sales to Taiwan.28 While 
the large-scale deployment is part of a pattern of 

https://www.uscc.gov/trade-bulletins/china-bulletin-may-5-2026
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gray zone activities to intimidate Taiwan and neigh-
boring U.S. allies Japan and the Philippines, China’s 
relative quiet is likely an effort to avoid unwanted 
attention from the United States that could galva-
nize U.S. support for Taiwan. 

China Continues to 
Back Russia as Xi and 
Putin Pledge Deeper 
Cooperation 
A May 19–20 summit between Xi and Putin show-
cased Beijing and Moscow’s ambitions for deeper 
strategic cooperation to compete with the United 
States and its allies, while underscoring the extent 
to which the relationship now runs on China’s terms. 

 The summit provided insight into areas where Bei-
jing and Moscow seek deeper strategic integration. 
New commitments related to AI, satellite naviga-
tion, and long-term economic planning suggest 
both governments view advanced technology, eco-
nomic resilience, and reduced dependence on the 
West as priorities for cooperation.29  

 The initiatives affirmed a 2026–2030 roadmap to 
link China’s BeiDou and Russia’s GLONASS satellite 
navigation systems, signaling top-level political en-
dorsement of an agreement highlighted in the 
Commission’s 2025 Annual Report to Congress.30 
This suggests Beijing and Moscow are moving be-
yond rhetoric toward deeper technical integration 
in space infrastructure.31  

 The summit was likely designed to send a message 
that Beijing and Moscow remain strategically 
aligned in their efforts to reshape the international 
order in favor of their Axis of Autocracy.32 Their joint 
statement criticized U.S. missile defense initiatives, 
sanctions, and aspects of the existing international 
order.33  Even as Beijing seeks a more stable rela-
tionship with Washington, the summit signaled 
alignment between Russia and China in opposition 
to elements of U.S. foreign and security policy.34  

 The outcomes of the summit underscored that the 
China-Russia partnership increasingly runs on Bei-
jing’s terms, however.35 Despite extensive declara-
tions of cooperation, the two sides again failed to 
finalize the long-discussed Power of Siberia 2 pipe-
line, a top Russian priority, agreeing only on un-
specified “main parameters” with no details on con-
struction timeline or pricing.36  

 The continued delay illustrates Beijing’s leverage 
over a partner that has grown structurally depend-
ent on it.37 Russia now relies on China for the bulk 
of its microelectronics and machine-tools, under-
scoring Beijing’s importance to Moscow’s defense-
industrial capacity and war effort. 38  Beijing reaf-
firmed deep alignment with Russia while declining 
to deliver the terms Moscow most wanted, a pos-
ture that suggests it sees more value in a sustained 
partnership than in resolving Russia’s near-term pri-
orities. 

 

 

This issue of the China Bulletin was prepared by Graham Ayres, Rachael Burton, Zoe Merewether, and Matthew Sperzel. 
You may reach us at contact@uscc.gov. 

Disclaimer: This bulletin is the product of research performed by professional staff of the U.S.-China Economic and Security Review Commission 
(USCC) and was prepared to support the ongoing research and deliberations of the Commission. Posting of this bulletin to the Commission’s web-
site is intended to promote greater awareness and understanding of developing issues for congressional staff and the public in support of the 
Commission’s efforts to “monitor, investigate, and report” on U.S.-China economic relations and their implications for U.S. national security, as 
mandated by Public Law 106-398 (as subsequently modified in law, see uscc.gov/charter). The public release of this document does not imply an 
endorsement by the Commission, any individual Commissioner, or the Commission’s other professional staff, of the views or considerations raised 
in this staff-prepared bulletin.   

https://www.uscc.gov/sites/default/files/2025-11/2025_Annual_Report_to_Congress.pdf
https://www.uscc.gov/sites/default/files/2025-11/Chapter_3--Axis_of_Autocracy.pdf
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