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China’s Brute Force Economics: Waking Up from the Dream of a Level Playing Field

Liza Tobin argues that the time has come for the United States and

its allies to abandon the notion that competing on a level playing field

with China's state-led economy is possible and confront the reality of

what she calls the country's "brute force economics." China's tactics

are not merely an assortment of cutthroat moves made by individual

actors. Rather, they are features of Beijing's long-term strategy and are

backed up by the full force of the country's party-state system, creating

a challenge that Washington cannot afford to ignore.

n 2017, China’s chief justice, Zhou Qiang,

told legal officials in Beijing to resist “erro-

neous” ideas from the West like “constitu-

tional democracy,” “separation of powers,”
and “independence of the judiciary.” His state-
ments shocked some Western observers who had
watched in cautious optimism as Zhou, a well-edu-
cated jurist with a reputation as a reformer, spear-
headed efforts to make China’s courts more pro-
fessional.’ Behind Zhou’s words was a hard truth:
Reforms could only go so far before they collided
with the reality that, in the People’s Republic of
China, the judiciary is subordinate to the Chinese
Communist Party.

This dynamic matters beyond China’s borders.
Cooperative trading relations require a common
set of rules or expectations that ensure that eco-
nomic competition occurs on a level playing field.
Beijing’s rejection of the rule of law as a fundamen-
tal operating principle means that the normative
commercial structures upon which modern trade
depends are at the mercy of a powerful and ide-
ologically motivated political party. The Chinese
Communist Party’s ruthless pursuit of techno-eco-
nomic dominance in a range of strategic sectors
has distorted activities that are usually thought of
as positive sum — trade and technology coopera-
tion — into zero-sum games.

The time has come for the United States and its
allies to abandon the notion that competing on a
level playing field with China’s state-led econo-
my is possible and confront the reality of what I
am calling the country’s brute force economics. 1
use this term as an analytic frame to summarize
the aggressive, evolving, and often opaque web of
policies and tactics that Beijing employs to give

its national champions — corporations acting to
advance government policy — an advantage and
seize a dominant global market share in strategic
sectors. The litany of specific practices is long:
market access restrictions in strategic sectors,
massive subsidies that fuel domestic overcapacity
and enable Chinese firms to wipe out foreign com-
petition, requirements for foreign firms to transfer
technology in order to access the Chinese market,
economic coercion, intellectual property theft, cy-
ber- and human-enabled espionage, and forced la-
bor. China’s brute force economics playbook puts
competing firms out of business and destroys en-
tire industries in rival nations. Once international
competitors to Chinese national champions are
either acquired or eliminated, trade partners have
no choice but to rely on Chinese firms for critical
technology products or inputs.

Foreign firms are sometimes complicit in Bei-
jing’s economic distortions, owing to profit mo-
tives, ignorance, or fear of retribution if they speak
out. Crucially, China’s tactics are not merely an as-
sortment of cutthroat moves made by individual
actors. Rather, they are features of Beijing’s long-
term strategy, as I will argue below. As such, they
are backed up by the full force of the country’s par-
ty-state system, creating a challenge that Washing-
ton cannot afford to ignore.

Huawei is a prominent example of Beijing’s no-
holds-barred approach to boosting its national
champions. State financial support worth an es-
timated $75 billion, market access restrictions
to limit foreign competition in China’s domes-
tic market, and decades of intellectual property
theft and racketeering enabled Huawei to under-
cut rivals to become the world’s leading telecom

1 Michael Forsythe, "China's Chief Justice Rejects an Independent Judiciary, and Reformers Wince," New York Times, Jan. 18, 2017, https://www.
nytimes.com/2017/01/18/world/asia/china-chief-justice-courts-zhou-giang.html.
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equipment vendor and suppress innovation in the
global telecom equipment industry.” After Wash-
ington fought back with export controls and a dip-
lomatic campaign to sound the alarm regarding
digital dependence on an autocratic rival,? threats
of retaliation by China’s “wolf warrior” diplomats
and state media against countries considering

Washington and its allies are still struggling
to fully conceptualize the challenge of

brute force economics, much less mount

a sufficiently robust counteroffensive.

banning Huawei from their fifth-generation (5G)
networks erased any uncertainty about whether
resisting the company’s advances meant entering
Beijing’s crosshairs.*

China’s brute force economics has set off alarm
bells in Washington and allied capitals. Of par-
ticular concern is the country’s emergence as a
dominant player in a growing number of stra-
tegic industries such as steel, aluminum, solar
panels, wind turbines, electric vehicle batteries,
high-speed rail, commercial drones, telecoms

network equipment, and even energetic mate-
rials that power the U.S. military’s missiles and
rockets.s Policymakers have started to take ac-
tion. The Trump administration compiled ex-
tensive evidence of China’s market-distorting
practices,® threatened tariffs to bring Chinese
negotiators to the table, and, once negotiations
failed to produce mean-
ingful structural reforms,
imposed tariffs. So far,
the Biden administration
has kept these tariffs in
place.” Both administra-
tions increased coordina-
tion with allies and part-
ners, with Trump’s team launching a trilateral
trade ministerial with the European Union and
Japan that was renewed by the Biden admin-
istration.® President Joe Biden also set up new
bilateral consultations on trade and technology
issues with Brussels and has taken other actions,
such as issuing executive orders to improve sup-
ply chain resilience and bolster the criteria for
screening inbound investments for national se-
curity risks.®

Despite this growing momentum, Washington

2 Chuin-Wei Yap, "State Support Helped Fuel Huawei's Global Rise," Wall Street Journal, Dec. 25, 2019, https://www.wsj.com/articles/state-
support-helped-fuel-huaweis-global-rise-11577280736; Jonathan Pelson, "This Is War," The American Mind, June 21, 2022, https://americanmind.
org/features/this-is-war/; Steven Overly, "U.S. Charges Huawei with Decades-long Theft of U.S. Trade Secrets," Politico, Feb. 13, 2020, https://
www.politico.com/news/2020/02/13/us-charges-huawei-with-racketeering-and-theft-114912; andRobert D. Atkinson, "How China's Mercantilist
Policies Have Undermined Global Innovation in the Telecom Equipment Industry," Information Technology and Innovation Foundation, June 22, 2020,
https://itif.org/publications/2020/06/22/how-chinas-mercantilist-policies-have-undermined-global-innovation-telecom/.

3 Cassell Bryan-Low et al., "Hobbling Huawei: Inside the U.S. War on China's Tech Giant," Reuters, May 21, 2019, https://www.reuters.com/

investigates/special-report/huawei-usa-campaign/.

4 "Wolf warrior" refers to an aggressive brand of coercive diplomacy that has emerged among China's diplomats in recent years. See "Under-
standing China's 'Wolf Warrior Diplomacy," Interview with Peter Martin, National Bureau of Asian Research, Oct. 22, 2021, https://www.nbr.org/
publication/understanding-chinese-wolf-warrior-diplomacy/. For examples of these threats, see Tony Czuczka and Steven Arons, "China Threatens
Retaliation Should Germany Ban Huawei 5G," Bloomberg, Dec. 14, 2019, https://www.bloomberg.com/news/articles/2019-12-14/china-threat-
ens-germany-with-retaliation-if-huawei-5g-is-banned; and Stu Woo, "China Threatens Retaliation Against Ericsson if Sweden Doesn't Drop Huawei
5G Ban," Wall Street Journal, May 11, 2019, https://www.wsj.com/articles/china-threatens-retaliation-against-ericsson-if-sweden-doesnt-drop-hua-

wei-5g-ban-11620740192.

5  On U.S. concerns regarding solar panels, wind turbines, electric vehicles (a.k.a., new energy vehicles) and batteries, telecoms, high-speed

rail, and steel, see "Findings of the Investigation Into China's Acts, Policies, and Practices Related to Technology Transfer, Intellectual Property, and
Innovation Under Section 301 of the Trade Act of 1974," Office of the United States Trade Representative, March 22, 2018, https://ustr.gov/sites/
default/files/Section%20301%20FINAL.PDF. On energetics, see Nadia Schadlow et al., Rocket's Red Glare: Modernizing America's Energetics Enter-
prise, Hudson Institute, October 2022, http://media.hudson.org.s3.amazonaws.com/Rockets+Red+Glare+-+Modernizing+America%E2%80%99s+En-
ergetics+Enterprise.pdf. On aluminum and several other sectors, see "2021 Report to Congress on China's WTO Compliance," United States Trade
Representative, February 2022, https://ustr.gov/sites/default/files/enforcement/WTO/2021%20USTR%20Report%20to%20Congress%200n%20
China%27s%20WTO%20Compliance.pdf. On commercial drones, see "Is China at the Forefront of Drone Technology?" China Power, Center for Stra-
tegic and International Studies, accessed Nov. 28, 2022, https://chinapower.csis.org/china-drones-unmanned-technology/.

6 "Findings of the Investigation Into China's Acts, Policies, and Practices Related to Technology Transfer, Intellectual Property, and Innovation
Under Section 301 of the Trade Act of 1974," Office of the United States Trade Representative, March 22, 2018, https://ustr.gov/sites/default/files/

Section%20301%20FINAL.PDF.

7  "Biden Administration to Maintain China Tariffs while Review Continues," Reuters, Sept. 2, 2022, https://www.reuters.com/markets/us/
biden-administration-maintain-china-tariffs-while-review-continues-2022-09-02/.

8 "U.S., EU, Japan Trade Ministers Agree to Renew Three-Way Partnership — Statement," Reuters, Nov. 17, 2021, https://www.reuters.com/world/
asia-pacific/us-eu-japan-trade-ministers-agree-renew-three-way-partnership-statement-2021-11-17/.

9 "U.S.-EU Statement of the Trade and Technology Council," White House, May 16, 2022, https://www.whitehouse.gov/wp-content/up-
loads/2022/05/TTC-US-text-Final-May-14.pdf; "Executive Order on America's Supply Chains," White House, Feb. 24, 2021, https://www.white-
house.gov/briefing-room/presidential-actions/2021/02/24/executive-order-on-americas-supply-chains/; and "FACT SHEET: President Biden Signs
Executive Order to Ensure Robust Reviews of Evolving National Security Risks by the Committee on Foreign Investment in the United States," White
House, Sept. 15, 2022, https://www.whitehouse.gov/briefing-room/statements-releases/2022/09/15/fact-sheet-president-biden-signs-executive-
order-to-ensure-robust-reviews-of-evolving-national-security-risks-by-the-committee-on-foreign-investment-in-the-united-states/.
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China’s Brute Force Economics: Waking Up from the Dream of a Level Playing Field

and its allies are still struggling to fully concep-
tualize the challenge of brute force economics,
much less mount a sufficiently robust counterof-
fensive. As a director responsible for coordinat-
ing China policy at the National Security Council
during the Trump and Biden administrations, I
experienced this firsthand. One conceptual hur-
dle resulted from the difficulty of distinguishing
between “fair” and “foul” in explaining China’s
achievements. After all, Beijing’s success in cap-
turing global market share has partially resulted
from “textbook” economic factors: the unleash-
ing of entrepreneurialism and trade after dec-
ades of near-autarky, China’s robust investments
in manufacturing infrastructure, and the coun-
try’s natural advantages of size and scale.

But these factors do not tell the whole story. For
my colleagues and me in the executive branch,
textbook economic concepts like “market fail-
ure,” “macroeconomic imbalances,” and “trade
distortions” were thin soup. Scholars have right-
ly described China’s policies as “mercantilist” or
“neo-mercantilist.”*° But even these terms are in-
sufficient to diagnose Beijing’s predatory mix of
mercantilism, aggression, and criminality — oper-
ating at a scale that only China can muster.

Key Features of
Brute Force Economics

The “brute” in brute force economics refers
to the force, ruthlessness, and scale that charac-
terize China’s economic strategy and make it an
unprecedented challenge for Washington and its
allies. While policy discourse, especially among
U.S. economic officials, tends to focus on particu-
lar facets of the problem, such as market access
restrictions, technology theft, or unfair subsidies,

the reality is that these components overlap and
are integrally linked in a comprehensive strategy
that is more powerful and pernicious than the
sum of its parts.

Force

As an economically powerful and technologically
advanced autocracy, the Chinese Communist Par-
ty can drive the full force of the party-state-mil-
itary-intelligence system and the country’s mas-
sive national resources to serve its objectives. A
foreign firm competing for global market share
with a Chinese national champion is not com-
peting with a typical commercial company but
rather with what China scholar Jude Blanchette
calls “CCP Inc.,”" as the Huawei example above
demonstrates. Such blurred lines offer both dis-
advantages and advantages for individual Chinese
firms. On the negative side of the ledger, when
push comes to shove, even ostensibly private
firms have no choice but to throw their weight be-
hind the party’s goals. Chinese law compels all in-
dividuals and companies in China to assist in na-
tional security and intelligence work, if required.”
On the other hand, national champions enjoy tan-
gible advantages over their foreign competitors:
China’s spending on industrial policy — estimated
at $248 billion in a single year — far exceeds com-
parable spending by the United States and other
advanced economies.” China’s subsidy and export
credit practices violate its World Trade Organiza-
tion (WTO) commitments, but the WTO and its
members have been powerless to stop them. Na-
tional champions bidding for overseas business
also have benefits that are harder to quantify,
like state security agents stealing trade secrets
and wolf warrior diplomats wielding incentives,

10 For example, Robert D. Atkinson describes Beijing's policies as "innovation mercantilism." See "China's 'Innovation Mercantilism' Reduces the
Rate of Global Innovation," Information Technology and Innovation Foundation, Oct. 7, 2021, https://itif.org/publications/2021/10/07/chinas-in-
novation-mercantilism-reduces-rate-global-innovation/. | wish to thank an anonymous reviewer for pointing out a useful definition of neomercantil-
ism: "strategic protectionist policies and other forms of government economic activism to promote state wealth and power," in Eric Helleiner, The
Neomercantilists: A Global Intellectual History (Ithaca, NY: Cornell University Press, 2021). As my anonymous reviewer rightly notes, China's "brute
force" policies are not without historical precedent but are "a variant of neomercantilism, made more potent by the sheer size of the Chinese econo-
my and the ability of the Chinese state to direct the activities of economic actors."

1 This term comes from the Center for Strategic and International Studies project by this name. See "CCP Inc.," Center for Strategic and Inter-
national Studies, accessed Nov. 28, 2022, https://www.csis.org/programs/freeman-chair-china-studies/ccp-inc.

12 Nazak Nikakhtar, "U.S. Businesses Must Navigate Significant Risk of Chinese Government Access to Their Data," Wiley, March 2021, https://
www.wiley.law/newsletter-Mar-2021-PIF-US-Businesses-Must-Navigate-Significant-Risk-of-Chinese-Government-Access-to-Their-Data; Murray Scot
Tanner, "Beijing's New National Intelligence Law: From Defense to Offense," Lawfare, July 20, 2017, https://www.lawfareblog.com/beijings-new-na-
tional-intelligence-law-defense-offense; and William Evanina, "Keynote Remarks as Prepared for Delivery," International Legal Technology Association
LegalSEC Summit 2019, June 4, 2019, page 2, https://www.dni.gov/files/NCSC/documents/news/20190606-NCSC-Remarks-ILTA-Summit_2019.pdf.

13 Gerard DiPippo, llaria Mazzocco, and Scott Kennedy, Red Ink: Estimating Chinese Industrial Policy Spending in Comparative Perspective,
Center for Strategic and International Studies, May 2022, https://csis-website-prod.s3.amazonaws.com/s3fs-public/publication/220523_DiPip-

po_Red_Ink.pdf?LH8ILLKWz40.bjrwNS7csuX_CO4FyEre.

14 Stephen Ezell, "False Promises II: The Continuing Gap Between China's WTO Commitments and Its Practices," Information Technology and
Innovation Foundation, July 26, 2021, https://itif.org/publications/2021/07/26/false-promises-ii-continuing-gap-between-chinas-wto-commit-

ments-and-its/.
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inducements, and threats on their behalf.”s
Ruthlessness

Beijing’s rhetorical commitment to “common
development,” and “win-win cooperation”*
frames its economic relations with other nations
in positive sum terms, but its behavior belies a ze-
ro-sum approach that shows little regard for the
costs of its behavior for other nations. These are
not mere marginal costs of doing business that
can be easily written off. A Boston-based cyber
security firm estimated in May that a Chinese
state-backed cyber hacker stole trillions of dol-
lars’ worth of sensitive and proprietary data on
everything from diabetes drugs to missiles from
approximately 30 multinational corporations in
North America, Europe, and Asia.”” An independ-
ent commission estimated that China’s economic
espionage and intellectual property theft cost the
U.S. economy up to $600 billion annually, discour-
aging capital investments required for innovation
and undermining U.S. firms’ overseas compet-
itiveness.”® Even when justice is served, it often
comes too late to protect American firms.

In one example, Chinese manufacturer Sinovel
stole U.S. firm AMSC’s proprietary wind turbine
technology instead of paying the agreed-upon
price. In 2018, a U.S. federal jury found Sinovel
guilty on all charges including conspiracy and trade
secret theft starting in 2011. But by the time the
verdict was rendered, Sinovel’s crimes had already
caused AMSC to lose half its workforce (almost
700 jobs), $1 billion in shareholder equity, and $550
million in trade secrets, according to court docu-

ments."” Meanwhile, China’s wind turbine industry
prospered, with exports growing from $2.9 billion
in 2017 to $7.2 billion in 2021.°

Scale

With a globally integrated, state-directed econo-
my second only in size to that of the United States,
China can practice brute force economics on a
scale that no other nation can. The United States
has often absorbed the unfair practices of its trad-
ing partners. However, China’s sheer size makes it
an outlier, both in terms of direct harm and the
opportunity costs it imposes by restricting access
to 1.4 billion consumers for products and services
that the United States excels in producing, like data
services and social media. Sectors that Beijing par-
tially or completely blocks to foreign competition
include telecoms, fisheries, media, smartphones,
agricultural machinery, cargo ships, electric vehi-
cles, digital payments, solar panels, and — ironi-
cally — wind turbines, among others.* It would
be difficult to estimate the total cost to U.S. firms
from lost revenues owing to China’s market access
restrictions, but according to some estimates these
restrictions cost individual U.S. firms billions of
dollars.” The reverse is not true: The Chinese app
TikTok is projected to earn nearly $6 billion in U.S.
ad revenues in 2022,2 while Meta and other U.S.
tech platforms are blocked from China’s market.
Market access restrictions mean that China’s ac-
cessible market — which is what matters for for-
eign businesses — is smaller than what is suggest-
ed by China’s massive economy and population.

15 On state security agents, see Christopher Wray, "The Threat Posed by the Chinese Government and the Chinese Communist Party to the

Economic and National Security of the United States," remarks as delivered, Hudson Institute, July 7, 2020, https://www.fbi.gov/news/speeches/the-
threat-posed-by-the-chinese-government-and-the-chinese-communist-party-to-the-economic-and-national-security-of-the-united-states. On Beijing's
economic coercion by wolf warrior diplomats and others, see Bonnie S. Glaser, "Time for Collective Pushback Against China's Economic Coercion," Cen-
ter for Strategic and International Studies, Jan. 13, 2021, https://www.csis.org/analysis/time-collective-pushback-against-chinas-economic-coercion.

16 These phrases are found frequently in China's propaganda. See, for instance, Lin Songtian, "Common Prosperity through Win-Win Coopera-
tion," China Daily, July 7, 2022, http://global.chinadaily.com.cn/a/202207/05/WS62c373fea310fd2b29eba4cc.html.

17 Nicole Sganga, "Chinese Hackers Took Trillions in Intellectual Property from About 30 Multinational Companies," CBS News, May 4, 2022,
https://www.cbsnews.com/news/chinese-hackers-took-trillions-in-intellectual-property-from-about-30-multinational-companies/.

18 The IP Commission, "Written Comments on Behalf of the Commission on the Theft of American Intellectual Property to the United States
Trade Representative," National Bureau of Asian Research, May 11, 2018, https://www.nbr.org/wp-content/uploads/pdfs/publications/ustr_writ-
ten_comments_301_tariffs-may2018.pdf.

19 "Court Imposes Maximum Fine on Sinovel Wind Group for Theft of Trade Secrets," U.S. Department of Justice, July 6, 2018, https://www.
justice.gov/opa/pr/court-imposes-maximum-fine-sinovel-wind-group-theft-trade-secrets. Also see Nate Raymond, "China's Sinovel Convicted in U.S.
of Trade-Secret Theft," Reuters, Jan. 24, 2018, https://www.reuters.com/article/us-sinovel-wind-gro-usa-court-idUSKBN1FD2XL.

20  Andrew David, "Chinese Wind Turbine Export Growth Continued in 2021," U.S. International Trade Commission, March 2022, https://www.
usitc.gov/publications/332/executive_briefings/ebot_chinese_wind_turbine_export_growth_continued_in_2021.pdf.

21 Agatha Kratz and Janka Oertel, "Home Advantage: How China's Protected Market Threatens Europe's Economic Power," European Council on Foreign
Relations, April 2021, https://ecfr.eu/wp-content/uploads/Home-advantage-How-Chinas-protected-market-threatens-Europes-economic-power.pdf.

22 Robert D. Atkinson, "A U.S. Grand Strategy for the Global Digital Economy," Information Technology and Innovation Foundation, Jan. 19, 2021,
https://itif.org/publications/2021/01/19/us-grand-strategy-global-digital-economy/.

23 'TikTok's Ad Revenue to Surpass Twitter and Snapchat Combined in 2022 - report," Reuters, April 11, 2022, https://www.reuters.com/technol-
ogy/tiktoks-ad-revenue-surpass-twitter-snapchat-combined-2022-report-2022-04-11/.
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Brute Force Economics
and the Party’s Technology Strategy

Chinese leader Xi Jinping describes the world
as experiencing “change on a scale unseen in a
century” and an epochal power shift from west
to east that offers China the opportunity to
emerge as the world’s leading power.** Critically,
the Chinese Communist Party believes that suc-
cess will depend on its ability to seize the advan-
tage in disruptive and emerging technologies. In
2017, the party set a goal for China to become
a “global leader in innovation by 2035.”* This is
not about technological achievement only for its
own sake or for economic gain. As scholar Rush
Doshi, who in 2021 joined the Biden adminis-
tration as a National Security Council China di-
rector, explained in 2020, “China’s leaders have
often seen technology and economic exchange
through a political lens, particularly as a way to
avoid dependency, strengthen China’s ‘compre-
hensive power, and build order.”* As Xi said in
2021, “Technological innovation has become one
of the main fields of international strategic com-
petition, and the contest in key sci-tech areas is
fierce.””” At the 2oth Party Congress in October
2022, where Xi secured a third five-year term
as general secretary, he doubled down on these
goals, emphasizing the need for China to achieve
“self-reliance” in science and technology.*®

Brute force economics is an expression of the
Chinese Communist Party’s character as a politi-
cal system. Within its own ranks, the party insists

that its Marxist political system has been critical to
China’s success thus far and will continue to be es-
sential to achieving its objective of making China
the world’s leading power.* Its system, according
to Beijing, enables the country to carry out long-
term planning and marshal large-scale resources
to pursue state objectives in technological, mili-
tary, economic, and other domains, sustaining a
collective effort in a way that democracies often
cannot.®® For Beijing, China’s economic rise and
technological achievements are evidence that its
system and strategy are correct — and justifica-
tion to pursue its strategy by all means necessary.
In other words, the political ends justify the eco-
nomic means. Brute force economics is embedded
in China’s political institutions and is likely to sur-
vive even if Xi exits the scene and his successors
try to soften the edges.

In its quest for comprehensive national pow-
er, Beijing has pursued what it calls “indigenous
innovation” for more than a decade and a half?
This strategy aims to boost China’s technological
self-sufficiency by replacing imports of advanced
technology with domestic production, to climb
the global manufacturing value chain, and to cap-
ture greater international market share. Beijing’s
Made in China 2025 plan, issued in 2015, gained
notoriety in Washington owing to its explicit tar-
gets for market share across a wide range of crit-
ical technologies.* (Recognizing the strategic and
economic challenge for what it was, the Trump
administration targeted these technology imports
with its first tranche of tariffs.) These Chinese

24 XiJinping, The Governance of China, Volume IV (Beijing: Foreign Language Press, 2022), 224. The quote comes from a speech Xi delivered at
the Chinese Academy of Sciences entitled "Strive for Greater Strength and Self-Reliance in Science and Technology" on May 28, 2021.

25  XiJinping, The Governance of China, Volume IV, 225. Xi first expressed this goal publicly in his report to the 19th Party Congress on Oct. 18,
2017. Xi Jinping, The Governance of China, Volume Il (Beijing: Foreign Language Press, 2020), 29.

26 Rush Doshi, "The United States, China, and the Contest for the Fourth Industrial Revolution," testimony before the U.S. Senate Committee on
Commerce, Science, and Transportation, July 31, 2020, https://www.brookings.edu/testimonies/the-united-states-china-and-the-contest-for-the-

fourth-industrial-revolution/.

27  XiJinping, The Governance of China, Volume IV, 224.

28  "Full Text of the Report to the 20th National Congress of the Communist Party of China," Ministry of Foreign Affairs of the People's Republic
of China, Oct. 25, 2022, https://www.fmprc.gov.cn/eng/zxxx_662805/202210/t20221025_10791908.html.

29 OnJan. 1, 2022, Xi Jinping said, "To stay at the forefront of the times, a nation must always be guided by the right theories and thoughts.
How does the [Chinese Communist Party] succeed? Why does Chinese socialism work? Because Marxism works... . Marxism points the way for
advancing human society. It is a powerful theoretical weapon for us to understand the world and its underlying trends, seek the truth, and change

the world." Xi Jinping, The Governance of China, Volume 1V, 35.

30  Inaspeech on May 30, 2016, entitled "Build China into a World Leader in Science and Technology," Xi Jinping said, "Our greatest strength
lies in our socialist system, which enables us to pool resources in a major mission. This is the key to our success. We have relied on this in making
noticeable scientific breakthroughs in the past. And today we will still rely on this in achieving leapfrog scientific and technological innovations.

We will develop a new mechanism under the socialist market economy to pool our resources in scientific initiatives." Xi Jinping, The Governance of
China, Volume 11, 292-303. For more on the role of ideology in the Chinese Communist Party's strategy, see Daniel Tobin, "How Xi Jinping's 'New Era'
Should Have Ended U.S. Debate on Beijing's Ambitions," Center for Strategic and International Studies, May 8, 2020, https://www.csis.org/analy-
sis/how-xi-jinpings-new-era-should-have-ended-us-debate-beijings-ambitions.

31 Bradford Waldie, "Lexicon: Indigenous Innovation or Independent Innovation (B ZE 813, Zizhii Chuangxin)," DigiChina, March 7, 2022, https://
digichina.stanford.edu/work/lexicon-indigenous-innovation-or-independent-innovation-zizhu-chuangxin/.

32 "Unofficial USCBC Chart of Localization Targets by Sector Set in the MIIT Made in China 2025 Key Technology Roadmap," U.S.-China Business
Council, accessed Nov. 28, 2022, https://www.uschina.org/sites/default/files/2-2-16%20Sector%20and%20Localization%20Targets%20for%20

Made%20in%20China%202025.pdf.
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policies have much earlier roots, however. A ma-
jor policy document issued in 2006 — the Medi-
um- and Long-Term Plan for Science and Technol-
ogy Development — set guidelines for the next 15
years and prioritized advances in integrated cir-
cuits, industrial biotechnology, information tech-
nology, including broadband mobile telecoms, and
many other sectors. It called for China to “leapfrog
in priority fields” and “lead the future.”s® These
themes continued in Beijing’s 2010 decision to
support seven “strategic emerging industries.”3
More recently, China’s 14™ five-year plan for 2021-
2025 intensified the drive for self-sufficiency with
a policy dubbed “dual circulation”® — essentially
a one-way decoupling strategy that seeks to in-
crease the world’s dependence on China while
reducing China’s dependence on the world for
critical technologies.®* China’s push for self-suffi-
ciency and decoupling is not a reaction to recent
tensions between the United States and China but
has been underway for many years.?”

Has Beijing’s approach been effective? Setting
ambitious goals does not guarantee success, and
massive outlays on industrial policies have led to
waste. Measuring China’s technological progress
is challenging since rigorous assessments are
constrained in an opaque and autocratic system
and the long-term effects of wasteful industrial
policies take time to become clear. Caution and
humility are warranted, but given China’s success
in achieving market dominance in commercial

drones, lithium-ion batteries, 5G wireless technol-
ogy, and other sectors,® the United States and its
allies should not be complacent.

The implications for the United States and its
democratic allies go beyond the techno-economic.
All of Beijing’s plans are dual-use, aiming to max-
imize the efficient use of finite national resourc-
es to drive economic and military modernization
simultaneously. Beijing’s national military-civil
fusion strategy that emerged in the 2010s seeks
to ensure that breakthroughs in civilian research
and commercial sectors advance both military
and economic objectives.?® Business leaders, tech-
nologists, and scholars involved in cutting-edge
sectors should be on notice that their industries
are in Beijing’s sights.

Creating dependence in critical sectors provides
Beijing with strategic leverage. As the Ukraine cri-
sis has painfully highlighted for European coun-
tries, depending on an adversary for critical in-
puts like energy can suddenly prove dangerous
and costly during a crisis. China, with an economy
10 times the size of Russia’s and an outsized role
in global supply chains,* has a greater capacity
than Russia to weaponize its economic clout and
a growing track record of doing so.# America’s re-
liance on China for products and materials that
are critical to the defense industrial base — such
as rare earth elements required for military hard-
ware like the F-35 and night vision devices —
would leave the country vulnerable in a bilateral

33 "The National Medium- and Long-Term Program for Science and Technology Development (2006-2020)," The State Council, the People's
Republic of China, 2006, https://www.itu.int/en/ITU-D/Cybersecurity/Documents/National_Strategies_Repository/China_2006.pdf.

34 China's Strategic Emerging Industries: Policy, Implementation, Challenges, & Recommendations, U.S.-China Business Council, March 2013,

https://www.uschina.org/sites/default/files/sei-report.pdf.

35  "Outline of the People's Republic of China 14th Five-Year Plan for National Economic and Social Development and Long-Range Objectives for
2035," Center for Security and Emerging Technology, March 12, 2021, Trans. Etcetera Language Group, Inc., https://cset.georgetown.edu/wp-con-

tent/uploads/t0284_14th_Five_Year_Plan_EN.pdf.

36  Matt Pottinger, "Testimony Before the United States-China Economic and Security Review Commission," April 15, 2021, https://www.uscc.

gov/sites/default/files/2021-04/Matt_Pottinger_Testimony.pdf.

37  See, e.g., Aaron L. Friedberg, Getting China Wrong, (Cambridge, UK: Polity Press, 2022), 171-72; and Rush Doshi, The Long Game: China's
Grand Strategy to Displace American Order, (New York: Oxford University Press, 2021), 134-56. For official Chinese Communist Party sources on
self-reliance, see "Outline of the People's Republic of China 14th Five Year Plan"; and Xi Jinping, Governance of China, Volume IV, 224-33 for a
speech that Xi delivered in May 2021 entitled, "Strive for Greater Strength and Self-Reliance in Science and Technology."

38  For a comparative assessment of American and Chinese leadership in key technologies, see "Harnessing the New Geometry of Innovation,"
Special Competitive Studies Project, November 2022, https://www.scsp.ai/wp-content/uploads/2022/11/Platforms-Panel-IPR.pdf, 14-19. For more
on commercial drones, see "Is China at the Forefront of Drone Technology?" Center for Strategic and International Studies, accessed Nov. 29,

2022, https://chinapower.csis.org/china-drones-unmanned-technology/. For more on lithium-ion batteries, see "Share of the Global Lithium-lon
Battery Manufacturing Capacity in 2021 with a Forecast for 2025, by Country," Statista, accessed Sept. 24, 2022, https://www.statista.com/statis-
tics/1249871/share-of-the-global-lithium-ion-battery-manufacturing-capacity-by-country/#:~:text=China%20dominated%20the%20world%27s%20
lithium,that%20entered%20the%20global%20market. As of 2021, Huawei had finalized more 5G contracts than any other company. David Sacks,
"China's Huawei Is Winning the 5G Race. Here's What the United States Should Do to Respond," Council on Foreign Relations, March 29, 2021,

https://www.cfr.org/blog/china-huawei-5g.

39  "Military-Civil Fusion Strategy and the People's Republic of China," Department of State, accessed Nov. 29, 2022, https://www.state.gov/

wp-content/uploads/2020/05/What-is-MCF-One-Pager.pdf.

40  Gerard DiPippo, "Deterrence First: Applying Lessons from Sanctions on Russia to China," Center for Strategic and International Studies, May
3, 2022, https://www.csis.org/analysis/deterrence-first-applying-lessons-sanctions-russia-china.

41 Aaron L. Friedberg, "The United States Needs to Reshape Global Supply Chains," Foreign Policy, May 8, 2020, https://foreignpolicy.
com/2020/05/08/united-states-reshape-global-supply-chains-china-reglobalization/.
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dispute or crisis.® In fact, China has threatened to
cut off America’s rare earth supply several times,
including as recently as 2021.%

Innovation Economics
in a Zero-Sum World

Evidence is mounting that Beijing’s use of brute
force economics is undermining innovation in
other countries, putting their long-term prosper-
ity at risk. Robert D. Atkinson has shown that, by
shrinking markets and reducing profits that inno-
vators need to invest, China’s mercantilist prac-
tices have slowed the progress of innovation in
the United States and other developed nations.*
Innovation is the single most important long-term
driver of economic growth for advanced econo-
mies like the United States.* Thus, allowing Chi-
na’s brute force economics to continue unchecked
may hinder the U.S. economy’s capacity to gener-
ate prosperity for Americans.

The distortionary effects of China’s brute force
economics can be understood through the lens of
what economists call absolute versus comparative
advantage. The theory of comparative advantage
posits that trade allows countries to specialize in
items they can produce at a lower opportunity cost
compared to other nations. When each country spe-
cializes in its areas of comparative advantage, trade
produces overall welfare gains in the form of in-
creased total output and product variety. The the-
ory suggests that, with a few exceptions, trade bar-
riers should be reduced or removed. At the turn of
the millennium, the logic of comparative advantage

animated U.S. policymakers seeking to grant China
permanent normal trading status and help it gain
membership in the WTO. They believed this would
unleash unprecedented new economic opportuni-
ties for Americans as China removed trade barriers
to state-backed industries. In 2000, President Bill
Clinton predicted, “For the first time, our compa-
nies will be able to sell and distribute products in
China made by workers here in America without
being forced to relocate manufacturing to China,
sell through the Chinese government, or transfer
valuable technology ... . We’ll be able to export
products without exporting jobs.”#

The opposite occurred. One study estimates
that between 2001, when China joined the WTO,
and 2018, the growing trade deficit with China cost
the United States 3.7 million manufacturing jobs.
The computer and electronic parts industry was
hit particularly hard: Three congressional districts
in the industry’s epicenter, Silicon Valley, lost be-
tween 12 and 20 percent of total jobs.* As the jobs
depart, the skills are lost as well. After decades
of moving manufacturing jobs offshore, it is little
wonder that many U.S. companies are facing large
shortages in workers with technical skills.* Schol-
ars have also documented that when China target-
ed and subsidized a sector in its five-year plans,
it was correlated with fewer new firms and lower
output, employment, and earnings in correspond-
ing sectors in the United States.*®

America’s loss has been China’s gain. As Jona-
than Pelson explains, “this model of wealth cre-
ation [comparative advantage] only applies when
you’re dealing with trading counterparts, where
the relationships are long-term and the tone is

42 "Report Says U.S. Military Dangerously Dependent on Foreign Suppliers," Alliance for American Manufacturing, 2020, https://www.american-
manufacturing.org/press-release/report-says-u-s-military-dangerously-dependent-on-foreign-suppliers-2/; and Valerie Bailey Grasso, "Rare Earth
Elements in National Defense: Background, Oversight Issues, and Options for Congress," Congressional Research Service, Dec. 23, 2013, https://

sgp.fas.org/crs/natsec/R41744.pdf.

43 Sun Yu and Demetri Sevastopulo, "China Targets Rare Earth Export Curbs to Hobble US Defence Industry," Financial Times, Feb. 16, 2021,
https://www.ft.com/content/d3ed83f4-19bc-4d16-b510-415749c032c1; and Keith Johnson and Elias Groll, "China Raises Threat of Rare-Earths
Cutoff to U.S.," Foreign Policy, May 21, 2019, https://foreignpolicy.com/2019/05/21/china-raises-threat-of-rare-earth-mineral-cutoff-to-us/.

44 Robert D. Atkinson, "Innovation Drag: China's Economic Impact on Developed Nations," Information Technology and Innovation Foundation,
Jan. 6, 2020, https://itif.org/publications/2020/01/06/innovation-drag-chinas-economic-impact-developed-nations/.

45  Gregory Tassey, "Beyond the Business Cycle: The Need for a Technology-based Growth Strategy," Science and Public Policy 40, no. 3 (June

2013): 293-315, https://doi.org/10.1093/scipol/scs106.

46  "Comparative Advantage," Britannica, last updated Oct. 7, 2022, https://www.britannica.com/topic/comparative-advantage.

47  "Full Text of Clinton's Speech on China Trade Bill," remarks delivered at the Paul H. Nitze School of Advanced International Studies of the
Johns Hopkins University, March 9, 2000, accessed at the Institute for Agriculture & Trade Policy, https://www.iatp.org/sites/default/files/Full _

Text_of_Clintons_Speech_on_China_Trade_Bi.htm.

48 Robert E. Scott and Zane Mokhiber, "Growing China Trade Deficit Cost 3.7 Million American Jobs Between 2001 and 2018," Economic Policy
Institute, Jan. 30, 2020, https://files.epi.org/pdf/181374.pdf. For more on how trade with China led to U.S. job losses, see David Autor, David Dorn,
and Gordon H. Hanson, "The China Shock and Its Enduring Effects," Stanford Center on China's Economy and Institutions, Oct. 1, 2022,

https://sccei.fsi.stanford.edu/china-briefs/china-shock-enduring-effects.

49 Michael Collins, "Manufacturing's Back Is to the Wall on the Skilled Labor Shortage," Industry Week, June 9, 2022, https://www.industry-
week.com/talent/education-training/article/21243760/manufacturings-back-is-to-the-wall-on-skilled-labor.

50 Xiao Cen, Vyacheslav Fos, and Wei Jiang, "A Race to Lead: How China's Government Interventions Shape U.S.-China Industrial Competition,”
Stanford Center on China's Economy and Institutions, 2020, updated Aug. 1, 2022,
https://fsi-live.s3.us-west-1.amazonaws.com/s3fs-public/race_to_lead_8.1.22_0.pdf.
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primarily cooperative.”s The theory of compara-
tive advantage is not wrong. It is simply that Bei-
jing is operating on different principles, pursuing
absolute advantage for China rather than compar-
ative advantage and greater total welfare for the
world. Laws of economics suggest that China’s ex-
cesses must eventually catch up with it, but it is
impossible to predict when this will happen and
how it will affect Beijing’s approach to the outside
world. For now, because of China’s large size, its
brute force economics is changing the interna-
tional landscape, making competition on a level
playing field impossible.

Brute Force Economics in Practice

A look at a few case studies, in addition to the
telecoms and wind turbine examples above, illu-
minates how China’s brute force economics works
in practice to increase domestic production, knock
out foreign competition, and seize international
market share.

Solar Panels

According to Rick Switzer and David Feith, “Solar
technology was invented and first commercialized
in the U.S., only to be targeted later by China’s state
planners.”s* Solar technology has been a priority for
Beijing since the publication of the Medium- and
Long-Term Plan for Science and Technology De-
velopment in 2006.% Access to foreign technology,
generous state support, and preferential policies
for domestic firms combined to produce striking
results: Since 2005, China’s share of global produc-
tion of solar photovoltaic cells rose from seven to
more than 8o percent, more than double its domes-
tic demand.>* To achieve this, China dramatically
scaled up production, lowered prices, and dumped

solar panels on the international market. Ameri-
can and European solar companies shed jobs, bled
market share, and eventually had no choice but to
shut down.s

The harm went beyond lost industries and jobs.
David M. Hart has shown that China’s below-mar-
ket prices reduced incentives for foreign innova-
tors to invest in alternative pathways to innovation
in solar power, likely resulting in less diversity in
solar technology today.s® To make matters worse,
much of the world’s polysilicon, a key component
used to produce solar panels, comes from Xinjiang
in northwest China, where the government is con-
ducting a systematic campaign of mass repression
and genocide targeting ethnic and religious minor-
ities that includes the use of forced labor. In 2021,
the United States banned imports from a Chinese
producer of silica-based products used in solar
panels that is suspected of using forced labor, and
later that year it passed a law prohibiting imports
from Xinjiang unless the importer could provide
evidence that the goods were not produced with
forced labor.5” China’s dominance in the solar sup-
ply chain has forced upon the rest of the world a
Solomonic choice between the rapid expansion of
solar power, on the one hand, and avoiding com-
plicity in Beijing’s systematic human rights abuses,
on the other.

Shipbuilding

Shipbuilding, also a priority in China’s 2006 plan
for science and technology development, has fol-
lowed a similar playbook. Blanchette assessed
that state support between 2010 and 2018 worth
approximately $132 billion, along with barriers to
foreign competition, forced technology transfer,
and state-sponsored hacking and commercial es-
pionage, facilitated China’s growing dominance in
the maritime supply chain. Other countries have
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52  Rick Switzer and David Feith, "China Hit Some Bumps on Its Road to Semiconductor Dominance," Wall Street Journal, Sept. 20, 2022, https://
www.wsj.com/articles/china-hit-some-bumps-on-its-road-to-semiconductor-dominance-solar-shipbuilding-five-year-plans-sudsidies-chips-act-smic-

bankruptcy-11663703332.

53  The State Council, the People's Republic of China, "The National Medium- and Long-term Program for Science and Technology Development."

54  See David M. Hart, "The Impact of China's Production Surge on Innovation in the Global Solar Photovoltaics Industry," Information Technology
and Innovation Foundation, Oct. 5, 2020, https://itif.org/publications/2020/10/05/impact-chinas-production-surge-innovation-global-solar-photo-
voltaics/; and "Solar PV Global Supply Chains," International Energy Agency, July 2022, https://www.iea.org/reports/solar-pv-global-supply-chains/

executive-summary.

55  Keith Bradsher, "When Solar Panels Became Job Killers," New York Times, April 8, 2017, https://www.nytimes.com/2017/04/08/business/

china-trade-solar-panels.html.

56  Hart, "The Impact of China's Production Surge."

57  Thomas Kaplan, Chris Buckley and Brad Plumer, "U.S. Bans Imports of Some Chinese Solar Materials Tied to Forced Labor," New York Times,
June 24, 2021, https://www.nytimes.com/2021/06/24/business/economy/china-forced-labor-solar.html. On Dec. 23, 2021, Biden signed into law
the Uyghur Forced Labor Prevention Act, which prohibits the import of products made in Xinjiang unless "clear and convincing evidence" is provided
to U.S. customs authorities that the goods were not made with forced labor. "Uyghur Forced Labor Prevention Act," U.S. Customs and Border Pro-
tection, accessed Nov. 29, 2022, https://www.cbp.gov/trade/forced-labor/UFLPA.

89


https://www.wsj.com/articles/china-hit-some-bumps-on-its-road-to-semiconductor-dominance-solar-shipbuilding-five-year-plans-sudsidies-chips-act-smic-bankruptcy-11663703332
https://www.wsj.com/articles/china-hit-some-bumps-on-its-road-to-semiconductor-dominance-solar-shipbuilding-five-year-plans-sudsidies-chips-act-smic-bankruptcy-11663703332
https://www.wsj.com/articles/china-hit-some-bumps-on-its-road-to-semiconductor-dominance-solar-shipbuilding-five-year-plans-sudsidies-chips-act-smic-bankruptcy-11663703332
https://itif.org/publications/2020/10/05/impact-chinas-production-surge-innovation-global-solar-photovoltaics/
https://itif.org/publications/2020/10/05/impact-chinas-production-surge-innovation-global-solar-photovoltaics/
https://www.iea.org/reports/solar-pv-global-supply-chains/executive-summary
https://www.iea.org/reports/solar-pv-global-supply-chains/executive-summary
https://www.nytimes.com/2017/04/08/business/china-trade-solar-panels.html
https://www.nytimes.com/2017/04/08/business/china-trade-solar-panels.html
https://www.nytimes.com/by/thomas-kaplan
https://www.nytimes.com/by/chris-buckley
https://www.nytimes.com/by/brad-plumer
https://www.nytimes.com/2021/06/24/business/economy/china-forced-labor-solar.html
https://www.cbp.gov/trade/forced-labor/UFLPA

China’s Brute Force Economics: Waking Up from the Dream of a Level Playing Field

provided support to their domestic shipbuilding
industries, but, as Blanchette notes, “the scale of
China’s support is unmatched.” As a result, China
went from roughly 10 percent of global shipbuild-
ing market share in 2002 to around 50 percent in
2021.5® The stakes for the United States are strate-
gic as well as commercial. As Blanchette notes, in
a military contingency the United States could face
maritime logistics challenges given the shrinking
size of its merchant marine fleet.®

Border Security Technology
Chinese state-owned enterprise Nuctech, found-

ed by former Chinese General Secretary Hu Jin-
tao’s son, has enjoyed generous state support, a

protected home market, and ties to China’s mili-
tary and the highest levels of Chinese Communist
Party power to become the world’s leading com-
pany by revenue for cargo and vehicle scanners
used at ports and airports around the world. By
underbidding foreign rivals by 30 to 50 percent,
Nuctech is seizing a growing global market share.
In the European Union, Nuctech has won contracts
in 26 out of 27 member states, including in sensi-
tive locations such as along NATO’s borders with
Russia and in Europe’s largest ports.®® Only a 2014
ban on Nuctech equipment in U.S. airports spared
the United States from a similar fate.® The ban was
proven prescient in 2020, when Nuctech was add-
ed to the Department of Commerce’s Entity List,
which imposes export licensing requirements,
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because Nuctech’s equipment performed below par
when it came to detecting nuclear and other radio-
active materials.®> The growing presence of Nuctech
equipment at border locations overseas undermines
efforts by the United States and its foreign partners
to stop the proliferation of materials that could be
used in weapons of mass destruction.

Electric Vehicle Batteries

Beijing’s ambitions to build a world-class auto-
mobile sector date back to its 863 Program, a high-
tech development plan launched in 1986.% In the
medium- to long-term plan released two decades
later, this ambition was refined to focus on ener-
gy-efficient and new energy automobiles and was
reemphasized in Made in China 2025. In 2016, the
Chinese government announced that a “third in-
dustrial revolution” focusing on digitization and
“new energy” would allow China to take the lead in
automobiles. Lavish government subsidies, a cap-
tive home market, and requirements that foreign
automakers transfer critical technology to a local
firm in order to sell cars in China have allowed na-
tional champion CATL to capture one-third of the
global electric-car battery market.5

Looking ahead, Beijing’s brute force economics
will not stop at solar panels, shipbuilding, border
security equipment, and batteries. China’s 14th
five-year plan makes clear that industries at the
cutting edge of the American economy, like artifi-
cial intelligence, semiconductors, biotechnology,
aerospace, blockchain, and cloud computing are all
in China’s line of fire.*s In the semiconductor in-
dustry, for instance, Beijing’s playbook is on full

display. It is leveraging massive amounts of state
support, targeted intellectual property theft to aid
national champions, knowledge transfer from tech-
nical experts trained in the United States and allied
countries, and preferential treatment for domes-
tic firms to tilt the playing field in its favor.®® The
sheer complexity of the semiconductor industry
has held back Beijing’s progress in some areas, but
over time it is mastering more complex process-
es. Projections suggest that China could become
the world leader in chip manufacturing by volume
within 10 years.5”

Selective Disentanglement:

Countering Beijing’s
Brute Force Economics

Traditional channels for addressing China’s
brute force economics have been tried repeatedly
and found insufficient. Over the last two decades,
Washington has made numerous good-faith efforts
to deal directly with Beijing through bilateral dia-
logues, trying to persuade China’s leaders to op-
erate on a level playing field and comply with its
WTO commitments.®® The United States has also
frequently worked through multilateral channels,
bringing 27 cases against China in the WTO, many
of them in conjunction with other member states.
But despite winning every case that was decided,
China’s pattern of behavior continued and in many
cases worsened.®

Given the failure of years of engagement to
persuade Beijing to change course, Washington
should frame its approach differently than in the
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past. It should adjust to the fact that, in China, it
does not have a sincere, cooperative partner. The
United States should focus primarily on shaping
its own choices, then on shaping those of its allies
and partners, and lastly (and with low expectations
for success), on shaping Beijing’s. As Secretary of
State Antony Blinken acknowledged in a speech in
May 2022, “We cannot rely on Beijing to change its
trajectory.” Instead, America will seek to “shape
the strategic environment around Beijing.”7°

Washington and its allies should pursue a strat-
egy of selective disentanglement from China that
would deny support to Beijing’s techno-economic
ambitions while strengthening ties with each oth-
er. Selective disentanglement should be thought
of as a progressive shift, not an abrupt and to-
tal abandonment of economic and trade ties with
China.” It should focus on areas where economic
and technological entanglement poses the great-
est risks for national security and competitive-
ness, such as critical infrastructure and technol-
ogy. Change will entail some pain and disruption
for the United States and its allies, but it will also
result in creative destruction that clears a path for
new growth opportunities.

A strategy of selective disentanglement with
China should combine offensive, defensive, and
collective elements. It should have three prongs:
doubling down on asymmetric American advan-
tages, denying support to China’s accumulation of
techno-economic power, and moving away from
overreliance on China and toward increased inter-
dependence with friends.”

Double Down on Asymmetric
American Advantages

Prevailing against China’s brute force economics
requires the United States to get its own house in
order, that is, to strengthen its domestic competi-
tiveness. But this need not mean trying to “out-Chi-
na China” America’s economy and innovation
ecosystem have numerous advantages that China

is hard pressed to match, including world-class
universities and research institutions, the ability
to attract talent from around the world, a highly
productive and growing workforce, and global lead-
ership in finance backed up by trusted institutions
that foster conditions in which innovation thrives.
The United States should double down on these
systemic strengths and ensure that policies that
support them are up to date for an age of emerg-
ing technology and strategic rivalry. Vital steps for
strengthening America’s innovation ecosystem in-
clude boosting support for research and develop-
ment, maximizing the digital economy’s potential,
and investing in a tech-savvy workforce.

Research and Development

Increased spending on research and development
can not only spur innovation but can also serve as
a powerful mechanism to boost productivity growth
and GDP over the long term.”? The CHIPS and Sci-
ence Act that Biden signed into law in August 2022
is a step in the right direction, providing a $52 bil-
lion infusion to boost semiconductor production,
including $11 billion for research and development.’
Policymakers should make additional investments
in research and development in battleground tech-
nologies like smart manufacturing, biotechnology,
next-generation networks, and computing technolo-
gy. They should also incentivize public-private part-
nerships that harness the dynamism of America’s
private sector to pursue scientific and technological
goals of strategic significance.”

Digital Infrastructure

China used brute force economics to stake out
Huawei’s dominant position in global 5G network
infrastructure. But the United States still has an
opportunity to race ahead by capturing the eco-
nomic promise of 5G to unlock America’s poten-
tial as an advanced manufacturing powerhouse.
The United States is already investing billions of
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Beijing's target list is long,
posing a prioritization
challenge for Washington,
but biotechnology,

an area in which the
United States currently
sits at the technological
frontier, stands out.
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dollars deploying Huawei-free telecom network in-
frastructure across the country,’® but it should also
look ahead to the applications that will run on ad-
vanced public and private networks, like smart fac-
tories that could make it more appealing for firms
to bring production back to American shores. The
U.S. government should boost incentives for inno-
vators to create and diffuse these applications.”

Workforce

America’s productive and still-growing work-
force, and its ability to attract global talent, is one
of its greatest strengths, particularly in contrast to
China, where demographic decline is an economic
drag.”® In the United States, however, shortages in
skilled workers in some technical fields are a lim-
iting factor in the nation’s ability to outcompete
China. The United States should strengthen edu-
cation and workforce training programs and speed
up immigration processes to ensure it has a work-
force that can compete and thrive in cutting-edge
technology sectors.”

Deny Support to China’s
Techno-Economic Ambitions

Getting its own house in order will not be suffi-
cient. The United States should also target China’s
brute force tactics. To do so, America, working with
allies and partners whenever possible, should stop
supporting China’s buildup of techno-econom-
ic power at the expense of its own security, val-
ues, and prosperity. The United States should not
provide material support to China when doing so
will 1) accelerate China’s military modernization,
2) enable Beijing’s techno-authoritarian abuses of
human rights, or 3) weaken the long-term compet-
itiveness of U.S. and allied high-tech industries.

There is already growing policy consensus on the
first two criteria. When it comes to military mod-
ernization, for example, ensuring that China does
not use U.S. technology and know-how to develop
military technology like hypersonic weapons, deep-
earth penetrating warheads, and quieter subma-
rines — as it has done in the past® — is hardly a
controversial policy objective among U.S. national
security professionals, even though more concrete
policies and robust implementation are urgently
needed. On the human rights front, some U.S. firms
stopped providing technology to China when it was
revealed that it was being used for state surveil-
lance and human rights abuses in Xinjiang.®* More
robust export controls,® as well as new laws, poli-
cies, due diligence standards, and ethical guidelines
are needed, but at least the principles are gaining
wider acceptance.

Much stronger consensus is needed on the third
criterion — the need to stop supporting China’s
ability to out-compete the United States. National
Security Adviser Jake Sullivan in a speech in Sep-
tember 2022 referred to this idea, stating that

we have to revisit the longstanding prem-
ise of maintaining ‘relative’ advantages over
competitors in certain key technologies. We
previously maintained a ‘sliding scale’ ap-
proach that said we need to stay only a cou-
ple generations ahead. This is not the strate-
gic environment we are in today. ... We must
maintain as large of a lead as possible.®

Sullivan’s words were backed up by an executive
order published the same week strengthening the
Committee on Foreign Investment in the United
States. The order broadened the scope for invest-
ment review beyond traditional defense issues
to include criteria such as protecting Americans’
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sensitive data and enhancing U.S. supply chain re-
silience. Crucially, the executive order also directed
the committee to consider whether a transaction
affects U.S. “technological leadership and therefore
national security” and listed microelectronics, arti-
ficial intelligence, biotechnology, and several other
sectors as examples.® Several weeks later, in its
strongest policy actions on China to date, the Bid-
en administration announced new controls on the
sales of advanced semiconductors and semicon-
ductor manufacturing equipment to China and re-
strictions on U.S. persons providing support to the
sector, among other measures that, if implemented
robustly, will slow China’s progress in semiconduc-
tors, high-performance computing, and artificial
intelligence.®s Generating a greater understanding
of these policy changes among executive branch
departments and agencies, Congress, industry, the
American public, and U.S. allies and partners is im-
portant in order to generate support for vigorous
enforcement. It will also help build momentum for
further policy action to prevent China from sur-
passing the United States in additional fields such
as quantum computing and biotechnology.®
Closer monitoring of, and enhanced restrictions
on, China’s access to U.S. markets, technology, and
expertise in cutting-edge technology sectors will be
required. When it comes to the Committee on For-
eign Investments in the United States, this means
keeping the process up to date by regularly moni-

toring China’s strategic documents as they are is-
sued, since they provide insight into what sectors
Beijing is targeting.

Beijing’s target list is long, posing a prioritization
challenge for Washington, but biotechnology, an
area in which the United States currently sits at the
technological frontier,* stands out. A strong uptick
in Chinese merger and acquisition activity in the
U.S. biotech sector in the last few years reveals an
aggressive effort by China to acquire American in-
tellectual property in a race to get ahead.®® Further-
more, China is using foreign-acquired technology
to conduct mass DNA collection in violation of Chi-
nese law and international human rights norms.®
In 2013, despite security concerns raised in a Com-
mittee on Foreign Investments in the United States
investigation, Chinese genomics company BGI
acquired California-based Complete Genomics,
which had developed the fastest and most cost-ef-
fective gene mapping technology in the world.”
BGI has subsequently risen to become the world’s
largest genetic research organization. According
to the Department of Defense, BGI contributes to
China’s military-civil fusion strategy,” and, in 2020,
two of its subsidiaries were added to a U.S. export
blacklist for collaborating with Beijing in commit-
ting human rights abuses against ethnic minorities
in Xinjiang.®* Chinese acquisitions of U.S. biotech
companies should be afforded an extra level of
scrutiny, and in many cases restricted,” to ensure
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that the United States is not selling its crown jew-
els to China and enabling its systemic repression of
human rights, as it has done in the past.*

The United States should also create a mecha-
nism to screen outbound investment to prevent
U.S. investors from contributing, wittingly or un-
wittingly, to China’s advance in strategic technol-
ogies at America’s expense. Oftentimes, it is the
know-how that accompanies U.S. investments,
rather than the money itself, that facilitates Chi-
na’s advance. A new mechanism should include the
authority to review and, when required, restrict
transfers of expertise, technology, and capital. For
example, U.S. firms participated in 58 investment
deals with China’s semiconductor industry from
2017 through 2020, contributing to China’s pro-
gress in a sector where it is imperative that the
United States remains ahead.

Lastly, the United States should find ways to re-
strict Chinese access to U.S. markets in critical in-
dustries where China is racing to catch up to and
surpass the United States. America has done this
in the past with positive results. In 2011, for exam-
ple, Congress blocked Chinese access to America’s
space industry owing to concerns that U.S. tech-
nology would be used to advance China’s military
capabilities.®® More than a decade on, American
firms lead in commercial space launches, unhin-
dered in the home market by China’s brute force
economics.” To take another example, America’s
2014 ban on Nuctech for security reasons means
that, today, the United States — unlike countries
in the European Union®® — is not experiencing a
flood of unreliable border security and scanning
equipment from a Chinese national champion at its

ports and airports. The United States should ex-
plore reforming, and then using more aggressively,
the International Trade Commission’s Section 337
process to block the import of Chinese products
that have benefitted from unfair trade practices
like intellectual property theft.”®

When an outright ban on market access for Chi-
nese companies is not feasible, the United States
should develop laws, policies, regulations, and
guidelines that set strict standards for transpar-
ency and accountability for the import, purchase,
or use of sensitive technology products such as
surveillance equipment, hardware and software
for data systems, dual-use items, and components
for critical infrastructure. Country-of-origin re-
quirements, for example, could place restrictions
on products and services from firms in countries
of concern including China, preventing such prod-
ucts from being used in sensitive areas such as
critical infrastructure.”®® The principle of rebutta-
ble presumption, a policy innovation of the Uyghur
Forced Labor Protection Act, should also inspire
additional laws and policies to increase transpar-
ency and accountability for U.S. persons wishing to
pursue transactions involving technology transfer
to, or cooperation with, China. For example, export
controls and licensing policies should be updated
to address the risk posed by China’s military-civil
fusion strategy that technology or expertise trans-
ferred to China could benefit the People’s Libera-
tion Army. If the U.S. person wishing to conduct
the transaction can provide satisfactory evidence
that the transaction would not be detrimental to
national security and competitiveness, the trans-
action could be permitted to proceed.” The onus
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would thus be shifted to industry to take steps pro-
actively to avoid harmful transactions taking place.

Diversifying to Build Collective
Resilience and Self-Defense

As the United States and its allies come to grips
with the reality that China has no intention of un-
dertaking structural reforms that could make a lev-
el playing field a reality, they must adopt the more
realistic and sustainable objective of collective re-
silience and self-defense. This entails using their
combined economic leverage to blunt the harmful
effects of Beijing’s techno-economic strategy. Some
U.S. allies will be concerned by the threat of China’s
economic coercion, but the recent experiences of
Sweden, Australia, and Lithuania demonstrate that
countries can successfully stand up to coercion.**>

To better resist coercion and reduce the risks as-
sociated with overdependence on China, the Unit-
ed States and other market-oriented democracies
should strengthen trade, investment, financial, and
technology ties among themselves while partial-
ly disentangling from the Chinese economy. This
could evolve into the “partial liberal system” that
Aaron Friedberg has described in these pages: a
group made up primarily, though not exclusively,
of democracies that would resemble the econom-
ic arrangement the United States built during the
Cold War.'*s The United States should start by as-
sembling small groups of countries with shared
concerns and form trade blocs that withhold mar-
ket access from Chinese companies in specific
industries unless they meet stringent conditions
specified by the bloc. Membership in these small
groups could be expanded over time.

Given growing skepticism among Americans

about the economic benefits of trade,** moving in
this direction will not be easy. New trade arrange-
ments will require careful consultation with the
U.S. public and lawmakers, whose skepticism of
new trade deals has prevented U.S. membership in
blocs proposed to reduce dependence on China —
the Trans-Pacific Partnership and the Transatlantic
Trade and Investment Partnership. Domestically,
U.S. policymakers will need to develop compelling
arguments about how trade can benefit American
workers in the 21st-century economy. Internation-
ally, policymakers can continue to promote the
goal of a global, rules-based order as a long-term
ideal, while taking an incremental approach to
building a new partial liberal order. As Hal Brands
and Michael Beckley point out, the challenge of col-
lective action makes it hard to build “big clubs” of
countries, but even a “patchy collection of mini-lat-
eral agreements would build multilateral resilience
against Chinese pressure by reorienting strategic
supply chains away from Beijing.”**s

Groupings could focus on issues such as
greentech, digital trade, and supply chain security,
areas in which allies share far more in common with
each other than with China. For example, the United
States and the European Union could pursue a car-
bon border adjustment mechanism that would im-
pose high tariffs on carbon-intensive imports while
lowering tariffs for countries whose exports meet
specified conditions for clean production. Since Chi-
na lags well behind the United States and its allies
in low-carbon manufacturing, this would effectively
exclude the former.” To take another example, the
United States should work to expand digital trade
among democratic market economies while limiting
data flows to China.'”” As Agatha Kratz and Janka
Oertel point out, “[TThere are significant economies
of scale in digital industries.”**® To build resilience in
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critical supply chains, the United States and its allies
and partners should enhance coordination through
mechanisms such as the Minerals Security Partner-
ship announced in June 2022 by the State Depart-
ment to build robust, responsible supply chains for
critical minerals.’

Conclusion

It is time for Washington and its allies and
partners to acknowledge that ever-deepening
techno-economic integration with China is not in
their best interest. Twenty years ago, it was un-
derstandable that the dazzling promise of making
economic gains through trade blinded Western
policymakers to Beijing’s long-term objectives.
But in 2022, it should be obvious that China is not
a cooperative economic and technology partner.
It is anachronistic — and even dangerous — to
make policy choices contingent on a false hope
that it will become one.

Imagine you are a small farmer unlucky enough
to live next door to a neighbor who, after years
of buying your produce, turns into a predator in-
tent on driving you out of business. She steals
your tools, seeds, and tractor, then hacks into
and steals the database of your distribution net-
works. With help from the local mafia, she buys
out all the small farms and locally owned grocery
stores in the region, becoming the area’s sole gro-
cer. Hoping she will play fair is fruitless. At this
point, maintaining an “open door policy” would
be preposterous. Instead, prudence would dic-
tate installing a more powerful security system
and deepening friendships with other neighbors,
working together to grow a community garden and
organizing to defend yourselves. Over time, prac-
ticing resistance, resilience, and interdependence
with friends would become a normal response to
the predatory neighbor. £

Liza Tobin is senior director for economy at the
Special Competitive Studies Project (SCSP). She
served on the National Security Council staff as
China director during the Trump and Biden ad-
ministrations. Prior to her struggle sessions with
brute force economics at the National Security
Council, she stared down the problem at the Unit-
ed States Indo-Pacific Command and the Central
Intelligence Agency.

This paper expresses the views and opinions of
the author and does not necessarily reflect the views
of the SCSP, its board, or the staff as a whole. The
author wishes to thank Brady Helwig for invaluable
editorial assistance and Erik Britton for originating
the term “brute force” to describe the People’s Re-
public of China’s economic approach.

Image: Keith Skipper (CC BY-SA 2.0)"°

109  "Minerals Security Partnership," U.S. Department of State, June 14, 2022, https://www.state.gov/minerals-security-partnership/.

10  For the image, see https://commons.wikimedia.org/wiki/File:CSCL_Globe_arriving_at_Felixstowe,_United_Kingdom.jpg. For the license, see

https://creativecommons.org/licenses/by-sa/2.0/deed.en.

98


https://www.scsp.ai/
https://www.scsp.ai/
https://www.state.gov/minerals-security-partnership/

