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U.S.-CHINA ECONOMIC AND SECURITY REVIEW COMMISSION

DECEMBER 1, 2020

The Honorable Chuck Grassley

President Pro Tempore of the U.S. Senate, Washington, DC 20510
The Honorable Nancy Pelosi

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

DEAR SENATOR GRASSLEY AND SPEAKER PELOSI:

On behalf of the U.S.-China Economic and Security Review Com-
mission, we are pleased to transmit the Commission’s 2020 Annual
Report to Congress. This Report responds to our mandate “to moni-
tor, investigate, and report to Congress on the national security im-
plications of the bilateral trade and economic relationship between
the United States and the People’s Republic of China.” The Com-
mission reached a broad and bipartisan consensus on the contents
of this Report, with all 12 members voting unanimously to approve
and submit it to Congress.

In accordance with our mandate, this Report, which is current as
of October 16, includes the results and recommendations of our hear-
ings, research, and review of the areas identified by Congress in our
mandate, as defined in Public Law No. 106-398 (October 30, 2000)
and amended by Public Laws No. 107-67 (November 12, 2001), No.
108-7 (February 20, 2003), 109-108 (November 22, 2005), No. 110-
161 (December 26, 2007), and No. 113-291 (December 19, 2014). The
Commission’s charter, which includes the 11 directed research areas
of our mandate, is included as Appendix I of the Report.

The Commission conducted seven public hearings, taking testimo-
ny from 62 expert witnesses from government, the private sector, ac-
ademia, think tanks, research institutions, and other backgrounds.
For each of these hearings, the Commission produced a transcript
(posted on our website at Attps://www.uscc.gov). This year’s hearings
included:

e China’s Quest for Capital: Motivations, Methods, and Implica-
tions;
e China’s Military Power Projection and U.S. National Interests;

e A “China Model?” Beijing’s Promotion of Alternative Global
Norms and Standards;

e China’s Evolving Healthcare Ecosystem: Challenges and Oppor-
tunities;
e China’s Strategic Aims in Africa;

e The Chinese View of Strategic Competition with the United
States; and

e U.S.-China Relations in 2020: Enduring Problems and Emerg-
ing Challenges.

The Commission received a number of briefings by executive
branch agencies and the intelligence community, including both un-
classified and classified briefings on China’s relationship with the
European Union, the cross-Strait military balance, U.S.-Hong Kong
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relations, China’s threat to U.S. technological leadership, and U.S.
policies and actions with regard to long-term competition with Chi-
na. The Commission also received briefings by foreign diplomatic
and military officials as well as U.S. and foreign nongovernmental
experts. The Commission includes key insights gained through these
briefings either in its unclassified Annual Report or, as appropriate,
in a classified annex to that Report.

The Commission was unable to conduct official travel this year
due to the COVID-19 pandemic. We adapted and increased our vir-
tual discussions with interlocutors to ensure the continued diversity
of perspectives heard by the Commission. The Commission also re-
lied substantially on the work of our excellent professional staff and
supported outside research (see Appendix IV) in accordance with
our mandate (see Appendix I).

The Report includes 19 recommendations for congressional con-
sideration. The Commissioners agreed that ten of these recommen-
dations, which appear on page 22, are the most important for
congressional action. The complete list of recommendations appears
on page 535 at the conclusion of the Report.

We offer this Report to Congress in the hope that it will be useful
for assessing progress and challenges in U.S.-China relations. Thank
you for the opportunity to serve. We look forward to continuing to
work with Members of Congress in the upcoming year to address
issues of concern in the U.S.-China relationship.

Yours truly,

N (>AA—

Robin Cleveland Carolyn Ipartholomew
Chairman Vice Chairman
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EXECUTIVE SUMMARY
Chapter 1: U.S.-China Global Competition

Section 1: A Global Contest for Power and Influence: China’s
View of Strategic Competition with the United States

China is engaged in a global competition for power and influence
with the United States. The ruling Chinese Communist Party (CCP)
regards the liberal democratic values championed by the United
States as a fundamental impediment to its external ambitions and
an existential threat to its domestic rule. Chinese leaders’ assess-
ment of the United States as a dangerous and firmly committed op-
ponent has informed nearly every facet of China’s diplomatic strat-
egy, economic policy, and military planning in the post-Cold War era.
Although elements of this competition have been evident for some
time, under General Secretary of the CCP Xi Jinping the competi-
tion has intensified.

Through its modernization efforts, China has emerged as an un-
precedented economic rival and a growing military threat capable
of inflicting grave harm on the United States and its allies and
partners. China’s economic engagement with the United States has
proved to be a critical enabler of its rapid economic growth, steadily
feeding Beijing’s confidence in its ability to act on its longstand-
ing ambition to match and ultimately displace the United States as
the predominant global leader. Meanwhile, Beijing has intensified
its diplomatic efforts, underpinned by an increased use of economic
and military coercion, to drive wedges between Washington and its
allies.

Strategic competition with China presents an increasing chal-
lenge for the United States. As Chinese leaders have perceived the
power gap between China and the United States as steadily closing,
they have become increasingly confident in their ability to expand
the reach of the CCP’s authoritarian values and repression to the
detriment of the United States, its workers, businesses, and allies.
Continued success by the Chinese government in achieving its eco-
nomic, diplomatic, and military goals could set back U.S. econom-
ic and technological progress for decades at the cost of good jobs
and shared prosperity, embolden autocrats and dictators around the
world, and obstruct U.S. military support to U.S. allies and partners
in the Indo-Pacific in the event of a future conflict.

Key Findings
¢ Beijing has long held the ambition to match the United States
as the world’s most powerful and influential nation. Over the
past 15 years, as its economic and technological prowess, dip-
lomatic influence, and military capabilities have grown, China
has turned its focus toward surpassing the United States. Chi-
(D)
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nese leaders have grown increasingly aggressive in their pur-
suit of this goal following the 2008 global financial crisis and
General Secretary Xi’s ascent to power in 2012.

Chinese leaders regard the United States as China’s primary
adversary and as the country most capable of preventing the
CCP from achieving its goals. Over the nearly three decades
of the post-Cold War era, Beijing has made concerted efforts to
diminish the global strength and appeal of the United States.
Chinese leaders have become increasingly active in seizing op-
portunities to present the CCP’s one-party, authoritarian gover-
nance system and values as an alternative model to U.S. global
leadership.

China’s approach to competition with the United States is based
on the CCP’s view of the United States as a dangerous ideologi-
cal opponent that seeks to constrain its rise and undermine the
legitimacy of its rule. In recent years, the CCP’s perception of
the threat posed by Washington’s championing of liberal demo-
cratic ideals has intensified as the Party has reemphasized the
ideological basis for its rule.

Beijing views economic competition with the United States in
the context of its broader economic development strategy. Be-
ginning in 2006, the United States, as the global economic and
technological leader, became a target to chase and surpass as
the CCP fostered domestic production and innovation through
successive waves of industrial plans.

In China’s most recent industrial policy wave, set by the 2016
Innovation-Driven Development Strategy, which includes the
Made in China 2025 plan, policymakers have promoted the de-
velopment of China’s digital ecosystem and accompanying regu-
latory architecture. The CCP believes China faces a rare historic
opportunity to establish control over a cluster of revolutionary,
networked technologies, including high-speed internet, sensors,
telecommunications, artificial intelligence, robotics, and smart
city infrastructure. Doing so could allow Beijing to leapfrog the
United States and other powerful competitors and lead in the
next generation of global innovation.

The People’s Liberation Army (PLA) views the U.S. military as
its primary strategic adversary and has engaged in long-term
efforts to close the wide capability gap with U.S. military power
since the mid-1990s. In 2004, the PLA shifted its focus to em-
phasize leapfrogging the United States in certain warfighting
areas by introducing new concepts the PLA believed could en-
able it to defeat a conventionally superior opponent.

The PLA’s long-term strategy to gain advantage over the U.S.
military includes developing “informationized” capabilities and
exploiting ostensibly civilian information systems, likely includ-
ing those built overseas by Chinese companies. The PLA is com-
plementing these efforts by developing cyberattack, space and
counterspace, and long-range precision-strike capabilities and
expanding its capacity to delay and threaten U.S. military forces
at increasing distances from China’s shores.
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Section 2: The China Model: Return of the Middle Kingdom

The CCP sees itself as engaged in a systemic struggle with the
United States and other democratic countries over the future of the
world order. Beijing seeks to use its growing power to transform
the international order, ultimately legitimizing its repressive gover-
nance system; expanding its economic, security, and political inter-
ests; and restoring China to what it views as its rightful place at
the center of the world. It desires for other countries to accept if not
praise its authoritarian, single-party governance model as a supe-
rior alternative to liberal democracy and seeks to export elements
of its model, popularizing internationally the norm that power, not
rules-based accountability, is a legitimate basis for political authori-
ty. The CCP hopes to remold global governance, ultimately enabling
China to act unconstrained by the current rules-based order. These
objectives predate General Secretary Xi’s rule and will likely persist
beyond it, posing a long-term challenge to U.S. interests, the integ-
rity of international institutions, and liberal democracy worldwide.

The Chinese government is shaping and subverting the inter-
national governance system to align with Beijing’s own principles,
which are directly opposed to universal values and individual rights.
Beijing uses economic leverage to secure other countries’ support for
these alternative values in the UN and other organizations while ex-
ploiting leadership roles in UN agencies to promote Chinese foreign
policy objectives, such as marginalizing Taiwan. Meanwhile, through
a parallel order of alternative China-centric organizations, including
the Belt and Road Initiative (BRI), China is creating an integrated
economic and geopolitical order under China’s leadership. Beijing
seeks to use its central role in this new parallel order to exploit
globalization, using the networks and resources of other countries
while limiting access to its own market. It also uses its leverage to
export to developing countries elements of its economic model that
threaten private enterprise and rule of law in favor of a dominant
state sector and corrupt business environment.

As part of its ambitions to shape global governance and become
the preeminent power, the CCP seeks to dominate development of
emerging technologies and ensure the norms and values for how
these technologies are deployed further its geopolitical goals. To do
S0, it aims to establish China’s leadership in international standard-
ization bodies and export Chinese technical standards, the design
features and product specifications that allow different products to
work together. Because the Chinese government treats technical
standards as a tool of industrial policy and market access, China’s
ambitions threaten to disrupt organic industry-led innovation that
has allowed the U.S. technological ecosystem to thrive. Furthermore,
China’s influence over information and telecommunications technol-
ogy, including connected technologies used in surveillance and the
building blocks of the internet, provide like-minded authoritarian
regimes with the tools to repress their own populations, control in-
formation flows, and support China’s surveillance and data collec-
tion programs.

If Beijing succeeds in normalizing its views of governance, the re-
sult could undermine individual rights around the world. Underes-
timating Beijing’s intent to revise the international order based on
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its current capabilities risks delaying a response until it is already
too late to preserve the liberal international order that has allowed
the unprecedented flourishing of human life and freedoms for the
last three quarters of a century.

Key Findings

e The CCP seeks to revise the international order to be more
amenable to its own interests and authoritarian governance
system. It desires for other countries not only to acquiesce to its
prerogatives but also to acknowledge what it perceives as Chi-
na’s rightful place at the top of a new hierarchical world order.

e The CCP’s ambitions for global preeminence have been con-
sistent throughout its existence: every CCP leader since Mao
Zedong has proclaimed the Party would ultimately prove the
superiority of its Marxist-Leninist system over the rest of the
world. Under General Secretary Xi, the Chinese government
has become more aggressive in pursuing its interests and pro-
moting its model internationally.

e The CCP aims to establish an international system in which
Beijing can freely influence the behavior and access the mar-
kets of other countries while constraining the ability of others
to influence its behavior or access markets it controls. The “com-
munity of common human destiny,” the CCP’s proposed alter-
native global governance system, is explicitly based on histor-
ical Chinese traditions and presumes Beijing and the illiberal
norms and institutions it favors should be the primary forces
guiding globalization.

e The CCP has attempted to use the novel coronavirus
(COVID-19) pandemic to promote itself as a responsible and
benevolent global leader and to prove that its model of gov-
ernance is superior to liberal democracy. Thus far, it appears
Beijing has not changed many minds, if any. Countries al-
ready skeptical of the CCP’s intentions argue it failed to con-
tain the virus where it originated and withheld information
until it was too late to avoid a global pandemic. Countries
already predisposed to view Beijing favorably have praised
its pandemic response.

¢ The Chinese government’s Belt and Road Initiative is both a
blueprint and a testbed for establishing a Sinocentric world or-
der. The initiative has no membership protocols or formal rules
but is based on informal agreements and a network of bilateral
deals with China as the hub and other countries as the spokes.
This framework lets Beijing act arbitrarily and dictate terms as
the stronger party.

e The CCP seeks to coopt established international governance
institutions by increasing its leadership and functionary po-
sitions within these institutions and rewriting the norms by
which they operate to align with China’s model of international
relations. Within these institutions, the Party builds coalitions
that support China in the UN and portray its political priorities
as supported by international consensus.
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¢ In some cases, Beijing bypasses the existing system by creating
alternative international institutions it can influence from the
start. Where possible, it excludes the United States and Europe-
an powers from these institutions, and in some cases the United
States chooses not to participate.

e The Chinese government views technical standards as a pol-
icy tool to advance its economic and geopolitical interests. It
has systematically tried to expand its influence in international
standards-setting organizations by installing Chinese nationals
in key leadership and functionary positions and pushing stan-
dards backed by its industrial policies.

Section 3: China’s Strategic Aims in Africa

Over the last two decades, China has reinvigorated its longstand-
ing ties to African countries, placing the continent squarely at the
center of its ambitions to become a global political and economic
leader. Beijing views Africa as a testing ground for the export of
its political and economic model and believes that if more African
countries emulate China’s system of governance, it will be easier
for Beijing to advance its strategic objectives across the continent
and globally. To this end, the Chinese government regularly hosts
African political and military leaders for training sessions, many
of which stress the superiority of China’s autocratic governance
model. The CCP has used the influence it gains from its political
engagement with African countries to enlist African support for its
geopolitical objectives, diminishing the impact of U.S. diplomacy in
African countries and in the international system.

Economics is a key pillar in Beijing’s Africa strategy, with Chi-
na surpassing the United States as Africa’s largest trading part-
ner in 2009. Today, China is also Africa’s largest bilateral creditor.
Though China’s growing presence in African economies can bring
much-needed infrastructure to many countries, the Chinese govern-
ment’s lack of transparency, accountability, and adherence to glob-
al development standards raises concerns, including over its sup-
port for corruption and repression. Beijing’s increasing control over
the supply of key African commodities such as cobalt could threaten
U.S. access to inputs for emerging technologies. Additionally, Chi-
na’s infrastructure financing often comes with requirements that
Chinese firms complete the projects, depriving non-Chinese firms of
important business opportunities in many African countries.

Chinese loans also risk creating an unsustainable debt burden in
some African countries, which may leave them vulnerable to Chi-
nese government coercion. Separately, the United States and other
responsible lenders might end up shouldering an outsized burden
in debt relief efforts, essentially bailing out Beijing’s irresponsible
lending practices. While commodities and infrastructure continue to
dominate China-Africa economic relations, China has also focused
increasing attention on Africa’s emerging digital economy. Chinese
firms already dominate Africa’s mobile phone handset market and
have made increasing investments in its venture capital market,
providing China with opportunities to set emerging technological
standards in Africa.
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Although China seeks to minimize its visible military presence on
the continent, it nonetheless employs a multidimensional approach
to security engagement with African countries that supports its
political, economic, and military interests. Beijing primarily relies
on private military contractors and African partners to protect its
investments, and there is evidence it has shown a willingness to
leverage its influence in the UN peacekeeping operations system to
advance its economic goals in Africa. China’s permanent military
base in Djibouti improves its ability to deploy and sustain troops on
the continent, while substantial investments in civilian ports could
lead to dual-use arrangements or the establishment of additional
military bases in the future. If China further expands its military
presence on and around the continent, it could allow the People’s
Liberation Army (PLA) to impede the movement of the U.S. Navy
in the western Indian Ocean and even the southern Atlantic in the
event of a future conflict in East Asia.

Key Findings

¢ Beijing has long viewed African countries as occupying a cen-
tral position in its efforts to increase China’s global influence
and revise the international order. Over the last two decades,
and especially under General Secretary Xi’s leadership since
2012, Beijing has launched new initiatives to transform Af-
rica into a testing ground for the export of its governance
system of state-led economic growth under one-party, author-
itarian rule.

¢ Beijing uses its influence in Africa to gain preferential access to
Africa’s natural resources, open up markets for Chinese exports,
and enlist African support for Chinese diplomatic priorities on
and beyond the continent. The CCP flexibly tailors its approach
to different African countries with the goal of instilling admira-
tion and at times emulation of China’s alternative political and
governance regime.

e China is dependent on Africa for imports of fossil fuels and
commodities constituting critical inputs in emerging tech-
nology products. Beijing has increased its control of Afri-
can commodities through strategic direct investment in oil
fields, mines, and production facilities, as well as through
resource-backed loans that call for in-kind payments of com-
modities. This control threatens the ability of U.S. companies
to access key supplies.

e As the top bilateral financier of infrastructure projects across
Africa, China plays an important role in addressing the short-
age of infrastructure on the continent. China’s financing is
opaque and often comes with onerous terms, however, leading
to rising concerns of economic exploitation, dependency, and po-
litical coercion. Many African countries borrowing from Beijing
face growing debt burdens.

e China has shown an apparent willingness to leverage its in-
fluence in the UN peacekeeping operations system to advance
its economic interests in African countries, raising the possibil-
ity that Beijing is subverting UN norms and procedures in the
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process. Beijing also relies on the assistance of African partners
and private security contractors to advance its economic objec-
tives on the continent.

e China’s approach to security engagement allows Beijing to ex-
pand its influence in Africa’s security domain while minimizing
its visible military presence outside of its UN peacekeeping op-
erations contributions. As Beijing’s economic and political influ-
ence on the continent grows, it might leverage its security ties
to establish another base in the medium to long term, as it did
in Djibouti.

Chapter 2: U.S.-China Economic and Trade Relations

Section 1: Year in Review: Economics and Trade

The CCP’s mismanagement and concealment of the COVID-19
outbreak fueled a global pandemic and contributed to a massive
shock to the global economy in 2020. China’s own economy appears
to be in an early recovery, yet it is concluding 2020 in a more precar-
ious economic position than it began the year. Both the immediate
economic shock and uneven recovery have deepened inequality and
perpetuated inefficient allocation of resources and credit. To revive
growth, the government rehashed a familiar strategy of state-led
investment in the industrial sector but did little to shore up the
social safety net, leading to a rebound in industrial output but not
consumption. Continued increases in supply without revival of de-
mand risk exacerbating Chinese overproduction and could drive
down global prices, hurting workers and businesses beyond China’s
borders.

Prior to the outbreak, in January 2020 the U.S. and Chinese
governments signed a Phase One agreement, which secured com-
mitments across a range of U.S. interests. Although the deal was
welcomed by many stakeholders, it left unaddressed longstand-
ing structural distortions introduced by China’s economic policies.
China’s commitments to provide greater market access for some
foreign financial services may present commercial opportunities
for U.S. firms but could also expose U.S. financial institutions and
investors to substantial risks. The commitments are by no means
synonymous with liberalizing the sector, and U.S. entrants will
likely compete with local rivals on unfair terms. A fresh infusion
of foreign capital may also allow Chinese banks to roll over delin-
quent loans and keep perennially loss-making enterprises afloat,
rather than pushing through much-needed reforms to address
systemic financial risks.

U.S.-China bilateral tensions continued to escalate in 2020. In a
series of unilateral measures, U.S. policymakers moved to halt the
flow of U.S. advanced technology to Chinese companies that pose
a national security threat. Chinese policymakers are considering a
range of retaliatory measures, including introducing export regula-
tions and an unreliable entity list—a blacklist—aimed at punitive
reciprocal restrictions. As U.S. imports from China declined, U.S.
multinationals began to reconsider how best to structure their sup-
ply chains in the face of uncertainty and political risk.



Key Findings

e China’s GDP contracted 6.8 percent the first quarter of 2020,
marking the worst quarterly performance since 1992 and the
first contraction since the Mao era. Responding to the economic
shock, China’s government reverted to past practices, exacer-
bating enduring structural problems within China’s economy.
Massive state-led investment and other policy choices have
benefitted state-owned enterprises at the expense of households
and small business and risk increasing global overcapacity, in-
equality, and debt buildup.

e U.S.-China tensions continued to escalate over trade and na-
tional security concerns. The U.S. Department of Commerce
tightened restrictions on Huawei and added over 100 Chi-
na-based entries to the Entity List for a range of activities,
including illicitly providing U.S. technology to China’s mili-
tary, aiding in the repression of China’s ethnic Uyghur mi-
nority, and constructing artificial islands in the South China
Sea. The U.S. Department of Homeland Security also blocked
Chinese imports from factories and companies suspected of
using forced labor, primarily in China’s Xinjiang Uyghur Au-
tonomous Region. Chinese leaders have threatened retalia-
tory treatment and redoubled efforts to secure technological
self-sufficiency.

e Continuing trade tensions and shortages related to the spread
of the COVID-19 pandemic revealed key supply chain vulnera-
bilities, prompting the United States and its allies to accelerate
their reassessment of dependence on China for critical inputs
and finished goods. As 2020 comes to a close, U.S. companies
continue to weigh their sourcing options and consider what de-
gree of reliance on concentrated production in China is accept-
able.

¢ Despite mounting tensions between the United States and Chi-
na, the two countries reached a Phase One trade agreement
in January. In the agreement, China once again committed to
ensuring technology transfer occurred on a voluntary basis, pro-
viding stronger intellectual property protection, allowing great-
er market access for U.S. financial services, reducing nontariff
barriers to trade for U.S. agricultural products, and reaching
specific purchase targets of U.S. exports, though by August 2020
China was on track to import only one third of the aggregate
target for the year. Remaining long-term challenges, including
Chinese government subsidies, local content requirements, and
continuing market access restrictions in other sectors were de-
ferred to future rounds of negotiation.

e The Chinese government’s decision to allow greater foreign in-
vestment in its financial sector coincides with an urgent do-
mestic demand for capital, as China’s banking sector faces an
unsustainable debt burden. Favoritism for local corporations,
lack of transparency, and weak regulatory and accounting prac-
tices place U.S. assets and investors, including pension funds,
at substantial risk.
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Section 2: Vulnerabilities in China’s Financial System and
Risks for the United States

In 2020, the Chinese government leaned on state control to con-
tain the economic fallout of the COVID-19 pandemic, instructing
banks to lend to companies hard hit by the virus and deploying the
country’s financial system to absorb the pandemic’s shocks. While
Beijing’s response has enabled a rapid recovery in China’s econo-
my, it has done so by fortifying the role of the state in managing
economic activity and promoting policies similar to those that have
generated misallocation of credit and ballooning debt in the past.
The Chinese government’s tenacious commitment to economic sta-
bility above all else reinforces public expectations that it will always
be there to bail out struggling banks or companies. This implicit
guarantee of government support contributed to local governments
and companies taking on increasing amounts of credit after the
2008 crisis, leading to current concerns about the stability of the
financial system. China’s first economic contraction in four decades
also raises renewed concerns that debt levels will continue to rise.

The Chinese government is beginning to experiment with break-
ing this implicit guarantee and to defuse risks in China’s financial
system as regulators embark on a cleanup of the banking sector
and assess systemic problems caused by a decade of rapidly accu-
mulated debt. Confronting the scale of these problems, the Chinese
government increasingly views foreign capital as part of the solu-
tion. Beijing’s financial opening in recent years thus reflects a cal-
culated strategy to secure foreign investment inflows and use them
to shore up the domestic economy and strengthen its companies. As
this opening continues, exposure to unique risks in China’s financial
system rises for foreign investors, and their financial wellbeing be-
comes increasingly staked on Beijing’s management of the Chinese
economy. China’s financial opening is also deepening U.S.-China fi-
nancial integration just as the U.S. government takes more concert-
ed steps to confront China’s unfair economic policies and threats to
U.S. interests. Of particular concern is the rising inclusion of Chi-
nese securities in global investment indices. These inclusions are
funneling hundreds of billions of U.S. investment dollars toward a
financial system that lacks transparency, adequate pricing of risks,
and regulatory oversight. They are also financing companies whose
operations are otherwise antithetical to U.S. national security and
foreign policy objectives.

There is every indication that China’s quest for foreign capital
will continue. Local governments shoulder crushing debt levels,
banks remain undercapitalized, and increased public expenditure
on caring for an aging population will erode national savings. U.S.
portfolio investment inflows to China are also poised to grow signifi-
cantly, especially if China recovers from the pandemic ahead of oth-
er economies, making Chinese financial markets more attractive. As
these trends converge and U.S. exposure to risks in China’s financial
system rises, doubts about whether deepening U.S.-China financial
integration is desirable are coming into sharper relief.
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Key Findings

China’s formal financial system is dominated by state-owned
banks, whose position has been strengthened in the wake of the
COVID-19 pandemic in 2020. These banks favor state-owned
enterprises (SOEs) and privileged companies, leaving other Chi-
nese companies starved for capital. Between 2008 and 2016, a
large and unwieldy shadow banking sector emerged to fill this
gap, leading to a proliferation of risky financial products and
rising leverage across China’s financial sector.

In 2016, Beijing launched a financial de-risking campaign to rein
in shadow banking activity and clean up the financial sector. This
campaign choked off small private companies’ access to financing.
The COVID-19 pandemic has further deteriorated the financial
health of these companies, forcing the government to ease its reg-
ulatory tightening and prioritize economic stability over financial
de-risking. With such vulnerabilities remaining unaddressed, in-
vestors in China’s capital markets are increasingly exposed to
structural problems in China’s financial system.

As Beijing strategically opens its financial sector to secure
foreign capital and global investment indices shift asset allo-
cations toward Chinese securities, U.S. investors’ exposure to
the unique and significant risks accumulated in China’s capital
markets rises. These risks center around the opacity of China’s
financial system and Beijing’s interference in market activity to
advance its political objectives.

Increased financial exposure to China threatens to undermine
U.S. efforts to defend against China’s unfair economic practic-
es and protect U.S. policy interests. Several Chinese companies
included in global investment indices are subject to U.S. export
controls but not investment restrictions. This mismatch enables
problematic Chinese companies to continue raising U.S. capital
and reduces the strength with which the United States can de-
fend against companies that threaten national security.

While China’s leadership speaks of developing more dynamic
capital markets, liberalizing interest rates, and imposing mar-
ket discipline on the banking sector, these ambitions are tem-
pered by a low tolerance for market instability and a strong
bias in favor of state-owned companies to maintain economic
growth and safeguard employment.

After years of unbridled lending, China’s financial system is fac-
ing mounting problems. Local governments have recorded sig-
nificant revenue shortfalls, banks remain undercapitalized, and
an aging population threatens persistent current account defi-
cits. The Chinese government seeks to attract large volumes of
new foreign investment to meet these capital shortfalls. These
circumstances provide the key context for the entry of foreign
capital and expertise into the country’s financial system.

Beijing continues to deny U.S. audit regulators full visibility
into the financials of U.S.-listed Chinese companies in line with
U.S. accounting standards. These evasions from effective regula-
tion and oversight, together with U.S.-listed Chinese companies’



11

complex ownership structures, deprive U.S. investors of both full
transparency and the opportunity for legal redress in cases of
accounting fraud, eroding the integrity of U.S. capital markets.

e The COVID-19 pandemic has exacerbated key risks in China’s
already strained financial system. Although a full accounting
of economic damage is still underway, China’s first economic
contraction in four decades will make it more difficult to tack-
le the country’s debt burden, resolve nonperforming loans, and
efficiently allocate capital.

¢ Beijing’s imposition of the national security law in Hong Kong
has accelerated the territory’s assimilation into China’s nation-
al governance system, which could erode its status as a global
financial hub. As the Chinese government calibrates financial
opening, it may lean more on Hong Kong to raise foreign capital
and serve Chinese companies and continue to rely on the terri-
tory as an extension of mainland capital markets.

Section 3: U.S.-China Links in Healthcare and Biotechnology

Beijing views its ability to deliver high-quality healthcare to Chi-
nese citizens as a key aspect of maintaining its legitimacy, yet much
of China’s healthcare infrastructure is out of date and struggles to
meet even the basic needs of many patients. Consequently, Chinese
policymakers have set ambitious targets for improvements to Chi-
na’s healthcare system. In particular, the Chinese government has
prioritized high-growth sectors such as biotechnology (biotech), dig-
ital health, and precision medicine. These sectors not only offer the
potential of improving China’s healthcare system but also align with
Beijing’s industrial policy goals of moving up the global value chain.

Despite officially encouraging foreign participation in China’s
healthcare sector, the Chinese government continues to place for-
eign firms at a disadvantage, most notably in terms of collecting and
sharing healthcare data, which is an increasingly vital component of
new healthcare treatments. This data collection occurs through legal
channels such as investment in U.S. firms and academic research
partnerships as well as illicit methods such as state-sponsored hack-
ing of U.S. healthcare providers and businesses. China’s collection
of U.S. healthcare data raises privacy concerns for U.S. citizens.
China’s nonreciprocal collection of health data gives Chinese firms
a distinct advantage in research and development, threatening to
erode U.S. leadership in medicine and biotech by allowing Chinese
companies access to both U.S. and Chinese datasets while blocking
U.S. competitors from Chinese data. This comes at a time when the
rapid advancement of biological sciences has led to a “biorevolution”
that will have increasingly important economic and security impli-
cations.

While Chinese policymakers have aggressively supported cut-
ting-edge biotech developments, they have paid far less attention
to China’s public health system. Years of underfunding, increasing
staffing shortfalls, and bureaucratic weaknesses in much of Chi-
na’s public health system have undermined the country’s ability to
stop the spread of infectious diseases. Moreover, an increasingly re-
pressive political atmosphere has silenced healthcare workers and
journalists reporting on such outbreaks, preventing vital informa-
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tion-sharing in the early stages of the COVID-19 outbreak. Beijing’s
unwillingness to cooperate or share information with foreign gov-
ernments and international organizations further obstructed efforts
to contain what was initially a localized outbreak. The widespread
loss of human life and economic devastation in the wake of the
COVID-19 pandemic has vividly exposed the shortcomings in Chi-
na’s epidemiological preparedness and demonstrated the worldwide
ramifications of the CCP’s policy priorities.

Key Findings

¢ Longstanding problems in China’s public health system, in-
cluding funding shortfalls and bureaucratic weaknesses, have
undermined the country’s epidemiological preparedness. These
vulnerabilities are compounded by a political atmosphere that
silences and punishes healthcare workers who raise concerns
about potential disease outbreaks because the CCP fears such
disclosures could undermine social stability. As a result, the
risk of another epidemic in China will remain heightened even
as Beijing attempts to improve its public health system in the
wake of the COVID-19 pandemic.

e Chinese regulators have officially encouraged foreign participa-
tion in China’s healthcare sector but maintain regulatory barri-
ers that disadvantage foreign firms and hinder free competition.
Most notably, Beijing has placed increasingly tight restrictions
on foreign firms’ ability to access and share healthcare-related
data collected in China.

e The Chinese government has made the collection of domestic
and foreign healthcare data a national priority and has sought
access to U.S. healthcare data through both licit and illicit
means. Chinese entities have gained access to U.S. healthcare
data through investment in U.S. firms, sales of equipment
and services, and partnerships with U.S. universities and
hospitals, even as Beijing prevents U.S. entities from gaining
reciprocal access to Chinese data. Chinese state-sponsored
groups have also obtained U.S. healthcare data and targeted
COVID-19 research by hacking U.S. healthcare providers and
businesses.

e Through its scientific talent recruitment programs, the Chinese
government has systematically targeted the U.S. research com-
munity, particularly participants in the biological and medical
sciences. Although there are many benefits to research coopera-
tion, Beijing has used financial inducements and other means to
encourage foreign researchers to establish shadow laboratories
in China that mirror federally funded research conducted in the
United States and facilitate the transfer of commercially and
medically valuable research to China.

e While China has made significant improvements to its health-
care system, substantial shortfalls remain. In particular, China
lacks a long-term care infrastructure for its aging population
and its healthcare system is underequipped to handle challeng-
es posed by the rise in chronic disease.
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e China’s policymakers are making major efforts to improve the
quality and affordability of healthcare, prioritizing innovation in
technologies and treatments to manage rising chronic disease.
Prior to the outbreak of COVID-19, infectious disease monitor-
ing and prevention have received comparatively less attention.

Chapter 3: U.S.-China Security, Politics, and Foreign Affairs

Section 1: Year in Review: Security, Politics, and Foreign Af-
fairs

In 2020, Beijing aggressively escalated its pursuit of global lead-
ership, revealing its ambition to imprint international institutions
and influence regions with the agenda of the CCP. Beijing refused
to recognize its culpability in the outbreak and spread of COVID-19,
lashing out at its critics and initiating a global diplomatic campaign
to present itself as the country best suited to lead the world from
the devastation left in the pandemic’s wake. As the world’s atten-
tion was focused on the pandemic, China ramped up military intim-
idation of its neighbors while levying economic punishment against
countries that criticized its behavior. The Chinese government’s im-
position of a draconian national security law for Hong Kong in June
sent shockwaves around the globe and demonstrated Chinese lead-
ers’ disregard for their international commitments as well as the
aspirations of Hong Kong’s prodemocracy movement.

Chinese leaders confronted the fallout from the pandemic along-
side severe domestic and external challenges as they prepared to
mark a series of critical political, economic, and military milestones.
The PLA made steady progress toward its goal of becoming a world-
class military, although it appeared to only partially achieve its
2020 goal to mechanize the force and admitted a two-year delay in
redesigning its personnel and policy systems under its overall re-
organization and modernization program. As the CCP prepared for
the 2021 celebration of the centennial of its founding, Party leaders
reiterated concerns over endemic corruption and bureaucratic inept-
itude amid signs of popular and elite discontent, especially with the
government’s mismanagement of the COVID-19 crisis.

Facing growing opposition abroad and fallout from COVID-19 at
home, Chinese leaders intensified their campaign of ideological con-
trol and repression. The Ministry of Education issued new guide-
lines requiring ideological conformity within university curricula,
while new details continued to emerge regarding the CCP’s cam-
paign of cultural devastation and abuse of China’s Uyghur, Tibetan,
and Mongolian minority populations. Some experts began to argue
that the CCP’s campaign against Uyghurs, including forced abor-
tions and sterilizations, fits the legal definition of genocide. Mean-
while, tensions with the United States escalated further as the CCP,
under General Secretary Xi, defined a more confrontational relation-
ship with the United States than at any time since the beginning of
U.S.-China détente nearly half a century ago.

Key Findings

e In 2020, China sought to project an image of confidence and in-
creased efforts to portray itself as a global leader superior to the
United States even as it faced an increasing array of challenges
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at home and abroad. Meanwhile, CCP leaders took new steps to
silence criticism of the Party and demand praise for its actions
both among the Chinese populace and in foreign countries.

e General Secretary Xi continued to emphasize the military di-
mension of U.S.-China competition, instructing the PLA for a
second year to prepare for a potential military conflict with a
“powerful enemy adversary”—a phrase used by the CCP to refer
to the United States. The PLA commissioned its first indige-
nously produced aircraft carrier and the first of a new class
of advanced, large displacement destroyers while continuing to
struggle with persistent weaknesses in its training and the lim-
ited command capabilities of its officer corps.

e The CCP grew more openly confrontational toward the United
States and key U.S. allies and partners as Beijing increasingly
demonstrated its disregard for international rules, norms, and
criticism of its actions. This aggressive approach was typified
by Beijing’s growing use of economic coercion against countries
that took actions Beijing perceived as contrary to its interests.

¢ Beijing ramped up its multiyear coercion campaign against its
neighbors, provoking military or paramilitary standoffs with
countries from Japan to India and much of Southeast Asia.
Shortly after China’s defense minister urged Beijing to use mil-
itary force to stabilize its periphery, a violent clash on the Chi-
na-India border in June led to the first loss of life between the
two countries since 1975.

e The CCP combined its aggressive actions beyond its borders
with increasing domestic repression. Beijing implemented a
draconian security law that ended the political freedoms it
had pledged to guarantee to Hong Kong, while new evidence
emerged of the CCP’s campaign of cultural genocide against the
millions of Uyghurs and Tibetans living under its rule. Concern
about its abusive treatment of ethnic Mongolians is also rising.

e The U.S.-China relationship grew increasingly confrontational
in 2020 as both governments characterized the other in sharply
adversarial terms and unfavorable views toward China among
the U.S. public reached a new historic high. The United States
took significant new steps to curtail bilateral economic, scientif-
ic, and educational exchanges.

e The rapid spread of COVID-19 from Wuhan across China and
beyond its borders revealed a range of systemic flaws in the
Chinese governance system. Government authorities’ active
suppression of information, an overriding emphasis on secre-
¢y and political image, and bureaucratic paralysis combined to
severely delay any meaningful policy response. Evidence also
emerged that Beijing’s official numbers dramatically underre-
ported actual cases.

Section 2: China’s Growing Power Projection and Expedi-
tionary Capabilities

China has made changes to its military strategy, equipment, and
global posture over the last two decades that now enable it to proj-
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ect power at greater distances from its shores. Under the leadership
of General Secretary Xi, the PLA has begun the process of trans-
forming itself into a “world-class military” to support his ambitions
for national rejuvenation. China’s strategic requirements relating
to the projection of military power are defending sovereign territo-
ry as the CCP defines it; delaying or denying potential threats or
intervention in a regional conflict or sovereignty dispute by other
powers, such as the United States; and protecting China’s overseas
economic interests and sea lines of communication. PLA strategists
argue that a world-class military must possess a blue-water navy
capable of conducting expeditionary operations with air and ground
forces on faraway continents. Authoritative sources suggest Chinese
leaders aspire to project force and be capable of fighting limited
wars around the globe by the middle of the century.

Today, the PLA is vigorously updating its equipment, training,
and organization in ways that increase the capacity and range of
its power projection capabilities. The force’s efforts focus on recti-
fying shortfalls in six operational areas: amphibious assault, naval
power projection, air power projection and delivery, long-range pre-
cision strike, global logistics, and global command and control. Two
notable dimensions of the PLA’s capability-building efforts are its
incorporation of cyber and space technologies for power projection
and its reliance on civilian entities for global logistics and force
sustainment. China’s base in Djibouti and its expanding access to
civilian ports and airfields around the world also help support the
PLA’s global operations.

China’s power projection capabilities are currently most developed
in East and Southeast Asia, where its activities threaten the securi-
ty of the United States and its allies and partners, but these capa-
bilities diminish as distance from the region increases. To prepare
the groundwork for a future network of overseas military bases and
dual-use logistics facilities, the PLA uses traditional military diplo-
macy and humanitarian activities to burnish its image and sway
host nation leaders. China’s overseas access model also relies on
civilian ports operated or majority owned by Chinese SOEs, which
may become dual-use logistics facilities. The PLA’s power projection
capabilities have already had significant ramifications for the U.S.
security architecture in East Asia and could eventually affect the
United States’ ability to defend its interests across the globe.

Key Findings

e Recent advances in equipment, organization, and logistics have
significantly improved the PLA’s ability to project power and de-
ploy expeditionary forces far from China’s shores. A concurrent
evolution in military strategy requires the force to become ca-
pable of operating anywhere around the globe and of contesting
the U.S. military if called upon to do so. Chinese leaders have
vigorously pushed the PLA to develop power projection and ex-
peditionary capabilities over the last 20 years.

e China’s power projection capabilities are developing at a brisk
and consistent pace, reflecting the civilian leadership’s determi-
nation to transform the PLA into a global expeditionary force in
a matter of decades. In the short term (next five years), the PLA
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will focus on consolidating the capabilities that would enable it
to conduct large-scale military operations around its maritime
periphery. In the medium term (next 10-15 years), the PLA
aims to be capable of fighting a limited war overseas to protect
its interests in countries participating in the BRI. By mid-cen-
tury, the PLA aims to be capable of rapidly deploying forces
anywhere in the world.

e China’s basing model includes military facilities operated exclu-
sively by the PLA as well as civilian ports operated or majori-
ty-owned by Chinese firms, which may become dual-use logis-
tics facilities. Chinese firms partially own or operate nearly 100
ports globally, more than half of which involve a Chinese SOE.

e Despite the PLA’s progress in building expeditionary capabil-
ities, it continues to face a number of challenges in projecting
power. These challenges grow more pronounced the farther
away the PLA operates from China’s immediate periphery and
include inadequate airlift, sealift, at-sea replenishment, and in-
air refueling capabilities.

e China’s power projection capabilities are robust in East and
Southeast Asia, where it is building military bases. In the Indi-
an Ocean, the PLA deploys naval task forces that regularly op-
erate for seven to eight months as far away as Africa’s eastern
seaboard. While the PLA’s power projection capabilities dimin-
ish the farther it operates from China, it is beginning to develop
the ability to project power in the South Atlantic, where it oc-
casionally conducts naval operations, makes port calls, and car-
ries out military exercises with local partners. In Latin America
and the Caribbean, where PLA power projection capabilities are
weakest, the force is cultivating political influence and greater
access to the region that will complement the satellite tracking
station it already maintains in Argentina.

Chapter 4: Taiwan

The year 2020 was pivotal for cross-Strait relations as well as the
United States’ relationship with Taiwan. China’s imposition of the
national security law in Hong Kong and its intensifying military
operations around Taiwan suggest that Chinese leaders intend to
pursue their political objectives without concern for their existing
commitments or the reputational costs they might incur by violat-
ing them. President Tsai Ing-wen’s reelection in Taiwan and public
support for the pro-democracy movement in Hong Kong underscored
the island’s resolve to remain free in the face of escalating Chinese
coercion. Taiwan’s government also responded to China’s belliger-
ence by moving closer to the United States, taking steps to address
longstanding sources of U.S. concern over trade and defense.

Beijing leveraged its undue influence in the World Health Or-
ganization and other international bodies to exclude Taiwan from
the global response to the COVID-19 pandemic. Despite these ef-
forts, Taipei’s robust epidemic control and prevention measures
won praise and recognition from leaders around the world. Taipei’s
contributions to the international response to the pandemic further
highlighted Taiwan’s determination to be an active participant in
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the international community. Leveraging its robust supply of medi-
cal expertise and personal protective equipment, Taipei launched a
global assistance campaign and formed research partnerships with
the United States and European Union to develop treatments for
COVID-19.

Taipei underlined its commitment to limiting its vulnerability to
Beijing’s coercion by reinvigorating efforts to diversify supply chains
away from the Mainland and removing barriers to expanded eco-
nomic ties with the United States. Through an array of investment
incentives targeting Taiwan and multinational firms, Taipei moved
to fortify its position in technology supply chains and demonstrated
how it can serve as a valuable partner in securing them. President
Tsai’s politically fraught decision to lift restrictions on U.S. meat
imports further demonstrated Taiwan’s dedication to both reducing
its economic reliance on mainland China and forging a stronger re-
lationship with the United States.

A growing chorus of voices in Washington policy circles are ques-
tioning whether China’s mounting aggression toward Taipei and
the deepening cross-Strait military imbalance necessitate a new
U.S. approach to cross-Strait relations. U.S. policymakers face an
increasingly urgent and difficult set of choices about responses to
China’s coercion of Taiwan. The U.S. government’s steps in the next
few years to address China’s destabilizing impact on cross-Strait
relations will have far-reaching consequences for the people of Tai-
wan, U.S. interests in the region, and the United States’ standing
in the world.

Key Findings

e The year 2020 was pivotal for cross-Strait relations. China’s
imposition of the national security law in Hong Kong and its
intensifying military activities around Taiwan proved that Chi-
nese leaders are determined to pursue their political objectives
without concern for their existing commitments or the reputa-
tional costs they might incur by violating them. Events this year
underscored the urgency of ongoing discussions in Washington
over whether the United States should alter its longstanding
policy toward Taiwan and how China’s annexation of the island
could affect U.S. national security interests.

e Taiwan President Tsai Ing-wen won reelection by a landslide
in January 2020, easily defeating her opponent with an historic
number of votes in a victory many experts viewed as improbable
just a year ago. President T'sai’s late surge in the polls was driv-
en largely by voter dissatisfaction with Beijing’s heavy-handed
approach to the island and its destruction of basic freedoms in
Hong Kong. The CCP’s imposition of the national security law
in Hong Kong discredits Beijing’s assurance that Taiwan could
preserve its chosen way of life under a prospective unification
model and proved Chinese leaders intend to pursue their sover-
eignty claims regardless of the international reaction.

e In 2020, Beijing continued its multifaceted pressure campaign
against Taiwan. Both of Taiwan’s dominant political parties re-
jected Beijing’s pursuit of unification under its “one country, two
systems” framework, affirming their commitment to the island’s
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free, multiparty democracy. The Tsai Administration continued
initiatives introduced during its first term to deepen ties with
the United States and other countries in the Indo-Pacific region.

The outbreak of COVID-19 underscored the consequences of
Beijing’s politically motivated exclusion of Taiwan from interna-
tional organizations. Despite Beijing’s attempts to marginalize
the island, Taiwan’s impressive domestic epidemic control and
prevention efforts earned it the admiration of countries around
the world, with many expressing strong opposition to Beijing’s
actions.

Through stringent measures for case identification and con-
tainment, Taipei mounted a model response to the COVID-19
pandemic and averted a largescale economic shutdown. As a
result, Taiwan’s economy continued to expand in 2020, albeit
at a slower pace, even as its neighbors suffered contractions.
Taipei may face challenges in the medium term, however, as
the pandemic roils the global economy and threatens to reduce
external demand for the island’s exports.

The COVID-19 pandemic brought into stark relief the risks as-
sociated with China-centric supply chains and led Taipei to ac-
celerate its push to reduce Taiwan’s economic reliance on main-
land China. The Taiwan government reinvigorated its efforts
to incentivize Taiwan companies operating on the Mainland to
relocate production to the island and unveiled other investment
incentives and subsidies to encourage multinational technology
firms to expand operations in Taiwan. These developments led
to the preliminary recalibrations of global technology supply
chains.

The foundations of the U.S.-Taiwan economic relationship be-
gan to shift in 2020 as Taipei and Washington took significant
steps to upgrade economic engagement. President T'sai removed
a longstanding source of friction in bilateral trade ties by lifting
restrictions on U.S. meat imports, while the Trump Adminis-
tration announced it would launch a new Economic and Com-
mercial Dialogue with Taipei focused on supply chain security,
among other objectives.

The PLA’s military activities around Taiwan in 2020 were more
frequent and more aggressive than those recorded in 2019.
The PLA’s moves abrogated norms that once managed tensions
across the Strait and expanded Beijing’s operations in the air
and waters around Taiwan. The more frequent presence of PLA
aircraft and naval vessels around Taiwan also increases the
chance of a crisis stemming from an accident or miscalculation.

Taiwan stepped up its missile production, upgraded its un-
manned aerial vehicles, and continued to develop other asym-
metric capabilities in 2020 even as it sought to replace aging
conventional legacy systems with modern aircraft and tanks.
Despite these efforts, Taiwan’s military continued to grapple
with ongoing problems related to equipment, readiness, and its
transition to an all-volunteer force as the cross-Strait military
balance remained deeply tilted in Beijing’s favor.
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e The U.S. government demonstrated its support for Taiwan
through multiple avenues of engagement in late 2019 and 2020.
In the political realm, the United States sent U.S. Department
of Health and Human Services Secretary Alex Azar to Taipei
in August 2020, making him the highest-ranking U.S. cabinet
official to visit the island since 1979. In the military realm, the
United States dispatched a senior defense official to Taiwan,
initiated the sale of multiple major weapons systems to Taiwan;
enabled Taiwan’s participation in U.S.-led multilateral securi-
ty consultations; and continued U.S. air and maritime transits
around the island.

e The U.S. Department of State reaffirmed longstanding policy
by releasing declassified cables containing its “Six Assurances”
to Taiwan and emphasizing that the United States regards the
question of Taiwan’s sovereign status as unresolved. Assistant
Secretary of State for the Bureau of East Asian and Pacific Af-
fairs David R. Stilwell said in a speech, however, that the Unit-
ed States was making “important updates” to its engagement
with Taiwan in response to “changing circumstances.” These
changes will be “significant, but still well within the boundaries
of [the] One China policy.”

Chapter 5: Hong Kong

The Chinese government swiftly brought the 7.5 million residents
of Hong Kong under full and direct authoritarian rule with the im-
plementation of a draconian national security law passed in Beijing.
The dramatic change in Hong Kong’s status showed the CCP’s pro-
found disregard for its international commitments and obligations
to the people of Hong Kong. Unchecked, the national security law’s
extraterritoriality could grant China’s government broad powers to
censor global discourse and punish opinions that are critical of its
interests or actions in the territory. This action was one of many
in 2020—including border skirmishes with India, military exercises
to intimidate Taiwan, and pressure on Australia, Canada, and the
United Kingdom, among others—that demonstrated the Chinese
government’s indifference to its reputation abroad. For Taiwan, the
case of Hong Kong exemplifies the hollowness of the CCP’s promise
that unification under “one country, two systems” is a viable option.

After the law’s announcement, the Hong Kong government in-
creasingly turned into the executor of Beijing’s directives. The Hong
Kong authorities curtailed an anticipated prodemocracy victory in
the legislative election originally planned for September 2020, ban-
ning a dozen prodemocracy candidates and delaying the election for
a year using the pandemic as a pretext. As of October 2020, the
Hong Kong authorities and officials from the new Mainland security
office created by the national security law continued to arrest prode-
mocracy activists and supporters as part of a wide-scale crackdown
on opposition. U.S. multinationals and their staff in the territory
now face the difficult task of assessing an entirely different kind of
political and personal risk and are watching the law’s implementa-
tion and the U.S. government’s response.

The United States has maintained deep, longstanding economic
and social ties to Hong Kong. More than 1,300 U.S. companies, in-
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cluding nearly every major U.S. financial firm, have offices in Hong
Kong. Beyond the commercial considerations, approximately 85,000
U.S. citizens are Hong Kong residents. In 2018, 1.3 million U.S.
visitors traveled to Hong Kong, while an estimated 127,000 Hong
Kong residents came to the United States. The swift imposition of
the national security law may have fundamentally undermined the
cosmopolitan vibrancy, dynamism, and openness that characterized
the city. In light of the changed nature of the city, U.S. policymakers
have begun the process of revoking the special status granted to
Hong Kong in U.S. regulations.

Key Findings

e On June 30, 2020, the Chinese government implemented a
sweeping national security law for Hong Kong that brought the
7.5 million residents of Hong Kong under the full and direct
authoritarian rule of the CCP. This action violated China’s com-
mitment to preserve the “one country, two systems” framework
that would have guaranteed Hong Kong’s autonomy through
2047. In passing this law, Beijing demonstrated its willingness
to sacrifice economic interests, the rule of law, and basic human
rights to establish political control over the territory.

e The national security law has fundamentally transformed Hong
Kong’s relationship with the United States and other democ-
racies, as well as the international perception of China as a
global actor. China’s unapologetic violation of a binding treaty
once again calls into question the credibility of its commitments
to the international community. In recognition of Hong Kong’s
changed status, the United States has begun dismantling Hong
Kong’s separate treatment in U.S. law, which served as the basis
of U.S.-Hong Kong relations for nearly 30 years.

e The new law’s extraterritorial provisions pose a substantial risk
to U.S. citizens in Hong Kong and internationally. It criminal-
izes any perceived criticism of the Chinese or Hong Kong gov-
ernments, regardless of where the offending individual or entity
resides. Under this law, the Hong Kong government has already
sought the arrest of a U.S. citizen, the director of a prodemocra-
cy group advocating for congressional action on Hong Kong. Left
unchecked, the law could grant the Chinese government broad
powers to censor global discourse.

e U.S. multinationals and their personnel in the territory now
face a heightened degree of political and personal risk and are
waiting on the law’s implementation and the U.S. government’s
response. Companies with operations on the Mainland may
replicate precautions there for operations in Hong Kong. Other
companies may choose to relocate more international-facing op-
erations elsewhere. Major U.S. technology firms face particular
challenges due to their collection of sensitive user data.

e In further confirmation of the territory’s changed status, the
Hong Kong authorities quickly moved to erase democratic pro-
cesses in Hong Kong. Facing a likely prodemocracy victory, the
government postponed a pivotal Legislative Council election
and banned a dozen prodemocracy candidates. The de facto sep-
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aration between mainland and Hong Kong security forces also
vanished. Immediately after the national security law’s imple-
mentation, the authorities began targeting and arresting prode-
mocracy supporters. Despite the danger of arrest under the law,
many activists are committed to staying in the city to defend
their freedoms, while others seek to move abroad.

The national security law has significantly compromised Hong
Kong’s historically strong rule of law and press freedom. Under
growing pressure from the CCP, the territory’s judicial system
has been thrown into crisis as judges are compelled to adopt
mainland legal principles and CCP positions. Journalists faced
new levels of pressure to self-censor while the Hong Kong au-
thorities harassed prodemocracy news outlets and refused to
renew press credentials. The CCP has also suppressed all other
aspects of Hong Kong’s civil society. Illustrating this trend, the
Hong Kong authorities for the first time banned the annual vig-
il to mark the 1989 Tiananmen Square massacre.
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THE COMMISSION’S KEY RECOMMENDATIONS

The Commission considers 10 of its 19 recommendations to Con-
gress to be of particular significance. The complete list of recommen-
dations appears at the Report’s conclusion on page 535.

1.

Congress adopt the principle of reciprocity as foundational in
all legislation bearing on U.S.-China relations. Issues to be con-
sidered in applying this principle should include but are not
limited to the following:

e The ability of journalists and online media to operate without
undue restriction;

e The ability of nongovernmental organizations to conduct
meaningful engagement with civil society;

e Access to information, including but not limited to financial
and research data;

e Access for social media and mobile apps from U.S. companies;

e Access for diplomatic personnel, including but not limited to
diplomats’ freedom of travel and ability to meaningfully ex-
change views with the host country public; and

e Market access and regulatory parity, including but not lim-
ited to companies’ ability to participate in trade, investment,
and financial market transactions, cross-border capital trans-
fer, and protections of intellectual property.

Congress expand the authority of the Federal Trade Commis-
sion (FTC) to monitor and take foreign government subsidies
into account in premerger notification processes.

e The FTC shall develop a process to determine to what extent
proposed transactions are facilitated by the support of foreign
government subsidies.

¢ The definition of foreign government subsidies shall encom-
pass direct subsidies, grants, loans, below-market loans, loan
guarantees, tax concessions, governmental procurement poli-
cies, and other forms of government support.

e Companies operating in the United States that benefit from
the financial support of a foreign government must provide
the FTC with a detailed accounting of these subsidies when
undergoing FTC premerger procedures.

e If the FTC finds foreign subsidies have facilitated the trans-
action, the FTC can either propose a modification to remedy
the distortion or prohibit the transaction under Section 7 of
the Clayton Act, which prohibits mergers and acquisitions
where the effect “may be substantially to lessen competition,
or to tend to create a monopoly.”

Congress direct the U.S. Department of State to produce an an-
nual report detailing China’s actions in the United Nations and
its subordinate agencies that subvert the principles and purpos-
es of the United Nations. Such a report would at a minimum
document the following:
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e China’s actions violating United Nations treaties to which it
is a party;

e China’s actions to influence the votes of United Nations mem-
bers, including through coercive means;

e China’s actions to nominate or support candidates for Unit-
ed Nations leadership positions that do not adhere to United
Nations standards for impartiality or are subject to the influ-
ence of the Chinese government;

e Actions by nationals of the People’s Republic of China and
others currently holding United Nations leadership positions
that appear to support the interests of the Chinese govern-
ment in violation of United Nations impartiality standards;

e Actions by nationals of the People’s Republic of China serving
in functional positions in United Nations organizations im-
pacting hiring practices, internal policies, and other functions
that appear to support the interests of the Chinese govern-
ment in violation of United Nations impartiality standards;

e Actions by Chinese military and support personnel engaged
in United Nations peacekeeping operations that are inconsis-
tent with the principles governing these missions, including
China’s deployment of these personnel to protect its economic
interests and improve the power projection capabilities of the
People’s Liberation Army; and

e The number and positions of United States personnel em-
ployed by the United Nations and its agencies.

. Congress hold hearings to consider the creation of an interagen-
cy executive Committee on Technical Standards that would be
responsible for coordinating U.S. government policy and priori-
ties on international standards. This Committee would consist of
high-level political appointees from executive departments with
equities relating to international technical standards, including
the Department of Commerce, the Department of State, the De-
partment of Defense, the Department of Energy, the Office of
Science and Technology Policy, and other agencies or govern-
ment stakeholders with relevant jurisdiction. The Committee’s
mandate would be to ensure common purpose and coordination
within the executive branch on international standards. Specif-
ically, the Committee would:

e Identify the technical standards with the greatest potential
impact on American national security and economic compet-
itiveness;

¢ Coordinate government efforts relating to those standards;

e Act as a liaison between government, academia, and the pri-
vate sector to coordinate and enhance joint efforts in relation
to standards;

e Manage outreach to counterpart agencies among U.S. allies
and partners;

e Set funding priorities and recommendations to Congress; and
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¢ Produce annual reports to Congress on the status of technical
standards issues and their impact on U.S. national security
and economic competitiveness.

. Congress consider establishing a “Manhattan Project”-like effort
to ensure that the U.S. public has access to safe and secure
supplies of critical lifesaving and life-sustaining drugs and med-
ical equipment, and to ensure that these supplies are available
from domestic sources or, where necessary, trusted allies. Such a
project would supplement the recommendation the Commission
made in its 2019 Annual Report that Congress hold hearings
with a view toward enacting legislation requiring the U.S. gov-
ernment to procure medicines only from U.S. production facil-
ities or from facilities that have been certified compliant with
U.S. standards.

. Congress enact legislation establishing a China Economic Data
Coordination Center (CEDCC) at the Bureau of Economic Anal-
ysis at the U.S. Department of Commerce. The Center would be
mandated to collect and synthesize official and unofficial Chi-
nese economic data on developments in China’s financial mar-
kets and U.S. exposure to risks and vulnerabilities in China’s
financial system, including:

e Data on baseline economic statistics (e.g., gross domestic
product [GDP]) and other indicators of economic health;

e Data on national and local government debt;
¢ Data on nonperforming loan amounts;
e Data on the composition of shadow banking assets;

e Data on the composition of China’s foreign exchange reserves;
and

e Data on bank loan interest rates.

. Congress direct the Administration, when sanctioning an entity
in the People’s Republic of China for actions contrary to the eco-
nomic and national security interests of the United States or for
violations of human rights, to also sanction the parent entity.

. Congress consider enacting legislation to make the Director of
the American Institute in Taiwan a presidential nomination
subject to the advice and consent of the United States Senate.

. Congress amend the Immigration and Nationality Act to clarify
that association with a foreign government’s technology trans-
fer programs may be considered grounds to deny a nonimmi-
grant visa if the foreign government in question is deemed a
strategic competitor of the United States, or if the applicant has
engaged in violations of U.S. laws relating to espionage, sabo-
tage, or export controls. Association with a foreign government’s
technology transfer programs can include any of the following:

e Participation in a foreign government-sponsored program de-
signed to incentivize participants to transfer fundamental re-
search to a foreign country via a talent recruitment program
or in a foreign government-sponsored startup competition;
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e Acceptance of a government scholarship that requires recip-
ients to study specific strategic scientific and technological
fields, to return to the foreign country for a government work
requirement after the scholarship term ends, or facilitates co-
ordination with talent programs;

e Association with a university or a department of a university
that the U.S. government has designated as a participant in
the foreign government’s military-civil fusion efforts; or

e Status (current or past) as a scientist, technician, or officer
for a foreign military, if the applicant does not disclose such
information when applying for a visa.

10. Congress direct the Administration to identify and remove bar-
riers to receiving United States visas for Hong Kong residents
attempting to exit Hong Kong for fear of political persecution.






INTRODUCTION

In 2000, Congress established this Commission to monitor and
report on the national security implications of the U.S.-China eco-
nomic relationship. Over the years, we have tracked the People’s
Republic of China’s (PRC) accountability to its global commitments,
including those made in its accession to the World Trade Organiza-
tion. Two decades later, the Chinese Communist Party (CCP) selec-
tively adheres to its global economic, trade, and political obligations
and has abandoned any concern for international opinion. Now the
CCP envisions itself atop a new hierarchical global order in which
the world acquiesces to China’s worldview while supplying it with
markets, capital, resources, and talent.

The novel coronavirus (COVID-19) pandemic has focused public
attention on China, but the PRC’s ambitions are neither new nor
secret. For decades, the CCP has made its ambitions clear through
industrial policy and planning documents, leadership speeches, and
military directives. Under General Secretary Xi Jinping, however,
the CCP is aggressively asserting its interests both domestically
and globally.

In the past, the CCP focused its attempts at economic dominance
on legacy sectors of steel, aluminum, and transportation, among
others. Its current goals are to dominate the world’s newest and
most cutting-edge industries, including biotechnology, semiconduc-
tors, artificial intelligence, and clean energy. Though the focus of
China’s industrial policies is changing, the government’s strategy
and objectives retain the same mercantilist and coercive tools: com-
pelling foreign entrants to transfer technology to their domestic
competitors for limited market access, lavishing generous subsidies
on state-owned enterprises and domestic national champions, and
leveraging illicit methods, including cyber-enabled theft, to obtain
valuable intellectual property and mountains of data.

China’s security laws threaten the arrest of anyone who criticizes
China, its leaders, or its policies. This threat now extends to Ameri-
cans inside China as well as those who live in or travel to countries
that have an extradition treaty with China. Foreign journalists live
in fear of detention or expulsion.

The CCP claims to protect the interests of the Chinese people. Its
true purpose, however, is to protect its own existence and grow its
power, no matter the costs. Party leaders judge any sign of criticism
to be too great a risk to CCP rule. The CCP’s response is harsh and
swift whether reacting to the single voice of a doctor raising health
alarms about the emergence of COVID-19, to internal criticism, or
to millions of peaceful prodemocracy demonstrators in Hong Kong.
This year, the CCP undertook new levels of effort to silence critics
and prevent the flow of information.

2n
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The CCP’s actions in Hong Kong show the Party’s lack of toler-
ance for any sign of opposition to its interests and its lack of intent
to honor its international commitments. Acting with swiftness and
brutality, the CCP imposed draconian restrictions in Hong Kong,
bypassing citizens’ rights, the local government, and the legisla-
ture with a law drafted and directed by Beijing. Moving mainland
authorities into Hong Kong, the CCP has arrested hundreds and
threatened thousands of citizens who have simply demanded China
honor its pledge to guarantee Hong Kong a “high degree of auton-
omy” in its legal, social, and economic life. That the CCP’s brazen
assertion of power violated a legally binding treaty registered with
the UN did not constrain its actions. Responding to global criticism,
the head of China’s Hong Kong and Macau Affairs Office affirmed
the new CCP approach, replying, “The era when the Chinese cared
what others thought and looked up to others is in the past, never
to return.”

From its mismanagement of the COVID-19 outbreak in Wuhan
to its imposition of full and direct authoritarian rule in Hong Kong
and continued militarization of the South China Sea, the PRC has
repeatedly violated its own pledges and international obligations.
Enabled by its economic strength, China’s disregard for internation-
al rules and norms or censure from the international community
raises grave concerns over future CCP policy choices and actions.
The prospect is growing that the CCP will use military or other co-
ercive means to forcibly absorb Taiwan. Taiwan’s thriving democracy
and civil society stand as the ultimate rebuke to the CCP’s claim
that Chinese people are not suited for democracy.

As the CCP accelerates its aggressive pursuit of global power and
leadership, this Report shows that the PRC considers its relation-
ships with African countries to be a blueprint for building its new,
Sinocentric world order. The PRC’s dominance of extractive indus-
tries on the African continent that are critical for technology and de-
fense, combined with its influence over media and political parties,
are key elements of a multidimensional approach it is now advanc-
ing in other regions, including Latin America and the Caribbean.

China’s activities in Africa serve as the template for projecting
power and influence far from China’s shores. Such activities include
the establishment of a military base it calls a “logistics facility” in
Djibouti, the use of Chinese troops involved in peacekeeping opera-
tions in violation of the spirit if not the letter of its UN obligations,
and political opportunism and interference enabled by predatory
economic practices. Chinese companies’ construction of potentially
dual-use ports and telecommunications networks along the ever-ex-
panding Belt and Road Initiative are representative of the mutually
reinforcing nature of its military-civil fusion strategy and expan-
sionist goals.

Meanwhile, the People’s Liberation Army is evolving into a for-
midable and increasingly modern force. It augments robust force
projection capabilities in East and Southeast Asia with routine op-
erations in the Indian Ocean, initial forays into the South Atlan-
tic, and the asymmetric capability to project power globally in the
space and cyber domains. The CCP employs its armed forces as a
coercive tool during peacetime, carrying out large-scale intimidation
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exercises around Taiwan and in the South China Sea. This year, it
provoked the first deadly clash on the China-India border in nearly
half a century.

China’s rising aggression has not gone unnoticed. Policymakers,
businesses, civil society leaders, and citizens around the world have
been awakened to the ambitions and tactics of the CCP. Govern-
ments in developed and developing countries alike have become
more cautious about accepting China’s coercive terms of trade, tech-
nology products, and services. No trend exemplifies this shift in
opinion better than rising restrictions in many countries limiting
access to 5G infrastructure for Chinese companies beholden to the
CCP by its national security laws.

In addition to reporting on the current state of the U.S.-China re-
lationship, the Commission has focused on new theaters and emerg-
ing dimensions of the threat to U.S. interests posed by CCP policy
choices. This year, we examined how the CCP advances its interests
in new domains of competition. In international organizations, both
those falling under the UN umbrella and those bringing together
regional partners, China is positioning trusted officials, whether na-
tionals of the PRC or others vulnerable to Chinese influence, in key
leadership posts. Long dependent on foreign technology, China is
working to influence international technical standards for emerging
technologies to promote Chinese companies and technologies as the
basis for new global standards. The cumulative effect of China’s in-
fluence in these organizations was on full display this year when the
director-general of the World Health Organization (WHO) publicly
praised Beijing’s transparency and early response to the COVID-19
outbreak, despite the extreme measures Beijing took to lock down
information while allowing infected persons to travel domestically
and internationally, seeding a global pandemic. At the same time,
the WHO, at Beijing’s behest, blocked Taiwan from meaningful par-
ticipation in the global pandemic response despite Taiwan’s early
and open communication and model epidemic control and preven-
tion efforts.

While General Secretary Xi and the ruling CCP have sought to
project an image of confidence, their tone-deaf response to global
criticism suggests the possible hazards ahead. By suppressing all
criticism and dissent, General Secretary Xi has created a dangerous
echo chamber leaving China’s government vulnerable to miscalcu-
lation. The United States and its allies and partners cannot afford,
however, to simply wait out the PRC’s current rulers with a false
hope of reform or policy change. The CCP’s repression of the Chinese
people, and especially the atrocities it has committed against ethnic
Uyghur and Tibetan minorities, may constitute crimes against hu-
manity, even genocide. Concern about the Party’s abusive treatment
of ethnic Mongolians is also rising.

The CCP has launched determined and systematic efforts to hol-
low out global governance institutions, suppress internal opposition,
subjugate free peoples in Hong Kong and around China’s periph-
ery, dominate global economic resources, and project military power.
These efforts threaten vital interests of the United States and the
security and vitality of an increasing number of countries around
the globe.
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Left unchecked, the PRC will continue building a new global or-
der anathema to the interests and values that have underpinned
unprecedented economic growth and stability among nations in the
post-Cold War era. The past 20 years are littered with the CCP’s
broken promises. In China’s intended new order, there is little rea-
son to believe CCP promises of “win-win” solutions, mutual respect,
and peaceful coexistence. A clear understanding of the CCP’s adver-
sarial national security and economic ambitions is essential as U.S.
and allied leaders develop the policies and programs that will define
the conditions of global freedom and shape our future.



CHAPTER 1
U.S.-CHINA GLOBAL COMPETITION

SECTION 1: A GLOBAL CONTEST FOR POWER
AND INFLUENCE: CHINA’S VIEW OF STRA-
TEGIC COMPETITION WITH THE UNITED
STATES

Key Findings

Beijing has long held the ambition to match the United States
as the world’s most powerful and influential nation. Over the
past 15 years, as its economic and technological prowess, dip-
lomatic influence, and military capabilities have grown, China
has turned its focus toward surpassing the United States. Chi-
nese leaders have grown increasingly aggressive in their pur-
suit of this goal following the 2008 global financial crisis and
General Secretary of the Chinese Communist Party (CCP) Xi
Jinping’s ascent to power in 2012.

Chinese leaders regard the United States as China’s primary
adversary and as the country most capable of preventing the
CCP from achieving its goals. Over the nearly three decades
of the post-Cold War era, Beijing has made concerted efforts to
diminish the global strength and appeal of the United States.
Chinese leaders have become increasingly active in seizing op-
portunities to present the CCP’s one-party, authoritarian gover-
nance system and values as an alternative model to U.S. global
leadership.

China’s approach to competition with the United States is based
on the CCP’s view of the United States as a dangerous ideologi-
cal opponent that seeks to constrain its rise and undermine the
legitimacy of its rule. In recent years, the CCP’s perception of
the threat posed by Washington’s championing of liberal demo-
cratic ideals has intensified as the Party has reemphasized the
ideological basis for its rule.

Beijing views economic competition with the United States in
the context of its broader economic development strategy. Be-
ginning in 2006, the United States, as the global economic and
technological leader, became a target to chase and surpass as
the CCP fostered domestic production and innovation through
successive waves of industrial plans.

In China’s most recent industrial policy wave, set by the 2016
Innovation-Driven Development Strategy, which includes the
Made in China 2025 plan, policymakers have promoted the

(31)
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development of China’s digital ecosystem and accompanying
regulatory architecture. The CCP believes China faces a rare
historic opportunity to establish control over a cluster of revolu-
tionary, networked technologies, including high-speed internet,
sensors, telecommunications, artificial intelligence (Al), robotics,
and smart city infrastructure. Doing so could allow Beijing to
leapfrog the United States and other powerful competitors and
lead in the next generation of global innovation.

e The People’s Liberation Army (PLA) views the U.S. military as
its primary strategic adversary and has engaged in long-term
efforts to close the wide capability gap with U.S. military power
since the mid-1990s. In 2004, the PLA shifted its focus to em-
phasize leapfrogging the United States in certain warfighting
areas by introducing new concepts the PLA believed could en-
able it to defeat a conventionally superior opponent.

e The PLA’s long-term strategy to gain advantage over the U.S.
military includes developing “informationized” capabilities and
exploiting ostensibly civilian information systems, likely includ-
ing those built overseas by Chinese companies. The PLA is com-
plementing these efforts by developing cyberattack, space and
counterspace, and long-range precision-strike capabilities and
expanding its capacity to delay and threaten U.S. military forces
at increasing distances from China’s shores.

Recommendations
The Commission recommends:

e Congress adopt the principle of reciprocity as foundational in
all legislation bearing on U.S.-China relations. Issues to be con-
sidered in applying this principle should include but are not
limited to the following:

o The ability of journalists and online media to operate without
undue restriction;

o The ability of nongovernmental organizations to conduct
meaningful engagement with civil society;

o Access to information, including but not limited to financial
and research data;

o Access for social media and mobile apps from U.S. companies;

o Access for diplomatic personnel, including but not limited to
diplomats’ freedom of travel and ability to meaningfully ex-
change views with the host country public; and

o Market access and regulatory parity, including but not lim-
ited to companies’ ability to participate in trade, investment,
and financial market transactions, cross-border capital trans-
fer, and protections of intellectual property.

e Congress direct the U.S. Department of State to produce an an-
nual report detailing China’s actions in the United Nations and
its subordinate agencies that subvert the principles and purpos-
es of the United Nations. Such a report would at a minimum
document the following:
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o China’s actions violating United Nations treaties to which it
is a party;

o China’s actions to influence the votes of United Nations mem-
bers, including through coercive means;

o China’s actions to nominate or support candidates for United
Nations leadership positions that do not adhere to United Na-
tions standards for impartiality or are subject to the influence
of the Chinese government;

o Actions by nationals of the People’s Republic of China and
others currently holding United Nations leadership positions
that appear to support the interests of the Chinese govern-
ment in violation of United Nations impartiality standards;

o Actions by nationals of the People’s Republic of China serving
in functional positions in United Nations organizations im-
pacting hiring practices, internal policies, and other functions
that appear to support the interests of the Chinese govern-
ment in violation of United Nations impartiality standards;

o Actions by Chinese military and support personnel engaged
in United Nations peacekeeping operations that are inconsis-
tent with the principles governing these missions, including
China’s deployment of these personnel to protect its economic
interests and improve the power projection capabilities of the
People’s Liberation Army; and

o The number and positions of United States personnel em-
ployed by the United Nations and its agencies.

Congress expand the authority of the Federal Trade Commis-
sion (FTC) to monitor and take foreign government subsidies
into account in premerger notification processes.

o The FTC shall develop a process to determine to what extent
proposed transactions are facilitated by the support of foreign
government subsidies.

o The definition of foreign government subsidies shall encom-
pass direct subsidies, grants, loans, below-market loans, loan
guarantees, tax concessions, governmental procurement poli-
cies, and other forms of government support.

o Companies operating in the United States that benefit from
the financial support of a foreign government must provide
the FTC with a detailed accounting of these subsidies when
undergoing FTC premerger procedures.

o If the FTC finds foreign subsidies have facilitated the trans-
action, it can either propose a modification to remedy the
distortion or prohibit the transaction under Section 7 of the
Clayton Act, which prohibits mergers and acquisitions where
the effect “may be substantially to lessen competition, or to
tend to create a monopoly.”

Congress direct the Administration, when sanctioning an entity
in the People’s Republic of China for actions contrary to the eco-
nomic and national security interests of the United States or for
violations of human rights, to also sanction the parent entity.
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e Congress amend the Immigration and Nationality Act to
clarify that association with a foreign government’s tech-
nology transfer programs may be considered grounds to
deny a nonimmigrant visa if the foreign government in
question is deemed a strategic competitor of the Unit-
ed States, or if the applicant has engaged in violations of
U.S. laws relating to espionage, sabotage, or export controls.
Association with a foreign government’s technology transfer
programs can include any of the following:

o Participation in a foreign government-sponsored program de-
signed to incentivize participants to transfer fundamental re-
search to a foreign country via a talent recruitment program
or in a foreign government-sponsored startup competition;

o Acceptance of a government scholarship that facilitates coor-
dination with talent programs or requires recipients to study
specific strategic scientific and technological fields or to re-
turn to the foreign country for a government work require-
ment after the scholarship term ends;

o Association with a university or a department of a university
that the U.S. government has designated as a participant in
the foreign government’s military-civil fusion efforts; or

o Status (current or past) as a scientist, technician, or officer
for a foreign military, if the applicant does not disclose such
information when applying for a visa.

Introduction

In recent years, the U.S. government and public have increasingly
viewed China as a strategic competitor of the United States. The
Trump Administration’s 2017 national security strategy labeled
China a “revisionist power” engaged in a “great power competition”
with the United States, while opinion polls show unfavorable views
toward China among the U.S. public reaching new historic highs.!
These developments mark profound shifts in U.S. policy and percep-
tions that have broken with the historical approach to U.S.-China
relations since the establishment of bilateral diplomatic ties over 40
years ago. During that time, successive administrations from both
political parties called for policies of constructive engagement with
China while welcoming and attempting to shape its emergence as a
strong, peaceful, and prosperous country.2 Diverse interest groups in
the United States, including in the policymaking, business, and re-
search communities, also perceived substantial benefits from deep-
ening ties, the promised opening of the Chinese market, and oppor-
tunities to relocate production to China.

For Chinese leaders, however, the U.S.-China relationship has al-
ways been fundamentally competitive. Over the nearly three decades
of the post-Cold War era, Chinese leaders have regarded the United
States as China’s primary adversary and as the country most capa-
ble of preventing the CCP from achieving its goals, including what
has become its sweeping ambitions for global leadership. In fact, the
United States has occupied this position in Beijing’s worldview since
the establishment of the People’s Republic of China (PRC) in 1949,
excepting a nearly two-decade interregnum (1972-1989) of U.S.-Chi-
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na cooperation during the most intense period of the Sino-Soviet
split. China’s view of the United States is based on the ideology of
the ruling CCP, which regards the liberal democratic values cham-
pioned by the United States as a fundamental impediment to its
external ambitions and an existential threat to its domestic rule.

Beijing’s view of the United States as a dangerous and firmly
committed opponent has informed nearly every facet of China’s dip-
lomatic strategy, economic policy, and military planning in the post-
Cold War era. Through its modernization efforts, China has emerged
as an unprecedented economic rival and a growing military threat
capable of inflicting grave harm on the United States and its allies
and partners. China’s economic engagement with the United States
has proved to be a critical enabler of its rapid economic growth,
steadily feeding Beijing’s confidence in its ability to act on its long-
standing ambition to match and ultimately displace the United
States as the predominant global leader. Meanwhile, Beijing has in-
tensified its diplomatic efforts to drive wedges between Washington
and its allies and undermine the liberal democratic values that have
underpinned the international order the United States has champi-
oned for 75 years.

This section examines China’s view of the ideological, economic,
and military dimensions of strategic competition with the United
States. First, the section discusses the global dimension and adver-
sarial nature of China’s approach to competition with the United
States. Next, it examines the ideological roots of Beijing’s view of
the United States, which have shaped the CCP’s view of Washing-
ton as a dangerous and committed opponent. It then assesses the
consequences of China’s broader economic strategy for its economic
and technological competition with the United States. Finally, the
section surveys China’s approach to military competition with the
United States. It concludes with a discussion of the implications of
China’s competitive strategy for U.S. interests and policy. This sec-
tion is based on the Commission’s June 2020 hearing on the topic
and open source research and analysis.

A Global Contest for Power and Influence

China views itself today as engaged in a global competition for
power and influence with the United States. Beijing’s ambition to
match and ultimately surpass the United States as the world’s most
powerful and influential nation has been present to different de-
grees since the establishment of the PRC in 1949.3 Chinese leaders
came to view the Soviet Union as China’s primary competitor and
threat for much of the Cold War and, at the outset of China’s “re-
form and opening” era in the late 1970s, recognized the country had
fallen far behind the United States in economic and technological
terms.* In the view of Chinese leaders, these developments neces-
sitated a degree of economic, military, and other cooperation with
the United States.? As China’s economic and technological prowess,
diplomatic influence, and military power have grown during the
post-Cold War period, however, Chinese leaders have shifted toward
a more directly competitive approach to relations with the United
States.® Beijing has framed this approach both in terms of ideology
and “comprehensive national power,” a term adopted by CCP leaders
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to describe the combination of a country’s material strength and
normative appeal.* 7

Although U.S.-China economic, cultural, and educational ties ex-
panded dramatically following the normalization of diplomatic re-
lations in 1979, Beijing’s view of its relationship with Washington
remained deeply competitive. In public, Chinese leaders have rou-
tinely professed their desire for “win-win” and “mutually beneficial”
cooperation.8 These claims are repeated during leader-level summits
with U.S. presidents and cabinet officials.® At the same time, howev-
er, Party documents and speeches articulate a much more competi-
tive view of international relations whereby an increase in Chinese
power and influence must come at the expense of others—particu-
larly, and most significantly in Beijing’s view, at the expense of the
United States.1® According to Barry Naughton, So Kwanlok Chair
of Chinese International Affairs at the University of California San
Diego, Chinese policymakers “overwhelmingly see the global order
as... being hierarchical,” with the United States currently as the
dominant power.11

Planning for Competition: 1990s-2008

Beijing’s preparations for a global strategic competition with the
United States were apparent as China recalibrated its national
strategy following the Soviet Union’s disintegration. With the dis-
appearance of the shared U.S. and Chinese perception of the Soviet
threat, Beijing moved quickly to resume identifying Washington as
its primary opponent.12 According to Chinese leaders, as the sole re-
maining superpower, the United States was now attempting to cre-
ate a unipolar world in which it could “control international affairs”
and pursue a “global strategic expansion.”13 In a speech to Chinese
diplomats in 1993, then CCP General Secretary Jiang Zemin de-
clared that the United States’ position as the world’s most powerful
nation and its “posture of hegemonism and power politics” in its
relationship with China, among other reasons, rendered it China’s
“main adversary in international dealings,” a position it would occu-
py “for a relatively long time into the future.” 14

In the meantime, General Secretary Jiang urged, China should
take advantage of the “best” security environment since the found-
ing of the PRC to modernize and reorient its national strategy to-
ward a “global competition in comprehensive national power.”1> Bei-

*Huang Shuofeng, a researcher at the PLA Academy of Military Science who later held the
rank of senior colonel, developed the concept of “comprehensive national power” that CCP lead-
ership adopted in the early 1990s. Although the idea of an aggregate measuremeant for national
strength had already been explored by multiple thinkers outside of China, Huang considered his
formulation a new and distinct contribution to the field. Comprehensive national power is an
aggregate measure of a country’s material strength, latent potential, and international influence,
illustrating that country’s ability to survive, develop, and coordinate its internal and external
relations. According to Huang, a measurement of comprehensive national power is constructed
through the holistic assessment of a country’s geographic, political, economic, technological, mil-
itary, diplomatic, cultural, and other characteristics. In February 1990, People’s Daily covered
an interview with Huang detailing the concept and its significance. This coverage in the Party’s
official paper, combined with Deng Xiaoping’s featuring of the term during his famed “South-
ern Tour” in 1992, likely indicated the CCP’s official adoption of the concept. See Ming Zhang,
“China’s Military Great Leap Forward?” Georgetown Journal of International Affairs 2:1 (2001):
97-104, 100; Deng Xiaoping, “Deng Xiaoping’s Remarks on the Southern Tour (X$/)NFFgi&ifFiF),”
January 18-February 21, 1992. Translation; Lu Mu, “Year of the Horse New Spring Conversa-
tion on National Power—Interviewing Chinese Comprehensive National Power Research Worker
Huang Shuofeng (Y 4EHi %1 [E /1 —— Vi3 E L5 & [E A0 58 TAE# 3X),” People’s Daily, February
26, 1990. Translation.
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jing perceived additional opportunities to build its strength after
the turn of the millennium. Speaking at the CCP’s 16th National
Congress in 2002, Jiang declared China would enjoy a “period of
strategic opportunity” spanning the first two decades of the 21st
century during which it would be able to rapidly develop its econo-
my, political standing, and military power.16

Increasing Confidence and Concerns: 2008-2012

By the end of the first decade of the 2000s, Beijing had become in-
creasingly confident in its growing power and global influence while
remaining wary of the threat posed by Washington. Beijing’s sense
of opportunity heightened significantly after the 2008 global finan-
cial crisis, at which time China’s assertiveness increased consider-
ably due to its view of the weakening relative position of the United
States and belief its economic model had managed to avoid many
pitfalls of the crisis.!” In 2010, then General Secretary Hu Jintao
declared that China had taken advantage of its “period of strategic
opportunity” to grow its economy and comprehensive national pow-
er to unprecedented heights.1® Reflecting this growing confidence,
he advised Chinese officials to be increasingly proactive in moving
the international political and economic order away from its cur-
rent, U.S.-dominated pattern and adopt more “offensive moves” to
advance its interests as opportunities presented themselves.1?

Nevertheless, Chinese leaders warned that as China’s power grew,
the threats posed by the United States and other foreign powers
would also increase. In a speech to Chinese diplomats shortly before
the global financial crisis, General Secretary Hu reiterated that the
United States remained China’s “primary adversary... in interna-
tional dealings” and noted that, although the world was trending
away from unipolarity, Washington—referred to as an unnamed “big
country”—would continue its “struggle” to maintain its “hegemonic”
status.20 He further assessed that as China’s economic development
progressed, it would inevitably encounter increasing “obstruction
and risks” and the “strategic containment... of outside enemy forc-
es.”2l In a second speech to Chinese diplomats in 2009, General
Secretary Hu described the world as experiencing intensifying inter-
national strategic competition and “contests of strength” over com-
prehensive national power.22 To account for an additional expected
increase in foreign pressure, he advised China to continue adhering
to its relatively patient and low-profile approach to international
affairs to avoid falling into a “vortex of conflict and confrontation” by
establishing itself as the primary focal point of international com-
petition.23

An Open Bid for Global Leadership: 2012-Present

Under General Secretary Xi, a new generation of CCP leaders
assumed power in 2012 and perceived even greater opportunities
for displacing the United States from its position atop the global hi-
erarchy. In his speech at the CCP’s 19th National Congress in 2017,
General Secretary Xi declared that China was moving closer to the
“world’s center stage” while its power relative to Washington’s—a
shift referred to obliquely as part of the global trend toward multi-
polarity—was “surging forward.”24 Chinese leaders began to speak
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openly about Beijing’s authority to “lead” revisions to the global gov-
ernance system, reorganized as a Sinocentric “community of com-
mon human destiny,” as the international balance of power under-
went profound changes “not seen in a century.”25 Taking aim at the
United States and its allies, Beijing declared in its 2019 white paper
on China’s foreign policy, “It is now impossible for one single country
or bloc of countries to exercise dominance in world affairs.”26 Mean-
while, the Chinese government adopted a more openly confronta-
tional approach to the United States, with state media variously la-
beling Washington as the “source of global unrest,” a puppet master
driving Hong Kong’s prodemocracy protests, and “evil.”27 (For more
on China’s increasing confidence in its ability to reshape global gov-
ernance, see Chapter 1, Section 2, “The China Model: Return of the
Middle Kingdom.”)

At the same time, Beijing viewed the risks and challenges it faced
from the United States as multiplying. In his testimony before the
Commission, John Pomfret, author and former Washington Post
Beijing bureau chief, noted that while China’s power had increased
immeasurably by the time of General Secretary Xi’s assumption of
power, “if anything... the Communist Party has acted as though the
threat posed by the United States is intensifying.”28 Official Chinese
documents and leadership speeches reflect a similar view. In a thin-
ly-veiled reference to the United States, China’s 2015 defense white
paper warned of the “new threats from hegemonism, power politics,
and neo-interventionism” and an intensification of the “internation-
al competition for the redistribution of power.”29

In May 2019, amid growing tensions with the United States over
technology and trade, General Secretary Xi declared China to be
engaged in a “New Long March.”*30 Later that year, he noted Chi-
na’s challenges were likely to become even more severe, warning the
country to prepare for a wide-ranging struggle spanning the econom-
ic, political, cultural, foreign policy, and military domains that would
last until at least the middle of the 21st century.3! A December 2019
address by Chinese State Councilor and Foreign Minister Wang Yi
further typified China’s simultaneous confidence and concern. In his
remarks, he lauded China’s growing international strength and in-
fluence while warning of the risks of increasing U.S. “suppression”
of China and intensifying “great power games.”32 Furthermore, For-
eign Minister Wang cautioned, despite China’s growing strength, the
United States remained the “country with the greatest comprehen-
sive national power” on earth.33

Diplomacy in Key Regions and International Organizations
as Tools to Displace the United States

Key to China’s strategy for improving its relative position in the
international balance of power are diplomatic efforts to drive wedg-

*In the original Long March, the CCP’s Red Army—the predecessor of today’s PLA—undertook
a series of military retreats from 1934 to 1935 to evade encirclement by the Chinese Nationalist
Army. The best known of these retreats began in Jiangxi Province in central China and involved
a punishing journey over mountainous and remote terrain to Yan’an, a small town in northern
China that became the CCP’s wartime stronghold. It is estimated that only one tenth of the force
that left Jiangxi arrived alive in Yan’an. The Long March, which also began the ascent of Mao
Zedong to the CCP’s top leadership position, remains an important CCP symbol of revolutionary
determination in the face of hardship. For more, see Chapter 1, Section 2, “Year in Review: Se-
curity, Politics, and Foreign Affairs” in 2019 Annual Report to Congress, November 2019, 84-85.
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es between the United States and its most important allies and
partners.* It also seeks to use international organizations, and par-
ticularly the UN, to gain advantage over Washington and its allies.

Beijing views East Asia and Europe as particularly important re-
gions to succeed in these efforts.3¢ As stated by Satu Limaye, vice
president of the East-West Center, in testimony before the Commis-
sion, “East Asia is the only region where both the U.S. and China
have identified core interests, and where failure or success could
be a game changer for their respective global and regional roles
and ambitions.”3> Under General Secretary Xi, China has further
emphasized the strategic importance of countries in the Indo-Pacific
region, defining its periphery as “the anchor of China’s existence
and survival, the foundation of its development and prosperity, and
the starting point of great power diplomacy with Chinese charac-
teristics.”36

China’s relationships with the EU, Russia, Japan, and India have
historically featured in its efforts to improve its global standing rela-
tive to the United States. Writing as early as 2003, current vice chair-
man of the Central Military Commission Zhang Youxia assessed Japan
and the United Kingdom (UK) to be Washington’s “chief allies and stra-
tegic pillars in Asia and Europe, respectively,” while France, Germany,
and Italy were basically aligned with the United States despite har-
boring conflicts of interest and political differences.37 Nevertheless, he
assessed, China would be able to “exploit the structural strategic void”
between the United States and its allies, and especially differences be-
tween the United States and the EU, to improve its relative power
and influence.38 According to Hudson Institute visiting fellow Liselotte
Odgaard, Europe’s position as a “leading global economic force with
reservations about U.S. cooperation on key European priorities” makes
it a potential “jewel in the crown” of Chinese strategic partners.3° In
2019, Beijing reflected its aspiration to gain strategic advantage from
its relationship with the EU, claiming that China-EU cooperation
would “strengthen global governance, uphold multilateralism... and
address global challenges.”40

At the same time it has extolled the significance of its relation-
ships with the EU, Japan, India, and other important U.S. partners,
Beijing has demonstrated an increasing willingness to sacrifice
those ties in pursuit of its own interests. Beijing’s altered approach
to its relationships with these countries may derive in part from an
assessment that it no longer requires their cooperation to counter-
balance the United States.f In 1998, for example, then General Sec-
retary Jiang noted the strategic importance of maintaining friendly

*In China’s view, countries are sorted into three primary categories, each able to support Chi-

nas dlplomatlc aims to different degrees and in different ways. The first category consists of
“great powers,” typically including the United States, Russia, and the EU. Chinese leaders also
included Japan and sometimes India in this category through the mid-2000s. The second catego-
ry comprlses China’s “neighboring countries,” whom Beijing aims to 1everage as a geostrateglc
support” for its broader diplomatic efforts. Finally, “developing countries” serve to “consolidate
the polltlcal foundation and traditional advantages” of Chinese diplomacy. For example, see Hu
Jintao, “The International Situation and Our Diplomatic Work (IIKTF;?WFMI\%IVE) ” August
21, 2006 in Selected Works of Hu Jintao, Volume II, Beijing: People’s Publishing House, 2016,
509-510. Translation.

TA key exception to this trend may be China’s relationship with Russia. Sino-Russian ties have
deepened considerably in recent years, although enduring tensions in some areas continue to lim-
it cooperation between the two countries. For more on the China-Russia relationship, see Chapter
4, Section 2, “An Uneasy Entente: China-Russia Relations in a New Era of Strategic Competition
with the United States,” in 2019 Annual Report to Congress, November 2019, 315-358.
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ties with Japan and India.#! In contrast, since General Secretary
Xi’s ascent to power, China has steadily increased military pressure
on both countries, leading to a significant deterioration in Sino-Jap-
anese and Sino-Indian ties. (For more on China’s increasingly con-
frontational approach to Japan and India, see Chapter 3, Section 1,
“Year in Review: Security, Politics, and Foreign Affairs.”)

China has viewed the UN as another key diplomatic forum to
compete with the United States and diminish the influence of U.S.
norms and values. In testimony before the Commission, Kristine
Lee, associate fellow at the Center for a New American Security,
argued Beijing has devoted “considerable resources” to presenting
itself as a “nimbler, more dynamic, and more reliable alternative”
to U.S. leadership in the UN.42 In his 2003 article, General Zhang
characterized China’s approach in similarly strategic terms, urging
China to use its UN Security Council membership and veto power to
enhance the UN’s role as an arena for “restricting and checking the
United States.”43 In recent years, China has used its veto privilege
more frequently, while ranking among the countries that converge
the least with the United States on votes in the UN General Assem-
bly defined by the U.S. Department of State as “directly affect[ing]
important United States interests” and for which the United States
had “lobbied extensively.”44 In 2018, China aligned with the United
States only 5 percent of the time on these votes,* converging at the
same frequency as Iran and Cuba and trailing both North Korea
(which coincided with the United States on 6 percent of votes) and
Russi)a4 5(Which overlapped with the United States on 13 percent of
votes).

According to Ms. Lee, another key Chinese tactic in mobilizing
support for its priorities is building influence among both G77 coun-
tries, which constitute a full 70 percent of UN member states, and
countries participating in China’s Belt and Road Initiative (BRI).{ 46
China’s effort to position itself as a champion of the developing world
has long been a key feature of its foreign policy.4” (For more on Chi-
na’s efforts to deepen its ties with African countries, see Chapter 1,
Section 3, “China’s Strategic Aims in Africa.”)

Beijing Views Washington as a Dangerous Ideological Opponent

China’s deeply competitive approach to its relationship with the
United States is rooted in the CCP’s view of Washington as a dan-
gerous ideological opponent. This perception is informed both by
the CCP’s general sense of threat from universal values and liberal
democratic governance and by its view of Washington as a particu-
larly hostile adversary of its governance system.4® Notably, China’s

*Examples include votes on the promotion and protection of human rights and fundamental
freedoms, the situation of human rights in Crimea, advancing responsible state behavior in cy-
berspace, and condemning the activities of Hamas and other militant groups in Gaza. Of the 20
resolutions adopted with a vote in 2018, China voted with the United States zero times, voted
against it 18 times, and abstained twice (a country is considered to be in partial alignment with
the United States on votes where one country, but not both, abstained on a resolution). For more,
see U.S. Department of State, Voting Practices in the United Nations in 2018: Report to Congress,
March 31, 2019.

The G717, or Group of 77 countries, is a UN non-governmental organization that allows devel-
oping countries to articulate and promote their collective economic interests. The BRI is one of
China’s most prominent foreign and economic policy initiatives and a signature project promoted
by General Secretary Xi. For more on BRI, see U.S.-China Economic and Security Review Com-
mission, Chapter 3, Section 1, “Belt and Road Initiative,” in 2018 Annual Report to Congress,
November 2018, 259—303.
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perception of the ideological threat from the United States has not
fundamentally changed since the establishment of U.S.-China diplo-
matic ties in 1979. Even during periods when bilateral trade and in-
vestment and cultural, educational, and scientific exchanges expand-
ed to unprecedented levels, Chinese leaders were not shaken from
their belief in Washington’s commitment to regime change through
a combination of attempts at “peaceful evolution” and “Westerniza-
tion,” subversion, or the outright overthrow of the CCP.4?

An important consequence of China’s assessment of the ideological
threat posed by the United States has been Beijing’s hardening view
of a deeply adversarial competition between two incompatible polit-
ical systems. According to Mr. Pomfret, CCP leaders have come to
hold “profoundly tortured views on the United States” that influence
every dimension of Beijing’s interactions with Washington, while a
“battle between two ideologies—China’s version of Leninism versus
Western liberalism” frames China’s view of U.S.-China relations.5°
Mr. Pomfret argued that long before U.S. leaders and the public de-
bated the strategic challenges posed by China, “China’s government
had already entered a new Cold War with the United States.”51

Relations since Normalization: A Hostile Embrace

Beijing reinforced the ideological foundation for its more conten-
tious relationship with the United States in the years following the
Tiananmen Square massacre. In his oral testimony before the Com-
mission, Mr. Pomfret identified 1989 as a key inflection point that
allowed a “powerfully anti-Western, anti-liberal faction within the
Communist Party to rise to prominence.”*52 In the ensuing years,
at the same time some Chinese leaders continued debating the mer-
its of allowing greater liberalization of China’s governance system,

“paranoid, virulently anti-American view of the world took root”
among other CCP leaders and the key centers of power within the
Chinese state.53 According to Anthony Saich, director of Harvard
University’s Ash Center for Democratic Governance and Innova-
tion, Chinese leaders intensified “patriotic education” for Chinese
students during this timeframe, promoting a selective and deeply
problematic narrative that glorified China’s imperial past and en-
couraged nationalism and public hostility toward Japan and the
United States.?¢

Deng Xiaoping, then China’s paramount leader, was cognizant of
the substantial material advantages of deepening relations with the
United States. At the same time, he authorized and led Beijing’s
hardening approach to the United States, reverting to deeply ideo-
logical terms in describing the perils for the CCP of the U.S.-China

* Arguably, the CCP’s basic political line had been firmly established at the outset of China’s
“reform and opening” period, long prior to the Tiananmen crackdown. In 1979, Deng Xiaoping
established the CCP’s “Four Cardinal Principles,” a set of foundational ideological and political
guidelines he viewed as preconditions for China’s economic opening to the outside world. These
included remaining committed to (1) the socialist path, (2) the dictatorship of the proletariat, (3)
the leadership of the CCP, and (4) Marxism-Leninism and Mao Zedong Thought. While the 1980s
saw a high-water mark of open political discussion within China, powerfully conservative figures
generally retained control over China’s political system. Even key CCP leaders perceived as re-
formers, such as then CCP General Secretary Hu Yaobang, exhorted Party members to remain
faithful to Communist ideas and discipline while warning of “capitalist forces and other forces
hostile to the socialist cause” seeking to “corrupt and harm” the PRC. Deng Xiaoping, “Persisting
in the Four Cardinal Principles,” March 30, 1979; Hu Yaobang, “Report to the 12th National
Congress of the Communist Party of China: Create a New Situation in All Fields of Socialist
Modernization,” September 12, 1982.
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relationship. In 1992, he warned CCP cadres, “The imperialists are
pushing for peaceful evolution toward capitalism in China, placing
their hopes in the generation that comes after us.... Hostile forces
realize that so long as we of the older generation are still alive and
carry weight, no change is possible.”55 To guard against this risk,
Deng concluded the CCP needed to properly educate a new gener-
ation of “revolutionary” leaders and cadres working in the “organs
of the dictatorship.”56 This cynical view of the United States was
apparent in the speeches of General Secretary Jiang, Deng’s chosen
successor. “The long-term objective of some Americans has been to
promote peaceful evolution toward capitalism in China,” he argued
in 1993. “Basically, they are not willing to let China unite, develop
and become strong.”*57

Chinese leaders’ view of the United States as an ideological ad-
versary persisted through the 1990s. In a speech to Chinese diplo-
mats in 1998, then General Secretary Jiang claimed that influential
voices in Washington were refusing to abandon their “political plot”
to work with other countries to “Westernize and divide China” and
ultimately carry out regime change.?8 In response, he urged Chinese
diplomats to prepare for a “long and complex struggle” in which Chi-
na “must always remain clearheaded and not lose [its] vigilance.”59
Neither China’s World Trade Organization (WTO) accession nor its
deepening ties with the United States throughout the 2000s ame-
liorated Beijing’s cynical view of the bilateral relationship. In then
General Secretary Hu’s 2006 address to Chinese diplomats, he em-
phasized that “outside enemy forces” remained determined to West-
ernize and divide China, stir up domestic social unrest, and infil-
trate and instigate rebellion among CCP cadres.60

Toward an All-Encompassing Threat

Under General Secretary Xi, Chinese leaders’ views of the dan-
gers posed by perceived U.S. ideological hostility toward China have
hardened further and expanded to encompass nearly every dimen-
sion of China’s interactions with the United States. Shortly after
rising to the CCP’s top post, General Secretary Xi oversaw the pub-
lication of “Document Number 9,” an internal Party communique or-
dering heightened vigilance against seven “false ideological trends,
positions, and activities” purportedly inspired by U.S. ideals.6! Pro-

*The views expressed by Deng and Jiang were hardly new to the CCP. In the eras before and
during the process of normalization of U.S.-China diplomatic ties, Mao Zedong and Zhou Enlai
portrayed the United States in even more vivid terms. Mao charged Washington in the 1940s
with carrying out a purported “imperialist policy of world-wide aggression” to “‘destroy the Com-
munists’ and turn China into a U.S. colony,” mocking these efforts as a U.S. attempt to “fulfil its
‘international responsibilities’ and carry out its ‘traditional policy of friendship for China.” Later,
speaking at the outset of U.S.-China rapprochement in 1973, Zhou quoted Lenin in arguing for a
temporary period of cooperation with the United States at a time of Chinese weakness so as to
eventually return to the CCP’s original goal: the defeat of their erstwhile U.S. partners. “There
are compromises and compromises,” he said. “One must learn to distinguish between a man who
gave the bandits money and firearms to lessen the damage they can do and facilitate their [ulti-
mate] capture and execution, and a man who gives bandits money and firearms in order to share
in the loot” [emphasis added]. In Zhou’s estimation, China’s cooperation with the United States
belonged to the former category. In 1993, Jiang extolled this foreign policy approach, urging
China’s diplomats to “carry forward the fine traditions and work style of our country’s diplomatic
corps” initiated by Mao and Zhou. For more, see Mao Zedong, “Farewell, Leighton Stuart!” Au-
gust 18, 1949; Zhou En-Lai, “Report to the Tenth National Congress of the Communist Party of
China,” August 24, 1973; and Jiang Zemin, “Our Diplomatic Work Must Unswervingly Safeguard
the Highest Interests of the State and the Nation,” July 12, 1993, in Selected Works of Jiang Ze-
min, Volume I, Beijing: Foreign Languages Press, 2011, 307.
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scribed beliefs included constitutional democracy, universal values,
“Western”-inspired notions of media independence and civil society,
pro-market neoliberalism, “nihilistic” views of the CCP’s history, and
the “questioning [of] ... the socialist nature of socialism with Chinese
characteristics.”62 The document further described China’s ideolog-
ical situation as a “complicated, intense struggle” and framed the
proponents of its proscribed ideals as enemies.53

Chinese leaders described the U.S. ideological threat in increas-
ingly urgent terms as concerns mounted in the United States about
the consequences of China’s authoritarian governance system for
Chinese citizens and U.S. interests. In June 2019, China’s vice min-
ister of public security issued a notice to security bureaus across the
country warning that “U.S. suppression” had become the greatest
external factor affecting China’s “political security.”¢¢ In a July 2019
speech, a senior CCP official relayed General Secretary Xi’s instruc-
tions to China’s influence apparatus to step up efforts to “win the
ideological war” in the face of “increasingly severe challenges by the
West to contain China.”65

In his December 2019 speech, Foreign Minister Wang charged the
United States with taking advantage of international forums to “vil-
ify China’s social system and development path” and deliberately
“attacking and defaming” China on the issues of Hong Kong, Tai-
wan, Xinjiang, Tibet, and human rights.66 At the core of U.S.-China
tension, he concluded, was the fact that some in the United States
could not accept the success of “socialism with Chinese characteris-
tics” or that China’s political system demonstrated that the world
had other paths to modernization besides the “Western model.”67
In his testimony before the Commission, Mr. Pomfret similarly de-
scribed Chinese leaders’ sense of a ubiquitous threat: “Across a vast
array of fields, including ideology, diplomacy, standards-setting in
the technological realm, the military, and the media,” he argued,
China is now engaged in a “full-scale strategic competition with the
United States.”68 (For more on recent assessments of U.S.-China
relations by Chinese leaders, see Chapter 3, Section 1, “Year in Re-
view: Security, Politics, and Foreign Affairs.”)

Catch Up and Surpass: Beijing’s Economic Strategy

The Chinese government has viewed economic competition with
the United States in the context of its broader economic strategy,
which evolved from aiming to “catch up” with the United States
to “surpassing” it in key technologies. According to Dr. Naughton,
whereas China’s traditional approach to growth was exemplified by
iterative five-year plans that targeted broad economic development,
in the first decade of the 2000s, the Chinese government shifted
toward “a more directly competitive approach” vis-a-vis the United
States.69 Overtaking the United States would fulfill twin strategic
and economic imperatives: to maintain and secure the power of the
CCP and to avoid a “middle income trap”* that could hobble China’s

*The “middle income trap” is a popular term referring to an economy whose growth has stag-
nated—often due to an aging population and rising labor costs for labor-intensive industries—
before per capita income converges with that of advanced economies. Colloquially, the middle
income trap is referred to as “growing old before getting rich.” These economies may be at a
competitive disadvantage relative to both low-wage labor-intensive economies and high-wage
economies boostmg their productivity through technolog‘lcal advancement. Indermit S. Gill and
Homi Kharas, “The Middle-Income Trap Turns Ten,” World Bank, August 2015, 7.
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development. In the CCP’s view, the United States, as the global
economic and technological leader, became a target to chase and,
ultimately, surpass. Dr. Naughton asserted that as Chinese policy-
makers steered China’s economic development, they benchmarked
progress “almost exclusively” against the United States.*

To achieve its stated development targets, the Chinese govern-
ment has undertaken three successive waves of industrial policy
planning that ultimately put China on a “collision course with the
United States and the world.”70 The first wave, embodied by the
National Medium- and Long-Term Plan for Science and Technology
Development (2006-2020), constituted a “concerted effort” to invest
in domestic production and master certain “core technologies.” Af-
ter 2010, technologies targeted by the government were specified in
the promulgation of the Strategic and Emerging Industries (SEI)
program. The chosen technologies represented potentially “revolu-
tionary” new industries in emerging fields, which could allow Chi-
nese companies to “surpass” rather than simply “catch up” to the
international technological frontier.”! Finally, beginning in 2016,
Chinese economic planners instituted the Innovation-Driven Devel-
opment Strategy (IDDS), which promoted “mastery of a wide range
of interrelated and economically significant technologies” capable of
altering a country’s economic trajectory and the international bal-
ance of power.72

First Wave: The National Medium- and Long-Term Plan for
Science and Technology Development

The Medium- and Long-Term Plan, introduced in 2006, recognized
the need for technological catch-up with “developed” countries, in-
cluding the United States. The plan introduced key themes echoed
in later Chinese industrial policies.”? It made clear that China faced
“enormous pressure from developed nations who possess economic
and [science and technology] superiority.” 74 Relative to these coun-
tries, it argued, China’s advancements in science and technology had
a “fairly big gap to close.”’® The plan made a direct link between
economic development and scientific innovation, assessing that Chi-
na was “not yet an economic power” due to its “weak innovative
capacity.”’6¢ The CCP believed this weakness derived from several
critical problem areas, among them insufficient investment, a talent
shortage, and low self-sufficiency in key technologies.””

To address these shortcomings, the plan argued for “indigenous
innovation,” defined as the “assimilation and absorption of imported
technology” to develop China’s innovation capacity.”® This innova-
tion should play to China’s advantages, including China’s openness
to the outside world “allowing the country to share the fruits of new

*According to Dr. Naughton, Beijing’s efforts to “catch up and surpass” advanced economies
have formed a “near constant” in Chinese policymaking. In 1958, Beijing determined it needed
to catch up to U.S. steel production levels and embarked on the Great Leap Forward. After the
turmoil of the Great Leap Forward and the Cultural Revolution, policymakers found the Chinese
economy had fallen far behind advanced economies and de-emphasized rhetoric about surpassing
in favor of “catching up.” Barry Naughton, written testimony for U.S. China Economic and Se-
curity Review Commission, Hearing on Chinese Views of Strategic Competition with the United
States, June 24, 2020, 1.

TAccordmg to Dr. Naughton in the 2006 Medium- and Long-Term Plan, the types of technology
to be targeted were “ill defined” relative to highly specific targets set in later industrial policies.
Barry Naughton, written testimony for U.S. China Economic and Security Review Commission,
Hearing on Chinese Views of Strategic Competition with the United States, June 24, 2020, 3.
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science and technology innovation,” and China’s “political advantage”
of resource mobilization.” It noted that countries like the United
States, Japan, and South Korea had used major defense targets to
further scientific breakthroughs. The plan stated that “major special
projects” were “an important measure in raising [these countries’]
national competitiveness.”8% To promote technological advancement,
the plan defined seven categories of international “frontier” tech-
nologies spanning biotech, information technology, advanced man-
ufacturing and materials, energy technologies, and marine and la-
ser technology.8l It also served as the basis for 16 “megaprojects”
to receive funding for applied research in industries where Beijing
identified a competitive advantage.52

China’s high-speed rail network represents an early, clear exam-
ple of the Chinese government’s predatory “indigenous innovation”
strategy.* In 2004, the Chinese government released the first Me-
dium- to Long-Term Railway Plan, which aimed to extend China’s
railway network by 120,000 km (over 74,500 miles) and foster an
internationally competitive Chinese high-speed rail industry.83 Chi-
na’s Ministry of Railways signed contracts with foreign companies,
including Alstom,?* Siemens,35 Bombardier,36 and Kawasaki Heavy
Industries,87 to create a complete line of high-speed rail technologies.88
China introduced the country’s first high-speed rail line in 2007, fol-
lowed by the first ostensibly Chinese-designed high-speed rail train
in 2010.89 The extent of “indigenous” design in trains sold by Chinese
companies is questionable, since foreign rail executives estimated
that “roughly 90 percent of high-speed [rail] technology” in China is
attributed to partnerships with international corporations.?© Yet by
2014 these international corporations found themselves competing
with Chinese railway companies in third markets.?1 High-speed rail
exports now form a part of BRI.92 (For more on how China uses
BRI to promote its interests globally, see Chapter 1, Section 2, “The
China Model: Return of the Middle Kingdom.”)

Crisis as Opportunity: The 2008 Global Financial Crisis

The 2008 financial crisis convinced Chinese policymakers of
both the validity of their approach to governance and the necessi-
ty to capitalize on a perceived pivotal moment of relative strength
vis-a-vis the United States when the U.S. economy struggled to
recover.?3 Chinese policymakers had already witnessed the devas-
tating impact of capital flight on the South Korean and Southeast
Asian economies during the 1997 Asian financial crisis, while the
Chinese economy—with strict capital controls, a relatively closed
financial system, and minimal external debt —remained compar-
atively unscathed.®* According to Julian Gruin, professor at the

*For more information about China’s promotion of its high-speed rail technology internation-
ally, see Michelle Ker, “China’s High Speed Rail Diplomacy,” U.S.-China Economic and Security
Review Commission, February 21, 2017.

TAt the time of the Asian financial crisis in 1997, China’s external debt only accounted for 15
percent of gross domestic product, compared to 28 percent for Korea, 38 percent for Malaysia,
51 percent for Indonesia, and 60 percent for Thailand. In addition, China’s external debt was
primarily composed of foreign direct investment and other funds with long-term time horizons,
rather than short-term loans. Andrew Sheng, From Asian to Global Financial Crisis: An Asian
SR}egﬁtlator’s View of Unfettered Finance in the 1990s and 2000s, Cambridge University Press: New

ork, 2009, 282.
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Crisis as Opportunity: The 2008 Global Financial Crisis—
Continued

University of Amsterdam, the 2008 financial crisis further “un-
derscored for the Chinese leadership at an ideological level the
necessity and the correctness of China’s socialist market econo-
my.”95

To chart China’s path after 2008, now Vice Premier Liu He
(then executive deputy director of the State Information Center),
whom Dr. Naughton described as the “crucial brains” behind Chi-
nese economic policy,?6 convened a working group of financial and
economic regulators to compare the fallout from 2008 with shifts
in the global economy after the Great Depression.°” In a 2014
retrospective from this working group, Vice Premier Liu observed
that financial crises create “a strong redistribution effect,” caus-
ing “shifts of power among large countries and major changes in
the international economic order.”?8 The piece argued that Chi-
na’s policies following the 2008 financial crisis should mirror U.S.
actions in the wake of the Great Depression. Using the strength
of its economic and technological competitiveness, China should
act as a cautious creditor nation, working to shape global insti-
tutions around its interests. In Dr. Naughton’s assessment, while
Vice Premier Liu’s report did not mention a final step, it “clearly
implie[d] displacing the [United States] as the world’s dominant
power.”99

Second Wave: The Strategic and Emerging Industries Program

Dr. Naughton identified the formation of the SEI program in
2009-2010 as a coalescence of industrial policy trends begun in 2006.
With this program, Beijing saw an opportunity to surpass rather
than simply catch up to the United States and other global leaders
by focusing on technologies without entrenched market incumbents
where Chinese entrants could develop a first-mover advantage.100
A popular slogan described this opportunity as “[seizing] the com-
manding heights of the new information economy.”191 The program
targeted seven industries: energy-efficient technologies, next-gen-
eration information technology, biotechnology, high-end equipment
manufacturing, new energy, new materials, and new-energy vehi-
cles.192 Advancements in these industries would be supported by
state financial backing for corporate “national champions,” targets
in research and development (R&D), patents produced, and compul-
sory * and high school educational attainment.103

From the start, the SEI program focused on the use of foreign
technology, obtained legally or through illicit means, to develop lo-
cal industries and intellectual property.f For example, it directed

*Compulsory education denotes the years of education required under government law. In Chi-
na, nine years of education are compulsory, from kindergarten to middle school. High school
education is not compulsory, though it has become much more common. In 2005, China’s National
Bureau of Statistics reported only about 40 percent of middle school graduates attended high
school. By 2015, 95 percent of middle school graduates attended high school. Organization for
Economic Co-operation and Development, “Education in China: A Snapshot,” October 2016, 10.

FIn practice, this transfer occurred through a variety of legal and illicit means, ranging from
forced technology transfer from foreign companies using the Chinese market as leverage to acqui-
sitions of foreign technology and talent to commercial espionage by Chinese government actors.
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domestic companies to “digest and absorb” new technologies,104
making “better use of global [science and technology] achievements”
and supporting Chinese firms’ expansion abroad.'95 Despite the
emphasis on cooperation, U.S. and other foreign companies pointed
out these policies appeared only to benefit Chinese companies, with
foreign participation constrained by regulatory barriers like tech-
nology catalogues, localization requirements, and local intellectual
property requirements.196 In 2013, the U.S.-China Business Council
expressed concern that U.S. and other foreign companies faced “sig-
nificant challenges in finding reliable information” on SEI program
policies and implementation due to “the opaque manner in which
policies are being developed.”107 Foreign companies with operations
in China began to question the degree to which they might be al-
lowed to participate in SEI-related developments.108

Defend, Expand, Surpass: Emergence of China’s National
Champions

In an effort to surpass the United States and other techno-
logical leaders, the Chinese government provides subsidies and
government “guidance” to “national champions,” or companies
it selects for special development and advancement.199 Chosen
companies may be state-owned or private. For example, Jack Ma,
founder and former CEO of Alibaba, has spoken about the im-
portant role of “big enterprises” in furthering the Chinese gov-
ernment’s goal of achieving self-sufficiency in technology.110 Dr.
Naughton argued Beijing initiates private companies into the
“national team” through purchasing contracts and regulatory
support.111 As R. Evan Ellis, professor at the U.S. Army War Col-
lege, noted in testimony before the Commission, Beijing works
to advance the position of these companies “both at home and in
global markets.”112 For example, in November 2017, the China
Ministry of Science and Technology identified the private tech gi-
ants Alibaba, Baidu, Tencent, and iFlytek as the first members of
an Al “national team,” a designation that entails central and local
government support.113 Each company was chosen to build spe-
cific platforms in support of new technologies: autonomous vehi-
cles (Baidu), smart city infrastructure (Alibaba), medical imaging
(Tencent), and natural language processing (iFlytek).114

The Chinese government’s approach for selecting, fostering, and
promoting national champions follows an established pattern.
First, Beijing protects and defends China’s domestic companies
and market by limiting U.S. and other foreign companies’ access
and encouraging technology transfer. Next, as domestic compa-
nies’ capabilities grow, Beijing pushes them to expand beyond
China’s borders, including into the United States, to pursue new
markets and technological know-how. This process assists Chi-
nese national champions in surpassing and supplanting global
market leaders.

For more information, see Sean O’Connor, “How Chinese Companies Facilitate Technology Trans-
fer from the United States,” U.S.-China Economic and Security Review Commission, May 6, 2019.
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Third Wave: Innovation-Driven Development Strategy

Despite decades of investment into technological development, the
CCP remained deeply troubled by persistent weaknesses in China’s
innovation system. In 2013, General Secretary Xi stated that gaps in
China’s technological know-how represented China’s “root cause of
backwardness.”115 The promulgation of the IDDS was precipitated
by Chinese leadership’s conviction that “technological changes were
coming together in a distinctive pattern that constituted a new tech-
nological revolution.”116 While the United States is not mentioned
by name in the IDDS, the strategy compared progress in China to
the innovation environment in unnamed advanced countries. The
strategy reiterated that “for many countries,” innovation formed the
“core strategy for pursuing competitive advantage.”117 The strategy
also noted some critical core technologies were “controlled by oth-
ers,” as advanced countries were “still clearly ahead” in cutting-edge
science and technology.118

Overseas Chinese Students and Scholars in China’s Drive
for Innovation

China’s government has a long history of seeking to harness the
intellect of overseas Chinese nationals and ethnic Chinese citizens
of other countries to overcome China’s shortfalls in technological
know-how and innovative capacity.*119 General Secretary Xi has
continued in his predecessors’ footsteps by making clear that Chi-
nese students and scholars studying overseas in the United States
and other technologically-advanced countries are key to his plans to
transform China into an innovative and militarily formidable world
power. “In the final analysis, competition for comprehensive national
strength is competition for talents,” he declared in a 2013 speech.
“Whoever can cultivate and attract more outstanding talents will
have an advantage in the competition.”120

China’s government has built a sprawling ecosystem of struc-
tures, programs, and policies to coopt and exploit Chinese stu-
dents and scholars for the scientific and technological (S&T)
expertise they acquire abroad.!2! This ecosystem selects and
sponsors promising Chinese students and scholars at U.S. and
other foreign universities, incentivizes their return to China for
the long term, and employs transnational organizations to chan-
nel S&T know-how from those remaining abroad back to Chi-
na.l22 Broadly speaking, Beijing targets foreign-educated Chinese
students and scholars with expertise in fields and technologies
identified in China’s plans for industrial policy and military-civil
fusion.| These areas of expertise range from mobile communica-

*Deng Xiaoping revived China’s study abroad programs after the Cultural Revolution to accel-
erate the transfer of S&T that could support his “reform and opening up” strategy. Following the
Tiananmen Square massacre, which led many Chinese students to seek asylum in the United
States, the CCP began to articulate in internal documents the global competition for talent as
a “struggle of life and death” for the regime. In the early 1990s, Chinese leaders introduced a
series of policies designed to ensure that those trained in S&T disciplines served the CCP’s needs
regardless of where they physically resided. Increasingly, these efforts now target non-Chinese
foreign experts as well. For more information, see Anastasya Lloyd-Damnjanovic and Alexander
Bowe, “Overseas Chinese Students and Scholars in China’s Drive for Innovation,” U.S.-China
Economic and Security Review Commission, October 7, 2020.

7For more on the military-civil fusion, see Chapter 3, Section 2, “Emerging Technologies and
Military-Civil Fusion: Artificial Intelligence, New Materials, and New Energy” in 2019 Annual
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Overseas Chinese Students and Scholars in China’s Drive
for Innovation—Continued

tion and aviation to biotechnology and new materials.123 A nota-
ble element of the ecosystem is its focus on acquiring unclassified
fundamental research,* the transfer of which is not prohibited by
U.S. export controls or intellectual property laws.124

In the United States, the overall population of Chinese stu-
dents and research scholars has risen dramatically over time from
around 68,000 in the 2006—2007 school year to about 370,000 in
January 2020, a trend driven by China’s modernization policies,
U.S. policy decisions, and U.S. universities’ need for funding after
the global financial crisis.?25 Chinese students and scholars now
constitute roughly a third of all foreign students in the United
States, with approximately 130,000 pursuing graduate degrees in
science, technology, engineering, and mathematics fields.126

The Chinese government’s exploitation of overseas Chinese
students and scholars with S&T expertise has concerning impli-
cations for the United States. When Chinese students and schol-
ars trained at U.S. universities return to China to commercial-
ize research they developed overseas, U.S. firms that would have
employed them lose a first-mover advantage. More worryingly,
because Beijing has promulgated a strategy of military-civil fu-
sion and called for those with S&T expertise to serve state goals,
state-affiliated institutions will seek to absorb and leverage this
expertise to improve China’s military capabilities and further the
interests of the CCP.127

Under IDDS, legal and illicit channels for foreign technology ac-
quisition gained a new significance. Weaving together a series of
plans, including the SEI plan, the Made in China 2025 plan, the
Internet Plus plan, military-civil fusion, and the AI plan,128 the
IDDS emphasized attracting global talent and foreign investment
and innovation.!29 It mandated encouraging “foreign investment in
strategic emerging industries” and the “establishment of [multina-
tional companies’] R&D centers in China.”13% This would allow local
industry to master core technologies and rise to compete interna-
tionally as well as in the domestic market.

The success of this strategy is reflected, in part, in the rapid rise
in R&D expenditures by U.S. multinational enterprises (MNE) in
China. In 2000, the year before China’s accession to the WTO, R&D
expenditure by U.S. MNEs in China was the tenth highest global-
ly, at $506 million.131 By 2017, it increased 631.2 percent to $3.7
billion, making China the fourth-largest destination for U.S. MNE

Report to Congress, November 2019.

*The Reagan Administration’s National Security Decision Directive 189 defined fundamental
research as “basic and applied research in science and engineering, the results of which ordi-
narily are published and shared broadly within the scientific community,” as distinguished from
proprietary and industrial information protected for national security or commercial reasons. The
policy asserted that fundamental research should remain unrestricted “to the maximum extent
possible” in order to preserve the creativity and collaboration necessary for healthy innovation,
while proprietary or national security-related research should be restricted. For further informa-
tion, see Anastasya Lloyd-Damnjanovic and Alexander Bowe, “Overseas Chinese Students and
Scholars in China’s Drive for Innovation,” U.S.-China Economic and Security Review Commission,
October 7, 2020, 16.
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R&D expenditure abroad.* In the pharmaceutical industry, for in-
stance, a 2017 joint report by the European Commission and World
Health Organization noted both Chinese government support for
the sector as well as “substantial foreign direct investment in R&D,”
whereby foreign companies would license technology to local firms
and research centers.132 By 2011, the top 20 pharmaceutical MNEs
had already established R&D facilities and research centers in Chi-
na.133 As of 2017, China had at least 400 local- and national-level
biotechnology parks.134

For the Chinese Government, Economic Security Is
National Security

For the Chinese government, the goal of advancing techno-
logical development responds to economic and national security
imperatives. While China benefitted tremendously from its inte-
gration into global value chains and access to foreign technolo-
gy, China’s leaders have come to view its dependence on foreign
technology imports as creating untenable security vulnerabilities,
particularly in relation to the United States. Harvard scholar Ju-
lian Gewirtz argued General Secretary Xi holds an “expansive”
concept of “big security” that extends to the security of key indus-
tries “related to the lifeline of the national economy.” {135 One key
sector is the semiconductor industry, the foundation of the digital
economy, for which Chinese policymakers established a goal of
indigenously meeting 40 percent of Chinese market demand by
the end of 2020 and 70 percent by 2025.1136 General Secretary
Xi’s push to end China’s dependence on foreign semiconductors
prompted Chinese entities to spend more than $30 billion in un-
successful attempts to acquire U.S. and European semiconductor
technology between 2015 and 2017.137

General Secretary Xi has pointed to advanced technology as
a crucial reason “Western countries were able to hold sway over
the world in modern times.”138 This view has gained prominence
among Chinese policymakers as U.S.-China tensions related to
access to technology began to escalate in 2018, when the United

*In 2017, the top five destinations for U.S. MNE R&D expenditure abroad were Germany ($8.2
billion), the UK (56.4 billion), Switzerland ($4.7 billion), China ($3.7 billion), and India ($3.6
billion). U.S. Department of Commerce, Bureau of Economic Analysis, Activities of U.S. Multi-
national Enterprises, August 23, 2019. For in-depth analysis of U.S. MNE operations in China,
see Kaj Malden and Ann Listerud, “Trends in U.S. Multinational Enterprise Activity in China,
2000-2017,” U.S.-China Economic and Security Review Commission, July 1, 2020.

TAs stated in the People’s Daily, “Economic security is the foundation of national security.” Peo-
ple’s Daily, “14, Resolutely Defending National Sovereignty, Security, and Development Interests
(Xi Jinping New Era Socialism with Chinese Characteristics Thought Study Outline (15)) (/1.
IR st W%Iﬂ\ A REAIZE CIEPH A ep AR (b 22 1 S AH 2T (16)),” August 9,
2019. Translation.

#Analysis by IC Insights, a U.S. market research firm, suggests China is likely to achieve only
one third of its self-sufficiency goal for semiconductors given the current trends. Chinese chip-
makers have so far been unsuccessful at mastering the intricate production processes required
to fabricate the most cutting-edge chips widely used in consumer electronics, with the Semicon-
ductor Industry of America estimating China as being at least two generations behind as of 2018.
Translating theory and design into manufacturing requires a combination of engineering and
scientific expertise, managerial talent, trade secrets, and multibillion-dollar production facilities
that only a few companies located in Taiwan, South Korea, the United States, and Japan have
achieved. The pace of innovation makes market leaders constantly vulnerable. IC Insights, “China
to Fall Far Short of its ‘Made-in-China 2025’ Goal for IC Devices,” May 21, 2020; John VerWey,
“Chinese Semiconductor Industrial Policy: Past and Present,” United States International Trade
Commuission, Journal of International Commerce and Economics, July 2019; Deloitte, “China In-
side: Chinese Semiconductors Will Power Artificial Intelligence,” December 11, 2018.
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For the Chinese Government, Economic Security Is
National Security—Continued

States published the results of its Section 301 investigation that
found China to engage in forced technology transfer, among oth-
er practices.* The Chinese government is working to reduce this
technological “stranglehold,” as General Secretary Xi has termed
it, by cutting U.S. firms out of local companies’ procurement and
supply chains in certain sectors.139 (For more on U.S.-China tech
tensions, see Chapter 2, Section 1, “Year in Review: Economics
and Trade.”)

In addition to securing local supply chains, national champions
may help China’s military and internal security forces to devel-
op advanced capabilities.140 Through the Chinese government’s
military-civil fusion policy, the Chinese defense sector leverages
innovation in the commercial sphere to improve its technological
know-how. Consequently, China benefits economically and stra-
tegically from economic interdependence with the United States
and other foreign countries while also working to mitigate the
vulnerabilities that interdependence creates for China’s economy
and national security.141

The recent iteration of China’s industrial policies is predicated on
the assumption that a “cluster of revolutionary new technologies”
will reshape “the global competitive landscape and [change] the rel-
ative strength of nations.”142 This cluster incorporates high-speed
internet and 5G telecommunications networks, Al and robotics, and
interconnected sensors, with applications spanning economic and
military realms.143 Beijing views mastery of this integrated suite
of technologies as Chinese companies’ chance to overtake U.S. and
other market incumbents in the global hierarchy, while failure to do
so would represent a major setback.144

The Chinese government believes China’s unified regulatory and
standards architecture, supported by investments in physical infra-
structure, may give China an advantage over the United States in
creating a digital ecosystem even if it lacks an absolute leadership
in any individual sector.145 According to Dr. Naughton, Chinese pol-
icymakers believe the United States may retain leadership in each
individual digital technology, but that “the prospect for the [United
States] combining [unified] management and control” of networks
such as the internet, telecommunications, networked sensors, and
Al is “virtually zero.”146 Leveraging these advantages, China aims
to become a “cyber superpower” capable of information control, cy-
bersecurity, infrastructure for the digital economy, and influence in
global internet governance and standards.147 China’s comprehensive

*In March 2018, the Office of the U.S. Trade Representative released a report detailing the
findings of its Section 301 investigation into China’s acts, policies, and practices related to tech-
nology transfer, intellectual property, and innovation. This report served as the impetus for the
Trump Administration to impose tariffs on U.S. imports of Chinese goods.

FCoordinated by the Cyberspace Administration of China, an overarching legal framework was
first established in the 2017 Cybersecurity Law and expanded through subsequent laws (e.g., the
National Intelligence Law and the Data Security Law). Graham Webster, written testimony for
U.S.-China Economic and Security Review Commission, Hearing on U.S. Tools to Address Chinese
Market Distortions, June 8, 2018, 3.
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approach to technological development and infrastructure can ul-
timately be exported through channels such as BRI's Digital Silk
Road, where loan signatories may be required to adopt Chinese
technical standards as part of the terms of agreement.148

U.S. policymakers’ moves to mitigate predatory, trade distorting
practices and national security concerns raised by Chinese compa-
nies within the U.S. market have sent Chinese companies scram-
bling to protect alternative markets. In Commission testimony, Jan-
ka Oertel, director of the Asia program at the European Council
on Foreign Relations, said, “For China, Europe has become a key
battleground in the strategic competition with the United States
for economic and technological supremacy.”14° For example, Chi-
nese telecommunications providers Huawei and ZTE account for a
large share of existing EU third-generation and fourth-generation
infrastructure, making up more than half of radio access networks
(RAN)* 150

As the United States, the UK, Australia, and Japan, among oth-
ers, remove Chinese equipment from their telecommunications in-
frastructure due to network security concerns, EU member states
are debating whether and how to do the same. Seeking to forestall
the emergence of an EU-wide decision, Beijing has engaged individ-
ual EU member states at the bilateral level, where it can employ
more leverage.151 Dr. Oertel argued that Germany, which boasts the
largest European telecommunications market, may ultimately affect
considerations for other EU members. ZTE and Huawei have al-
ready established a large presence in Germany’s local infrastructure,
and Germany has maintained a special economic relationship with
China.{152 By contrast, in July 2020 France implemented rules to
gradually phase Huawei equipment out of its 5G infrastructure 153
and Telecom Italia excluded Huawei from bidding on 5G tenders.i
Poland, Estonia, Romania, Latvia, Slovenia, and the Czech Repub-
lic have also signed agreements with the United States confirming
their 5G suppliers would not be subject to control by a foreign gov-
ernment, a de facto exclusion of Huawei.154

China’s Perception of Military Competition against the United
States

U.S.-China military competition constitutes the hard power un-
derpinnings of the two countries’ broader competition to shape the
regional and international order. As CNA Vice President David Fin-
kelstein testified to the Commission, the U.S.-China relationship has

*RAN are a key part of telecommunications infrastructure, managing the transmission of sig-
nals from core networks to endpoints such as mobile devices. The evolution of RAN from largely
physical to increasingly digitized, software-based solutions is a key component in the develop-
ment of 5G. For more, see Department of Homeland Security Cyber and Infrastructure Security
Agency, “5G Wireless Networks: Market Penetration and Risk Factors,” July 2019.

TAs Sino-European relations expert Noah Barkin stated, Berlin and Beijing established close
trade and investment ties through the 2000s which assisted Germany’s management of the 2008
financial crisis. According to media reporting in September 2020, however, the German govern-
ment plans to impose new restrictions on telecommunications equipment which, while stopping
short of a ban on Huawei, will include significant requirements Huawei would not be able to
meet. These restrictions would effectively lock Huawei out of the German market. Guy Chazan
and Nic Fildes, “Germany Crackdown Set to Exclude Huawei from 5G Rollout,” Financial Times,
September 30, 2020; Noah Barkin, “Germany’s Strategic Gray Zone with China,” Carnegie En-
dowment for International Peace, March 25, 2020.

+Although Huawei did not participate in building Telecom Italia’s core 5G network, it provided
equipment to build part of its current RAN. Reuters, “Huawei Says It’s Working with Telecom
Italia despite 5G Exclusion: Paper,” July 20, 2020.
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always featured military tension.155 The CCP was preoccupied with
domestic security and a hostile regional environment in the first de-
cades of the PRC and focused the PLA’s early strategies on repelling
perceived military threats from the United States and, later, from
the Soviet Union. By the mid-1990s, following the collapse of the So-
viet Union, China refocused the PLA on long-term military competi-
tion with the United States.* Chinese strategic planning considered
the United States as a likely opponent in any regional conflict and
was supported by substantial increases in military spending begin-
ning in 1996.7 156 Meanwhile, a series of debates over China’s exter-
nal security environment throughout the 1990s and first decade of
the 2000s continued to inject urgency into Beijing’s preparations for
a potential future conflict.157

The CCP considers the U.S. military an existential threat loom-
ing behind U.S. regional allies and partners. In Beijing’s view,
the United States militarily threatened China from the Korean
Peninsula just one year after the PRC’s founding, waged a war
in Vietnam and other Southeast Asian nations, and deployed
military forces during Taiwan Strait crises in 1954, 1958, and
1996.158 In each of these instances, the CCP’s most pressing
threat was the presence of U.S. military forces in neighboring
countries. Moreover, the CCP believed these conflicts occurred in
theaters where U.S. core security interests were not at stake, so
U.S. actions reflected hegemonic interests.159

This account of U.S. antagonism has endured in Beijing and was
recently exhibited in a 2013 propaganda video (referred to by Chi-
nese state media as a “documentary”) produced by the PLA’s Na-
tional Defense University, which asserted the United States had a
longstanding objective of destroying China despite superficial U.S.
efforts at cooperation.i169 According to Dr. Finkelstein, in 2013, the
PLA claimed that “hostile foreign forces,” presumably including the
U.S. military, threatened Chinese sovereignty, PLA modernization
processes, and CCP regime security.161 As such, the PLA has consis-
tently echoed the CCP line in portraying the United States as hav-
ing “fundamentally malevolent intentions.” 162 At times, the PLA can
be even more bellicose than China’s civilian leaders in its rhetoric.§
In May 2020, for instance, PLA commentators accused the United
States of burying its head in “the sand of arrogance and self-conceit”

*In comparison, U.S. government planning for long-term military competition against China
began years later with the 2001 Defense Strategy Review and 2004 Global Posture Review. Al-
though the U.S. focus on military conflicts in the Middle East limited the implementation of
these plans, they constituted the first in several shifts within the U.S. Department of Defense to
focus on Asia as a key region for military competition. These steps included the 2011 “Pivot to
Asia” and the Defense Department’s 2018 designation of China as a “strategic competitor.” See
U.S. Department of Defense, “Summary of the National Defense Strategy of the United States of
America: Sharpening the American Military’s Competitive Edge,” 2018; Nina Silove, “The Pivot
before the Pivot: U.S. Strategy to Preserve the Power Balance in Asia,” International Security
40:4 (Spring 2016): 45-88.

7 Using constant prices and including military spending that China does not report in its official
defense budget reveals patterns in Chinese spending. On average, the PLA’s budget contracted by
3 percent each year from 1993 to 1995. In contrast, the PLA budget from 1996 to 1998 grew by an
average of 10 percent each year. Shaoguang Wang, “The Military Expenditure of China, 1989-98,”
in SIPRI Yearbook 1999: Armaments, Disarmaments and International Security, 1999, 348.

£The propaganda video’s producers included then President Wang Xibin of the National De-
fense University and Political Commissar Liu Yazhou.

§PLA officers often issue belligerent statements to attract both domestic and international
attention. These statements are typically part of a broader ecosystem of CCP propaganda and
reflect the interests and direction of China’s top leaders. For more, see Andrew Chubb, “Propa-
ganda, Not Policy: Explaining the PLA’s ‘Hawkish Faction’ (Part One),” China Brief, July 25, 2013.
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and threatened U.S. Secretary of State Michael Pompeo as being
“doomed to a pathetic end” because “good and evil will meet their
karma.”163

Meanwhile, the PLA has benchmarked its capabilities against
those of the United States. According to Dr. Finkelstein, China’s
preparations for a military competition with the United States have
driven the PLA’s “force modernization decisions, deployment deci-
sions, organizational and doctrinal developments, technological in-
novation, [and] regional military diplomacy.”164

Defining and Refining Strategies for Military Competition
with the United States

The chaotic security environment in the PRC’s early years pre-
vented Beijing from developing a coherent policy for competing
with the U.S. military until the early 1990s. Beijing also lacked a
strategy to prosecute this competition until the first decade of the
2000s. From the PRC’s founding until Mao Zedong’s death in 1976,
the PLA’s strategy was to employ protracted campaigns of attri-
tion to repel invasions from at least one of two militarily superior
adversaries.165 The record of China’s military strategic guidelines,
the authoritative planning guidance periodically issued to the PLA,
identified the United States as the PLA’s primary opponent in the
1950s and 1960s following the Korean War.166 It identified the So-
viet Union as the PLA’s primary opponent beginning in the late
1960s following the Soviet military buildup along the Sino-Soviet
border.167 After the CCP determined in 1985 that a Soviet invasion
of China was unlikely, the PLA began turning its strategic attention
away from defending against invasion and toward resolving terri-
torial and maritime disputes and long-term preparation for local
conflicts.168

Easing security pressures into the 1990s also provided the PLA
its first opportunity to reconsider a long-term competitive strategy
toward the United States. Then General Secretary Jiang’s 1993 dec-
laration that the PRC enjoyed its “best” regional security environ-
ment since 1949 occurred simultaneously with Beijing’s issuance of
its first military strategic guidelines for building long-term compet-
itive capabilities rather than preparing for U.S. or Soviet attacks on
China’s borders.169 The 1993 military strategic guidelines were also
Beijing’s response to U.S. technological capabilities exhibited in the
1990-1991 Gulf War, which some PLA strategists believe triggered
a revolution in military affairs, revealing a new model of war.170

In his speech on the 1993 guidelines, then General Secretary Ji-
ang identified the focal point of China’s strategy as deterring Tai-
wan from declaring independence.l”! While the guidelines did not
specify China’s primary strategic opponent, they revealed this op-
ponent was no longer the Soviet Union and had changed based on
“major changes in the strategic threat.”172 The guidelines also noted
that the most important geographic focus for China’s military plan-
ning, known as the “primary strategic direction,” would be China’s
southeast, toward Taiwan.173 By leaving unstated the new strategic
opponent the PLA would likely face, Chinese leaders avoided nam-
ing the United States directly, while tacitly acknowledging that a



55

conflict over Taiwan would likely require the PLA to also fight the
United States.* 174

The 1993 military strategic guidelines reflected a strategic urgen-
cy to catch up to but no urgency to fight the United States; while
PRC defense budgets nearly quadrupled between 1989 and 1998,
the PLA Army, Navy, and Air Force each faced double-digit force re-
ductions during this time.17> The PLA considered the United States
to be an adversary it would not likely face until the distant future,
and one that until then could be considered a benchmark for mil-
itary development.17¢ The 1993 military strategic guidelines were
also poorly specified, offering little conceptual understanding of the
supposed revolution in military affairs other than that future wars
would be fought involving joint service operations using capabilities
offered by technological advances.

In the first decade of the 2000s, Beijing refined its blueprint for
military competition, responding to a series of crises in the bilat-
eral relationship throughout the mid- to late-1990s. Several events
during this period, including the 1995-1996 Taiwan Strait Crisis,
1999 accidental U.S. bombing of the Chinese Embassy in Belgrade,
and Tokyo’s and Washington’s respective announcements of plans
to establish a ballistic missile defense system covering East Asia,
prompted urgency and some panic in Beijing regarding U.S. strate-
gic intentions.177 In 1999, then General Secretary Jiang revealed a
new official assessment of the international environment, concluding
the debate. Beijing now assessed that U.S. “hegemonism” and mili-
tary interventions were growing challenges to China’s development,
contradicting earlier assessments that portrayed the U.S. challenge
as declining.178 Specifically, top Chinese leaders were convinced the
United States was preparing for military interference or intervention
in East Asia by prosecuting an “anti-China containment policy.” 179

As a result, the PLA focused its approach with a new set of
military strategic guidelines, issued in 2004, that shaped China’s
approach to military competition around two key concepts: “infor-
mationization,” a key operational concept aiming to digitally link
discrete military elements, and “systems destruction warfare,” the
PLA’s theory of victory, which envisions the coordination of combat,
logistics, and intelligence systems constituting a force multiplier to
challenge superior opponents.180 The CCP considered information-
ization a concept for the societal and technological revolutions de-
fining the information age, akin to what mechanization was to the
industrial age. PLA strategists describe informationization as the
still-ongoing revolution in military affairs that began with the Gulf
War, and they envision its potential as a force multiplier enabling
the PLA to prevail against militarily superior foes, including the
United States.181

*Chinese leaders’ likely identification of the United States in 1993 as the PLA’s primary stra-
tegic opponent is reinforced by General Secretary Jiang’s speech to Chinese diplomats that same
year in which he described the United States as China’s “main adversary in international deal-
ings.” In the 1993 military strategic guidelines, the PLA’s primary strategic opponent is distinct
from its “main target of operations,” which is likely the Taiwan military. See Jiang Zemin, “Our
Diplomatic Work Must Unswervingly Safeguard the Highest Interests of the State and the Na-
tion,” July 12, 1993, in Selected Works of Jiang Zemin, Volume I, Beijing: Foreign Languages
Press, 2011, 303 and Shou Xiaosong, ed., The Science of Military Strategy (!{%2#), Military Sci-
ence Press, 2013, 47.
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Waging Informationized War through Systems Destruction
Warfare

The current Chinese strategy to surpass the U.S. military is to
informationize the PLA and adopt asymmetric concepts targeting
an opponent’s perceived weaknesses. Informationization describes
full combat, communications, and sensor integration under a sin-
gle command network. Then General Secretary Hu summarized
the practice of informationized warfare as confrontation between
“systems of systems” instead of between discrete forces, hence
“systems confrontation.”182 PLA strategists believe an integrated
system of systems is a military’s force multiplier as well as its
critical vulnerability.183 In turn, the PLA approach depends on
the integrated systems being a force multiplier for Chinese forces
while creating vulnerabilities for the PLA’s opponents.184 In 2018,
PLA National Defense University Vice President Xiao Tianliang
defined systems confrontation as the “essential character of in-
formationized war” and the core metric by which a great power’s
military capabilities should be assessed.185

Since 2006, PLA literature has also discussed leveraging in-
tegrated forces for the purpose of destroying key nodes in an
enemy’s system of systems to paralyze and thus defeat an op-
ponent, hence “systems destruction warfare.”186 Where systems
confrontation generally describes informationized war, systems
destruction warfare is how the PLA anticipates applying systems
confrontation to defeat superior opponents such as the United
States.* 187 PLA strategists also envision these concepts as a way
to take advantage of civilian assets for warfighting, for example
by targeting civilian critical infrastructure. In this scenario, in-
terstate conflict becomes a whole-of-society matter i determined
by comprehensive national power rather than by military power
alone, where the United States has an advantage.188

The significance of these concepts cannot be overstated. In a 2014
speech, General Secretary Xi reaffirmed deepening PLA informa-
tionization as continuing a revolution in military affairs by which
the PLA can “narrow the gap” and “leapfrog” the status quo, clearly
indicating informationization is the way to catch up with and sur-
pass the U.S. military.189 The 2013 edition of the Science of Mili-
tary Strategy, an authoritative PLA publication, describes the focus
on informationization in the 2004 military strategic guidelines as a

*Systems confrontation and systems destruction are distinct operational concepts. Systems
confrontation describes a force’s ability to face an opponent while maintaining the operational
integrity of an integrated system of combat, surveillance, communication, and sensor platforms.
Systems destruction entails a higher level of capability, descrlbmg that system’s ability to then
destroy linkages integrating the same components in an opponent’s system.

FPLA military planning may account for civilian contributions, particularly in surveillance and
intelligence gathering before or in the early stages of conflict. For instance, Chinese nationals
in service to PLA intelligence operations may potentially assist the PLA in achieving military
objectives. For example, from 2018 to 2020, four Chinese nationals were arrested for illegally
photographing parts of the U.S. naval air station at Key West where access is restricted to those
with U.S. military identification. In 2020, the U.S. Federal Bureau of Investigation charged three
Chinese graduate students conducting research in the United States with lying about their PLA
affiliations in their visa applications. See Elizabeth Redden, “Scholars Charged with Lying about
Chinese Military Ties,” Inside Higher Ed, July 28, 2020; Geoff Ziezulewicz, “Three Chinese Na-
tionals Sentenced for Taking Photos on Navy Base,” Nauy Times, June 10, 2020.
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“strategic choice that had decisive significance.”190 The concept fea-
tures prominently in the PLA’s latest military strategic guidelines,
issued in 2014, and China’s latest defense white papers, issued in
2015 and 2019.191

Preparing for Informationized War with the United States

The PLA envisions military competition against the United States
as being regional in focus but global in scope.192 As CNA principal
research scientist Alison Kaufman testified, CCP leaders are keen-
ly aware the PLA may not yet be able to prevail in a large-scale
kinetic conflict against the United States, such as in a campaign
to blockade or invade Taiwan.193 Despite significant advancements
in power projection capabilities over the past 20 years, the 2019
defense white paper noted PLA capabilities still lag behind those of
other leading militaries.194

As such, the need and opportunity identified in the 1993 military
strategic guidelines remain intact: the PLA needs to develop the
capabilities to pose a credible threat to the United States in and be-
yond the Indo-Pacific, and it must do so without provoking a major
armed conflict or counterstrategy that would threaten China’s eco-
nomic development or progress toward informationization. The PLA
develops these capabilities with parallel lines of effort. First, the
PLA modernizes to develop capabilities necessary for information-
ized war, which includes operationalizing systems destruction war-
fare. Second, it contests the United States by extending the PLA’s
reach throughout and beyond the Indo-Pacific with power projection
capabilities and international access agreements. China’s modern-
izing capabilities demonstrate Beijing’s operational vision for the
Indo-Pacific theater, where U.S.-China military competition is most
intense.

Operationalize Systems Destruction Warfare

The PLA has made significant progress toward waging informa-
tionized war, featuring modernizing command and control networks
able to rapidly transfer complex information, new space jamming
and antijamming weapons, and increasingly sophisticated cyberat-
tack capabilities.195 To further operationalize systems destruction
warfare, a growing portion of PLA training events simulate systems
confrontations, which involve red force-blue force* exercises with
constant electromagnetic interference on both sides’ communica-
tions and sensor networks. For example, PLA Air Force airmen con-
ducting these exercises attempt to gain situational awareness and
develop new approaches to break through an adversary’s defenses
to strike its central command network.196

PLA documents only describe the PLA Air Force as consistently
and successfully executing systems confrontation training events.
The 2019 defense white paper singles out the air force as con-
ducting system-vs.-system exercises while characterizing PLA

*In these exercises the PLA plays the “red force” while the “blue force” represents the PLA’s
opponent. In PLA training, the blue force often uses U.S. military doctrine and sometimes U.S.
uniforms or equlpment Conversely, U.S. and allied militaries commonly refer to themselves as
the “blue force” and represent adversaries as the “red force” in their force-on-force training. See
David C. Logan, “The Evolution of the PLA’s Red-Blue Exercises,” China Brief, March 14, 2017;
Gary Li, “The Wolves of Zhurihe: China’s OPFOR Comes of Age,” China Brief, February 20, 2015,
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Navy and Rocket Force exercises as force-on-force, implying only
the PLA Air Force is able to consistently realize force-multiply-
ing effects through systems integration in training.1®7 While all
PLA services demonstrate conventional capabilities to degrade or
destroy enemy infrastructure, Chinese state media have not indi-
cated that any PLA service has exhibited capabilities to do so in
an integrated fashion descriptive of systems destruction warfare.
PLA strategists have also begun considering the impact of Al on
informationization.198

Leveraging Military-Civil Fusion for Whole-of-Society Systems De-
struction Warfare

Due to the increasing integration between civilian and military
information systems, informationization casts systems destruction
warfare in a whole-of-society light. As such, Chinese commercial en-
deavors are key enablers of its military strategy. Beijing’s ostensibly
commercial endeavors abroad include constructing and purchasing
soft infrastructure networks such as communications, computation-
al, Al, cloud computing, and space systems.199 These investments
position countries receiving Chinese investment as battlegrounds
for U.S.-China military competition. This is particularly the case in
cyberwarfare, where Chinese-built civilian telecommunications net-
works are almost certain to feed China’s intelligence operations.*
These networks additionally offer the PLA avenues to impact for-
eign civilians directly through cyberattacks on communication,
banking, and other widespread services using these networks.200
Chinese control over these systems constitutes latent military power
the PLA intends to harness. As Dr. Ellis testified, China’s vast re-
sources and disregard for privacy or individual rights also offer it a
likely advantage in fusing communication and other technologies for
societal control.201 These advantages likely translate to the PLA’s
ability to exploit ostensibly civilian networks for military purposes.

PLA strategists’ intent to use civilian networks under Chinese
control to augment China’s military capabilities presents an asym-
metric challenge to the U.S. military. The PLA considers civilian net-
works to be inherently dual-use and along with military networks
comprise the “network domain,” which facilitates PLA cyber warfare
and creates linkages for systems destruction warfare.202 The PLA’s
approach to cyber warfare mirrors systems destruction warfare: it is
an effort to employ military or undirected civilian “forces” to destroy
or cripple an opponent’s information networks while maintaining
one’s own.293 The 2013 edition of the Science of Military Strategy

*Examples of such civilian networks include the Pacific Light Cable Network, a project to
boost digital transmissions between the United States, Hong Kong, Taiwan, and the Philippines
by building a massive undersea fiber-optic cable between them. The project, announced in 2017,
temporarily held the support of U.S. firms, including Google and Facebook. On July 17, 2020,
Team Telecom, a multiagency panel within the U.S. Department of Justice, recommended that the
Federal Communications Commission prohibit the network’s link to Hong Kong due to concerns
that link would “expose U.S. communications traffic to collection by the PRC.” By August 2020,
with the cable already laid but not yet operational, Google and Facebook formally withdrew
their prior plans and submitted a revised proposal linking only the United States, Taiwan, and
the Philippines. See Todd Shields, “Google, Facebook Dump Plans for U.S.-Hong Kong Undersea
Cable,” Bloomberg, August 28, 2020; U.S. Department of Justice, Team Telecom Recommends that
the FCC Deny Pacific Light Cable Network System’s Hong Kong Undersea Cable Connection to
the United States, June 17, 2020; Kate O’Keefe, Drew FitzGerald, and Jeremy Page, “National
Security Concerns Threaten Undersea Data Link Backed by Google, Facebook,” Wall Street Jour-
nal, August 28, 2019.
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explicitly describes “military-civilian joint integrated attack” and
encourages compounding kinetic strikes with cyberattacks on ci-
vilian targets to maximize “psychological shock” and force a more
powerful enemy into submission.*204¢ PLA strategists argue these
joint attacks could target an adversary’s infrastructure and upend
its transportation grid, interrupt its communications networks, and
paralyze its financial system.205 One potential scenario U.S. ana-
lysts have envisioned involves Chinese cyberforces employing these
concepts to target U.S. critical infrastructure, such as by disrupting
the flow of natural gas pipelines and restricting public access to en-
ergy, in attempts to deter U.S. intervention into a regional conflict or
undermine the U.S. public’s will to continue an ongoing conflict.206
The PLA Strategic Support Force, established in 2015, institutional-
izes these concepts by coordinating the PLA’s cyber, electronic, and
psychological warfare.f

The PLA’s concept of one cohesive network domain indicates it
understands informationization to be a whole-of-society operational
concept by which it will use any network—military or civilian—of
any country to carry out network and systems destruction war-
fare.207 As such, ostensibly nonmilitary investments by Chinese
companies, particularly state-owned enterprises, in the soft infra-
structure of other countries provides the PLA additional opportuni-
ties to exploit foreign civilian resources for military use. While the
PLA’s process for weaponizing civilian telecommunications networks
in other countries remains unclear, the CCP’s culture of strategic
opportunism suggests these investments may turn out to be useful
even if exactly how is not immediately apparent.208

Potential Military Use of Commercial State-Owned Sensors
in China’s Near and Far Seas

One example of an ostensibly commercial network the PLA
could exploit for military purposes is China’s Blue Ocean Infor-
mation Network, which is a network of sensors designed to im-
prove monitoring of maritime information, such as ship move-
ment and weather conditions, in China’s near seasf and the
world’s oceans. Between 2016 and 2019, the Chinese state-owned
enterprise China Electronics Technology Group Corporation
(CETC) built its first network of sensors in the South China Sea
with the endorsement of the National People’s Congress.209 Ac-
cording to Johns Hopkins University Applied Physics Laboratory

*Some PLA analysts view the 2003 Iraq War as an early case study of how the U.S. military
leverages psychological shock to achieve operational effects. These analysts argue the United
States coordinated computer network attacks with conventional military operations to undermine
the Iraqi will to fight. Dean Cheng, “The Chinese People’s Liberation Army and Special Opera-
tions,” Special Warfare 25:3 (July—September 2012).

TChlna established the Strategic Support Force to improve the PLA’s joint warfighting and
information operations capabilities as part of the PLA’s broader reorganization in late 2015. The
new force combined the PLA’s previously disparate cyber, electronic, and psychological warfare
units under a unified command structure. The Strategic Support Force is responsible for collect-
ing and managing technical intelligence, including from cyber and space assets; supporting joint
operations; and carrying out attacks against an adversary’s command network. See John Costello
and Joe McReynolds, China’s Strategic Support Force: A Force for a New Era, National Defense
University Press, 2018, 28—-29.

#Beijing refers to the Bohai, Yellow, East China, and South China seas as well as the waters east
of Taiwan as its near seas. See China Ministry of Natural Resources, First Institute of Oceanography,
“Which Seas Comprise China’s Near Seas?” (F&[F {45 FEMELE? ), May 4, 2017. Translation.
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Potential Military Use of Commercial State-Owned Sensors
in China’s Near and Far Seas—Continued

senior researcher J. Michael Dahm, this network was an early
demonstration for CETC’s broader campaign to build a network
of permanent maritime sensors with hydrographic sensing, radar,
and communication functions in and beyond China’s near seas.210
CETC has developed features in these maritime sensors to im-
prove situational awareness, underwater surveillance, and China
Coast Guard response.211 A 2019 PLA Daily article reported the
segment of the network already built in the South China Sea will
“play an important role in the construction on China’s [Spratly]
and [Paracel] Islands, defending the islands and reefs, and con-
tinuous monitoring of targeted waters.”212 CETC intends to cover
China’s Maritime Silk Road * with these sensors by 2035 and ex-
tend them to the Arctic and Antarctic oceans by 2050.213

Contesting the United States through and beyond the Indo-Pacific

A second key component of the PLA’s strategy for competition
with the United States is to extend the PLA’s reach through ad-
vancements in conventional missile, naval, and combat aviation ca-
pabilities that can hold distant U.S. forces at risk and so deter or
delay U.S. military efforts to threaten the Chinese mainland. As Dr.
Finkelstein testified, the PLA appears to aspire to prevent any po-
tentially hostile military, especially that of the United States, from
operating with impunity near China’s shores.214 The CCP reinforced
this message on July 4, 2020, stipulating in state media that “any
U.S. aircraft carrier movement in the region is solely at the pleasure
of the PLA.”215 As the PLA’s reach extends outside of the theater,
Beijing’s operational vision threatens U.S. military influence and
navigation in any place the CCP feels it threatens China’s inter-
ests. The PLA complements investments in conventional platforms
capable of long-range precision strikes with an evolving doctrine to
station and deploy forces farther from China’s shores. China’s mil-
itary strategy is also limited by PLA power projection capabilities,
however, which do not yet extend through the full Indo-Pacific and
diminish sharply beyond East and Southeast Asia. (For more on
PLA power projection capabilities, see Chapter 3, Section 2, “China’s
Growing Power Projection and Expeditionary Capabilities.”)

Extending the PLA’s Reach in the Indo-Pacific

Since the mid-1990s, the PLA’s strategy, doctrine, and force devel-
opment have focused on extending the reach of its strike capabilities
farther from China’s shores. These changes align with the 1993 mil-
itary strategic guidelines’ shift in threat perceptions from China’s
continental borders to maritime East Asia, which required signifi-
cant improvements in the PLA’s maritime and air power. Substantial
cuts to ground force personnel and investments in naval, air, missile,
space, and cyber capabilities reflect a force posture that emphasized

*The Maritime Silk Road describes investments to boost maritime connectivity between China,
Southeast Asia and Oceania, the Indian Ocean region, the Persian Gulf, and the Mediterranean
Sea.
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engaging distant maritime powers, such as the United States, while
also improving the PLA’s ability to prevail in a conflict with China’s
continental neighbors.216 In 2004, then General Secretary Hu un-
veiled the “new historic missions” for the PLA, which called for the
PLA to extend its reach by (among other tasks) defending China’s
national interests abroad, including in the maritime, space, and cy-
ber domains.217 Reflecting this new charge, China’s 2006 defense
white paper explicitly identified PLA Navy and Air Force objectives
to increase the PLA’s reach and transition from territorial defense to
offshore defensive operations. All subsequent defense white papers
have similarly reflected the new historic missions’ call for the PLA
to project power farther from China’s shores.218 By 2013, the PLA’s
Science of Military Strategy called for establishing an “arc-shaped
strategic zone that covers the Western Pacific Ocean and the north-
ern Indian Ocean” to enable the PLA to “strike the enemy from as
far a range as possible” from China’s shores.219

PLA strategists envision long-range strike capabilities as an
asymmetric advantage to prevent the U.S. military from leveraging
its overwhelming technological advantage close to China’s shores
and interests. As a recourse, these strategists have called for using
the Chinese landmass to secure spatial security, projecting PLA ac-
tivities farther abroad under the belief that in any confrontation,
the U.S. military would have superior technology but comparatively
sparse basing options.220 From this, the PLA produced capabilities
the Pentagon calls anti-access and area denial, which emphasizes
using land-based assets to deny U.S. forces a permissive operating
environment with hopes of deterring, delaying, or defeating U.S.
power projection into a given denied area or to the region more
broadly.221

Critical to China’s anti-access and area denial capabilities are
ground-launched antiship missiles, primarily operated by the PLA
Rocket Force.222 These missiles, along with weapons systems op-
erated by the PLA Navy, are well-tailored for a high-end kinetic
conflict against the U.S. Navy. PLA analysts commonly discuss the
PLA Rocket Force’s ability to strike and sink U.S. aircraft carriers
and Arleigh Burke-class destroyers, and PLA Rocket Force doctrinal
publications describe procedures to strike links in the U.S. Aegis
radar system used on U.S. and allied ships.223 The PLA Navy also
invested heavily in anti-air naval capabilities suited to counter U.S.
carrier aviation and by building a flotilla of ships with area air de-
fense capabilities.* 224

PLA Air Force modernization has also emphasized building strate-
gic depth with long-range strike and territorial air defense capabil-
ities. Weapons systems introduced into the force in the early 2010s
are able to reach over and beyond Taiwan to interdict U.S. military
aircraft and strike back at U.S. ships and bases.225 State-sponsored
research invests heavily in building jet engines with supercruise—
or sustained supersonic flight—capabilities that offer advantages

*The PLA Navy has consistently added warships with area air defense capabilities, starting
from 0 in 1996 and boasting 20 in 2018, including 14 Type 052D destroyers with extended-range
anti-air capabilities. See Sina, “The PLA’s First Lengthened 052D Enters Service Equipped with
Prominent Meter-Wave Radar Anti-Stealth Capabilities” (F%4 1 M INHKARO52D A% (} @ﬂﬁ&ﬂiﬁ
JeBatkgEZE ), January 20, 2020. Translation; U.S. Defense Intelligence Agency, China Military
Power: Modernizing a Force to Fight and Wm, November 2018, 70.
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for long-range strikes and defending larger swathes of airspace.226
The PLA Air Force has also developed long-range PL-15 air-to-air
missiles and is exploring increasing its fifth-generation combat air-
craft’s weapons bay to carry more of these missiles.227

Broker International Access beyond the Indo-Pacific

U.S.-China military competition beyond the Indo-Pacific will be
largely political-military insofar as PLA power projection depends
on access agreements to foreign bases. The PLA Navy has signifi-
cantly increased its military diplomacy with other countries since
the early 2000s.228 Further, it has secured access and potential na-
val basing facilities in Pakistan and Cambodia, in addition to its
naval base in Djibouti. In conjunction with Chinese-invested ports
in the Indian Ocean region, these facilities may provide sufficient
support for current PLA Navy operations.229 While commercial fa-
cilities might offer stopgap basing services to PLA Navy vessels
in peacetime, these facilities lack the munitions storage, warship
maintenance infrastructure, and security needed to replace military
bases and may constitute a liability for Beijing in a high-intensity
kinetic conflict.230

Gray Zone Activities and Risk Acceptance Heighten Prospects
for Conflict

China employs gray zone™* operations and paramilitary forces to
coerce its neighbors, accomplishing objectives such as seizing ter-
ritory or restricting maritime access in the South China Sea.f In
these operations, Chinese forces calibrate their coercion to areas and
levels of intensity where PLA strategists believe the United States
considers responsive actions too costly.231 CCP leaders believe gray
zone activities may help the PLA maintain or even improve the re-
gional security environment for China.232

The risk of unintended escalation rises when gray zone tactics are
combined with increased risk tolerance and potential misperception
of U.S. intentions.f Chinese strategists believe conflict between two
nuclear powers has a natural escalation ceiling insofar as a nuclear
threat necessarily precludes total war. Yet the threshold for nucle-
ar war, as with Chinese strategic thresholds for armed escalation
in general, remains poorly defined.233 PLA strategists seem certain
that so long as a credible nuclear threat exists, the PLA can safely
initiate or otherwise employ carefully controlled conflict, escalated

*QGray zone operations are akin to military activities that leverage largely nonmilitary tools to
achieve competitive objectives through activities falling below the threshold for open war. Gray
zone activities often creep incrementally toward their objectives. For more on gray zone opera-
tions, see Michael J. Mazarr, “Struggle in the Gray Zone and World Order,” War on the Rocks,
December 22, 2015.

T China has used gray zone tactics against the Philippines to wrest away control of Scarborough
Shoal in 2012 and deter militarization of Thitu Island in 2019. See Asia Maritime Transparency
Initiative, “The Long Patrol: Staredown at Thitu Island Enters Its Sixteenth Month,” Center for
Strategic and International Studies, March 5, 2020; Michael Green et al., “Counter-Coercion Se-
ries: Scarborough Shoal Standoff,” Asia Maritime Transparency Initiative, May 22, 2017.

i#Escalation control is distinct from deterrence in PLA strategic literature. PLA strategists
describe military deterrence as preventing a war and halting its escalation, while they describe
escalation control as managing the speed and intensity at which an armed conflict progresses to
maximize the CCP’s ability to shape events and benefit from the conflict. The PLA conception of
escalation control is not inherently de-escalatory, and the strategic literature often describes con-
trolling conflict by broadening the theater or intensifying the conflict. For more on this topic, see
Alison A. Kaufman and Daniel M. Hartnett, “Managing Conflict: Examining Recent PLA Writings
on Escalation Control,” CNA, February 2016.
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even to the level of a regional war, in the service of CCP political
objectives.234 Moreover, PLA strategists appear to believe that co-
ercive activities carry low risk and assume that Chinese intentions
are clear to others.235

Yet Chinese beliefs regarding which actions are escalatory do
not necessarily align with those of other countries. As Dr. Kaufman
testified, some Chinese analysts suggest the PLA can probe an op-
ponent’s intentions by carrying out direct kinetic strikes on that
country’s vessels, while U.S. military operators are more likely to
view such actions as the very conflict that escalation control should
avoid.236 These beliefs regarding escalation control foster bellicose
PLA doctrine: the 2001 edition of the Science of Military Strategy
stipulates that China may take a “tactical” first shot to instigate
war in response to any country that takes a “strategic” first shot
by challenging Beijing’s perceived sovereignty.237 Additionally, CCP
officials’ inclination to sweepingly ascribe nefarious, anti-China in-
tentions to U.S. activities predisposes PLA operators to misperceive
the intentions behind U.S. military actions. This misperception is
particularly pronounced in the Indo-Pacific, where the CCP believes
it has core interests and thus justification for its actions, while the
United States does not.* 238

The PLA’s risk of escalation is particularly high in the maritime
domain, where the PLA attempts to discourage the U.S. military
from operating near China’s shores by employing confrontational
tactics that fall below the threshold for open conflict. These tactics
reflect an apparent belief among Chinese leaders that aggressively
confronting U.S. military activity in the region will raise the costs to
the United States of such activity and could convince U.S. leaders to
limit operations near China to avoid escalation to a kinetic exchange.
The PLA demonstrated this approach as early as 2001, when a PLA
Navy F-8II collided with a U.S. EP-3 surveillance plane, forcing the
U.S. crew into an emergency landing on Hainan Island.239

The PLA has increased the aggressiveness of its tactics in recent
years. In 2009, Chinese vessels surrounded the unarmed ocean sur-
veillance vessel USNS Impeccable as it transited the South China
Sea, ordering it to leave the area or “suffer the consequences,” then
obstructing Impeccable’s path as it attempted to withdraw.240 In
2016, Chinese forces seized a U.S. Navy undersea drone, with state
media boasting, “If the U.S. military can send the drone, surely Chi-
na can seize it.”241 In 2018, a PLA Navy destroyer aggressively ma-
neuvered near a U.S. Navy destroyer, nearly forcing a collision.242
In 2020, a PLA Navy destroyer shined a military-grade laser at a
U.S. Navy P-8A Poseidon maritime patrol aircraft flying over in-
ternational waters west of Guam, threatening to damage aircraft
sensors and blind U.S. Navy personnel conducting vehicle maneu-

*Despite the apparent belief in its ability to manage escalation, the PLA’s response to recent
U.S.-China tensions in the South China Sea suggests some level of awareness that exchanging
fire with the United States could lead to uncontrolled escalation between the two sides. In August
2020, a source close to the PLA described the dynamic between U.S. and Chinese forces in the
South China Sea as “highly tense and very dangerous.” The source claimed that in this situation,
PLA leaders had ordered frontline forces “not to fire the first shot” for fear the PLA would be
unable to “control the consequences.” See Wendy Wu and Minnie Chan, “South China Sea: Chi-
nese Military Told Not to Fire First Shot in Stand-Off with U.S. Forces,” South China Morning
Post, August 11, 2020.



64

vers.243 Chinese state media subsequently praised the action and
encouraged future electromagnetic attacks on the U.S. military.244

The PLA may apply similar or even more confrontational tactics
to test U.S. resolve to enforce its new South China Sea policy, which
rejects much of China’s claims to offshore resources in the South
China Sea and describes China’s efforts to secure them as “unlaw-
ful.”245 In August 2020, a month after two U.S. aircraft carriers
conducted exercises in the South China Sea, the PLA tested the
limits of gray zone activities by firing at least two antiship ballis-
tic missiles into the area.246 The PLA may use gray zone or other
similarly confrontational tactics targeting U.S. allies and partners
in the region in an attempt to undermine support for the new U.S.
position. (For more on the new U.S. policy and the region’s response,
see Chapter 3, Section 1, “Year in Review: Security, Politics, and
Foreign Affairs.”)

As the local military balance shifts in China’s favor, PLA officers
may become increasingly tempted to employ offensive tactics or even
instigate a limited war against its neighbors. The PLA may test U.S.
resolve by engaging in limited conflict with a U.S. treaty ally such as
Japan or the Philippines.247 While a Taiwan conflict is increasingly
likely given unification’s paramount political importance to Beijing,
the political costs of failure are prohibitive. As such, while the risks
of the PLA instigating conflict over Taiwan may grow as PLA capa-
bilities increase and as prospects for a mutually agreed upon unifi-
cation arrangement diminish, Beijing’s continued concerns over the
PLA’s inability to prevail against the U.S. military may convince the
CCP to defer a conflict until it considers the PLA advantageously
positioned.248

Implications for the United States

U.S. policy since the inception of U.S.-China diplomatic ties may
have underestimated the consistency and degree of the Chinese gov-
ernment’s adversarial views toward the United States. After more
than 40 years of deepening bilateral ties, China has grown increas-
ingly competitive and confrontational in its relationship with the
United States. Meanwhile, as Chinese leaders have perceived the
power gap between the two countries as steadily closing, they have
become increasingly confident in their ability to expand the CCP’s
authoritarian values and repression to U.S. citizens, businesses, and
allies.

The stakes of U.S.-China competition are high. In the economic
realm, the flood of Chinese imports—buttressed by state subsidies
and other unfair trade policies—has devastated U.S. industries and
communities since China’s WTO accession. The impact of China’s
trade-distorting practices on U.S. small businesses has been partic-
ularly severe. U.S. workers and companies, no matter how innova-
tive and efficient, struggle to compete when the Chinese government
so decisively tilts the playing field in favor of Chinese companies
through a variety of legal, regulatory, and financial mechanisms,
and when U.S. companies are granted access to the Chinese mar-
ket, it is at the cost of transferring valuable intellectual property to
their Chinese counterparts. As Chinese leaders turn their attention
to emerging technologies, their goal is not merely to achieve parity
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with the United States—it is to surpass and displace the United
States altogether. Failure to appreciate the gravity of this challenge
and defend U.S. competitiveness would be dire. Because these emerg-
ing technologies are the drivers of future growth and the building
blocks of future innovation, a loss of leadership today risks setting
back U.S. economic and technological progress for decades.

Should the Chinese government achieve some of its goals in the
political and informational domain, the consequences for the United
States would be similarly dire. Politically, the long arm of Chinese
censorship would intrude further into the United States, silencing
free speech and punishing business decisions that Chinese leaders
judge to run counter to the interests of the Chinese government.
U.S. policymakers would be complicit in their silence as the CCP
continued to crush aspirations for freedom of speech and of reli-
gion, representative government, and rule of law in China and in
the formerly autonomous Hong Kong. Similarly, the United States
would stand by as China continued its campaign of cultural geno-
cide against the millions of Uyghurs, Tibetans, and other non-Han
Chinese populations living under its rule. Within the United States,
Chinese censorship is already corrupting the arts, sports, and the
political process. An increasingly influential China could see Hol-
Ilywood and the National Basketball Association, among others, ex-
pand their self-censorship to stay in the good graces of the CCP.

An ascendant China may also constrain U.S. foreign policy and
is already seeking to drive wedges between the United States and
its allies. Meanwhile, it would exploit U.S. economic dependency on
China to enforce acquiescence to Chinese government policies. In
the military sphere, a PLA trained and equipped to defeat the U.S.
armed forces could forestall U.S. assistance from reaching U.S. allies
and partners in the Indo-Pacific. With its regional presence dimin-
ished, the United States could prove unable to prevent China from
forcibly annexing Taiwan and subjugating its 23 million citizens to
the CCP’s authoritarian rule. Meanwhile, autocrats and dictators
around the world are being emboldened by China’s support and en-
couragement.

On the other hand, a more overtly competitive U.S. strategy to-
ward China could come with its own consequences. In the near term,
U.S. companies could face substantial economic disruption as they
untangle critical supply chains from China. Friction with U.S. allies
could increase as joint efforts are made to reduce the more harmful
aspects of economic interdependence with China, a competitor more
economically formidable than the Soviet Union ever was. Militarily,
the United States could risk armed confrontation with an increas-
ingly capable PLA devoted to the Chinese government’s openly ex-
pansionist aims to gain control over key portions of its neighbors’
territory. U.S. defense treaties or other requirements to aid its allies
and partners could force a decision to invoke the mutual defense
clauses of those pledges, bringing U.S. and Chinese forces into direct
conflict over opposing vital interests. Finally, the U.S. public could
be called upon to support a generational commitment of resources
and energy to this competition, defending the United States and
the rules-based international order from an opponent dedicated to
subverting the core principles and values of that order.
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China’s increasingly open antagonism toward the United States
and U.S. allies and partners demands a new and more competi-
tive U.S. approach. Although China’s increasing strength cannot be
overlooked, the United States enjoys its own significant advantag-
es. U.S. values and good governance have inspired countries around
the world and underpinned a global order upholding the rule of
law, peaceful settlement of disputes, and respect for sovereignty
and self-determination. Due in large part to these values, today the
United States counts nearly every one of the world’s largest econo-
mies and strongest militaries among its closest allies.

China’s brand of authoritarianism may hold sway with the world’s
autocrats and interest groups benefitting from Beijing’s economic
largesse, but its values hold little inspirational appeal for publics
around the globe. The spread of liberal democracy and accountable,
transparent governance has been particularly notable in countries
in the Indo-Pacific, the very region Beijing identifies as most import-
ant for achieving its goals. These countries, while deeply connected
to Beijing economically, are clear-eyed about the threat China poses
to their democratic freedoms and independence. As Dr. Limaye of
the East-West Center testified, the region’s elites and publics have
no interest in returning to a regional order dominated by “China’s
demands for obeisance and hierarchy.”249

Strategic competition with China presents an increasing chal-
lenge for the United States. The United States’ ability to retain its
economic dynamism, ensure its military edge, and continue to cham-
pion its values and diplomacy is not yet certain. But it has much
to draw from its ability to inspire and its tools of national power.
If approached with bipartisan commitment and creativity, this com-
petition may ultimately prove an opportunity for the United States
to rededicate itself to its core values and strengths. Absent these
competitive advantages, it will face a far more challenging future.
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SECTION 2: THE CHINA MODEL: RETURN OF

THE MIDDLE KINGDOM

Key Findings

The Chinese Communist Party (CCP) seeks to revise the inter-
national order to be more amenable to its own interests and
authoritarian governance system. It desires for other countries
not only to acquiesce to its prerogatives but also to acknowledge
what it perceives as China’s rightful place at the top of a new
hierarchical world order.

The CCP’s ambitions for global preeminence have been con-
sistent throughout its existence: every CCP leader since Mao
Zedong has proclaimed the Party would ultimately prove the
superiority of its Marxist-Leninist system over the rest of the
world. Under General Secretary of the CCP Xi Jinping, the Chi-
nese government has become more aggressive in pursuing its
interests and promoting its model internationally.

The CCP aims to establish an international system in which
Beijing can freely influence the behavior and access the mar-
kets of other countries while constraining the ability of others
to influence its behavior or access markets it controls. The “com-
munity of common human destiny,” the CCP’s proposed alter-
native global governance system, is explicitly based on histor-
ical Chinese traditions and presumes Beijing and the illiberal
norms and institutions it favors should be the primary forces
guiding globalization.

The CCP has attempted to use the novel coronavirus (COVID-19)
pandemic to promote itself as a responsible and benevolent
global leader and to prove that its model of governance is su-
perior to liberal democracy. Thus far, it appears Beijing has not
changed many minds, if any. Countries already skeptical of the
CCP’s intentions argue it failed to contain the virus where it
originated and withheld information until it was too late to
avoid a global pandemic. Countries already predisposed to view
Beijing favorably have praised its pandemic response.

The Chinese government’s Belt and Road Initiative (BRI) is
both a blueprint and a testbed for establishing a Sinocentric
world order. The initiative has no membership protocols or for-
mal rules but is based on informal agreements and a network of
bilateral deals with China as the hub and other countries as the
spokes. This framework lets Beijing act arbitrarily and dictate
terms as the stronger party.

The CCP seeks to coopt established international governance
institutions by increasing its leadership and functionary po-
sitions within these institutions and rewriting the norms by

(80)
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which they operate to align with China’s model of international
relations. Within these institutions, the Party builds coalitions
that support China in the UN and portray its political priorities
as supported by international consensus.

e In some cases, Beijing bypasses the existing system by creating
alternative international institutions it can influence from the
start. Where possible, it excludes the United States and Europe-
an powers from these institutions, and in some cases the United
States chooses not to participate.

e The Chinese government views technical standards as a pol-
icy tool to advance its economic and geopolitical interests. It
has systematically tried to expand its influence in international
standards-setting organizations by installing Chinese nationals
in key leadership and functionary positions and pushing stan-
dards backed by its industrial policies.

Recommendations
The Commission recommends:

e Congress hold hearings to consider the creation of an interagen-
cy executive Committee on Technical Standards that would be
responsible for coordinating U.S. government policy and priori-
ties on international standards. This Committee would consist of
high-level political appointees from executive departments with
equities relating to international technical standards, including
the Department of Commerce, the Department of State, the De-
partment of Defense, the Department of Energy, the Office of
Science and Technology Policy, and other agencies or govern-
ment stakeholders with relevant jurisdiction. The Committee’s
mandate would be to ensure common purpose and coordination
within the executive branch on international standards. Specif-
ically, the Committee would:

o Identify the technical standards with the greatest potential
impact on American national security and economic compet-
itiveness;

o Coordinate government efforts relating to those standards;

o Act as a liaison between government, academia, and the pri-
vate sector to coordinate and enhance joint efforts in relation
to standards;

o Manage outreach to counterpart agencies among U.S. allies
and partners;

o Set funding priorities and recommendations to Congress; and

o Produce annual reports to Congress on the status of technical
standards issues and their impact on U.S. national security
and economic competitiveness.

Introduction

Beijing seeks to use its growing power to change the international
order, ultimately legitimizing its repressive governance system; ex-
panding its economic, security, and political interests; and restoring
China to what it views as its rightful place at the center of the
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world. Beijing’s authoritarian, single-party governance model com-
bines an unorthodox version of Marxism-Leninism, elements from
China’s philosophical traditions, and a deep-seated national chau-
vinism. In the CCP’s ideal international order, this system would be
not just accepted but also universally acknowledged as a superior
alternative to democracy. These ambitions are longstanding among
Chinese leaders and will likely last beyond the current leadership
of General Secretary Xi. For these reasons, the CCP sees itself as
engaged in a fundamentally ideological and antagonistic clash of
systems with democratic countries and the norms and values un-
dergirding the existing international system. As China’s power has
grown, the CCP has increasingly sought not only to stamp out the
influence of liberal or universal values within China but also to pro-
actively undermine these values and their spread worldwide.

China’s BRI* serves as a testbed and forms the relational and
economic blueprint for this ambition, weaponizing globalization to
create a commercial and political order centered around and depen-
dent on China. Rather than replace the entire existing architecture
of international governance organizations to institute this vision,
the CCP seeks to coopt elements of the UN-centric international
governance system to advocate for its interests and also establish
a range of China-led alternative institutions. In systematically ex-
panding its influence in technical standards-setting organizations,
Beijing is positioning itself to corner emerging markets and shape
the norms underpinning how these technologies are developed and
deployed. These efforts, which the CCP believes can succeed due to
China’s increased economic power, aim to establish an alternative
international system favoring its centralized authoritarian power
over the constraints of the current rules-based international order.
In this system, other countries will not only acquiesce to Beijing’s
prerogatives but also acknowledge what it perceives as China’s
rightful place at the top of a new hierarchical world order.

This section addresses the CCP’s political characteristics that mo-
tivate it to change the international system and its methods for
achieving this transformation; its preferred alternative internation-
al system and attempts to export aspects of its governance; its use of
technical standards to achieve its geopolitical goals; and the implica-
tions for the United States. It draws on the testimony prepared for
the Commission’s March 2020 hearing, “A ‘China Model? Beijing’s
Promotion of Alternative Global Norms and Standards,” the subse-
quent April roundtable of the same name, open source research and
analysis, and consultations with outside experts.

Reshaping the International Order

The CCP seeks to change the international system by bending
global governance institutions and norms to better conform to its
own interests and authoritarian governance system. As a Marx-
ist-Leninist party, the CCP views itself as an enlightened politi-

*BRI is an economic and foreign policy project designed to finance and build infrastructure
and connectivity around the world. Launched in 2013 with an initial focus on Eurasia and the
Indo-Pacific region, BRI has now expanded to include economic corridors or passages on all con-
tinents, as well as in the Arctic, outer space, healthcare, and the digital domain. For more back-
gTound on BRI, see “Belt and "Road Initiative,” in U.S.-China Economic and Security Review
Commission, 2018 Annual Report to Congress, November 2018, 259-303.
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cal vanguard uniquely equipped to render “scientific judgments”*
about China’s domestic governance system as well as the trend
of world history. It is for this reason the CCP believes it will
succeed in restoring China to its perceived historical greatness.!
Moreover, the CCP seeks global respect and recognition for its
model of “socialism with Chinese characteristics.” The CCP seeks
to revise the international system and the norms underpinning it
to view this model as not just acceptable but laudable and supe-
rior to liberal democracy. To this end, the CCP hopes to leverage
the support of developing countries to reproduce its normative
approach not in a sphere of contiguous geographic influence but
rather in countries around the world willing to respect and defer
to China’s primacy.2

The CCP believes the United States established the current inter-
national system to benefit its own material interests and that the
Party is now strong enough to create a system of its choice.? This
includes the freedom to break its own rules when it likes, such as
its longstanding official policy of “noninterference” in other coun-
tries’ internal affairs.f 4 Displacing the United States and the liberal
rules-based order it has led since World War 1II is therefore a prereq-
uisite for the CCP to achieve its goal. Contrary to the liberal order’s
basis in rule of law, the CCP rejects the authority of rules or norms
to constrain its behavior while also rejecting the idea that it should
change its governance system, which relies on censorship and politi-
cal repression, to comport with the democratic world’s expectations.?
As a corollary, Beijing signals to other countries with authoritar-
ian inclinations that they also need not meet these expectations.
In recent years, Beijing has become increasingly transparent in its
ambitions to export key elements of its own governance system,
such as technologically enabled surveillance and censorship and the
legitimacy of one-party rule by the CCP. The Chinese government
also seeks to popularize internationally the norm that power, not
rules-based accountability, is a legitimate basis for political author-
ity locally and globally, as per then Foreign Minister Yang Jiechi’s
2010 assertion that “China is a big country, and other countries are
small countries, and that is just a fact.”®

*The CCP believes it is uniquely capable of interpreting world developments in an objective
“scientific” manner and formulating its strategy to leverage them, first and foremost to promote
and protect its own power. During his address at the CCP’s 19th National Congress in October
2017, General Secretary Xi exhorted the Party to “undertake theoretical analysis and produce
pohcy guidance” on developing and reforming the CCP’s governance in response to and in antic-
ipation of changes occurring both within and without China. This process, according to the CCP,
is at the core of its supposed unique ability to capitalize on global events. Daniel Tobin, written
testimony for U.S.-China Economic and Security Review Commission, Hearing on A “China Mod-
el?” Beijing’s Promotion of Alternative Norms and Standards, March 13, 2020, 5, 21; Xi Jinping,
Secure a Decisive Victory in Building a Moderately Prosperous Society in All Respects and Strive
for the Great Success of Socialism with Chinese Characteristics for a New Era, October 18, 2017.

TDespite this official policy, Beijing has repeatedly attempted to coerce other governments
into awarding 5G and other telecommunications equipment contracts to Huawei, threatening
them with consequences to their bilateral and trade relations with China if they refuse. At the
same time, foreign companies consistently face market barriers selling into China. Laura Hughes
and Helen Warrell, “China Envoy Warns of ‘Consequences’ if Britain Rejects Huawei,” Financial
Times, July 6, 2020 Jamie Fullerton, “Chinese Ambassador ‘Threatens to Withdraw Trade Deal
with Faroe Islands’ in Huawei 5G Row,” Telegraph, December 11, 2019; U.S.-China Economic
and Security Review Commission, 2019 Annual Report to Congress, November 2019, 10, 43-44;
Xinhua, “Chinese FM Refutes U.S. Allegations, Stresses Adherence to Non-Interference Policy,”
September 27, 2018.
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Socialism with Chinese Characteristics: Domestic Model,
Global Implications

The CCP views its Marxist-Leninist political model as provid-
ing the basis for “scientifically” interpreting trends and pursuing
international relations and directing China’s efforts to increase its
comprehensive national power.*7 Beijing has labeled its governance
system “socialism with Chinese characteristics” and declared it the
best model for developing China’s strength due to the specific attri-
butes of the country, with the ultimate goal of proving to the world
that this methodical approach is superior to any other. This sup-
posedly scientific aspect is a core component of the CCP’s ideology,
according to General Secretary Xi, who argued in 2013 that social-
ism with Chinese characteristics “is socialism and not any other
kind of -ism; [the CCP] cannot discard the fundamental principle
of scientific socialism, or else it would no longer be socialism.”8 Ac-
cording to Daniel Tobin, member of the China studies faculty at the
National Intelligence University, there is no static “plan in a box”
to which the leadership refers as it reforms its policies; rather, the
CCP dynamically reassesses circumstances and calibrates its tactics
relative to its capabilities and its long-term goal to increase China’s
power.? In the CCP’s lexicon, “reform” refers not to liberalizing eco-
nomic policy, much less its political system, but rather to adapting
to changing circumstances and fine-tuning its governance—always
with the CCP firmly in control as the vanguard—in pursuit of “un-
ceasing improvement.”10

The CCP believes adhering to this path has rescued China from
the collapse of its power in the 19th and early 20th centuries, allow-
ing it to first “stand up” and then “grow rich” before finally “growing
strong.”11 According to General Secretary Xi, this course of events
has proven “the historical inevitability of the CCP’s leadership of
China.”12 Under this allegedly scientific framework, Mr. Tobin ar-
gues, the Party views dissent against its judgment by individuals
or groups not as legitimate expression but as sabotage of the state’s
unimpeachably correct nation-building effort.13 For example, in Sep-
tember 2020 General Secretary Xi rejected foreign criticism of the
CCP’s policies in Xinjiang, calling his government’s ongoing cam-
paign to indoctrinate and transform Uyghurs and other Muslims
into loyal cadres “totally correct.”14 Every CCP leader since Mao
Zedong has proclaimed the Party would ultimately prove the supe-

*Huang Shuofeng, a researcher at the PLA Academy of Military Science who later held the
rank of senior colonel, developed the concept of “comprehensive national power” that CCP lead-
ership adopted in the early 1990s. Although the idea of an aggregate measurement for national
strength had already been explored by multiple thinkers outside of China, Huang considered his
formulation a new and distinct contribution to the field. Comprehensive national power is an
aggregate measure of a country’s material strength, latent potential, and international influence,
illustrating that country’s ability to survive, develop, and coordinate its internal and external
relations. According to Huang, a measurement of comprehensive national power is constructed
through the holistic assessment of a country’s geographic, political, economic, technological, mil-
itary, diplomatic, cultural, and other characteristics. In February 1990, People’s Daily covered
an interview with Huang detailing the concept and its significance. This coverage in the Party’s
official paper, combined with Deng Xiaoping’s featuring of the term during his famed “South-
ern Tour” in 1992, likely indicated the CCP’s official adoption of the concept. See Ming Zhang,
“China’s Military Great Leap Forward?” Georgetown Journal of International Affairs 2:1 (2001):
97-104, 100. Deng Xiaoping, “Deng Xiaoping’s Remarks on the Southern Tour (X§/NF-igiKii%),”
January 18-February 21, 1992. Translation; Lu Mu, “Year of the Horse New Spring Conversa-
tion on National Power—Interviewing Chinese Comprehensive National Power Research Worker
Huang Shuofeng (S 4EHi %51 [E 1—— Vi3 E L5 & [E A0 58 TAE# 5X),” People’s Daily, February
26, 1990. Translation.
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riority of its system over capitalism, according to Mr. Tobin’s testi-
mony to the Commission, which requires the Party to wage a battle
for moral legitimacy on the international stage.1®

Under General Secretary Xi, the CCP has more explicitly tran-
sitioned its narrative to building China into a great power in the
eyes of other countries, requiring the Party to actively shape the
international order. Anthony Saich, Director of the Ash Center for
Democratic Governance and Innovation at Harvard University, tes-
tified to the Commission in September 2020 that at the 2018 Cen-
tral Conference on Work Relating to Foreign Affairs the CCP as-
sessed that global conditions had become more receptive to China’s
rise and to the decline of democratic countries, strengthening its
resolve to pursue its core interests on the international stage even
more assertively.16 As General Secretary Xi pointed out in 2018, the
CCP’s victory in the Chinese civil war was merely the prologue of
a longer story. To reach the climax of this drama, he argued, China
must “not only be good at breaking an old world, but become good
at building a new world.”17

A New Middle Kingdom on the World Stage

Reclaiming what Chinese leaders view as China’s rightful place,
the “Middle Kingdom”* at the center of world affairs, would ful-
fill the CCP’s promise to the Chinese people to restore their past
glory—a key pillar of the Party’s legitimacy.1® Beijing’s ambition
places China at the top of the international order, able to freely
exploit the markets, resources, and networks of others. At the
same time, Beijing seeks to constrain the ability of others to in-
fluence its behavior or access what it controls. Andrew Scobell,
Senior Political Scientist at the RAND Corporation, testified to
the Commission in September 2020 that CCP elites believe Bei-
jing must “ruthlessly [battle] to monopolize international mar-
kets” in order to win a zero-sum competition with other countries
and foreign corporations to acquire control over a fixed amount
of natural resources.1® The Chinese government’s conduct in in-
ternational commerce already reflects this inclination: the CCP
seeks to maintain access to the international markets, technology,
and intellectual property (IP) on which China’s growth still de-
pends while limiting other countries’ access to its own market.20

Simultaneously, Beijing’s reaction to international criticism of its
behavior increasingly expands on its refusal to tolerate criticism do-
mestically, and it uses economic coercion to force others to defer to
its preferences. For example, after then Houston Rockets general
manager Daryl Morey tweeted in support of Hong Kong prodemoc-
racy activists in October 2019, the Chinese government severely re-
stricted the National Basketball Association’s business in China, de-
manded the team “correct [Mr. Morey’s] error,” and reportedly even
demanded that the league fire him.2! Chinese state television did
not resume broadcasting the league’s games until October 2020 (for

*#“Middle kingdom” is the literal translation of the Chinese word for “China.” The Qing Dynasty
first used this phrase to refer to China in an official legal document in 1689, and the Republic
of China adopted it as its short-form name in 1912, followed by the People’s Republic of China
in 1949. The most widely accepted interpretation of this phrase is that China sees itself as the
center of global culture and civilization that others seek to emulate. Wee Kek Koon, “How China
Got Its Name, and What Chinese Call the Country,” South China Morning Post, October 5, 2016.
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more on Beijing’s crackdown on Hong Kong protesters and imposi-
tion of a new security law for the territory, see Chapter 5, “Hong
Kong”).22

Contrary to the post-World War II international system, the CCP
desires a new framework that requires other countries to defer to its
own economic, security, and political interests, creating a dynamic
in which China’s power and interests take precedence over rules.
This system would not be value driven in the sense that the liber-
al rules-based order privileges individual human rights; rather, it
would prioritize collective growth and countries’ right to make de-
cisions based on their alleged “particular” circumstances as long as
they do not impact Beijing’s interests.23 Also key to the CCP’s model
is the goal of legitimizing the use of coercion to interfere in other
countries’ politics and to engineer consent for its policies, contrary
to accepted practice and its own claims of noninterference.24 Na-
dege Rolland, an expert at the National Bureau of Asian Research,
testified to the Commission that the CCP seeks “anti-ideological”
changes that simply erode the normative influence of the current
system.2> The result will create space for the CCP’s belief in “might
makes right” to gain ground over rules-based norms, effectively cre-
ating a new norm.

General Secretary Xi has advocated for a new global governance
concept that would institutionalize China’s preeminence. He has
echoed Mao Zedong’s call for China to “stand tall in the forest of
nations,” and according to Mr. Tobin he desires “nothing less than
preeminent status within the global order.”26 At the CCP’s 19th Na-
tional Congress in October 2017, General Secretary Xi vowed nation-
al rejuvenation would see China become “a global leader in terms of
comprehensive national power and international influence.”27 Since
General Secretary Xi took power, the CCP has increasingly promot-
ed the “community of common human destiny,”* a concept for a new
international community influenced by historical Chinese traditions
and underpinned by an organizing vision that offers to unite the
whole world, despite its differences, under the CCP’s harmonizing
influence.

It is through the “community of common human destiny” that the
CCP will finally secure what General Secretary Xi has called “the
ultimate demise of capitalism and the ultimate victory of socialism,”
and he has ordered CCP cadres to be faithful and to be prepared
to make sacrifices to achieve this goal.28 Ms. Rolland testified to
the Commission that the “community of common human destiny”
signifies General Secretary Xi’s rejection of the idea that liberal de-
mocracy is the pinnacle of human society.2? It also makes the case
that other countries should join it in rejecting the liberal democra-
cy-dominated international order because this China-centric gover-
nance system presents an equally if not more viable option and will
not expect them to liberalize or protect human rights.3°

Mr. Tobin testified to the Commission that the only difference be-
tween the ambitions of Hu Jintao, the previous CCP general sec-
retary, and Xi Jinping is their assessment of China’s strength and

*This phrase is Varlously translated by Chinese and forelgn sources as “community of common
human destiny” or commumty of shared future for mankind.” See the textbox below for more on
this concept. Nadege Rolland, “China’s Vision for a New World Order,” National Bureau of Asian
Research, January 2020, 36—37.



87

capabilities, presaging the current view that the CCP should use
its economic strength to increase its international influence.?! Then
General Secretary Hu, who advocated for a “harmonious world” that
resembled a less assertive proposal for the “community of common
human destiny,” called for Chinese officials to use economic inter-
dependence to increase China’s international clout. He argued in a
2004 speech to Chinese diplomats that the CCP must exploit the
interconnected nature of political and economic diplomacy to protect
China’s political and economic security simultaneously, using their
mutually reinforcing relationship to “improve China’s international
status and influence.”32

The “Community of Common Human Destiny”:
China-Centric Global Governance

Beijing’s ideological framework for its global leadership ambi-
tions is loosely drawn from what both CCP officials and Chinese
academics view as China’s rich philosophical and historical tradi-
tions combined with elements of the CCP’s Marxist-Leninist sys-
tem. Regardless of specific terminology, the highest levels of CCP
leadership explicitly endorse basing modern Chinese governance
on its ancient heritage.32 The “community of common human des-
tiny,” a term then General Secretary Hu used as early as 2012
but which General Secretary Xi has refined and increasingly tied
to Beijing’s global leadership ambitions, evokes the concept of #i-
anxia, or “everything under heaven.”34 Tianxia is a term to de-
scribe the historical view * of a hierarchical international system
characterized not by rules and borders but by China’s central role
and the moral authority of the leaders in Beijing over other pow-
er centers, which complements the CCP’s Marxist-Leninist view
of itself as the elite vanguard.3®

As a proposed global governance concept, the “community of
common human destiny” is based on the assumption that China’s
development and the world’s development are interdependent
and that the Party should be the primary force guiding this sym-
biosis.36 A 2018 state-backed study of CCP strategy published by
Fudan University describes the “community of common human
destiny” as “the contemporary Chinese Marxist cultural form
of China moving toward and leading the world” and as China’s
post-19th National Party Congress “global cultural strategy.”37
According to the State Council Information Office, the “commu-
nity of common human destiny” is “at the core” of BRI, General
Secretary Xi’s signature foreign policy initiative to finance and
build infrastructure around the world, indicating it is bound to
Beijing’s growing international ambition.38

*The term is literally Chinese for “everything under heaven,” in reference to the emperor hold-
ing the mandate of heaven, and everything else falling under his authority. The concept of tianxia
was first proposed during the Zhou dynasty (roughly 1046-221 BCE), and its Confucian emphasis
on hierarchy remained a “powerful influence” on China’s view of itself throughout China’s dy-
nastic history, according to Australian scholar Richard Rigby. It still holds currency in political
thought through China’s later Republican and current Communist eras and is deeply connected
to the idea of the “Middle Kingdom.” Richard Rigby, “Tianxia KX F,” China Story, 2013.
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The Party Seeks Greater “Discourse Power” to Set the International
Agenda

The CCP seeks to use its increased material power to augment
what it calls its “discourse power,” or the ability to actively shape
the discourse of others so that international narratives both praise
the CCP and refrain from threatening it, just as domestic Chinese
narratives do.32 According to a May 2018 People’s Daily article, the
main advantage the CCP has in strengthening its discourse power
is its economic prowess and “orderly model of development,” which
China can hold up as an example to other countries.4® Crucially,
Beijing is not advocating simply for its perspective to be more in-
fluential, but rather for it to be effectively the only perspective that
matters, as is the case within China. The CCP’s discourse power
depends on its ability to make international narratives converge
with its own, drowning out or silencing dissenting narratives.4! For
example, Chinese officials frequently urge other countries to refrain
from criticizing China and to adopt the “correct” or “proper” view of
China and their relationship with it.42

Beijing’s proposal of its model as an alternative for developing
countries is distinct from the old Maoist strategy of fomenting glob-
al revolution, but it is nevertheless a form of export.* In his testi-
mony to the Commission, David Shullman, senior advisor at the
International Republican Institute, suggested it may be more use-
ful to describe the CCP’s activities as “popularizing” authoritarian
governance, lending support to governments that are suspicious of
universal values or accountability.43 The CCP’s strategy purports
to build consensus for the changes it seeks by offering aspects of
authoritarian-enabling governance to foreign governments and pro-
viding technological and political support for those that adopt these
methods.4* For example, to market aspects of the CCP’s governance
in Africa, the International Department of the CCP, which cultivates
relationships with foreign political parties as part of Beijing’s drive
to bring global governance more in line with its own vision,f has
established academies in both China and Africa.4> These academies
train African cadres in issues including public opinion management,
targeted poverty alleviation, and how CCP committees operate.46
The International Department’s efforts demonstrate a desire to in-
culcate CCP narratives, suppress criticism of the CCP, and teach
participants to emulate the CCP’s governance goals and structure

*Under Mao, beginning in the 1940s the CCP supported guerilla warfare against colonial pow-
ers and extolled the virtues of its Communist system, but the CCP’s current export of its model
is of a different type entirely. Julia Lovell, “Mao’s Global Legacy of Revolution and Bloodshed,”
Wall Street Journal, October 4, 2019.

TThe International Department has targeted members of U.S. political parties as well. For
example, then Deputy Minister of the International Department Liu Jieyi and other Chinese
officials participated in the Fourth High-Level Meeting between Chinese and American Polit-
ical Parties in 2011, which both Republican and Democratic officials attended. In December
2017, the Republican National Committee treasurer gave a speech at the International De-
partment’s High-Level World Political Parties praising the CCP’s proposal for a “community of
common human destiny,” according to Xinhua. Xinhua, “Xi Jinping Attends the Opening Cer-
emony of the High-level Dialogue between the Chinese Communist Party and World Political
Parties and Deliver the Keynote Speech” (=] FH i Hb B 3577 48 5 {1 B3 v 251G 2 P e a0f &
# LB IE), December 1, 2017. Translation. http://www.xinhuanet.com/politics/leaders/2017-
12/01/c_1122045499.htm; Embassy of the People’s Republic of China in the United States of
America, “The Fourth High-Level Dialogue between Chinese and American Political Parties Held
in Washington” (58 VY Jai 32 B3 )26 1 7E AR B 1145 17), December 12, 2011. Translation. http://
www.china-embassy.org/chn/gdxw/t885906.htm.


http://www.xinhuanet.com/politics/leaders/2017-12/01/c_1122045499.htm
http://www.xinhuanet.com/politics/leaders/2017-12/01/c_1122045499.htm
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(for more on the International Department’s engagement with Afri-
can governments, see Chapter 1, Section 3, “China’s Strategic Aims
in Africa”).*47

The International Department has relationships with over 600
political parties in more than 160 countries, and since 2013 it has
sent high-level briefing teams to countries all around the world to
explain CCP policies and the advantages of Beijing’s approach to
governance.*® In July 2019, the department hosted a symposium in
Baku for over 120 Azerbaijani politicians, think tank staff, and me-
dia representatives to extoll the virtues of Xi Jinping Thought, and
in November 2019 for the same reason it hosted a forum in Nan-
chang with at least 300 attendees representing more than 50 foreign
political parties from over 60 countries.® Yun Sun, an expert at the
Stimson Center, testified to the Commission that even if this train-
ing does not always persuade other governments to adopt elements
of the China model, it is clear Beijing is intent on pursuing strate-
gic ideological goals in marketing its model.?0 In other words, the
Party is “marketing and selling [its model] to consumers abroad,” as
senior fellow and director for Asia studies at the Council on Foreign
Relations Elizabeth Economy testified to the Commission, but it is
also determined to force consent for its priorities where necessary.51

Beijing Offers “Chinese Wisdom” to the World

The CCP’s narrative of China’s national rejuvenation promises to
increase its material power and strengthen its moral leadership. At
the 19th Party Congress in 2017, General Secretary Xi proclaimed
the CCP offered “Chinese wisdom” to other countries, “a new option
for other countries and nations who want to speed up their devel-
opment while preserving their independence.”®2 Crucially, in this
context, national rejuvenation would not merely achieve geopolitical
objectives of attaining power but also redress grievances from what
Chinese leaders call the “century of humiliation,”f which Beijing
believes robbed it of its rightful global leadership.?3 According to
Australian National University scholars Michael Clarke, Jennifer
S. Hunt, and Matthew Sussex, General Secretary Xi’s emphasis on
the moral narrative of China’s national rejuvenation most gravely
threatens the international order due to its assertion that Chinese
civilization offers a superior development model to the rest of the
world.?* Raising just this question of the CCP’s intent to shift the
paradigm of morality in the international system, in 2019 Chinese
State Councilor Yang Jiechi argued China must “transform” existing

*For more on the CCP’s political training in Africa, see U.S.-China Economic and Security
Review Commission, Hearing on China’s Strategic Aims in Africa, May 8, 2020; and Will Green,
Leyton Nelson, and Brittney Washington, “China’s Engagement with Africa: Foundations for an
Alternative Governance Regime,” U.S.-China Economic and Security Review Commission, May
1, 2020.

FChinese leaders describe the period between the Qing Dynasty’s (1636-1911) defeat at the
hands of the British during the first Opium War (1839- 1842) and the founding of the People’s
Republic of China in 1949 as China’s “century of humiliation.” They attribute China’s humiliation
specifically to a series of military defeats by European powers, Russia, and Japan. The phrase
disregards a number of domestic governance challenges that contributed to the erosion of the
Qing Dynasty, including a series of uprisings during the late 19th century, as well as fractious
infighting between regional elites and warlords that prevented unification of Republican China in
the first part of the 20th century. Alison Kaufman, “The ‘Century of Humiliation, Then and Now:
Chinese Perceptions of the International Order,” Pacific Focus 25:1 (April 2010): 1-33, 1-2; Jona-
than Spence, The Search for Modern China, 2nd Ed.,W. W. Norton and Company, 1999, 141-143,
152-191, 267-270.
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global governance concepts and “seize the commanding heights of
international morality and justice.”55

Beijing Leverages COVID-19 Crisis to Promote Its Model

Beijing has tried to use the COVID-19 pandemic to promote itself
as a responsible and benevolent global leader and to prove that its
model of governance is superior to liberal democracy.?6 According
to Josep Borrell, the European Union’s (EU)s chief diplomat, Bei-
jing has stoked “a battle of narratives,” hypocritically arguing its
system is better positioned to mobilize in response to such a crisis
even though the Chinese government failed to contain the virus in
the first place.57 For example, in March the official CCP propagan-
da organ People’s Daily claimed the Party’s epidemic response had
proven it is “by far the political party with the strongest governance
capability in human history.”>® Beijing has also falsely portrayed
its sales of often substandard medical equipment as humanitarian
aid while reportedly requiring recipient countries such as Poland
and Germany to praise the superiority of China’s epidemic response
model.5? Overall, Beijing has sought to capitalize on the chaos in
other countries to further secure supply chains, attract overseas
investment, and entrench market dominance, opportunistically ex-
ploiting a global crisis it triggered to benefit its own ambitions.60

Beijing has seized the opportunity to tout the virtues of its Chi-
na-centric vision of international order and claimed its success shows
the wisdom of its governance model. In its international pandemic
response, Beijing has emphasized its so-called “Health Silk Road,” a
rhetorical component of BRI focused on health cooperation.6! State
Councilor and Foreign Minister Wang Yi argued in April that the
Chinese government’s international and domestic pandemic re-
sponse had “won high recognition from the international commu-
nity” due to its speed, scope, efficacy, and ability to build interna-
tional consensus.®2 Most importantly, according to State Councilor
and Foreign Minister Wang, Beijing’s success in coordinating the
international pandemic response was “a telling testament to China’s
role as a responsible major country and its commitment to building
[a ‘community of common human destiny’].”63

The CCP’s disinformation and attempts to market its expertise
surrounding the global pandemic have changed some perceptions
of the Chinese government for the worse and hardened preexisting
negative perceptions in others. For example, after downplaying con-
cerns about the Chinese government’s intentions for months, British
Prime Minister Boris Johnson reportedly decided in May 2020 to
eliminate Huawei’s role in the UK’s 5G buildout in part as a result
of the Chinese government’s handling of the outbreak.6* Beijing’s
portrayal of itself as a responsible leader tackling a global crisis was
marred by its adoption of aggressive new “Russian-style” political
warfare based on disinformation, or what is known as active mea-
sures, to deflect scrutiny from the SARS-CoV-2 novel coronavirus’s *
origins.®5 The CCP’s self-congratulatory propaganda and aggressive
spreading of offensive conspiracies and attacks on foreign counter-

*The official name of the novel coronavirus responsible for the pandemic is “severe acute respi-
ratory syndrome coronavirus 2,” which is abbreviated SARS-CoV-2. COVID-19 is the name of the
disease caused by the SARS- CoV-2 virus. World Health Organization, “Naming the Coronavirus
Disease (COVID-19) and the Virus That Causes It,” 2020.
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parts by China’s so-called “wolf warrior” diplomats have hardened
negative views and resentment of Beijing in many countries (for
more on China’s “wolf warrior” diplomacy, see Chapter 3, Section 1,
“Year in Review: Security, Politics, and Foreign Affairs”).66

In Europe, a major target of China’s pandemic propaganda, the ac-
ceptance of the European Commission’s official view that China is a
“systemic rival” has become more widespread as a result of China’s ac-
tions during the pandemic.67 According to the German Marshall Fund’s
Alliance for Securing Democracy, rather than sending aid where it was
needed most in Europe, Chinese pandemic assistance prioritized shap-
ing recipients’ perception of Beijing.68 Lucrezia Poggetti at the Merca-
tor Institute for China Studies (MERICS) pointed out that Italian For-
eign Minister Luigi di Maio, who had orchestrated Italy’s accession to
BRI and was arguably predisposed to favor China, highlighted arrivals
of aid from China but not from the United States, disproportionately
giving the impression that only China had sent aid, helping to further
this agenda of perception shaping.*69 The New York Times reported
that many Italians dismissed China’s gestures as hollow, however, giv-
en that it was selling rather than donating masks, respirators, and
other medical equipment to Italy.70 Italians also expressed anger that
Beijing prioritized Chinese citizens in Italy.7! Beijing’s aggressive at-
tempts to control the pandemic narrative prompted the EU to criticize
the CCP’s disinformation as “targeted influence operations” that ag-
gravated Europeans in national governments, media, and the public.72
For example, in April French President Emmanuel Macron, previously
ambivalent but not hostile toward China, doubted China had actually
been more successful in its response than Western countries. He also
described General Secretary Xi as “hegemonic” and as trying to rebuild
an empire.”3 Europe is still intent on pursuing economic opportunities
in China, but it is increasingly wary of the danger China’s state capi-
talist economy poses to European prosperity and security.”4

Coopting Multilateral Institutions to Build a Sinocentric
World Order

The CCP aims to change the international system without dis-
mantling the current architecture of international governance in-
stitutions. Rather, it intends to rewrite the norms by which existing
institutions operate to align with China’s model of international re-
lations. As Dr. Economy testified to the Commission, “If the norms
subvert the institutions, you begin to develop a different system.”7?5
At the same time, Beijing seeks to circumvent organizations like
the UN by establishing what Sun Jinsheng, vice president of Chi-
na Foreign Affairs University, describes as institutions Beijing can
influence from their outset.{ 76 While Beijing’s foreign policy under

*By June 2020, the U.S. Agency for International Development had provided Italy approxi-
mately $50 million of health, humanitarian, and economic assistance. According to the State De-
partment, by that time the United States had provided more than $12 billion in global assistance
that will benefit the international pandemic response, including $1.2 billion in foreign assistance
from the State Department and the U.S. Agency for International Development. U.S. State De-
partment, UPDATE: The United States Continues to Lead the Global Response to COVID-19, June
18, 2020; U.S. Department of State, U.S. Assistance to Italy, April 11, 2020.

TProfessor Sun lists the Silk Road Forum, the China-Central and Eastern European States
Summit (called the “16+1” and later “17+1”), and the China-Latin America Forum, among other
examples, as institutions initiated by Beijing that will follow its agenda. Sun Jishen'g, “Shaping
and Promoting China’s International Discourse Power Path” (+ K/f VB YR SR TR 1R),
Chinese Academy of Social Sciences Institute of World Economics and Politics, April 10, 2019.
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General Secretary Xi has been more assertive, exercising interna-
tional influence through control of multilateral organizations has
been a pillar of Chinese leaders’ diplomacy since the 1990s.*

Subverting the International Order from Within

The CCP’s goal of transforming international governance places
particular importance on bringing the UN system more in line with
its preferences. According to the Chinese State Council’s 2019 for-
eign policy white paper, the UN is “at the core of the global gover-
nance system.”?7 In other words, according to Melanie Hart, a China
expert at the Center for American Progress, China’s call to trans-
form global governance is really a call to change the UN system
to bring it more in line with Beijing’s principles.”® For this reason,
the 2018 U.S. National Defense Strategy concludes China is intent
on “undermining the international order from within the system by
exploiting its benefits while... undercutting its principles.”??

Beijing has sought to bring international law and the UN’s defi-
nition of human rights more in line with its own interests by de-
creasing emphasis on individual rights. China is the second-largest
donor to the UN after the United States: it provides 12 percent of
the UN’s total budget, up from 1 percent 20 years ago.80 The CCP
seeks to use this as leverage to reduce funding for human rights-re-
lated functions such as human rights officers in peacekeeping mis-
sions.8! Chinese diplomats successfully ensured the passage of re-
lated resolutions in the UN Human Rights Council, including one in
2017 calling for balancing human rights with economic development
needs and another in 2018 acknowledging that human rights stan-
dards may vary based on countries’ “national and regional particu-
larities.”82

Beijing has also sought to use UN legal instruments for its own
gain, contrary to their intended purpose. For example, according to
international law expert Jonathan G. Odom, instead of using the
UN Convention on the Law of the Sea to prevent foreign commercial
activity in waters near China’s coast, Beijing uses its interpretation
of the treaty to prevent foreign military vessels from operating in
waters near its coast at all.83 Thus, according to Commander Odom,
Beijing seeks both to exploit the instrumental aspects of interna-
tional law and to normalize weaponizing it for ends it was never
meant to achieve.84 China’s successful retention in August 2020 of

Translation. Qtd. in Nadege Rolland, “China’s Vision for a New World Order,” National Bureau of
Asian Research, January 2020, 45.

*General Secretary Jiang Zemin viewed multilateral institutions as a mechanism for China
to pursue interests it could not achieve bilaterally. In 2004, then General Secretary Hu Jintao
declared “multilateral platforms are the stage” for China’s foreign policy objectives, a dictum
General Secretary Xi has incorporated into his Belt and Road vision of “great power diplomacy
with Chinese characteristics” and recast as the basis for China-led fora and BRI. Daniel To-
bin, oral testimony for U.S.-China Economic and Security Review Commission, Roundtable on a
“China Model?”: Beijing’s Promotion of Alternative Norms and Institutions, April 27, 2020, 217;
Su Ge, “General Secretary Xi Jiné)ing’s Diplomatic Thought Leads Great Power Diplomacy with
Chinese Characteristics” (211 510 b3 AR ﬁéf'éﬁﬁl\ﬁf), People’s Tribune, Septem-
ber 24, 2017. Translation. http://www.ciis.org.cn/chinese/2017-09/28/content_40031024.htm; Li
Hong et al., “Global Coverage Review of Taking Comrade Xi Jinping as General Secretary of the
Party Central Committee to Realize Great Power Diplomacy with Chinese Characteristics” (L
SV (8] & A S A 1 B SR s I e (R € K[ 4128 42 B 75 18 PF), People’s Daily, January 26, 2016.
Translation. http://cpc.people.com.cn/n1/2016/0126/c64094-28083872.html; Zhang Jian%, “Chi-
na Moves toward Grand Diplomacy (Current Trends in Focus)” (#1 [ [f]“kahae” (I HEHE) ),
People’s Daily, February 8, 2011. Translation. http://paper.people.com.cn/rmrbhwb/html/2011-
02/08/content_740513.htm.


http://www.ciis.org.cn/chinese/2017-09/28/content_40031024.htm
http://cpc.people.com.cn/n1/2016/0126/c64094-28083872.html
http://paper.people.com.cn/rmrbhwb/html/2011-02/08/content_740513.htm
http://paper.people.com.cn/rmrbhwb/html/2011-02/08/content_740513.htm
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a judge’s seat on the International Tribunal on the Law of the Sea,
the international body responsible for adjudicating disputes related
to the Convention, will help it to continue advocating for these in-
terpretations of international law.85

In addition to revising UN norms, Beijing exploits its influence
over UN organizations to promote specific Chinese foreign policy
objectives, contrary to both the spirit and the letter of how the UN
was intended to operate. Officials from China currently hold direc-
tor-generalships of four out of 15 UN specialized agencies, more
than those from any other country (see Table 1).86 Chinese nation-
als in UN leadership positions violate UN standards of conduct
and leverage the institutions they lead to promote China’s political
objectives, such as policies concerning Taiwan, industrial develop-
ment, and technological standards.8” Chinese nationals also hold
numerous other influential senior posts.®8 According Dr. Hart, “Bei-
jing leverages those individuals to coopt the institution and push
narrow Chinese political objectives.”8° This behavior directly contra-
dicts UN professional guidelines. According to the UN’s Standards
of Conduct for the International Civil Service, international civil
servants should prioritize their organizations’ interests over their
own countries’ interests, be loyal to the whole UN system rather
than just to the organizations in which they serve, and remain in-
dependent of any outside authority.?° According to these rules, “It
cannot be too strongly stressed that international civil servants are
not... representatives of Governments or other entities, nor are they
proponents of their policies.”91

Table 1: UN Special Agency Leadership

Leadership | Expected End of
Organization Nationality Current Term
Food and Agriculture Organization Chinese Jun. 2023
International Civil Aviation Organization | Chinese Oct. 2022
In(t)e}:)r;ggrtlignal Fund for Agricultural Devel- Togolese Feb. 2021
International Labour Organization British Nov. 2021
International Maritime Organization South Korean | Nov. 2022
International Monetary Fund Bulgarian Nov. 2022
International Telecommunications Union | Chinese Nov. 2022
Unjied Natione Edweational Sientific and | ona, | 0ct. 2021
Ur(n)i:;‘;gnl;l;;i(i);ﬁ Industrial Development Chinese Nov. 2021
Universal Postal Union Kenyan Dec. 2020
World Bank Group U.S. Apr. 2024
World Health Organization Ethiopian May 2022
World Intellectual Property Organization Singaporean | May 2026
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Table 1: UN Special Agency Leadership—Continued

Leadership | Expected End of
Organization Nationality Current Term
World Meteorological Organization Finnish Dec. 2023
World Tourism Organization Georgian Dec. 2021

Source: Various.?2

UN Agencies Bow to the CCP on Taiwan: The World
Health Organization and International Civil Aviation
Organization

In early 2020, with the COVID-19 pandemic spreading around
the world, Beijing exerted pressure on the World Health Organi-
zation (WHO) to suppress information about the outbreak within
China’s borders and ensure Taiwan remained marginalized from
international coordination, despite directly increasing the risk
to global health as a result.?3 The CCP has an ally in current
WHO Director-General Tedros Adhanom Ghebreyesus, who has
praised China’s growing trade with Africa and reiterated support
for Beijing’s “One China” principle since his election.®4 Since the
emergence of the novel coronavirus in late 2019, as a result of
the CCP’s pressure the WHO consistently ignored Taiwan’s re-
quests for information about the virus and refused to facilitate
Taipei’s attempts to share its own findings with the international
community.?5

Despite being isolated from international coordination, Taiwan
rapidly implemented a government response and by the end of
January had developed a four-hour test, isolated two separate
strains of the virus, and effectively delayed and contained com-
munity transmission.?¢ Even while Chinese officials intentional-
ly concealed the extent of China’s domestic outbreak, Dr. Tedros
praised the Chinese government’s transparency and the effective-
ness of its response while ignoring Taiwan’s efforts.97

Beijing’s attack on Taiwan continued at the International Civil
Aviation Organization (ICAO). In the early spring of 2020, the
official Twitter account of the ICAO began blocking users who
mentioned Taiwan, including congressional staff, journalists, and
other analysts, demonstrating deference to Beijing’s efforts to iso-
late Taiwan.?8 Fang Liu, a Chinese government official, has led
the ICAO since 2015. Under her leadership, the ICAO’s marginal-
ization of Taipei increased.?® The ICAO misrepresented Taiwan’s
past engagement with the organization in its official statements
in response to this censorship campaign and demanded some so-
cial media users effectively perform “self-criticisms” in order to be
unblocked.19% Representatives from the U.S. Congress and State
Department officials expressed concern that this apparent policy
violated UN and ICAO principles and demonstrated the effective-
ness of Beijing’s efforts to coerce international organizations into
obeying its demands.191 As of September 2020, according to an
informal survey of affected Twitter users, more than two dozen
still appeared to be blocked by the ICAQ.102
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Promoting a Sinocentric Order through Alternative Institutions

Beyond molding the existing framework of international organiza-
tions to better suit its interests, Beijing seeks to exercise influence
through China-led alternative organizations and initiatives. First
among these is BRI, which Professor Heng Wang of the Universi-
ty of New South Wales law faculty terms “quasi-multilateral.”103
Rather than a multistakeholder forum that parallels other interna-
tional organizations, BRI is a unifying schema for China’s strategy
to shape global bilateral and multilateral development activities.104
In providing a framework for centering global trade flows and polit-
ical and cultural exchange around China, BRI is increasingly both
a testbed and a blueprint for the “community of common human
destiny.”105

Complementing BRI, and in many cases predating it, Beijing has
also launched numerous regional organizations that allow China to
position itself as a leader unconstrained by the United States and
other developed democracies.19¢ For example, the triennial Forum
on China-Africa Cooperation (FOCAC), first held in 2000, provides
Beijing a single venue to engage with its African partners on eco-
nomic, cultural, and military issues, without mediation by or compe-
tition from other countries.197 It has attempted to create similar dy-
namics through other fora, such as the China-Community of Latin
American and Caribbean States (CELAC), discussed below. Through
both BRI and China’s regional organizations, Beijing is able to cir-
cumvent established multilateral institutions and promote its alter-
native vision of global governance norms. Beijing’s strategy focuses
on framing its alternative institutions as complementary to rather
than in competition with existing organizations while increasingly
displacing their functions.

BRI: A Hub-and-Spokes Global Governance System

BRI provides a unifying framework for Beijing’s bilateral and mul-
tilateral activities, allowing China to export elements of its domestic
governance model and weaken existing international organizations
while creating an integrated economic and geopolitical order under
China’s leadership.* The ultimate aspiration for BRI is a realization
of the Sinocentric model of international relations envisioned in the
CCP’s “community of common human destiny.”198 To achieve this,
BRI’s remit has expanded beyond financial and economic integra-
tion to encompass new diplomatic strategies, military cooperation,
and cultural exchanges aiming to extend Beijing’s ideological influ-
ence and ability to shape perceptions of China internationally.109
Rather than developing a set of institutions and rules to support
BRI, Beijing has designed the initiative to allow maximum flexibili-
ty so it can dictate terms on an ad hoc basis and choose to conform
to international agreements when it suits its interests but ignore
them in other cases.110

*This section focuses on Beijing’s geopolitical motivations in establishing and promoting BRI
and BRI’s place within China’s envisioned model of the international system. A core objective in
its launch was also sustaining China’s pace of economic development through building future
export markets and driving growth in China’s less developed inland border provinces. For more
background on BRI, see “Belt and Road Initiative” in U.S.-China Economic and Security Review
Commission, 2018 Annual Report to Congress, November 2018, 259-303.



96

BRI as the Blueprint for the “Community of Common Human Destiny”

The “community of common destiny” has been embedded in Gen-
eral Secretary Xi’s objectives for BRI from the start and has grown
in scope and ambition since BRI’s launch in 2013.*111 Qriginally
centered on Eurasia and Southeast Asia, BRI has now been extend-
ed to encompass Africa and Latin America and the Caribbean. At a
state-to-state level, BRI’'s amorphous institutional mechanisms lay
the groundwork for a Sinocentric international system in which Bei-
jing is unconstrained by formal rules and procedures.

In place of formal treaties and legally binding arrangements, BRI
has no membership protocols and is based on informal agreements
and partnerships, many executed through the Belt and Road Forum
and China’s regional organizations, discussed in the next section.112
The CCP hopes to leverage these partnerships to “expand its circle
of friends,” aiming to foster alignment and reception of authoritar-
ian norms in nondemocratic countries and countries disaffected by
globalization.113

Below the state-to-state level, numerous exchange initiatives un-
der the banner of BRI bring foreign officials, executives, journalists,
academics, and other groups to China in what the CCP calls peo-
ple-to-people exchanges and what Professor Sun calls “home-based
diplomacy.”114 Taken together, these exchanges form a vehicle for
Beijing to promote its official narrative and export elements of its
domestic governance model. People-to-people exchanges include
training programs, such as programs that bring journalists from
developing countries to China in order to foster a pro-China media
abroad, or party-to-party capacity building in internet censorship
techniques and use of China’s surveillance technology exports.115

“Home-based diplomacy” includes international fora hosted with-
in China, allowing Beijing “more control over participating foreign
countries’ willingness to endorse and sign on to Chinese ideas and
norms.”116 Ms. Rolland cited China’s South-South Human Rights
Forum, a biennial gathering organized by China’s State Council In-
formation Office and Ministry of Foreign Affairs, as a key exam-
ple.117 Over 300 representatives from 70 countries attended the
December 2017 forum, which concluded by adopting a declaration
emphasizing that countries should foster human rights based on
their own national conditions—language China frequently uses to
defends its own human rights record and promote an alternative to
universal values.118

Popularizing Elements of the China Model through BRI

Where a Sinocentric world order is the end vision for BRI, in
present-day implementation the initiative serves as a catchall to
absorb both China’s existing bilateral activities and China-led re-
gional organizations. By design, BRI’s amorphous setup allows it the
flexibility to fit these diverse projects within organizations like the

*BRI initially included two economic corridors focused on connecting Eurasia to China. The
southerly Maritime Silk Road runs through Southeast Asia, the Indian Ocean, and the Middle
East. The northerly overland Silk Road Economic Belt traces the historic Silk Road through Cen-
tral Asia and the Middle East to Europe. BRI has now expanded to include economic corridors,
or passages, on all continents except Antarctica, as well as in the Arctic and outer space. Nadege
Rolland, “A Concise Guide to the Belt and Road Initiative,” National Bureau of Asian Research,
April 19, 2019.
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UN or frameworks like the WTO when it serves China’s interests.
For instance, at the April 2019 Belt and Road Forum, UN Secretary
General Anténio Guterres gave a speech praising BRI and claim-
ing the pillars of BRI* were “intrinsically linked to the [UN’s] 17
Sustainable Development Goals.”119 As Professor Heng summarizes,
“China is proactive in relation to only selected aspects of the BRI
(e.g., dispute settlement, trade and investment facilitation and pro-
motion, intellectual property, technical standards, e-commerce) and
passive in relation to other more sensitive aspects (such as gover-
nance, debt sustainability, labor, other social impacts).”120 In effect,
Beijing is leveraging international agreements selectively to extend
elements of China’s domestic business environment, resulting in
debt-driven infrastructure investment, support for state-owned en-
terprises (SOEs), absence of transparency, poor labor standards, and
poor environmental practices.121

While Beijing presents BRI as a platform for mutually benefi-
cial trade and investment, in practice the initiative is effectively “
sea of bilateral deals” that allow China to build export markets for
its SOEs and create a network of countries indebted to state-run
banks.122 China Development Bank, a state-run policy bank, had
alone financed $190 billion for BRI projects between BRI’s founding
in 2013 and March 2019.123 By contrast, as of March 2020 China’s
multilateral development bank, the Asian Infrastructure Investment
Bank (AIIB), had invested only $12 billion from its founding in 2015
to March 2020.12¢ Whereas China can lend unconstrained by finan-
cial sustainability considerations and other governance standards
through its own policy banks, the AIIB counted 82 members as of
July 2020 and is subject to governance constraints modeled on those
of the World Bank.125

According to the State-Owned Assets Supervision and Administra-
tion Commission (SASAC), central Chinese SOEs were involved in
3,116 BRI projects by the end of October 2018.3 Though these projects
have been conducted under the banner of BRI, the initiative simply for-
malizes tactics China had been using to secure markets and resourc-
es and build political influence abroad for decades before launching
BRI. It also enables China to inflate the impact of disparate trade,
investment, and lending by presenting it as a coordinated, state-level
effort. In 2013, the year the Chinese government launched BRI, China
Development Bank and the Export-Import Bank of China’s combined
outbound loan balance totaled $368.6 billion.126

*The pillars are “policy coordination, facilities connectivity, unimpeded trade, financial integra-
tion, and people-to-people exchanges.” Anténio Guterres, “Remarks at the Opening Ceremony of
the Belt and Road Forum for International Cooperation,” United Nations, April 26, 2019.

FChina has three national state-owned policy banks, China Development Bank, Export-Import
Bank of China, and Agricultural Development Bank of China, that lend to advance government
policy objectives and are not subject to the capital adequacy constraints and loan loss provisions
of commercial banks. China Development Bank and Exim Bank both have extensive loan port-
folios of international projects. Though policy banks have a mandate to advance state priorities,
the state is a majority shareholder in nearly all commercial banks within China and also gives
them political guidance. For more information on China’s banking sector, see Virgil Bisio, “China’s
Banking Sector Risks and Implications for the United States,” U.S.-China Economic and Security
Review Commission, May 27, 2020.

#Studies by the World Bank and the Reconnecting Asia Project at the Center for Strategic
and International Studies have found that procurement and tender processes for BRI projects
are highly opaque, and that Chinese firms are awarded contracts far more often when projects
are funded by a Chinese source than when they are not. Testimony from Tania Ghossein et al.,
“Public Procurement in the Belt and Road Initiative,” MTI Global Practice Discussion Paper No.
10 (December 2018), 1, 6.
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Importantly, China has not signed onto the standards of respon-
sible development finance agreed to by other major creditor nations
and participants in multilateral banks.* Among other provisions,
these standards prohibit requiring collateral for development loans.
By contrast, Chinese banks require collateral for roughly 60 per-
cent of their loans to developing countries.'27 This allows China, as
a creditor, to address potential defaults on an ad hoc basis, often
negotiating settlement terms that grant it further influence over
the debtor’s economy or territory. Beijing prefers acting bilaterally
because it can be the stronger negotiating party, dictate terms, and
flout international norms to achieve its objectives without institu-
tional constraints.128 For instance, China’s relationship with Tajiki-
stan, which owes more than half of its $2.8 billion external debt to
China,T exemplifies a pattern of deepening economic dependency on
and concessions to China.129 In 2019, Tajikistan reportedly granted
China mining rights to silver deposits on especially favorable terms
to pay down debt to China, and modified foreign investment restric-
tions to raise capital by selling off strategic national assets, clearing
the way for a Chinese firm to acquire a stake in the country’s larg-
est aluminum plant.130

Many BRI projects have proven to be financially unsustainable,
prompting international backlash.131 A 2018 study by the Center for
Global Development found that 23 of 68 BRI countries I were highly
vulnerable to debt distress if they borrowed internationally to fund
BRI projects.132 Based on announced BRI projects, the authors con-
cluded that of these 23, eight countries are at particular risk of debt
sustainability problems due to the likely loan volumes necessary to
fund the projects.§ Moody’s Analytics notes that of the 130 countries
that had signed BRI agreements as of June 2019, only 25 percent
had an investment-grade sovereign credit rating; 43 percent had
junk bond status and 32 percent were not rated.133

The COVID-19 pandemic has likely rendered some BRI projects
nonviable, compounding potential financial duress.?34 In June 2020,

*China is only an observer in the Organization for Economic Cooperation and Development
(OECD) and has not agreed to the OECD’s framework for sustainable debt. It is not a member
of the Paris Club, an international organization of creditor nations that coordinate sustainable
frameworks for resolving payment difficulties among debtor nations, although it attends some
Paris Club meetings as an ad hoc participant. Nikkei, “China Is a Major Global Lender; It Should
Act Like One,” May 22, 2019; OECD Trade and Agricultural Directorate Trade Committee Work-
ing Party on Export Credits and Credit Guarantees, Recommendation of the Council on Sustain-
able Lending Practices and Officially Supported Export Credits, June 8, 2018; Isabella Massa,
“Export Finance Activities by the Chinese Government,” Policy Department for Directorate B of
the EU Parliament Directorate General for External Policies of the Union, September 23, 2011.

TThe rate of Tajikistan’s dependence on China has also grown rapidly. Between 2007 to 2016,
80 percent of the country’s increase in external debt was held by China. John Hurley et al., “Ex-
amining the Debt Implications of the Belt and Road Initiative from a Policy Perspective,” Center
for Global Development, March 2018, 18.

+The study examined 68 countries that China claimed were part of BRI as of the first Belt and
Road Forum in May 2017. By October 2019, China’s main economic planning agency, the National
Development and Reform Commission, claimed China had signed BRI Cooperation Agreements
with 137 countries. Xinhua, “China Has Signed 197 ‘Belt and Road’ Cooperation Documents with
137 Countries and 30 International Organizations” ("1'[E £l 51374E 5, 304N E FréH 2% 19707
“—Ai— 5 1E ), November 15, 2019. Translation; James Griffith, “Just What Is This One
Belt, One Road Thing Anyway?” CNN, May 11, 2017.

§The eight countries include Djibouti, Kyrgyzstan, Laos, Maldives, Montenegro, Mongolia, Pa-
kistan, and Tajikistan. Each country has a public debt to GDP ratio of above 60 percent, except
Tajikistan. With the exception of Pakistan and Montenegro, Chinese institutions would hold over
half of these countries’ external debt given projected BRI-related lending. The authors of the
study constructed projected BRI lending pipelines based on publicly available data on announced
BRI projects. John Hurley et al., “Examining the Debt Implications of the Belt and Road Initia-
tive from a Policy Perspective,” Center for Global Development, March 2018, 8, 11-12.
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China’s Ministry of Foreign Affairs acknowledged 50 to 60 percent
of BRI projects were impacted by the pandemic, 20 percent of them
“seriously.” 135 Opaque debt to Chinese financial institutions can fur-
ther undermine these countries’ creditworthiness from the perspec-
tive of other international lenders. In testimony before the Commis-
sion, Andrew Small, Senior Transatlantic Fellow with the German
Marshall Fund, noted that private lenders are reluctant to extend
loans to developing countries without clarity on the terms and vol-
ume of their debt to China, and are wary borrowers will use new
lines of credit simply to pay back Chinese lenders.136

Chinese firms have readily ignored labor, governance, and other
social impacts in BRI projects, allowing Chinese firms to do business
in countries other firms and organizations would not approach, and
to underbid or outmaneuver vendors bound by higher standards.
While Chinese firms’ use of Chinese workers has drawn criticism
and caused tension in countries hosting BRI projects, this overshad-
ows an equally egregious issue: in some instances Chinese firms are
able to bid low in part because they impose forced-labor conditions
on an overseas Chinese workforce.’37 Aaron Halegua and Jerome
A. Cohen, both of the New York University School of Law’s U.S.-
Asia Law Institute, detail a pattern of overseas Chinese workers
paying hefty recruitment fees, working unpaid for months in abhor-
rent conditions, and sometimes being cheated out of promised wages
by their employers.138 In one non-BRI example, Chinese laborers
working in Chinese government facilities in New York for a private
Chinese firm, Chinese Liaoning Rilin Construction, were forced by
the firm’s U.S. head of operations, Dan Zhong, to work on private
projects benefiting him personally.13® Another case occurred in the
BRI-affiliated construction of a casino in the U.S. territory Saipan,
in which trafficked Chinese laborers were forced to work in unsafe
conditions.140

Beijing pays lip service to international agreements when they
advance or safeguard its interests. Beijing respects international
agreements for dispute settlement, trade and investment facilitation
and promotion, IP agreements, technical standards, and e-commerce
as applicable to BRI.14! These existing features of the internation-
al economic order help open markets to Chinese firms and protect
their assets and investments.

A Proliferation of Regional Organizations

While BRI encapsulates China’s overall blueprint for the inter-
national order, the Chinese government relies on the extensive use
of regional fora to advance specific foreign policy objectives and re-
align regional dynamics in its favor.142 These fora provide Beijing a
platform to tailor messaging, promote their regional approach, and
further bilateral ties, coopting local institutions and individuals to
advance the CCP’s policy objectives as though they were local ini-
tiatives (see textbox “Attempting to Displace ASEAN with the Lan-
cang-Mekong Cooperation Mechanism”).143 Many of these fora take
on a “China+” format, such as the China-Central and Eastern Eu-
ropean States Summit (17+1, formerly 16+1) established between
China and Balkan, Baltic, and Central and Eastern European states
in 2012. Beijing has now established “China+” partnerships cover-
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ing the majority of every continent except North America and Ant-
arctica.14¢ It also routinely leverages regional ties as voting blocs:
from 1972* to 2009, African states supported China in defeating 11
attempts to criticize China’s human rights record.'4> In June 2019,
China’s favored candidate to lead the UN Food and Agriculture Or-
ganization won comfortably with 108 out of 191 votes after China
forgave $78 million of debt owed by Cameroon and a candidate from
Cameroon backed by the African Union dropped out of the race.146

Common Approaches in China’s Regional Engagement

Although Beijing’s strategy is regionally tailored to adapt both to
local political considerations and within the broader scheme of its
global diplomatic strategy, its approach has a few common charac-
teristics across organizations:

e Beijing assigns each region a role in supporting China’s develop-
ment: Beijing frames its relations with specific regions according
to the roles it envisions for them in the “community of common
human destiny.” The Chinese government’s white papers on re-
lations with Africa and Latin America and the Caribbean apply
this language in describing advancement of China’s economic,
political, and security objectives, such as resource exploration,
holding increased military exchanges, and deepening extradi-
tion cooperation.i 147 This trend notably attempts to establish
the relevance of China’s economic development experience and
governance model to all developing countries, in contrast to pre-
vious Chinese leaders’ assertions that Chinese socialism was
uniquely suited to China’s particular circumstances.14® For in-
stance, China’s 2015 white paper on its policy toward Africa
articulates a clear China-inspired model for African countries’
political governance and economic development, urging China’s
closest African partners to promote state-led development across
the continent. It emphasizes the advantages of China’s legal
system, media landscape, and science and technological capabil-
ities. The white paper also urges African countries to work with
China to establish global governance institutions with greater
representation for developing countries. Lastly, China’s most
recent white papers on both Africa and Latin America seek to
distinguish Beijing’s diplomacy from that of the United States,
stressing nonintervention and other countries’ right “to choose
their own paths of development.”149

e China is a “one-stop shop” for development practices: Beijing
uses regional dialogues to present what Joshua Eisenman, as-
sociate professor at the University of Notre Dame, calls an ir-
resistible “comprehensive package.”150 Economic diplomacy is
consistently the central priority, but party-to-party trainings,
cultural or educational exchanges, and security cooperation may
be combined into one broad dialogue, making cooperation with

*Beijing was able to replace Taipei as the government representing China in the UN in 1972
with 26 votes from African countries, or more than a third of countries supporting the resolution.
Yun Sun, “Africa in China’s Foreign Policy,” Brookings Institution, April 2014, 4.

FChina also releases white papers on topics such as foreign aid that a follow a similar pattern.
Xinhua, “China’s Policy Paper on Latin America and the Caribbean,” November 24, 2016; Xinhua,
“China’s Second Africa Policy Paper,” December 5, 2015; State Council Information Office, White
Paper on China’s Foreign Aid (2014), July 10, 2014.
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Beijing seem “irresistible.” 151 Criticism of BRI has also prompt-
ed Beijing to seek more ways to shape other countries’ domes-
tic discourse on China directly or indirectly.152 People-to-people
exchanges discussed in the previous section, such as programs
to train foreign journalists and researchers in China, are the
centerpiece of this evolving strategy.153

e Beijing establishes strong partnerships as regional bulwarks:
Beijing builds regional engagement by first establishing a hand-
ful of strong ties to countries regarded as regional leaders, then
leveraging connections with these countries as a springboard to
launch multilateral initiatives.'54 For instance, in Africa during
the 2000s Beijing initially prioritized developing partnerships
with South Africa and Egypt as mid-sized powers before seek-
ing engagement with other countries.* 155

e Beijing uses bilateral engagement to leverage its relative power:
Bilateral deals remain the predominant feature of China’s di-
plomacy, and regional fora can serve as an overture for this or
even as an arena in which countries compete against one anoth-
er for Chinese investment.156 After China initially established
the 16+1 framework (now 17+1, described below) in Europe, for
instance, Hungary, Serbia, the Czech Republic, and Poland all
competed with one another to advance different bilateral ap-
proaches with Beijing, aiming to establish themselves as re-
gional leaders in China-EU relations.157 Beijing’s investments
in 17+1 countries ultimately were meager and centered on in-
frastructure construction rather than the greenfield investment
Central European countries hoped to negotiate, which would
have created longer-term employment and industrial productiv-
ity gains.158

Several key China-led organizations in which Beijing applies this
characteristic approach are detailed below. First among these is Chi-
na’s original regional organization, FOCAC, through which Beijing
has attained significant access to Africa’s natural resources, estab-
lished broad export markets for Chinese firms, and convinced some
African countries to sever diplomatic ties with Taipei in favor of
Beijing.T The success of FOCAC has inspired Beijing to use it as a
template for multilateral engagement in other regions.

China-led fora have in some cases proven to be less effective plat-
forms for carrying out Beijing’s objectives when interests of mem-
ber countries are not aligned. For instance, India and Pakistan’s
accession to the Shanghai Cooperation Organization (SCO) raises

*This does not necessarily reflect the current-day importance of Beijing’s relationship with
these countries. It counts Ethiopia among its first-tier (“ comprehenswe strategic cooperative”)
partners, but South Africa and Egypt are only second-tier (or “comprehensive strategic”) partners.
Paul Nantulya, written testimony for U.S.-China Economic and Security Review Commission,
Hearing on China’s Military Power Projection and U.S. National Interests, February 20, 2020, 3.

TWhen China established FOCAC in 2000, 49 of 54 African countries recogmzed Chma Slnce
2000, four more have switched diplomatic recognltlon Burkina Faso (2018), Chad (2006), Malawi
(2007), and S&o Tomé and Principe (2016). The Gambia switched from China to Taiwan in 1995,
then severed ties with Taiwan in 2013 and recognized China in 2016. Eswatini is now the only
African country that recognizes Taiwan. Rob Schmidt, “Taiwan Loses 2 More Allies to China and
Scrambles Jets to Track Chinese Bomber Drills,” NPR, May 25, 2018; Mike Ives, “A Small African
Nation Severs Ties with Taiwan, and Beijing Applauds,” New York Times, December 22, 2016;
Austin Ramzy, “China Resumes Diplomatic Relations with Gambia, Shutting Out Taiwan,” New
York Times, March 18, 2016; Yun Sun, “Africa in China’s Foreign Policy,” Brookings Institution,
April 2014, 5.
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the organization’s international status, but their joint participation
could undermine China’s ability to use the organization to push its
foreign policy goals because the two rivals share little in the way
of security objectives.15® In June 2018 at its first SCO forum after
joining the organization, India refused to endorse BRI, claiming a
BRI project for Pakistan in the disputed area of Kashmir threatened
its territorial sovereignty.160

Forum on China-Africa Cooperation (FOCAC): Established
in 2000 by China and its African partners, the triennial FOCAC
provides Beijing with a single venue to engage with 53 out of 54
African countries and shape the narrative of Chinese engagement
with Africa.*161 In covering economic cooperation, cultural exchang-
es, and military cooperation, the forum follows Beijing’s tactic of
presenting a comprehensive package that inflates the importance of
China’s diplomacy.162 U.S. investment stock in Africa has consistent-
ly exceeded that of China,f but Beijing has been able to leverage its
pledges of $60 billion in loans and investment on the continent to
portray an outsized impression of Chinese engagement.163

FOCAC serves as a framework for China to engage African coun-
tries multilaterally via other formats, such as establishing research
institutes to promote a Sinocentric vision in the foreign policy of
African countries.14 Paul Nantulya, an expert at the National De-
fense University, testified to the Commission that General Secretary
Xi’s inaugural speech at one such institute reflects Beijing’s shift
from “non-interference” to increasing involvement in shaping “how
Africa’s political systems operate, including the security sector”165
(for more on FOCAC and China’s interests in Africa, see Chapter 1,
Section 3, “China’s Strategic Aims in Africa”).

China-Central and Eastern European States Summit
(17+41): Originally established in 2012 as the 16+1, the forum ex-
panded when Greece joined in 2019, though Greece has served as
an effective surrogate for Beijing’s interests in Europe since at least
2015.1166 The 17+1 serves mostly as a vehicle for Beijing to forge
bilateral BRI deals with Balkan, Baltic, and Central and Eastern
European countries.§ Deepening political and economic ties with Eu-

*Fifty-three of 54 African countries attended the seventh and most recent forum in September
2018, with only Eswatini not present. Yun Sun, “China’s 2018 Financial Commitments to Africa:
Adjustment and Recalibration,” Brookings Institution, September 5, 2018.

TInvestment stock refers to the total cumulative volume of long-term investments in which
the investor has a significant degree of influence (e.g., a greater than 10 percent share of vot-
ing rights in a corporation) on the management of an enterprise, as distinguished from passive

“portfolio investment.” Flow refers to net change over a given time period. As of 2018, the latest
year for which data is available, U.S. foreign direct investment stock in Africa totaled $47.8 bil-
lion versus $46.1 billion for China, marklng the closest China has come to echpsmg the United
States. China-Africa Research In1t1at1ve “Data: Chinese Investment in Africa,” John Hopkins
University School of Advanced International Studies, February 2020; United Nations, “UNCTAD
Training Manual on Statistics for FDI and the Operations of TNCs Volume 1: FDI Flows and
Stocks,” 2009, 35.

iChlna invested heavily in Greek assets at several points when its EU creditors imposed finan-
cial austerity measures on it following the Eurozone Crisis. Following the election of Alexis T51p—
ras as prime minister in January 2015, Athens and Beijing announced an “upgrading of relations”
and Prime Minister Tsipras acknowledged Greece’s role as “China’s gateway into Europe.” Jason
Horowitz and Liz Alderman, “Chastised by E.U., a Resentful Greece Embraces China’s Cash and
Interests,” New York Times, August 26, 2017.

§The original 16 members include Albania, Bosnia, Bulgaria, Croatia, the Czech Republic,
Estonia, Hungary, Latvia, Lithuania, North Macedonia (then Macedonia), Montenegro, Poland,
Romania, Serbia, Slovakia, and Slovenia, 11 of which are EU member states. The remaining five
are seeking EU membership. Dusan Stojanovic, “China’s Spreading Influence in Eastern Europe
Worries West,” Associated Press, April 10, 2019.
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ropean countries with more populist and less liberal regimes have
enabled Beijing to fracture the cohesive EU stance toward China.167
In 2016, Hungary and Greece attempted to block a critical reference
to China in an EU statement on The Hague Tribunal’s South China
Sea ruling.168 The next year, Hungary broke EU consensus by refus-
ing to sign a letter denouncing Beijing’s torture of detained human
rights lawyers, while Greece blocked an EU statement criticizing
China’s human rights record.169

The 17+1 has prompted wariness from Brussels, particularly for
undermining a common EU policy toward China. In March 2019,
the European Commission labeled China a “systemic rival” and ex-
horted EU member countries to maintain a unified approach to Chi-
na, citing engagement bilaterally or through the 17+1 framework as
particular areas of concern.170

China-Community of Latin American and Caribbean States
(CELAC): Like FOCAC, China has used CELAC as a single venue
to promote economic engagement, military cooperation, and peo-
ple-to-people exchanges.*171 China-CELAC, which includes 33 Lat-
in American and Caribbean countries and China, was established
in 2015. Compared to China’s success in FOCAC, lack of consensus
among CELAC members has hampered some of Beijing’s efforts. At
the second Ministerial Meeting of China-CELAC in January 2018,
CELAC did not endorse BRI, though a joint plan of action recog-
nized BRI’s economic opportunities and pledged to deepen region-
al connectivity with China.172 Consequently, Beijing still relies on
other multilateral approaches, such as participation in multilateral
development finance or ad hoc fora, to advance its interests in the
region.173

Shanghai Cooperation Organization (SCO): Unlike the other
organizations profiled here, SCO is primarily a security rather than
an economic group and is heavily influenced but not directly led
by China.l7* Founded by China, Russia, Kazakhstan, Kyrgyzstan,
Tajikistan, and Uzbekistan in 2001,} the organization added both
Pakistan and India at its June 2017 summit.17® In SCO’s initial
decade, China was a principal political and economic force driving
the organization and used it to ensure security cooperation and
diplomatic support from its Central Asian neighbors in preventing
unrest in its northwest Xinjiang Uyghur Autonomous Region.176 In
the past ten years, China’s ability to advance its economic objec-
tives within SCO has been limited by Russia’s view of former So-
viet states as falling within its sphere of influence, as well by as
Central Asian members’ skepticism toward Chinese investment.177
In seeking to expand the organization’s focus from border demili-
tarization and counterterrorism to enhancing economic cooperation,

*CELAC is a multilateral forum that Latin American and Caribbean states established in
2011 in the Declaration of Caracas exclusively for those countries. CELAC states use the forum
to engage with a number of other states and organizations in addition to China, including Rus-
sia, South Korea, the EU, and the Cooperation Council for the Arab States of the Gulf. CELAC
International, “Community of Latin American and Caribbean States XXI.”

TThe SCO was preceded by the Shanghai Five, a group established in 1996 between China,
Russia, Kazakhstan, Kyrgyzstan, and Tajikistan mainly covering military activity along China’s
border. The Shanghai Five added Uzbekistan and announced the creation of the SCO in 2001.
Diplomat, “The Shanghai Cooperation Organization: A Vehicle for Cooperation or Competition?”
June 21, 2019; Eleanor Albert, “The Shanghai Cooperation Organization,” Council on Foreign
Relations, October 14, 2015; Xinhua, “History of Development of SCO,” June 12, 2006.
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China attempted to use SCO as a platform for BRI to subsume Rus-
sia’s stagnant regional Eurasian Economic Union (EAEU).178 While
acknowledging that BRI and the EAEU have compatible goals, Rus-
sian President Vladimir Putin sidestepped relegating EAEU to a
subordinate regional project within the broader BRI framework.179
Neither China nor Russia has managed to expand its Central Asian
energy networks under the aegis of SCO, though both have realized
energy projects outside the organization.180

Asia Infrastructure Development Bank (AIIB): In 2015, Bei-
jing established the AIIB, a multilateral development bank intended
principally to finance Asian Belt and Road projects. Financially, the
AIIB has been a small player: it had only invested $12 billion as of
March 2020, a small fraction of $339 billion in BRI lending extended
by Chinese pohcy banks between 2013 and April 2019.181 Creation
of the AIIB nonetheless presents an image of China as a responsi-
ble global stakeholder.182 As Jonathan Hillman, senior fellow and
director of the Reconnecting Asia Project at the Center for Strategic
and International Studies, argued in testimony to the Commission,
the establishment of AIIB furthers the narrative of China as an as-
cendant power and leader among developing countries, even as the
AIIB leans heavily on established multilateral development banks
for governance practices and operational support.183

Attempting to Displace ASEAN with the Lancang-Mekong
Cooperation Mechanism

To establish influence in Southeast Asia at the expense of ASE-
AN, Beijing is rapidly expanding the remit of an organization
ostensibly established to coordinate management of the Mekong
River’s water resources, according to testimony provided to the
Commission by Bradley Murg, assistant professor of political sci-
ence and Asian studies at Seattle Pacific University.*184 Estab-
lished in 2016, the Lancang-Mekong Cooperation (LMC) mecha-
nism aims to displace other rival institutions not through overt
competition, but rather by attempting to appear complementary.
The scope of the LMC is even modelled on ASEAN’s “three pil-
lars”: Political and Security Community, Economic Community,
and Social Cultural Community.?85> The LMC also displaces re-
gional coordination on Mekong River management through the
Mekong River Commission, a successor to the U.S.-led Mekong
Committee that China rendered ineffective through refusal to
participate.186

Central to Beijing’s tactics is creating the impression that ini-
tiatives conducted under the banner of the LMC are the outcome
of organic cooperation (rather than directed by China) while le-
veraging the LMC to become increasingly entrenched in local in-
stitutions. One such example is the Global Center for Mekong
Studies (GCMS), a think tank network launched in parallel with

*The LMC mechanism includes Cambodia, Laos, Myanmar, Thailand, and Vietnam. It was
founded through the Sanya Declaration, an agreement Beijing had worked toward with member
countries the preceding year to address mounting tensions over regional management of the
Mekong River’s water resources (e.g., damming, drought prevention, and river ecology). Sanya
Declaration of the First Lancang-Mekong Cooperation (LMC) Leaders’ Meeting, March 3, 2016.
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Attempting to Displace ASEAN with the Lancang-Mekong
Cooperation Mechanism—Continued

the establishment of national LMC secretariats in 2018.187 GCMS
national centers coordinate with government organizations in
their respective countries and court prominent individuals to
build legitimacy, while programming follows Beijing’s priorities.
In particular, Beijing is using the GCMS to steer the narrative
on China in academic, government, and civil society circles within
member countries.188

Dr. Murg believes the LMC mechanism could serve as a testbed
for coopting local institutions, particularly along BRI.18°9 Accord-
ing to Dr. Murg’s written testimony to the Commission, the LMC’s
response to the COVID-19 pandemic in February 2020 was em-
blematic of Beijing’s approach and goals for the organization: the
LMC duplicated ASEAN’s efforts without coordination, following
instructions on public health efforts from Beijing without input
from other countries, while State Councilor and Foreign Minister
Wang depicted the response as locally led and stressed local part-
nerships when introducing the pandemic response initiative in
Vientiane.190 In August 2020, Premier Li Keqiang promised LMC
countries priority access to a COVID-19 vaccine once China has
developed one and announced China would set up a dedicated
public health program under the LMC.191

Beijing Uses Technical Standards to Advance an Alternative
Technological Order

Achieving leadership in technologies that will define the 21st cen-
tury is a distinguishing feature of Beijing’s industrial and foreign
policies.192 Dominance of technical standards underpinning infor-
mation and communications technologies (ICT) and other emerg-
ing fields is integral to Beijing’s ambitions, both to secure global
markets for Chinese firms and to shape the norms and values for
how emerging technologies are deployed (for a taxonomy of technical
standards, see Addendum I: “What Is a Technical Standard?”).193

Beijing’s approach to exporting China’s technical standards threat-
ens to disrupt the international technology landscape. In treating
technical standards as a tool of industrial policy and market access,
China’s export of standards parallels China’s model for the global
economy: Beijing aims to assert privileged access to foreign markets
and IP for Chinese firms while controlling access to its domestic
market and shielding domestic companies from having to abide by
the rules of the international economy. Similarly, in setting the stan-
dards, Beijing seeks to cultivate export markets for Chinese technol-
ogy and freely make use of foreign technology while maintaining a
closed domestic standards-setting environment.

Beijing’s behavior in international standards-setting organiza-
tions follows patterns observed in other multilateral fora. Namely,
Beijing is installing Chinese nationals or individuals sympathetic
to Beijing’s interests in key leadership positions to undermine and
revise institutional norms in alignment with its own agenda. Its
participation violates the spirit of these organizations, making them
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less effective for other members and in some cases deliberately at-
tempting to undermine U.S. technological leadership.

Technical Standards as a Policy Tool

In contrast to the United States, where technical standards are
developed by industry in response to commercial need and adopted
by consensus, Chinese state agencies formulate standards and use
them to advance industrial and foreign policy objectives. Historical-
ly, Beijing has prioritized developing mandatory and unique domes-
tic technical standards as a barrier to foreign firms’ market entry
and to help grow domestic industry. Now, it is also coordinating in-
dustrial policy and diplomatic strategy to expand its influence in
international standards-making bodies, both to increase adoption of
Chinese technology abroad and to influence norms for how technol-
ogy is applied.194 The goal of increasing participation in internation-
al standards-setting bodies is written explicitly into China’s 2017
Standardization Law, and will likely be extended into a comprehen-
sive strategy in the China Standards 2035 plan, a draft 15-year plan
not yet released to the public. The China Standards 2035 plan will
outline China’s nation-level objectives in standardization much like
“Made in China 2025” did for emerging technology.195

A Walled Garden: China’s Domestic Standards Environment

Following China’s WTO accession in 2001, the Chinese govern-
ment initially sought both to limit adoption of foreign standards
and to institute alternative compulsory (as opposed to voluntary)
domestic standards.* 196 The former reduced licensing fees Chinese
firms needed to pay foreign IP holders, while the latter served as
a market access barrier to protect domestic industry from foreign
competition. While this was a domestic policy, China’s systematic
infringement or evasion of standard-essential patents (SEPs), or IP
requisite for codifying a common standard, has had a chilling effect
on U.S. companies. If U.S. SEP holders do not anticipate a return
on their IP because Chinese firms are evading patents, they have
less incentive to develop SEPs and to advocate for their adoption as
international standards.19? Given that standards-making is driven
by the private sector in the United States, this trend threatens U.S.
influence on the evolution of technology, particularly in competition
with a country that seeks to promote standards as a matter of coor-
dinated industrial policy and heavily subsidizes corporate research
and development.198

Some economists have argued that respect for IP in China will
increase as Chinese firms’ SEP portfolios grow. In practice, howev-
er, Chinese policymakers are more interested in using IP as a tool
of achieving national priorities than in allowing individual compa-
nies to derive economic benefits from IP. Notably, the composition
of patent holders in China includes more academics, interested in
advancing their research careers through patenting, but fewer en-
terprises seeking to protect or license their IP.199 In short, China’s
policymakers are not seeking to develop an economic structure like

*The use of conflicting technical standards when widely adopted international standards exist
constitutes a technical barrier to trade under China’s WTO obligations. World Trade Organiza-
tion, “Technical Barriers to Trade,” WT'O Agreement Series, 20.
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the United States, where companies are incentivized to innovate
on the basis of substantial gains from leading-edge IP. As Chinese
technology firms increasingly compete with U.S. firms that rely on
licensing revenues from patent portfolios, Chinese firms’ emphasis
on goods sales and comparatively low IP revenues may undermine
competing U.S. firms’ business model.

Changes in China’s domestic standards-setting system since 2015
have addressed some concerns that unique domestic standards, as well
as the domestic standards drafting process, form a market access bar-
rier.200 Foreign firms report improved access to technical committees
within Chinese standards-setting organizations and more involvement
of enterprises (both Chinese and foreign) in standards development,
though the Standardization Administration of China and the Ministry
of Industry and Information Technology still maintain firm control.201
U.S. industry organizations, such as the U.S.-China Business Council,
credit China’s greater participation in international standards-making
bodies as encouraging adoption of international best practices domes-
tically, particularly in facilitating sound procedures for vetting new
standards proposals.2°2 Nonetheless, protectionist application of stan-
dards remains a chief market access concern in technologies for which
China’s government has set guidelines to improve domestic producers’
market share at the expense of foreign firms, such as manufacturing
telecommunications equipment and medical devices.203 More broadly,
China’s standards-making landscape is fragmented and difficult for
foreign companies to navigate.204

China’s Attempts to Dominate International Standards-Setting
Organizations

Where most standards-making body participants represent their
corporate members’ interests, the Chinese government coordinates
participation by Chinese companies to advance national policy ob-
jectives. China’s 2006 National Medium- and Long-Term Plan for
Science and Technology Development explicitly set international
promotion of Chinese technical standards as a goal of Chinese indus-
trial policy.205 By 2010, a coordinated policy to increase China’s pres-
ence in various international standards-making bodies had achieved
noticeable successes, including by increasing the number of Chinese
nationals in leadership positions within these organizations.

From virtually no leadership presence in the three largest stan-
dards-setting organizations prior to 2006, China now leads 64 out of
roughly 740 technical committees and subcommittees it participates
in under the International Standards Organization (ISO), compared
to 104 for the United States.296 China leads 11 out of 186 tech-
nical committees and subcommittees in the International Electro-
technical Commission (IEC), compared to 26 out of the 170 for the
United States.207 China is tied with Germany for participating in
the most technical committees and subcommittees of any country,
at 186, compared to 169 for the United States.208 Within the three
study groups in the International Telecommunications Union (ITU)
most focused on networked technologies, China holds more than a
third of rapporteurs,* the functionary position in charge of manag-

*The ratio includes both rapporteurs and associate rapporteurs. These three study groups
include Future Networks, Security, and IoT [Internet of Things] Smart Cities. Gary Fishman,
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ing committee workflow.299 The director general of the ITU, a UN
agency, is Zhao Houlin, a Chinese national who began his second
four-year term in 2019 (see Addendum II: “Leadership in Interna-
tional Technical Standards-Making Organizations” for more details
on the differences between various standards-setting organizations,
how they operate, and China’s influence within them).210

Common standards allow different products to work together
seamlessly and enable firms to sell across national boundaries, in
turn allowing consumers greater choice. Countries and companies
participating in standards-setting organizations with genuine intent
to put forward the best technical solutions further this beneficial cy-
cle, but Beijing’s approach deliberately betrays this spirit. At a mini-
mum, it impinges on the efficacy of international standards-making,
and in some cases Chinese delegations manipulate the procedures of
standards-making bodies.

Within various organizations, Beijing has sought to undermine
U.S. technological leadership and gain an advantage for Chinese
companies and to advance authoritarian norms in setting stan-
dards for sensitive technologies like facial recognition in video sur-
veillance. Furthermore, the Chinese government’s involvement in
dictating policy priorities for standards development may lead to
setting ill-conceived standards before technology is mature, hamper-
ing long-term innovation.

Several patterns of China’s participation in international stan-
dards-setting bodies are of note:

e Coordinating Chinese firms’ votes: The Chinese government re-
quires Chinese firms to vote as a bloc for Chinese nationals
seeking leadership positions in standards-setting organizations
or for proposals that favor adoption of Chinese standards, re-
gardless of technical merit. Within the 3rd Generation Partner-
ship Project (3GPP),* Chinese firms all changed their votes to
favor a proposal by Huawei after initial results showed many
firms favored a compromise solution combining Huawei’s pro-
posal with a different standard favored by U.S. chip designer
Qualcomm.211 The founder of Lenovo faced tremendous public
scorn in China for initially voting in favor of Qualcomm’s pro-
posal, even after changing his vote to favor Huawei in the final
round.212

e The bounty system: To incentivize individuals and firms to pro-
pose more standards and raise the overall number of Chinese
standards adopted in international organizations, various Chi-
nese government agencies, academic institutions, or industry
associations may offer monetary awards or other professional
recognition for successfully adopted proposals. For instance,
ChemChina, a large SOE, offers several annual research
awards of $56,500 (renminbi [RMB] 400,000) for research that
either makes clear technical contributions to the company or
contributes to international standards; a second tier of prizes
pays only half as much for research that contributes to China’s

“ITU-I Rapporteur and Editor Tutorial,” International Telecommunication Union, October 2012.
*3GPP is a consortium of regional telecommunications standards-making bodies that develop
the technical standards for 5G wireless technology.
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domestic standards.*213 Generally, the bounty system is more
of a nuisance than a threat to U.S. economic interests, as it has
led to standards-making bodies being flooded with low-quality
proposals that other countries quickly reject.214 Some incentive
programs, however, such as grants administered by the Minis-
try of Science and Technology, align with sectors targeted by
Chinese industrial policy.215 Additionally, Chinese policy incen-
tivizes academics to further China’s editorial presence in en-
gineering journals that influence international deliberation on
technical standards, such as those published by the Institute
of Electrical and Electronics Engineers (IEEE), an internation-
al standards-setting organization that also houses numerous
trade publications and academic journals.i216 These editorial
positions are separate from technical committees that set stan-
dards, but give Chinese entities more voice in the direction of
future engineering research that will shape how standards-set-
ting efforts evolve.i

e Splitting proposals to inflate Chinese contributions: In order to
increase their total contributions§ to standards-making bodies,
Chinese participants often divide a proposed technical standard
into multiple proposals that only advance one substantive tech-
nical solution. For instance, the Standardization Administration
of China has issued separate standards for quality versus tech-
nical requirements for fingerprints, an area covered by a single
standard under development within ISO and the IEC’s biomet-
rics subcommittee.21? For bodies like 3GPP, this behavior allows
the Chinese delegation to claim it is leading 5G development
simply because it has submitted a greater number of total pro-
posals, even if many are frivolous compared to U.S. proposals.
More importantly, it floods the standards-making process, dilut-
ing an organization’s ability to focus on important issues and

*Unless noted otherwise, this section uses the following exchange rate throughout: $1 = RMB
7.08.

fThese incentives dovetail with a broader program to improve the international footprint of
China’s science and technology publications by bringing reputable overseas publishers to China
to launch academic journals. A 2016 Action plan specifically provided up to $3.7 million (RMB
25 million) a year for three years to top academic publishers, including IEEE, to establish
journals in China. China Association for Science and Technology Net, “Publish the Dream of
a Powerful Country and Boost Scientific and Technological Innovation: A Summary of the De-
velopment of Chinese Science and Technology Journals (Ti|#i5[E A48 Bh /iRl BE —— b ER
HAFI K fE25i8),” November 10, 2018. Translation. https://www.sciping.com/22219.html; Wan
Enge, ed., Bluebook of China Science and Technology Publication Development (2017) i [EF
FHATI R JE 15 52 15(2017), Science Press, 2018, 44. Translation. http://www.castscs.org.cn/u/cms/
www/201805/24105303r5g2.pdf.

#According to Carl Cargill, a former principal scientist at Adobe Systems, an important stage of
the standardization process before any standards proposals begin are the “pre-conceptualization”
and “conceptualization” stages, where a company tries to define a clearly bounded problem that
needs to be solved, such as defining a standard for streaming video in web applications. Journals
like those published by IEEE can play a part in shaping this preliminary discussion on what in-
dustry problems should be addressed through standardization by scoping the technical problems
and offering prototypes. This research can influence the direction that technical committees may
later take when submitting proposals. Charles Schmidt, “Best Practices for Technical Standard
Creation,” MITRE Corporation, April 2017, vii, 3—4; Carl F. Cargill, “Why Standardization Efforts
Fail,” Journal of Electronic Publishing 14:1 (Summer 2011).

§ Most standards-setting organizations are contribution driven, meaning the agenda for a work-
ing group in most standards-setting organizations is determined by the proposals delegates con-
tribute, though generally aspects of many different submissions will be combined and modified
into one published standard. Some organizations may more actively attempt to guide the direc-
tion of contributions or solicit contributions that tackle a specific technology area. Ken Krechmer,
“Mar)ket Driven Standardization: Everyone Can Win,” Standards Engineering 52: 4 (July/August
2000), 15-19.
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advantaging China’s often large and coordinated delegations,
which can devote more participants to decisions on different top-
ics while other delegations are stretched thin.218 For instance,
prior to a meeting to determine 5G standards in March 2018,
Swedish internet communications firm Ericsson expressed con-
cern that Huawei was at an unfair advantage because it was
flooding the agenda and sending 40 delegates compared to only
25 from Ericsson.*219

e Leveraging diplomatic influence: In the ITU, China has advanced
its economic and geopolitical agenda by garnering support from
countries heavily dependent on Chinese investment, particular-
ly on matters of internet governance and the jurisdiction of in-
ternational standards-setting bodies.220 Chiefly, China has used
the UN and the ITU to advance its vision of “cybersovereignty,”
or that cyberspace is a sovereign domain countries should gov-
ern in accordance with their domestic laws (see “China’s Vision
of Cybersovereignty Challenges a Free and Open Internet”). In
2015, the ITU established a smart cities working group carved
out of areas covered under ITU members who are the recipi-
ents of Chinese smart cities systems,f while other countries,
including the United States, objected on the basis that the tech-
nology was immature or covered by existing standards-making
processes.221 In contrast, consensus-based organizations like
ISO and the IEC rejected Chinese proposals to launch a smart
cities working group because the technology is immature. China
has used the platform extensively to promote its own technol-
ogies. Since 2017, Chinese organizations have participated in
246 submissions for standards in the ITU’s smart cities study
group, compared to 108 for the next-largest contributing coun-
try, South Korea, and only 35 for the United States.222

China’s Vision of Cybersovereignty Challenges a Free
and Open Internet

Under China’s cybersovereignty model, data and networks
would constitute sovereign territory within individual countries’
jurisdictions, to be governed according to local laws.223 This model
of the internet is directly in contrast to the free and open multis-
takeholder platform championed by the United States and other
democracies. China’s Cyberspace Administration has invoked the
logic of nationally bounded cyberspace to justify limiting the ex-
ercise of free speech and personal privacy in China, and to resist
the efforts by the United States and other countries to apply in-

*As of early 2017, Huawei had submitted 234 proposed standards to 3GPP, the most of any
participant, followed by Ericsson with 214 proposals. At the March 2018 meeting, Ericsson was
able to broker a compromise with Huawei capping the number of proposed standards that could
be reviewed in a meeting, though it was still more than the company believed reasonable. Newley
Purnell and Stu Wu, “China’s Huawei Is Determined to Lead the Way on 5G despite U.S. Con-
cerns,” Wall Street Journal, March 30, 2018.

TSmart cities systems employ networked technologies like cameras, sensors, and location de-
vices to collect a wide variety of data for urban management, including traffic flow, energy usage,
and crime. China has used smart cities technology to expand its surveillance and repression
capabilities. For more on China’s smart cities technology exports, see Katherine Atha et al., “Chi-
na’s Smart Cities Development,” SOSi’s Special Programs Division (prepared for the U.S.-China
Economic and Security Review Commission), April 29, 2020.
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China’s Vision of Cybersovereignty Challenges a Free
and Open Internet—Continued

ternational law to the internet.224¢ The model has provided other
authoritarian-leaning countries, such as Russia, with a template
for using the internet and related technologies as a tool for sur-
veillance and social repression.225

China has used the UN and the ITU, respectively, to promote
both the overarching vision of centrally controlled, nationally
bounded internet as well as an alternative technical architecture
to undergird such a system. On the normative side, in 2015 Chi-
na advocated for enshrining cybersovereignty in a series of doc-
uments defining global internet policies and frameworks, align-
ing with Russia, Cuba, and a group of 134 developing countries.
China ultimately dropped the proposed language owing to strong
resistance from developed countries led by the United States,
but the final documents approved by the UN General Assembly
allowed a greater role for state management of the internet.226
With China and Russia’s backing, the UN later passed a resolu-
tion ostensibly to combat cybercrime that would make it easier
for countries to coordinate political repression across borders in
November 2019.227

On the technical side, in March 2020 the Financial Times re-
ported that Huawei had proposed an alternative standard for the
internet protocol * by which countries would govern a national in-
ternet.228 Under the model, internet service providers would have
complete oversight and control over every device connected to the
internet through their service.22° This would effectively rebuild
the technical architecture of the internet to support centralized
enforcement and top-down control of information flows within a
single country’s cyberspace.230

Even as China’s government claims sovereignty over China’s
domestic cyberspace, China’s data governance regime asserts ex-
traterritorial jurisdiction over data and internet activity outside
of China. China’s draft Data Security Law, released July 2020,
grants Chinese law enforcement power to access data and reg-
ulate, investigate, and prosecute data controllers located outside
of China that harm “the national security, the public interest, or
the law interests of [Chinese] citizens or organizations.”231 “Na-
tional security” is undefined in the law, but Chinese authorities
may interpret it expansively in application.232 Notably the law
applies equally to Hong Kong and Macau, further eroding Hong
Kong’s separate legal system. (For more discussion of the CCP’s
violation of the “one country, two systems” framework, see Chap-
ter 5: “Hong Kong”).233 China’s Anti-Terrorism Law, enacted in
2015, similarly requires internet service providers and platforms
to provide surveillance access to any and all data concerning Chi-
nese nationals, even if they are located outside of the country.234

*An internet protocol is the information architecture, standards, and policies underlying how
individuals connect to the internet. See Lawrence E. Strlckhng “United States Government’s
Internet Protocol Numbering Principles,” National Telecommunications and Information Admin-
istration, December 3, 2012.
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Circumuventing International Standards-Setting Organizations

As with its participation in international governance organiza-
tions, China is trying to increase its influence and stature within
international standards-setting bodies while simultaneously work-
ing outside of them to promote adoption of Chinese technology. Both
efforts undermine the efficacy of international standards-setting
bodies and erode their normative influence while furthering adop-
tion of Chinese technology (and potential long-term commitment to
Chinese technical standards) in emerging markets.

Recent Chinese policy explicitly encourages promoting the adoption
of Chinese technical standards as a goal of diplomatic engagement,
effectively circumventing standards-making institutions.235 Even
without formal adoption of Chinese technical standards, importing
primarily Chinese equipment can result in a de facto commitment
to Chinese technical standards, especially for economies in which
Chinese products dominate the market or China is a major export
destination.236 A key part of the National Development and Reform
Commission’s strategy to export Chinese standards along BRI is to
encourage construction of “demonstration projects” that showcase
Chinese standards across sectors, including agriculture, industry,
and services.237 For example, China has used diplomatic agreements
and demonstration projects to promote Chinese agricultural stan-
dards in Southeast Asian countries. At the second Belt and Road
Forum in May 2019, China signed a cooperation agreement on pesti-
cides with nine countries, including five Southeast Asian countries.*
A 2019 proposal from China’s Ministry of Agriculture described the
agreement as “using pesticides as a breakthrough to promote [coop-
eration] with Southeast Asian countries on standards for veterinary
drugs, agricultural machinery, processing for high quality produce,
and other materials.”238 In September 2020, Chinese state-owned
media reported the provincial standards organization in China’s
southern Guangxi autonomous region had established nearly 5,000
acres of agricultural standardization demonstration areas in Viet-
nam, Cambodia, Laos, and Myanmar as part of BRI.23° The projects
had led to formulation of 20 technical standards, as well as training
700 managers, technicians, and horticulturalists.240

Andrew Polk, partner at research consultancy Trivium China,
suggests some of China’s short-term losses on infrastructure in-
vestments in BRI countries may yield dividends if they create long-
term dependence on technology adherent to Chinese standards.241
Chinese firms’ cultivation of export markets via BRI also follows
this trend: aggressive marketing of ICT infrastructure within BRI
countries by Chinese firms like Huawei and ZTE, often supported by
loans from Chinese policy banks, has occurred in tandem with Chi-
na advocating for standards to govern such systems in the ITU.7 242

*The countries include Bangladesh, Cambodia, Myanmar, Nepal, Pakistan, the Philippines,
Thailand, Sri Lanka, and Vietnam. Xinhua, “List of Achievements of the Second ‘Belt and Road’
International Cooperation Summit Forum, (55 & — 8 [E PR & 1E @618 15 iR T #L),” April 28,
2019. Translation.

FIn the 2017-2020 ITU study period, Huawei and ZTE have authored or coauthored 25 pro-
posed standards in the Internet of Things (IoT) working group and 40 proposed standards in
the Smart Cities working group as of June 2020, compared to 35 total by the United States.
{\;Ilterﬁational Telecommunications Union Study Group 20, “Contributions—Study Period 2017,”

arch 24, 2020.
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China’s ability to export a unique set of standards for critical
communications and transportation infrastructure could have du-
al-use implications, potentially improving Beijing’s ability to project
military force outside China’s borders.243 Under China’s program
of military-civil fusion, the National Defense Transportation Law
and several other regulations on standards require civilian industry
standards to support defense sector requirements in key projects,
and in some cases provide government subsidies to absorb the cost
where doing so is not commercially advantageous.24¢ For instance,
analysts for the People’s Liberation Army (PLA) have flagged com-
mercial port infrastructure standards as far below those required
to provide logistical support to the PLA Navy in cold chain storage,
cargo terminal size, refueling capacity, and other standards.245

Exports of Chinese communications infrastructure could allow the
PLA to access or control this infrastructure after it has been de-
ployed in other countries or to deny adversaries access in the event
of conflict. China’s State Administration for Market Regulation, the
PLA services’ respective equipment departments, and other agen-
cies coordinate to oversee the unification of industry and commercial
standards with military requirements.246 A 2018 article in the mar-
ket regulator’s agency journal China Standardization encouraged
the PLA to exploit Chinese commercial firms’ access to international
markets to improve the PLA’s modernization and compatibility with
international systems.247

Implications for the United States

Beijing’s long-standing ambitions are designed to undermine and
ultimately displace the United States as a global leader. These goals
enjoy broad support within the CCP and are expected to persist be-
yond General Secretary Xi. A China-centric order replacing the cur-
rent U.S.-led rules-based order could have profound effects on global
security, freedom, and prosperity.248 Statements by General Secre-
tary Xi suggest this new China-led order would redefine the very
concept of sovereignty. In a speech to the Central Military Commis-
sion in November 2015, he claimed the global governance system is
undergoing a “profound revolution [and] the international balance of
power is undergoing the most revolutionary change in recent times,”
declaring this “a great change to the international system [that has
existed] since the Treaty of Westphalia.”249 According to General
Secretary Xi, the Westphalian system, which cemented the norm
of state sovereignty in 1648, was only “a limited international con-
figuration established by various European countries” without the
input of other regions.250 Therefore, he argued, the recent, rapid
growth in the strength of developing countries—and implicitly that
of China in particular—presented an opportunity to reexamine the
international system.251

The international norm of sovereignty determines that with very
few exceptions, states are inviolable as individuals, but the “commu-
nity of common human destiny” seeks to replace this system with
a theory of international relations purporting to treat the world as
a single integrated society under Beijing’s guidance. Just as Bei-
jing’s interpretation of human rights prioritizes collective develop-
ment over the rights of individuals, the “community of common hu-
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man destiny” would subsume the agency and interests of individual
countries to the goal of collective harmony on China’s terms.252 If
the CCP succeeds in normalizing its views of governance, individu-
al rights, and economic exchanges, the result could fundamentally
undermine these rights in a large swath of countries (including the
United States and its allies and partners) and intensify the Unit-
ed States and democratic countries’ current ideological competition
with the CCP.

Beijing’s popularization of undemocratic norms may not result in
countries uniformly adopting the CCP’s political system, but it is
increasingly clear that authoritarian-leaning regimes look to China
for guidance. Repressive governments have used expertise gained
from Beijing to more effectively censor and surveil their populaces.
If governments around the world accept the CCP-promoted notion
that authoritarianism is not just acceptable but superior to democ-
racy, repressive governments may become increasingly emboldened
to abandon even the superficial trappings of rule of law, encour-
aging corruption and repression while eroding transparent gover-
nance globally. Moreover, the Chinese government’s promotion of
alternative nation-based internet protocols presents the risk of cut-
ting off access to information crucial to participatory government.
Controlling, limiting, and censoring information strengthens author-
itarian regimes and silences critics and opposition.

Beijing’s efforts to expand influence in international standards-set-
ting organizations threaten to distort the international standards
ecosystem and disadvantage U.S. firms by undermining the prin-
ciples of market economics. Even where Chinese firms do not rival
U.S. firms’ technological capabilities, greater Chinese influence in
international standards could allow inferior technologies to become
dominant. De facto adoption of Chinese standards, driven by Chi-
nese firms’ exports along BRI, could also put U.S. firms in the po-
sition of having to adapt to Chinese technical standards (and pay
licensing fees to Chinese firms) to access other markets. In some
technological domains, especially ICT, China’s dominance may also
enhance security concerns.

China faces a steep learning curve in its efforts to establish a
new hierarchical global order, but its approach is deliberate and
adaptive. Moreover, while the CCP’s vision is far from Mao Zedong’s
ambitions to export violent revolution and establish China-inspired
regimes worldwide, the Party has never abandoned its goal of fun-
damentally revising the international system. The eventual impact
of these efforts could erode global governance norms and U.S. lead-
ership and influence within already weakened institutions. Under-
estimating Beijing’s intent based on its current capabilities risks
delaying a response until it is already too late to preserve the liberal
international order that has allowed the unprecedented flourishing
of human life and freedoms for the last three-quarters of a century.
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Addendum I: What Is a Technical Standard?

Technical standards are design features or product specifications
that allow different products to work together seamlessly regardless
of where they were made or which firm made them.253 These stan-
dards are called interoperability standards, compatibility standards,
or interface standards (see Table 2: Types of Standards). Technical
stanggi”ds work effectively when they are invisible to the product
user.

Table 2: Types of Standards

or Interface

that allow different
products to work
together seamlessly

outlets

Wireless telecom-
munications (e.g.,
5G)

Type of U.S. Governing

Standard Definition Examples Organization(s)
Interoperability, | Design features or Compatible plugs | Led by nongov-
Compatibility, product specifications | and electrical ernment industry

representatives
like the American
National Stan-
dards Institute
(ANSI) with
guidance from the
U.S. Department
of Commerce’s
National Institute
of Standards and
Technology (NIST)

Health, Safety,
and Environ-
mental Stan-
dards

Requirements that
ensure products
are safe to use or
consume, meet a
minimum clinical

Health: minimum
performance cri-
teria for medical
devices

Safety: uniform

Food and Drug
Administration,
Environmental
Protection Agency,
etc., in conjunction

dards. Benchmarks
establish repeatable
tests to evaluate the
performance of a
technology, often for
new fields

ply with EU safety
standards
Benchmark: a

set of pictures

for gauging the
accuracy of an
image-recognition
algorithm

threshold in deliver- fire hydrant hose | with NIST
ing promised health connections
benefits, or do not Environmental:
cause harm to the vehicle emission
environment standards
Measurements | Standardized units Weight (pound), NIST
and Metrology | of measurements are | volume (gallon),
a prerequisite for and distance
design specifications (miles)
and were the earliest | An amp, an ohm,
work of many stan- and a volt in elec-
dards-making bodies | tricity measure-
ment
Conformity Conformity and Conformity NIST
Assessments assessment tests assessment: tests
Tests and verify that a product | certifying imports
Benchmarking | complies with stan- into the EU com-
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Table 2: Types of Standards—Continued

Type of U.S. Governing
Standard Definition Examples Organization(s)
De Facto Voluntary standards | Google’s open Not governed

that arise by industry

consensus because of
widespread use and
acceptance, but with-
out formal adoption

source software
library of machine
learning tools,
TensorFlow, is
used by other in-

stitutions all over
the world

Source: Casey P. Grant, “Putting Safety First: A Look from Yesterday to Tomorrow on the Build-
ing of Our Safety Infrastructure,” in Mary Jo DiBernardo et al., eds., NIST Centennial Standards
Symposium - Standards in the Global Economy: Past, Present and Future, 2002, 71-72.

In the United States, domestic technical standards are often devel-
oped by nongovernmental organizations like the American National
Standards Institute (ANSI) or industry consortia. These standards
are consensus based, and the organizations and consortia leading
the standards-making process serve to convene a dialogue between
various stakeholders in the outcome of a standards formulation pro-
cess.2%5 Technical standards agreed upon by organization or consor-
tium members are voluntary—no law or regulation requires pro-
ducers to follow them—but widespread adoption can make them a
prerequisite for market entrance.256 Organizations like ANSI also
represent U.S. commercial interests in international standards-mak-
ing bodies.257

While standards-making is industry led in the United States, gov-
ernment is also an active participant in formulating standards pri-
marily ensuring consumer welfare and facilitating, rather than guid-
ing, commercial development. The National Institute for Standards
and Technology (NIST) establishes testing standards and measure-
ments, while agencies like the Food and Drug Administration and
the Environmental Protection Agency develop safety, health, and
environmental standards, often in coordination with NIST and the
private sector.258 These standards may be codified into regulation
for sectors like food standards or medical device standards. In other
cases, NIST helps advance new benchmarks and performance crite-
ria for emerging technologies, for instance by hosting robotics com-
petitions to determine current industry or academic capabilities.259
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Addendum II: Leadership in International Technical Standards-Making
Organizations

Numerous international standards-making bodies have formed to
coordinate development of technical standards suitable for applica-
tion across global economies (Tables 3, 4, and 6 briefly describe the
three largest). These organizations facilitate agreement in design
specifications for complex technologies like wireless telecommunica-
tions, where lack of international consensus would require producers
to conduct substantial additional research, development, and design
to optimize new models for each market with different standards.260

While the particulars of each organization vary, the three largest
organizations each follow a similar hierarchical structure. Techni-
cal committees are responsible for entire sectors (e.g., telecommu-
nications). In turn, they oversee subcommittees that lead the stan-
dards-setting agenda for specific industries or applications (e.g.,
streaming internet video). Within subcommittees, working groups
typically draft actual standards (e.g., developing a video encoding
format, such as MPEG).261 These three organizations take one of
two forms to ratify standards.

In parliamentary or “treaty-based” organizations like the ITU,
each member or participant votes on whether to adopt standards
proposals put before the technical committee, subcommittee, or
working group.262 In consensus-based organizations like ISO and
the IEC, proposals are vetted among members and revised as a
group before going to vote if enough members agree a proposal is
sound and should go to vote after the vetting stage (see Table 3:
Current Leadership in the ITU).263 Beijing is able to wield much
greater influence in parliamentary organizations, where it can lever-
age political influence among other countries.

Table 3: Current Leadership in the ITU

China’s Participation

cations Union

(ITU)

telecommunications
and radio standards

to member countries.
For some technologies,
such as 5G, it adopts
standards developed
by other more qualified
organizations—3GPP
in the case of 5G.

Organizational | Remit and Examples of | and Leadership vs. the
Name Style Committees United States
International | Parliamentary | The ITU is a UN agen- | China is participating
Telecommuni- cy that promulgates in 40 percent of ITU

telecommunications
technical groups for
standards in formula-
tion versus 5 percent
for the United States.
Within 3GPP, China
is participating in 27
percent of specifica-
tions groups versus 23
percent for the United
States. China’s in-
volvement outstrips its
global market share.

Source: Various.264
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Figure 1: Rapporteurs in Select ITU Study Groups: Future Networks,
Security, and Internet of Things Smart Cities, 2020*

United States

Other

Japan

South Korea

China

Source: Various.265

Table 4: Current Leadership in the ISO

China’s Participation

Organizational | Remit and Examples of | and Leadership vs. the
Name Style Committees United States
International | Consensus- ISO is the largest As of 2020, the United
Standards based international stan- States held the sec-
Organization dards-making body ond-most secretariats
(ISO) and issues standards (behind Germany), the

on everything from
biotechnology to
cutlery. ISO and the
IEC jointly issue some
standards. For infor-
mation technology, they
convene Joint Technical
Committee 1 on which
Subcommittee 42 over-
sees artificial intelli-
gence standards.

key position leading
technical committees
and subcommittees.
China held the sixth-
most secretariats. The
U.S. share has declined
steadily since 2008,
while China’s share
has tripled in the same
period. China leads
ISO in technical com-
mittee and subcommit-
tee participation, while
the United States
ranks 17th.

Source: Various.266

*Rapporteurs manage committee workflow in the ITU. The figure includes both rapporteurs
and associate rapporteurs. These three study groups provide a picture of China’s influence in tele-
communications standards. Gary Fishman, “ITU-I Rapporteur and Editor Tutorial,” International
Telecommunication Union, October 2012.
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Table 5: Share of ISO Technical Committee Secretariats Held by Select

Members, 2020

Number of Percent of Number of Percent of

Country Secretariats Subset Country Secretariats Subset
Germany 133 23% Japan 76 13%
United 105 18% China 63 11%
States
France 77 14% Italy 21 4%
United 76 13% South 19 3%
Kingdom Korea

Source: International Standards Organization, “Members.”

Table 6: Current Leadership International in the IEC

China’s Participation

Organizational | Remit and Examples of | and Leadership vs. the
Name Style Committees United States
International | Consensus- In contrast to ISO, the | Similar to ISO, China
Electro-tech- | based IEC issues standards trails the influence of
nical Com- exclusively for products | the United States and

mittee (IEC)

that use electricity

Germany in leadership
positions, but it has
grown steadily from a
minimal presence in
the IEC prior to 2006.
Notably, China is tied
with Germany for par-
ticipation in the most
technical committees
and subcommittees

(at 183). The United
States is involved in
170.

Source: International Electrotechnical Commission, “Who We Are.”

Table 7. Share of IEC Technical Committee Secretariats Held by Select

Members, 2020

Number of Percent of Number of Percent of
Country Secretariats Subset Country Secretariats Subset

Germany 36 22% United 20 12%
Kingdom

United 26 16% Italy 13 8%

States

Japan 24 15% China 11 7%

France 22 14% South 10 6%
Korea

Source: International Electrotechnical Commission, “Who We Are.”
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SECTION 3: CHINA’S STRATEGIC AIMS IN
AFRICA

Key Findings

Beijing has long viewed African countries as occupying a cen-
tral position in its efforts to increase China’s global influence
and revise the international order. Over the last two decades,
and especially under General Secretary of the Chinese Com-
munist Party (CCP) Xi Jinping’s leadership since 2012, Beijing
has launched new initiatives to transform Africa into a testing
ground for the export of its governance system of state-led eco-
nomic growth under one-party, authoritarian rule.

Beijing uses its influence in Africa to gain preferential access to
Africa’s natural resources, open up markets for Chinese exports,
and enlist African support for Chinese diplomatic priorities on
and beyond the continent. The CCP flexibly tailors its approach
to different African countries with the goal of instilling admira-
tion and at times emulation of China’s alternative political and
governance regime.

China is dependent on Africa for imports of fossil fuels and
commodities constituting critical inputs in emerging technology
products. Beijing has increased its control of African commodi-
ties through strategic direct investment in oil fields, mines, and
production facilities, as well as through resource-backed loans
that call for in-kind payments of commodities. This control
threatens the ability of U.S. companies to access key supplies.

As the top bilateral financier of infrastructure projects across
Africa, China plays an important role in addressing the short-
age of infrastructure on the continent. China’s financing is
opaque and often comes with onerous terms, however, leading
to rising concerns of economic exploitation, dependency, and po-
litical coercion. Many African countries borrowing from Beijing
face growing debt burdens.

China has shown an apparent willingness to leverage its in-
fluence in the UN peacekeeping operations (PKOs) system to
advance its economic interests in African countries, raising the
possibility that Beijing is subverting UN norms and procedures
in the process. Beijing also relies on the assistance of African
partners and private security contractors to advance its eco-
nomic objectives on the continent.

China’s approach to security engagement allows Beijing to ex-
pand its influence in Africa’s security domain while minimiz-
ing its visible military presence outside of its UN PKO con-
tributions. As Beijing’s economic and political influence on the

(136)
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continent grows, it might leverage its security ties to establish
another base in the medium to long term, as it did in Djibouti.

Recommendations
The Commission recommends:

e Congress require the Office of the U.S. Trade Representative,
within 180 days, to prepare a report on China’s use of rules
of origin intended to benefit countries eligible for the African
Growth and Opportunity Act (AGOA) to ensure AGOA countries
obtain the benefit of favorable trade policies and China is not
using them to circumvent U.S. trade policies.

Introduction

Over the last two decades, China has reinvigorated its longstand-
ing ties to African countries,* placing the continent squarely at the
center of its ambitions to become a global leader. In its official policy
documents, Beijing claims to assist African countries in choosing
their own development path while upholding its principle of “non-
interference” in African domestic politics. In practice, however, the
Chinese government exports its model of state-led economic growth
under one-party, authoritarian rule. Economically, Beijing contends
it seeks to help Africa industrialize and promote “win-win” cooper-
ation. Its trade and investment, however, are characterized by in-
creasing control over key African commodities and infrastructure.
Opaque loans from China are pushing some African countries deep-
er into debt. To some, these patterns are reminiscent of Africa’s co-
lonial past and have led to concerns among African citizens and
leaders that China’s economic presence is not mutually beneficial,
but rather an example of Beijing’s “debt trap diplomacy.”

China has accompanied the substantial increase in its political
and economic engagement with a modest deepening of its military
influence. To date, Beijing has mostly refrained from expanding its
visible military footprint on the continent, focusing instead on alter-
native forms of military influence to support political and economic
objectives. Military training programs, arms sales, joint exercises,
and the deployment of military units under the auspices of UN mis-
sions have all served to enhance China’s influence in key partner
countries. Still, other military activities have served more purely
operational ends. Beijing’s first overseas military base, located in
Djibouti, has allowed it to expand its military presence farther in
and around Africa. As its economic and political influence grows,
Beijing may be considering plans to establish a second base, while it
has taken initial steps to extend its naval presence into the Atlantic
Ocean.

This section explores China’s growing influence across Africa and
assesses its implications for the United States. It examines the
strategic goals of China’s Africa policy and Africa’s significance to
Beijing’s global leadership ambitions. The section then assesses Chi-
na’s economic activity in Africa, including its desire for commodi-
ties and resources, investment in critical infrastructure and sectors,

*This section examines China’s engagement in all 54 internationally recognized African coun-
tries, including those in North Africa and the Maghreb, areas that may fall culturally, politically,
and economically as both part of Africa and the Middle East.
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and role in Africa’s growing digital economy. Finally, it discusses
China’s expanding security presence on the continent and examines
how China leverages security cooperation to pursue its political and
economic interests. The section draws from the Commission’s May
2020 hearing on “China’s Strategic Aims in Africa,” the Commis-
sion’s staff and contracted research, and consultations with policy
experts and open source research and analysis.

China’s Africa Strategy: Foundations for a New World Order

Beijing assigns Africa a central role in its foreign policy and views
its ties with the continent as a cornerstone of its broader efforts
to revise the international order. To demonstrate the consistency of
this emphasis, China’s foreign ministers have chosen African coun-
tries as their first overseas trip destinations each year since 1991.%1
To date, Beijing has released two white papers on its Africa policy,
one in 2006 and one in 2015.2 While China’s 2006 white paper called
for a “new type of strategic partnership with Africa,” the 2015 white
paper assigns a much higher priority for the continent by elevating
relations to the status of a comprehensive strategic cooperative part-
nership—phraseology used by China’s foreign ministry to denote its
most important relationships.? The 2015 white paper underscores
Africa’s role in building a “community of common human destiny,”
a CCP concept for a China-led global governance regime.* It also
notes that Beijing seeks to enlist African support for its broader for-
eign policy goal of achieving “comprehensive reform” of the current
international system.5

In 2018, Chinese State Councilor and Foreign Minister Wang Yi
described the Chinese government as viewing its relations with Af-
rica as a “template” for its “community of common human destiny.”®
Christopher Maloney, acting assistant administrator in the U.S.
Agency for International Development’s Bureau for Africa, argued in
his written testimony to the Commission that China “is looking for
political allies [in Africa] who are sympathetic, whether by ideology
or situation, to rewriting the rules of the international order.”7 (See
Chapter 1, Section 2, “The China Model: Return of the Middle King-
dom,” for further discussion of China’s global leadership ambitions.)

Beijing has also increased its efforts to export its political gover-
nance and economic development model to some African countries.
In contrast to the 2006 white paper, the 2015 white paper articu-
lates a discernibly China-inspired model for the continent’s politi-
cal governance and economic development.® In one reflection of this
more assertive approach, the 2015 white paper notes that Beijing
seeks to enlist “chosen African countries”—referring to China’s clos-
est African partners—to promote state-led economic development
across the continent.® The 2015 white paper also highlights Bei-
jing’s comparative advantages in a variety of domains, such as law
enforcement, the judicial process, media, and science and technology,
while openly calling on African countries to learn from China’s expe-
rience.10 Additionally, it describes a number of deficiencies in Africa,
such as “backward infrastructure,” “cyberspace management,” and

*Chinese State Councilor and Foreign Minister Wang Yi repeated this pattern most recently
with his visit to Burundi, Djibouti, Egypt, Eritrea, Kenya, and Zimbabwe in January 2020. Eric
Olander, “Why Wang Yi's Boring, Uneventful Tour of Africa Was So Important,” China-Africa
Project, January 13, 2020.
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“riot control,” and posits a Chinese role in guiding African countries
to build up their capacity in these and other domains through train-
ing and exchanges.1!

More broadly, Beijing uses its relationships with African countries
to accomplish other important objectives. These goals include gain-
ing preferential access to the continent’s natural resources, using
free trade zones to circumvent U.S. and EU trade quotas, opening up
African countries as markets for Chinese exports, and enlisting Af-
rican support for Chinese global diplomatic goals, such as garnering
support for China’s Belt and Road Initiative (BRI).*12 China blends
all of its tools of national power—political, economic, and military—
to accomplish these objectives.13

China Leverages Historical Ties to Africa

The foundations of Beijing’s current relationships with Afri-
can countries are built on the influence China gained through
its engagement with the continent during the Cold War. Africa
has been a focus of Chinese foreign policy since the establish-
ment of the People’s Republic of China in 1949. From the 1950s
to the late 1970s, the CCP actively supported various national
liberation movements in Africa to advance its broader strategy
of establishing Beijing as a leader of the global communist move-
ment.§ 14 Beijing’s foreign policy in Africa during the Cold War
was often in direct competition with both the United States and
the Soviet Union.'5 By the 1980s, however, changes in China’s in-
ternal politics diverted attention away from promoting revolution
in Africa.16 Nevertheless, China’s engagement with Africa did not
halt completely: Beijing continued to provide financial assistance
to African political parties, organizations, and states, and by the
mid-1980s had established formal diplomatic ties with a majori-
ty of African countries.l” By the turn of the millennium, Beijing
began to reemphasize commercial, diplomatic, and political ties
with African countries, in many cases leaning on those historical
ties as Beijing looked to fill its need for raw materials and desire
to court African political support internationally.18

Implementing Beijing’s Africa Strategy

China works to achieve its goals in Africa by leveraging its most
significant bilateral relationships and exerting influence through
key regional and international institutions.

*Launched in 2013, China’s BRI is a well-resourced, whole-of-government concept for regional
and global connectivity. Since its inception, BRI has climbed to the top of Beijing’s foreign policy
agenda and has been extolled by General Secretary Xi as the “project of the century.” U.S.-China
Economic and Security Review Commission, 2018 Annual Report to Congress, November 2018,
261

TOne of the People’s Republic of China’s goals during this time was leveraging African support
to gain China’s permanent seat at the UN Security Council. The Republic of China was one of five
permanent members of the Security Council until 1971. With 26 African countries voting in favor
of UN Resolution 2758, Beijing gained the permanent seat at the UN Security Council when it
replaced Taipei at the UN. United Nations General Assembly, “Resolution 2758,” October 25, 1971.
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Reliance upon Key Strategic Partners

China has deepened ties with all countries across the conti-
nent—with the exception of Eswatini (Swaziland), which recog-
nizes Taipei over Beijing—but clearly prioritizes its relationships
with a set of major strategic partners located in each key African
region.19 Some of Beijing’s top strategic partners on the continent
include Ethiopia, Kenya, and Tanzania in East Africa; Angola,
Mozambique, Namibia, South Africa, and Zimbabwe in Southern
Africa; Egypt and Sudan in North Africa; and Guinea and Nige-
ria in West Africa (see Figure 1).20 Of all its strategic partners,
Beijing relies most heavily on the African partners with which it
developed close ideological ties during the Cold War. This ideolog-
ical affinity, which draws on a shared socialist and anticolonial
heritage, plays a key role in a number of China’s strongest and
most enduring partnerships.*21! Beijing’s strategic partners rank
among the most populous, economically dynamic, and culturally
influential countries in each region.22

China’s Strategic Partnerships in Africaf

Beijing has a multitiered system to rank its diplomatic part-
nerships with countries around the world, including in Africa. In
general, the higher the partnership level, the more Beijing will
engage with the country, such as by increasing economic ties and
diplomatic exchanges.23 The three highest levels of partnership
are “comprehensive strategic cooperative partnership,” “compre-
hensive strategic partnership,” and “strategic partnership.” Chi-
na counts the following African countries in these three levels of
partnership:

Comprehensive strategic cooperative partnership: Ethio-
l};izlio, Guinea, Kenya, Mozambique, Namibia, Tanzania, and Zim-

abwe.

Comprehensive strategic partnership: Algeria, Egypt, Nige-
ria, and South Aftrica.

Strategic partnership: Angola and Sudan.24

*Beijing leverages its shared ideological affinity with countries such as Angola, Ethiopia, Mo-
zambique, Namibia, South Africa, Tanzania, and Zimbabwe. Will Green, Leyton Nelson, and Brit-
tney Washlng‘ton, “China’s Engagement with Africa: Foundations for an Alternative Governance
Regime,” U.S.-China Economic and Security Review Commission, May 1, 2020; Paul Nantulya,
written testimony for U.S.-China Economic and Security Review Commlssmn Hearmg on Chi-
na’s Military Power Projection and U.S. National Influence Strategic Aims in Africa, February
20, 2020, 4.

TThere are no clear definitions of China’s partnership arrangements. In some cases, agree-
ments on partnership levels are negotiated bilaterally. In others, they evolve over time. In gen-
eral, the higher the partnership level, the more Beijing will engage with the country through
high-level engagements, enhanced contacts, and coordination of international affairs. For more
on China’s partnership diplomacy, see South China Morning Post, “Quick Guide to China’s Dip-
lomatic Levels,” January 20, 2016.
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Figure 1: China’s Strategic Partnerships in Africa
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Exerting Influence through Regional and International Institutions

The Forum on China-Africa Cooperation (FOCAC), established
in 2000, represents a significant evolution from a relatively limited
approach to the continent employed in the 1990s to a much more
active one. FOCAC also significantly enhances Beijing’s ability to
garner widespread African support for its geopolitical and economic
agenda.26 FOCAC was the first major regional forum established
by China* and holds meetings every three years in either China or
Africa.i African participation in FOCAC has been very high, with
the top leaders of nearly all African countries attending the most
recent summit in 2018.%27 The various action plans published after
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Source: Various.25

*Other China-led fora include the Boao Forum for Asia (2001), the China-Arab States Cooper-
ation Forum (2004), the China-CELAC Forum (2015), and the Conference on Dialogue of Asian
Civilizations (2019). China’s State Council Information Office, China and the World in the New
Era, September 2019.

TThe meetings could be held at either the ministerial or summit level. In total, there have been
seven ministerial conferences and three summits held. Xinhua, “Full Text of Yang Jiechi’s Written
Interview with Xinhua News Agency,” December 21, 2019.

£The African countries that did not send their top leaders to attend the 2018 summit are Al-
geria, Burundi, the Democratic Republic of the Congo, Eritrea, and Tanzania. These countries did
send lower-ranking officials on behalf of their governments. Eswatini did not send a delegation at
all as it does not have diplomatic relations with China. Yun Sun, written testimony for U.S.-China
Economic and Security Review Commission, Hearing on China’s Strategic Aims in Africa, May
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each FOCAC meeting provide a framework for China’s engagement
with Africa for the next three years. The meetings have often in-
cluded Chinese pledges of additional financial support for the con-
tinent.28 According to Yang Jiechi, Politburo member and director
of the CCP’s Central Foreign Affairs Commission Office, FOCAC
allows China and African countries to use “[their] own voice” on in-
ternational and regional issues, implying that Beijing’s policies are
accepted by all African countries.29

At the 2018 summit, China and the 53 African countries in atten-
dance agreed to defend each other’s “core interests”—a term used
to describe issues to which Beijing is particularly sensitive, such as
human rights and Taiwan—as well as “the overall interests of devel-
oping countries.”39 The two sides also pledged to build a “new mod-
el of international relations” based on the “community of common
human destiny.” Paul Nantulya, research associate at the National
Defense University, argued in his testimony before the Commission
that enlisting African countries to endorse this pledge has been Chi-
na’s “driving objective” for FOCAC.31

Beyond FOCAC, Beijing uses other regional organizations and ini-
tiatives, such as the African Union (AU), the Economic Community
of West African States, and the Organization of Islamic Cooperation
(OIC), to spread its influence in Africa.32 China attaches consider-
able importance to its relationship with the AU, which includes all
54 internationally recognized African countries and is a full mem-
ber of FOCAC.*33 Highlighting the close ties Beijing has cultivated
with the institution, AU Commission Chairman Jean Ping pledged
in 2009 that the AU would “continue to stand by China on major
issues concerning China’s sovereignty and territorial integrity,” a
sentiment that has continued to the present day.34¢ The AU was also
the first multilateral body to formally endorse Beijing’s “community
of common human destiny” framework.35

In 2015, China established a permanent mission to the AU in
Addis Ababa, Ethiopia, where the AU is headquartered, and sub-
sequently invited the AU to open an office in Beijing.3¢ China de-
signed, built, and paid for the AU’s $200 million headquarters, with
Huawei installing the servers, raising concerns over potential Chi-
nese espionage.? Construction consisted of a mix of Chinese and
Ethiopian laborers.3” David H. Shinn, former U.S. ambassador to
Ethiopia and Burkina Faso and currently adjunct professor at the
George Washington University, noted in his testimony before the
Commission that the headquarters serves as “a daily reminder [to
African countries] of China’s benevolence.”38 (See the section on
China’s “Digital Silk Road in Africa” for further discussion on Chi-

8, 2020, 7; Abdur Rahman Alfa Shaban, “Handful African Residents Not Attending 2018 FOCAC
Summit in China,” Africa News, March 9, 2018.

*The AU has 55 member states in total, including the Sahrawi Arab Democratic Republic
(Western Sahara), territory that Morocco partially controls. China does not recognize Western
Sahara. David H. Shinn, written testimony for U.S.-China Economic and Security Review Com-
mission, Hearing on China’s Strategic Aims in Africa, May 8, 2020, 6-8.

TIn 2018, a French newspaper reported that the headquarters had been hacked and had its
data transferred to a server in China, causing some AU officials to raise concerns over potential
Chinese espionage. The AU and China later denied the allegations. Bukola Adebayo and Tim
Schwarz, “China Denies Bugging African Union Headquarters It Built in Ethiopia,” CNN, Febru-
ary 2, 2018; John Aglionby, Emily Feng, and Yuan Yang, “African Union Accuses China of Hacking
Headquarters,” Financial Times, January 29, 2018.
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na installing telecommunications equipment in African government
buildings.)

Smaller regional organizations also play into Beijing’s calculus.
For example, in 2018, the Economic Community of West African
States accepted China’s offer to provide the organization with a
$31.6 million grant to build its new headquarters in Abuja, Nige-
ria.3? Building the headquarters in Abuja will strengthen ties with
both the organization and with Nigeria, Africa’s most populous coun-
try. Under the agreement, the Chinese government will choose the
contractor to build the new headquarters, with the building’s digital
infrastructure likely to be installed by Chinese telecommunications
companies.40 Additionally, Beijing has a longstanding relationship
with the OIC, which is not an Africa-focused regional organization
but has 27 African members.41 Chinese and OIC senior officials con-
duct regular exchanges, and the OIC has supported the Chinese
government’s mass detentions of Uyghurs and other Muslim eth-
nic groups in China’s western Xinjiang region.42 OIC officials have
visited Xinjiang on delegation trips to China, such as in December
2019 when representatives from Cameroon, Chad, Egypt, Niger, Ni-
geria, and Sudan visited the region.43

China’s Political Influence in Africa: Exporting an
Authoritarian Model

Beijing views Africa as a uniquely promising testing ground for
the export of its political and economic model and believes that if
more African countries emulate China’s system of governance, it
will be easier for Beijing to advance its strategic objectives across
the continent and globally.* As Yun Sun, codirector of the East Asia
program at the Stimson Center, noted in her testimony before the
Commission, “From Beijing’s perspective, the popularity of the Chi-
na Model is the best way to validate the credibility, or even the
desirability, of the Chinese system.”44 Additionally, Beijing is able to
leverage the considerable influence it gains through its political en-
gagement to garner African support for China’s broader diplomatic
priorities, especially at the UN.

Deepening Influence through Political and Ideological
Training

Although China’s political engagement in Africa has evolved over
the decades, under General Secretary Xi there has been an empha-
sis on spreading China’s model in Africa. The Chinese government

*R. Evan Ellis, research professor of Latin American studies at the U.S. Army War College,
argued in his testimony before the Commission that China’s Africa strategy provides a template
for Beijing’s strategy in other regions, such as Latin America and the Caribbean. For example,
the model China employs in both Africa and Latin America and the Caribbean includes acquiring
control over commodities extraction and processing operations, training media professionals and
launching related influence operations, financing the construction of infrastructure, and requiring
that Chinese firms do the work on Chinese-financed projects. China’s efforts have not experienced
as much success in Latin America and the Caribbean due to its historic ties to the United States
and some countries in the region’s relatively strong institutions. These factors have forced Beijing
to modify its approach to Latin America and the Caribbean to adapt to local conditions, such
as by emphasizing public-private partnerships and working with well-respected local partners
and consultants. R. Evan Ellis, oral testimony for U.S.-China Economic and Security Review
Commission, Hearing on the Chinese View of Strategic Competition with the United States, June
24, 2020, 138; R. Evan Ellis, response to questions for the record for U.S.-China Economic and
Security Review Commission, Hearing on the Chinese View of Strategic Competition with the
United States, June 24, 2020, 211-213.
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describes this push as “the exchange of governance experience,” im-
plying mutual exchange between China and its African partners
based on equality.#® In reality, however, Beijing’s intention is for Af-
rican states to adopt key aspects of China’s governance model, with
these exchanges being “mostly a one-way street,” according to Ms.
Sun.46 To promote its model, Beijing pledged at the 2018 FOCAC
summit to provide 50,000 capacity-building training opportunities
for African partners, including for government officials, opinion lead-
ers, scholars, journalists, and technical experts.47 As Ms. Sun notes,
“These are essentially the African political, economic, and social
elites as well as opinion leaders that will shape the future of the
continent and its relations with China.”48

Despite the fact that Beijing is making a concerted push to en-
list African elites to emulate the China model, according to a 2020
survey conducted across 18 African countries, the U.S. model was
respondents’ most-preferred model of governance, although China’s
model ranked a close second.*® Additionally, according to a 2019 sur-
vey conducted across 34 African countries, three-quarters of Africans
said they prefer regular, open, and honest elections to choose their
national leaders—a preference that is directly in contrast to what
Beijing has sought to export to Africa: state-led economic growth
under one-party, authoritarian rule.5°

The CCP’s party training program is the primary mechanism Bei-
jing employs to spread its ideology of authoritarian governance on
the African continent.* The overarching goal of the program is to
train African political parties to emulate China’s one-party system
of governance and prevent large-scale democratization and political
liberalization on the continent. According to an authoritative com-
mentary written in 2012 by the CCP Central Liaison Department’s
Africa Bureau,{ the expansion of multiparty democracy in Africa
in the 1990s had a “negative impact” on Sino-African political ties
because Africa’s new, democratic parties “lacked understanding” of
the CCP.51 The CCP claims the appeal of this training is mutual,
asserting that in recent years the desire among African political
parties (especially ruling parties) to conduct party-to-party training
and engagements has become increasingly strong.52

Operationally, Beijing is flexible in tailoring its party training to
different countries. For example, the CCP would train the Ethio-
pian People’s Revolutionary Democratic Front (EPRDF), Ethiopia’s
former ruling party with Marxist-Leninist roots, in traditional Le-
ninist ideology, propaganda, and party management.t55 When the

*The CCP Central Committee’s International Department, an organization that is part of the
CCP’s semiofficial diplomacy apparatus tasked with cultivating foreign officials and political par-
ties, is the main organizing entity for Party training. The International Department is also known
as the International Liaison Department. It is one of several organizations under the CCP’s
Central Committee tasked with managing perceptions of Party outsiders, along with the United
Front Work Department and the Propaganda Department. Alexander Bowe, “China’s Overseas
United Front Work: Background and Implications for the United States,” U.S.-China Econom-
ic and Security Review Commission, August 24, 2018; Joshua Eisenman and David H. Shinn,
“China’s Strategy in Africa,” in Joshua Eisenman and Eric Heginbotham, eds., China Steps Out-
Beijing’s Major Power Engagement with the Developing World, Routledge, 2018, 148.

The CCP Central Liaison Department’s Africa Bureau is also known as the Fourth Bureau.
China Party-Government-Military Directory (*FH %% 45%), Mingpao Publishing House, Ltd.,
2009. Translation.

+#The EPRDF was the dominant party in Ethiopia from 1991 to late 2019, when it was disband-
ed. For most of its history, the Tigray People’s Liberation Front (TPLF) led the broader EPRDF.
The TPLF emphasized the EPRDF’s role as a vanguard party and the dictatorship of the prole-
tariat and was at times particularly close with the CCP. The EPRDF had been dubbed the CCP’s
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CCP trains African parties that do not have a socialist or left-wing
heritage, such as South Sudan’s current ruling party, the Sudan
People’s Liberation Movement, the CCP will stress other aspects of
authoritarian governance, such as the importance of the ruling re-
gime retaining absolute control of the armed forces.>* The CCP also
engages with African opposition parties, but according to analysis by
Ambassador Shinn and Joshua Eisenman, associate professor at the
University of Notre Dame, these engagements are “subordinated” if
they jeopardize the CCP’s relations with the ruling party.55

Many African political parties participating in these trainings are
keen to integrate the CCP’s teachings on governance into their own
domestic political system. This is especially true among governing
parties that already share elements of China’s authoritarian politi-
cal culture or ideological worldview. For example, during a training
in China in 2011, Samson Gwede Mantashe, then secretary general
and current chairperson of South Africa’s ruling African National
Congress (ANC), stated that “the Chinese Communist Party’s ruling
experience and party building theory merits the ANC’s study and
to be used as a reference.”5¢ In June 2020, the secretary general of
Kenya’s dominant Jubilee Party said, “Jubilee Party can only aspire,
and where possible learn some lessons [from the CCP].”*57 After a
September training session with the CCP that included lessons on
General Secretary Xi’s third volume of The Governance of China,
the general secretary of the Republic of the Congo’s ruling Party of
Labor stated, “Congo will stand firmly on China’s side under any
circumstances.”?8

According to Ms. Sun, these trainings “remain attractive to Af-
rican parties that are inspired by the CCP’s longevity and level of
control” and will “ensure that the CCP continues to cultivate inter-
est in its model from African parties well into the future.”5° Other
parties that have participated in CCP trainings and engagements
include the National Congress Party of Sudan, the South African
Communist Party,T and the South West Africa People’s Organization

“most eager student” for ideological training. The CCP focused its trainings for the EPRDF on
critical principles underpinning a Leninist party-state, such as organizational work, ideological
work, propaganda, cadre education, and relations between the central and local party committees.
The CCP has also held trainings for EPRDF cadres on how China “guides” public opinion through
media control. There had been some pushback from the Ethiopian opposition against the EPRDF
for its close relationship with the CCP, with Ethiopian civil society and human rights activists
asserting that the CCP was hardening the EPRDF’s authoritarian tendencies. This pushback
has even led to violence. In 2007, armed insurgents, considering Chinese firms as proxies to
the EPRDF, attacked the Sinopec-operated Abole oil field, leaving at least 74 people dead. Yun
Sun, written testimony for U.S.-China Economic and Security Review Commission, Hearing on
China’s Strategic Aims in Africa, May 8, 2020, 8; Tom Gardner, “Will Abiy Ahmed’s Bet on Ethi-
opia’s Political Future Pay Off?” Foreign Policy, January 21, 2020; Tefera Negash Gebregziabher,
“Ideology and Power in TPLF’s Ethiopia: A Historic Reversal in the Making?” Journal of African
Affairs 118: 472 (July 2019), 463-484; Yun Sun, “Political Party Training: China’s Ideological
Push in Africa?” Brookings Institution, July 5, 2016; BBC, “Scores Die in Ethiopia Oil Attack,”
April 24, 2007.

*The Jubilee Party is a right-wing party in Kenya. As part of an agreement, the CCP has
trained Jubilee Party officials on “democracy and party management.” Moses Nyamori, “Jubilee
Party Learns from Chinese,” Standard, 2018.

TThe ANC and the South African Communist Party, together with the Congress of South Afri-
can Trade Unions, form a political alliance in South Africa. The CCP was an early supporter of
the ANC in its struggle against apartheid, and Mao Zedong purportedly gave his blessing to the
movement in 1960. These ties were disrupted during the Sino-Soviet split (1956-1966) in which
the ANC backed the Soviet Union in its contest with China, but they were never truly lost. Af-
ter the Cold War, former South African president and ANC leader Nelson Mandela established
South Africa as a successful democracy, but the CCP’s relationship with the ANC remains strong.
Joshua Eisenman, “Comrades-in-Arms: The Chinese Communist Party’s Relations with African
Political Organizations in the Mao Era, 1949-76,” Cold War History 18:4 (2018): 429-445; Martin
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of Namibia. Beijing also funds political schools in Africa to educate
Beijing’s African partners on China’s governance model and devel-
opment experience.* 60

The CCP’s party training program also acts as a unique venue
for Beijing to promote its foreign policy goals. While attending
training in China, African party participants receive lectures and
training on a wide range of topics, such as the Chinese govern-
ment’s controversial international positions like Beijing’s vast
territorial claims in the Indo-Pacific region.61 Underscoring the
role of these engagements in geopolitics, in October 2019 the CCP
International Department hosted a South African delegation led
by Deputy President of the ANC David Mabuza (who concurrently
serves as deputy president of the country) focused on supporting
China and South Africa’s “core interests.”62 In December 2019,
the International Department hosted a delegation from Nigeria’s
ruling All Progressives Congress, which focused in part on pro-
moting China’s BRI.63 As Chinese economic initiatives such as
BRI expand in Africa, cooperation of ruling parties is essential
for securing approval for major projects.64

Enlisting African Support for Beijing’s Global Diplomatic
Goals

Beijing has used the influence it gains from its political engage-
ment with African countries to secure support for its global diplomat-
ic goals, including for its repressive domestic policies and disputed
sovereignty claims, many of which have faced strong international
criticism. Governments of multiple African countries have offered
official support for the Chinese government’s mass detentions of Uy-
ghurs and other Muslim ethnic groups in China’s western Xinjiang
region, and many African governments have also offered approval
for Beijing’s suppression of the 2019 Hong Kong prodemocracy pro-
tests and its 2020 Hong Kong national security law.765 In a joint

Plaut, “Why Is the ANC Following the Example of the Chinese Communist Party?” New States-
man Amertca January 6, 2015.

*Beijing funds pohtlcal schools in at least five African countries. For example, in July 2018
Chinese construction firms broke ground on the Julius Nyerere Leadership School in Tanzania.
Named after Tanzania’s founding president and revolutionary leader, the school is being built
with Chinese financial support and will act as a political training academy for the ruling parties
of Angola, Mozambique, Namibia, South Africa, Tanzania, and Zimbabwe. These parties make
up the Former Liberation Movements of Southern Afrlca an influential regional grouping of
former liberation movements that have been dominant partles in their respective countries since
they achieved independence. Other Chinese-funded political schools include the National Political
School and the Oliver Tambo Leadership School in Uganda, the Tatek Political School in Ethiopia,
Windhoek Political School in Namibia, and the Venterskroon Political School in South Africa. Will
Green, Leyton Nelson, and Brittney Washington, “China’s Engagement with Africa: Foundations
for an Alternative Governance Regime,” U.S.-China Economic and Security Review Commission,
May 1, 2020; Paul Nantulya, written testimony for U.S.-China Economic and Security Review
Commlssmn Hearing on China’s Military Power PrOJectzon and U.S. National Interests, Febru-
ary 20, 2020 4; Joshua Eisenman and Eric Heginbotham, “China’s Relations with Afnca Latin
America, and the Middle East,” in David Shambaugh, ed., China & the World, Oxford University
Pr(less, 2020, 303; Herald, “Groundbreaking Ceremony of Julius Nyerere Leadership School Held,”
July 17, 2018.

FIn July 2019, the following African states signed a letter to the UN Human Rights Council
publicly supporting China’s Xinjiang policies: Algeria, Angola, Burkina Faso, Burundi, Cameroon,
Comoros, the Republic of the Congo, the Democratic Republic of the Congo, Egypt, Eritrea, Ga-
bon, Nigeria, Somalia, South Sudan, Sudan, Togo, and Zimbabwe. Subsequent signers included
Djibouti, Equatorial Guinea, Mozambique, Uganda, and Zambia. In October 2020, 21 African
states signed on to a statement offered by Cuba supporting China’s Xinjiang p011c1es at the UN
General Assembly. Countries that did not support Beijing’s policies in the 2019 public letter but
supported them at the UN General Assembly in 2020 include Central African Republic, Guinea,
Guinea-Bissau, Madagascar, Morocco, and Tanzania. Countries that supported China’s policies in
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statement issued at the “Extraordinary China-Africa Summit on
Solidarity against COVID-19” held in June, 13 African leaders* as
well as the AU Commission chairperson used the forum to declare
their support for some of Beijing’s controversial positions, such as
its Taiwan policy.66 The statement also lauded the leadership of
World Health Organization Director-General Tedros Adhanom Ghe-
breyesus in battling the novel coronavirus (COVID-19) pandemic
and issued calls for lifting international sanctions against Sudan
and Zimbabwe.67 In another example, a majority of African coun-
tries have issued statements in support of Beijing’s maritime claims
in the South China Sea, key elements of which have been found to
be illegal by a tribunal under the Permanent Court of Arbitration in
The Hague.7 68 (See Addendum I for more on African countries sup-
porting Beijing’s controversial international positions.)

Beijing has also used its influence to win African votes at the UN
in support of key Chinese foreign policy priorities. Currently, the
54 internationally recognized African countries represent roughly
one-quarter of UN member states and votes in the General Assem-
bly. Beijing views support from these countries as vital to advancing
its geopolitical objectives.®® As Ambassador Shinn noted in his testi-
mony, compared to other international fora “the United Nations Gen-
eral Assembly... and the UN Security Council... offer more effective
forums [for China] to solicit African support.”79 A study conducted
by AidData, a research lab at William & Mary that collects aid and
development assistance data, notes there is strong correlation be-
tween Chinese aid disbursements and African countries voting in
support of China at the UN.7* In 2017 and 2018, China introduced
resolutions for the first time to revise human rights and governance
norms by inserting new language into UN texts.t Both resolutions,

the 2019 letter but did not support them at the UN General Assembly in 2020 include Algeria,
Burkina Faso, the Democratic Republic of the Congo, Nigeria, Somalia, Djibouti, and Zambia.
Catherine Putz, “2020 Edition: Which Countries Are For or Against China’s Xinjiang Policies?,”
Diplomat, October 9, 2020; Catherine Putz, “Which Countries Are For or Against China’s Xinjiang
Policies?” Diplomat, July 15, 2019; Joshua Eisenman and David H. Shinn, “Evolving Principles
and Guiding Concepts: How China Gains African Support for Its Core National Interests,” Orbis
64:2 (2020): 271-288; Aggrey Mutambo, “China Seeks Support from Africa on Uyghur Policy,”
Daily Nation, October 13, 2019.

*Leaders from the following countries attended the virtual summit: China, South Africa, Sen-
egal, Egypt, the Democratic Republic of the Congo, Algeria, Gabon, Kenya, Mali, Niger, Nigeria,
Rwanda, Zimbabwe, and Ethiopia. The AU Commission was also represented. Xinhua, “Full Text:
Joint Statement of the Extraordinary China-Africa Summit on Solidarity against COVID-19,”
June 18, 2020.

TThirty-nine African countries have openly supported China’s position in the South China Sea
disputes. For a list of these countries, see Wang Wen and Chen Xiaochen, “Who Supports China
in the South China Sea and Why,” Diplomat, July 27, 2016.

#In 2017, China offered its first independent resolution at the UN Human Rights Council on
“the contribution of development to the enjoyment of human rights.” This resolution suggested
that respect for human rights depends on “people-centered development” as opposed to being
inherent to human dignity regardless of a country’s development level. It also included language
on the importance of the “community of common human destiny” and “win-win outcomes.” In
2018, China offered a second independent resolution at the UN Human Rights Council on “pro-
moting mutually beneficial cooperation in the field of human rights.” This resolution reflected
Beijing’s insistence that constructive dialogue and capacity building should be the primary tools
for promoting human rights at the UN. In practice, this would mean traditional resolutions that
target specific countries for human rights abuses should be discarded in favor of softer mecha-
nisms like the Universal Periodic Review, a state-led peer review process. It also reemphasized
the “community of common human destiny.” Paul Nantulya, written testimony for U.S.-China
Economic and Security Review Commission, Hearing on China’s Military Power Projection and
U.S. National Interests, February 20, 2020, 2; Ted Piccone, “China’s Long Game on Human Rights
at the United Nations,” Brookings Institution, September 2018, 9-11; UN Human Rights Coun-
cil, “Resolution HRC/37/L.36, Promoting Mutually Beneficial Cooperation in the Field of Human
Rights, HRC/37/L.36,” March 19, 2018; UN Human Rights Council, “Resolution HRC/35/1..33/
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which the United States opposed, passed with near-unanimous Af-
rican support.”?2 China’s cultivation of African support at the UN
dates back to at least 2005, when Beijing enlisted African support to
block Tokyo’s bid for a seat on an expanded UN Security Council.?3

African support has proven particularly important in helping Chi-
na attain leadership positions in key UN bodies. Chinese officials
lead four out of the 15 UN specialized agencies, holding more posi-
tions than any other member country.* In June 2019, Qu Dongyu,
China’s vice minister of agriculture and rural affairs, was elected to
lead the UN Food and Agriculture Organization (which is responsi-
ble for shaping global agriculture and food security policies) despite
strong U.S. opposition to his candidacy.”* African support for Mr. Qu
was critical. Before the vote, Chinese diplomats reportedly met with
Ugandan president Yoweri Museveni and pledged to invest at least
$25 million in new economic projects in the country in exchange for
Uganda backing Mr. Qu.”> In March 2019, a Cameroonian candidate
for the position who was backed by the AU dropped out of the race
after State Councilor Yang Jiechi announced that Beijing would can-
cel roughly $78 million in debt Cameroon owed to China.”6 The tim-
ing of the announcement suggested a linkage between China’s debt
forgiveness and Cameroon’s candidate dropping out of the race.””
According to the South China Morning Post, Beijing was able to
use its financial power to leverage support from African states to
secure enough votes for Mr. Qu.”8 (See Chapter 1, Section 2, “The
China Model: Return of the Middle Kingdom,” for further discussion
of China’s pursuit of UN leadership positions.)

Beijing Relies on African Support to Isolate Taipei

The Chinese government has used its political influence in
Africa to further its global campaign to isolate Taiwan on the
international stage. As Ms. Sun asserted, one of the Chinese gov-
ernment’s key aspirations on the continent is to end Taiwan’s
diplomatic presence in Africa.i7® Since 2016, Beijing has success-
fully convinced two of Taipei’s former diplomatic allies in Africa,
Sao Tomé and Principe and Burkina Faso, to recognize Beijing.8°
In 1971, the year Beijing gained control of China’s seat at the UN
from Taipei, 20 African countries still had diplomatic relations
with Taipei.8! According to Shin Kawashima, professor at the
University of Tokyo, Chinese promises of political and economic
support create “domestic pressure for [African states] to establish
diplomatic relations with China so that they too can benefit from
the economic largesse.”82

Rev.1, The Contribution of Development to the Enjoyment of All Human Rights, A/HRC/35/1..33/
Rev.1,” June 20, 2017.

*Chinese nationals lead the Food and Agriculture Organization, International Civil Aviation
Organization, International Telecommunication Union, and UN Industrial Development Organi-
zation. U.S.-China Economic and Security Review Commission, PRC Representation in Interna-
tional Organizations, April 2020, 3—4.

TIn July 2020, Taiwan made mltlal moves to establish ties with Somaliland, an African state
that is not recogmzed by most in the international community. Taiwan set up a liaison office in
Somaliland in August with Somaliland following suit by settmg up an office in Taiwan in Sep-
tember. France24, “Somaliland Launches Representative Office in Taiwan,” September 9, 2020.
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Beijing Relies on African Support to Isolate Taipei—
Continued

China also seeks to limit the unofficial relations countries
maintain with Taipei. In January 2017 during a visit by Foreign
Minister Wang Yi, Nigeria’s foreign minister announced that the
Nigerian government had told Taipei to move its representative
office from Abuja, the capital, to Lagos.83 China has even lever-
aged its influence in Africa to undermine Taiwan’s sovereignty
and independent legal system. In 2016, at the request of Chinese
diplomats, the Kenyan government decided to deport Taiwan citi-
zens suspected of fraud to China instead of Taiwan, over the firm
protests of Taipei.84 (See Chapter 4, “Taiwan,” for further discus-
sion of this issue.)

Beijing Faces New Diplomatic Challenges

The ongoing COVID-19 pandemic has presented new challenges
for Beijing’s diplomatic efforts in Africa and may alter China’s rela-
tionships and image on the continent. In April 2020, African leaders
spoke out and complained to the Chinese government in unusual-
ly frank terms about the reported mistreatment of Africans living
in China, including actions taken by local government officials and
businesses that forced the evictions of some Africans living in Chi-
nese hotels and prevented Africans from entering restaurants and
shops.8> These actions were ostensibly taken to stop the spread of
COVID-19.86 The AU as well as many African countries that have
often been supporters of Beijing—such as Ghana, Kenya, Nigeria,
South Africa, and Uganda—had expressed alarm at this develop-
ment. The governments of Ghana and Nigeria, for instance, sum-
moned the Chinese ambassadors in their countries to voice their
displeasure with this apparent racially based discrimination.8? Ad-
ditionally, a group of South Africans living in China petitioned the
South African Human Rights Commission to repatriate them to
South Africa due to alleged abuses they suffered in China.* 88

The Chinese government encountered a further diplomatic set-
back in May when African countries opted not to support Beijing at
the World Health Organization. Despite Beijing’s strong opposition
to a draft resolution proposed by Australia calling for an indepen-
dent inquiry into COVID-19, the UN’s African Group—consisting of
all 54 internationally recognized African states—signed onto Can-
berra’s initiative.82 In August, Kenya moved to ban the importation
of some personal protective equipment from China used to combat
COVID-19, citing quality issues. According to Ambassador Shinn, al-
though the ban will not significantly impact Sino-Kenyan relations,
the concern over the quality of Chinese-made personal protective
equipment is a “common theme heard throughout Africa.”?0 Seeking
to shore up China’s reputation after global criticism of its handling
of the pandemic and concerns over the quality of its medical equip-

*The South Africans who petitioned the South African Human Rights Commission complained
about instances of racism, arrests by the Chinese police, and halts on payments for their jobs.
Peter Fabricius, “South Africans Stuck in China Ask Human Rights Commission to Help Them
Get Home,” Dazly Maverick, May 27, 2020.
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ment, General Secretary Xi claimed in August that African coun-
tries will receive priority access to a Chinese-produced COVID-19
vaccine.® 91

Beijing Intervenes in Africa’s Domestic Politics to Further Its
Interests

To promote its authoritarian political model in Africa and protect
its interests on the continent, China has at times aggressively in-
terfered in African domestic politics and sovereignty. In these cases,
Beijing’s actions have been in stark contrast to its public proclama-
tion of noninterference in other countries’ internal affairs.92 China’s
political interference in Africa has almost always been carried out
to counter African pushback to Chinese influence and support elites
sympathetic to China’s governance model. Its tactics have included
meddling in African countries’ elections and threatening to cut off
relations with governments that oppose China’s policies.

One key approach Beijing has adopted to shore up parties sym-
pathetic to China is interference in African elections. In the leadup
to the 2018 presidential elections in Sierra Leone, opposition news
sources reported China provided “material and financial assistance”
to the incumbent pro-China All People’s Congress (APC) party.93
Prior to the election, Chinese nationals campaigned on behalf of
the APC in full APC party uniform, and during the election APC
campaigners openly admitted to “pledging allegiance” to Beijing.94
Under APC President Ernest Koroma, whose tenure as leader of
Sierra Leone lasted from 2007 to 2018, Chinese investment in the
country expanded dramatically to nearly $6 billion, while a Chinese
construction firm built the APC headquarters.79> Despite China’s
apparent interference in the presidential election, the APC narrowly
lost to the main opposition party.96

Beijing also interfered in the 2006 Zambian presidential election
to counter pushback against Chinese influence. In the run-up to the
election, the Chinese ambassador to Zambia openly threatened to
cut off ties with the country if it elected Michael Sata, who ran on a
platform that was highly critical of the Chinese government.?? Mr.
Sata lost the 2006 election but went on to win the 2011 election.

*The Chinese government has also said it will give priority access for a COVID-19 vaccine to
countries and regions of strategic interest, such as the Philippines, Cambodia, Myanmar, Laos,
Thailand, Vietnam, Pakistan, Malaysia, and countries in Latin America and the Caribbean, in a
likely attempt to improve its global standing. Some analysts have speculated that Beijing will
seek to use its COVID-19 vaccine to enlist support for its broader foreign policy goals, such as
China’s claims in the South China Sea. Takashi Nakano, “Malaysia Promised Priority Access
to China’s COVID Vaccine,” Nikkei Asian Review, October 14, 2020; China Ministry of Foreign
Affairs, “Foreign Ministry Spokesperson Wang Wenbin’s Regular Press Conference on July 28,
2020,” July 28, 2020; CGTN, “China to Prioritize Mekong Countries for COVID-19 Vaccine,” Au-
gust 24, 2020; Karol Suarez, “China Offers $1 Billion Loan to Latin America and the Caribbean
for Access to Its COVID-19 Vaccine,” CNN, July 23, 2020; Diego Oré, “Mexico Says China Plans $1
Billion Loan to Ease Latam Access to Virus Vaccine,” Reuters, July 22, 2020; China’s Foreign Min-
istry, “Foreign Ministry Spokesperson Hosts Regular Press Conference on July 24, 20207 (2020
HETH 24 H NS R 5 NFSORF FiF14710 %5 22), July 24, 2020. Translation; Saeed Shah, “China to
Supply Coronavirus Vaccine to Pakistan,” Wall Street Journal, August 13, 2020; Chao Deng, “Chi-
na Seeks to Use Access to Covid-19 Vaccines for Diplomacy,” Wall Street Journal, August 17, 2020.

TUnder President Ernest Koroma, a Chinese company was supposed to build the new Mama-
mah International Airport for $400 million, despite the World Bank and International Monetary
Fund criticizing the idea due to the heavy debt burden it would create. Sierra Leone canceled
the project in October 2018 after the main opposition party won the 2018 presidential election.
BBC News, “Mamamah Airport: Sierra Leone Cancels China-Funded Project,” October 10, 2018;
David Rogers, “Will China Still Fund Sierra Leone’s Fancy New International Airport?” Global
Construction Review, January 25, 2016.
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Once in office, Mr. Sata adopted a more nuanced approach to his
relations with Beijing. At times he was an avid supporter of Chi-
nese investment in the country and used the bilateral relationship
to strengthen his position domestically.98

In perhaps the most striking example of the Chinese government
directly interfering in the internal affairs of another country, Beijing
appears to have approved of a military-led coup d’état in Zimbabwe in
2017. By doing so, China allowed the repressive ruling party, the Zim-
babwe African National Union—Patriotic Front, to maintain its con-
trol over the country, squashing democratic movements in the process.*
From 2016 to 2017, mass demonstrations occurred against longtime
ruler Robert Mugabe, with many prodemocracy groups backing or tak-
ing part in the protests.?® One week before the coup that ultimately
overthrew Mr. Mugabe and installed a new regime under President
Emmerson Mnangagwa, General Constantino Chiwenga, President
Mnangagwa’s close ally, visited Beijing in what the Chinese Foreign
Ministry dubbed a “normal military exchange.”190 Given the timing
of General Chiwenga’s visit and the fact that Beijing has deep ties to
President Mnangagwa and General Chiwenga’s political faction, the
sequence of events suggests Beijing gave its blessing of the coup, ensur-
ing pro-China factions retained control of the country.l°1 Beijing has
officially denied any involvement in the coup.102

Shaping Narratives and Perceptions

Beijing is seeking to shape narratives and influence the percep-
tions of China in African countries by gaining influence or control
over African media. China is not only actively promoting its model
of state-directed journalism but also seeking ownership stakes in
major media outlets. The media environment in many African coun-
tries is underdeveloped, increasing the possibility of the Chinese
government monopolizing news to export a Chinese worldview.103
As part of its efforts to shape Africa’s media landscape, China trains
African journalists and promotes coordination between Chinese and
African national broadcasting agencies and private broadcasters.104

Beijing’s Concerted Effort to Penetrate African Media

Chinese state-owned media has established a strong presence in
every key media market in Africa. Nairobi, Kenya, hosts Xinhua’s
largest overseas bureau, with 150 journalists and 400 staff, and
is estimated to distribute 1,800 stories monthly across the conti-

*Historically, Zimbabwe has been one of China’s closest partners in Africa. China backed then
guerilla leader Robert Mugabe in his struggle against both Soviet- and Western-backed forces in
the Rhodesian Bush War from 1964 to 1979, which culminated in the establishment of an inde-
pendent Zimbabwe under the leadership of Mr. Mugabe and his party, the left-wing Zimbabwe
African National Union—Patriotic Front. The Chinese government then diplomatically shielded
the Zimbabwe African National Union—Patriotic Front regime—one of Africa’s most repressive—
and provided it with vital economic support. Fearing an apparent collapse of the regime as a
result of the 2016-2017 protests, then Vice President and current President Mnangagwa led a
coup that ultimately overthrew Mr. Mugabe in 2017. Jevans Nyabiage, “China’s Foreign Minister
Wang Yi Backs Call to Lift Sanctions on Zimbabwe,” South China Morning Post, January 13,
2020; Standard, “Masses March against Mugabe,” November 19, 2017; BBC, “Zimbabwe Crowds
Rejoice as They Demand End to Mugabe Rule,” November 18, 2017; Zambian Observer, “Former
Zimbabwe VP Mnangagwa Begins Exile in China after Mugabe Accused Him of Witchcraft,” No-
vember 8, 2017; Joseph Cotterill, “China Denies Reports It Was Forewarned of Zimbabwe Army
Takeover,” Financial Times, November 20, 2017; China Ministry of Foreign Affairs, Foreign Min-
istry Spokesperson Geng Shuang’s Regular Press Conference on November 15, 2017, November
15, 2017; Anthony Lake, The “Tar Baby” Option: American Policy toward Southern Rhodesia,
Columbia University Press, 1976, 32.
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nent.195 These stories are also available for free or with an inexpen-
sive subscription service through other Chinese platforms such as
China Daily and China Radio International, as well as StarTimes,
a nominally private Chinese firm with deep ties to the CCP.*106
Xinhua also has a news exchange agreement with Kenya’s Nation
Media Group, the largest media organization in East and Central
Africa with 28 million social media followers, 11.3 million monthly
page views, and 90,000 newspapers{ in circulation daily.197 China
Global Television Network and China Daily’s Africa operations are
also headquartered in Nairobi.18 The Chinese government employs
its state-owned media in Africa in a way not dissimilar to the way
Russia uses RT, its state-backed television network, in Europe and
in the United States: to find fractures in independent media and fill
them with alternative narratives.109

In recent years, Chinese entities have bought stakes in African
media companies to influence the content produced. As Ms. Sun ar-
gued in her testimony, “Chinese ownership of African media compa-
nies has offered Beijing direct channels of influence over the con-
tent, tone, and preferences of the media. And Beijing has used these
channels.”110 In one case, South Africa’s influential Independent
Media, in which Chinese entities hold a 20 percent stake, engaged
in activities that have led to media censorship of journalists work-
ing at the outlet.111 For instance, in 2018, after publishing an article
critical of Beijing’s mass detentions of Uyghurs and other Muslim
ethnic groups in China’s western Xinjiang region, an Independent
Media columnist had his column removed.112

Additionally, African news organizations increasingly publish Chi-
nese-produced editorial content while offering no indication that the
content was produced by a Chinese state-run media outlet.113 For
example, in November 2019 the Kenyan Broadcasting Corporation
passed off as locally generated content a story lauding China’s efforts
to “alleviate poverty” in Xinjiang, without giving any indication of the
involvement of Chinese state media.114 African journalists have also
published pieces in Chinese state-owned media promoting China’s
model of governance. In May 2020, Mark Kapchanga, senior economics
editor at Kenya’s popular Standard newspaper, published an opinion
piece in a Chinese state-owned media outlet lauding China’s response
to COVID-19 and criticizing multiparty democracy in Africa.l15

China’s leading role in modernizing African media from analog to
digital technology has given Beijing added influence over the conti-
nent’s media space.i Key to this transition is the “10,000 Villages”

*StarTimes is only nominally a private firm. It is the only company with authorization from
China’s Ministry of Commerce to operate in foreign countries’ radio and TV industries. China’s
Export-Import Bank has provided the company with hundreds of millions of dollars in loans to
enter the African market. StarTimes describes itself as having “cordial relations with its parent
state.” The company was founded in 1988 by Pang Xinxing, who worked in the CCP’s Propagan-
da Department from 1975 to 1984 and maintains close ties with the central government. Jenni
Marsh, “How China Is Slowly Expanding Its Power in Africa, One TV Set at a Time,” CNN
Busmess July 24, 2019; Tsinghua University, “Pang Xinxing, Chairman of Star Times Group:
Star Star’s Overseas Development Strategy and Business Model,” (JUik i AQ8 [F] # 25K 37 e« I
RSN FR NS 2 i M B %), May 13, 2010, Translation. http://www.sem.tsinghua.edu.cnltzggen!
TZ_37988.html.

FThis figure refers to all newspapers in circulation under Kenya’s Nation Media Group. Paul
Nantulya, Research Associate, Africa Center for Strategic Studies, National Defense University,
interview with Commission staff July 31, 2020.

+This objective was prlontlzed in’ China’s 2015 white paper. According to the white paper,
China “will continue to promote the digitization of radio and TV broadcasting in Africa, provide
related financing, technical support and personnel training, and encourage Chinese and African
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program announced by General Secretary Xi at the 2015 FOCAC
summit. The program aims to provide digital satellite television to
rural communities in 24 sub-Saharan countries.116 As of January
2020, Beijing claims it has completed equipment installation in over
80 percent of the communities participating in the program.117 Star-
Times is the sole contractor for the project.11® As of September 2018,
StarTimes is available to 20 million users in more than 30 African
countries.119 The fact that the company generally does not feature
Western programming on its platform, offers inexpensive access to
Chinese television, and is the sole contractor for the 10,000 Villages
program makes it a vital soft-power mechanism for Beijing.*

The Chinese government routinely sponsors African journal-
ists and media figures to travel to China for training in Beijing’s
priorities and worldview.120 One such initiative, the China-Africa
Press Center, launched in 2014, grants African journalists all-ex-
penses-paid trips to China for training.7 121 African journalists who
have attended training in China have been found to incorporate
Chinese talking points into their home news outlets. As Reporters
Without Borders notes, a group of Zambian journalists who attend-
ed training in China later published a piece praising Beijing’s media
governance model and arguing that Zambia should learn from Chi-
na’s experience.122 David Bandurski, codirector of the China Media
Project, an independent research program in partnership with the
University of Hong Kong, notes that the goal of this training is not
only to improve China’s image abroad but also to get “control of
the narrative and legitimization of the [Communist] Party’s power
and governance.”123 Mr. Bandurski adds that China’s efforts to le-
gitimize the CCP abroad might also create a shift in international
journalistic norms.124

Beijing Exports Techno-Authoritarianism

Beijing is actively promoting its model of techno-authoritarian-
ism, or political control facilitated by repressive internet governance
and intrusive technologies, to Africa. China’s dominance of Africa’s
telecommunications market has created conditions for authoritarian
leaders on the continent to further institutionalize their repressive

enterprises to engage in joint venture cooperation.” Xinhua, “Full Text: China’s Second Africa
Policy Paper,” December 5, 2015.

*Some of StarTimes’ deals have come under scrutiny. For example, as part of a deal to tran-
sition Zambia’s migration from analog to digital technology, Zambia’s state broadcaster formed
a joint venture with StarTimes after securing a $273 million loan from the Export-Import Bank
of China. According to David Shullman, senior advisor at the International Republican Institute,
the joint venture, which violated Zambian competition laws, would allow Chinese entities to effec-
tively control the national broadcasting service. David Shullman, “Chinese Malign Influence and
the Corrosion of Democracy: An Assessment of Chinese Interference in Thirteen Key Countries,”
International Republican Institute, 2019, 36; Li Xia, “Zambia Describes China-Funded Village
Television Project as a Success,” Xinhua, May 14, 2019; Xinhua, “Zambia Hails China’s Funds for
Digital TV Migration,” July 13, 2018.

TApproximately 25-35 journalists typically participate in trainings held by the China-Africa
Press Center under the China Public Diplomacy Association each year. The implementing unit
is the School of Journalism at Renmin University. More broadly, Beijing is estimated to host
about 1,000 media professionals in China for trainings, exchanges, and visits each year. Aubrey
Hruby, written testimony for U.S.-China Economic and Security Review Commission, Hearing
on China’s Strategic Aims in Africa, May 8, 2020, 9; Yun Sun, senior fellow and codirector of
East Asia Program, Stimson Center, interview with Commission staff, April 13, 2020; Economist,
“China Is Broadening Its Efforts to Win Over African Audiences,” October 20, 2018; China Public
Diplomacy Association, “African Journalists’ ‘China Development Research and Media Exchange’
Training and Graduation Ceremony Held at the School of Journalism,” (A:#HiC# v [E & HT 7T
SRR B G5A AR BT I 2B %44T), October 31, 2016. Translation. http://www.chinapda.
org.cn/chn/xhdt/t1413160.htm.
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inclinations through internet control and digitally enabled surveil-
lance technologies. In contrast to the democratic multistakeholder
internet model, Beijing markets to African governments the concept
of “internet sovereignty” in which each country has the right to con-
trol its domestic internet space.125 According to Adrian Shahbaz,
research director for technology and democracy at Freedom House,
“Chinese authorities are selling to local politicians not only products
for ‘controlling’ their societies, but also a vision of how to build a
prosperous and stable state without having to devolve power to the
citizenry.” 126

A number of countries are emulating China’s approach to inter-
net governance. For example, Brian Mushimba, Zambia’s minister
in charge of transport and communications, has invoked a “China
way” for internet governance, which includes threats to ban Goo-
gle and Facebook, allegedly to combat online disinformation.127 As
part of these efforts, Zambia is moving to enact legislation on cyber-
crime and cybersecurity that would make posting online informa-
tion deemed to harm national security punishable by jail time.128 At
least several Zambians have already been sent to prison on charges
of defamation for criticizing President Edgar Lungu in social me-
dia posts.129 Civil society organizations such as the Media Institute
of Southern Africa Zambia and Bloggers of Zambia have criticized
the government’s cybersecurity plans.13° Nigeria, Tanzania, Uganda,
and Zimbabwe have also sought to adopt aspects of Beijing’s model
for internet governance.131

Chinese telecommunications companies have provided autocratic
regimes direct assistance in suppressing opposition figures. Accord-
ing to senior Zambian security officials, technicians from Huawei
helped the government access the phones and Facebook pages of
a group of bloggers running a key opposition website that had re-
peatedly criticized President Lungu.132 At least two Huawei experts
based in a cybersurveillance unit of Zambia’s telecoms regulator
were in constant contact with police units dispatched to arrest the
bloggers.133 China has similarly supported President Museveni,
now in his 33rd year as Uganda’s ruler, in maintaining power by
employing Chinese technology to crack down on dissent. In August
2019, the Wall Street Journal reported that in 2018, senior Ugandan
intelligence officials enlisted Huawei technicians to assist them in
penetrating the digital communications of Bobi Wine—an opposition
member of parliament who is running against President Museveni
in 2021—which led to the arrest of Mr. Wine and dozens of his sup-
porters.* 134

Beijing is also contributing to the growth of digitally enabled au-
thoritarianism in Africa through the sale of advanced surveillance
technologies. These efforts include Beijing’s promotion of the “Digi-
tal Silk Road”—a subset of BRI—through which China has greatly
expanded the sale of digital technology to the continent. (For more
on China’s expansion into Africa’s e-commerce market and digital
economy, see “The Digital Silk Road in Africa” later in this section.)

*Mr. Wine has been arrested a number of times by the Museveni government. He was most
recently released from police custody in January 2020. Mr. Wine has continued to campaign for
the 2021 elections. Denis Edema, “Police Disperse Bobi Wine supporters in Jinja,” Daily Monitor,
July 11, 2020; Rufaro Samanga, “Bobi Wine Released from Police Custody Following Arrest,”
OkayAfrica, January 7, 2020.



155

Steven Feldstein, nonresident fellow at the Carnegie Endowment for
International Peace, noted in his testimony before the Commission
that 12 African countries currently use Chinese companies to supply
their advanced surveillance technologies.135 There are a number of
legitimate applications for these technologies, including those used
in smart city projects * such as managing traffic congestion, direct-
ing emergency vehicles, and fostering sustainable energy use.136

There are also examples of governments abusing these systems.
In Uganda, for instance, President Museveni signed a $126 million
deal with Huawei for a smart city surveillance technology project,
part of which is focused on building a new digital surveillance unit
for the police force and installing hundreds more street cameras in
the capital, Kampala.137 Ugandan opposition lawmakers have criti-
cized the project for its lack of transparency and potential security
risks, with one saying, “There appears to be a policy to hand over the
country’s entire communications infrastructure to the Chinese....
It’s unwise given our concerns about spying and creating backdoor
channels.”138 Chinese companies have also provided advanced sur-
veillance technologies to Zimbabwe, a country with which Western
firms generally do not do business due to international sanctions.139
As Mr. Feldstein argued, these Chinese firms are “directly propping
up an oppressive government [in Zimbabwe] that willingly and vio-
lently subdues its population.”140

Some Africans have expressed alarm that data gathered by Chinese
technology companies for African governments may be shared with Bei-
jing. As Mr. Feldstein noted in his testimony, this worry over data privacy
is a concern in some African states, particularly in democratic countries
such as Botswana, Ghana, Mauritius, and South Africa.14! There is al-
ready at least one example of a country possibly sharing with the Chinese
government data gathered by a Chinese technology company. In 2018, the
Zimbabwean government signed an agreement with CloudWalk Technolo-
gy, a Guangzhou-based firm, to build a national facial recognition database
and monitoring system.142 Under the deal, Zimbabwe would send biomet-
ric data on millions of its citizens to China to assist in the development of
facial recognition algorithms—an arrangement that had no input from the
Zimbabwean people.143 The Australian Strategic Policy Institute describes
this deal as a form of “data colonialism.”144

China’s Economic Activity in Africa: Building Africa’s
Infrastructure while Controlling Its Resources

China’s economic activity across Africa represents a small but grow-
ing segment of China’s overall economic activity abroad. While China’s
trade with and investment across Africa has typically been defined by

*Smart cities use connected technologies including cameras, sensors, and GPS devices to collect
a wide variety of data for urban management applications ranging from moderating traffic flow
to policing and crime prevention. Smart city surveillance technology refers to advanced surveil-
lance technology that can be used in smart cities, including cameras equipped with artificial intel-
ligence applications such as facial recognition. Safe city systems provide immediate solutions for
platforms to integrate and manage various surveillance tools. Nine African countries use safe
city systems provided by Chinese firms: Botswana, Cote d’Ivoire, Ghana, Kenya, Mauritius, Mo-
rocco, South Africa, Uganda, and Zambia. Steven Feldstein, written testimony for U.S.-China
Economic and Security Review Commission, Hearing on China’s Strategic Aims in Africa, May
8, 2020, 5-6; Steven Feldstein, nonresident fellow, Carnegie Endowment for International Peace,
interview with Commission staff, April 17, 2020; Steven Feldstein, “The Global Expansion of Al
Surveillance,” Carnegie Endowment for International Peace, September 17, 2019; Adam Segal,
“When China Rules the World,” Foreign Affairs, September/October 2018.
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infrastructure and commodities, Africa’s growing digital economy has
provided new avenues for economic engagement, particularly as Bei-
jing seeks to increase its technological influence through its Digital
Silk Road development initiative. China is Africa’s largest trading part-
ner, having surpassed the United States in 2009.145 In 2000, the year
of the first FOCAC summit, China-Africa trade was $10.6 billion, with
China exporting $5.1 billion and importing $5.5 billion.146 By 2018,
bilateral trade expanded to $204.3 billion, with China exporting $105.7
billion and importing $98.7 billion.147

China is also a significant source of foreign direct investment
(FDI) into Africa, with its cumulative FDI totaling $46 billion in
2018, the fifth-largest amount of investment in Africa that year.148
The United States ranked fourth, with $48 billion of cumulative
investment in 2018.149 The acceleration in China’s investment is
notable: Chinese FDI grew by 44 percent between 2014 and 2018, in
contrast with a 30 percent fall in U.S. FDI over the same period.150
As a result of the COVID-19 pandemic, however, economic activity
between China and Africa has seen a pronounced slowdown in 2020,
with bilateral trade in the first half of the year falling to $82.4 bil-
lion, down 19.3 percent compared with 2019.151

Figure 2: U.S. and Chinese Bilateral Goods Trade with Africa, 2000-2019
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Note: Figures include total goods exports and imports. U.S. and Chinese aggregations of African
trade data may include minor differences in trade partners.

Source: China General Administration of Customs via CEIC Database; U.S. Census Bureau,
Trade in Goods with Africa.

Lending constitutes an important part of China’s economic relations
with Africa.* According to Johns Hopkins University’s School of Advanced

*While China is Africa’s largest bilateral lender, the United States is by far the largest provider
of aid (i.e., financial assistance that does not require repayment). Between 2013 and 2018, U.S.
aid to Africa totaled over $72 billion; by contrast, China’s foreign aid expenditures worldwide
totaled $16.8 billion over the same period. United States Agency of International Development,
Foreign Aid Explorer; SAIS China Africa Research Initiative, “Data: Chinese Foreign Aid.”
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International Studies (SAIS) China Africa Research Initiative (CARI),
Chinese loans to Africa between 2000 and 2017 totaled more than $145
billion, with financing coming primarily from the Export-Import Bank of
China (China EXIM Bank) and China Development Bank, two of China’s
policy banks.152 A 2018 report by the Jubilee Debt Campaign, an inter-
national organization focused on debt alleviation for the world’s poorest
countries, stated that bilateral debt from Chinese lenders accounts for 24
percent of Africa’s external debt, compared to 32 percent from global pri-
vate sector lenders (excluding China), 16 percent from the World Bank,
19 percent from the International Monetary Fund (IMF) and other mul-
tilateral institutions, and 10 percent from Paris Club governments.*153
At the 2018 FOCAC summit, General Secretary Xi encouraged Chinese
companies to invest no less than $10 billion on the continent from 2018 to
2021 and pledged $60 billion in financing.T154

While traditional sectors such as infrastructure and commodi-
ties dominate China’s economic engagement with Africa, Chinese
manufacturing firms also have a growing presence in Africa. Ac-
cording to a 2017 report by McKinsey, Chinese firms produce 12
percent of Africa’s manufacturing output.15> Chinese investors,
drawn by lower labor costs and an abundance of raw materials,
have funded the construction of free trade zones and industrial
parks in Africa.156 Chinese firms have also shipped goods through
these zones in Africa in order to gain advantage of preferential
trade policies toward African countries, a process known as trans-
shipment.157 (For more on Chinese transshipment through Afri-
can countries, see the textbox “Chinese Firms Benefit from the
U.S. African Growth and Opportunity Act” in this section). As of
2018, 45 free trade zones and industrial parks affiliated with Chi-
na are located in 16 African countries.i

Some African countries have sought Chinese manufacturing in-
vestment as a means of advancing domestic industrialization. For
example, as of 2020, Ethiopia, which has set a goal of becoming
Africa’s leading manufacturing hub by 2025, has used Chinese in-
vestment, construction, and technology to build 12 of its industrial
parks, with plans for three more.158 Chinese manufacturing invest-
ment, however, does not always translate to benefits for the domestic
manufacturing industries. A 2020 study by SAIS CARI examining
Chinese manufacturing investment in Nigeria, for instance, found
low levels of skill and technology transfer from Chinese to Nigeri-
an firms. The study concluded Nigeria’s experience “raises questions
over the efficacy of special economic zones in spurring clustering
and economic spillovers and reinforces the need for adequate logis-
tics and proper management, both of which have been a struggle in
Chinese-established industrial zones.” 159

*The Paris Club is a group of officials from 22 major lending countries; it includes the United
States but not China. Paris Club, “Permanent Members.”

7 China’s $60 billion financing pledge includes a combination of aid, loans, credit, and special
funding. Christian Shepherd and Ben Blanchard, “China’s Xi Offers Another $60 Billion to Africa,
but Says No to Vanity Projects,” Reuters, September 3, 2019.

i“The African countries with free trade zones or industrial parks are Algeria, Egypt, Ethiopia,
Djibouti, Kenya, Mauritius, Mauritania, Mozambique, Nigeria, Sierra Leone, South Africa, Sudan,
Tanzania, Uganda, Zambia, and Zimbabwe. Li Humei et al., “Information Dataset of China’s
Overseas Industrial Parks from 1992 to 2018” (1992—20184 r1 [# 15 417\ e [X {5 & #E 4E), Science
Data Bank, 2019. Translation. http://www.csdata.org/p/318/; Emily de La Bruyére and Nathan
Picarsic, “Two Markets, Two Resources: China’s Africa Engagement in Context,” Horizon Advisory
(prepared for the U.S.-China Economic and Security Review Commission), November 2020, 78-79.
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Chinese Firms Benefit from the U.S. African Growth and
Opportunity Act

Chinese manufacturing firms operating in Africa have benefit-
ted from preferential U.S. trade policies toward African countries,
such as the African Growth and Opportunity Act (AGOA), a U.S.
law providing manufacturers from eligible African countries tar-
iff-free access to the United States for certain products, most no-
tably textiles. A 2012 study from the University of Oxford’s Cen-
ter for the Study of African Economies analyzed apparel exports
from AGOA countries to the United States in 1996-2008, when
Chinese textile exports to the United States were subject to quo-
tas.* The study found a significant share of apparel exports from
AGOA countries during this period were originally produced in
China and transshipped through Africa.t For example, according
to the study as much as 64 percent of U.S. textile imports from
Botswana and 55 percent of U.S. textile exports from Uganda
were originally made in China.160

After the expiration of the majority of quotas on Chinese tex-
tiles in 2005, the practice of transshipment through AGOA coun-
tries declined significantly.161 Nevertheless, the extent to which
China, rather than Africa, benefits from AGOA has remained a
topic of controversy on the continent.i In 2016, Tito Mboweni,
now South Africa’s minister of finance, criticized China’s use of
AGOA, saying, “Chinese entrepreneurs benefited from [AGOA]...
[but] very few African entrepreneurs benefited. For our govern-
ments to build many shell factories and literally hand them over
to Chinese entrepreneurs is actually an embarrassment for all of
us.”162 Moreover, recent trade tensions between the United States
and China, including U.S. restrictions on certain products made
with forced labor in Xinjiang, raise the possibility that Chinese
manufacturers could begin transshipment through AGOA coun-
tries again.163

Beijing Extends Control over African Resources

China is the world’s largest importer of oil, natural gas, and coal.
Since the mid-1990s, African energy and minerals have been a large
component of those energy imports, making these resources an in-
creasingly important part of China’s economic ties with many Afri-
can countries.164 In 2019, 81.2 percent of all Chinese imports from

*Quotas on Chinese textiles expired at the end of 2008. Lorenzo Rotunno, Pierre-Louis Vézina,
and Zheng Wang, “The Rise and Fall of (Chinese) African Exports,” University of Oxford Center
for the Study of African Economies, August 2012,

Shipping goods through an intermediary country in order to avoid trade barriers is known as
transshipment. Transshipment is typically impermissible under trade agreements, which gener-
ally contain rules of origin setting forth criteria for how much processing must occur in a given
country for a good to be deemed to originate from that country. AGOA, however, contains waivers
on rules of origin for textiles for many African countries, making transshlpment of Chinese goods
legally permissible. Lorenzo Rotunno, Pierre-Louis Vézina, and Zheng Wang, “The Rise and Fall
of (Chinese) African Exports,” University of Oxford Center for the Study of African Economies,
August 2012, 2.

+Unlike many trade agreements, AGOA does not include rules of origin for many countries,
which set forth criteria for how much processing must occur in a given country for a good to be
deemed to originate from that country for purposes of determining tariffs. As a result, businesses
in AGOA countries can source goods from China and reexport them to the United States. David
Thomas, “Does AGOA Unfairly Benefit Chinese Firms?” African Business, February 13, 2017.
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Africa were oil, ores, and precious metals.165 In 2018, Africa sup-
plied more than 25 percent of China’s oil and gas imports, making
it China’s second-largest supplier after the Middle East.166 Africa is
also China’s biggest source of other key minerals. In 2018, 72 per-
cent of China’s imports of base metals including tungsten, cobalt,
magnesium, and titanium came from Africa.167

Beijing’s acquisition of African commodities goes beyond open-mar-
ket purchases. It also seeks to gain control of these commodities at
the source in line with the strategy articulated in the 1990s under
the construct of “two markets, two resources.”168 In 2003, Yao Gui-
mei, Africa researcher at the Chinese Academy of Social Sciences,
called the development of African mineral resources “a major strate-
gy to solve the safety and long-term stable supply of China’s mineral
resources under the guidance of the Central Government’s principle
of ‘using Two Resources and opening Two Markets.’”169 Instead of
relying on open-market purchases of commodities from Africa, Yao
said, “[i]t is a better policy to go to African countries for exploration,
to establish independent mining companies, and to gradually set up
our own global mineral resources supply guarantee system.”170

“Two Markets, Two Resources”: Beijing’s Plan to Control
Foreign Commodities

Due to China’s high dependence on imports of natural resourc-
es, Chinese policymakers have long sought not only access to but
also control over commodities produced in foreign countries. This
desire for control over foreign commodities has manifested in Bei-
jing’s “two resources, two markets” initiative, which emphasizes
investment in foreign commodities. At the Third Plenary meeting
of the 14th Party Congress in 1993, the CCP defined China’s for-
eign economic agenda as fully using domestic and international
markets, as well as the resources of both, in order to meet Chi-
na’s commodity needs.17! Beijing has also discussed the impor-
tance of “two markets and two resources” in framing the BRI. In
2016, China’s then Minister of Commerce Gao Hucheng stated in
a speech about BRI that China needs to “better take advantage
of the two markets and two resources.”172

By investing abroad, Beijing ensures that China has steady ac-
cess to critical commodities as well as greater control over the
global supply chain of these commodities. This affords Beijing not
only a degree of pricing power for commodities but also the poten-
tial to restrict access to other producers and consumers of these
commodities. As Emily de La Bruyere of Horizon Advisory not-
ed in her testimony before the Commission, Beijing’s “two mar-
kets, two resources” strategy represents “one-sided integration. It
promises asymmetric leverage over a globalized system, the abili-
ty to obtain without sharing and shape without being shaped.”173

China’s first large-scale investment in African commodities was in
oil in 1997, when the China National Petroleum Corporation took
a 40 percent stake in the Greater Nile Petroleum Company, a Su-
danese company. Since 1997, 63 percent of Sudan’s crude petroleum
exports have gone to China.174 China has continued to make signif-
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icant investments in the oil industries of various African countries.
Between 2005 and 2017, Chinese FDI to African oil and gas projects
totaled $20.6 billion. 175” Niger was the largest recipient of Chinese
oil FDI, with $4.9 billion of investment; other countries with sub-
stantial FDI investment include Angola, Mozambique, Uganda, and
Nigeria.l76 China continues to place a special emphasis on invest-
ment in African oil. According to estimates, Africa will be the top
destination for FDI from China’s national oil companies through
2023, with an estimated $15 billion in investment.* 177

Aside from oil, China has invested heavily in mineral commodities,
most notably cobalt. Crucial to the manufacturing of products such
as electric vehicle batteries and jet aircraft, cobalt has seen acceler-
ating global demand as adoption of these technologies grows.178 In
2017, China imported 98 percent of all cobalt it refined, mostly from
the Democratic Republic of the Congo (DRC), which produced more
than two-thirds of cobalt mined globally.17® To help manage this
import dependency, China has been taking direct stakes in cobalt
mines. As of 2017, eight of the 14 largest cobalt mining companies
in the DRC—accounting for nearly half the country’s output—were
Chinese-owned. 180

China has also invested in African platinum, a necessary compo-
nent for manufacturing catalytic converters that reduce automobile
emissions.181 In 2015, China’s Zijin Mining Group Company com-
pleted its acquisition of NKWE Platinum Limited, which holds as-
sets in South Africa’s Bushveld Complex, a vast geological formation
that contains the world’s largest known reserves of platinum group
metals.182 China has ownership stakes in other African mineral op-
erations as well, including manganese ore, ferrochrome, bauxite, and
copper ore.183 According to analysis by the United States Geological
Service, China’s ownership stake in African commodities operations
provides Beijing with potential leverage over other countries that
depend on African commodities, including the United States, which
is highly dependent on African imports of commodities such as co-
balt, tantalum, and platinum group metals.184

Working Conditions at Chinese-Owned Commodities
Firms in Africa Cause Controversy

African and foreign observers have criticized Chinese-run firms
in Africa’s mining sector over their treatment of African work-
ers. While controversy over China’s labor practices is not limit-
ed to the commodities sector, the inherently dangerous nature of
mining operations has increased scrutiny over labor conditions
in Chinese-owned or -operated mines. These practices have at
times been enabled by lax enforcement and outright corruption

*According to data and analytics firm GlobalData, this investment is the fourth highest planned
in the region between 2019 and 2023, following investments from multinational oil companies
BP, Royal Dutch Shell, and Eni. GlobalData “China’s NOCs to Be Fourth Highest Upstream
Investors in Africa over Next Five Years, Says GlobalData,” June 19, 2019.

TWhen China’s overseas cobalt ownership 1s taken into account, China’s net import dependence
for cobalt falls from 97 percent to 68 percent, according to analysis by the United States Geo-
logical Survey. China’s ownership of foreign commodities production lowers the country’s import
dependence because it has control over those commodities at the source to the extent of its
ownership share; therefore, while those commodities are imports, they are not subject to the
same supply risks. Andrew L. Gulley, Erin A. McCullough, and Kim B. Shedd, “China’s Domestic
and Foreign Influence in the Global Cobalt Supply Chain,” Resources Policy 62 (2019): 317-323.
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Working Conditions at Chinese-Owned Commodities
Firms in Africa Cause Controversy—Continued

in African countries.185 In 2011, Human Rights Watch found that
Chinese-run mines had far worse working conditions than oth-
er foreign-owned copper mines in Zambia, including poor ven-
tilation, long working hours, and a lack of personal protective
equipment.186 Other reviews of China’s labor practices in Africa
have found that China is not an outlier among mining companies
operating in Africa. For instance, a 2019 study by SAIS CARI
examining violence against African mining workers in the DRC,
South Africa, and Zambia found that Chinese-owned mines had
fewer incidents of violence than mines owned by South African
and United Kingdom (UK) companies.187

Chinese-owned firms continue to receive criticism over their
treatment of African workers, however. In April 2019, employees
of a Chinese-owned lime plant in Zimbabwe accused the firm’s
Chinese management of underpaying workers, failing to provide
personal protective equipment, and physically and verbally at-
tacking workers.188 In June 2020, Zhang Xuelin, the Chinese
owner of a coal mine in Zimbabwe, was charged with attempted
murder after shooting two local workers during a wage dispute.189
The Chinese Embassy in Zimbabwe issued a statement express-
ing concern but called the shooting an “isolated incident.”190
The Zimbabwe Environmental Law Association, a public interest
group based in Zimbabwe, characterized the shooting, however,

“part of a systematic and widespread pattern of labor rights
violations by Chinese companies and investors in the extractive
sector.”191

In addition to FDI, China has also gained steady access to com-
modities across Africa by providing infrastructure loans to Afri-
can countries under a structure that requires in-kind payments in
commodities, also known as resource-backed loans. China has used
this method of financing so frequently with Angola that it has been
termed the “Angola model.” In the mid-2000s, China had identified
Angola as a potential source for oil, but Angola’s infrastructure was
in severe disrepair following a decades-long civil war that ended in
2002. Beijing offered to meet much of Angola’s infrastructure needs
by sending Chinese construction companies to complete the jobs in
exchange for oil shipments instead of cash.*192 Angola’s arrange-
ment with China remains the most prominent example of the re-
source-backed loan model in Africa, with $24 billion worth of such
loans as of 2016.1193 At least nine other African countries, howev-

*According to Transparency International, a nongovernmental organization that studies global
corruption, Angola is among the most corrupt countries in the world, ranking 146 out of 198 coun-
tries in 2019. Isabel dos Santos, daughter of former president José Eduardo dos Santos, has been
charged with embezzling $1 billion during her tenure as chairwoman of state oil company Sonan-
gol. Assets recovered by Angolan prosecutors included properties owned by the Hong Kong-based
China International Fund. Candido Mendes, “Angola Seizes Properties Held by China Interna-
tional Fund,” Bloomberg, February 11, 2020; BBC, “Isabel dos Santos: Africa’s Richest Woman Ac-
cused of Fraud,” January 23, 2020; Transparency International, “Corruption Perceptions Index.”

TA review of Angola’s infrastructure investments from 2013-2016 by Chatham House, a UK
nongovernmental organization focusing on international affairs, found that despite abundant fi-
nancing, Angola’s infrastructure development has been largely ineffective due to factors such
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er, have entered into resource-backed loan agreements with China,
most notably the Republic of the Congo ($5.1 billion as of 2016), the
DRC ($3.5 billion as of 2016), and Guinea (which contracted a $20
billion loan in 2017 backed by its bauxite production).* 194

Infrastructure Financing

Lack of adequate infrastructure remains a key economic challenge
for Africa. According to a 2019 estimate by the African Develop-
ment Bank, Africa’s annual infrastructure needs are between $130
billion and $170 billion, but current funding falls short by between
$68 billion and $108 billion per year.195 Although most observers
agree that China is the largest bilateral financier of infrastructure
in Africa, lack of comprehensive data and consistent metrics makes
a definitive assessment challenging. According to the Infrastructure
Consortium for Africa, a data agency associated with the African
Development Bank, China committed $25.7 billion to African infra-
structure projects in 2018, while the United States committed $297
million. {196 According to Deloitte, between 2018 and 2019 China fi-
nanced 20.4 percent and built 31 percent of construction projects in
Africa.i Over the same period, the United States and international
development finance institutions together financed 10.2 percent of
projects, and U.S. companies constructed 2.9 percent of projects.197
Infrastructure constitutes a significant majority of China’s overall
lending to Africa: according to SAIS CARI, of the $105 billion in Chi-
nese lending to Africa from 2012 to 2017, more than three-quarters
was for mining, agriculture, power, transportation, and water.198

In contrast to loans from multilateral institutions, Chinese loans
are notable for not including a competitive bidding process. As Scott
Morris of the Center for Global Development noted in his testimo-
ny before the Commission, infrastructure loans from entities such
as the World Bank include standards for “international, competi-
tive bidding, sometimes with preferences for local firms” in order
to guard against potential corruption and achieve a high-quality
project at the lowest cost.199 By contrast, Chinese infrastructure
loans typically come with a particular Chinese construction firm in
mind and have “little evidence of, or process for, competitive bidding
arrangements even among Chinese firms, let alone on a global ba-
$i8.”200 This lending practice, which Mr. Morris refers to as “tied”
financing, raises the risk of corruption, inflated project costs, and
lower quality.201

Tied financing also excludes foreign bidders from competing for
Chinese-funded infrastructure projects. China’s dominance in con-
struction is not solely due to its tied financing. Chinese firms have

as “insufficient capacity, a lack of transparency, low levels of skilled labor, corruption, and un-
balanced planning.” Sgren Kirk Jensen, “Angola’s Infrastructure Ambitions through Booms and
Busts: Policy, Governance, and Reform,” Chatham House, September 2018, 1.

*As of 2016, the following African countries have taken out resource-backed loans from China:
Angola, Chad, the Democratic Republic of the Congo, Ghana, Guinea, Niger, the Republic of the
Congo, South Sudan, Sudan, and Zimbabwe. David Mihalyi, Aisha Adam, and Jyhjong Hwang,
“Resource-Backed Loans: Pitfalls and Potential,” Natural Resource Governance Institute, February
2020, 7.

TThe numbers for the United States do not take into account U.S. support for multilateral
lending institutions such as the World Bank and the African Development Bank. Infrastructure
Consortium for Africa, “Infrastructure Financing Trends in Africa — 2017,” 84.

iThe Deloitte report tracked construction projects valued at $50 million or above. Deloitte,
“Africa Construction Trends Report,” 2019.
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benefitted from significant government subsidies, allowing them to
submit lower bids for many construction projects.292 According to
Aubrey Hruby, senior fellow at the Atlantic Council’s Africa Center,
Chinese firms have won 42 percent by value of all World Bank open-
bid contracts with bids that are often 40 percent less expensive than
competitor firms.203 Nevertheless, tied financing presents an addi-
tional significant obstacle to non-Chinese firms. As Ms. Hruby noted,
“The opaque nature of [Chinese infrastructure deals] creates a data
gap, making it difficult to assess the scale of competitive disadvan-
tage faced by U.S. companies in African markets,” but given China’s
tied lending practices, U.S. companies “will continue to struggle to
compete with the Chinese for large infrastructure projects for the
foreseeable future.”204

China’s investments and loans afford it the opportunity to exer-
cise control over African infrastructure. China’s investment in Afri-
can ports highlights the extent of this control. According to a 2019
study by the Center for Strategic and International Studies, 46 ex-
isting or planned port projects in sub-Saharan Africa are funded,
built, or operated by Chinese enterprises.295 Of these 46 port proj-
ects, China has constructed 41 of the ports, has provided financing
for 27, and has operational control of 11.* One of these ports, the
Port of Djibouti, is already a dual-use military-civil facility, and sev-
eral other civilian ports have the potential for military use by the
People’s Liberation Army (PLA).206 (For more on the dual use of
ports, see Chapter 3, Section 2, “China’s Growing Power Projection
and Expeditionary Capabilities.”)

Concerns over China’s Role in Africa’s Growing Debt

While China plays an important role in helping Africa meet its
infrastructure needs, its lending practices remain controversial. The
World Bank and IMF have cautioned that Africa’s rapidly rising
debt is unsustainable and have pointed to China’s opaque lending
practices as a particular source of concern.207 Because China’s gov-
ernment does not publish official data on its overseas lending, the
exact amount of Africa’s debt is unclear, but by any account it is
substantial and growing. According to a 2019 working paper by the
National Bureau of Economic Research, fully half of Chinese lend-
ing to developing countries is not reported to the World Bank or
IMF.208 The study found that the top 50 recipients of Chinese lend-
ing—a group that includes 24 African countries—owe an average of
40 percent of their external debt to China as of 2017.299 Moreover,
13 African countries owe the equivalent of at least 10 percent of
their gross domestic product to China, according to the study.f

According to Rhodium Group’s 2019 analysis of Chinese debt
renegotiations, none of the 22 publicly disclosed instances of debt
renegotiation with African nations resulted in asset seizures, with
outcomes instead including refinancing, write-offs, deferments, and

*The study defines “operation” of ports as ports where Chinese entities own more than a 50
percent equity share or have been contractually granted the right to operate the facilities or
ports. Judd Devermont et al., “Assessing the Risks of Chinese Investments in Sub-Saharan Afri-
can Ports,” Center for Strategic & International Studies, June 4, 2019.

FThe countries are Djibouti, the Republic of the Congo, Niger, Zambia, Ethiopia, Angola, Mo-
zambique, Zimbabwe, South Sudan, Kenya, Sierra Leone, Cameroon, and Uganda. Sebastian
Horn, Carmen M. Reinhart, and Christoph Trebsch, “China’s Overseas Lending,” National Bureau
of Economic Research, May 2020, 15.
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withholding of further lending.219 The Rhodium Group analysis also
found that the Hambantota port in Sri Lanka remains the only con-
firmed instance of an asset seizure related to Chinese infrastructure
loans.*211

In 2020, most countries in Africa suffered several shocks that
threaten to derail their economic growth and exacerbate ongoing
debt problems. According to the World Bank, the worldwide econom-
ic slowdown caused by the COVID-19 pandemic threatens to cause
the first recession in sub-Saharan Africa in 25 years, with econom-
ic contraction estimated between -2.1 percent and -5.1 percent this
year.212 This recession exacerbates an ongoing agricultural disaster
in East Africa, where the worst locust infestation in 70 years has
devastated crops in Ethiopia, Kenya, Somalia, Eritrea, and Djibouti,
jeopardizing agricultural production and food security in these coun-
tries.213 Amid these economic shocks, calls for African debt relief
have increased, particularly with regard to China, whose status as
the largest single lender to the continent makes its participation in
African debt relief efforts critical.214

In the wake of the economic slowdown caused by COVID-19, Bei-
jing has made several public commitments to debt relief and finan-
cial assistance. In April, G20 members, including China, agreed to
a Debt Service Suspension Initiative (DSSI) that will suspend debt
payments for 73 eligible low- and lower middle-income countries
through the end of 2020. In October, the G20 announced the DSSI
would be extended through the end of June 2021.215 Forty-one Afri-
can countries are eligible for DSSI; as of October, 29 African coun-
tries are participating in the initiative. Of the debt due from coun-
tries participating in the DSSI, 70 percent ($7.2 billion) is owed to
China.216 In October, Zhao L131an spokesman for China’s Ministry
of Foreign Affairs, announced that China EXIM Bank had signed
deals with 11 African countries under the DSSI and that China
would forgive loans for 15 African countries set to mature at the end
of 2020.217 Mr. Zhao also stated non-official creditors had reached
deals with some African countries under the DSSI. Mr. Zhao did not
disclose the names of the countries or the terms of the deals, though
Angola, the Republic of the Congo, Djibouti, Ethiopia, Mozambique,
Kenya, and Zambia have reportedly engaged in debt restructuring
negotiations with the Chinese government.218

Officials from other creditor countries have criticized China for
its lack of transparency in the DSSI as well as for excluding Chi-
na Development Bank loans from the initiative. In September, G7
finance ministers issued a statement following a conference on debt
relief initiatives that expressed regret over “the decision by some
countries to classify large state-owned, government-controlled finan-
cial institutions as commercial lenders and not as official bilateral
creditors, without providing comparable treatment nor transpar-
ency’—a thinly veiled criticism of the Chinese government.21° Fol-

*In October 2020, the government of Sri Lanka was in negotiations for a $500 billion loan
from the China Development Bank, the second tranche in a $1.2 billion syndicated loan from the
institution. The government of Sri Lanka, which is seeking to avoid defaulting on foreign debts,
chose the Chinese lender over approachlng the IMF. Nivard Cabraal, Sri Lanka’s Minister of
Money and Cap1ta1 Market and State Enterprlse Reforms, said approachmg the IMF would be a

“danger s1g‘nal Marwaan Macan-Markar, “Sri Lanka Turns to China Rather Than IMF to Avoid
Default,” Nikkei Asian Review, October 12 2020; Yahoo News, “Sri Lanka Looking Forward to
USD 1bn Currency Swap with India to Boost Forelgn Reserves, October 1, 2020.
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lowing the conference, Japanese Finance Minister Taro Aso offered
more pointed criticism, calling China’s participation in the DSSI
“totally insufficient” and saying the G7 “must apply further pres-
sure on China.”220 World Bank President David Malpass has also
criticized China’s lack of participation in the DSSI. During a speech
on debt relief in October, Mr. Malpass singled out “the rapid growth
of new official lenders, especially several of China’s well-capitalized
creditors,” which “have expanded their portfolios dramatically and
are not fully participating in the debt rescheduling processes that
were developed to soften previous waves of debt.”221 Mr. Malpass
had earlier said the inclusion of China Development Bank loans in
the DSSI was “important to make the initiative work.”222

Some African countries, including Nigeria, Ghana, and Kenya,
have so far declined to participate in the DSSI, likely due to con-
cerns that doing so could lead to a credit downgrade and jeopardize
their access to international capital markets.223 Some African coun-
tries have also expressed reluctance to accept the G20’s conditions
for suspension of debt payments, which include full disclosure of
public sector debt and a prohibition on accepting most new noncon-
cessional debt.224 The Chinese government has been unwilling to
report publicly on the amounts, durations, and rates of its loans to
developing countries—disclosures that are viewed as an important
part of sustainable lending by institutions such as the World Bank
and the IMF.225 Therefore, China may continue its traditional ap-
proach of dealing with debt relief on a bilateral basis, an idea that
has already found some support in Africa.* According to Mr. Morris,
while “Chinese officials might want to approach each of these coun-
tries on a case-by-case basis, wrapping debt restructurings in the
traditional cloak of foreign policy, there is no precedent for China or
any other government to address a systemic crisis in this way.”226

If debt relief occurs but does not include adequate contributions
from Beijing, other creditor countries risk bailing out China’s ir-
responsible lending practices. Some African governments have re-
ported that Chinese government officials have cited loan provisions
calling for the transfer of collateral to Beijing for debt forgiveness.
Senior Zambian government officials have stated that they may
transfer ownership of the country’s third-largest copper mine to
Beijing in order to receive debt relief.227 Additionally, two Chinese
loans to Uganda—one to upgrade an airport and another to build
a power plant—contain asset-forfeiture provisions in the event of a
default.228 These reports have given rise to further claims by Afri-
can commentators that China is engaging in debt-trap diplomacy.22°

The Digital Silk Road in Africa

While infrastructure investments continue to play a dominant
role in China-Africa economic relations, China has made increas-
ing inroads into Africa’s digital economy, particularly Africa’s mobile

*Kenya’s Treasury Secretary Ukur Yatani Kanacho said in May that Kenya will negotiate
bilaterally with its creditors, including China. Discussions stalled in July as the Kenyan govern-
ment reportedly decided to participate in the DSSI; however, as of October, Kenya is not a partic-
ipant. Jevans Nyabiage, “All Eyes on China as Africa Spurns G20 Debt Relief Plan,” South China
Morning Post, May 26, 2020; Eric Olander, “Kenya-China Debt Relief Talks Stall,” China-Africa
Project, July 10, 2020; World Bank, “COVID 19: Debt Service Suspension Initiative.”
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phone handset market.* Shenzhen-based Transsion controls 64 per-
cent of the African feature phone market and leads the smartphone
market with a 36 percent market share.{230 Chinese companies
also have dominated the efforts to build Africa’s telecommunications
infrastructure: Huawei and ZTE have built more than 40 3G net-
works in over 30 African countries, and Huawei has built roughly
70 percent of Africa’s 4G networks.231 This expansion into Africa
was facilitated by generous loans from China’s policy banks: Huawei
received $30 billion in loans from China Development Bank, while
ZTE received $15 billion from China Development Bank and nearly
$4 billion from China EXIM Bank.232 While 5G remains in its earli-
est rollout stages in Africa, Huawei has already established a role in
building the continent’s 5G networks and has signed an agreement
with the AU to increase 5G networks.233

In constructing African telecommunications infrastructure, Chi-
nese firms have achieved unusually high market dominance. Ethi-
opia’s national telecommunications network, for instance, was con-
structed largely by ZTE, and was described by ZTE’s then CEO
Zhang Zhenhui as “the world’s only project in which a national tele-
com network is built by a sole equipment supplier.”234 This domi-
nance positions Chinese companies to set standards for emerging
technologies such as 5G on the continent.235 (For more on the Chi-
nese government’s efforts to influence technical standards world-
wide, see Chapter 1, Section 2, “The China Model: Return of the
Middle Kingdom.”)

China’s presence in Africa’s digital economy affords Beijing anoth-
er way to leverage economic ties for other purposes. Beijing’s access
to Africa’s digitized data creates security risks for African countries
and organizations. In 2018, French newspaper Le Monde reported
that the AU headquarters in Addis Ababa, which was constructed
by a Chinese company and had servers installed by Huawei, had
been routinely hacked and had its data transferred to a server in
Shanghai.23¢ An investigation of the building also found that listen-
ing devices had been installed.237 China’s Foreign Ministry and the
AU both denied the allegations.238

According to a May 2020 report by the Heritage Foundation, the
risk of Chinese government surveillance extends far beyond the AU
headquarters, as China has built at least 186 governmental build-
ings in Africa, constructed 14 intragovernmental telecommunication
networks, and donated computer equipment to at least 35 African
governments.239 African governments are aware of the security risk,
and some have attempted to mitigate the risk of hacking. A Zam-
bian government official in charge of the country’s national data
center, which was built by Huawei, stated, “Once someone’s built
you a home, you change the locks. That’s what we did.”240 According
to U.S. intelligence officials as well as officials from the UK, Japan,

*As Ms. Hruby noted in her testimony, e-commerce and digital economy are two related but
distinct concepts. The Organization for Economic Cooperation and Development defines e-com-
merce as “the sale or purchase of goods or services conducted over computer networks by methods
specifically designed for the purpose of receiving or placing of orders.” The digital economy has
no agreed-upon definition but can include all activities that use digitized data, including tele-
communications.

TA feature phone is a mobile phone that lacks features of smartphones. Feature phones remain
popular in Africa due to their relative affordability and long-lasting batteries, which are helpful
in countries with unreliable power supplies.
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and Germany, however, countries cannot safely guard against the
threats posed by Huawei-built computer systems.241

Africa’s e-commerce market, though small by global standards
($5.7 billion in 2017), has enormous growth potential, with the
world’s fastest-growing mobile market as well as the fastest-grow-
ing tech startup ecosystem.242 Chinese companies are increasingly
paying attention to business opportunities offered by Africa’s digital
economy, but have not yet established significant e-commerce op-
erations on the continent. According to testimony from Ms. Hruby,
Africa’s e-commerce market remains dominated by Jumia, a Euro-
pean-founded startup based in Africa, as well as by local African
firms.243

Over the past several years, Africa’s e-commerce has seen increas-
ing participation by Chinese firms in other capital flows such as
venture capital. Africa’s venture capital market is small by global
standards but raised $1.3 billion in 2019, an 84.6 percent increase
over the amount it raised in 2018.244 In 2017, Chinese-owned in-
ternet browser Opera announced plans to invest $100 million in
Africa’s digital economy, with $30-40 million earmarked for the
Nigerian market.245 In 2018, Alibaba founder Jack Ma announced
the Netrepreneur Prize, a $10 million fund for entrepreneurs in Af-
rica’s digital economy.*246 Financial services are currently a par-
ticularly popular sector for Chinese investment. In 2019, Opay, a
Chinese-owned mobile payments platform focused on Africa, raised
$170 million in two rounds of financing that included Chinese in-
vestors.247

China’s Expanding Security Footprint in Africa

Beijing uses its military activities and influence in African coun-
tries to support and reinforce its political goals and economic inter-
ests. At the same time, China has taken advantage of its economic
influence to establish and expand its military presence on the con-
tinent. Beijing is successfully using this multidimensional approach
to expand its influence in Africa’s security domain while minimizing
its visible military presence, excepting its military units deployed as
part of UN peacekeeping operations (PKOs). China has increased
its political influence on the continent by facilitating ideological ed-
ucation for African militaries that promotes regime or party control
of the military. Beijing is also attempting to establish itself as a
security partner of choice for African countries by participating in
joint exercises and humanitarian operations and exporting arms to
many African countries regardless of their political system. China
has employed its own military assets, as well as security assistance
from African partners, to protect Chinese companies, critical infra-
structure, and resources in countries where it has significant eco-
nomic interests.

China’s growing political and economic influence in Africa pro-
vides it with important leverage for expanding its military presence
on the continent. China’s first naval base was established in Djibou-
ti in 2017, a country in which Beijing holds significant influence due

*The inaugural Netpreneur Prize Initiative competition occurred in November 2019. Ten thou-
sand applicants entered, with ten finalists receiving a share of $1 million in total award money.
Business Wire, “$1 Million Awarded to African Entrepreneurs in Grand Finale of the Jack Ma
Foundation Africa Netpreneur Prize Initiative,” November 17, 2019.
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to the high degree of indebtedness to China. Beijing also has over
2,000 troops deployed to African countries on UN PKOs,* many of
which are located in countries where China has significant econom-
ic interests. The Chinese government has shown an apparent will-
ingness to leverage its influence in the UN PKO system to ensure
these interests are protected. Additionally, the PLA Navy conducts
regular patrols off the Horn of Africa, an area that encompasses
trade routes whose protection is crucial for Beijing’s energy needs.
The PLA Navy has also made initial forays up Africa’s west coast
into the Atlantic Ocean where one of China’s top economic partners,
Angola, is located.24®8 Furthermore, the PLA Navy has participated
in combined exercises with key African partners, such as Egypt and
South Africa.249

Goals of China’s Security Presence in Africa

Beijing aims to strengthen its ties with African security partners
by bolstering security cooperation, such as military aid and securi-
ty assistance programs, to address regional security challenges and
become the security partner of choice for countries across Africa.
China also leverages security engagement to protect economic in-
vestments and improve its expeditionary capabilities. The Chinese
government’s 2015 Africa white paper provides insight into how Bei-
jing uses its diplomatic relations and military assistance to build
stronger ties with African security partners.250 Military exchanges,
technological cooperation, joint military training and exercises, in-
telligence sharing, and capacity building are identified as key areas
of engagement between China and African partners to address se-
curity challenges.251

The Chinese government has also increased security cooperation
by investing in new security assistance initiatives. The investment
positions Beijing to play a leading role in addressing security chal-
lenges that allow it to garner international and domestic support
for its security initiatives, address threats that pose a risk to Chi-
nese economic assets, and strengthen its military posture on the
continent. In 2015, General Secretary Xi announced China would
provide $100 million in security assistance to the AU over a five-
year period to support the African Standby Force and the African
Capacity for Immediate Response to Crisis.i252 Beijing committed

*As of August 31, 2020, approximately 83 percent of Chinese peacekeepers are deployed to
UN PKOs in Africa. Out of a total of 2,102 personnel (including troops, staff officers, experts,
and police) deployed to UN PKOs across Africa, China currently has 1,072 personnel in South
Sudan (UNMISS), 426 personnel in Mali (MINUSMA), 367 personnel in Darfur (UNAMID), 226
personnel in the DRC (MONUSCO), 2 personnel in the Central African Republic (MINUSCA),
and 9 personnel (experts only) deployed to Western Sahara (MINURSO). Bangladesh, Ethiopia,
and Rwanda are the top contributors to UN PKOs globally and are also significant contributors
to key UN PKOs in Africa. Bangladesh currently deploys more personnel to South Sudan, Mali,
Western Sahara, the DRC, and the Central African Republic than China does. Ethiopia currently
deploys more personnel to South Sudan and Darfur than China does. Rwanda currently deploys
more personnel to South Sudan, Darfur, and the Central African Republic than China does. Unit-
ed Nations Peacekeeping, “T'roop and Police Contributors.”

7In fiscal year 2019 alone, the United States allocated over $400 million in security assistance
to sub-Saharan Africa through Title 22 programs administered through the State Department.
These programs include Peacekeeping Operations; International Narcotics Control and Law; Non-
proliferation, Antiterrorism, Demining, and Related Programs Enforcement; International Mili-
tary Education and Training; and Foreign Military Financing. See Tomas F. Husted et al., “U.S.
Assistance to Sub-Saharan Africa: An Overview,” Congressional Research Service, May 20, 2020.

#The African Standby Force is an intercontinental peacekeeping entity that was established
by the AU in 2003. The African Standby Force is composed of five regional brigades comprising
military and civilian personnel who are tasked with responding to humanitarian crises. The AU
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to additional security assistance on the continent during the 2018
FOCAC summit, when it pledged to launch 50 security assistance
programs to pursue China’s interests under BRI and to support UN
peacekeeping, antipiracy, and counterterrorism efforts.253 During
the summit, African representatives expressed support for China’s
escort missions in the Gulf of Aden and also encouraged China’s
participation in antipiracy missions in the Gulf of Guinea.

African counterterrorism engagement involves protecting “major
domestic economic projects... [and] the safety of Chinese nationals,
companies, and projects.”254 In 2019, China hosted its second Chi-
na-Africa defense forum,* with 100 senior representatives from the
defense departments of 50 African countries and the AU in atten-
dance.2%5 At the event, African military officials voiced support for
furthering China-Africa security cooperation. Cameroon’s Defense
Minister Beti Assomo called on China and African countries to “step
up win-win cooperation and build a closer China-Africa community
of shared future,” echoing language used by Chinese officials.256

While Beijing’s security activities on the continent are neither as
extensive as its political and economic efforts nor representative of
the level of PLA activity found in East Asia, Beijing has clearly
signaled a commitment to broadening its security presence in the
region. As Joshua Meservey, senior policy analyst at the Heritage
Foundation, noted in his testimony before the Commission, China’s
ability to integrate its political, economic, and security levers of in-
fluence is a “distinguishing feature of China’s engagement strategy
for Africa,” which it has used to legitimize the CCP by garnering
international prestige, gaining domestic support, securing citizens
and economic assets on the African continent, and improving the
PLA’s capacity to carry out expeditionary operations.257 Although
China’s security footprint in Africa remains relatively small, its se-
curity activities have furthered its political, economic, and military
objectives on the continent.

Strengthening Security Ties for Political Gain

A primary avenue for China to increase its military presence and
influence in Africa is its training and exercises with African part-
ners. Beijing’s security cooperation with African countries is in step
with party-to-party trainings. African officers attend PLA political
schools, where they receive ideological education along with senior
civilian officials. Beijing prioritizes security partnerships with mil-
itaries governed by former national liberation movements because
similar models of governance between Beijing and these countries
provide an opportunity to build strong ideological ties based on a
shared authoritarian political culture.258 Beijing, however, also
seeks to build partnerships with countries that do not share ideo-
logical similarities with the CCP, such as Kenya, Senegal, and Bo-
tswana. These countries are of geostrategic importance to Beijing’s
initiatives, although military engagement between Beijing and these
countries is less frequent.25® According to Mr. Nantulya, the PLA

established the African Capacity for Immediate Response to Crisis in 2013 as a temporary stand-
by force until the African Standby Force reaches full operational capacity.

*The first defense forum, the China-Africa Defense and Security Forum, was held in June
2018. The second forum was held in 2019 under a different name: the China-Africa Peace and
Security Forum.
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also engages with militaries in countries that have been “frozen out
of the international system” through international sanctions due to
human rights abuses, such as Eritrea and Burundi, with the aim
of gaining economic and political benefits, including port access in
Eritrea and support from Burundi at the UN.260

Beijing facilitates and funds professional military education
(PME) in basic skills or support functions and provides ideological
education for African officers. According to Mr. Nantulya, African
officers believe U.S. PME is superior to Chinese PME because it is
internationally recognized at the senior level and is considered more
“refined” and “crucial” for career advancement.261 African militaries,
however, value Chinese military education for the training of non-
commissioned officers and junior and mid-level officers, as well as
for technical training in subjects such as engineering, technology,
and mechanics.262 China regularly hosts African military officials
in Beijing, facilitating training in military management and coun-
terterrorism.263 Beijing also invites several hundred African mili-
tary professionals to visit and study at Chinese military institutions
annually.264 For example, during the 2019 China-Africa defense fo-
rum, African military officials visited China’s Special Police College,
where People’s Armed Police forces train for counterterrorism oper-
ations.265 Additionally, China is increasing its engagement through
combined military exercises and drills with African countries.*

This military-to-military cooperation strengthens China’s se-
curity partnerships with African countries, which helps China in
its effort to become a preferred security partner in Africa. In April
2019, Egypt hosted the PLA Navy and its Russian counterpart in
a training exercise simulating PLA Navy collaboration with Egypt
on antipiracy operations in the Red Sea and broader Horn of Africa
region. The five-day mission involved six Russian frigates and three
Chinese guided-missile frigates.266 In November 2019, South Africa
hosted China and Russia for combined naval exercises with the pur-
pose of encouraging “interoperability” and strengthening relations
between the navies.267

Beijing also prioritizes security engagement as a method for pro-
moting its governance model in Africa. During the Cold War period,
Beijing facilitated educational exchanges for African officers in Chi-
nese military institutions and sent instructors to national liberation
movement political and ideological schools in Africa, training Afri-
can military officers in ideological education that characterized the
military as an instrument of the ruling political party.268

Beijing continues to incorporate ideological training in its security
engagement with African partners today, influencing civil-military

*Like the United States, China incorporates exercises, equipment instruction, and profession-
al education into its security partnerships with African countries. The United States conducts
more frequent bilateral and multilateral exercises with African partners than China does. The
United States conducts two annual training exercises and seven joint and regional exercises with
countries such as Egypt, Morocco, Algeria, Tunisia, Libya, Mauritania, Senegal, Somalia, Djibou-
ti, Mauritius, Mozambique, Tanzama Seychelles, Kenya Madagascar Comoros, Benin, Burkina
Faso, Cameroon, Chad, Cape Verde, Cote d’Ivoire, Ghana, Guinea, Mali, Nigeria, Togo, Niger,
Ethiopia, and Liberia. In contrast, in 2019 China conducted only two military exercises in Africa,
with a total of 15 military exercises from 2002 to 2019. See National Defense University Center
for the Study of Chinese Military Affairs, “Chinese Military Diplomacy Database Version 3.0,”
June 22, 2010; Judd Devermont, response to questions for the record for U.S.-China Economic
and Securlty Review Commlsswn Hearing on China’s Strategic Aims in Africa, May 8, 2020, 227;
David Vergun, “DOD Supports African Partner Nations in Multiple Ways,” U.S. Department of
Defense, May 1, 2020; U.S. Africa Command, Exercises.
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relations in countries like Uganda, Tanzania, and South Sudan. In
Uganda, for example, the chief political commissar, a senior officer
in the Uganda People’s Defense Force, supervises political commis-
sars and leads ideological education efforts for each military unit
to “propagate the spirit of nationalism” and ensure regime control
of the military.269 The CCP’s International Department is funding
Tanzania’s Julius Nyerere Leadership School, a former training base
for liberation movements, which will train approximately 400 civil-
ian and military leaders and cadres from Tanzania, South Africa,
Mozambique, Angola, Namibia, and Zimbabwe annually.270 South
Sudan’s Office of the Deputy Chief of Staff for Moral Orientation is
modeled after the PLA Political Work Department, and its mission
is to teach Sudan People’s Liberation Movement ideology to South
Sudanese forces.2”1 Since 2011, the office has trained 4,100 person-
nel and leaders in China’s ideological schools, where they are taught
that the ruling regime exercises absolute control over the military
and thus that the military is an instrument of the regime.272

China’s Growing Involvement in Africa’s Arms Market

Arms exports have been another key feature of China-Africa se-
curity cooperation, bolstering China’s image as a partner of choice.
Beijing’s willingness to sell arms to authoritarian governments
and countries under international sanctions, its flexible financing
terms,* and the low cost of Chinese-manufactured weapons make
China a preferred military partner for some countries. Chinese arms
exports to Africa have grown significantly over the years, increasing
by 55 percent from 2008-2012 to 2013-2017.273 China’s share of
total African arms imports increased from 8.4 percent to 17 percent
during the same period.27¢ China now ranks second only to Russia
as the largest exporter of arms to sub-Saharan Africa. China’s share
of total African arms imports has decreased slightly since 2017,
however, accounting for 13 percent of Africa’s total arms imports as
of 2019.275

The types of weaponry China sells are diverse, as are the recip-
ients of these arms. North Africa is a top destination for Chinese
arms, taking in 49 percent of China’s export flows to the continent,
while East Africa constitutes 21 percent of Chinese weapons exports
to Africa.276 From 2014 to 2018, China exported military equipment
to 26 African countries, including armored vehicles to the Central
African Republic; Y-12 military transport aircraft to Mali; and Red
Arrow HJ-9A antitank guided missiles to Rwanda, the only known
foreign destination for this type of antitank missile.277 China has
also provided armed drones, satellite imagery, and intelligence to
the Nigerian government—where China has invested heavily in the
oil sector—to aid in the fight against terrorist group Boko Haram.278
Additionally, China has sold Morocco and Sudan the AR-2 and WS-2
multilaunch rocket systems, respectively.279 Chinese arms manufac-
turers are able to provide these weapons at low cost, allowing Chi-
na to undercut competitors in the small arms and light weapons

*Beijing provides soft loans and rescheduling options, particularly for heavy weaponry, includ-
ing tanks and combat aircraft. Beijing has also allegedly supplied arms to countries in exchange
for commodities, such as copper from Zambia and aluminum from Zimbabwe. See Paul Nantulya,
written testlmony for U.S.-China Economic and Security Review Commission, Hearing on China’s
Strategic Aims in Africa, May 8, 2020, 5.
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market, as well as the heavy weapons market, for which it provides
loans and loan rescheduling options.280 Chinese defense firms are
also invested in building up Africa’s indigenous defense industries,
engaging in partnerships and joint ventures in Angola, Ethiopia,
Sudan, South Sudan, and Zimbabwe, among other countries.281

Beijing sells arms to African countries without regard for their
form of government or human rights standards. China has sold
arms to internationally sanctioned countries facing scrutiny for hu-
man rights abuses, including South Sudan.282 In one notable exam-
ple, China’s largest arms manufacturer sold $20 million in antitank
missiles, guided launchers, grenade launchers, automatic rifles, and
ammunition to South Sudan’s government despite Beijing’s promise
to halt arms sales because of human rights abuses committed by
the South Sudanese military.283 Chinese arms have also been used
during conflicts in the DRC, Cote d’Ivoire, Sudan, and Somalia.284

Chinese companies have also played a part in building national
security information technology infrastructure for African countries.
In his testimony before the Commission, Judd Devermont, director
of the Africa program at the Center for Strategic and International
Studies, stated that Chinese tech company ZTE has played a part
in supporting sensitive information technology networks for African
forces.285 In 2011, China financed an independent secured mobile
network for Tanzanian defense forces, a project aimed at decreasing
communication costs and increasing connectivity between Tanzania
defense forces for better information sharing.286

Building an Image of a Responsible Global Power

Beijing has also used the PLA’s presence in Africa to emphasize
China’s role in global public health. Most recently, the PLA Navy de-
livered personal protective equipment to the South African National
Defense Force as a part of its efforts to assist countries impacted
by COVID-19.287 In 2018, the PLA conducted drills in Cameroon,
Gabon, Ghana, and Nigeria and its medical units trained with coun-
terparts in Ethiopia, Sierra Leone, Sudan, and Zambia to enhance
medical readiness. Beginning in 2014, Beijing deployed the PLA to
assist West African countries affected by the Ebola virus epidemic,
sending approximately 500 PLA personnel to Sierra Leone and Li-
beria to deliver medical assistance in China’s largest medical over-
seas assistance operation.*28% According to Jennifer Bouey, Tang
Chair in China policy studies at the RAND Corporation, China’s
response to the Ebola outbreak was an effort to improve Beijing’s
“damaged public health image” after the government mishandled
the 2002—2003 severe acute respiratory syndrome (SARS) outbreak
in China.289

*According to the U.S.-China Economic and Security Review Commission’s report, The Chinese
Military’s Role in Overseas Humanitarian Assistance and Disaster Relief, “U.S. military efforts [in
West Africa during the Ebola virus epidemic] involved the deployment of more than 2,300 per-
sonnel who built 11 facilities for treatment of patients, formed six mobile laboratories for testing
of patient samples, trained health care workers, and provided airlift for medical materials and
personnel using several types of aircraft. The British military deployed around 900 personnel to
build treatment centers, train and treat local medical workers and staff, and provide security.”
See Matthew Southerland “The Chinese Mlhtarys Role in Overseas Humanitarian Assistance
and Disaster Relief: Contributions and Concerns,” U.S.-China Economic and Security Review
Commission, July 11, 2019.
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China is a significant contributor of troops to UN PKOs and is
the second-largest financier of these missions, behind the United
States.290 Although Chinese media emphasizes that “strengthening
the UN and multilateralism, acting as a responsible country, and
sharing common concerns of maintaining global peace and securi-
ty” is the intent of China’s peacekeeping efforts, these operations
also serve to protect Chinese economic interests in conflict zones
and provide an opportunity for Chinese troops to gain operation-
al experience deploying and sustaining forces on missions abroad
that may translate to other force projection or combat needs of the
PLA.291 In September 2020, Beijing released its first white paper on
UN PKOs, which advocated “contributing Chinese wisdom and shar-
ing experience” to these missions, an indication of China’s desire
to take a leading role in the UN PKO system.292 The white paper
also claims that host countries should “independently choose social
systems and development paths based on their national conditions,”
implying that Beijing’s authoritarian model is superior to democrat-
ic governance in countries suffering from civil conflict.293

Using Security Forces to Protect Economic Interests

A second key driver of China’s increasing security presence in
Africa is its desire to protect its economic investments across the
continent. China combines traditional force projection, such as de-
ployments by the PLA Navy, with an array of alternative security
arrangements to protect these interests. This multitiered approach
to addressing security threats on the continent allows China to ad-
vance its economic interests without deploying PLA forces in certain
situations where a more visible PLA presence would receive push-
back from local communities. As Mr. Nantulya stated, “Beijing has
favored a ‘soft approach’... to avoid an overt military presence, in
part to downplay the strategic dimensions of China’s engagement
and avoid generating suspicion among Africans. China also fears
that a muscular posture might trigger more deployments into Africa
by its competitors like the U.S., UK and France, potentially under-
mining its influence.”294

The Chinese government has accordingly allocated resources to
strengthen its security presence to protect Chinese national and
commercial assets. Incidents that have led to an increased Chinese
military presence on the continent include Libya’s civil war, lead-
ing to the evacuation of over 30,000 Chinese nationals in 2011, the
killing of Chinese peacekeepers in Mali and South Sudan, and the
threat of Boko Haram in Nigeria.295
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Figure 3: China’s Economic and Security Activities in Africa
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China Leverages Its Influence in the UN Peacekeeping System to
Advance Its Economic Goals

Most of China’s major peacekeeper contributions in Africa have
been in countries where it has significant economic interests.297
For example, China has a large peacekeeping presence in the DRC,
where China Molybdenum, a Chinese mining company, has an 80
percent stake in one of the world’s largest cobalt mines and the
largest copper mining operation in the DRC.298 Beijing has also
deployed combat troops and peacekeepers to Mali, a BRI partici-
pant that has received Chinese development assistance for critical
infrastructure projects.299 Moreover, in at least one case, Beijing has
worked through the UN to update key guidelines to secure its eco-
nomic interests, and Chinese state media and security personnel
have documented China’s interest in using peacekeeping forces to
directly protect Chinese investments.

A key instance where the Chinese government seems to have used
its political influence in the UN to advance its economic objectives
is South Sudan. China currently has 1,072 peacekeeping personnel
deployed in South Sudan and the China National Petroleum Cor-
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poration controls a 40 percent stake—the largest of any stakehold-
er—in a consortium that extracts South Sudan’s 0il.3%0 In 2012, the
Chinese government dispatched its first combat unit to the conti-
nent to support the UN Mission in South Sudan (UNMISS).301 After
civil war broke out in the country in 2013, Beijing played a signifi-
cant role in increasing the UNMISS authorized troop strength and
modifying UNMISS’s mandate to include a broader interpretation
of the UN’s nonintervention policy.392 In this expanded mandate,
Beijing successfully lobbied for a provision to include the protection
of workers on oil installations.393 Although the provision initial-
ly encountered resistance from officials in the UN Department of
Peacekeeping Operations, who argued the change would undermine
the UN’s neutrality and place peacekeepers on the side of the South
Sudanese government and the oil industry, the mandate expansion
was ultimately adopted unanimously by the UN Security Council in
2014.%304 According to Mr. Meservey, the new mandate “effectively
aligned” peacekeepers with the South Sudanese government and the
country’s oil sector, and by extension, Beijing’s economic interests.305
A year after the mandate was expanded, Beijing deployed 700 PLA
combat troops to support the peacekeeping mission.306

Chinese state media and security personnel have documented
China’s interest in using peacekeeping forces to directly protect
Chinese investments. According to a 2018 article in the Journal of
the Chinese People’s Armed Police Force Academy,? Chinese peace-
keepers participating in UN Mission in Liberia, whose mandate
completed in 2018, should “use the patrol time to increase patrols
of Chinese-funded enterprises and Chinese-inhabited areas... and
ensure the safety of Chinese people and Chinese funded enterprises
in Liberia.”3%7 Chinese state media have also referred to direct co-
operation between Chinese peacekeepers and economic actors, laud-
ing cooperation between Chinese peacekeeping forces and a Chinese
SOE building a highway project in Liberia in 2018.308

Beijing Uses Private Military Contractors and African Partners to
Protect Its Economic Assets

To protect assets in the region, China has increasingly relied on
private military contractors since the launch of BRI in 2013, as well
as African military partners. There are over 3,000 demobilized PLA
and People’s Armed Police officers employed in Angola, Ethiopia,
Ghana, Nigeria, Somalia, South Sudan, Sudan, Zambia, and Zimba-

*To garner support for expanding the mandate, Beijing had purportedly promised in closed-
door negotiations that it would provide additional peacekeeping troops to South Sudan in ex-
change for the provision’s adoption. Beijing initially only wanted to deploy its peacekeepers to
the key oil-producing provinces, but ultimately agreed to deploy peacekeepers to other areas of
the country. Other members of the UN Security Council ultimately backed the provision, arguing
that attacks on South Sudan’s oil sector threatened to undermine the country’s economy. Colum
Lynch, “U.N. Peacekeepers to Protect China’s Oil Interests in South Sudan,” Foreign Policy, June
16, 2014.

TThe article was written by Wang Honghai and Kong Weiliang of the Department of Peace-
keeping Training at the People’s Armed Police Force Academy. According to Joel Wuthnow, senior
research fellow at the National Defense University, the paramilitary People’s Armed Police “has
emerged as a partner of choice for foreign governments in areas such as counterterrorism and
peacekeeping training, in addition to its longstanding role as contributors to United Nations
peacekeeping missions.” Joel Wuthnow, “China’s Other Army: The People’s Armed Police in an Era
of Reform,” China Strategic Perspectives 14 (April 2019): 3; Wang Honghai and Kong Weiliang,
“Liberia’s National Security Situation and the Security Response Strate@ of the Chinese Peace-
keeping Police in Liberia” (F Lt 5 [ 58 22 4= JE 34 AR 5w (5 55 0] 48 RV A 22 42 Wt 5608 ), Journal of
the Chinese People’s Armed Police Force Academy, 2018. Translation.
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bwe.3%9 In South Sudan and the Central African Republic, countries
heavily impacted by civil wars, Chinese company DeWe established
private security facilities to protect Chinese companies located in
these countries.310 In South Sudan, the China National Petroleum
Corporation has also hired private security contractors to protect
employees and commercial assets, in addition to deploying a PLA
unit to protect civilians, installations, and oil fields under UN aus-
pices.311

African partners have also assisted Beijing with asset protection.
For example, in 2018 the Kenyan government sent a cohort of po-
lice officers to China to train in railway security as a part of an
effort to enhance protection of the Standard Gauge Railway, a ma-
jor BRI project.312 After Burkina Faso’s decision to sever diplomatic
relations with Taiwan in 2018, the PLA began developing ties with
Burkina Faso’s military, and the two countries’ security cooperation
will likely involve training in counterterrorism and infrastructure
protection, two key Chinese priorities in the Sahel.*313 Finally, in
2018 the Ugandan government began using its national military to
protect Chinese companies in the country that were impacted by a
string of robberies.314

An Expanding Military Footprint

Beijing has deployed PLA troops to African countries for purely
military purposes, leveraging its growing political and economic in-
fluence to secure basing rights and gain experience deploying com-
bat units overseas. China’s establishment of a permanent base in
Djiboutif in 2017 improves its ability to deploy and sustain troops
in Africa and sets the precedent for it to take advantage of economic
leverage over other African countries to push for additional mili-
tary bases on the continent.315> Meanwhile, Beijing’s deployment of
combat troops in support of UN PKOs has allowed the PLA to gain
important operational experience overseas. (See Chapter 3, Section
2, “China’s Growing Power Projection and Expeditionary Capabili-
ties,” for further discussion on China’s power projection capabilities.)

China’s Djibouti Base and the Potential for Future Basing

Should China establish additional military bases in Africa, it is
likely to do so by employing political and economic leverage in a
manner similar to Beijing’s establishment of its Djibouti base. Chi-
na’s deep diplomatic and economic ties with Djibouti were factors
that played a part in the Djiboutian government’s decision to allow
China to build the base. Beijing’s ability to leverage its influence
in Djibouti could allow it to gain control of the Doraleh Container
Terminal at the Port of Djibouti, which could pose a security prob-
lem for Washington given that most supplies for the U.S. base in
Djibouti come through the Doraleh Container Terminal.316 China’s

*The Sahel falls below the Sahara Desert and stretches across parts of Senegal, Mauritania,
Mali, Burkina Faso, Algeria, Niger, Cameroon, Nigeria, Central African Republic, Chad, Sudan,
South Sudan, Eritrea, and Ethiopia.

T Djibouti owes a significant amount of debt to China, equivalent to 75 percent of its gross do-
mestic product. China is also a leading financier of DJlboutl s infrastructure, wrapping investment
deals and infrastructure projects into the agreement for its military base. The extensive political
and economic leverage Beijing held over Djibouti was a critical factor that allowed China to stand
up the base. Joshua Meservey, written testimony for U.S.-China Economic and Security Review
Commission, Hearing on China’s Strategic Aims in Africa, May 8, 2020, 6.
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Djibouti base is located approximately six miles from the U.S. base
in Djibouti, which presents unique security risks for U.S. forces. As
Janes argues in a contracted research report for the Commission,
the proximity of the Chinese base creates the “potential for disrup-
tion and observation of U.S. military operations and personnel in
Djibouti.”317 The report further notes that China’s position in Dji-
bouti could allow it to gather intelligence on U.S. military capabili-
ties and operations.318 The report also outlines tools of leverage that
Beijing may employ over a country to establish additional bases,
including the presence of major BRI investments, debt to China,
a history of hosting the PLA Navy for port calls, and geopolitical
support for Beijing.319

Mr. Meservey predicts that China is “setting the conditions for
establishing [additional military bases in Africa] in the medium to
long-term,” although it is unlikely to do so in the short term.320
Countries that are economically important to China, are strategical-
ly located near key sea lines of communication, and have friendly
relations with China are potential candidates.32! According to Mr.
Meservey, potential locations with these characteristics include An-
gola, Comoros, Eritrea, Namibia, South Africa, Tanzania, and Zam-
bia.*322 China has shown interest in projecting power into key ar-
eas of the Atlantic Ocean, making investments in ports like Walvis
Bay in Namibia, a country with which it has strong diplomatic and
economic ties.323

Implications for the United States

China’s engagement with African countries reflects Beijing’s at-
tempts to promote its one-party, authoritarian model of governance
as an alternative to the liberal international order. Taken together,
the 54 countries in Africa are home to the world’s youngest and fast-
est-growing populations and boast dynamic economies, a growing
middle class, and an increasing footprint in global affairs.f There-
fore, the degree to which China succeeds in advancing its model in
Africa will have significant consequences for U.S. political, economic,
and military interests on the continent.

If the CCP is able to popularize its authoritarian model on the
continent, Africa will become less open, less dynamic, and less dem-
ocratic, limiting the ability of the United States to build sustained
political and economic partnerships with African countries. China’s
approach could also constrain development on the continent, ad-
versely impacting U.S. objectives of fostering stability and sustain-
able growth in Africa. Moreover, China’s engagement in Africa car-
ries implications beyond the continent as Beijing attempts to apply
its approach to Africa to other regions in the world, such as Latin
America and the Caribbean.

China’s political engagement in Africa is often diametrically op-
posed to U.S. goals and actions. Where the United States seeks to

*According to the U.S. Department of Defense, Beijing has probably already made overtures to
Namibia to set up a base. The department also concludes that China has likely considered Ken-
ya, Seychelles, Tanzania, and Angola as locations for a future base. U.S. Department of Defense,
Military and Security Developments Involving the People’s Republic of China, 2020, 129.

FAccording to a 2019 Brookings Institution analysis, 60 percent of Africa’s populatlon is under
the age of 25 and by 2050, one-third of the world’s youth population will be in sub-Saharan
Africa. Fred Dews, “Charts of the Week: Africa’s Changing Demographics,” Brookings Institution,
January 18, 2019.
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support good governance and strengthen democratic institutions in
politically fragile countries, China often bolsters authoritarian re-
gimes and fosters corruption on the continent. The Chinese govern-
ment’s willingness to provide economic assistance and security aid
to countries under international sanctions for human rights abuses
further jeopardizes freedom and civil liberties on the continent.

Beijing also leverages its assistance to garner African support to
promote its diplomatic priorities on the global stage, diminishing
the impact of U.S. diplomacy in African countries and at the UN.
China’s growing diplomatic influence has already been seen in the
widespread African backing for China’s ongoing persecution of Mus-
lim minority ethnic groups in Xinjiang and support for the CCP’s
repression of Hong Kong’s prodemocracy movement. As Beijing
increases its influence in Africa, it will likely be able to continue
to rely on African countries to secure key international leadership
positions over candidates supported by the United States and its
allies and advance other diplomatic goals that run counter to U.S.
interests.* 324

China has leveraged its manufacturing and export capacity to
carve out a central role in Africa’s growing markets, often to the
exclusion of U.S. firms. Beijing has been particularly successful in
establishing dominance in Africa’s telecommunications sector, which
depends on Chinese equipment and services for internet connectiv-
ity.325 The early entry of Chinese firms Huawei and ZTE into Af-
rica’s telecommunications sector, aided by generous subsidies from
the Chinese government, has helped Chinese companies gain an
advantage over competitors in the market. As Beijing steps up its
technological and political engagement, there is also a risk that Afri-
can countries will adopt new Chinese technical standards, ensuring
long-term economic dominance for Chinese firms at the expense of
U.S. firms. Equally important, adoption of Chinese technology and
standards by African countries could entrench China’s model of tech-
no-authoritarianism and diminish U.S. influence on the continent.

China’s economic engagement has helped bring much-needed in-
frastructure to Africa, but it also threatens progress achieved by the
United States and partner countries and institutions in fostering
self-sufficiency and a fair economic environment on the continent.
Beijing’s projects often exclude U.S. and other non-Chinese firms
from participation, which not only denies U.S. companies economic
opportunity, but also ensures Beijing is able to conduct these proj-
ects in a noncompetitive and opaque manner. Moreover, Chinese
projects often lack sound economic rationale, robust environmental
impact assessments, and protection for workers’ rights, and they
may promote local corruption.

Beijing has benefitted from U.S. efforts to foster sustainable eco-
nomic development in Africa, while itself contributing little to these
efforts. The Chinese government’s practice of funding projects with

*There are multiple upcoming international leadership contests over the next two years, in-
cluding the International Civil Aviation Organization (2021), the UN Industrial Development
Organization (2021), the Universal Postal Union (2020), the UN Conference on Trade and De-
velopment (2021), and the Comprehensive Nuclear Test Ban Treaty Organization (2021). China
already maintains leadership over the International Civil Aviation Organization and the UN
Industrial Development Organization. For more details on China’s UN leadership positions, see
Chapter 1, Section 2, “The China Model: Return of the Middle Kingdom.” Brett D. Schaefer, “6
Upcoming UN Elections That Could Impact U.S. Interests,” Heritage Foundation, March 31, 2020.
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opaque loans has contributed to a mounting debt problem in Afri-
ca. Beijing continues to avoid a transparent multilateral discussion
of debt relief with African countries, which may mean the United
States and other responsible lenders shoulder an undue part of the
burden associated with African debt, essentially bailing out the Chi-
nese government’s irresponsible lending practices.

In addition to debt relief, Beijing may also benefit from other U.S.
economic policies in Africa. Chinese firms have already taken ad-
vantage of AGOA to bypass U.S. quotas on Chinese textiles. As trade
tensions and scrutiny over China’s forced labor in Xinjiang lead to
greater U.S. restrictions on Chinese imports, Chinese companies
may start transshipping goods through African countries. This risk
may become more pronounced as the United States considers fur-
ther trade agreements with African countries, including the one with
Kenya. If these agreements do not contain robust country-of-origin
rules, China may further profit from U.S. trade policies intended to
strengthen U.S.-Africa commercial ties.

Beijing’s expanding military presence creates challenges for U.S.
security interests on the continent. The proximity of China’s mili-
tary base to the U.S. base in Djibouti, in addition to China’s growing
presence in African ports, enhances Beijing’s ability to gather intel-
ligence on U.S. forces operating across the continent. As the United
States remains the top financial contributor to UN PKOs, Wash-
ington risks unwittingly subsidizing Beijing’s subversion of these
important UN missions.326 China’s willingness to sell weapons to
countries under U.S. and international sanctions, including Sudan
and South Sudan, also undermines U.S. efforts to address human
rights violations and could further destabilize civil conflicts across
the continent.

Further, China’s substantial investment in Africa’s civilian ports
could lead to dual-use arrangements or the establishment of addi-
tional military bases that would allow Beijing to increase its naval
presence around the continent. While China’s ability to challenge
the United States militarily in and around Africa is currently lim-
ited, an expanded Chinese military presence in Africa in the future,
such as by permanently basing warships in Djibouti or West Africa,
could allow the PLA to impede the movement of the U.S. Navy in
the western Indian Ocean and even the southern Atlantic.

Beijing employs a multidimensional and sustained Africa strat-
egy, supported by high-level focus emanating from the most senior
levels of the Chinese government. Nevertheless, despite China’s
deepening influence in Africa, the United States retains many im-
portant advantages in African countries. Not least among these is
continued widespread support for the United States and democratic
governance across Africa. According to a 2020 survey® measuring
African views of the United States and China conducted across 18
African countries, the U.S. model was respondents’ most-preferred
model of governance, although China’s model ranked a close sec-

*Afrobarometer is a pan-African, independent, nonpartisan research network that measures Af-
rican attitudes on economic, political, and social matters. In its 2020 survey, 32 percent of survey
respondents preferred the U.S. model and 23 percent preferred China’s model. Fifty-nine percent
of survey respondents rated China as a “somewhat” or “very” pos1t1ve influence in their country,
whereas 58 percent said the United States was a “somewhat” or “very” positive influence in their
country. Edem Selormey, “Africans’ Perceptions about China: A Sneak Peek from 18 Countries,”
Afrobarometer, September 3, 2020.
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ond.327 A similar survey conducted in 2019 showed that three-quar-
ters of respondents preferred regular, open, and honest elections to
choose their national leaders—a preference directly in contrast to
what Beijing seeks to export to African countries.328

The U.S.-China competition in the African context is a long-term
contest in which African governments seek to increase economic and
security cooperation with both the United States and China and use
one country against the other to derive the most benefits for them-
selves. It does not represent a zero-sum competition, and some as-
pects of China’s engagement in Africa are not intrinsically harmful
to the United States. If Washington, however, fails to devote signifi-
cant attention to Africa, recognize African countries’ diverse nation-
al interests, and actively offer an attractive alternative to China’s
model, it risks more African leaders and populations turning toward
Beijing. This would be an outcome with dire consequences for the
future of open markets and democratic government, not just in Af-
rica but around the globe.
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Addendum I: African Diplomatic Support for China’s Controversial
International Positions

Country Publicly Publicly Publicly Recipient of
Supported Supported Supported International
China’s China’s China’s Debt Relief$§
Xinjiang Pol- Conduct in Positions on
icy* the South Hong Kong:
China Seaf
Algeria X X
Angola X
Benin X X
Botswana
Burkina Faso X X
Burundi X X X X
Cameroon X X X X
Cape Verde
Central African
Republic X X X X
Chad X X
Comoros X X X
Republic of the
Congo X X X
Democratic
Republic of the X X X
Congo
Cote d’Ivoire X
Djibouti X X X
Egypt X X X
Equatorial
Guinea X X
Eritrea X X X
Eswatini

*“Publicly Supported China’s Xinjiang Policy” refers to African countries that signed a letter
in July 2019 publicly declaring their support for China’s Xinjiang policies, as well as subsequent
signers, countries that supported Beijing via other individual or joint statements, and countries
that supported China’s Xinjiang polices at the 2020 UN General Assembly.

T“Publicly Supported China’s Conduct in the South China Sea” refers to African countries that
declared their support for China’s conduct in the South China Sea via official statements and
declarations.

+“Publicly Supported China’s Positions on Hong Kong” refers to African countries that sup-
ported Beijing’s suppression of the 2019 Hong Kong prodemocracy protests as well as states
that declared their support for China’s 2020 Hong Kong national security law via individual or
joint statements and countries that supported China’s position on Hong Kong at the 2020 UN
General Assembly.

§“Recipient of International Debt Relief” refers to African countries that received debt relief
under the Highly Indebted Poor Country Initiative led by the World Bank, the International
Monetary Fund, and other creditors.
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Addendum I: African Diplomatic Support for China’s Controversial
International Positions—Continued

Country Publicly Publicly Publicly Recipient of
Chomwsod | Chimsed | ChEBZE | Dept Helser
i |ehee B
China Sea
Ethiopia X X
Gabon X X X
The Gambia X X X
Ghana X
Guinea X X X X
Guinea-Bissau X X X X
Kenya X
Lesotho X X
Liberia X X
Libya X
Madagascar X X X X
Malawi X X
Mali X X
Mauritania X X X X
Mauritius
Morocco X X X
Mozambique X X X X
Namibia
Niger X X X X
Nigeria X
Rwanda X
Principe X
Senegal X X
Seychelles
Sierra Leone X X X X
Somalia X X X X
South Africa X
South Sudan X X
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Addendum I: African Diplomatic Support for China’s Controversial
International Positions—Continued

Country Publicly Publicly Publicly Recipient of
Supported Supported Supported International
China’s China’s hina’s Debt Relief
Xinjiang Conduct in Positions on
Policy the South Hong Kong
China Sea
Sudan X X X
Tanzania X X X X
Togo X X X X
Tunisia X
Uganda X X X X
Zambia X X X X
Zimbabwe X X X

Source: Various.329
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CHAPTER 2

U.S.-CHINA ECONOMIC AND TRADE
RELATIONS

SECTION 1: YEAR IN REVIEW: ECONOMICS AND
TRADE

Key Findings

e China’s gross domestic product (GDP) contracted 6.8 percent the
first quarter of 2020, marking the worst quarterly performance
since 1992 and the first contraction since the Mao era. Respond-
ing to the economic shock, China’s government reverted to past
practices, exacerbating enduring structural problems within
China’s economy. Massive state-led investment and other policy
choices have benefitted state-owned enterprises (SOEs) at the
expense of households and small business and risk increasing
global overcapacity, inequality, and debt buildup.

e U.S.-China tensions continued to escalate over trade and nation-
al security concerns. The U.S. Department of Commerce tight-
ened restrictions on Huawei and added over 100 China-based
entries to the Entity List for a range of activities, including illic-
itly providing U.S. technology to China’s military, aiding in the
repression of China’s ethnic Uyghur minority, and constructing
artificial islands in the South China Sea. The U.S. Department
of Homeland Security also blocked Chinese imports from facto-
ries and companies suspected of using forced labor, primarily in
China’s Xinjiang Uyghur Autonomous Region. Chinese leaders
have threatened retaliatory treatment and redoubled efforts to
secure technological self-sufficiency.

e Continuing trade tensions and shortages related to the spread
of the novel coronavirus (COVID-19) pandemic revealed key
supply chain vulnerabilities, prompting the United States and
its allies to accelerate their reassessment of dependence on Chi-
na for critical inputs and finished goods. As 2020 comes to a
close, U.S. companies continue to weigh their sourcing options
and consider what degree of reliance on concentrated produc-
tion in China is acceptable.

¢ Despite mounting tensions between the United States and Chi-
na, the two countries reached a Phase One trade agreement
in January. In the agreement, China once again committed to
ensuring technology transfer occurred on a voluntary basis,
providing stronger intellectual property (IP) protection, allow-
ing greater market access for U.S. financial services, reducing
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nontariff barriers to trade for U.S. agricultural products, and
reaching specific purchase targets of U.S. exports, though by Au-
gust 2020 China was on track to import only one third of the
aggregate target for the year. Remaining long-term challenges,
including Chinese government subsidies, local content require-
ments, and continuing market access restrictions in other sec-
tors were deferred to future rounds of negotiation.

¢ The Chinese government’s decision to allow greater foreign in-
vestment in its financial sector coincides with an urgent do-
mestic demand for capital, as China’s banking sector faces an
unsustainable debt burden. Favoritism for local corporations,
lack of transparency, and weak regulatory and accounting prac-
tices place U.S. assets and investors, including pension funds,
at substantial risk.

Introduction

The Chinese Communist Party’s (CCP) mismanagement and con-
cealment of the COVID-19 outbreak fueled the global pandemic and
contributed to a massive shock to the global economy in 2020. After
China’s GDP contracted 6.8 percent in the first quarter, its economy
showed signs of an uneven recovery beginning in the second quarter,
resuming operation as many other economies closed nonessential
businesses to halt the spread of COVID-19. China’s policy response
favored state-led investment with large SOEs receiving preferential
access to capital over small- and medium-sized enterprises (SMEs).*
It also failed to support Chinese households and reinvigorate con-
sumer confidence except among China’s wealthy, calling into ques-
tion the sustainability of China’s stimulus-driven rebound. As the
rest of the world grapples with the economic fallout from the pan-
demic, the potential collapse in demand for Chinese exports will
likely undermine the tentative resurgence of China’s manufactur-
ing sector. At the same time, U.S. businesses and policymakers are
reconsidering an acceptable degree and nature of interdependence
with China, as COVID-19 exacerbated trade frictions and highlight-
ed vulnerabilities in supply chains.

This section examines key developments in U.S.-China bilateral
trade and economic tensions, as well as China’s domestic economic
developments and rebalancing. For Chinese policymakers’ views of
U.S.-China competition, see Chapter 1, Section 1, “A Global Contest
for Power and Influence: China’s Views of Strategic Competition
with the United States.” China’s roles in international organizations
and in shaping international standards are reviewed in Chapter 1,

*The Chinese government sets criteria distinguishing micro-, small-, and medium-sized enter-
prises on an sector-by-sector basis according to operating revenue, number of employees, total
assets, and other factors. These criteria vary significantly within and across sectors. For example,
in the retail sector, firms with fewer than 10 employees are micro-sized enterprises; 10-50 em-
ployees are small-sized enterprises; and more than 50 employees are medium-sized enterprises.
Contrastingly, in the industrial sector, firms with fewer than 20 employees are micro-sized en-
terprises; 20-300 employees are small-sized enterprises; and more than 300 employees are medi-
um-sized enterprises. Though definitionally fluid, these smaller companies are important to Chi-
na’s economic health. According to Chinese state media, “private enterprises dominated by small,
medium, and micro enterprises” account for 60 percent of GDP, 80 percent of urban employment,
and half of national tax revenue. People’s Daily, “Sugport Medium, Small, and Micro Enterprises
to Overcome the Pandemic (i%'—l—‘/J\fﬁﬁlﬁikﬁﬂ%g‘%ﬁ;ﬂﬁ),” June 8, 2020. Translation; State Coun-
cil of the People’s Republic of China, Notice on Issuing the Classification Standards for Small
and Medium-sized Enterprises (- E & H/ Nl R B bR B e (¥ 41) , June 18, 2011. Translation.
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Section 2, “The China Model: Return of the Middle Kingdom.” For
analysis of China’s banking system, financial opening, and debt
challenges, see Chapter 2, Section 2, “Vulnerabilities in China’s Fi-
nancial System and Risks for the United States.” China’s response
to COVID-19, challenges in its healthcare system, and pursuit of
biotech leadership are discussed in Chapter 2, Section 3, “U.S.-China
Links in Healthcare and Biotechnology.”

China’s Economy Backslides toward Investment-Led Model

China is concluding 2020 in a more precarious economic position
than it began the year, as both the immediate economic shock from
the COVID-19 pandemic and uneven recovery have exacerbated en-
during structural problems in the economy. Following a 6.8 percent
GDP contraction in the first quarter of 2020, the government aban-
doned an official growth target for the first time in decades, publicly
stressing employment and stability as priorities at the expense of
growth. In practice, however, the government replayed a familiar
strategy of state-led investment to spur quick recovery in the indus-
trial sector, but did little to shore up the social safety net. Sustained
by large fiscal transfers, local governments have become even more
beholden to the central government, undercutting a key priority to
separate municipal and central government debt at the outset of
General Secretary of the CCP Xi Jinping’s administration.

While China’s GDP growth rebounded to 3.2 percent in the second
quarter, the stimulus-driven recovery has been lopsided at best.l A
massive digital infrastructure construction plan disproportionately
benefiting large SOEs and national champions underscores the Chi-
nese government’s perennial shortfall in supporting dynamic smaller
firms and continues a trend of using major private technology com-
panies to fulfill policy objectives. Meanwhile, consumer confidence
has remained weak for all but the wealthiest households even as
growth revived, highlighting rising inequality and obstacles to tran-
sitioning from an investment-led to a consumption-driven growth
model. Although official statistics suggest China was the first among
major economies to recover, sustaining this recovery will be chal-
lenging as long as both domestic and external demand remain weak.

COVID-19 Shock Causes Contraction Followed by Uneven
Recovery

The initial shock caused by the outbreak and strict lockdown in
China’s major cities between February and March* impacted ev-
ery sector of the economy, with declines in consumption and manu-
facturing output particularly deep.2 The industrial sector contract-
ed 9.6 percent year-on-year in the first quarter of 2020, compared
to 3.2 percent for agriculture and 5.2 percent for services.i3 In a

*Many factories reopened sooner but at limited capacity. Wuhan, the epicenter of the virus,
was locked down for over ten weeks. Raymond Zhong and Vivian Wang, “China Ends Wuhan
Lockdown, but Normal Life Is a Distant Dream,” New York Times, April 17, 2020; Keith Bradsher,
“Slowed by the Coronavirus, China Inc. Struggles to Reopen,” New York Times, February 17, 2020.

TIn Chinese official statistics, the primary sector is restricted to agriculture, forestry, animal
husbandry, and fishing and does not include extractive industries, which are counted as part
of the secondary or industrial sector. The industrial sector includes extractives, manufacturing,
construction, and utilities. The tertiary, or services sector, includes wholesale and retail, logis-
tics (transportatlon shipping, and storage), catering and accommodatlon financial services, and
information technology services. China National Bureau of Statistics via CEIC; China Natlonal
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sharp reversal of first quarter trends, the industrial sector led GDP
growth in the second quarter, increasing 4.7 percent year-on-year,
while China’s agricultural sector grew at 3.3 percent and services
rebounded more modestly, growing only 1.9 percent.* The composi-
tion of China’s recovery suggests it is driven principally by state-led
investment and reflects acute limits in China’s transition to a mar-
ket-oriented economy.

A collapse in manufacturing activity and in-person services
led the contraction. As factories closed throughout the country, sup-
ply disruptions caused a 10.2 percent drop in manufacturing output.>
This compounded the Chinese economy’s challenges, as much of the
global economy remained strong during the first quarter, but new ex-
port orders could not be fulfilled while factories were closed. By the
time manufacturing activity recovered in the second quarter, external
demand had decreased considerably. Though contributing less to the
quarterly contraction, the drop in face-to-face transactions was even
more acute than the downturn in manufacturing, with hospitality
declining 35.3 percent and transportation declining 14 percent.6 Cor-
porate revenues and investment were hit hard across the board, but
private sector firms, which include more SMEs and the majority of
China’s factories, fared worse than SOEs.”

The sudden production stoppage caused a wave of job
losses. Unemployment statistics are politically sensitive for the
CCP. China’s officially reported urban unemployment has stayed at
roughly 4 percent for decades* and fluctuated in a far narrower
range than most economies experience in the course of a normal
business cycle.8 Nevertheless, in February 2020 the official unem-
ployment rate rose to 6.2 percent—a clear effort by the government
to acknowledge the economic reality, if not to disclose the full ex-
tent of the damage.? By contrast, the brokerage firm Zhongtai Se-
curities estimated unemployed workers “may have already exceeded
70 million”7 in late April, indicating an unemployment rate of 20.5
percent, a figure quickly retracted after gaining attention online.10

The workers most vulnerable to the economic shock from COVID-19
were also those least likely to have access to unemployment benefits
and other social insurance, exacerbating wealth inequality.ll Chi-
na’s migrant laborers, estimated at 291 million at the end of 2019,
or more than a third of China’s workforce, tend to be employed in
manufacturing, construction, and other low-wage positions.12 These
positions were far more likely to be cut during the downturn and
often do not provide unemployment benefits.13 Even where migrant
workers may have access to social welfare provided by the local gov-
ernments of their rural hometowns,t these benefits may be inacces-

Bureau of Statistics, Rules Differentiating Three Types of Industry {=F=)\X]45#5E), October
2013. Translation.

*A 2015 National Bureau of Economic Research working paper estimated that China’s unem-
ployment rate was more than twice reported statistics between 2002 and 2009, following a perlod
of mass layoffs. Laurent Belsie, “Official Statistics Understate Chinese Unemployment Rate,”
National Bureau of Economics Research Digest (October 2015).

TAs a testament to the continuing political salience of unemployment figures, on May 1 Caixin
business magazine reported that Zhongtai Securities removed their research chief from his post
after this analysis was published and then scrubbed by online censors. Caixin, “Zhongtai Securi-
ties Removes Research Chief after Controversial Report,” May 1, 2020.

#An internal passport system dating from 1958 divides Chinese citizens into “rural” or “urban”
residents and limits their ability to access social services to their hometown, essentially creating
two classes of citizen. Transferring one’s residence between locales is possible, but larger, more
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sible unless they return to their hometowns, forfeiting the ability to
find new work where they currently live. In addition, the quality of
rural public services is far below that available in cities.14

Industrial production and construction drove an uneven
recovery. Spurred by the government stimulus and other pol-
icy support, China’s economy rebounded sharply but unevenly
beginning in the second quarter, reopening as many other coun-
tries imposed restrictions on nonessential business. Industrial
output and infrastructure and property construction returned to
pre-pandemic levels, while households and private firms contin-
ued to bear the brunt of the economic shock. Public expenditure
for infrastructure projects contributed to a 7.8 percent increase in
construction and a 9.9 percent increase in investment by SOEs,
driving the industrial rebound.1® By contrast, private sector in-
vestment fell 7.1 percent in the second quarter, reflecting a poor
outlook for the health of China’s market economy. Compared to
state sector investment that is driven by policy priorities and
more likely to be funded by government investment, private sec-
tor companies cater more to consumer goods and services, so pri-
vate sector investment serves as a bellwether for future consum-
er demand.16

Consumer sentiment remained weak, except among wealthy
households. Despite the overall rebound in GDP growth, consump-
tion indicators for the second quarter remained weak. Retail sales
contracted by 3.9 percent year-on-year in the second quarter of 2020
compared to a 7.6 percent decline the previous quarter.l” Imports
contracted 9.7 percent, though they showed signs of rebounding to-
ward the end of the quarter.'® Where consumption did rebound, it
suggested wealthy households were benefitting far more from the
recovery, widening China’s already acute wealth gap. Auto sales
increased after a two-year decline, with luxury car sales growing
more than 25 percent in May and June 2020 over the same period
in 2019.19 The Financial Times reported that more than 12 luxury
brands reported double-digit revenue growth in the second quar-
ter.20 At the same time, survey data showed contraction in income
and spending among middle- and low-income households.2!

Food Shortage Threat Looms as Floods and African
Swine Fever Drive Prices Higher

Chinese agricultural commodity prices soared in the summer of
2020, owing to crop loss from record flooding and pests,* a resur-
gence of the African Swine Fever outbreak,i and decreased agri-

developed cities with the most employment opportunities have very strict requirements designed
only to let highly qualified white-collar workers transfer while excluding manual laborers.

*For additional discussion of the impact of flooding on China’s agriculture sector, see U.S.-Chi-
na Economic and Security Review Commission, Economics and Trade Bulletin, August 6, 2020,
13-14.

TAfrican Swine Fever is a highly contagious virus that is deadly for domestic and wild hogs but
does not infect humans. Hogs first tested positive in China in northeastern Liaoning Province
in August 2018, and the disease had been identified in all of China’s provinces by April 2019,
causing a 12.5 percent decline in the country’s hog population and driving pork prices up 40
percent in the first half of 2019. For an assessment of the impact of African Swine Fever in 2019,
see Sean O’Connor, “China’s African Swine Flu Outbreak: Implications for U.S. Food Safety and
Trade,” U.S.-China Economic and Security Review Commission, May 15, 2019.
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Food Shortage Threat Looms as Floods and African
Swine Fever Drive Prices Higher—Continued

cultural imports.* Chief among staple foods impacted were pork
and corn. In August 2020, the U.S. Department of Agriculture’s
(USDA) Foreign Agricultural Service forecasted China’s pork pro-
duction would drop to a low of 38 million tons for 2020, a 29 per-
cent decrease from pre-African Swine Fever levels of 53 million
tons in 2017.22 China’s output of corn, the country’s largest crop
by weight and cultivated area,i could face a deficit of 30 million
tons, or 10 percent of the total 2020 crop during the fall harvest,
following floods that submerged nearly 20 percent of China’s ar-
able land, an uptick in pests, and pockets of drought in China’s
fertile northeastern provinces.23

Food cost inflation reached 10.2 percent year-on-year in July,
decreasing to 8.8 percent in August as produce price increases
remained in double digits with continued floods.24 As of 2010, 35
percent of urban households’ consumption in China went toward
food, versus 45 percent for rural households.2> Increased meal
costs are especially burdensome for China’s lower income house-
holds, already the most likely to be impacted by the economic
downturn.26

Chinese officials have attempted to downplay the seriousness
of looming shortages while acting to minimize food waste and
bolster dwindling supplies.2? In August 2020, General Secre-
tary Xi initiated a national campaign to eliminate food waste,
leading to restaurants offering half portions or fining diners for
leaving too much food uneaten.28 China’s central government
and local governments have also auctioned off frozen pork from
public reserves at steep discounts to supplement production
and cool rising prices. Chinese nationalist tabloid Global Times
published claims the country also has surplus grain stockpiles
that could cover up to a year of annual output. Other sources,
however, reported that China’s corn reserves may have spoiled,
and frozen pork reserves are depleted after interventions to
bolster domestic supply.29

China Abandons GDP Target but Not Growth Model

After shutting down the economy to contain the spread of
COVID-19, Beijing acted swiftly to resume operations and stimulate
recovery.3? When China’s annual legislative session, the so-called

*Supply chain disruptions from COVID-19 also halted some of China’s agricultural imports
during the spring of 2020, particularly as some of China’s rice suppliers restricted grain exports
amid their own fears of food shortages. In other cases, China’s limited agriculture imports were
self-imposed. For example, Chinese officials banned beef imports from Australia’s four largest
processors and imposed steep tariffs on Australian barley in May 2020, after Australian offi-
cials called for an independent inquiry into the origins of COVID-19. Khanh Vu, “Vietnam’s Ban
on Rice Exports Still in Force, Government May Set Limit: Traders,” Reuters, March 30, 2020;
Kirsty Needham and Colin Packham, “China Halts Beef Imports from Four Australian Firms As
COVID-19 Spat Sours Trade,” Reuters, May 12, 2020.

TRice is the largest by yield, but requires far less cultivated area to achieve the same yield as
corn. Shaobing Peng et al., “China Cereals,” Global Yield Gap Atlas.
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“two meetings,”* convened in May T to determine policy priorities for
2020, the government revised economic policy to focus on employ-
ment and overall stability over topline growth, abandoning the GDP
target for the first time in decades. It also announced an expansive
fiscal stimulus package (see Addendum I for details), the centerpiece
of which is $1.4 trillion in planned digital infrastructure construc-
tion over the next five years with a clear goal of improving China’s
global technological leadership.3! Benefits for small, medium, and
micro enterprises, such as tax cuts and loan forbearance, amounted
to $560 billion (renminbi [RMB] 4 trillion).32 On paper, this stim-
ulus is the same size in nominal terms as the fiscal component of
Beijing’s stimulus in response to the 2008 financial crisis, but the
entirety of the 2008 stimulus consisted of government outlays and
was supplemented with an even greater monetary stimulus. In con-
trast, tax and fee cuts in the 2020 government response do not di-
rectly provide SMEs with capital.33

Faced with decreased export demand and continued tensions with
the United States, China’s leadership also embraced a further turn
toward self-reliance, hoping to reorient the country’s export sector
toward meeting domestic consumption. Meanwhile, the CCP contin-
ued to strengthen political control over the private sector, leveraging
technology behemoths to execute planned infrastructure projects. In
September 2020 the CCP published a plan to strengthen oversight
of Chinese entrepreneurs and private enterprises through the Unit-
ed Front Work Department.i The document outlines steps for pri-
vate firms to advance CCP economic goals and to deepen a corporate
culture of self-censorship and deference to Xi Jinping Thought.§ 34

“Dual Circulation” Economic Strategy Prioritizes
Self-Sufficiency

The “dual circulation”| economic strategy, first articulated at
a Politburo meeting in May 2020, represents the latest attempt
by the Chinese government to strengthen China’s economic resil-

*HKach year, China’s government convenes an annual plenary session called the “two meetings”
(lianghui) consisting of a lower legislative body called the National People’s Congress (NPC) and
a higher advisory body called the Chinese People’s Political Consultative Conference. The NPC
theoretically oversees the State Council and its subordinate government ministries and agencies,
but in practice it serves as a rubber stamp legislature for policy directed by the CCP. Most of Chi-
na’s legislative drafting process is conducted throughout the year by a subset of legislators called
the NPC Standing Committee. NPC Observer, “About: The NPC and the Blog,” October 2017; Fu
Lon and Li Boshi, “Explainer: How Do the NPC and Its Standing Committee Legislate? (Pl

K S Heii Zs 2 ] 7352 ),” People’s Daily Online, October 21, 2014. Translation.

TThe two meetings are normally held at the beginning of March but were postponed in 2020
due to COVID-19. Ken Moritsugu, “China Sets Date for ‘Two Sessions’ in Latest Move toward
Post-COVID Normal,” Diplomat, April 30, 2020.

iThe United Front Work Department is a CCP body charged with extending the Party’s in-
fluence and control over non-Party organizations both domestically and abroad to advance CCP
policy objectives. For more on the United Front Work Department, see Alexander Bowe, “China’s
Overseas United Front Work: Background and Implications for the United States,” U.S.-China
Economic and Security Review Commission, August 24, 2018.

§ For more on the plan, Opinions on Strengthening the United Front Work of the Private Econ-
omy in a New Era, see U.S.-China Economic and Security Review Commission, Economics and
Trade Bulletin, October 7, 2020, 9-10.

JIn the late 1980s, Chinese researcher Wang Jiang described China’s export-led growth strategy as

“great international circulation.” The “dual circulation” plays on this description of China’s economic
model by separating the international economy (external circulation) from China’s domestic economy
(internal circulation) and proposing to rebalance from prioritizing international economic 1ntegrat10n
toward domestic economic resilience. “Circulation” (f#f) is also translated as “circle” or “cycle.” Yu
Yongding, “Decoding China’s ‘Dual Circulation’ Strategy,” Project Syndicate, September 29, 2020.
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“Dual Circulation” Economic Strategy Prioritizes
Self-Sufficiency—Continued

ience by reducing dependence on the global economy.35 Chinese
leaders believe the country can no longer rely on external trade
and investment to drive growth, given a weakened global econo-
my, hostile international environment, and potential realignment
of supply chains. Under the “dual circulation” strategy, China
aims to reorient its manufacturing sector toward fulfilling domes-
tic demand, rather than producing for export. It will continue to
seek out and draw on international resources, capital, technolo-
gy, and talent but avoid overreliance on global economic integra-
tion. The strategy’s emphasis on manufacturing suggests an even
deeper role for industrial policy and less importance placed on
strengthening the services sector. This marks a potentially signif-
icant change, as China’s government has previously announced
its intent to foster the services sector as it transitions to con-
sumption-driven growth.36

As with the COVID-19 response, the “dual circulation” concept
encapsulates existing trends rather than a new direction. Chi-
nese economists have long recognized the need for China to re-
duce dependence on investment as a source of growth, as returns
on investment have declined substantially since the mid-2000s,
necessitating higher levels of debt to achieve the same level of
growth. Self-reliance has also been central to a statist and mer-
cantilist turn in Chinese economic goals since shortly after China
joined the WTO (for more information about China’s economic
strategy, see Chapter 1, Section 1, “A Global Contest for Pow-
er and Influence: China’s View of Strategic Competition with
the United States”). The “dual circulation” strategy nonetheless
came to dominate policymaking discourse by the beginning of the
third quarter, though policy continued to support investment-led
growth rather than a turn toward consumption. As the govern-
ment sets the direction for the 14th Five-Year Plan in a plenary
session to be held October 26-29, 2020, the strategy will likely
guide China’s major policy objectives through 2025.37

Focus on Employment Stability Elevates State Sector over Private
Employers

According to the government work report* introduced by Chinese
Premier Li Keqiang, abandoning the GDP growth target would al-
low the government to focus on economic stability and people’s liveli-
hood. The work report and several preceding State Council meetings
encapsulated the government’s priorities in the economic frame-
works of “six stabilities” and “six ensures,” which both stress sta-
bilizing employment (see “‘Six Stabilities’ and ‘Six Ensures’ Frame-
works Supplant GDP Target” later in the section).38 The emphasis
on employment was also reflected in the work report’s structure.

*The government work report is the Chinese government’s highly political annual summary of
its reported accomplishments and statement of goals and priorities for the next year, and some-
times beyond. National People’s Congress of the People’s Republic of China, Government Work Re-
port: The Republic’s Growth Record (BUF TAER: JAIE &K id35%), March 4, 2013. Translation.
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Where normally report goals begin with growth targets followed by
inflation targets,* the first economic goals listed in the 2020 work
report were to create nine million new urban jobs and achieve a
registered urban unemployment rate of 5.5 percent.3® Nonetheless,
policies to stabilize employment have focused far more on forestall-
ing corporate bankruptcies than strengthening social welfare pro-
vision, reflecting a deep preference for supporting production over
consumption by China’s economic planners.*0

In treating firms as guarantors of employment, Chinese govern-
ment policy in 2020 harkens to China’s earlier “planned economy”
model, in which a larger proportion of the economy consisted of
SOEs providing their employees “cradle to the grave” benefits. SOEs,
however, employ relatively few people. Small, medium, and micro
enterprises, which are overwhelmingly private, employed 233 mil-
lion workers in 2018, accounting for 79.4 percent of enterprise em-
ployment in China, and are far more vulnerable to economic shocks
than SOEs, which weathered the COVID-19 outbreak with relative
ease.*! State support for firms is also more likely to benefit SOEs
than private SMEs. According to reporting from the Chinese finan-
cial newspaper Securities Times, Chinese banks are still unwilling
to lend to SMEs because of internal risk controls and shareholders’
oversight, despite extensive pressure from banking regulators to in-
crease lending to private firms.42 Other policy support measures,
particularly infrastructure construction and similar deficit spending
programs, likewise tend to favor SOEs that have more capacity and
connections to bid on and fulfill these projects.43

“Six Stabilities” and “Six Ensures” Frameworks Supplant
GDP Target

Rather than anchor macroeconomic policy in a GDP growth tar-
get, China’s 2020 government work report focused on two distinct
but related economic frameworks. The “six ensures”t framework,
introduced in response to COVID-19 during an April 2020 Polit-
buro meeting, encompasses guaranteeing employment, basic indi-
vidual livelihoods, survival of market participants (i.e., prevent-
ing bankruptcies), food and energy security, supply chain stability,
and “local government functions.”4* The last element includes
provision of basic social services, such as public transportation,
medical care, and utilities, which is the responsibility of munici-
pal governments in China.*> The “six stabilities” framework was
initially introduced at a Politburo meeting in 2018 as an expan-
sionary policy to counter the effects of trade tensions with the
United States and slowing domestic growth.46 It also promotes
stable employment, as well as stable financial markets, trade, do-
mestic and foreign investment, and market expectations.4?

Notably, the two frameworks focus on reducing volatility by
maintaining employment and limiting corporate bankruptcies,
rather than shoring up the social safety net or providing stimulus

*The 2019 report also broke from this trend, listing employment goals ahead of inflation tar-
gets but after the GDP growth target. Li Keqgiang, “Full Text of the 2019 Government Work
Report (20194 BUf TAE#R 5 4:30),” State Council of the People’s Republic of China, March 5, 2019.
Translation.

TSome sources alternately translate “ensures” (f£) as “guarantees.”
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“Six Stabilities” and “Six Ensures” Frameworks Supplant
GDP Target—Continued

to households to increase consumption.4® Both aim to integrate
separate economic policy levers, such as monetary or fiscal pol-
icies, in balancing multiple macroeconomic goals. The emphasis
on coordinated policy outcomes is important political signaling to
Chinese officials, as distinct government agencies and local gov-
ernments often operate in bureaucratic silos and overtly compete
for resources.4?

Consequences of a Lopsided Recovery

Though the extent of the government stimulus package marks a
step change from fiscal support in previous years, the raft of poli-
cies mostly extended existing policy trends, and with them, perpet-
uated existing structural inequalities in China’s economy. Foremost,
the government continued to lean on fiscal policy and shied away
from broad monetary stimulus, hoping to avoid exacerbating sys-
temic risks from China’s substantial corporate debt buildup. China’s
debt-to-GDP ratio still increased to 283 percent by the end of the
second quarter, from 260 percent a year earlier, even as some ana-
lysts suggest comparatively modest stimulus by the Chinese govern-
ment may fall short of what is needed to create enduring recovery.5°
Whether or not China’s recovery proves sustainable, the net impact
of the policy response has delayed a shift toward consumption-driv-
en growth, contributed to further entrenchment of the state sec-
tor, and deepened enduring risks China’s unbalanced growth model
presents to global economic stability.

Neglecting social welfare widens the wealth gap, imped-
ing transition to a consumption-driven economy. A weak so-
cial safety net and lower job security compound income disparities
between China’s urban residents and migrant laborers, as the latter
are more likely to engage in “precautionary savings” to meet emer-
gency costs.51 In testimony before the Commission, Dexter Roberts,
nonresident senior fellow at the Atlantic Council, argued this pat-
tern is at the root of China’s inability to increase consumption-led
growth.52

Investment in real estate further exacerbates China’s urban-ru-
ral wealth gap, especially as many buyers already own at least one
home.53 Because property is perceived as a safe haven for investors
compared to China’s turbulent stock market and other risky alter-
natives, real estate transactions soared following the reopening of
the economy and were spurred by government stimulus.?* Of the
70 cities China’s National Bureau of Statistics tracks to gauge the
real estate market, 61 reported increasing housing prices in June.55
The previous month, resale prices shot up 12 percent year-on-year
in Shenzhen, one of China’s most expensive residential markets.56
Local regulators intervened to curb purchases in an attempt to cool
rising prices in July.*57

*These interventions included restricting home purchases to individuals with a Shenzhen res-
idency permit who had paid local taxes or social security contributions (China’s social security
fund is heavily dependent on local government revenues) for three years, and closing a loophole
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Investment without consumption compounds overcapaci-
ty. Spurred by property construction and state-led infrastructure
investment, including in digital connectivity, China’s stimulus risks
generating excess production where supply far exceeds demand.
This could compound China’s overcapacity problems, creating a
glut of primary materials, industrial machinery, and information
and communications technology in a manner similar to distortions
created in solar and wind energy technologies, high-speed rail, and
real estate in the wake of the 2008 global financial crisis. At the
time, investment in real estate and high-speed rail kept the econo-
my surging but did not generate genuine market demand, creating
excess capacity in construction materials such as glass, cement, and
steel that China dumped on world markets.

The current recovery follows a similar pattern, with a sharp in-
crease in production of heavy machinery used in construction, such
as excavation equipment, as well as record steel output in May and
June of 2020.58 For digital infrastructure, China’s planned 5G net-
work will expand coverage from 50 cities at the end of 2019 to 300
by the end of 2020* but may create tremendous excess capacity in
telecommunications equipment along the way, leading Chinese firms
to export telecommunications equipment at artificially low prices
(see “Digital Infrastructure Investment Aims to Leapfrog United
States” later in the section).5? Aside from undermining the com-
mercial competitiveness of U.S. and other countries’ firms, dumping
excess capacity on global markets reduces input prices, potentially
causing a deflationary spiral. As businesses slim down to address
lower revenues from decreasing prices, lack of demand in China and
abroad would increase unemployment.

Stimulus adds to debt risk and asset bubbles. By focusing on
fiscal rather than monetary stimulus, policymakers hoped to avoid
repeating the rampant speculation, wasted investment, and balloon-
ing corporate debt that followed China’s response to the global fi-
nancial crisis in 2008.60 This approach has been partially successful
at containing total debt growth, but still increases systemic financial
risk. Tax cuts erode local governments’ revenue, which had already
deteriorated following tax cuts in 2019 and business shutdowns in
the first quarter of 2020, in turn impeding their ability to meet ser-
vicing costs on several trillion dollars in debt.i The central govern-
ment offset this revenue shortfall by nearly doubling the amount of
debt local governments can issue to fund projects to $529.7 billion
(RMB 3.75 trillion) and directly transferring $282.5 billion (RMB 2

where couples were getting divorced so they could legally qualify as two separate households and
acquire more speculative properties. Lusha Zhang and Ryan Woo, “China’s Shenzhen Tightens
Home Purchase Curbs as Prices Spike,” Reuters, July 15, 2020; Sidney Leng, “China’s Social
Security Fund Is Being Propped Up by Local Government Subsidies, but for How Long,” South
China Morning Post, August 25, 2020.

*By comparison, 5G was available in parts of 59 U.S. cities at the end of May 2020. Christian
de Looper, “Where Is 5G Available? Our 5G Network Map Has the Details,” Digital Trends, May
22, 2020.

TThere is no agreed-upon measure for the total stock of local government debt, a large portion
of which is not even officially recognized. The Ministry of Finance tallied official local government
debt at 20 percent of GDP at the end of 2018. A Standard and Poor’s report from 2018 estimated
that when accounting for hidden debt, government debt may have reached 60 percent of GDP in
2017. Fran Wang, “Caixin Explains: How and Why China’s Local Government Debt Got So Big,”
Caixin, April 16, 2019; Chi Lo, “Demystifying China’s Local Government Debt,” BNP Paribas
Asset Management, December 20, 2019; “China’s Hidden Subnational Debts Suggest More LGFV
Defaults Are Likely,” S&P Global Ratings, October 15, 2018, 1.
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trillion) to city- and county-level governments.* While China’s 3.6
percent central government deficit is not particularly large com-
pared to many developed economies’ response to the crisis,f China’s
central government implicitly or explicitly guarantees the debt of lo-
cal governments and SOEs.t Continually running a deficit will con-
strain the central government’s capacity to address potential crises
from high corporate and local government leverage, growing house-
hold debt, and a large, mostly unrecognized portfolio of nonperform-
ing loans in the banking sector.6! (For further discussion on financial
risks in China’s economy, see Chapter 2, Section 2, “Vulnerabilities
in China’s Financial System and Risks for the United States.”)

Digital Infrastructure Investment Aims to Leapfrog United
States

At the May 2020 annual legislative session (the “two meet-
ings”), Premier Li announced plans for a $1.4 trillion (RMB 10
trillion) investment in digital or “new” infrastructure through
2025, expected to generate an additional $2.4 trillion (RMB 17.1
trillion) in related investments.62 The scope of the planned con-
struction is broad, with calls to expedite 5G network deployment
as well as broad technology fields like artificial intelligence and
industrial internet.®3 The package subsumes a number of existing
initiatives, including $25 billion in 5G base station construction
announced by China’s three major telecommunications opera-
tors§ and Alibaba’s $28 billion three-year cloud infrastructure
road map announced in April 2020.64

To Beiyjing, the digital infrastructure push is important both
for economic recovery and for strengthening China’s technological
foundation, particularly in competition with the United States. By
establishing a solid lead over the United States in deployment of
foundational technologies such as 5G, Chinese economic planners
believe they can foster new downstream applications dependent
on the high connection speeds, including autonomous vehicles,
many smart cities technologies,J and advanced manufacturing
capabilities that would also surpass U.S. capabilities.> Even as
much of the country was in lockdown due to COVID-19, China’s
major telecommunications operators accelerated construction of

*Unless noted otherwise, this section uses the following exchange rate throughout: $1 = RMB
7.08.

T By comparison, the United States’ 12-month budget deficit reached 14 percent in June 2020, fol-
lowing passage of a $3.5 trillion stimulus package in March that included issuance of the $2 trillion
economic impact payment. Exceeding just 3 percent represents an important threshold for Chinese
policymakers. China’s central government increased the budget deficit from 2.6 to 2.8 in 2019. Kate
Davidson, “Coronavirus Spending Pushes U.S. Budget Deficit to $3 Trillion for 12 Months through
June,” Wall Street Journal, July 13, 2020; Yawen Chen and Ryan Woo, “China Says Higher 2019
Budget Deficit Will Spur Growth, Won’t Open Floodgates,” Reuters, March 6, 2019.

#Creditors to local Chinese governments assume China’s central government will back any
debt issued by cities and provinces. In this system, a default by a local Chinese government could
cause creditors to other local governments to worry about the safety of their loans and potentially
spark a financial crisis. By contrast, in the United States the federal government is not liable for
debt incurred by municipal governments. Detroit’s bankruptcy in 2013 had no impact on percep-
tions of U.S. sovereign debt capacity or the integrity of the U.S. financial system.

§ These include China Mobile, China Unicom, and China Telecom.

fSmart cities systems employ networked technologies like cameras, sensors, and location devic-
es to collect a wide variety of data for urban management, including traffic flow, energy usage, and
crime. See Katherine Atha et al., “China’s Smart Cities Development,” SOSi’s Special Programs
Division (prepared for the U.S.-China Economic and Security Review Commission), April 29, 2020.
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5G base stations throughout the country.66¢ Similarly, state-owned
semiconductor manufacturer Yangtze Memory Technologies con-
tinued operation of a large factory in Wuhan, the epicenter of the
virus.87 Several analysts see the comprehensive technological in-
frastructure package as aimed at fulfilling objectives in Beijing’s
2015 industrial policy Made in China 2025, which seeks to reduce
China’s dependence on foreign technology and establish Chinese
firms at the leading edge of ten critical sectors.® New infrastruc-
ture plans from local governments also tie into China’s ambitions
to dominate artificial intelligence applications by creating data
centers and data-sharing platforms for private firms to access ur-
ban data. A pilot project in Shanghai offers 34 billion data points
to over 60,000 SMEs.69

U.S.-China Trade Tensions Continue to Escalate

U.S.-China bilateral tensions continued to escalate in 2020 as both
countries took steps to mitigate risks presented by their close eco-
nomic relationship. Following the Section 301 investigation by the
Office of the U.S. Trade Representative (USTR), which documented
the Chinese government’s pursuit of U.S. advanced technology, the
U.S. government took a series of unilateral measures to counter the
Chinese government’s actions.* As part of this effort, in 2020 U.S.
policymakers moved to halt the flow of U.S. advanced technology to
Chinese companies that pose a national security threat, including
Huawei, as well as to government entities and companies involved
in human rights abuses in the Xinjiang Autonomous Region. By
September 2020, a total of 108 Chinese entities had been added to
the Entity List.T U.S. regulatory actions also focused on restricting
U.S. transactions with Chinese firms, including purchases from enti-

*The Section 301 report is the latest in a long series of U.S. government investigations of
China’s technology development ambitions. U.S. government entities documented Beijing’s
state-sponsored pursuit of U.S. technologies as early as 1987, when the Office of Technology As-
sessment published a report documenting technology transfer to China. U.S. Congress Office of
Technology Assessment, Technology Transfer to China, July 1987.

¥The Entity List (Supplement No. 4 to part 744) identifies entities reasonably believed to be
involved, or that pose a significant risk of being or becoming involved, in activities contrary to
the national security or foreign policy interests of the United States. The 108 total figure includes
affiliate entities. Counted entities include 24 entities involved in militarization and island-build-
ing in the South China Sea added on August 26, 38 Huawei affiliates added on August 17, 11
entities implicated in human rights abuses and genetic analysis for surveillance on July 20, nine
entities implicated in human rights abuses and digital surveillance in Xinjiang added on May
22, 24 entities aiding and procuring items for the Chinese military added on May 22, and two
entities that procured goods on behalf of another listed entity added on March 16. U.S. Depart-
ment of Commerce Bureau of Industry and Security, Commerce Department Adds 24 Chinese
Companies to the Entity List for Helping Build Military Islands in the South China Sea, August
26, 2020; U.S. Department of Commerce Bureau of Industry and Security, Commerce Department
Further Restricts Huawei Access to U.S. Technology and Adds Another 38 Affiliates to the Entity
List, August 17, 2020; U.S. Department of Commerce Bureau of Industry and Security, Commerce
Department Adds Eleven Chinese Entities Implicated in Human Rights Abuses in Xinjiang to
the Entity List, July 20, 2020; U.S. Department of Commerce Bureau of Industry and Security,
Commerce Department to Add Nine Chinese Entities Related to Human Rights Abuses in the Xin-
Jiang Uighur Autonomous Region to the Entity List, May 22, 2020; U.S. Department of Commerce
Bureau of Industry and Security, Commerce Department to Add Two Dozen Chinese Companies
with Ties to WMD and Military Activities to the Entity List, May 22, 2020; U.S. Department of
Commerce Bureau of Industry and Security, Addition of Entities to the Entity List, and Revision
of Entry on the Entity List, Federal Register 85:51 (March 16, 2020).
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ties allegedly using forced labor. Key developments are summarized
below:

e Executive orders against TikTok and WeChat: On August 14,
the Trump Administration issued an executive order giving
TikTok’s parent company, ByteDance, 90 days to divest its U.S.
subsidiary.”’® This order followed two others issued on August
6 that initially required U.S. companies to desist from trans-
actions with Bytedance and TikTok, as well as Chinese social
media and messaging application WeChat, on September 20.71
In its orders, the Trump Administration stated that these mo-
bile applications allow the CCP access to location data and oth-
er personal information stored on U.S. citizens’ phones.”2 The
executive orders also noted the apps reportedly censor content
and could be used to conduct disinformation campaigns in line
with the CCP’s political narrative.” WeChat obtained a na-
tionwide injunction against implementing the order against it.
TikTok similarly earned a preliminary injunction enabling it to
avoid the restrictions just before they would have taken effect.”4
Court filings addressing other restrictions that go into effect on
the 90-day TikTok sale deadline, November 12, are pending.”>

e Final regulations to implement the Foreign Investment Risk Re-
view Modernization Act of 2018 (FIRRMA), issued in February
2020: FIRRMA broadened the remit of the U.S. interagency
investment screening body, the Committee on Foreign Invest-
ment in the United States (CFIUS). Following a year-long pilot
program, the final FIRRMA regulations created a mandatory
filing requirement for certain transactions and expanded the
kinds of technologies and types of transactions subject to re-
view. Among other updates, under new regulations, CFIUS may
review noncontrolling investments into U.S. critical technologies
and infrastructure, or into companies collecting sensitive data
on U.S. citizens.”6

e Pentagon lists companies connected with the Chinese govern-
ment and military: In June 2020, the Pentagon released a list of
20 companies representing “entities owned by, controlled by, or
affiliated with China’s government, military, or defense indus-
try.”* While the list creates no immediate obligation on these
companies’ corporate partners, its release is intended to inform
the private sector and academia of the risk of engagement with
these parties. This list was first requested in the Defense Au-
thorization Act of 1999; however, it was only produced for the
first time in 2020.77

*These 20 companies include: Aviation Industry Corporation of China (AVIC), China Aero-
space Science and Technology Corporation (CASC), China Aerospace Science and Industry Cor-
poration (CASIC), China Electronics Technology Group Corporation (CETC), China South Indus-
tries Group Corporatlon (CSGC), China Shipbuilding Industry Corporation (CSIC), China State
Shipbuilding Industry Corporatmn (CSSC), China North Industries Group Corporatmn (Norinco
Group), Hangzhou Hikvision Digital Technology Co., Ltd., (Hikvision), Huawei, Inspur Group,
Aero Engine Corporation of China, China Railway Construction Corporation (CRCC), CRRC
Corp., Panda Electronics Group, Dawmng Information Industry Co. (Sugon), China Mobile Com-
munications Group, China General Nuclear Power Corp., China National Nuclear Corp., and
China Telecommunications Corp. Anthony Capaccio and Jenny Leonard, “Pentagon Names 20
Chinese Firms It Says Are Military-Controlled,” Bloomberg, June 24, 2020; Bethany Allen-Ebra-
himian and Zach Dorfman, “Defense Department Produces List of Chinese Military-Linked Com-
panies,” Axios, June 24, 2020.
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e New U.S. Department of Commerce Bureau of Industry and Se-
curity (BIS) rules closing loopholes for Huawei: In mid-August,
BIS issued a new rule closing loopholes that allowed Huawei
access to U.S. technologies through sales by non-U.S. compa-
nies and manufacturers abroad.’® Nikkei Asian Review report-
ed Huawei’s smartphone business* could be hard hit by this
most recent rule, which covers even more commonly available
chips.”® In May, a BIS rule tightened restrictions on U.S. semi-
conductor exports to Huawei and its affiliates by subjecting for-
eign-manufactured technologies to export controls if produced
by controlled software, technology, or equipment and sent to
Huawei affiliates on the Entity List.80 Entity List export con-
trols previously exempted items manufactured outside of the
United States that did not contain enough U.S.-origin content
to meet a specified BIS threshold.{ In late April, two other BIS
rules imposed further restrictions on exports of U.S.-controlled
technologies to China by expanding the definition of “military
end use” to refer to the full product lifecycle and ending an ex-
emption allowing civilian access to controlled technologies with-
out a license.t The rules address concerns that China’s program
of military-civil fusion § could lead to U.S. technology exports os-
tensibly for civilian end use, ultimately aiding China’s military
capabilities.81

e BIS Entity List additions of Chinese companies engaging in sur-
veillance, employing forced labor in Xinjiang, and island-build-
ing in the South China Sea: In October 2019, June 2020, and
July 2020, BIS added a total of 28 Chinese companies to the
Entity List for employing forced labor and developing products,
including technologies like facial recognition and genetic analy-
sis, used to monitor and control the primarily Muslim minority
population in Xinjiang.q In August 2020, another 24 companies

*Huawei’s consumer electronics business accounted for 54.4 percent of its sales revenue in
2019. Huawei, “Huawei Releases its 2019 Annual Report,” March 31, 2020.

FThis threshold is known as a de minimis rule. If controlled technologies’ share of an item’s
value is beneath a de minimis percentage, a foreign-produced item is not subject to BIS export
controls under the Entity List. Michael E. Leiter and Daniel Gerkin, “Commerce Department’s
New Export-Related Restrictions Inhibit Semiconductor Design by and Manufacturing for Hua-
wei,” Skadden, Arps, Slate, Meagher & Flom L.L.P., May 18, 2020.

£ For more information on new BIS regulations, see U.S.-China Economic and Security Review
Commission, Economics and Trade Bulletin, May 6, 2020, 4-5.

§ China’s policy of military-civil fusion aims to facilitate transfers between the defense and
civilian sectors to improve the sophistication of China’s military technology. It also aims to drive
economic innovation and growth and prepare for societal mobilization to support military objec-
tives. For more on the policy background and implications for the United States, see U.S.-China
Economic and Security Review Commission, Chapter 3, Section 2, “Emerging Technologies and
Military-Civil Fusion: Artificial Intelligence, New Materials, and New Energy,” in 2019 Annual
Report, November 2019.

T On October 9, 2019, eight companies were added: Dahua Technology, Hikvision, iFlyTek,
Megvii Technology, SenseTime, Xiamen Meiya Pico Information Co., Yitu Technologies, and Yixin
Science and Technology. On June 5, 2020, nine entities were added: Ministry of Public Security’s
Institute of Forensic Science, Aksu Huafu Textiles Co., CloudWalk Technology, FiberHome Tech-
nologies Group and the subsidiary Nanjing FiberHome Starrysky Communication Development,
NetPosa and the subsidiary SenseNets, Intellifusion, and IS’Vision. On July 22, 2020, 11 compa-
nies were added: Beijing Liuhe BGI, Changji Esquel Textile Co. Ltd., Hefei Bitland Information
Technology Co. Ltd., Hefei Meiling Co. Ltd., Hetian Haolin Hair Accessories Co. Ltd., Hetian
Taida Apparel Co., Ltd., KTK Group, Nanchang O-Film Tech, Nanjing Synergy Textiles Co. Ltd.,
Tanyuan Technology Co. Ltd., and Xinjiang Silk Road BGI. U.S. Department of Commerce Bureau
of Industry and Security, “Addition of Certain Entities to the Entity List; Revision of Existing En-
tries on the Entity List,” Federal Register, 85:141 (July 22, 2020); U.S. Department of Commerce
Bureau of Industry and Security, “Addition of Certain Entities to the Entity List; Revisions of
Existing Entries on the Entity List,” Federal Register, 85:109 (June 5, 2020); U.S. Department
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were added for their role in island-building in the South China
Sea.82

e US. government procurement restrictions: The 2019 National
Defense Authorization Act (NDAA) Section 889, implemented
in August 2020, restricts U.S. government procurement from
five Chinese companies,* either directly or indirectly through
purchasing equipment relying on those companies’ compo-
nents. It also prohibits federal contractors from using such
equipment.83

e Import blocks on Chinese items made using forced labor: On
September 14, 2020, U.S. Customs and Border Patrol (CBP) an-
nounced Withhold Release Orderst against five Chinese enti-
ties allegedly using forced labor.84¢ Four of the five entities are
based in the Xinjiang Uyghur Autonomous Region: three com-
panies and a so-called “vocational skills education and training
center,” a euphemistic term used by the Chinese government
to describe internment camps.85 Another Withhold Release Or-
der targets computer products made by a firm based in China’s
eastern Anhui Province.86

In light of U.S. policy actions and deepening U.S.-China frictions,
Beijing has taken or considered retaliatory action. This retaliation
has not precisely matched U.S. measures, in part because Chinese
companies may rely heavily on U.S. technology inputs in their sup-
ply chains. Retaliatory action has included:

e Export Control Law: In late December 2019, the National Peo-
ple’s Congress (NPC) Standing Committee published a draft
export control law to unify and consolidate existing export con-
trol lists. Lester Ross, Kenneth Zhou, and Tingting Liu of the
law firm WilmerHale assessed the law was drafted “at least in
part to give China statutory authority to counter U.S. export
control measures targeting China.”87 Similar to the U.S. export
control regime, the law would allow Beijing to prohibit exports
of sensitive technologies to specific end users and locations.88
One key difference: Chinese export lists may also contain stra-
tegic resources like rare earth minerals, which would enable
the Chinese government to disrupt global supply chains.82 U.S.
export controls under the Department of Commerce are limited
to advanced technologies identified as dual-use for both civil-
ian and military purposes and do not include raw materials. In
moving to restrict commodity exports, China’s export controls
could function as a tool of economic coercion.f

of Commerce Bureau of Industry and Security, “Addition of Certain Entities to the Entity List,”
Federal Register, 84:196 (October 9, 2019).

*The companies are Huawei, ZTE, Hytera, Hikvision, and Dahua Technology. National Defense
Industrial Association, “Section 889.”

TWithhold Release Orders require detaining imports from an entity that is, according to CBP
information, reasonably but not conclusively shown to be producing goods using forced labor. If
importers can demonstrate (e.g., through a supply chain audit) that the goods were not made
with forced labor, then CBP will release the imports; however, if CBP establishes the goods were
made with forced labor, it will seize the goods. U.S. Customs and Border Patrol Commercial
Enforcement Division, Fact Sheet: Forced Labor Enforcement, Withhold Release Orders, Findings,
and Detention Procedures.

#China, which produces more than 80 percent of rare earth elements globally, has previously
restricted rare earth exports. In 2010, China blocked rare earth element exports to Japan fol-
lowing Japan’s detention of a Chinese fishing trawler. The trawler had collided with a Japanese
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e Unreliable Entity List: In late 2019, China’s Ministry of
Commerce reported it was developing an “Unreliable Enti-
ty List” targeting foreign companies, groups, and individuals
who harm the interests of Chinese companies.®? To that end,
Chinese government officials have reportedly studied Chinese
companies’ reliance on U.S. suppliers.* Though few details
are available, the Chinese government raised the specter of
the list several times as 2020 unfolded. In September 2020,
the Chinese government finally released the details of how
the list will be implemented, allowing the blacklisting of any
foreign entity found to be “endangering national sovereignty,
security or development interests of China.”9! Additional de-
tails have not yet been released.

COVID-19 Upheaval Prompts Supply Chain Reassessment

U.S. imports from China had already begun to decline in 2019 due
to ongoing trade tensions, the implementation of tariffs, and reloca-
tion of production to other countries as Chinese wages increased.
By the end of 2019, the drop in U.S. imports from China had caused
the U.S. trade deficit in goods to fall for the first time in six years,
from a peak of $419 billion in 2018 to $345.2 billion, a decline of
17.6 percent (see Figure 1).92

In early 2020, this downward trend sharpened due to the out-
break of COVID-19, though bilateral trade began to recover in
mid-2020. U.S. imports from China fell steeply as lockdowns were
instituted first in China and then internationally to prevent the
spread of COVID-19. In China, the government’s imposition of
restrictions on movement and production stoppages caused dis-
array in global shipping. The sharp decline in export volume led
ship operators to dramatically cut capacity. Marine data company
Alphaliner estimated that a record 2 million containers of ship-
ping capacity were idled in late February 2020, greater than the
1.5 million estimated to be idled in 2009 at the height of the
financial crisis.?3 For comparison, in 2019 Chinese ports had pro-
cessed about 715,000 containers per day, or roughly 30 percent of
global container traffic.94 Container traffic had returned to pre-
COVID-19 levels by fall 2020, with data from eight of China’s
major ports showing a 4 percent year-on-year increase in volume
in late September.9°

coast guard patrol boat near the Senkaku Islands. The United States, Japan, Mexico, and the EU
brought a successful WTO case to challenge China’s use of export controls as unfalrly monopoliz-
ing key 1nputs for electric car batteries, wind turbines, and other clean energy technologies. Jamie
Smyth, Industry Needs a Rare Earths Supply Chain Outside China,” Financial Times, July 27,
2020; Reuters, “China Loses Appeal of WTO Ruling on Exports of Rare Earths,” August 7, 2014;
Tom Miles and Krista Hughes, “China Loses Trade Dispute over Rare Earth Exports,” Reuters,
March 26, 2014; Keith Bradsher, “Amid Tension, China Blocks Vital Exports to Japan,” New York
Times, September 22, 2010.

* Ministries reportedly involved in polling companies include the National Development and
Reform Commission, the Mlmstry of Industry and Information Technology, and the Mlmstry of
Commerce. Yoko Kubota “China Studying Tech Companies’ Exposure to U.S. Suppliers,” Wall
Street Journal, August 29, 2019.
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Figure 1: U.S. Bilateral Trade with China, January 2018-August 2020
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Source: U.S. Census Bureau, Trade in Goods with China, October 6, 2020.

As precautionary lockdowns lifted in China and product ship-
ments began to pick up, Chinese exporters faced a demand shock as
the virus began to spread in the United States, choking off domestic
consumption. U.S. consumer spending suffered year-on-year declines
of 4.7 percent in March, 16.5 percent in April, 9.6 percent in May,
and 4.6 percent in June after slow but steady growth through 2018
and 2019.96 This hit to consumer spending ricocheted back to China
in the form of a drop in U.S. demand for Chinese exports. As of June,
the U.S. bilateral trade deficit in goods with China stood at $131. 7
billion year-to-date, a drop of about 21 percent over 2019.97 While
in 2019 Chinese exporters were able to mitigate the fall in U.S. de-
mand by selling to Southeast Asian and European markets, in 2020
the international spread of COVID-19 may limit the effectiveness
of this strategy. Chinese trade data in early 2020 showed a marked
slowdown, though mid-year data began to indicate recovery.*

U.S. Supply Chain Dependence on Chinese Medical
Supplies and Pharmaceuticals

The COVID-19 outbreak exposed U.S. dependence on imports
from China for a variety of products, most critically personal pro-
tective equipment (PPE) and certain pharmaceuticals. Research
by the Congressional Research Service illustrated this depen-
dence: in 2019, China accounted for over 15 percent of imports
of medical ventilators and over 70 percent of imports of medical
protective articles like masks.?8 Beyond medical equipment, the
United States also relies on China for imports of both finished

*The COVID-19 epidemic strained China’s international trade in the first quarter of 2020,
with exports tumbling 13.3 percent and imports declining a more modest 3 percent as the virus
shuttered factories and kept consumers at home. By June, however, exports and imports began
to rise, signaling a preliminary recovery in demand both in China and abroad. Exports rose 0.5
percent year-on-year while imports expanded 2.7 percent in the same period. Sharon Chen et al.,
“China Posts Surprise Trade Gains as Economies Try to Reopen,” Bloomberg, July 13, 2020; Max
dJ. Zenglein and Maximilian Karnfelt, “M[EERICS Economic Indicators Q1 2020: China’s Economy
in the Corona Crisis: A Historic Fall,” Mercator Institute for China Studies, May 2020, 6.
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U.S. Supply Chain Dependence on Chinese Medical
Supplies and Pharmaceuticals—Continued

medicines and active pharmaceutical ingredients (APIs)—inputs
for medicines—though the exact quantity of these direct and in-
direct imports is unknown.

Because China is a major exporter of PPE, medical devices,
pharmaceuticals, and APIs, its COVID-19-related production halt
and slowdown in those exports contributed to shortages in the
United States.* As global demand for PPE skyrocketed, Chinese
factories shut down for an extended break over the Lunar New
Year to contain the spread of illness, reducing production. Chad
Bown, senior fellow at the Peterson Institute for International
Economics, estimated that in 2018 about 43 percent of PPE im-
ports internationally came from China, relative to 18 percent
of all goods imports.f According to reports by the South China
Morning Post, as the global outbreak widened, the Chinese gov-
ernment directed producers to prioritize supplying local demand
over exports.99

In its 2019 Annual Report to Congress, the Commission high-
lighted a number of risks to the United States stemming from its
dependence on China for medical imports, including shortages,
critical data gaps, and product safety concerns.} According to the
U.S. Food and Drug Administration (FDA), 230 (or 13 percent) of
its approved API manufacturing facilities are located in China.100
In October 2019 testimony before the House Committee on Ener-
gy and Commerce’s Subcommittee on Health, Janet Woodcock, di-
rector of the FDA Center for Drug Evaluation and Research, said
the center “cannot determine with any precision... the volume of
APIs manufactured in China that is entering the U.S. market,
either directly or indirectly” through use in medicines manufac-
tured elsewhere.101 The lack of adequate supply chain data has
complicated the task of anticipating serious drug shortages.

In light of rising trade tensions and pandemic-related disruptions,
many companies around the world are reassessing their dependence
on production networks centralized in China. There is limited time-
ly data to track supply chain movements,§ but anecdotal evidence
suggests multinational corporations are broadly considering a com-
bination of strategies. Possible options include remaining in China,
developing a “China + 1” model to diversify sourcing across multiple

*According to Dr. Bown, Chinese trade data indicated PPE exports fell by about 15 percent
in the first two months of 2020. Chad Bown, “COVID-19: China’s Exports of Medical Supplies
Provide a Ray of Hope,” Peterson Institute for International Economics, March 26, 2020; Karen M.
Sutter, Andres B. Schwarzenberg, and Michael D. Sutherland, “COVID-19: China Medical Supply
Chains and Broader Trade Issues,” Congressional Research Service R46304, April 6, 2020, 1.

TDr. Bown also showed China was a major supplier both in aggregate and of spemﬁc prod-
ucts, including face shields, mouth-nose-protection equipment, protective garments, gloves, and
goggles. Chad Bown, “COVID-19: China’s Exports of Medical Supplies Provide a Ray of Hope,”
Peterson Institute for International Economics, March 26, 2020.

“For more information on regulatory risks to U.S. pharmaceutical imports from China, see
Chapter 3, Section 3, “Growing U.S. Reliance on China’s Biotech and Pharmaceutical Products,”
in U.S.-China Economic and Security Review Commission, 2019 Annual Report to Congress, No-
vember 2019, 252-255, 257-261.

§In particular, countries’ publicly available foreign direct investment data is published with a
two-year lag by the UN Conference on Trade and Development (UNCTAD).
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countries, “nearshoring” or “reshoring” production near consumers
in the United States and elsewhere, and allowing greater redun-
dancy and buildup of inventory in case of disruption. In an August
2020 report assessing the challenges companies face in supply chain
realignment, McKinsey found that an array of factors shape how
companies structure their supply chains. These include “specializa-
tion, access to consumer markets around the world, long-standing
relationships, and economies of scale.”*

Remaining in China: Recent surveys by the American Cham-
ber of Commerce (AmCham) in China indicate companies already
operating in China may choose to keep at least part of their supply
chains based there, though they were also hedging their bets.102
Of those companies surveyed in April 2020, 39 percent described
China as a “top three” investment priority (a slight decrease from
42 percent in 2018), and 20 percent ranked it as the first priority
(unchanged from 2018).103 Notably, 37 percent of respondents re-
ported they did not plan to expand foreign direct investment (FDI)
and may in fact decrease it.104

Though full-year data for 2020 U.S. FDI in China will not be avail-
able until 2021, preliminary data show that in the first five months
of 2020, total foreign mergers and acquisitions in China reached
$9 billion, relative to $4.4 billion in 2019 and $4.7 billion in 2018.F
Thilo Hanemann and Dan Rosen of Rhodium Group attributed this
rise in mergers and acquisitions to three factors: the Chinese gov-
ernment’s increase in FDI caps leading foreign companies to take
control of joint ventures, a growing Chinese middle class, and the
improving quality of Chinese technology and industrial assets.10> In
2019, U.S. FDI in China recovered from lower inflows in 2018. U.S.
FDI in China totaled $13.3 billion in 2019 relative to $10.9 billion
in 2018, the lowest inflow since 2009.196 This recovery was seen
most in automotive and transportation equipment; basic materials,
metals, and minerals; electronics and electrical equipment; energy;
and health, pharmaceuticals, and biotech (albeit from a lower base
in the case of basic materials, metals and minerals; electronics and
electrical equipment; and energy).107

As another risk mitigation strategy, companies that rely on long
supply chains may build in more redundancy to prevent disruptions.
In the McKinsey survey, nearly half of respondents said they would
increase their inventory of critical products.108

“China + 1” diversification: Even before the COVID-19 out-
break, many companies across a range of industries were already
pursuing more geographic diversification as a consequence of mount-
ing U.S.-China trade tensions, rising labor costs in China, and other
factors.199 For example, Apple supplier Foxconn (a Taiwan company)
recently moved some iPhone 11 production to a plant in Chennai,

*In total, 60 supply chain executives were interviewed in the McKinsey survey between May 15
and May 22, 2020. Knut Alicke, Richa Gupta, and Vera Trautwein, “Resetting Supply Chains for
the Next Normal,” McKinsey Global Institute, July 2020, 3; Susan Lund et al., “Risk, Resilience,
and Rebalancing in Global Value Chains,” McKmsey Global Institute, August 6 2020.

T For reference, foreign mergers and acqulsltlons in China have averaged about $20 billion to
$25 billion annually between 2010 and 2020. In 2019, they rose to $35 billion, the highest amount
in ten years. Thilo Hanemann and Daniel Rosen, “Who's B Buying Whom? COVID-19 and China
Cross-Border M&A Trends,” Rhodium Group, June 18, 2020; Rhodium Group and the National
Committee on U.S.-China Relatlons, “The U.S.-China Investment Hub.”
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India. Counterpoint Research estimated about 29 percent of Apple’s
smartphone shipments in India during the first quarter of 2020
came from domestic facilities, decreasing to 17 percent in the second
quarter of 2020.110

“Nearshoring” or reshoring: Shortages caused by the outbreak
of COVID-19 intensified discussions of reshoring production in the
United States or nearshoring production closer to consumer mar-
kets. According to the McKinsey survey, about 40 percent of respon-
dents stated they intended to nearshore and increase their supplier
base to improve resilience.11! In May 2020, the Taiwan Semiconduc-
tor Manufacturing Company announced a $12 billion chip factory in
Arizona.112

Any supply chain changes may not be apparent in export data yet
as the COVID-19 outbreak continued to disrupt export patterns as
of August 2020. Eddy Bekkers and Sofia Schroeter, researchers at
the WTO’s Economic Research and Statistics Division, reported that
in the first half of 2019, about $21 billion in U.S. imports diverted
from China to Mexico ($6.8 billion), the EU ($6 billion), Taiwan ($4.5
billion), and Vietnam ($2.8 billion), among other locations.* Mexico
appeared to benefit temporarily. As U.S. goods imports from China
fell throughout 2019, U.S. imports from Mexico rose to $28.3 billion
in January 2020 from $25.9 billion in January 2018.113

Longstanding U.S.-China Trade Challenges Persist despite
Phase One Agreement

In January 2020, nearly two years after the Section 301 inves-
tigation report into China’s trade practices was released, the U.S.
and Chinese governments signed a Phase One agreement. As part
of this agreement, China committed to halt forced technology trans-
fer, submit an IP action plan to improve protections, provide great-
er market access for financial services, reduce nontariff barriers to
trade for U.S. agricultural goods, and meet purchase targets for U.S.
manufacturing, agricultural, and service exports.

Although the deal was welcomed by many stakeholders, it left
unaddressed longstanding distortions introduced by China’s eco-
nomic policies brought up by the Section 301 investigation. Notably,
the Section 301 report highlighted the role of government subsidies
in facilitating the acquisition of foreign technology. This financial
support is coupled with local content requirements and other reg-
ulatory nontariff barriers to entry, which can prevent foreign firms
from participating in the Chinese market even when their produc-
tion is based in China.l14 The Chinese government requires “Chi-
na-unique” technical standards to prevent foreign companies from
selling products manufactured according to internationally accepted
specifications.115 In addition, while the Phase One agreement sought
to expand market access for financial services and agricultural prod-
ucts, many U.S. industries still face investment barriers in China
and are restricted in how they choose to structure their business,
forcing them to accept local partners and share IP.116 (The Chinese

*These amounts can be seen relative to U.S. imports of $218.7 billion from China in the first
half of 2019, down from $249.8 billion in the first half of 2018, as reported by the U.S. Census Bu-
reau. Eddy Bekkers and Sofia Schroeter, “An Economic Analysis of the U.S.-China Trade Conflict,”
World Trade Organization Economics and Statistics Division, February 26, 2020, 9.
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government’s Phase One commitments and compliance status are
summarized in Addendum II.)

Technology Transfer

Under the terms of the Phase One agreement, the Chinese and
U.S. governments committed to ensure foreign technology transfers
and IP licensing would be “based on market terms that are volun-
tary and reflect mutual agreement,” with no “force or pressure” to
transfer technology.11” The agreement stipulated that neither coun-
try would “require or pressure” technology transfer “in relation to
acquisitions, joint ventures, or other investment transactions” or
in “administrative and licensing requirements and processes.”118
These commitments reflected longstanding U.S. concerns that Chi-
nese government entities use investment transactions, licensing and
review processes, and other market access restrictions on foreign
companies as leverage to pressure or force them into transferring
valuable technology or disclosing IP.119

Enforcing the Chinese government’s Phase One commitment to
halt forced technology transfer is challenging, as illustrated by re-
peated efforts across U.S. administrations to address this issue. Chi-
nese officials first committed not to condition market access on tech-
nology transfer in China’s Protocol of Accession to the WTO in 2001.
In its 2018 Section 301 investigation, the USTR documented ten
additional instances between 2010 and 2016 where Chinese officials
again pledged to refrain from conditioning U.S. companies’ access to
the Chinese market on technology transfer.120

The Phase One agreement established a dispute resolution mech-
anism that does not require revealing company-specific or con-
fidential business matters, but companies pressured to transfer
technology may fear retaliation and could refuse assistance if their
complaint identifies them.121 In April 2020, the USTR stated it was
working with stakeholders to assess any changes in the Chinese
government’s conduct with regard to forced technology transfer.122
When the U.S.-China Business Council surveyed its members in
May 2020, however, only about 18 percent of respondents reported
their companies were likely or very likely to use the platform in the
event of a dispute.123

IP Protections

In addition to stating it would not “require or pressure” technol-
ogy transfer, the Chinese government committed to “promulgate an
[action plan] to strengthen intellectual property protection” 30 work-
ing days after the agreement entered into force.124 This action plan
would outline legal and procedural improvements to “implement its
obligations” under the deal on a range of measures: trade secret
misappropriation, delayed patent approvals, counterfeit and pirat-
ed products, and administrative challenges.125 Alleged trade secret
misappropriation would merit courts granting a preliminary injunc-
tion, and criminal penalties could apply if the means of misappro-
priation included “theft, fraud, [or unlawful] physical or electron-
ic intrusion.”126 In trade secrets cases, the burden of proof would
shift to fall to the accused party to argue it did not misappropriate
a trade secret.12? In pharmaceutical patent disputes, China would
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establish a nationwide system to notify patent-holders and early
resolution measures when other market entrants sought to patent
a possibly infringing product.128 Patent terms would be extended to
compensate for unreasonable delays, as foreign patent applicants
have encountered an average five- to eight-year delay in approvals
processes.’29 Chinese authorities would strengthen counterpiracy
and counterfeit enforcement not only against infringing parties, but
also against e-commerce platforms with repeated failures to halt the
sale of counterfeits.130

Chinese authorities also pledged to share information on and
take actions to stop the sale of counterfeit medicine, biologics, and
other products that pose consumer health and safety risks.131 IP
experts described the IP provisions as the most potentially signif-
icant aspect of the agreement, particularly where they concerned
enforcement.132 Prior revisions to China’s IP protection regime had,
on paper, satisfied many of China’s obligations as required by the
WTO Agreement on Trade-Related Aspects of Intellectual Property
Rights, though enforcement remained largely ineffectual across a
number of areas addressed in the agreement.133

Observers noted that recently drafted or enacted legal changes
appeared to address China’s Phase One IP commitments, albeit in
a piecemeal fashion. In April 2020, the China National Intellectu-
al Property Administration (CNIPA, formerly the State Intellectu-
al Property Office) issued the 2020-2021 Implementation Plan for
the “Opinions on Strengthening the Protection of IP,” released in
November 2019.134 In a joint letter, 41 U.S. trade associations de-
scribed this plan as the anticipated IP Action Plan China had com-
mitted to release, stating the plan made progress toward protecting
trade secrets, combating counterfeit products, and enhancing trade-
mark and copyright protections.135

Some longtime observers cautioned that the plan’s release through
CNIPA could weaken its implementation, as CNIPA is a division
housed in the State Administration for Market Regulation, “a con-
siderably lower level of government authority” relative to a separate
agency.136 Other observers noted China’s lawmakers introduced or
passed many legal revisions to the country’s IP regulations before
the agreement’s conclusion, though Phase One negotiations and
other long-running bilateral discussions on IP protection may have
given Chinese negotiators a prior understanding of U.S. requests.137

Agricultural Nontariff Barriers to Trade

The Chinese and U.S. governments affirmed they would not apply
agricultural and food safety measures “in a manner which would
constitute a disguised restriction on international trade.”*38 If im-
plemented, China’s commitments could lower nontariff barriers to
trade in food and agricultural products, such as “overly burdensome
licensing or inspection or registration or multiple layers of scientific
review.”139 Commitments targeted specific categories of agricultural
products, including bioengineered agricultural products, which have
faced delays of up to seven years before being approved for import
by Chinese regulators.140

According to the agreement, the Chinese government would accept
certain U.S. risk assessments for beef products (e.g., for bovine spon-
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giform encephalopathy, or mad cow disease) and allow for regional
risk assessments in poultry products (e.g., for avian influenza).141
The USDA estimated that these and other regulatory changes could
increase beef exports to China by $1 billion.142 Other commitments
included recognizing certain standards and classifications of infant
formula and dairy products;* accepting U.S. reviews and certifica-
tions of seafood;T reducing protocols and inspections on distillers’
dried grains; allowing quotas on grains like wheat, rice, and corn to
be filled; and reducing delays in biotechnology approvals.i 143

As commitments spanned a range of sectors, implementation
has likewise been segmented across those sectors. In mid-May, the
USDA said China had updated its lists of U.S. facilities eligible to
export beef, pork, poultry, seafood, dairy, and infant formula.144 Chi-
na and the United States signed a regionalization agreement that
would allow U.S. poultry exports to continue from certain regions in
the event avian influenza is detected in another part of the Unit-
ed States.145 Age restrictions on beef were also removed, which the
USDA said allowed beef exporters access for nearly all beef products
“for the first time since 2003.”146

Experts cautioned that gains from the removal of nontariff barri-
ers were not irreversible, as China could “come up with some brand
new regulatory process or registration or new way of implementing
a food safety law” and “put us back at square one.”147 For agricul-
tural biotechnology products in particular, trade association Biotech-
nology Innovation Organization noted that while China has prom-
ised to expedite the approval process for new products, it is unclear
if it will impose preliminary hurdles to accepting new products for
review.148 China’s approvals process for biotechnology agricultural
products has been asynchronous, with reviews delayed until after
new products have been first approved in another market, an outlier
among other national regulators. Biotechnology Innovation Organi-
zation estimates resultant delays have prevented nearly $15 billion
in sales.149

Goods and Services Purchase Agreements

As part of the agreement, China pledged ambitious increases in
its purchases of particular U.S. “manufactured goods, agricultural
goods, energy products, and services,” whereby purchase amounts
“exceed the corresponding 2017 baseline amount by no less than
$200 billion.”150 Specifically, between 2020 and 2021, China commit-
ted to purchase an extra $77.7 billion in manufactured goods, $52.4
billion in energy, $32 billion in agricultural goods, and $37.9 billion
in services.!?1 The agreement identified specific products and ser-
vices in each category that count toward these targets in a detailed
annex.152 According to Dr. Bown, the purchase commitments require
China to increase its purchases of selected goods to $142.7 billion
in 2020, and goods and services combined to an estimated $210.9

*For instance, China shall “recognize the U.S. dairy-safety system as providing at least the
same level of protection as China’s dairy-safety system.”

T For instance, China shall allow imports of “aquatic product facilities considered to be in good
r?g(_l}llllatmi}: standing by the FDA and also registered by the [General Administration of Customs
0 inal.”

#For instance, “China shall significantly reduce, to no more than 24 months, the average
amount of time” between a company’s submission and the final regulatory decision on biotech-
nology approvals.
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billion in U.S. exports in 2020 and $257.5 billion in 2021.%153 As of
August 2020, however, China had imported $47.6 billion in covered
goods, 50 percent of what China would have had to purchase on a
prorated basis to be on track, or just 33 percent of the total target
goods purchases from the United States for 2020.154

When these targets were announced, observers questioned the
Chinese government’s ability to meet them, a concern exacerbated
by the outbreak of COVID-19. U.S. exports to China in 2021 would
have to be 92 percent higher than they were in 2017 to meet the
terms of the deal.155 The Phase One agreement text does not re-
quire China to increase U.S. purchases by the same amount each
month; however, low purchases thus far indicate Chinese purchases
will need to accelerate to meet the total end-of-year goal for 2020.
The business community has urged the Chinese government to in-
crease purchases to preserve the agreement, with little result. A
letter from 41 business associations, led by the U.S. Chamber of
Commerce, urged both sides to “redouble efforts” to implement the
agreement.’56 In an interview, U.S.-China Business Council Presi-
dent Craig Allen said the council was “somewhat alarmed” that pur-
chases had fallen well below the agreed-upon level.157

U.S. Trade Representative Robert Lighthizer stated in Senate tes-
timony in mid-June 2020 that “we have made it clear that China
needs to find a way to satisfy all of its purchases commitments under
the Phase One agreement” and that the USTR discusses “concerns
with our Chinese counterparts as they arise.”158 As these are an-
nual commitments, however, the USTR cannot “assess definitively”
whether China has met purchase targets until the end of 2020.159

Chinese Government Subsidies Remain Unaddressed

The Phase One agreement did not address longstanding bilat-
eral economic challenges highlighted by the Section 301 investi-
gation, most notably extensive Chinese government subsidies.160
According to economist Nicholas Lardy, China dedicates about 3
percent of its GDP to direct and indirect corporate subsidies, fi-
nancial support that allows companies to price goods below mar-
ket and still remain in business.161 Consequently, these subsidies
generate significant overcapacity, placing downward pressure on
prices worldwide and hindering fair competition. Production in
China continues to exceed demand in many sectors, from steel
(China accounted for 51.8 percent of global crude steel produc-
tion as of June 2018), to solar photovoltaic cells (China accounted
for 73 percent of global cell production and 72 percent of global
module production in 2018), to electric vehicles (China had 487
electric vehicle manufacturers as of July 2018).162

Chinese government subsidies often target strategic and emerg-
ing technologies the Chinese government has flagged as industri-
al policy priorities. In testimony before the Commission, Barry
Naughton, Sokwanlok Chair of Chinese International Affairs at

*These figures are calculated from a 2017 baseline of $134.2 billion estimated by Dr. Bown.
The USTR never lists an aggregated 2017 baseline purchase figure in the text of the agreement.
According to Dr. Bown, about $51.6 billion in U.S. exports to China in 2017 are not covered by this
agreement. Chad Bown, “Unappreciated Hazards of the U.S.-China Phase One Deal,” Peterson
Institute for International Economics, January 21, 2020.
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Chinese Government Subsidies Remain Unaddressed—
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4

the University of California San Diego, highlighted “massive’
funds that operate like U.S. venture capital firms, designed to
invest in such priority technologies.'63 Dr. Naughton indicated
the planned aggregate scope of all such funds exceeded $1.5 tril-
lion, with the six largest funds alone accounting for $249 billion,
though not all the funds have been raised or deployed.164

The Trump Administration has described the Phase One agree-
ment as the first in a sequence, with subsequent negotiations ad-
dressing outstanding challenges not covered in the Phase One
agreement. It is unclear when those negotiations might begin.165

Market Access Commitments for U.S. Financial Services

The Chinese and U.S. governments requested that each country
“ensure fair, effective, and nondiscriminatory participation in its
market for services and services suppliers.”166 To this end, China
made a series of affirmations that could increase market access for
U.S. financial service providers, another long-awaited development.
These affirmations include loosening particular restrictions on in-
vestment, reducing specific regulatory requirement thresholds,* and
expediting review processes for license applications in the banking,
credits ratings, electronic payments, asset management, insurance,
and securities industries.16? China agreed to allow wholly U.S.-
owned credit ratings agencies to rate Chinese domestic bonds and
remove foreign ownership caps, licensing requirements, and other
barriers from U.S. life, pension, and health insurance companies
seeking to enter the market.168 China also pledged to expedite reg-
ulatory determinations on long-pending applications from U.S. elec-
tronic payment services, including “any license application of Mas-
tercard, Visa, and American Express.”{

Implementation of these commitments is visible in incremental
regulatory approvals of U.S. financial service companies’ expanded
operations and investment in China, which began in early 2020. In
late January, ratings agency Standard & Poor’s received approval
to begin rating local Chinese bonds.16® The China Securities Reg-
ulatory Commission approved Goldman Sachs and Morgan Stanley
to hold a majority stake in their mainland securities businesses,
allowing the banks to increase stakes in their respective joint ven-
tures from 33 and 49 percent, respectively, to 51 percent in March
2020.170 The securities regulator also allowed JPMorgan to take full
control of its futures business in June.17! The People’s Bank of Chi-
na approved Mastercard and American Express to process trans-
actions in RMB in February and June, respectively, allowing their
Chinese joint ventures to begin operating.172

*For instance, to provide securities investment services, a U.S. “parent company’s overseas
assets shall be taken into consideration” to meet “applicable asset requirements,” as opposed to
meeting asset requirements by solely counting the subsidiary’s assets within China.

TFor instance, in electronic payments, “no later than one month after a U.S. service supplier’
has completed preparatmns to provide services, China shall make a “determination with respect
to [its] application... within 90 working days.” Office of the U.S. Trade Representative, Economic
and Trade Agreement between the Government of the United States of America and the Govern-
ment of the People’s Republic of China, January 15, 2020, 4-1 to 4-4.
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The approval of credit card companies illustrated the degree to
which Chinese government’s pledges on financial market access sim-
ply renewed prior unkept promises.* Despite commitments made upon
its WTO accession in 2001, China’s financial markets have remained
relatively closed. As of June 2018, foreign-funded banking institutions
held just 1.7 percent of assets in China, relative to 3 percent in Asia
and 10 percent in the United States and other Organization for Eco-
nomic Cooperation and Development (OECD) countries.173

Looking at the downside, rather than upholding longstanding
promises, the Chinese government’s commitments on market access
for financial services align with the government’s plans to encour-
age more financial flows into China, driven by profound domestic
need for foreign capital. As a note by financial data provider Refin-
itiv said, China’s financial opening is a “one-way ticket” that “does
nothing to increase flows of capital out of China.”174 This financial
opening is carefully calibrated to allow Chinese financial regulators
to retain control over capital flows and allocation in China. Great-
er flows of foreign capital into China mean Phase One agreement
commitments may present increased risks to U.S. investors if they
lead to increased U.S. investment into opaque or risky assets. (For
more information on China’s financial opening, see Chapter 2, Sec-
tion 2, “Vulnerabilities in China’s Financial System and Risks for
the United States.”)

Risks of Greater Financial Integration with China

While they may present substantial commercial opportunities for
U.S. firms and investors, China’s commitments to open its financial
sector to foreign investment and competition are by no means syn-
onymous with liberalizing the sector. Though China’s government
is finally fulfilling unmet obligations of China’s WTO accession pro-
tocol years behind schedule, this opening serves the Chinese gov-
ernment’s interest, as China’s undercapitalized banks are eager
to offload distressed assets and bolster their balance sheets with
fresh capital. Increased foreign investment may furnish the inef-
ficient and mismanaged financial sector with foreign capital, thus
subsidizing the Chinese government’s trade-distorting practices.
Furthermore, the Chinese government’s continued intervention in
the financial system and restrictions on cross-border capital flows
could expose systemically important U.S. financial institutions to
operating risks, political risk, and competition with local rivals on
unfair terms. Greater U.S. financial integration also exposes U.S. in-
vestors to all of the risks associated with China’s domestic business
environment and securities markets, including poor governance and
accounting standards, weak regulatory oversight, frequent political
intervention, and volatile market dynamics.

*Opening to foreign credit card companies had been broadly anticipated as one of China’s WTO
commitments when it acceded in 2001. This opening never occurred, and the United States filed
and won a WTO case against China regarding these market access restrictions. Despite these
actions, U.S. credit card companies only received permission to establish a credit card network
in late 2018. Jeanne Whalen and Gerry Shih, “Beijing’s Blockade of U.S. Credit Card Companies
May Finally End — Now that Chinese Companies Dominate,” Washington Post, January 20, 2019.

FUnder its 2001 WTO accession protocol, China promised to remove market access restric-
tions for foreign financial institutions, committing to a five-year phase-in for banking services
and assuring foreign insurers they would be permitted to set up wholly owned life insurance
companies by 2006.
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Chinese Financial Regulators Are Eager for Foreign Capital and
Expertise

Relaxed restrictions on foreign capital inflows come as Chinese pol-
icymakers are eager to attract foreign investment to recapitalize the
heavily indebted banking sector and offset slowing domestic invest-
ment and industrial output growth. A fresh infusion of foreign capital
may allow Chinese banks to roll over delinquent loans and keep pe-
rennially loss-making enterprises afloat rather than pushing through
much-needed reforms to address systemic financial risks.* China’s fi-
nancial regulators are particularly eager to encourage foreign financial
institutions to enter China’s distressed debt market, as the country
continues a multiyear effort to reduce high inventories of nonper-
forming corporate loans. Among the first concrete moves following the
Phase One agreement, Beijing’s local financial regulator allowed U.S.
private equity firm Oaktree Capital Management to register as the
first foreign provincial-level asset management company.f 175

Beyond bailing out the banking sector, Chinese policymakers are
eager to bring foreign expertise to improve the sophistication of Chi-
na’s financial services. Allowing foreign fund managers to invest in
key areas like Chinese pension funds could foster China’s nascent
pension management market and reverse a trend of low returns on
retirement savings—a critical need as China faces declining labor
force participation and likely pension fund shortfalls.176

U.S. Financial Services Firms and Investors Face Operating and
Political Risks

Chinese leaders view their control over the financial system as
central to the planned economy, with capital flows channeled toward
realizing government objectives. Continued ability to manage tight
capital controls is fundamental to China’s currency regime, while
providing cheap credit for SOEs is critical to China’s industrial pol-
icy, energy security, foreign engagement, and other CCP priorities.
Even where there is genuine intent to reduce credit risk and im-
prove transparency within China’s business environment, Chinese
regulators are often politically powerless to impose financial disci-
pline on major SOEs, as officials often pressure banks to grant them
favorable interest rates and even loan forbearance.l”?” Entering
China’s financial sector, U.S. financial institutions face all the same
risk that previous waves of U.S. multinational enterprises faced and
more. Furthermore, the systemic importance of these institutions
magnifies the United States’ exposure to these firms’ decisions and
setbacks in their Chinese operations. Specific risks to U.S. firms and
investors are detailed below.

China’s government uses market access as political lever-
age. Opening China’s financial services and markets to foreign in-
vestment creates another chokepoint the CCP can use to retaliate

*Foreign investment would increase Chinese banks’ total equity, meaning they would have a
greater ratio of assets to liabilities and could take on further debt or continue to extend the loan
terms of delinquent borrowers, often politically connected SOEs.

TFirst established in 1999 to clean up major Chinese banks’ balance sheets after the East
Asian Financial Crisis and prepare them for foreign stock listings, asset management companies
buy and dispose of banks’ nonperforming loans, recapitalizing the banks and attempting to re-
coup value from the distressed assets. Barry Naughton The Chinese Economy: Transitions and
Growth (MIT Press, 2007), 462—463.
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for political stances it does not like. For instance, on January 2, 2020,
China temporarily suspended new listings on the Shanghai-Lon-
don Stock Connect,* allegedly in response to the United Kingdom’s
stance on the Hong Kong protests.178 The China Securities Regula-
tory Commission initially declined to comment, then denied reports
of the suspension and claimed the Connect was operating normally,
despite a delayed listing by a Chinese company.179

Allowing foreign investment does not mean quick market
entry. Removing legal restrictions to foreign participation in Chi-
na’s financial services market is no guarantee U.S. companies will
gain quick access. Financial regulators may impose many addition-
al licensing requirements and license application processing times
can stretch for years, incentivizing foreign firms to expedite market
entry through costly domestic acquisitions. PayPal first applied for
a payments license in China in 2011. It was finally able to obtain
approval to conduct online payments in September 2019 by acquir-
ing a 70 percent stake in domestic competitor GoPay.j 189 Moreover,
regulation can be highly fragmented for similar financial activities.
For instance, foreign firms investing in domestic asset managers
face different ownership restrictions and are regulated by different
agencies depending on whether they are investing in the asset man-
agement business of a securities firm or a bank.181

Foreign financial institutions will not compete on equal foot-
ing. In some financial services, new access for foreign participants may
come too late, as decades-long restrictions have allowed Chinese com-
panies to completely corner the market.182 For instance, China’s life
insurance market,i which totaled $313 billion in insurance premiums
during 2018, is an attractive market prospect, but foreign joint ven-
tures do not have the distribution network of local competitors and
have not grown as quickly.183 Point-of-sale retail payments are an even
more extreme case. Foreign credit card companies were denied entry
into the Chinese market for years, while local incumbent UnionPay
maintained a monopoly on card networks.'8* American Express was
finally granted a license in November 20188 and approved to start
operations in June 2020.185 By then, however, mobile payment appli-
cations Alipay and WeChat Pay had grown to displace card network
transactions, claiming more than 90 percent of the $27 trillion mobile
payments market in 2018.186 The apps operate on a wholly different

*The Shanghai-London Stock Connect, launched in June 2019, allows Chinese companies listed
in Shanghai to raise capital overseas and allows foreign companies to list in mainland China.
London Stock Exchange Group, “Shanghai-London Stock Connect.”

TTerms of the deal, which was completed on December 19, 2019, have not been disclosed. The
only other foreign online payments license holder, German fintech group Wirecard AG, similar-
ly bought its way into China’s market in November 2019 by acquiring an 80 percent stake in
Beijing-based AllScore Payment Services for up to $81 million. Sarah Perez, “PayPal Completes
GoPay Acquisition Allowing the Payments Platform to Enter China,” TechCrunch, December 19,
2019; Huang Dazhi, “Third Party Payments Industry Changes from 2017 to 2019 (M2017%]2019
B =H AT 2 AF),” Sina Finance, December 7, 2019. Translation; Jan-Patrick Barnert and Eyk
Henning, “Germany’s Wirecard Buys Chinese Payments Provider AllScore,” Bloomberg, November
5, 2019.

+As a market classification, life insurance is distinct from property and casualty insurance and
also includes annuities and health insurance.

§ Chinese regulators officially ended UnionPay’s monopoly in 2015. Bloomberg News, “AmEx
Moves Closer to Entering China’s $27 Trillion Market,” January 8, 2020.
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business model,* vastly reducing U.S. credit card companies’ ability to
compete effectively in China.

Turbulent markets, poor transparency, and weak regula-
tion place U.S. investors’ assets at risk. Portfolio investment in
China’s securities market entails substantial risks of which U.S. in-
vestors may not be fully aware. Foremost, China’s equities markets
are highly volatile, driven by short-term speculative investment,
and rife with insider trading.187 China’s fixed-income markets like-
wise do not accurately price risk or reflect underlying fundamentals,
as government guarantees to bond issuers have artificially lowered
the default rate and Chinese credit rating agencies systematical-
ly inflate bond ratings.i188 These distortions are compounded by
frequent government intervention to stabilize financial markets,
further obfuscating securities’ true risks. To reduce volatility, Chi-
nese regulators have imposed a standing 10 percent cap on intraday
price swings for individual equities and also dispatched a “national
team” of brokerages to buy large tranches of stocks during market
downturns.189

Beyond risky market dynamics, disclosures do not provide suffi-
cient transparency into a company’s financial health and operating
risks due to weak accounting practices, governance standards, and
regulatory enforcement.1®© Moreover, the prevalence of passive in-
vestment management products, such as index funds, also obscures
potential investments in corporations that may be advancing ob-
jectives contrary to U.S. national security interests.191 (For further
analysis of risks of investing China’s securities markets, see Chap-
ter 2, Section 2, “Vulnerabilities in China’s Financial System and
Risks for the United States.”)

*In the United States, card networks like American Express, Visa, and MasterCard make mon-
ey from interest payments on credit and interchange fees, a small percentage of each transaction
usually paid by merchants. Chinese consumers prefer debit transactions, and Alipay and WeChat
Pay offer many payments free of charge or with a fraction of a percent charge to the customer.
Aaron Klein, “Is China’s New Payment System the Future?” Brookings, June 2019, 15-16.

TCredit ratings help investors differentiate between bonds with higher credit risks (those as-
signed a lower credit rating) and lower credit risk (those assigned a higher credit rating). Invest-
ment-grade bonds with the safest credit rating are rated as AAA, while those with the lowest
credit rating are rated as C. Fifty-four percent of Chinese corporate bonds were rated AAA at the
end of 2018, compared to 6 percent of U.S. corporate bonds. Nina Boyarchenko and Or Shachar,
“What’s in A(AA) Credit Rating?” Liberty Street Economics, January 8, 2020; Marlene Amstad
and Zhiguo He, “Chinese Bond Markets and Interbank Market »in The Handbook of China’s
Financial System, 28-29.
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Addendum I: Stimulus Measures Announced at the 2020 NPC

Type of Stimulus

Amount

Primary Beneficiary

Budget deficit in-
crease

From 2.8 percent of GDP for
2019, or $389.8 billion (RMB
2.76 trillion), to 3.6 percent of
GDP for 2020, or $531 billion
(RMB 3.76 trillion).

The increase funds a
special transfer to local
governments.

Special treasury
bonds

$141.2 billion (RMB 1 trillion)

The bonds fund a
special transfer to local
governments.

Special transfer
mechanism

$282.5 billion (RMB 2 tril-
lion), paid directly to city- and
county-level governments rather
than to provincial governments
for disbursement to subordinate
governments.

Local governments

Local government
debt issuance quota
increase

$529.7 billion (RMB 3.75 tril-
lion) for “special purpose bonds”
tied to revenue from specific
projects or funds rather than
used to finance general gov-
ernment operation. This is an
increase of $226 billion (RMB
1.6 trillion) from 2019.

Local governments, al-
though ultimately these
funds will be used to
pay for infrastructure
and other projects.

Tax and fee cuts, $565 billion (RMB 4 trillion), SMEs
lower interest rates, | which is the same size in

utility cost reduc- nominal terms as the fiscal

tions, paying firms’ component of Beijing’s massive
unemployment stimulus in response to the

insurance global financial crisis.

Lending quotas, loan | China’s six largest commercial SMEs

forbearance, and
other monetary and
credit policy

banks must increase lending to
SMEs by 40 percent in 2020.
Loan forbearance for SMEs
extended from June 2020 to
March 2021.

Digital infrastruc-
ture investment

$423.7 billion (RMB 3 trillion)
in 2020 and reportedly $1.4
trillion over the next five years
in infrastructure, as well as
$339 trillion (RMB 2.4 trillion)
in related investments.

Large, mostly state-
owned firms

Source: Various.192
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SECTION 2: VULNERABILITIES IN CHINA’S
FINANCIAL SYSTEM AND RISKS FOR
THE UNITED STATES

Key Findings

China’s formal financial system is dominated by state-owned
banks, whose position has been strengthened in the wake of
the novel coronavirus (COVID-19) pandemic in 2020. These
banks favor state-owned enterprises (SOEs) and privileged
companies, leaving other Chinese companies starved for cap-
ital. Between 2008 and 2016, a large and unwieldy shadow
banking sector emerged to fill this gap, leading to a prolifer-
ation of risky financial products and rising leverage across
China’s financial sector.

In 2016, Beijing launched a financial de-risking campaign to
rein in shadow banking activity and clean up the financial sec-
tor. This campaign choked off small private companies’ access to
financing. The COVID-19 pandemic has further deteriorated the
financial health of these companies, forcing the government to
ease its regulatory tightening and prioritize economic stability
over financial de-risking. With such vulnerabilities remaining
unaddressed, investors in China’s capital markets are increas-
ingly exposed to structural problems in China’s financial sys-
tem.

As Beijing strategically opens its financial sector to secure
foreign capital and global investment indices shift asset allo-
cations toward Chinese securities, U.S. investors’ exposure to
the unique and significant risks accumulated in China’s capital
markets rises. These risks center around the opacity of China’s
financial system and Beijing’s interference in market activity to
advance its political objectives.

Increased financial exposure to China threatens to undermine
U.S. efforts to defend against China’s unfair economic practic-
es and protect U.S. policy interests. Several Chinese companies
included in global investment indices are subject to U.S. export
controls but not investment restrictions. This mismatch enables
problematic Chinese companies to continue raising U.S. capital
and reduces the strength with which the United States can de-
fend against companies that threaten national security.

While China’s leadership speaks of developing more dynamic
capital markets, liberalizing interest rates, and imposing mar-
ket discipline on the banking sector, these ambitions are tem-
pered by a low tolerance for market instability and a strong
bias in favor of state-owned companies to maintain economic
growth and safeguard employment.
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e After years of unbridled lending, China’s financial system is fac-
ing mounting problems. Local governments have recorded sig-
nificant revenue shortfalls, banks remain undercapitalized, and
an aging population threatens persistent current account defi-
cits. The Chinese government seeks to attra