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• The most disruptive battleground will be in the enabling 
technology sectors neatly captured in Beijing’s Made in 
China 2025 blueprint. 

• The US should increasingly develop approaches to deny or 
restrict Chinese firms from access to capital, markets, and 
know-how in the MIC sectors.

Obstacles to Supply Chain Decoupling and 
Economic Distancing from China
COVID-19 has dramatically highlighted the importance 
of ensuring critical products and sectors are not overly 
dependent on external supply chains, especially those based 
in China, as this will leave the US vulnerable to coercion, 
blackmail and helplessness in various circumstances. 

In recent times, the administration has identified initiatives such 
as dramatically lowering reliance on China for critical minerals 
that are required for electric vehicles, green technologies, 
sophisticated consumer products such as smartphones, 
and other military applications such as lasers.3 Currently, the 
focus is on ensuring domestic production of pharmaceutical 
and medical supplies.4 It is clear that the list of critical and/
or strategic sectors and products will only grow which will be 

The ongoing, devastating effects of COVID-19 are 
strengthening US resolve to increase “economic  
distancing” from China. There is growing discussion about  
economic “decoupling,” “disentangling” and “diversifying”  
away from China1 to ensure a more resilient United States that 
is less exposed to consequences of decisions made by the 
Chinese Communist Party.2

What will an economic separation from China look like and 
what does the US need to do to protect and advance its 
interests? 

This policy memo argues:

• Many traditional and current products for Asian consumers, 
even if produced by American firms, will continue to be 
made or assembled in China.

• There will likely be a trend towards producing products 
for American consumers in America or in geographically 
proximate economies such as Mexico. 

• Regardless, there will be greater efforts by the US 
government and firms to capture more of the value in 
global production processes. 
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accompanied by policies to ensure either domestic production 
or else production in friendly countries where the supply chain 
to source products back to the US  
is secure.

There is also reinvigorated discussion about the broader 
question of repatriating supply chains away from China and 
preferably back to the US or else restricting the capacity of 
Chinese firms to entrench themselves in global supply chains. 

However, and outside of specifically identified critical and/
or strategic sectors, we are unlikely to see a flood of US and 
international firms dramatically lowering reliance on China-
based supply chains for many traditional products and sectors.

One reason for multinational firms continuing to invest in, and 
rely on, Chinese-based supply chains is that doing so is often 
mandatory if one seeks to gain access to its large and growing 
domestic market. Chinese regulatory burdens can also make it 
prohibitive not to invest in Chinese-based supply chains if one 
seeks to sell to the Chinese market. For example, Caterpillar 
has more than 30 plants in China as the latter is the source 
of up to 10 percent of its overall sales revenue.5 All Caterpillar 
equipment made in China is sold in the country. 

Moreover, the cost of relocating supply chains out of China 
can be prohibitive, and in some instances, impractical. 
The example of Taiwanese firm Foxconn which makes 
iPhones is instructive. Foxconn is reliant on China’s excellent 
manufacturing and transport infrastructure and draws on 
a network of over 1,500 Chinese suppliers. In 2018, the 
company produced around 220 million smartphones in the 
country to sell to the world.6 Other prospective production 
centers such as Vietnam and India are not comparable 
substitutes in the foreseeable future. Indeed, it is estimated 
there are 51,000 international companies with one or more 
direct suppliers from Wuhan, where COVID-19 originated, 
while over 5 million companies have one or more tier-two 
suppliers in that region. Some 938 of the Fortune 1000 
companies are included in this latter estimate.7 

One should also bear in mind that in the short-term, and 
possibly longer, the effects of COVID-19 in alternative 
manufacturing centers such as Vietnam, Thailand, Bangladesh 
and India are uncertain. If China can manage and contain 
infections in key manufacturing provinces, it might be far too 
risky for firms to shift operations out of China into economies 
still afflicted with COVID-19. 

Finally, forcing Chinese firms to exit supply chains through 
“deny and disrupt” approaches can inflict considerable self-
harm. The semiconductor issue is one example. If the US 
completely banned sales of semiconductors to China, this 
would pose an existential threat to Huawei and, in the short- to 
medium-term, severely degrade Huawei’s capacity to conduct 
its business in China and external markets, thereby weakening 
Huawei’s importance in the Information and Communications 
Technology sector. But a complete ban on semiconductor 
sales to China could mean American firms lose about 18 
percent of their global share and an estimated 37 percent of 
existing revenues.8 The US semiconductor industry argues this 
will allow South Korea to eventually overtake the US as the 
global leader in semiconductors.
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Meanwhile, US firms would have to cut R&D and other capital 
expenditures, which would imperil their global leadership of 
this sector. Bear in mind that over the past decade, the US 
semiconductor industry has spent over $312 billion on R&D 
and $39 billion in 2018 alone. This is double the total amount 
spent on R&D by international competitors and is largely 
possible because of the US’s 50 percent global market share 
– with 35 percent of this global share coming from the Chinese 
market.9 

Multiple Production Regions for Different 
Consumer Markets
When it comes to traditional and current generation 
merchandise goods, the current administration and future 
ones will find it difficult to persuade American firms to relocate 
supply chains back to the US when goods are being produced 
for markets in Asia and elsewhere outside North America. 

The trend of supply and value chains for traditional and current 
generation merchandise goods becoming more regional will 
continue, especially in the East Asia region of China, Japan, 
South Korea and the Southeast Asian economies. This is helped 
by the rapid pace of technological progress in manufacturing-
related technologies such as robotics, automation, artificial 
intelligence and 3D printing – along with these technologies 
interacting with each other in ever more sophisticated ways.10 
These technologies increase incentives to locate production and 
assembly of merchandise goods closer to the end consumer.

However, the flip side is that the declining importance 
of direct labor inputs and even land costs resulting from 
these technological developments mean that it is far more 
feasible to locate supply and value chains in the US when 
producing products for US consumers. The value and impact 
of investment in such technologies is already proven. For 
example, more than one-third of global installations of robots 
are in China – Japan and South Korea fill out the top three.11 
These are the countries which are eating the lunch of other 

regional manufacturing economies as it is where the most 
advanced regional manufacturing plants are based. The 
best and most advanced industrial robotic companies are 
headquartered in the US, Japan and Europe. Yet, the US is 
only the 4th largest robot installer in the world and 7th when it 
comes to robot density (per 10,000 workers).12 

While it does not make sense for the US to compete for 
low paid global manufacturing jobs (and will fail if it tries to 
do so), the emphasis will be increasingly on encouraging 
advanced manufacturing plants serving American consumers 
to be based in the US – by far the world’s largest domestic 
consumption market. This will create more highly paid and 
skilled jobs in manufacturing services, logistics, marketing etc., 
where much of the value will reside and be created.13 

These issues are already on the radar of the current 
administration14 and the previous one.15 But there will be an 
acceleration of specific US industrial policies to create more 
incentives for American firms and those from advanced liked-
minded entities such as Japan, South Korea, the EU and 
Australia to invest in these technologies and capabilities within 
the US when serving North American markets. 

The result could be an emerging North American production 
and assembly zone for an increasing number of merchandise 

DUE TO THE DECLINING 

IMPORTANCE OF DIRECT LABOR 

INPUTS AND LAND COSTS, IT IS 

FAR MORE FEASIBLE TO LOCATE 

SUPPLY CHAINS IN THE US WHEN 

PRODUCING FOR US CONSUMERS.



HUDSON INSTITUTE DECOUPLING THE US ECONOMY FROM CHINA AFTER COVID-19 4

goods designed and dedicated to serve North American 
consumer markets. 

The Emerging Battleground: Next Generation 
Technologies and Sectors
In May 2015, the Chinese State Council launched Made in 
China 2025 (MIC 2025) to guide the upgrading of Chinese 
industry, production, and innovation over the next ten years. 
The blueprint identified certain sectors as essential: electrical 
equipment, information technology, farming machines, 
aerospace equipment, new materials, railway equipment, energy 
saving and new energy vehicles, ocean engineering equipment, 
numerical control tools and robotics, and medical devices. 

The blueprint seeks control over, and dominance of, entire 
manufacturing processes, supply chains, and associated 
services for the sectors identified in the MIC 2025 plan. 

MIC 2025 will co-opt and use indigenous private firms to 
ensure that value creation is created in and retained within 

China. All state-controlled and private indigenous firms are 
potential partners and participants in MIC 2025, and those 
advancing the blueprint’s objectives will be offered financial, 
commercial, regulatory, legal, and political support and 
assistance.

MIC 2025 is also much more ambitious and muscular in 
its outward-focused end goals than previous blueprints. Its 
objective is not simply to ensure China becomes an advanced 
and competitive economy. The internal measures are explicitly 
designed to create the foundation for Chinese firms to 
dominate these sectors in global markets. China is also to 
become a global hub for firms in these sectors. This will allow 
its economy to host, absorb, and localize entire supply chains, 
intellectual property, and related services. 

China’s Performance in High-Tech  
and Emerging Industries
With respect to the current state of play in key technologies, 
China’s progress is mixed and is not dominant across the 
board as much common reporting might suggest. This is true 
for several reasons.

First, China is not yet the standard setter for high-tech and 
emerging industries. For example, one comprehensive analysis 
of over eighty technologies in eleven categories found that 
more than 90 percent of technologies used in China adhered 
to global standards, which were largely shaped by advanced 
economy firms and governments.16 

Second, and with respect to high-tech supply chains where 
much future value will reside, Beijing is far from self-reliant. In 
areas such as robotics, aeronautics, semiconductors, closed-
circuit chips and cloud services, China has low domestic 
and/or global market share and is heavily dependent on 
external sources. Using China’s National Bureau of Statistics 
definition of “high-tech,” which correlates closely with MIC 
2025 sectors, China has a trade deficit once computers and 
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telecommunications equipment (which are current generation 
technologies) are excluded.17 The other high-tech sectors 
include biotechnology and life-sciences, opto-electronics, 
electronics, computer-integrated machinery, and aerospace 
materials and applications.18 

One of the most acute cases for China is semiconductors 
which are integral to almost all aspects of the MIC 2025 plan, 
and more generally, for China’s capacity to move up the value 
chain and compete into the future. In 2018, China imported 
over $312 billion worth of semiconductors from US, Japanese, 
South Korean and Dutch firms. This is 30 percent more than 
the value of Chinese imports of oil in the same year.19 It is 
this Chinese vulnerability which led the Trump administration 
to place restrictions on the sale of chips to Huawei (which is 
on a banned entity list).20 At the time of writing this memo, 
the administration is considering further measures to require 
foreign companies using US chipmaking equipment to obtain 
a US license before supplying chips to Chinese firms such as 
Huawei.21 This is an attempt to stop firms in countries such as 
Taiwan from selling chips to China using American equipment 
and knowhow. 

Undermining the Foundations for Chinese 
Technology Dominance 
When it comes to economic distancing in the context of 
supply and value chains, the sectors outlined in MIC 2025 is 
where the US must, and is already, competing most earnestly, 
intensely, and with preparedness to create the most disruption 
even if there are collateral impacts on allies and friends. Given 
that prevention is better than finding a cure, the US will want 
to ensure that China is not in the position to dominate key 
technologies, set standards and assume the leading role in 
dominating supply and value chains for these emerging and 
enabling technologies.

Leadership and dominance in these technologies and sectors 
are generally predicated on four conditions: 

1. Investment at scale.

2. Access to large and advanced markets.

3. An effective system to drive innovation and competition.

4. Channels to develop and/or acquire technology  
and know-how.

China’s state-led approach and economic size clearly fullfill 
the first condition. However, meeting the other three 
conditions is far more problematic for China. It becomes 
much more challenging if China’s access to markets in North 
America and Europe is becoming more restricted—as it is—or 
if its firms are denied access to essential inputs such as big 
data from those markets.
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For most MIC 2025 categories, lack of access to these large 
foreign markets will impede the development of local Chinese 
clusters (a concentration of locally connected businesses, 
suppliers and associated institutions) in those sectors, and simply 
dominating the Chinese market will not suffice. Beijing needs the 
first-mover advantage in foreign markets if it is to develop a new 
export-oriented market, as MIC 2025 and other blueprints such 
as the Thirteenth Five Year Plan for Science and Technology, the 
Thirteenth Five Year Plan for National Informatization, and the 
National Cybersecurity Strategy envisage.

Moreover, while China has narrowed the R&D total (public 
and private) spend gap with the US ($254 billion by China 
compared to $564 billion by the US),22 around 80 percent 
of China’s R&D system is geared toward using acquired 
knowledge and innovation to produce or improve products 
and services. 

The point is that China’s system to accelerate creativity 
and basic innovation is deficient vis-à-vis other advanced 
economies, such as those in North America, Europe, 
and Japan. Its impressive advances in high-speed rail, 
quantum and high-speed computing, information and 
communications technology (ICT), AI, electric vehicles, solar 
panels, and space, have been on the back of technologies 
and know-how acquired, adapted or stolen from advanced 
economies. Advances driven by graduate students in 
these fields depend on their continued access to foreign 
universities and academics. Reports indicate that Chinese 
regulatory hurdles favoring state-controlled companies and 
private “national champions,” the crowding out of the private 
sector, and insufficient IP protections continue to adversely 
affect creativity and basic innovation in the Chinese political 
economy.23 

Winning the High-Tech and Innovation War
Dominant players tend to set future standards and rules. The 
objective is to prevent China from being in a strong position 

to challenge, supersede or undermine US technological and 
innovation leadership through dominating markets and supply 
chains, and setting standards for the US and its economic 
partners. 

This means using legitimate means to deny or restrict Chinese 
firms access to capital, markets, and know-how in these high-
tech and high-value sectors (Conditions 2-4 above). Below are 
some examples of how this is already being done or can be 
achieved. 

(a) Restricting Chinese access to capital

China’s corporate and government sectors are over-burdened 
by the challenge and cost of managing the consequences of 
massive misallocation of capital and mounting debts despite 
the country’s high rates of household savings.24 This means 
that Chinese firms seeking to expand globally are increasingly 
dependent on international sources of finance, and the US’s 
deep and diverse capital markets most of all. 

There are growing calls from within the administration and 
Members of Congress to tighten up the rules that allow 
Chinese firms such as Alibaba (market cap of approximately 
$500 billion) to list on US exchanges.25 There are currently 
about 160 Chinese firms listed with a combined market value 
of over $1 trillion. This is a significant presence. Shares on the 
Shanghai Stock Exchange which is China’s largest exchange 
have a total market capitalization of about $4 trillion. 

Such calls will continue and must be heeded. There must 
be restrictions on individual firms or sectors linked to MIC 
2025. Chinese firms gain access to US capital through 
listing but the Public Company Accounting Oversight Board, 
which oversees the audit of public companies, has no right 
to examine the books of Chinese firms or the sources of 
financial information presented by these firms. This gives 
Chinese firms the benefit of accessing the world’s deepest 
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financial and capital market without being accountable to 
the regulatory or legal oversight that is applied to all other 
companies listed on US exchanges. 

Similarly, calls such as those by Florida Senator Marco Rubio, 
advocating for stronger scrutiny and restraints for Chinese 
companies to be included in stock indices (e.g., MSCI All 
Country World ex-U.S. Investable Market Index) and pension 
funds (e.g., Thrift Savings Plan’s International Stock Fund)26 
must be acted on. Being included in such indices and funds 
provides Chinese firms with flow-on advantages such as 
access to cheaper capital and “captured” institutional investors 
given the need for benchmark or passive funds to own these 
stocks.27 Critically, the Chinese firms included are largely state-
owned-enterprises and “national champions” which are central 
to Beijing’s MIC 2025 plan.

(b) Restricting Chinese access to markets

The measures against Huawei which restrict its access to the 
US market, components and software28 are the most notable 
move when it comes to narrowing access for a Chinese 
high-tech firm. It will not be the only example. The appetite 
to work with governments and firms in other like-minded 
countries (such as Japan and EU nations) to develop credible 
alternatives to specific Chinese offerings will grow. Common 
tax, regulatory and financial arrangements to that end should 
follow. The objective is to ensure international dependency 
on Chinese firms and technologies are minimized through the 
provision of credible, if not superior, alternatives. 

This means that even though the US withdrew from the 
original Trans-Pacific Partnership (TPP), one of the key 
mindsets of the TPP might well be revived. The TPP strategy 
was to use the leverage resulting from the size of the US 
domestic market to persuade countries to abide by specific 
rules and standards. That general approach will ensure and 
be increasingly applied to bilateral and mini-lateral trade 

agreements concerning high-tech and advanced sectors. 
Indeed, in any revision or upgrade of a trade agreement 
between the US and another advanced democratic nation, 
it is almost certain that cooperation on enabling and critical 
technologies will be a high priority to reduce reliance on 
Chinese options.

(c) Restricting Chinese access to innovation and  
know how

It is likely that the US government will give itself broader 
powers to block corporate and sales transactions between 
American and Chinese firms, along with the export of whole 
classes of products or technologies such as semiconductors 
and aeronautical equipment (even if these powers are held 
in reserve most of the time).29 It is almost certain a growing 
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number of Chinese firms in the MIC 2025 sectors will be 
included on the restricted entity list and ever harsher penalties 
will be threatened and applied to those violating the restrictions: 
enormous fines, revocation of US licenses, blocking of US 
dollar transactions and criminal penalties for executives. 

Chinese innovation and know-how also depend heavily on 
joint ventures with foreign firms. One estimate is that about 
80 percent of private sector R&D money spent in China in 
2015, about $44 billion out of $55 billion, was by non-Chinese 
multinationals.30 This will be an increasingly unacceptable 
situation as it will help China emerge as the global leader in 
terms of enormous advances in innovation and know how. 
Therefore, US attempts to identify and capture a larger share 
of the supply and value chain across a growing number of 
emerging and enabling technologies and sectors and deny 
these to China will accelerate. 

To the Trump administration’s credit, the game-plan is already 
in play. An analysis of tariffs levied against Chinese goods by 
the White House under section 301 of the Trade Act of 1974 
revealed that 80 percent (by value) of the targeted trade with 
China was in industries identified as “patent-intensive” by 
the Department of Commerce.31 These include computer/
electronic products and machinery/equipment, which 
constitute about 30 percent and 22 percent, respectively, of 
Chinese exports to the US.32 It is worth noting these are the 
industries that China heavily targets for forced transfers and 
IP theft. 

In addition to “targeting” Chinese-based firms in these high-
value-creating and patent-intensive industries, the tariffs 
seem designed to make it less commercially attractive for 
foreign firms to invest in or engage in joint or cooperative 
ventures with local firms to produce high-value-creating 
intermediate parts in China. These two broad sectors 
(computer/electronic products and machinery/equipment) are 
prominent in integrated regional and global supply chains. 

Moreover, approximately one-third of all Chinese exports of 
these products to the US are directly related to the business 
operations of American-based firms.33 In other words, around 
one-third form part of the current supply chains for American-
based firms.

Further analysis reveals that around two-thirds of these 
industries’ products imported from China to the US are 
produced by foreign-invested firms based in China – mainly 
US, European and Japanese firms. This is significant because, 
in theory, these firms do not have to base operations in 
China. In addition to concerns about IP transfers and theft, 
tariffs levied on China-based firms make it commercially less 
attractive for foreign-invested firms to base operations in China 
when the next or end destination for their product is the US. 
The idea is to minimize Chinese involvement – and therefore 
learning – in prized supply and value chains in certain sectors. 
It is encouraging that Tokyo is taking the US’s lead in this regard, 
having allocated about $2.25 billion from its COVID-19 stimulus 
package to help Japanese firms move important supply chains 
out of China.34 

Finally, one should also expect more movement when it comes 
to further restrictions on visas for Chinese researchers and 
tertiary students to US institutions in fields such as aviation, 
robotics and advanced manufacturing.35 It would be surprising 
if the US did not exert pressure on other allies, such as Japan, 
South Korea and the European Union, to do the same. Beijing 
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has long carried out a systematic program to acquire expertise 
and know-how from US and global institutions to advance 
industrial plans such as MIC 202536 and enhance its military 
capabilities.37 

There are currently around 370,000 Chinese students 
enrolled in US colleges and universities when there were only 
just above 98,000 a decade earlier.38 It is improbable that 
Chinese researchers and students will be granted the same 
level of access when it comes to sensitive and strategic areas 
of study in the years ahead. Failure to restrict such access 
should increasingly be perceived as irresponsible by those 
accepting the reality of comprehensive competition with 
China.39 

Conclusion
COVID-19 has amplified important truths and exposed several 
myths. With respect to the former, the US-China competition 

and rivalry are becoming broader and deeper and a global 
pandemic (unleashed by the Chinese Communist Party) is only 
accelerating this trend. 

With respect to myths exposed, the notion that what is good 
for the short-term bottom line of US firms is axiomatically in the 
national interest has been revealed as a dangerous delusion. 
US firms do not exist solely to serve the country’s national 
interest, but they certainly ought to take efforts to ensure they 
do not advance the interests of an authoritarian competitor 
and rival. It is of great consequence for US economic and 
security interests where American firms invest and which 
goods are produced where and by whom. 

It is for this latter reason that the decoupling, disentangling and 
diversification of supply chains away from China is necessary, 
and should be pursued in a manner that advances strategic 
and economic objectives of the United States. 

Endnotes

1 For example, see Nahal Toosi and Adam Behsudi, “Virus pushes 
U.S.-China relationship toward fracture,” Politico, 18 March 2020, 
https://www.politico.com/news/2020/03/18/coronavirus-chi-
na-trade-136188; Clay Chandler, “Distrust is contagious: How the 
coronavirus could upend America’s business relationships to Chi-
na,” Fortune, 16 March 2020, https://fortune.com/2020/03/16/
coronavirus-us-china-business-decoupling/; “Covid-19 is 
teaching hard lessons about China-only supply chains,” The 
Economist, 29 February 2020, https://www.economist.com/
china/2020/02/29/covid-19-is-teaching-hard-lessons-about-
china-only-supply-chains; Marc A. Thiessen, “The virus should 
forever be linked to the regime which facilitated its spread,” The 
Washington Post, 18 March 2020, https://www.washingtonpost.
com/opinions/2020/03/17/china-cared-more-about-suppressing-
information-than-suppressing-virus-thats-why-were-here/   

2 Dan Blumenthal, “Coronavirus and the future of US-China geo-
political competition: What we know so far,” AEI Blog, 18 March 

2020, https://www.aei.org/foreign-and-defense-policy/coronavi-
rus-and-the-future-of-us-china-geopolitical-competition-what-we-
know-so-far/ 

3 U.S. Department of State, “U.S. Convenes a Multilateral Meeting 
on Energy Resource Governance Initiative (ERGI),” 26 September 
2019, https://www.state.gov/u-s-convenes-a-multilateral-meet-
ing-on-energy-resource-governance-initiative-ergi/

4 Lauren Hirsch, “Trump adviser Peter Navarro slams Big Pharma’s 
lobbying against possible ‘Buy America’ executive order,” CNBC, 
19 March 2020, https://www.cnbc.com/2020/03/19/coronavi-
rus-trump-aide-peter-navarro-slams-big-pharma.html 

5 Tyler Clifford, “Caterpillar CEO on China trade war fears: We’re 
‘still meeting our forecast’,” CNBC, 20 June 2019, https://www.
cnbc.com/2019/06/20/caterpillar-ceo-on-china-trade-war-expo-
sure-this-is-not-new-for-us.html 

https://www.politico.com/news/2020/03/18/coronavirus-china-trade-136188
https://www.politico.com/news/2020/03/18/coronavirus-china-trade-136188
https://fortune.com/2020/03/16/coronavirus-us-china-business-decoupling/
https://fortune.com/2020/03/16/coronavirus-us-china-business-decoupling/
https://www.economist.com/china/2020/02/29/covid-19-is-teaching-hard-lessons-about-china-only-supply-chains
https://www.economist.com/china/2020/02/29/covid-19-is-teaching-hard-lessons-about-china-only-supply-chains
https://www.economist.com/china/2020/02/29/covid-19-is-teaching-hard-lessons-about-china-only-supply-chains
https://www.washingtonpost.com/opinions/2020/03/17/china-cared-more-about-suppressing-information-than-suppressing-virus-thats-why-were-here/
https://www.washingtonpost.com/opinions/2020/03/17/china-cared-more-about-suppressing-information-than-suppressing-virus-thats-why-were-here/
https://www.washingtonpost.com/opinions/2020/03/17/china-cared-more-about-suppressing-information-than-suppressing-virus-thats-why-were-here/
https://www.aei.org/foreign-and-defense-policy/coronavirus-and-the-future-of-us-china-geopolitical-competition-what-we-know-so-far/
https://www.aei.org/foreign-and-defense-policy/coronavirus-and-the-future-of-us-china-geopolitical-competition-what-we-know-so-far/
https://www.aei.org/foreign-and-defense-policy/coronavirus-and-the-future-of-us-china-geopolitical-competition-what-we-know-so-far/
https://www.state.gov/u-s-convenes-a-multilateral-meeting-on-energy-resource-governance-initiative-ergi/
https://www.state.gov/u-s-convenes-a-multilateral-meeting-on-energy-resource-governance-initiative-ergi/
https://www.cnbc.com/2020/03/19/coronavirus-trump-aide-peter-navarro-slams-big-pharma.html
https://www.cnbc.com/2020/03/19/coronavirus-trump-aide-peter-navarro-slams-big-pharma.html
https://www.cnbc.com/2019/06/20/caterpillar-ceo-on-china-trade-war-exposure-this-is-not-new-for-us.html
https://www.cnbc.com/2019/06/20/caterpillar-ceo-on-china-trade-war-exposure-this-is-not-new-for-us.html
https://www.cnbc.com/2019/06/20/caterpillar-ceo-on-china-trade-war-exposure-this-is-not-new-for-us.html


HUDSON INSTITUTE DECOUPLING THE US ECONOMY FROM CHINA AFTER COVID-19 10

6 Nicholas R. Lardy, “Are Foreign Companies Really Leaving China 
in Droves?”.

7 Business Impact of the Coronavirus: Business and Supply Chains 
Analysis Due to the Corona Outbreak, Dun & Bradstreet Special 
Briefing, 11 February 2020. 

8 Antonio Varas and Raj Varadarajan, “How Restrictions To Trade 
With China Could End US leadership In Semiconductors,” 
BCG Report, 9 March 2020, https://www.bcg.com/en-au/
publications/2020/restricting-trade-with-china-could-end-unit-
ed-states-semiconductor-leadership.aspx

9 Asa Fitch and Bob Davis, “U.S. Chip Industry Fears Long-Term 
Damage from China Trade Fight,” Wall Street Journal, 9 March 
2020, https://www.wsj.com/articles/chip-industry-fears-damage-
china-trade-fight-11583693926

10 John Lee, “Will Robots Kill the Asian Century?”, The National 
Interest, 23 April 2015, https://nationalinterest.org/feature/will-ro-
bots-kill-the-asian-century-12703 

11 “Annual investment in robots rose to world record $16 billion in 
2018,” Bloomberg, 19 September 2019, https://www.japantimes.
co.jp/news/2019/09/19/business/annual-investments-robots-
rose-world-record-16-5-billion-2018/#.XoZ9F4gzbD4

12 Steve Crowe, “US robot density ranks 7th in the world,” The 
Robot Report, 5 April 2019, https://www.therobotreport.com/
us-robot-density-ranks-7th-in-the-world/

13 Making It In America: Revitalizing US Manufacturing (Washington 
DC: McKinsey Global Institute November 2017), https://www.
mckinsey.com/~/media/McKinsey/Featured%20Insights/Ameri-
cas/Making%20it%20in%20America%20Revitalizing%20US%20
manufacturing/Making-it-in-America-Revitalizing-US-manufactur-
ing-Full-report.ashx 

14 “Strategy for American Leadership in Advanced Manufacturing,” 
A Report by the Subcommittee on Advanced Manufacturing 
Committee on Technology of the National Science and Tech-
nology Council, October 2018, https://www.whitehouse.gov/
wp-content/uploads/2018/10/Advanced-Manufacturing-Strate-
gic-Plan-2018.pdf

15 2014 Revitalize American Manufacturing Innovation Act, https://
www.congress.gov/bill/113th-congress/house-bill/2996  

16 China and the World: Inside the Dynamics of a Changing Rela-
tionship, (Washington DC: McKinsey Global Institute, July 2019), 
pp. viii., https://www.mckinsey.com/featured-insights/china/chi-
na-and-the-world-inside-the-dynamics-of-a-changing-relationship 

17 Computers and telecommunications equipment are excluded be-
cause China is merely the primary assembler of imported compo-
nents and materials in the world. For this reason, China accounts 
for nearly half of global exports of electronic devices, and approx-
imately 70 percent of electronic devices imported to the United 
States are assembled in China. The next three-largest suppli-
ers—Mexico, South Korea, and Vietnam— account for about 19 

percent combined. China is the primary “assembler” of devices, 
and thus much of the value of each device is not produced or 
captured there. For example, China adds from 4–20 percent 
of the value of each iPhone, even though most of the phone is 
assembled in China. Since assembly of today’s computers and 
electronics is not where value will be created in the future, if these 
categories were included, this would give a misleading impression 
that China�s high-tech deficit vis-à-vis advanced economies is 
smaller than it is. See Enrique Duarte Melo et al., “Unpacking the 
US-China Tech Trade War,” BCG, 5 June 2019, https://www.bcg.
com/en-au/publications/2019/us-china-tech-trade-war.aspx  

18 Max J. Zenglein and Anna Holzmann, “Evolving Made in China 
2025: China’s Industrial Policy in the Quest for Global Tech 
Leadership,” MERICS Papers on China, no. 8, July 2019, https://
www.merics.org/sites/default/files/2019-07/MPOC_8_MadeinChi-
na_2025_final.pdf, pp. 23-4 

19 Yoko Kubota, “China Sets Up New $29 Billion Semiconductor 
Fund,” Wall Street Journal, 25 October 2019, https://www.
wsj.com/articles/china-sets-up-new-29-billion-semiconductor-
fund-11572034480

20 David Kirton, “Huawei warns China will strike back against new 
US restrictions,” IT News, 1 April 2020, https://www.itnews.com.
au/news/huawei-warns-china-will-strike-back-against-new-us-
restrictions-545861

21 Karen Freifeld, David Shepardson and Alexandra Alper, “Exclu-
sive: U.S. prepares crackdown on Huawei’s global chip supply 
– sources,” Reuters, 27 March 2020, https://www.reuters.com/
article/us-usa-huawei-tech-chips-exclusive/exclusive-u-s-pre-
pares-crackdown-on-huaweis-global-chip-supply-sources-
idUSKBN21D2E4 

22 Dennis Normile, “China Narrows U.S. Lead in R&D Spending,” 
Science 362, no. 6412 (19 October 2018).

23 Erik Roth, Jeongmin Seong, and Jonathan Woetzel, Gauging 
the Strength of Chinese Innovation, McKinsey Global Institute, 
October 2015, https://www.mckinsey.com/business-func-
tions/strategy-and-corporate-finance/our-insights/gaug-
ing-the-strength-of-chinese-innovation 

24 John Lee, China’s Economic Slowdown: Root Causes, Bei-
jing’s  Response and Strategic Implications for the US and Allies 
(Washington DC: Hudson Institute October 2019), https://s3.am-
azonaws.com/media.hudson.org/Lee_Chinas_Economic_Slow-
down_FINAL_WEB.pdf 

25 Christopher Balding, “One Good Reason To Delist Chinese Com-
panies,” Bloomberg, 8 October 2019, https://www.bloomberg.
com/opinion/articles/2019-10-07/u-s-listed-china-companies-
should-follow-rules-or-exit

26 “Rubio vows to introduce bill to stop U.S. pensions investing in 
China,” Reuters, 29 October 2019, https://www.reuters.com/
article/usa-trade-rubio/rubio-vows-to-introduce-bill-to-stop-u-s-
pensions-investing-in-china-idUSL3N27E087 

https://www.bcg.com/en-au/publications/2020/restricting-trade-with-china-could-end-united-states-semiconductor-leadership.aspx
https://www.bcg.com/en-au/publications/2020/restricting-trade-with-china-could-end-united-states-semiconductor-leadership.aspx
https://www.bcg.com/en-au/publications/2020/restricting-trade-with-china-could-end-united-states-semiconductor-leadership.aspx
https://www.wsj.com/articles/chip-industry-fears-damage-china-trade-fight-11583693926
https://www.wsj.com/articles/chip-industry-fears-damage-china-trade-fight-11583693926
https://nationalinterest.org/feature/will-robots-kill-the-asian-century-12703
https://nationalinterest.org/feature/will-robots-kill-the-asian-century-12703
https://www.japantimes.co.jp/news/2019/09/19/business/annual-investments-robots-rose-world-record-16-5-billion-2018/#.XoZ9F4gzbD4
https://www.japantimes.co.jp/news/2019/09/19/business/annual-investments-robots-rose-world-record-16-5-billion-2018/#.XoZ9F4gzbD4
https://www.japantimes.co.jp/news/2019/09/19/business/annual-investments-robots-rose-world-record-16-5-billion-2018/#.XoZ9F4gzbD4
https://www.therobotreport.com/us-robot-density-ranks-7th-in-the-world/
https://www.therobotreport.com/us-robot-density-ranks-7th-in-the-world/
https://www.mckinsey.com/~/media/McKinsey/Featured%20Insights/Americas/Making%20it%20in%20America%20Revitalizing%20US%20manufacturing/Making-it-in-America-Revitalizing-US-manufacturing-Full-report.ashx
https://www.mckinsey.com/~/media/McKinsey/Featured%20Insights/Americas/Making%20it%20in%20America%20Revitalizing%20US%20manufacturing/Making-it-in-America-Revitalizing-US-manufacturing-Full-report.ashx
https://www.mckinsey.com/~/media/McKinsey/Featured%20Insights/Americas/Making%20it%20in%20America%20Revitalizing%20US%20manufacturing/Making-it-in-America-Revitalizing-US-manufacturing-Full-report.ashx
https://www.mckinsey.com/~/media/McKinsey/Featured%20Insights/Americas/Making%20it%20in%20America%20Revitalizing%20US%20manufacturing/Making-it-in-America-Revitalizing-US-manufacturing-Full-report.ashx
https://www.mckinsey.com/~/media/McKinsey/Featured%20Insights/Americas/Making%20it%20in%20America%20Revitalizing%20US%20manufacturing/Making-it-in-America-Revitalizing-US-manufacturing-Full-report.ashx
https://www.whitehouse.gov/wp-content/uploads/2018/10/Advanced-Manufacturing-Strategic-Plan-2018.pdf
https://www.whitehouse.gov/wp-content/uploads/2018/10/Advanced-Manufacturing-Strategic-Plan-2018.pdf
https://www.whitehouse.gov/wp-content/uploads/2018/10/Advanced-Manufacturing-Strategic-Plan-2018.pdf
https://www.congress.gov/bill/113th-congress/house-bill/2996
https://www.congress.gov/bill/113th-congress/house-bill/2996
https://www.mckinsey.com/featured-insights/china/china-and-the-world-inside-the-dynamics-of-a-changing-relationship
https://www.mckinsey.com/featured-insights/china/china-and-the-world-inside-the-dynamics-of-a-changing-relationship
https://www.bcg.com/en-au/publications/2019/us-china-tech-trade-war.aspx
https://www.bcg.com/en-au/publications/2019/us-china-tech-trade-war.aspx
https://www.merics.org/sites/default/files/2019-07/MPOC_8_MadeinChina_2025_final.pdf
https://www.merics.org/sites/default/files/2019-07/MPOC_8_MadeinChina_2025_final.pdf
https://www.merics.org/sites/default/files/2019-07/MPOC_8_MadeinChina_2025_final.pdf
https://www.wsj.com/articles/china-sets-up-new-29-billion-semiconductor-fund-11572034480
https://www.wsj.com/articles/china-sets-up-new-29-billion-semiconductor-fund-11572034480
https://www.wsj.com/articles/china-sets-up-new-29-billion-semiconductor-fund-11572034480
https://www.itnews.com.au/news/huawei-warns-china-will-strike-back-against-new-us-restrictions-545861
https://www.itnews.com.au/news/huawei-warns-china-will-strike-back-against-new-us-restrictions-545861
https://www.itnews.com.au/news/huawei-warns-china-will-strike-back-against-new-us-restrictions-545861
https://www.reuters.com/article/us-usa-huawei-tech-chips-exclusive/exclusive-u-s-prepares-crackdown-on-huaweis-global-chip-supply-sources-idUSKBN21D2E4
https://www.reuters.com/article/us-usa-huawei-tech-chips-exclusive/exclusive-u-s-prepares-crackdown-on-huaweis-global-chip-supply-sources-idUSKBN21D2E4
https://www.reuters.com/article/us-usa-huawei-tech-chips-exclusive/exclusive-u-s-prepares-crackdown-on-huaweis-global-chip-supply-sources-idUSKBN21D2E4
https://www.reuters.com/article/us-usa-huawei-tech-chips-exclusive/exclusive-u-s-prepares-crackdown-on-huaweis-global-chip-supply-sources-idUSKBN21D2E4
https://www.mckinsey.com/business-functions/strategy-and-corporate-finance/our-insights/gauging-the-strength-of-chinese-innovation
https://www.mckinsey.com/business-functions/strategy-and-corporate-finance/our-insights/gauging-the-strength-of-chinese-innovation
https://www.mckinsey.com/business-functions/strategy-and-corporate-finance/our-insights/gauging-the-strength-of-chinese-innovation
https://s3.amazonaws.com/media.hudson.org/Lee_Chinas_Economic_Slowdown_FINAL_WEB.pdf
https://s3.amazonaws.com/media.hudson.org/Lee_Chinas_Economic_Slowdown_FINAL_WEB.pdf
https://s3.amazonaws.com/media.hudson.org/Lee_Chinas_Economic_Slowdown_FINAL_WEB.pdf
https://www.bloomberg.com/opinion/articles/2019-10-07/u-s-listed-china-companies-should-follow-rules-or-exit
https://www.bloomberg.com/opinion/articles/2019-10-07/u-s-listed-china-companies-should-follow-rules-or-exit
https://www.bloomberg.com/opinion/articles/2019-10-07/u-s-listed-china-companies-should-follow-rules-or-exit
https://www.reuters.com/article/usa-trade-rubio/rubio-vows-to-introduce-bill-to-stop-u-s-pensions-investing-in-china-idUSL3N27E087
https://www.reuters.com/article/usa-trade-rubio/rubio-vows-to-introduce-bill-to-stop-u-s-pensions-investing-in-china-idUSL3N27E087
https://www.reuters.com/article/usa-trade-rubio/rubio-vows-to-introduce-bill-to-stop-u-s-pensions-investing-in-china-idUSL3N27E087


HUDSON INSTITUTE DECOUPLING THE US ECONOMY FROM CHINA AFTER COVID-19 11

27 Anna Pavlova, “Sticks Can Get a Boost Just From Being in 
an Index,” Barrons, 1 May 2019, https://www.barrons.com/
articles/stocks-can-get-a-boost-just-from-being-in-an-in-
dex-51556712044 

28 For a timeline, see Sean Keane, “Huawei ban: Full timeline as it 
posts smallest profit increase in 3 years,” CNET, 2 April 2020, 
https://www.cnet.com/news/huawei-ban-full-timeline-us-govern-
ment-china-trump-security-threat-p40/

29 Ana Swanson and David McCabe, “Trump Effort to Keep U.S. 
Tech Out of China Alarms American Firms,” New York Times, 16 
February 2020, https://www.nytimes.com/2020/02/16/business/
economy/us-china-technology.html 

30 Barry Jaruzelski, Volker Staack and Robert Chwalik, “Will Stron-
ger Borders Weaken Innovation?”, Strategy & Business Issue 
89, Winter 2017, https://www.strategy-business.com/media/file/
sb89_17407_Will_Stronger_Borders_Weaken_Innovation.pdf

31 Mary E. Lovely and Yang Liang, “Trump Tariffs Primarily Hit Multi-
national Supply Chains, Harm US Technology Competitiveness,” 
in US–China Economic Relations: From Conflict to Solutions, Ha 
Jiming and Adam Posen (eds.,) Peterson Institute for International 
Economics, June 2018, 4–5, https://www.piie.com/publications/
piie-briefings/us-china-economic-relations-conflict-solutions-part-i 

32 Analysis in Lovely and Liang, “Trump Tariffs,” 4–5.

33 Analysis in Lovely and Liang, “Trump Tariffs,” 4–5.

34 John Lee, “Can Japan Successfully Decouple from China,” The 
Diplomat, 16 April 2020, https://thediplomat.com/2020/04/
can-japan-successfully-decouple-from-china/  

35 Jeffrey Mervis, “More restrictive U.S. policy on Chinese graduate 
student visas raises alarm,” Science, 11 June 2018, https://www.
sciencemag.org/news/2018/06/more-restrictive-us-policy-chi-
nese-graduate-student-visas-raises-alarm

36 Senate Committee on the Judiciary, Sub-committee on Border 
Security and Immigration Hearing on ‘Student Visa Integrity: 
Protecting Educational Opportunity and National Security’, 6 June 
2018, https://www.judiciary.senate.gov/meetings/a-thousand-tal-
ents-chinas-campaign-to-infiltrate-and-exploit-us-academia

37 Alex Joske, “Picking flowers, making honey: The Chinese mil-
itary’s collaboration with foreign universities,” ASPI Policy Brief 
Report No. 10, 2018, https://s3-ap-southeast-2.amazonaws.
com/ad-aspi/2018-10/Picking%20flowers%2C%20making%20
honey_0.pdf?H5sGNaWXqMgTG_2F2yZTQwDw6OyNfH.u 

38 Statistica figures, https://www.statista.com/statistics/372900/
number-of-chinese-students-that-study-in-the-us/ 

39 For example, see Josh Rogin, “Waking up to China’s infiltration of 
American colleges,” Washington Post, 19 February 2018, https://
www.washingtonpost.com/opinions/global-opinions/waking-
up-to-chinas-infiltration-of-american-colleges/2018/02/18/99d-
3bee8-13f7-11e8-9570-29c9830535e5_story.html 

https://www.barrons.com/articles/stocks-can-get-a-boost-just-from-being-in-an-index-51556712044
https://www.barrons.com/articles/stocks-can-get-a-boost-just-from-being-in-an-index-51556712044
https://www.barrons.com/articles/stocks-can-get-a-boost-just-from-being-in-an-index-51556712044
https://www.cnet.com/news/huawei-ban-full-timeline-us-government-china-trump-security-threat-p40/
https://www.cnet.com/news/huawei-ban-full-timeline-us-government-china-trump-security-threat-p40/
https://www.nytimes.com/2020/02/16/business/economy/us-china-technology.html
https://www.nytimes.com/2020/02/16/business/economy/us-china-technology.html
https://www.strategy-business.com/media/file/sb89_17407_Will_Stronger_Borders_Weaken_Innovation.pdf
https://www.strategy-business.com/media/file/sb89_17407_Will_Stronger_Borders_Weaken_Innovation.pdf
https://www.piie.com/publications/piie-briefings/us-china-economic-relations-conflict-solutions-part-i
https://www.piie.com/publications/piie-briefings/us-china-economic-relations-conflict-solutions-part-i
https://thediplomat.com/2020/04/can-japan-successfully-decouple-from-china/
https://thediplomat.com/2020/04/can-japan-successfully-decouple-from-china/
https://www.sciencemag.org/news/2018/06/more-restrictive-us-policy-chinese-graduate-student-visas-raises-alarm
https://www.sciencemag.org/news/2018/06/more-restrictive-us-policy-chinese-graduate-student-visas-raises-alarm
https://www.sciencemag.org/news/2018/06/more-restrictive-us-policy-chinese-graduate-student-visas-raises-alarm
https://www.judiciary.senate.gov/meetings/a-thousand-talents-chinas-campaign-to-infiltrate-and-exploit-us-academia
https://www.judiciary.senate.gov/meetings/a-thousand-talents-chinas-campaign-to-infiltrate-and-exploit-us-academia
https://s3-ap-southeast-2.amazonaws.com/ad-aspi/2018-10/Picking%20flowers%2C%20making%20honey_0.pdf?H5sGNaWXqMgTG_2F2yZTQwDw6OyNfH.u
https://s3-ap-southeast-2.amazonaws.com/ad-aspi/2018-10/Picking%20flowers%2C%20making%20honey_0.pdf?H5sGNaWXqMgTG_2F2yZTQwDw6OyNfH.u
https://s3-ap-southeast-2.amazonaws.com/ad-aspi/2018-10/Picking%20flowers%2C%20making%20honey_0.pdf?H5sGNaWXqMgTG_2F2yZTQwDw6OyNfH.u
https://www.statista.com/statistics/372900/number-of-chinese-students-that-study-in-the-us/
https://www.statista.com/statistics/372900/number-of-chinese-students-that-study-in-the-us/
https://www.washingtonpost.com/opinions/global-opinions/waking-up-to-chinas-infiltration-of-american-colleges/2018/02/18/99d3bee8-13f7-11e8-9570-29c9830535e5_story.html
https://www.washingtonpost.com/opinions/global-opinions/waking-up-to-chinas-infiltration-of-american-colleges/2018/02/18/99d3bee8-13f7-11e8-9570-29c9830535e5_story.html
https://www.washingtonpost.com/opinions/global-opinions/waking-up-to-chinas-infiltration-of-american-colleges/2018/02/18/99d3bee8-13f7-11e8-9570-29c9830535e5_story.html
https://www.washingtonpost.com/opinions/global-opinions/waking-up-to-chinas-infiltration-of-american-colleges/2018/02/18/99d3bee8-13f7-11e8-9570-29c9830535e5_story.html


About Hudson Institute
Hudson Institute is a research organization promoting American leadership and global engagement for a 
secure, free, and prosperous future.

Founded in 1961 by strategist Herman Kahn, Hudson Institute challenges conventional thinking and 
helps manage strategic transitions to the future through interdisciplinary studies in defense, international 
relations, economics, health care, technology, culture, and law.

Hudson seeks to guide public policy makers and global leaders in government and business through a 
vigorous program of publications, conferences, policy briefings and recommendations.

Visit www.hudson.org for more information.

Hudson Institute 
1201 Pennsylvania Avenue, N.W. 
Fourth Floor 
Washington, D.C. 20004

+1.202.974.2400
info@hudson.org
www.hudson.org

About the Author
John Lee
Senior Fellow, Hudson Institute

John Lee is a senior fellow at Hudson Institute. He is also a non-resident senior fellow at the United States 
Studies Centre in Sydney, Australia and adjunct professor at the University  
of Sydney.

From 2016 to 2018, he was senior national security adviser to Australian foreign minister Julie Bishop. In this role, he 
served as the principal adviser on Asia and on economic, strategic, and political affairs in the Indo-Pacific region.

Lee was also appointed the foreign minister’s lead adviser on the 2017 Foreign Policy White Paper, the first comprehensive foreign 
affairs blueprint for Australia since 2003, written to guide Canberra’s external engagement for the next ten years and beyond.

His articles have been published in leading policy and academic journals in the United States, Asia, and Australia. He is the author 
of Will China Fail?, published in 2007 and updated and reissued in 2009.

Lee’s opinions have been published in over fifty major newspapers and current affairs magazines around the world, including 
leading broadsheets in the United States, Asia, Europe, the Middle East, and Oceania.

He received his master’s degree and doctorate in international relations from the University of Oxford and his bachelor of laws and 
arts degrees (1st class, philosophy) from the University of New South Wales.

Lee is based in Sydney, Australia.

© 2020 Hudson Institute, Inc. All rights reserved.

http://www.hudson.org
mailto:info@hudson.org
http://www.hudson.org

