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Introduction
In July 2020, Chinese chairman Xi Jinping articulated a new 
“dual circulation” strategy to “unleash the full potential of 
[China’s] domestic demand,” build technological and other 
forms of “self-reliance” as quickly as possible, and position 
China to engage better and more resiliently with international 
markets on superior terms. This includes creating self-
sufficient cycles of production, distribution, and consumption 
for domestic economic development. 

Many China watchers and commentators immediately 
assumed this to be China’s belated response to the 
“decoupling” policies of the Trump administration. Beijing is 
resigned to the likelihood this American approach will continue 
under a second-term Trump administration or a first-term Joe 
Biden White House, albeit with some modifications.

In reality, the Chinese Communist Party (CCP) has long aimed 
for economic distance and self-reliance in many areas. More 
recently but before the Trump administration, Beijing had 
sought to delimit its economic exposure and dependency on 
the US and craft strategies to advance a Sinocentric economic 
order that excludes the US in important regards and limits US 
involvement in others. 

Getting the sequence of economic policies pursued by 
both sides right is important. It is a necessary correction to 
the widespread perception that decoupling began with the 
US, while a previously passive and unaware China is simply 
responding with defensive measures to protect itself against 
the US economic offensive. In many respects, China is well 
ahead of the US in conceiving and implementing measures to 
move away from the US and surpass it in economic terms. 

Indeed, US-China economic competition over the next 
decade will be characterized by growing efforts by each 
country to decouple or economically distance itself from the 
other. But that competition, far from being a one-sided affair 

initiated by Washington, will be defined by which side can 
better economically distance on terms favorable to itself at 
the expense of the other. In other words, a central feature of 
competition will be ever-greater economic distancing between 
the two countries. The question in the post COVID-19 world is, 
on whose terms will that largely occur?

China’s Insecure Economic Mindset
The CCP long rejected the US expectation that it would 
gradually commit to political and economic reforms as China 
grew richer and became more integrated with the US and global 
economies. There is little evidence that authoritarian China 
was genuinely willing to emerge as a responsible stakeholder 
under US leadership, and the shock and disappointment 
amongst many US policy elites was more a result of misplaced 
expectation than a sudden Chinese shift in direction. 

This is the contemporary context within which China’s 
economic policies toward the US and in the region should 
be understood. By the end of the first decade of this century, 
despite three decades of double-digit economic growth, 
China’s economy remained far less resilient than was widely 
assumed, and Beijing still needed Western markets and 
consumers to fuel its export-driven growth. (Net exports 
remained the primary driver of GDP growth up to the 2007 
global financial crisis.) To sustain constant improvements and 
the rise of its export-oriented and domestic manufacturing 
capabilities, the country was predominantly dependent on 
foreign (especially US) technology, innovation, expertise, and 
commercial know-how.

Refusing to subject its currency to the whims and fluctuations 
of international markets, Beijing persisted with a “managed 
renminbi currency” that was largely pegged to the US dollar 
at a level determined by the People’s Bank of China. Even 
in recent times, China has had few options but to park the 
bulk of its foreign exchange reserves—largely acquired by 
accumulating enormous trade surpluses with the US—in US 
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dollar–denominated assets, given the size of its reserves and 
the need to hold US dollar assets in maintaining the peg. This 
means that in return for RMB stability and partial immunity 
from the whims of international currency markets, Beijing is 
more vulnerable to movements in US monetary policy.

For China, greater economic cooperation and integration was 
a means rather than an end, a tactical measure rather than 
a desired strategic outcome. Beijing had not previously used 
the term “economic decoupling,” common in the US, and has 
seized upon Washington’s use of the term as an indication 
of the US’s bad faith and disruptiveness. But it was always 
likely that as China became more powerful, it would seek to 
renegotiate or reframe the terms of its economic engagement 
with the US. In the name of national resilience, and increasingly 
as a “competitive strategy” vis-à-vis the US, Beijing was 
effectively cobbling together its own version of economic 
decoupling or distancing long before Donald Trump entered 
the White House. 

China’s Approach to Economic Competition
The Belt and Road Initiative (BRI) is not generally viewed 
as part of a Chinese decoupling grand strategy. There are 
understandable economic benefits for China in advancing 
the BRI, not least in creating projects and external markets 
for its large and lumbering capital-intensive infrastructure 
and construction firms. But consider what else it is designed 
to achieve.

One thing is to build a regional Sinocentric infrastructure, 
platforms, and institutions to facilitate trade, investment, and 
other beneficial economic exchanges between China and 
countries along the BRI. All six main economic corridors are 
designed to connect these pathways to China so that the 
latter emerges as the central hub. 

If this sounds innocent, we need to see what the Sinocentric 
model looks like in practice. The immediate goal might have 

been to create external capital investment opportunities for 
Chinese firms, but the greater and grander purpose is to 
ensure that roads, rail, ports, cables, digital networks, and 
infrastructure begin and end in Chinese provinces—and 
operate on terms favorable to Chinese interests. 

Bear in mind that using state resources to build the vast 
Sinocentric economic system within which Chinese firms 
and entities dominate means that they are in a position of 
insurmountable strength to negotiate the conditions for any 
deal—with an American firm or other entity. Disputes and 
disagreements will not be resolved by pre-existing laws and 
rules, but through negotiations where Chinese political and 
economic leverage is brought to bear, or according to BRI 
rules and processes drafted by Beijing. 

Additionally, with a greatly reduced US commercial presence 
in East Asia and Eurasia, the capacity for American firms 
and authorities to set and/or revise commercial and quality 
standards in all sectors is greatly diminished. These can be 
simple standards, such as the size of rail gauges, or complex 
standards, such as the interoperability of technologies like 
5G networks. Once such standards are set, it is expensive—
usually prohibitively so—for firms and economies to operate 
in a different economic ecosystem. When BRI economies are 
combined with Sinocentric infrastructure, institutions, logistical 
networks, and the like, they become captive to China. At the 
same time, outsiders such as the United States are in a much 
weaker position to enter what Beijing hopes will be the most 
important economic zone in the world, stretching from East 
Asia to South Asia, from Central Asia to Western Europe, and 
from the Middle East to Africa. 

Further complementary plans, such as Made in China 2025 
(MIC 2025), show how China sees economic competition 
on its own terms. This plan envisages Chinese control over, 
and dominance of, entire manufacturing processes, supply 
chains, and associated services supporting the dozen 
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advanced sectors identified. Beijing violates World Trade 
Organization rules by specifying targets for core components 
and materials of 40 percent domestic content this year and 
70 percent by 2025. 

The explicit objective is not simply to ensure China becomes 
an advanced and innovative economy, but to enable it to 
control the global supply chains, innovation, and know-how 
required to ensure Chinese firms dominate these sectors in 
global markets. In looking to decouple, lock out, or else bind 
the hands of America and other major economies from being 
able to compete successfully, Beijing is hoping the economic 
contest will be over barely before Americans realise it has 
barely begun. 

This is the context within which we should understand Xi’s dual 
circulation strategy, which is largely a reiteration or extension of 
the MIC 2025 approach of decreasing reliance on technology 
imports through self-sufficiency. Similarly, the Shanghai Stock 
Exchange Science and Technology Innovation Board (the 
“Shanghai STAR Market”), initiated in 2019, is meant to be the 
Chinese equivalent of the tech-heavy NASDAQ. It is intended 
to offer capital-raising opportunities for firms that are essential 
to advancing objectives like MIC 2025 and the Digital Silk 
Road. The latter refers to the technological and data-related 
sectors within the BRI. 

In short, the Trump White House deserves credit for being 
the first US administration to decisively seek to reframe the 
economic relationship on fair and more favorable terms. But 
the point remains that China has a head start in both strategic 
planning and execution.

America’s Opportunity to Play  
Economic Defense and Offense
The Trump administration has framed many of China’s 
economic policies as unfair, predatory, non-reciprocal, 
and damaging to the proper functioning of economic 

globalization. Those accusations are credible. But it would 
have been helpful for the administration to point out that 
China’s plans for economic distancing from the US preceded 
the Trump administration. This would have appropriately 
cast more blame on Beijing as the provocateur and better 
explained the economic contest that will occur over the next 
decade and beyond. 

If the Trump administration focused more on explaining the 
actual sequence of economic history, this would also drive 
home to subsequent administrations that the US is being 
forced to consider proactive policies—to lower reliance on 
China and advance key economic and industrial capacities 
and countermeasures to prevent China from realizing 
its economic objectives at US expense. Contemporary 
approaches must be as much about denial of illegitimate 
Chinese objectives as it is about seizing the initiative and 
setting the terms of future economic engagement.

In many respects, defense and offense will entail a similar suite 
of policies and responses. For example, the most intense 
competition will be in sectors and technologies where the 
greatest future economic and strategic value will reside, such as 
those laid out in the MIC 2025 blueprint. We are currently seeing 
the competition played out in 5G technology and platforms. 

What will that competition look like? Both the United States 
and China need the following conditions to succeed:

• investment at scale

• access to large and advanced markets

• an effective system to drive innovation and competition

• channels to develop and/or acquire technology and 
know-how

China’s state-led approach excels at throwing capital toward 
strategic investments, but the United States is well placed to 
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achieve and advance the next three conditions and restrict 
China’s future capacity in those areas. Indeed, the United 
States still holds the advantage in leverage for the second, 
third, and fourth conditions.1 This will involve policies for 
industry, trade and investment, exports, finance, capital raising, 
education, and research collaboration to secure a competitive 
US advantage and deny an advantage to China in these high-
value and high-tech areas.

It is also clear that increasingly, the United States and China 
will believe that economic “resilience” and “strength” are 
achieved by lowering reliance on the other in “critical” and 
“strategic” sectors, with that denomination to cover an  
ever growing number of sectors over time. For the United  
States, this will include disentangling supply and value  
chains and diversifying away from China (not necessarily  
back to the US, but to friendly and reliable economies).  
For China, it will increasingly mean being able to  
integrate and control whole supply chains in these critical  
and strategic sectors (within China or within a Sinocentric  
economic order).

While the United States will seek only to create an economic 
ecosystem or international zone within which countries 
conduct their economic affairs according to agreed and 
impartial rules and principles, Beijing has already indicated 
that it seeks to build a vast Sinocentric order filled with 
submissive “strategic support states” to underpin the 
hierarchical Chinese order. This means that the United States 
is necessarily engaged in a broader multilateral contest and 
not only a bilateral one. 

The US will have less capacity to compete in landlocked 
economic zones like Central Asia and parts of continental 
Southeast Asia, but it is well placed to work with economic 
partners to prevent the emergence of a Sinocentric economic 
order in maritime Southeast and South Asia, the South 
Pacific, and Europe. 

Part of the US approach will be to encourage these 
economies to:

• disentangle or else diversify their supply chains in critical 
and strategic sectors away from China—especially 
important for advanced economies on China’s periphery, 
such as Taiwan and South Korea;

• agree on common industry rules, standards, and export 
controls for high-value and high-tech sectors;

• link common market access to adherence to legal, 
regulatory, and human rights rules and standards;

• seek sources of external (non-Chinese) financing that does 
not impose oppressive debt burdens and does not involve 
unreasonable restraints on a country’s sovereignty or 
domestic decision-making;

• work with the US to reform or build institutions that can 
better resist illegitimate and/or predatory Chinese economic 
practices, and even punish China for them.

For most economic interactions, the purpose will be to prevent 
these economies from becoming too dependent on the Chinese 
economy in terms of supply chains, markets, or finance. With 
high-value and high-tech sectors, or sectors of critical or 
strategic value, the purpose is to prevent these economies 
from becoming entrapped in the Chinese ecosystem. Working 
with the United States to enhance a common tech and value 
ecosystem would be the optimal outcome. 

China has put enormous efforts into capturing or influencing 
regional and global economic institutions that set rules, norms, or 
standards or issue assessments. The United States, which has 
been slow to pick up on this development, will increasingly work 
with partners to prevent or minimize Chinese influence over these 
entities and reassert American leadership over many of them. 

Finally, liberal democratic nations are gradually coming 
to the important realization that when confronted with 
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a formidable authoritarian challenge, they have more 
in common than they do disagreements. Formal and 
informal groupings such as the Group of Seven (G7), the 
D-10 (the G7 plus India, South Korea, and Australia), 
and the Quad (the US, Japan, India, and Australia) will 

become increasingly useful platforms to align and agree on 
economic approaches. 

This ought to remind Washington that none of these entities 
can be effectively “activated” without the US leading the way.

Endnotes
1 John Lee, Decoupling the US Economy from China after COVID-19, Hudson Institute, May 2020, https://s3.amazonaws.com/media.hudson.

org/Lee_Decoupling%20the%20US%20Economy%20from%20China%20after%20COVID-19%20v2.pdf.

https://s3.amazonaws.com/media.hudson.org/Lee_Decoupling%20the%20US%20Economy%20from%20China%20after%20COVID-19%20v2.pdf
https://s3.amazonaws.com/media.hudson.org/Lee_Decoupling%20the%20US%20Economy%20from%20China%20after%20COVID-19%20v2.pdf
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