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            "The rivalry between the United States and China is not merely a competition between two nations, but a contest between two visions of how the world should be organized. It is fought not just with tariffs and aircraft carriers, but with semiconductors and rare earth elements, with algorithms and biotechnology, with supply chains and standards. The outcome will determine not only which country leads, but what leadership itself means in an interconnected yet fragmenting world."
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Dr. Naim Tahir Baig



As I write these opening words in late 2025, the world stands at an inflection point that will define the trajectory of the twenty-first century. The United States and China, the world's two largest economies and nuclear powers, are locked in a competition whose intensity and scope exceed anything witnessed since the Cold War—and in many ways, surpass it in complexity and consequence.

This book emerges from over three decades of my work analyzing international relations, strategic competition, and the shifting dynamics of global power. Having authored more than 100 books on international relations, strategic studies, and geopolitics, I have dedicated my career to understanding how great powers interact, compete, and occasionally collide. Yet even with this background, the pace and scale of U.S.-China rivalry developments in 2024-2025 have been extraordinary.

The Urgency of This Moment

In April 2025, during what President Donald Trump called "Liberation Day," the United States imposed what analysts described as the highest tariff rates in over a century—with duties on Chinese goods eventually reaching 145 percent while China retaliated with 125 percent tariffs on American products. This escalation triggered the 2025 stock market crash and sent shockwaves through global supply chains that are still reverberating today.

But tariffs tell only part of the story. In January 2025, the Chinese AI company DeepSeek unveiled a reasoning model that matched capabilities of America's most advanced systems—yet claimed to have achieved this with dramatically fewer computational resources. This development demonstrated that export controls and technological restrictions, while significant, have paradoxically accelerated Chinese innovation through constraint rather than containment. Stanford University's 2025 AI Index confirmed this trend, finding that the performance gap between top U.S. and Chinese AI models narrowed from double digits in 2023 to near parity by 2024, with Chinese models achieving within 0.3 percent on key benchmarks.

Meanwhile, the Taiwan Strait has become increasingly volatile. In April 2025, China launched large-scale military exercises around Taiwan, with Defense Secretary Pete Hegseth warning at the Shangri-La Dialogue that a Chinese attack "could be imminent." The International Crisis Group reported that Taiwan detected 290 Chinese military aircraft near the island in October alone, with at least 199 crossing the unofficial median line. As I write in December 2025, Taiwan's intelligence chief has warned that another major Chinese military drill could occur before year's end.

Perhaps most strategically consequential, China expanded export controls on rare earth elements in October 2025, asserting jurisdiction over 12 of the 17 rare earth metals—materials essential for everything from F-35 fighter jets to smartphones. The International Energy Agency confirmed that China controls over 90 percent of global rare earth processing capacity and 94 percent of permanent magnet manufacturing. For the first time, Beijing applied extraterritorial provisions requiring licenses for products made anywhere in the world if they contain Chinese-sourced rare earths or use Chinese technologies—a direct mirror of America's long-used Foreign Direct Product Rule.

Why I Wrote This Book

Throughout my career studying international relations from both Western and non-Western perspectives, I have observed that most analyses of great power competition suffer from two critical flaws: they are either too narrowly focused on a single dimension of rivalry (trade, or technology, or military affairs), or they adopt such a partisan perspective that they fail to understand the legitimate security concerns and strategic logic of both sides.

This book attempts to transcend both limitations. I examine the U.S.-China rivalry across seven interconnected dimensions: trade and industrial policy, semiconductor and AI competition, critical minerals, Taiwan and Indo-Pacific flashpoints, emerging biotechnology competition, cyber operations and information warfare, and potential future scenarios. More importantly, I strive to present the strategic calculus of both Washington and Beijing with analytical rigor rather than ideological bias.

My background as a scholar who has published extensively on both American politics (including works on the Trump and Biden presidencies) and Asian geopolitics provides what I hope is a balanced vantage point. Having written textbooks on international relations from a Pakistani perspective—that of a middle power navigating between great powers—I understand viscerally that most nations do not have the luxury of picking sides but must instead manage the consequences of U.S.-China competition.

What Makes This Analysis Different

First, timeliness: This book incorporates developments through late November 2025, including the October critical minerals negotiations, the November rare earth export suspension agreement between Presidents Trump and Xi, and ongoing assessments of China's November 2025 ban on foreign AI chips in state-funded data centers. The U.S.-China relationship has evolved so rapidly in 2025 that analyses become outdated within months; this work captures the current state of play.

Second, comprehensiveness: Rather than focusing solely on trade or technology, I examine how competition across multiple domains creates systemic risks. The linkages matter: semiconductor export controls drive Chinese innovation in alternative computing architectures; rare earth restrictions threaten defense supply chains; Taiwan's role as producer of 90 percent of advanced chips makes the island simultaneously more valuable and more vulnerable; and the coming biotech competition of 2026-2030 may prove even more consequential than today's AI race.

Third, predictive framework: Drawing on game theory, strategic studies, and careful analysis of current trajectories, I project where this competition heads next. The Harvard Belfer Center for Science and International Affairs assessed that among five critical technology sectors, "China has the most immediate opportunity to overtake the United States in biotechnology." The U.S. National Security Commission on Emerging Biotechnology warned in April 2025 that "there will be a ChatGPT moment for biotechnology, and if China gets there first, no matter how fast we run, we will never catch up," recommending that the U.S. government spend at least $15 billion over five years to support domestic biotech. Understanding why requires examining not just current capabilities but investment trends, regulatory frameworks, and the fundamental economics of biomanufacturing.

Fourth, global perspective: This is not just a bilateral competition. European allies face impossible choices about semiconductor equipment sales and market access. The Global South watches as cheap Chinese goods threaten their industrialization while dependence on Chinese infrastructure locks in long-term relationships. India, Vietnam, Mexico, and others navigate between benefiting from supply chain shifts and managing Chinese economic coercion. The outcome affects everyone.

A Note on Sources and Methodology

This book draws on multiple categories of sources: official government documents (including U.S. Congressional Research Service reports, White House fact sheets, and Chinese Ministry of Commerce announcements), international organization assessments (from the International Energy Agency, World Economic Forum, and others), think tank analyses (Peterson Institute for International Economics, Center for Strategic and International Studies, Stanford HAI), academic research, and reputable news reporting.

Where controversies exist—and they are many—I present competing interpretations rather than asserting a single truth. On questions where reasonable analysts disagree about China's capabilities or America's leverage, I acknowledge this uncertainty explicitly. The U.S.-China relationship is too important for certainty to masquerade as analysis.

Structure and Approach

The book unfolds in eight parts. Part I establishes the architecture of conflict—how we arrived at this moment and what both sides want. Part II examines the silicon battlefield of semiconductors and AI. Part III analyzes the emerging resource wars over critical minerals. Part IV addresses overcapacity and trade imbalances. Part V surveys Indo-Pacific flashpoints from Taiwan to the South China Sea. Part VI projects the coming biotech competition. Part VII examines cyber operations and information warfare. Part VIII presents four scenarios for how this competition might evolve and offers policy recommendations for both sides.

Each chapter blends rigorous analysis with accessible prose. I have worked to make this book valuable for three distinct audiences: policymakers and strategic analysts seeking comprehensive understanding; business leaders and investors navigating U.S.-China risks; and general readers wanting to grasp the defining geopolitical competition of their lifetime. Technical concepts are explained without condescension; policy debates are presented without jargon; stakes are made clear without hyperbole.

Personal Reflections

As someone who has studied great power politics for three decades, I find this moment both familiar and unprecedented. The patterns echo past rivalries—technological competition recalls the space race, economic friction mirrors trade disputes of the 1980s, military tensions evoke Cold War crises. Yet the depth of economic interdependence, the speed of technological change, and the global nature of supply chains create dynamics without historical parallel.

I am neither optimistic nor pessimistic about where this competition leads. Both outcomes are possible: managed competition that prevents catastrophe while allowing space for coexistence, or escalation into confrontation that devastates both powers and destabilizes the world. The difference will depend on decisions made in Washington, Beijing, and capitals around the world over the coming years.

What I am certain of is this: understanding matters. Miscalculation stems from misunderstanding—of adversaries' intentions, of technological trajectories, of economic dependencies, of allies' constraints, of one's own vulnerabilities. This book aims to reduce misunderstanding by clearly analyzing what both sides seek, what capabilities they possess, what constraints they face, and what choices confront them.

Acknowledgments

This work builds on my previous analyses of American politics, Asian geopolitics, and strategic competition, including my recent books on Trump's presidency, Pakistan's evolving foreign policy in a multipolar world, and the intersection of technology and international relations. I am grateful to the countless scholars, analysts, journalists, and policymakers whose work informs this analysis.

I owe particular thanks to the research institutions whose open-source data and analysis made this comprehensive assessment possible: the Congressional Research Service, Peterson Institute for International Economics, Center for Strategic and International Studies, Stanford Institute for Human-Centered Artificial Intelligence, International Energy Agency, and many others. Their commitment to rigorous, non-partisan analysis serves the global public good.

A Final Word

As you read this book, I encourage you to resist two temptations: the temptation toward fatalism, as if great power war is inevitable, and the temptation toward complacency, as if current tensions will somehow resolve themselves without sustained diplomatic engagement and clear strategic thinking.

The U.S.-China rivalry will likely define global politics for the next quarter-century at minimum. How it unfolds—whether it remains competitive but manageable, descends into Cold War-style confrontation, or escalates into hot conflict—depends on human choices, not historical inevitability. Understanding the full scope of the competition is the essential first step toward managing it wisely.

The stakes could not be higher. The time to understand them is now.

Dr. Naim Tahir Baig

Political Analyst, Geopolitical Strategist & International Relations Scholar

Author of 100+ internationally published books

December 2025
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Part I

The Architecture of Conflict
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Chapter 1

From Trade Dispute to Tech Cold War
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Setting the Stage for 21st Century Great Power Competition



On April 9, 2025, the world witnessed what financial historians will likely remember as one of the most dramatic escalations of economic warfare between great powers in the modern era. After days of tit-for-tat retaliation, the United States had raised its tariffs on Chinese goods to an astonishing 145 percent, while Beijing responded with levies of 125 percent on American products.¹ The Chinese Ministry of Finance, in a statement dripping with historical contempt, declared that even if the United States continued to impose higher tariffs, "it will no longer make economic sense and will become a joke in the history of world economy."² The escalation had begun just weeks earlier when President Donald Trump, returning to the White House for his second term, declared April 2, 2025—which he christened "Liberation Day"—as the moment America would reclaim its economic sovereignty from decades of what he characterized as exploitation by trading partners.³

This was not merely another chapter in the long saga of trade disputes that have punctuated the U.S.-China relationship since China's entry into the global trading system. The tariffs of April 2025 represented something fundamentally different: the culmination of a quarter-century transformation in how the world's two largest economies view each other. What had begun as manageable friction over intellectual property rights, market access, and currency valuation had metastasized into an existential contest for technological supremacy, military advantage, and ultimately, global leadership in the twenty-first century.

The numbers alone capture the magnitude of the transformation. When the dust settled after the initial Liberation Day escalation and before diplomatic efforts produced temporary relief, the average effective tariff rate on Chinese goods entering the United States had soared from approximately 2.2 percent in January 2025 to unprecedented levels, the highest since the Smoot-Hawley Tariff Act of 1930—legislation widely credited with deepening the Great Depression.⁴ Within two days of the April 2 announcement, the S&P 500 had shed over $6.6 trillion in market value, the largest two-day loss in history.⁵ The Nasdaq Composite plunged into bear market territory, and the CBOE Volatility Index—Wall Street's "fear gauge"—spiked to levels not seen since the onset of the COVID-19 pandemic.⁶

Yet to understand why this moment arrived, and why the competition between the United States and China has become so comprehensive and so bitter, one must trace the arc of a relationship that evolved from hopeful engagement to strategic rivalry over the span of a single generation.



The WTO Moment: A Fateful Bargain

On December 11, 2001, the People's Republic of China officially became the 143rd member of the World Trade Organization, concluding fifteen years of negotiations that had begun when Beijing first applied to join the WTO's predecessor, the General Agreement on Tariffs and Trade, in 1986.⁷ The moment represented far more than a technical adjustment to trading arrangements. It embodied a fundamental bet by Western policymakers—and particularly by American administrations of both parties—that economic integration would ultimately transform China's political system.

President Bill Clinton, who had championed China's accession, articulated the strategic rationale in starkly optimistic terms. Upon the House of Representatives' passage of permanent normal trade relations legislation on May 24, 2000, Clinton declared: "Today, the House of Representatives has taken an historic step toward continued prosperity in America, reform in China, and peace in the world."⁸ The theory was elegant in its simplicity: as China's economy modernized and its middle class expanded, political liberalization would inevitably follow. Trade would foster transparency, accountability, and ultimately democratic governance. The internet, foreign investment, and exposure to global norms would empower Chinese reformers and moderate the Communist Party's authoritarian tendencies.

The terms of China's WTO accession reflected this hopeful calculus. China agreed to significantly harsher conditions than most other developing economies had accepted. Beijing committed to implementing the Agreement on Trade-Related Aspects of Intellectual Property Rights upon accession, eliminating dual pricing practices, removing mandatory export performance and technology transfer requirements for foreign investors, and phasing out restrictions on foreign investment across numerous sectors.⁹ WTO Director-General Mike Moore declared at the conclusion of accession negotiations that with China's membership, "the near-universal acceptance of its rules-based system will serve a pivotal rôle in underpinning global economic cooperation."¹⁰ Foreign companies would gain unprecedented access to a market of over a billion consumers, while Chinese exports would benefit from reduced tariffs worldwide.

The economic consequences were immediate and spectacular. U.S. imports from China nearly doubled within five years, climbing from $102 billion in 2001 to soaring heights that would reach $538.5 billion by 2018.¹¹ China's economy grew to become the second largest in the world, and by some measures of purchasing power parity, the largest. Hundreds of millions of Chinese citizens were lifted out of poverty. Global supply chains reconfigured around China's manufacturing prowess, with the country becoming, in the parlance of business consultants, "the world's factory."

Yet the political transformation that Clinton and his contemporaries had predicted failed to materialize. Instead, the Chinese Communist Party adapted to economic openness while reinforcing its grip on political power. The promise that China would become a "responsible stakeholder" in the international system—the phrase preferred by the George W. Bush administration—proved elusive.¹² Rather than converging toward Western norms, China developed what critics termed "state capitalism"—a model that combined market mechanisms with extensive government control, massive industrial subsidies, and strategic deployment of state-owned enterprises in ways that confounded the WTO's assumptions about market behavior.



The Seeds of Friction: Bush and Obama Eras

Even before the Trump presidency brought trade conflict to the center of American politics, the strains in the U.S.-China economic relationship had become impossible to ignore. The administrations of George W. Bush and Barack Obama imposed quotas and tariffs on Chinese textiles to protect domestic producers, accusing China of dumping products at below-market prices.¹³ Currency manipulation emerged as a persistent irritant, with congressional critics accusing Beijing of maintaining an artificially undervalued yuan to boost exports at the expense of American manufacturing.

The Obama administration pursued what it characterized as a robust trade enforcement agenda. The United States filed numerous WTO challenges against China—more than against any other country—and prevailed in every case that was decided.¹⁴ Washington challenged China's export restraints on rare earth elements, its subsidies for aluminum production, and its discriminatory treatment of American automobiles. The Commerce Department conducted investigations that found dumping margins as high as 620 percent on certain steel products from China.¹⁵

In March 2012, the United States challenged China's export restrictions on rare earths, tungsten, and molybdenum—materials essential for hybrid car batteries, wind turbines, energy-efficient lighting, and advanced electronics. China at the time produced approximately 97 percent of global rare earth oxide output, and American officials argued that Beijing was using this dominance to subsidize domestic manufacturers at the expense of foreign competitors.¹⁶ The WTO ultimately ruled in Washington's favor, finding China's practices inconsistent with its treaty obligations.

Yet these victories, however meaningful in their specific contexts, failed to address what American policymakers increasingly viewed as systemic problems with China's economic model. The bilateral trade deficit continued to expand, rising from approximately $83 billion in 2001 to $367 billion by 2015.¹⁷ American manufacturing employment declined precipitously—what economists would later term the "China shock"—with the Economic Policy Institute estimating that the trade deficit with China cost more than 2.7 million American jobs between 2001 and 2011.¹⁸

More troubling still were allegations that went beyond traditional trade disputes. American companies operating in China complained of systematic technology theft, forced joint venture requirements that compelled the transfer of proprietary knowledge, and cyber espionage targeting industrial secrets. In August 2017, the Office of the United States Trade Representative initiated an investigation under Section 301 of the Trade Act of 1974—the same legal authority that would later undergird the tariff escalations of both Trump administrations.

The resulting Section 301 report, issued in March 2018, presented a damning assessment of Chinese practices. It found that China used joint venture requirements, foreign investment restrictions, and administrative processes to "require or pressure technology transfer from U.S. companies."¹⁹ China was accused of depriving American companies of the ability to negotiate market-based terms for licensing and technology-related agreements. The investigation concluded that China "directed and unfairly facilitated the systematic investment in, and acquisition of, U.S. companies and assets to generate large-scale technology transfer."²⁰ And it documented cyber intrusions by Chinese actors targeting American computer networks to obtain proprietary information.

This was the landscape that Donald Trump inherited—and dramatically transformed—when he entered the White House in January 2017.



Trump 1.0: The Trade War Begins

Donald Trump had been preaching the gospel of tariffs since the 1980s, long before he entered politics. Throughout his 2016 presidential campaign, he hammered relentlessly at what he characterized as disastrous trade deals that had enriched China at America's expense.²¹ Where previous presidents had treated free trade as an article of faith, Trump viewed tariffs as leverage—weapons to be deployed in the pursuit of better deals.

On March 22, 2018, Trump signed a memorandum directing the USTR to apply tariffs of $50 billion on Chinese goods, citing the Section 301 investigation's findings on intellectual property theft.²² The president announced the action in terms that left no room for ambiguity about his intentions. The following day, on Twitter, Trump asserted: "When a country (USA) is losing many billions of dollars on trade with virtually every country it does business with, trade wars are good, and easy to win."²³

The reality proved considerably messier. China retaliated immediately, imposing 25 percent tariffs on 106 American products, including automobiles, airplanes, and soybeans—the latter a calculated strike at Trump's political base in farm country.²⁴ The Trump administration escalated in response, and by September 2018, Washington had imposed 10 percent tariffs on an additional $200 billion worth of Chinese goods.²⁵ Those rates increased to 25 percent the following year. By the time the first phase of the trade war concluded, the United States had placed tariffs on approximately $550 billion worth of Chinese products, while China had retaliated against roughly $185 billion worth of American goods.²⁶

The economic impact was substantial. A study by economists at the University of Chicago and the Federal Reserve found that washing machine prices rose approximately 12 percent following the imposition of global tariffs in 2018, with the price of dryers—a complementary good not subject to tariffs—increasing by an equivalent amount.²⁷ Agricultural exports to China plummeted—soybean shipments declined sharply—forcing the administration to provide tens of billions of dollars in subsidies to affected farmers.²⁸ The federal deficit widened as tariff revenue fell short of projections and agricultural bailouts consumed additional resources.

Yet the trade war produced few of the structural changes that the administration claimed to seek. On January 15, 2020, Trump signed what was billed as a breakthrough "Phase One" agreement with Chinese Vice Premier Liu He. Under the deal, China committed to purchasing an additional $200 billion worth of American goods and services over 2020 and 2021, above a 2017 baseline.²⁹ Beijing also pledged reforms to intellectual property protection, technology transfer practices, and currency management. In exchange, the United States agreed to reduce tariffs on $120 billion worth of Chinese goods from 15 percent to 7.5 percent and to indefinitely suspend threatened tariffs on additional products.³⁰

The Phase One agreement, however, proved largely illusory. By the end of the commitment period, China had purchased only approximately 58 percent of the goods it had promised to buy.³¹ The COVID-19 pandemic disrupted supply chains and trade flows, but even accounting for extraordinary circumstances, the purchasing targets had been widely viewed as unrealistic from the outset. More significantly, the Phase One deal punted entirely on the most contentious issues identified in the Section 301 investigation—state subsidies, industrial policy, and the fundamental structure of China's state-capitalist system. A "Phase Two" agreement that was supposed to address these core concerns never materialized.



Biden's Continuity and Escalation

When Joseph R. Biden Jr. assumed the presidency on January 20, 2021, many observers expected a reset in U.S.-China trade relations. Biden had criticized Trump's approach as impulsive and counterproductive, and his administration emphasized working with allies rather than engaging in unilateral confrontation. Yet the new president surprised both supporters and critics by maintaining—and in critical respects expanding—the economic pressure campaign against Beijing.

The Trump-era Section 301 tariffs remained in place. The effective rate of U.S. tariffs on Chinese goods stood at approximately 20 percent when Biden took office, and this level persisted throughout his term.³² The Biden administration concluded that whatever the economic costs of the tariffs, removing them would signal weakness and surrender leverage in addressing China's trade practices.

More significantly, the Biden administration dramatically expanded technology export controls—transforming what had been a trade dispute centered on goods into something closer to a comprehensive effort to constrain China's technological development. In October 2022, the Commerce Department issued sweeping new restrictions on the sale of advanced semiconductors and semiconductor manufacturing equipment to China.³³ The regulations targeted chips used in artificial intelligence applications and supercomputers, as well as the sophisticated equipment—particularly extreme ultraviolet lithography machines produced by the Dutch company ASML—necessary to manufacture cutting-edge processors.

These controls went far beyond traditional trade policy. Administration officials acknowledged that the goal was not merely to ensure a level playing field or to protect specific American industries, but to maintain what National Security Advisor Jake Sullivan called "as large of a lead as possible" over China in certain strategic technologies.³⁴ The export controls applied not only to American companies but, through the Foreign Direct Product Rule, to foreign firms using American technology or equipment anywhere in their supply chains. Japan and the Netherlands—home to key suppliers in the semiconductor ecosystem—were pressed to adopt parallel restrictions.

The Biden administration also restricted American investment in certain Chinese technology sectors, issuing an executive order in August 2023 that prohibited or required notification of investments in advanced semiconductors, quantum computing, and artificial intelligence systems deemed to pose national security risks.³⁵ The Treasury Department, implementing the new rules, explicitly acknowledged that the restrictions aimed to prevent the transfer not merely of capital but of "intangible benefits" such as managerial expertise and network access.³⁶

In May 2024, President Biden announced significant new tariff increases targeting strategic sectors. The tariff rate on Chinese electric vehicles quadrupled, from 25 percent to 100 percent. Tariffs on solar cells doubled to 50 percent, while levies on electric vehicle batteries, critical minerals, steel, and aluminum rose to 25 percent.³⁷ The White House characterized these measures as necessary to counter "China's policy-driven overcapacity" in clean energy sectors—a tacit acknowledgment that Chinese industrial policy had succeeded in building globally competitive industries that now threatened American producers.

By the end of the Biden administration, U.S.-China economic relations had been fundamentally transformed. The relationship that had developed since China's WTO accession—characterized by deep integration, complex supply chains, and the assumption of mutual benefit—had given way to a new paradigm of "de-risking" and selective decoupling. The question was no longer whether the United States and China would compete, but how intense and comprehensive that competition would become.



Liberation Day: The Second Trump Administration

Donald Trump's return to the White House in January 2025 brought a dramatically accelerated approach to the China challenge. Where his first administration had experimented with tariffs as negotiating leverage, the second Trump term treated economic separation as a strategic imperative—and moved with startling speed to implement it.

Within days of his inauguration, Trump signed Executive Order 14195, declaring a national emergency related to drug trafficking from China and imposing a 10 percent tariff on all Chinese imports.³⁸ The administration framed the measure as pressure to compel Beijing to curtail the flow of fentanyl precursors into the United States, but the tariff's broad scope—applying to essentially all Chinese goods regardless of any connection to drug trafficking—signaled a more fundamental shift in policy orientation. On March 4, Trump raised the fentanyl-related tariff to 20 percent.³⁹

The Liberation Day announcement on April 2, 2025, represented an order-of-magnitude escalation. In a Rose Garden ceremony that the president had carefully staged to maximize dramatic impact, Trump signed Executive Order 14257, declaring the nation's trade deficit to be a national emergency threatening national security.⁴⁰ He invoked the International Emergency Economic Powers Act—legislation typically reserved for responding to foreign threats such as terrorism or hostile state actors—to impose sweeping tariffs without the procedural requirements of traditional trade law.

The executive order established a 10 percent baseline tariff on imports from nearly all countries, effective April 5. More significantly, it announced "reciprocal tariffs" on approximately sixty countries, with rates calibrated, the administration claimed, to match the barriers those countries imposed on American exports.⁴¹ China received the highest rate: 34 percent on top of the existing 20 percent fentanyl tariff, for a combined rate of 54 percent effective April 9.

The Center for Strategic and International Studies characterized the Liberation Day tariffs as "the most sweeping tariff hike since the Smoot-Hawley Tariff Act"—an assessment that underscored both the magnitude of the policy change and the historical parallels that alarmed economists.⁴² The Trump administration's own modeling projected the tariffs would reduce U.S. GDP by approximately 1 percent and increase prices by 9.5 percent while nominal wages rose by only 8.6 percent—meaning real wages would fall.⁴³

The immediate market reaction was catastrophic. In the two trading days following the Liberation Day announcement, the S&P 500 lost over $6.6 trillion in market value—the largest two-day decline in history.⁴⁴ The Dow Jones Industrial Average shed more than 4,000 points. The Nasdaq Composite entered bear market territory, falling more than 20 percent from its December 2024 high.⁴⁵ The CBOE Volatility Index spiked to 45.31, its highest close since the 2020 market crash at the onset of the COVID-19 pandemic.⁴⁶ JPMorgan analysts warned that if Trump maintained the announced tariffs, both the U.S. and global economies would likely fall into recession.⁴⁷

China's response was immediate and fierce. Beijing imposed a matching 34 percent retaliatory tariff on all American goods, effective April 4.⁴⁸ Trump escalated further, raising the U.S. rate to 84 percent, then to 125 percent—which, combined with the existing fentanyl tariff, brought the total to 145 percent.⁴⁹ China responded by raising its tariffs to 125 percent, at which point the Finance Ministry issued a statement declaring that it would "ignore" any further U.S. increases.⁵⁰ At these levels, effective trade between the world's two largest economies had essentially ceased.

The crisis forced a partial retreat. On April 9, Trump announced a 90-day pause on the country-specific "reciprocal tariffs" for all nations except China, bringing the baseline back to 10 percent for most trading partners.⁵¹ The S&P 500 surged 9.5 percent on the announcement—its largest single-day gain since 1940—as markets interpreted the pause as evidence that the administration might be susceptible to pressure.⁵² Yet tariffs on China remained at stratospheric levels, and the underlying confrontation continued to escalate.

Relief came only through intensive diplomacy. On May 10-11, 2025, Treasury Secretary Scott Bessent and Trade Representative Jamieson Greer met with Chinese Vice Premier He Lifeng in Geneva for the first direct negotiations since the crisis began.⁵³ The talks, held at the residence of the Swiss ambassador to the United Nations, produced what both sides characterized as "substantial progress."⁵⁴ On May 12, the two countries announced a temporary truce: the United States would reduce tariffs on Chinese goods to 30 percent (maintaining the 10 percent baseline plus the 20 percent fentanyl levy), while China would lower its rates to 10 percent for a period of 90 days.⁵⁵

The Geneva framework was subsequently extended in Stockholm in late July and again following a summit between Trump and Chinese President Xi Jinping in South Korea on October 30, 2025.⁵⁶ By November, the immediate crisis had abated—tariffs remained elevated but manageable, and both sides had stepped back from the brink. Yet the fundamental trajectory of the relationship had been clarified. The era of U.S.-China economic integration was definitively over. In its place stood a new paradigm of managed competition, strategic decoupling in critical sectors, and perpetual negotiation over the terms of coexistence.



Beyond Economics: A Clash of Systems

The tariff escalations of 2025 were dramatic, but they were symptoms rather than causes of the transformation in U.S.-China relations. The underlying reality is that the economic competition between Washington and Beijing has become inseparable from a broader strategic rivalry that encompasses technology, military power, and competing visions of international order.

Treasury Secretary Scott Bessent articulated one version of the American position in a formulation that would prove influential: the distinction between "strategic decoupling" and "generalized decoupling."⁵⁷ The United States, in this framing, does not seek to sever all economic ties with China—such an outcome would be enormously costly and probably impossible to achieve. Instead, Washington aims to decouple in areas deemed critical to national security: advanced semiconductors, artificial intelligence, quantum computing, and the technologies that will determine military advantage in the decades ahead. In other sectors—consumer goods, basic manufacturing, agricultural products—trade can continue, albeit under greater scrutiny and with reduced dependence.

China, for its part, has articulated its own doctrine of technological self-reliance. President Xi Jinping has repeatedly called for "high-level scientific and technological self-reliance" as a national priority, and the concept of making Chinese industry "indigenous and controllable" (自主可控) has become a central tenet of economic planning.⁵⁸ The Made in China 2025 initiative, launched in 2015, established explicit targets for reducing dependence on foreign technology across ten strategic sectors, from aerospace and robotics to biotechnology and new materials.⁵⁹ Though Chinese officials have largely stopped publicly invoking the Made in China 2025 slogan—its explicit targets for displacing foreign competitors proved diplomatically awkward—the underlying strategy has only intensified.

The competition has achieved notable successes on both sides. American export controls have constrained China's access to the most advanced semiconductor manufacturing equipment, slowing Beijing's efforts to achieve self-sufficiency in cutting-edge chips. Yet China has made remarkable progress in other areas: it dominates global production of solar panels, leads in electric vehicle manufacturing, and has achieved technological parity—and in some cases superiority—in areas ranging from high-speed rail to battery technology.⁶⁰ The DeepSeek AI model, revealed in January 2025, demonstrated that Chinese researchers could achieve competitive performance with American systems despite operating under severe hardware constraints—a "wake-up call," in the words of numerous American commentators, about the limits of technology denial as a strategy.⁶¹

The implications extend far beyond trade balances and tariff rates. Control over critical technologies—semiconductors, artificial intelligence, biotechnology, quantum computing—will determine which nations can manufacture advanced weapons systems, conduct sophisticated intelligence operations, and compete effectively across every dimension of twenty-first-century power. Taiwan's dominant position in advanced semiconductor manufacturing—the island is home to facilities that produce more than 90 percent of the world's most sophisticated chips—has transformed an already dangerous flashpoint into what The Economist memorably termed "the most dangerous place on earth."⁶²

The U.S.-China technology competition has also reshaped alliances and alignments throughout the international system. The AUKUS partnership, under which the United States and United Kingdom will help Australia acquire nuclear-powered submarines, represents one dimension of response.⁶³ The Quadrilateral Security Dialogue—linking the United States, Japan, India, and Australia—has evolved from a loose consultative mechanism into something approaching a strategic alignment.⁶⁴ Japan has undertaken its most significant defense transformation since World War II.⁶⁵ And across Southeast Asia, the Middle East, and Africa, nations are navigating the uncomfortable reality of a world increasingly divided between competing poles.



The Stakes of the Competition

This book argues that the U.S.-China rivalry has evolved from a bilateral trade dispute into a comprehensive struggle for technological, economic, and geopolitical dominance that will define the twenty-first century. The tariff battles, while economically consequential, are merely one front in a multi-dimensional competition that spans semiconductors, artificial intelligence, critical minerals, biotechnology, and the full spectrum of emerging technologies that will shape both economic prosperity and military power.

The competition carries risks that neither side has fully confronted. A world divided into rival technological ecosystems—a "digital iron curtain," in one formulation—would impose enormous costs on both economies and potentially on global growth more broadly.⁶⁶ The danger of miscalculation or escalation, particularly around Taiwan, has increased as both sides have hardened their positions. And the developing world, caught between competing great powers, faces difficult choices about technology standards, supply chain partnerships, and political alignment.

Yet the competition also reflects genuine disagreements about fundamental questions of governance, values, and international order. The United States and its allies view China's state-directed economic model as incompatible with the principles of free markets and fair competition that underpin the global trading system. China views American efforts to constrain its technological development as an attempt to preserve Western dominance and deny China its rightful place among the world's leading powers. These are not misunderstandings that better communication can resolve; they are substantive conflicts of interest and vision.

The chapters that follow examine the architecture of this competition across its multiple dimensions: the semiconductor battlefield, where control of advanced chips has become synonymous with strategic advantage; the critical minerals race, where China's dominance over rare earth processing gives Beijing leverage over industries from electric vehicles to advanced weapons systems; the emerging biotech frontier, which may prove even more consequential than the AI competition that has captured recent attention; and the military flashpoints—Taiwan, the South China Sea, and beyond—where economic competition could escalate into armed conflict.

The outcome of this competition is not predetermined. American advantages in innovation, alliance networks, and accumulated technological leadership remain substantial. Chinese vulnerabilities—demographic decline, debt accumulation, the inefficiencies of state direction—are real constraints on Beijing's ambitions. Much will depend on policy choices made in Washington, Beijing, and capitals around the world in the years ahead.

What is clear is that the era of U.S.-China economic integration—the quarter-century experiment in using trade to transform China and enrich both nations—has ended. In its place stands a new reality of strategic competition, managed decoupling, and ongoing negotiation over the rules of engagement. The tariffs of Liberation Day marked not a beginning but a culmination: the moment when both sides acknowledged that the relationship of the past could not be the relationship of the future.

The competition that defines our century has begun.
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Chapter 2

The Strategic Logic of Decoupling
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Understanding What Both Sides Want—and Fear



The May 2025 Geneva talks between the United States and China produced a joint statement that temporarily arrested the most dangerous escalation in bilateral economic relations since the establishment of diplomatic ties. Standing before reporters in the Swiss lakeside city, Treasury Secretary Scott Bessent articulated a distinction that would come to define the evolving economic relationship between the world's two largest economies. The United States, he explained, did not seek a "generalized decoupling" from China—the wholesale severing of commercial ties that would disrupt global supply chains and impose staggering costs on both nations. What Washington pursued instead was a "decoupling for strategic necessities," focused on critical sectors essential to national security: semiconductors, pharmaceuticals, steel, and other industries where dependence on a strategic competitor posed unacceptable risks.¹

This distinction between generalized and strategic decoupling represents far more than diplomatic nuance. It encapsulates the central tension animating both countries' economic policies: the recognition that complete economic separation would prove catastrophic for both sides, even as each government accelerates efforts to reduce dependencies in sectors deemed vital to national survival. Understanding this tension—what each side genuinely wants and what each profoundly fears—is essential to grasping the strategic logic driving the most consequential economic realignment of the twenty-first century.



I. The American Calculus: From Engagement to Strategic Competition

The trajectory of American policy toward China has undergone a fundamental transformation over the past decade, evolving from confident engagement to wary competition and, under the second Trump administration, to explicit strategic decoupling. This evolution reflects not merely partisan shifts but a bipartisan reassessment of assumptions that had guided American China policy since the Nixon opening of 1972.

The engagement paradigm rested on the premise that economic interdependence would gradually transform China's political system and integrate Beijing into a rules-based international order. American policymakers anticipated that trade would create a Chinese middle class whose demands for political participation would ultimately liberalize the Communist Party's grip on power. This assumption informed decisions to support China's accession to the World Trade Organization in 2001 and to maintain normal trade relations despite persistent concerns about human rights, intellectual property theft, and market access barriers.

By the mid-2010s, this consensus had collapsed. China's economic rise had not produced political liberalization but rather enabled the Chinese Communist Party to consolidate control while pursuing increasingly assertive foreign policies. The Made in China 2025 industrial policy, announced in May 2015 by the State Council, crystallized American anxieties by explicitly targeting ten strategic sectors—including next-generation information technology, robotics, aerospace equipment, maritime engineering equipment, advanced rail transit, energy-saving vehicles, electrical equipment, agricultural machinery, new materials, and biopharmaceuticals—where Beijing intended to achieve self-sufficiency and global dominance.² American businesses and policymakers recognized that China was not merely seeking comparative advantage through market competition but was deploying state resources to displace foreign firms from sectors essential to both economic prosperity and military capability.

The COVID-19 pandemic transformed these strategic concerns into an immediate national security crisis. When the virus spread globally in early 2020, the United States discovered the full extent of its dependence on Chinese manufacturing for critical medical supplies. China produced the majority of the world's personal protective equipment and controlled essential components of global pharmaceutical supply chains, including significant shares of active pharmaceutical ingredients.³ Beijing's decision in February 2020 to nationalize control over the production and distribution of medical supplies—directing all production for domestic use—left American hospitals scrambling for basic protective equipment.⁴ The crisis revealed, in Secretary Bessent's formulation, that "efficient supply chains were not resilient supply chains."⁵

This realization has driven American policy toward what Bessent has termed "de-risking" rather than complete decoupling. The strategy focuses on rebuilding domestic capacity in sectors where dependence on China creates national security vulnerabilities while maintaining commercial relations in areas deemed less strategically sensitive. Bessent has identified five to seven strategic industries targeted for reshoring, including shipbuilding, steel, critical medicines, and semiconductors.⁶ The goal is not to end trade with China but to ensure that American national security can never again be held hostage to supply chain disruptions originating in a strategic competitor.

The Liberation Day tariffs announced by President Trump on April 2, 2025, represented the most dramatic assertion of this strategic decoupling agenda. Declaring a national emergency over persistent trade deficits, Trump signed Executive Order 14257, invoking the International Emergency Economic Powers Act to impose a universal ten percent tariff on imports from nearly all countries, with substantially higher rates targeting China specifically.⁷ When Beijing retaliated with matching duties, the subsequent escalation drove combined tariff rates to 145 percent on Chinese goods entering the United States and 125 percent on American exports to China—levels that effectively constituted a bilateral trade embargo.⁸

Yet even at the height of this confrontation, American policymakers stopped short of advocating complete separation. The May 2025 Geneva agreement, which reduced reciprocal tariff rates by 115 percentage points for an initial ninety-day period, reflected Washington's acknowledgment that total decoupling would impose costs the American economy could not easily absorb.⁹ The bilateral trade relationship, which saw the United States import nearly $440 billion in goods from China in 2024 and run a $295.4 billion trade deficit, had created interdependencies that no amount of tariffs could sever overnight.¹⁰ Strategic decoupling thus emerged as the pragmatic middle ground between the failed engagement paradigm and the economically ruinous alternative of complete separation.



II. Beijing's Doctrine of Self-Reliance: Indigenous and Controllable Technology

If American policy has evolved from engagement to strategic competition, Chinese policy has traveled an even more dramatic arc—from reform and opening to what President Xi Jinping has termed "high-level scientific and technological self-reliance and self-improvement."¹¹ This transformation reflects Beijing's growing conviction that China's security and prosperity can no longer depend on access to foreign technology that may be denied at Washington's discretion.

The intellectual foundations of China's current technology policy trace to the 2006 National Medium- and Long-Term Plan for the Development of Science and Technology, which first articulated the concept of "indigenous innovation" (自主创新) as a national priority.¹² This fifteen-year plan called for reducing dependence on foreign technology while building domestic capacity in strategic sectors. The plan identified core technologies where China needed to achieve mastery, established goals for research and development spending, and created the framework for subsequent industrial policies.¹³

Yet the 2006 plan, while ambitious, still assumed that China would pursue technological advancement within a relatively open global system. The subsequent decade revealed the limits of this assumption. American export controls on high-technology goods, restrictions on Chinese acquisitions of American firms, and scrutiny of academic collaborations demonstrated that Western governments viewed China's technological rise as a threat to be contained rather than a development to be accommodated. The Trump administration's first-term technology war against Huawei, which denied the Chinese telecommunications giant access to American semiconductors and software, crystallized Beijing's recognition that technological dependence constituted an existential vulnerability.

Xi Jinping's response has been to elevate technological self-reliance from an economic aspiration to a matter of national survival. In his address to the Twentieth Party Congress in October 2022, Xi declared that China must "accelerate efforts to build our self-reliance and strength in science and technology," positioning innovation as the foundation of national rejuvenation.¹⁴ The speech emphasized science and technology more frequently than previous congress addresses, with the newly added science-technology-innovation section signaling that technological capability had become the Chinese Communist Party's central preoccupation.¹⁵

This emphasis on self-reliance found institutional expression in the concept of "indigenous and controllable" (自主可控) technology—systems and components produced domestically and therefore immune to foreign disruption. Chinese standards have increasingly required that critical infrastructure rely on "secure and controllable" products, creating regulatory pressure for domestic alternatives to foreign technology. While the precise meaning of these requirements has been subject to debate, their intent is clear: to ensure that no American export restriction or sanction can cripple Chinese industry or military capability.

The Made in China 2025 industrial policy represented Beijing's most comprehensive effort to achieve this vision. As the State Council document declared, "Manufacturing is the mainstay of the national economy, the basis on which the nation is established, an instrument of rejuvenation, and the foundation of a world power."¹⁶ The plan targeted ten strategic sectors for development, with specific goals for domestic content, market share, and technological capability. By 2020, China aimed to have forty percent of core components sourced domestically; by 2025, that figure would rise to seventy percent.¹⁷ Government guidance funds channeled state resources to priority industries, while regulations encouraged or required foreign firms seeking market access to transfer technology to Chinese partners.

American pressure has not diminished these ambitions but accelerated them. The Fourteenth Five-Year Plan, adopted in 2021, made scientific and technological self-reliance the "strategic underpinning of national development," with the Fifth Plenum's Proposals declaring a hardened determination to pursue self-reliance in the face of "great-power competition."¹⁸ The plan allocated increased annual spending for research and development and identified frontier technologies—artificial intelligence, quantum computing, semiconductors, biotechnology—where China would concentrate resources to achieve breakthroughs.¹⁹ Chinese leaders had concluded that technological independence was no longer merely desirable but essential, given the demonstrated willingness of the United States to weaponize technology access.



III. The Dual Circulation Strategy: China's Response to Containment

Beijing's response to American pressure has crystallized in the "dual circulation" development strategy, first articulated by Xi Jinping in May 2020 and subsequently incorporated into the Fourteenth Five-Year Plan.²⁰ This framework represents China's most sophisticated effort to balance continued engagement with the global economy against the imperative of reducing external vulnerabilities.

The dual circulation concept envisions two interconnected economic loops: an "internal circulation" centered on domestic production, distribution, and consumption, and an "external circulation" involving international trade and investment. Unlike previous development strategies that prioritized export-led growth, dual circulation positions the domestic market as the primary engine of economic expansion while maintaining international engagement as a complement rather than a foundation.²¹

The intellectual predecessor of dual circulation was the export-oriented strategy of the Deng Xiaoping era, which channeled China's comparative advantage in low-cost manufacturing into spectacular growth. This approach produced remarkable results: China became the world's factory, its exports surged, and hundreds of millions of Chinese citizens escaped poverty. Yet it also created dependencies that the COVID-19 pandemic and American technology restrictions exposed as strategically untenable.

The dual circulation strategy seeks to mitigate these vulnerabilities through several mechanisms. First, it aims to stimulate domestic consumption to reduce reliance on export markets, leveraging China's population of 1.4 billion consumers, including over 400 million with middle-class incomes.²² Second, it prioritizes technological upgrading to enable Chinese firms to produce components and systems currently sourced abroad. Third, it seeks to embed foreign companies more deeply in Chinese supply chains, making it costly for them to relocate production and creating mutual dependencies that limit Washington's ability to impose economic pain without suffering equivalent retaliation.

Xi Jinping articulated this last element with remarkable candor in an October 2020 speech to the Central Financial and Economic Affairs Commission, stating that China must "tighten international production chains' dependence on China, forming powerful countermeasures and deterrent capabilities against foreigners artificially cutting off supplies."²³ The strategy thus has both defensive and offensive dimensions: reducing China's exposure to foreign pressure while increasing foreign economies' exposure to Chinese retaliation.

The dual circulation framework also incorporates the Belt and Road Initiative as a mechanism for developing alternative markets and supply chains. Chinese investment in infrastructure across Asia, Africa, and Latin America creates commercial relationships that can partially compensate for reduced access to Western markets while securing supplies of energy, minerals, and agricultural products.²⁴ If American allies align with Washington's technology restrictions, Beijing calculates that it can develop alternative partnerships with countries less willing or able to participate in containment efforts.

Critics have questioned whether dual circulation represents a genuine strategic shift or merely rhetorical repackaging of long-standing objectives. Previous five-year plans also emphasized boosting domestic consumption and reducing external dependencies, with limited success.²⁵ China's household consumption as a share of GDP remains far below developed-economy norms, and the structural reforms needed to transfer wealth from investment to consumers have proven politically difficult. Yet even skeptics acknowledge that the external environment has changed dramatically, creating pressures for adaptation that did not exist during the engagement era.



IV. The Impossibility of Complete Decoupling

Despite the dramatic escalation of tariffs, export controls, and nationalist rhetoric, neither Washington nor Beijing truly seeks complete economic separation. The economic interdependencies accumulated over four decades of engagement cannot be unwound without imposing costs that both governments recognize as prohibitive. This reality creates the space for strategic maneuvering even as competition intensifies.

The scale of bilateral trade illustrates the challenge. China remains one of America's largest trading partners, with the United States importing nearly $440 billion in goods from China in 2024.²⁶ American consumers benefit from Chinese manufactured goods that would cost significantly more if sourced elsewhere or produced domestically. American corporations derive substantial revenues from Chinese markets and Chinese production. Agricultural exporters, particularly in politically significant states, depend on Chinese demand for soybeans, pork, and other commodities.

For China, the dependencies are equally significant. Despite years of effort to develop indigenous semiconductor capabilities, Chinese firms remain reliant on American chip technology, design software, and manufacturing equipment. Sophisticated integrated circuits essential for artificial intelligence, telecommunications, and defense applications cannot yet be produced domestically at scale. American restrictions on Huawei and other Chinese technology firms have demonstrated that this dependence creates genuine vulnerabilities, but eliminating it will require years of investment and may never fully succeed.

These mutual dependencies create what economists describe as mutual vulnerability rather than unilateral dependence. American restrictions on semiconductor technology impose significant costs on Chinese industry, but Chinese restrictions on rare earth exports would similarly disrupt American defense and technology sectors. Neither side possesses escalation dominance—the ability to impose costs on the adversary without suffering comparable retaliation.

Recognition of these realities has tempered both governments' rhetoric and actions. The May 2025 Geneva agreement, which dramatically reduced tariff rates from their April peaks, reflected mutual acknowledgment that the trajectory of escalation had become economically irrational. Secretary Bessent stated explicitly that "neither side wants a generalized decoupling" and characterized the prohibitive tariff levels as creating an untenable situation that neither country favored.²⁷ Subsequent negotiations extended the tariff truce, demonstrating both governments' recognition that returning to prohibitive tariff levels would impose unacceptable economic costs.²⁸

Yet the impossibility of complete decoupling does not preclude significant separation in strategic sectors. The concept of a "small yard, high fence"—limiting restrictions to genuinely sensitive technologies while maintaining broader commercial relations—represents the intellectual framework for American export controls.²⁹ Similarly, Beijing's dual circulation strategy explicitly maintains international engagement while building domestic alternatives in critical areas. Both governments have concluded that the goal is not zero trade but managed competition, with each side seeking to maximize its advantages while limiting its vulnerabilities.



V. The May 2025 Negotiations: Geneva Talks and Their Aftermath

The May 2025 Geneva negotiations represented the first serious diplomatic effort to arrest the escalation that had brought bilateral tariffs to prohibitive levels. Understanding what the talks achieved—and what they left unresolved—illuminates the parameters within which the U.S.-China economic relationship will operate for the foreseeable future.

The immediate context was the tariff spiral triggered by President Trump's Liberation Day announcement on April 2, 2025. The initial 34 percent reciprocal tariff on Chinese goods, stacked on top of existing fentanyl-related duties, provoked Chinese retaliation with matching rates on American exports.³⁰ On April 8, the Trump administration raised the tariff rate on Chinese goods to 84 percent in response to China's retaliation; the following day, China announced an 84 percent tariff on all American goods.³¹ By April 11, American tariffs had reached 145 percent and Chinese tariffs 125 percent—rates that effectively halted normal commercial exchange.³²

The Geneva talks, conducted over a weekend by Treasury Secretary Bessent, Trade Representative Jamieson Greer, and Chinese Vice Premier He Lifeng, produced a joint statement establishing a framework for de-escalation.³³ Both sides agreed to reduce reciprocal tariff rates by 115 percentage points for an initial ninety-day period, bringing effective rates to 30 percent on Chinese goods entering the United States (including the 20 percent fentanyl tariff) and 10 percent on American exports to China.³⁴ China also committed to suspending non-tariff countermeasures imposed since April 2.³⁵

The agreement established ongoing negotiating mechanisms, with He Lifeng and the American trade team designated as representatives for continued discussions.³⁶ Both parties recognized "the importance of a sustainable, long-term, and mutually beneficial economic and trade relationship" and committed to working on non-tariff barriers during the pause period.³⁷ Global markets responded positively, with equity indices surging on expectations of reduced trade friction.

Yet the Geneva framework left fundamental issues unresolved. The agreement addressed reciprocal tariffs but maintained sector-specific duties on steel, aluminum, and automobiles that predated the April escalation.³⁸ Technology export controls, investment restrictions, and other dimensions of strategic decoupling remained entirely outside the trade negotiating framework. Most importantly, the underlying sources of conflict—China's industrial policies, American concerns about technology transfer and intellectual property, Taiwan, and broader geopolitical competition—received no substantive attention.

The ninety-day pause proved insufficient for comprehensive resolution. As Secretary Bessent indicated, both sides would continue to meet in subsequent weeks to work toward a broader agreement.³⁹ The negotiations revealed the contours of what might be termed "managed competition"—an economic relationship characterized by elevated but not prohibitive trade barriers, continued commercial exchange in non-sensitive sectors, and ongoing strategic decoupling in areas deemed vital to national security. Neither side achieved its maximal objectives: the United States did not fundamentally alter Chinese industrial policy, and China did not secure the elimination of strategic restrictions on technology access. Yet both avoided the worst-case scenario of complete economic rupture.



VI. Structural Asymmetries and Mutual Vulnerabilities

The strategic logic of decoupling is shaped by fundamental asymmetries in how the United States and China engage with the global economy—asymmetries that create both opportunities and constraints for policymakers on both sides.

The United States benefits from the dollar's status as the world's primary reserve currency, which enables it to finance persistent trade deficits and provides leverage through the global financial system. American sanctions authorities can effectively exclude targeted entities from dollar-denominated transactions, a capability that has proved devastating to firms like Huawei that depend on international supply chains. The United States also retains significant advantages in upstream technology—the design tools, manufacturing equipment, and intellectual property that underpin advanced industries—even as China has built formidable capabilities in downstream production.

China's advantages are equally significant. Its manufacturing capacity across a vast range of products creates dependencies that cannot be quickly replicated elsewhere. Its control over processing of critical minerals—including rare earth elements essential for electronics, renewable energy, and defense applications—provides leverage that Beijing has demonstrated willingness to employ.⁴⁰ China's domestic market, the largest in the world for many product categories, represents an opportunity that most multinational corporations cannot afford to abandon.

These asymmetries create what economists describe as mutual vulnerability rather than unilateral dependence. American restrictions on semiconductor technology impose significant costs on Chinese industry, but Chinese restrictions on rare earth exports would similarly disrupt American defense and technology sectors. Neither side possesses escalation dominance—the ability to impose costs on the adversary without suffering comparable retaliation.

This mutual vulnerability has important implications for the trajectory of decoupling. It suggests that neither side has strong incentives to pursue maximalist strategies that would trigger total economic rupture. The tariff escalation of April 2025 demonstrated that both governments retain the capacity for dramatic action, but also that both recognize limits beyond which escalation becomes self-defeating. The subsequent negotiations reflect this recognition: neither side wanted to be locked into an embargo-level confrontation indefinitely.

Yet mutual vulnerability does not preclude persistent pressure and gradual separation. Both governments are pursuing strategies to reduce their exposure to economic coercion while maintaining leverage over the other side. American industrial policy, embodied in legislation like the CHIPS and Science Act, aims to rebuild domestic semiconductor manufacturing while restricting Chinese access to advanced chipmaking technology.⁴¹ Chinese investment in domestic alternatives and diversification of supply chains seeks comparable objectives from Beijing's perspective.

The result is likely to be a prolonged process of selective decoupling, concentrated in strategic sectors while maintaining commercial relations in areas deemed less sensitive. This process will proceed unevenly, accelerating during crises and slowing when economic costs become politically salient. Neither complete integration nor complete separation represents a stable equilibrium; the relationship will instead occupy an uncomfortable middle ground where competition and commerce coexist in perpetual tension.



VII. Implications for the Global Order

The strategic logic of U.S.-China decoupling extends far beyond the bilateral relationship, reshaping the global economic order that has prevailed since the Cold War's end. Third countries, multinational corporations, and international institutions must navigate an environment where the world's two largest economies are simultaneously essential trading partners and strategic rivals.

For American allies in Europe and Asia, the challenge is acute. Many countries maintain substantial commercial relationships with China while depending on the United States for security guarantees. American pressure to restrict technology exports, screen investments, and limit Chinese participation in critical infrastructure forces difficult choices between economic interests and alliance obligations. The European Union's concept of "de-risking"—reducing dependencies without comprehensive decoupling—represents one attempt to thread this needle, though its practical implementation remains contested.⁴²

Developing countries face different but equally consequential dilemmas. China's Belt and Road Initiative offers infrastructure investment that many countries desperately need, but accepting Chinese financing creates dependencies that may constrain future policy choices. American efforts to provide alternatives have produced initiatives like the Build Back Better World partnership, but these have struggled to match Chinese scale and speed. For countries caught between great power competition, the optimal strategy may involve balancing relationships with both sides rather than aligning definitively with either.

Multinational corporations confront operational challenges that strategic decoupling creates. Supply chains optimized for efficiency must be reconfigured for resilience, with redundant sourcing and geographic diversification replacing just-in-time logistics.⁴³ Compliance with both American and Chinese regulatory requirements may prove impossible, forcing choices about which markets to prioritize. Some industries may effectively bifurcate into separate American and Chinese technology ecosystems, requiring firms to maintain parallel operations or exit one market entirely.

The international trading system faces existential questions. The World Trade Organization, designed for an era of liberalizing trade, possesses limited tools for managing strategic competition between its largest members. American invocation of national security exceptions to justify tariffs challenges the WTO's fundamental premise that trade restrictions require multilateral justification.⁴⁴ Chinese industrial policies that blend state support with market mechanisms strain dispute resolution mechanisms designed for more clearly defined market economies. Whether the rules-based trading order can survive the U.S.-China rivalry or will fragment into competing blocs remains an open question.



Conclusion: The Paradox of Partial Decoupling

The strategic logic of decoupling contains a fundamental paradox: both the United States and China seek to reduce their vulnerabilities to the other while maintaining economic relationships that neither can afford to sever entirely. This paradox ensures that decoupling will be neither complete nor stable but rather a continuing process of adjustment, negotiation, and competition.

For the United States, strategic decoupling represents an effort to preserve the benefits of global economic integration while eliminating dependencies that foreign adversaries could exploit. The goal is resilient supply chains in critical sectors, robust domestic industrial capacity, and alliance structures that can coordinate responses to economic coercion. Success would mean that American prosperity no longer requires accepting vulnerabilities that compromise national security.

For China, self-reliance represents an effort to ensure that the nation's development cannot be derailed by foreign pressure. The goal is indigenous capability in core technologies, diversified export markets and supply sources, and sufficient leverage to deter economic attacks. Success would mean that Beijing can pursue its national interests without fear that Washington will choke off access to essential technologies or markets.

Neither side will fully achieve these objectives. Complete American self-sufficiency in semiconductor manufacturing, pharmaceutical production, and rare earth processing would require decades of investment and may prove technologically or economically impractical. Complete Chinese independence from Western technology would similarly demand breakthroughs that cannot be guaranteed and timelines that extend far beyond current planning horizons. Both countries will remain embedded in global economic networks that create interdependencies resistant to political engineering.

The resulting equilibrium—if it can be called that—will feature elevated but manageable trade barriers, continuing commercial exchange alongside strategic competition, and periodic crises that test the limits of both sides' tolerance for economic pain. It will require constant management by policymakers who must simultaneously pursue advantage for their own countries and avoid escalation that would prove mutually destructive.

This is not the integrated global economy that optimists anticipated when China joined the World Trade Organization in 2001, nor is it the complete bifurcation into hostile blocs that pessimists have warned might follow. It is something unprecedented: two deeply intertwined economies pursuing partial separation while neither can afford to complete the divorce. Navigating this terrain will demand strategic sophistication from policymakers, adaptability from businesses, and patience from publics who may prefer cleaner outcomes than geopolitics typically permits.
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Chapter 3

The New Containment
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Export Controls as 21st Century Statecraft



On October 7, 2022, the United States Bureau of Industry and Security published a regulatory notice that would reshape the global semiconductor industry. With little fanfare—released on a Friday afternoon in the Federal Register's pre-publication reading room—the Biden administration announced the most comprehensive technology export restrictions since the Cold War.¹ The rules targeted China's ability to access advanced computing chips, develop supercomputers, and manufacture cutting-edge semiconductors. As Gregory Allen of the Center for Strategic and International Studies observed, these measures represented "a new U.S. policy of actively strangling large segments of the Chinese technology industry—strangling with an intent to kill."²

The timing was deliberate. China had made clear its ambitions to achieve semiconductor self-sufficiency and artificial intelligence supremacy by 2030. The ruling Chinese Communist Party's "Made in China 2025" blueprint explicitly identified advanced semiconductors as a strategic priority. Washington's response—restricting not merely specific products but entire categories of technology, manufacturing equipment, and even the participation of American citizens in Chinese chip facilities—signaled a new era of technological containment.

Yet this was not the first time the United States had weaponized export controls against a strategic rival. Understanding the current conflict requires examining its historical antecedents: the Cold War technology denial regime that sought to maintain Western advantages over the Soviet bloc for nearly half a century.

CoCOM and the Architecture of Cold War Technology Denial

The Coordinating Committee for Multilateral Export Controls—known by its acronym CoCom—emerged in 1949 as the economic counterpart to NATO's military alliance.³ Established in the immediate aftermath of the Soviet Union's first successful atomic bomb test, CoCom represented a coordinated Western effort to deny strategic technologies to the Communist bloc. The United States, Belgium, France, Italy, Luxembourg, the Netherlands, and the United Kingdom formed the original membership, later joined by additional NATO allies and Japan.⁴

The rationale was straightforward. In 1949, Congress enacted the Export Control Act, establishing comprehensive peacetime export controls for the first time.⁵ The legislation established three justifications for controlling exports: protecting the domestic economy from scarcity, furthering foreign policy objectives, and maintaining vigilance over exports significant to national security.

CoCom operated through informal consensus among its members, maintaining extensive control lists covering arms, nuclear materials, and dual-use technologies. Unlike formal treaties, CoCom depended on voluntary cooperation, with each member nation implementing controls through domestic legislation. The organization maintained three principal lists: the International Munitions List covering military items, the Atomic Energy List addressing nuclear materials and technology, and the Industrial List encompassing dual-use technologies with both civilian and military applications.⁶ Headquartered in Paris, the organization operated through regular meetings where member states reviewed proposed exports and maintained updated lists of controlled technologies.

The operational mechanics reflected Cold War realities. Member nations agreed to deny export licenses for controlled items destined for Communist bloc countries unless the entire committee approved the transfer. In practice, this consensus requirement gave the United States—as the dominant Western power and primary source of advanced technology—effective veto authority over allies' proposed exports. The arrangement functioned less as a formal legal regime than as an ongoing consultation mechanism, with decisions implemented through each nation's domestic export control laws.
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