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Brad Setser’s (1 bitps://www. g"ﬂrg/ﬁcpen‘/bmd—w—setser) writings on the international economy are must reading
Jfor policy makers, academics, and students of economic policy making. His iconoclastic views on China, trade and
Jforeign currency have been influential with the Obama and Biden administrations. During the Obama
administration, Setser was deputy assistant secretary for international economic analysis when the Treasury was
pressing China to revalue its currency and shift away from a reliance on exports. In the Biden administration, he
was a counselor to U.S. Trade Representative Katherine Tai, who has worked on resolving disputes with allies

begun during the Trump administration, so the U.S. could try fo create what Biden called a “united front” fo

challenge China. He is now a senior fellow at the Council on Foreign Relations where he publishes the blog ‘Follow
the Money (https://www.cfr.org/blog/Setser).’ This interview is part of Rules of Engagement, a series by Bob
Dawis (https//twitter.com/bobdavis187 2ref src=rtwsrc9b5 Egoogle¥7 Ctweamp¥s Eserp7 Ctwgre5 Eauthor),
who covered the U.S.-China relationship at 'The Wall Street Journal starting in the 1990s. In these interviews,
Dawis asks current and former U.S. officials and policymakers what went right, what went wrong and what comes

next.
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Q: When did you start working on China as a research project?

A: It was roughly 2003 or 2004. I was working as a research assistant for Nouriel Roubini [Roubini is a
prominent international economist credited with forecasting in 2006 that the U.S. was headed toward a
financial crisis.] Nouriel and I went to China for a conference in 2005. China was a really enormous story
unfolding over those years. Chinese exports were booming. Chinese reserve growth was exceptional. Japan
had stopped intervening [in foreign exchange markets] so China was by far the biggest source of foreign
exchange reserve growth, and the biggest intervener in any market. There was a very real debate about
whether China’s peg to the dollar was at an appropriate level given all that was happening.

Back in 2008, Treasury Secretary Hank Paulson (https://abcnews.go.com/GMA/Books/book-excerpt-
brink-henry-paulson-jr/story?id=9713451) famously had to assure Vice Premier Wang Qishan
(https://www.thewirechina.com/2023/01/15/wang-qishan-the-last-of-the-reformers/) that China’s money

was safe in the U.S. during the financial crisis. The U.S. concern seemed to be that the Chinese would
pull their money out, although if they had pulled their money out, wouldn’t they have taken huge losses?

The concern was twofold. From 2005 to 2008, China was buying far more agency bonds — those issued by
government-sponsored entities such as Fannie Mae and Freddie Mac — than they were buying Treasury

bonds.
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Paulson had a very particular concern that China would shift from agencies to Treasuries, and that that
would create a lot of stress in the agency market. So, it was not that China was necessarily dumping all of
its U.S. assets. It was that China would move from agencies to safer assets, and in the process add to
financial stress. It was a very legitimate concern. [In 2008, the federal government took over the Federal
National Mortgage Association (Fannie Mae) and the Federal Home Loan Mortgage Corp. (Freddie Mac)
after both had become insolvent when the market for their bonds collapsed during the financial crisis.]

In fact, China did shift its portfolio over time from agency bonds to Treasuries. That shift was made
possible, without greater disruption, because the Fed had its first quantitative easing program, QE 1, which
was basically buying agencies. [ With quantitative easing, the Federal Reserve purchased massive amounts
of financial assets to try to stimulate the economy.] The Fed stepped in to maintain orderly markets. But at
the time, QE was not an accepted policy tool and there wasn’t the same level of comfort that if China sold

so much that it moved the market the Fed would step in.

When I started at the National Economic Council in the late spring of 2009 [during the Obama
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that it wanted a new kind of recovery — one built around investment and exports. It didn’t want a new
housing-driven bubble. To have a recovery built on exports, demand from the global market has to flow to
you not to China. [China repegged its currency during the crisis.]

So the idea was that the Chinese yuan was undervalued and needed to be revalued? [A stronger yuan
would make Chinese exports more expensive and less of a competitive threat to American exporters.]

At the time it was unambiguously true that the Chinese yuan was still undervalued.

How much of China’s amazing growth in the first decade of the 2000s was the result of it having an
undervalued currency for several years?

A significant part of China’s boom phase is tied to an undervalued currency. There are estimates that
suggest that by 2007 and 2008 the yuan was undervalued by 30 percent. That is the period when China was
getting several percentage points of growth out of net exports — and normally net exports contribute
nothing to growth.

That was a period when Chinese export growth was like 30 percent year-over-year consistently and global
trade was growing at 10 or 15 percent. So China’s trade was growing at two to three times the global rate.
That was because the yuan was flat against the dollar until 2006 and the dollar was dropping in value
[against other currencies.] In early 2007 and late 2006 , the yuan was weaker against a basket of its
currencies than it had been when China joined the WTO. During that period, China’s boom really did
come from exports.

The global financial crisis was a shock to that growth model for China. China pivoted to a model where
most of its growth came from domestic investment and loose credit/big infrastructure projects, and the

build-up of China’s housing stock. For the 10 years after the global financial crisis, exports were a much
more modest [contributor to Chinese growth].

Exports Contribution to GDP Growth
China's exports os o share of GDP.

/N

(T}
(S}

(&)
()

VAR

N
(@]

Exports as a Share of GDP (%)

]
(e
/

15

T T I T T T T T

| T I | T T I T | T | T
2000 2005 2010 2015 2020
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Should the Obama administration have done more to push China to revalue its currency?
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time when there was a surge in imports coming into the U.S. from China, and there was a special safeguard
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was a mistake not to use that safeguard.

But immediately after the global financial crisis, U.S. imports were coming down, so it was hard to argue
then that you needed a safeguard against Chinese imports. When conditions and imports started to pick
up, I personally believe we would have been better off had we used that safeguards provision — and tied
that to an argument around China’s currency policy.

(b) BILATERAL NEGOTIATIONS.-The Secretary of the
Treasury shall analyze on an annual basis the exchange rate
policies of foreign countries, in consultation with the
International Monetary Fund, and consider whether countries
manipulate the rate of exchange between their currency and the
United States dollar for purposes of preventing effective balance
of payments adjustments or gaining unfair competitive
advantage in international trade. If the Secretary considers that
such manipulation is occurring with respect to countries that (1)
have material global current account surpluses; and (2) have
significant bilateral trade surpluses with the United States, the
Secretary of the Treasury shall take action to initiate
negotiations with such foreign countries on an expedited basis,
in the International Monetary Fund or bilaterally, for the
purpose of ensuring that such countries regularly and promptly
adjust the rate of exchange between their currencies and the
United States dollar to permit effective balance of payments

adjustments and to eliminate the unfair advantage.
—T ™ e T T ——T— e

An excerpt from Section 3004 of the 1988 Act
(https://www.thewirechina.com/wp-
content/uploads/2023/07/authorizing-statute.pdf).

There’s a separate question about whether you would have called China a currency manipulator. The 1988
statute defined the crime of manipulation ambiguously, with lots of wiggle room, but it didn't actually
specify any remedy.

'The idea would have been to make a determination that China’s actions in the foreign exchange market
were impeding adjustments in the global balance of payments. That could have been called manipulation.
Then, as a result, we would initiate a set of special safeguard provisions dealing with surges in imports that

we believed were attributable to the undervalued currency.

During these ‘Rules of Engagement’ interviews, the issue of whether the U.S. should have used the
safeguard provision in China’s WT'O accession agreement has come up quite a bit. [Under the import
surge provision in the WTO agreement, which was in place until 2013, if industries could show that
Chinese imports were disrupting markets and threatening industries, the U.S. could impose
exceptionally high tariffs to block the imports.] Former U.S. Trade Representative, Charlene
Barshefsky (https://www.thewirechina.com/2022/05/08/charlene-barshefsky-on-why-engagement-with-
china-is-more-important-than-ever/), who negotiated the safeguard, definitely thinks they should have
been used and faults the Bush administration for not doing so. Bob Zoellick
(https://www.thewirechina.com/2022/08/05/robert-zoellick-on-accepting-china-as-it-is/), USTR during

the Bush administration. thought that would have been protectionist.
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I have a couple of reactions. Regarding the argument about seeming protectionist, at the time, there was
still a sense that it was a great achievement for the U.S. to get China into the WTO system. And you didn't
want to welcome China into the WTO system with a barrage of cases [alleging WTO violations]. There
was also the self-image of the policymakers that they were free traders, and they didn’t want to take
protectionist actions.

It’s difficult to find WTO cases where there is a specific Chinese action that violates WTO commitments
and is also significant enough that if you won the case it would matter [for the broader economic
relationship].

For a special safeguard, however, all that you needed was evidence of a surge and some impact on the U.S.
That’s a lower standard. If the U.S. government tried, it could have found cases where surges lead to a
material impact. If you want to send a signal, you have to take a few of those cases or you have to self-
initiate cases [meaning the U.S. would file the surge cases, not wait for companies to come forward].

Back in 2009, Secretary of State Hillary Clinton was in Australia. She said to Kevin Rudd
(https://www.theguardian.com/world/2010/dec/04/wikileaks-cables-hillary-clinton-beijing), who was

prime minister then and a China expert, ‘how do you deal toughly with your banker?’ meaning China.

What kind of vulnerability did the U.S. have?

Hillary Clinton meeting with Kevin Rudd, March 24, 2009. Credit: U.S.
Department of State via Flickr
(https://www.flickr.com/photos/statephotos /3382706667 /in/ photolist-
9E4RKq-9E1XVv-a66GiG-8BQsg5-8BMmKz-8BQshG-8RC1SY-8RC1Ab-

8SavDo-69Vflg-a66G7s-a63Qce-a63QgP-8RyTFe-8RyTu2-8RLDzD-
857q68-857pYp-857qaZ-85k1sg-69Zrrb-69ZrtA-69VFQK-8RyTh2-
8U17Wo-91Ujy4)

Secretary Clinton’s statement was a reflection of the Hank Paulson concern about how much China could
disrupt the U.S. market by selling agencies. I don't think China has actually ever developed a true capacity

to translate its holdings of Treasuries [into power over the U.S].

China very clearly realized around the time Secretary Clinton made that statement, that it wasn’t getting

any leverage over the U.S. by being the United States’ banker in the sense of buying U.S. government bonds.
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China certainly thought it got leverage when it was acting as a banker providing loans [to developing
nations] to build infrastructure. The U.S. ceded way too much space by not being willing to be a
development banker anymore. The World Bank stopped growing. It stopped financing a lot of
infrastructure. It just wasn't competitive with the China Export-Import Bank
(http://english.eximbank.gov.cn) and the China Development Bank
(https://www.cdb.com.cn/English/gykh 512/khjj/) (CDB). CDB is as big as the World Bank. Ex-Im is as
big as the World Bank. So China has created two World Banks in the past 10 years while the World Bank
barely increased its balance sheet.

Now China is unfortunately an overextended banker that is trying to find ways to get his money back from
a set of economies that aren’t in a position to pay China back. So, it’s unclear if it worked.

...China has so many different vehicles for supporting the advancement of

the interests of the Chinese state, that it was naive to think that it would only
be going through the CIC.

When you were at the Treasury, you were also looking at sovereign wealth funds [including China
Investment Corp., which invests China’s foreign exchange reserves in various projects]. This was then a

new phenomenon. The issue was, would they operate in a commercial fashion, or would they be an
instrument of state power?

I don’t think anyone can credibly argue that [Saudi Crown Prince] Mohammed bin Salman’s Public
Investment Fund is operating at arm’s length from Mohammed bin Salman and the Saudi state. But over
time, it has become clear that there are sovereign wealth funds, like Norway’s Norges Bank Investment
Management fund, that operate as well-managed investment funds. They take positions, buy portfolio
equities and buy into a few real estate funds, but they aren’t actively instruments of the state trying to buy
strategically important assets.

ERIEE

CIC Chairman, Peng Chun. For more on the CIC check out
Andrew Peaple’s Q&A with Zongyuan Zoe Liu
(https://www.thewirechina.com /2023 /07 /09/zongyuan-
zoe-liv-on-the-rise-of-chinas-sovereign-wealth-funds/).
Credit: CIC (http://www.china-
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There was certainly a concern when China set up the China Investment Corporation, that it was going to
be the vehicle that supported the advancement of the interest of the Chinese state. What we’ve learned over
time, is that China has so many different vehicles for supporting the advancement of the interests of the

Chinese state, that it was naive to think that it would only be going through the CIC.

In fact, CIC didn't turn out to be the most significant of those vehicles. Other parts of the state financial
system, including funds managed by state banks, definitely played bigger roles. Funds were also set up that
were supported by China Development Bank and Export-Import Bank lending.

One area that you have taken the lead on is examining whether China is a golden market for U.S.

exports. I read your research to suggest China isn’t the export market that people make it out to be for
the U.S.

I'm also making the argument that China is not the export market that people in Europe make it out to be.
So, it’s a broader argument.

Iron Promise

BY ISABELLA BORSHOFF

Iron ore is an unassuming rock, but it's
processed into steel, the scaffolding of the
modern world. China has long been reliant

on Australia for this...

_(https://www.thewirechina.com/2022/07/10/iron-promise/)

All arguments need to be appropriately situated and caveated. China has become a very big import market
for a host of commodities. China is an enormous export market for Australia for iron ore, and for
Australian [natural] gas. It’s an enormous market for Brazilian iron ore and soybeans. And it is an
enormous market for American agriculture, soybeans in particular.

It was also a growing market for American commercial aircraft from Boeing. That has now changed
enormously because of the combination of the 737 Max’s problems, the pandemic, and the trade war.

Boeing is not getting orders from China anymore.

But for other products, China simply has not been a good market for U.S. manufacturers. Part of that is
because while China does buy a lot of imported semiconductors, over time, American companies became
semiconductor design firms and subcontracted production to TSMC [Taiwan Semiconductor
Manufacturing Co.] and other Asian fabs. So, the actual product sold in China was not made in the U.S.
The design was made in the U.S. The intellectual property was probably notionally located in a tax haven—
probably not taxed in the U.S. — and the products were manufactured by TSMC [and others] and sold to

the Chinese for electronics assembly.

But for a whole host of other products, if you wanted to sell in China, you needed to produce in China. If

are happy withifrufactures actually peaked in 2004 as a share of its economy. In China, they split data on manufacturers

Ok
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non-processing imports of manufacturers have come down as a share of China’s GDP.
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This is stuff that is imported into China that stays there and is used in China. That particular measure is
below where it was when China joined the WTO. So, China just has not empirically been that big a market
for imported manufactured goods.

A CGTN video covering a hydro-solar power plant in Sichuan, June 25, 2023. Credit: CGTN

(https://www.youtube.com/watch?v=LeZnTwteauA)

Once a good establishes a foothold in China’s market, there’s a lot of pressure to produce it in China.
Companies that produce in China get an advantage there. There are tariffs you can avoid. And you're
treated by buyers in China more favorably, including state buyers. If you go back and look at some of the
things that people were talking about in 2005 — that China was going to become an enormous market for
U.S. and European solar panels, for wind turbines — go on and on down the list. It turns out that China set
up its own companies. Those companies got privileged access to Chinese power contracts because solar
farms feed into the grid. Before you know it, China becomes a big export source of supply for the world and
it’s not importing anything.

Across a number of industries that basic story replicates. The U.S. used to sell a lot of construction
equipment to China. Now that is made in China, and Caterpillar makes some things in China for sale to
the global market. Cummins used to sell a lot of big engines to China. Now it makes a lot of the parts for
U.S. engines in China, and it uses its Chinese supply chain to supply the U.S. as well as China. Empirically,
Chinese imports of manufactures for its own use are actually quite small [compared to the size of the
Chinese economy] and they are shrinking. Chinese imports of manufactures have grown less rapidly than
China’s economy, so as a share of GDP, they’re just coming down. That is not the conventional view, but it is

a well-documented reality.
What are the policy implications? What should the U.S. do?

If China wants to wall off large parts of its domestic economy from foreign imported goods, at the end of
the day China should export less. That would imply a stronger currency. That’s the most efficient way of

getting to that outcome.

The alternative view is the Trump administration’s view of systematically trying to break down all these

structural barriers so that China becomes more like a normal country with an open market.
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Former President Donald Trump and Chinese Vice Premier Liu He, sign the U.S. China Phase One Trade
Agreement, January 15, 2020. Credit: Trump White House Archived/Shealah Craighead via Flickr
(https://www.flickr.com/photos/whitehouse45/49391434906 /in/photolist-2ify 1 PU-2ifz8 AP-2ifvzma-

2euV86n-2gNHJHk-2gNHJfm-2gNHJImy -2ifvFz7-2ify 87 0-2ifz225-2ifvzKS-2ifz2ea-2ify8eh-2ify2em-2d78tje -

2ifvzPK-2ify 1 RC-2ifvzBF-2ify25t-2ifz92U-2ify 2pw-2eXrvUx-Soxiff-2hGXidh-2imKa9M-2ify8pN-2ewFel x-

2hs4JA3-2hs4JBk-2gvSBLc-2gvSXGF-TKVMEi-2ii4auj-2hGTzUN-2ifvvnZ-2gvSXsN-UZo 1r4-UZo 1 Fx)

How do you get China to agree to have its currency float or grow stronger?

The complexity now is that the Chinese economy is a little weak, unlike some points in the past. It’s not

clear what direction the yuan would move in right now if it were allowed to float. If you want China to have

a stronger currency, you need China to do more to support household consumption.

The unique characteristics of the Chinese economy over time have been a low and falling share of
manufactured imports. I have put it provocatively by saying China has been de-globalizing since 2004.

The other characteristic is an enormously high savings rate, an enormously low share of output that is
accounted for by household consumption, and a fiscal system that is brutally punitive for low-income
workers in the formal sector. There are tax collections from VAT, but almost no taxes on wealth. It’s really
quite regressive. [For example], there are way more out-of-pocket costs for medical care than there should
be. [Chinese patients] pay at the point of service, and then have to hope they’ll get reimbursement.

...during periods when China is intervening in the market, the U.S. should be

a little bit more aggressive in calling out that intervention and pushing back.
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when China is intervening in the market, the U.S. should be a little bit more aggressive in calling out that
intervention and pushing back. That includes being willing to look at the growth in the net foreign asset
position of the state commercial banks, and the role China Ex-Im, and CDB have played as backdoor

conduits for moving foreign exchange out of China that would otherwise be showing up in reserves.

The state commercial banks have a net foreign asset position of a trillion dollars. The policy banks don't
disclose enough, but from what they do disclose, they have the foreign asset position that is somewhere
between half a trillion and a trillion dollars. Those are big sums. You have to think about the role that
foreign asset accumulation has played in keeping the yuan weak during periods when the market wanted a

stronger yuan.
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Explain how this winds up weakening the yuan.

When the Chinese government intervenes to keep the yuan from appreciating, it doesn't typically intervene
to weaken the yuan. It lets the market drive the yuan down and then it resists periods when the market will
push the yuan back up. So, it’s always technically resisting appreciation rather than pushing its currency

down, but the effect of its action in the market to maintain its currency at an artificially low level. The key is

that the government is buying dollars, holding them and keeping its own currency from rising

For years and years and years, the U.S. has been pushing China to rely more on domestic consumption
and it hasn’t gotten very far. How could the U.S. pressure or convince China to do what you're talking

about, particularly when the two sides have just started talking again about economic issues?

I am hawkish in one respect. It is helpful to just be clear that there are limits on the rest of the world’s
willingness to absorb yet more Chinese goods. Now, it was complicated over the past few years, because of
the supply chain disruptions [during the pandemic]. Shifting global demand towards goods, which was
putting upward pressure on goods prices and inflation, meant Chinese supply was welcomed. But at some
point, there should be a message that China has been able to grow on the back of exports and that can’t go
on. Net exports have contributed over one percentage point to Chinese growth on average over the last
three years. That’s a big, big contribution to growth.

I can think of two ways to do this. One is tariffs—really high tariffs. The other is an idea of [Peterson
We use cookies to ensufe Hict we give yﬁu]!:he best expfrlenae ur, \nﬁeba e. If you continue to use this site we will assume that you
are happy wr“qptute or International Economics founder] Fred ergsten
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relationship/), who called for the U.S. to intervene in such a way as to counteract Chinese currency
intervention to drive up the value of the yuan.

New Development Bank Eighth Annual Meeting
MARRITHE/\BEESES

China'’s current Minister of Finance, Liu Kun, attending the Eighth Annual
Meeting of the New Development Bank in Shanghai, May 30, 2023.
Credit: Ministry of Finance
(http://www.mof.gov.cn/en/photo1/202306/120230619_3891239.htm)

Those are your tools. I have some sympathy for the Bergsten argument around counter- intervention. It is
complicated by the fact that China’s financial account isn't fully open. And if you do counter intervention,
you're putting money into China [by buying Chinese assets to drive up the yuan]. If there were a set of
events around Taiwan, your investments in China would be an obvious hostage. So, there are certain risks
from doing that.

But if China is intervening in the market and building up its foreign exchange reserves, counter

intervention should be an option. Make it more costly for China to keep intervening.

The difficulty with tariffs is demonstrated by how the U.S. and global economies adapted to the Trump
tariffs. We now have non-trivial tariffs on the majority of trade with China.

A couple of things happened with tariffs. A lot of companies just paid them and sometimes passed the cost
on [to consumers], and sometimes they did not. The other effect, which is more difficult to get around, is
that it’s very easy to take a few screws out [of a product made in China], ship the screws and the other
components separately to Vietnam and then do enough work in Vietnam to count as a material
transformation, so that the product becomes characterized as a Vietnamese good [and avoids U.S. tariffs].

If you really want to keep Chinese content out by using tariffs, you can't do that by tariffing China alone.
Obviously extending those kinds of tariffs to all trade that has high-embedded Chinese content is an
enormous change with lots of material side effects. I personally prefer the more targeted approach.

Targeted in what way?

Focus on pushing back hard on Chinese intervention, focus on the currency. In order to achieve broader
adjustment, my view is you have to have a macroeconomic adjustment.
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FAVORITE FILM Not a real cinephile, but
probably The Godfather

FAVORITE MUSIC Jazz

MOST ADMIRED Paul Krugman (and my
dad, Dr. Don W. Setser)

If you look at what has happened in the five years since the U.S. imposed tariffs on China, you find that
China’s global goods exports have gone up by a trillion dollars. U.S. tariffs were utterly ineffective at
changing the broad structure of China’s economy. They did not make China less export-oriented. It’s
actually more export-oriented now than it was before. So, if the goal was to change the overall direction of
China and make China into a different kind of economy, [the Trump tariffs] failed.

They did introduce frictions on trade between the U.S. and China, and some of those frictions are helpful.
Having tariffs on auto trade with China insulated the U.S. from China’s EV breakout. With a protected
home market, China built up some really efficient EV companies and induced global manufacturers to
move to China. They discovered an efficient Chinese electric vehicle supply chain and now China’s auto
exports are off to the races.

But if you want to change China’s economy so that it is less of an export powerhouse and less of a draw on

global demand for manufacturers, you have to do more than just have tariffs on China.
Do you think that the Trump tariffs should be eliminated or rejiggered?

If T had my choice, there is some rejiggering, and some adjustments that to me make sense. It’s a political
judgment about whether you want to do so, but rejiggering rather than elimination, or the extension of all
tariffs is the right approach.

B I

Treasury Secretary Janet Yellen shakes hands with Chinese Vice Premier He Lifeng in Beijing, China, July 8, 2023. Credit: Mark
Schiefelbein via AP Photos (https://newsroom.ap.org/detail/ChinaUS/e2fedb57b71b40e79b6567e8fd3652ca/photo?

Year after year, Treasury secretary after Treasury secretary has said that a prosperous and strong China is
in the U.S.s interests? Do you think it is anymore?

Yes. A China that grows on the back of household consumption, that absorbs inside China the productive
capacity of the Chinese economy, and that faces pressure on its currency to appreciate because it has a
strong domestic engine of growth is unambiguously in the United States’s economic interest.

It’s more complex than just saying any growth in China is in the United States interest. A China that grows
We use cookies to ensure thfgt we gtlve you the best.ex?erl ce on gur website. If you continue to 6 e this fllfe we will gssume that you
are happy with ithe back of exports, to me, is not in the United States’s economic interest. A China that can finally grow

from an expanding domestic consumption base and from a growing middle class that can afford to buy all
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the EVs that China clearly can produce is better than a poor China that is producing EVs for the United
States.

But if China doesn’t change, then what? You get into talk of decoupling or disengaging.

There will be a set of products — and that a set of products will grow over time — where through some mix
of trade policy and regulation and incentives, the U.S. simply won't rely on China for supply. So, the scope
of trade will be limited. It probably won't be zero. There is a natural trade for clothes and for soybeans. That
may pose some strategic issues for China in depending on the U.S. for food for its swine herd and chickens,
but it doesn’t pose any real issues [for the U.S.].

But there will be a growing set of areas like telecommunications equipment, electric vehicles, wind turbines
where the U.S. won't be as reliant on China. If the U.S. is really concerned, eventually it will have to do
really difficult and expensive things like build a serious solar photovoltaic industry that doesn’t rely on
Chinese polysilicon or the underlying wafers that go into the cells.

President Joe Biden at the groundbreaking site of the new Intel semiconductor manufacturing facility in New
Albany, Ohio, September 9, 2022. Credit: Official White House Photo by Adam Schultz via Flickr

(https://www.flickr.com/photos/whitehouse /52517058506 /in/ photolist-2nGezYq-20kXJ9C-2o0eldrp-
20d43Jk-20d43FE-2nbNvTJ-2nGezUn-20 1 KDPH-20d619A-20 1M37p-2nGezZY-2nbKDgX-2nbM7cr-20 1 M343-

20mhT5k-2nqevz2-2nbKDp7-2kUhihF-2kUcF2q-2mwpHdV-20d4PG4-2nrFYUd-2kUcasg-2kUbAGd-2nq997 X-
2nqgW8t-2mws9tG-2nbKDbm-2nbKDaK-2nbEuzK-20 1HJAX-20 1 KDPY-20 1 Hdwo-20 1M379-2nqfBBM-

20mnDvQ-201N7J4-201KDQ9-20L8KMy)

And also building a capacity to assemble iPhones outside of China. I don’t think that would actually end up
producing higher prices and iPhones because Apple is very effective at charging the maximum it can. But I

do think it would reduce Apple’s market cap and its profit margin. Those are the kinds of things that would
happen over time.

To put it in the current jargon terms: There’ll be more de-risking
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Is there any difference in your mind between de-risking and decoupling other than sounding less

aggressive?

I don’t think we were ever doing decoupling, even with tariffs at 25 percent. Tariffs don’t decouple. Too
many people were just paying the tariffs. Too many Chinese components were coming in through imports
from Southeast Asia.

De-risking implies that in specific areas, you go well beyond just putting up a tariff. You're much more
serious about developing alternative sources of supply.

The administration says it is coming close to announcing its review on outward investments
(https://www.thewirechina.com/2023/03/05/bidens-screening-test-american-investment-into-china/).

What do they need to watch out for?

A review of outward investment is a better remedy for the underlying problem identified in the Trump 301
investigation, which is technology transfer. Tariffs don’t stop technology transfer. They punish you for
engaging in the practice.

...in an era where sadly the U.S. and China are wargaming against each other,
and high-end computing power can be used in developing unmanned systems
that potentially could change the military balance in key parts of Asia,
[technology reviews] are necessary.

A review of outward investment would be an impediment to technology transfer in key sectors. The
challenge is identifying what’s defined as an investment. Intel building a top-end semiconductor factory in
China would clearly qualify. But what about a U.S. private equity fund taking a 25 percent participation in a
Chinese facility to build higher-quality memory chips?

And what part [of the review] involves notification — where the U.S. government has to look at an
investment and see if it’s okay? And what part of it is an absolute prohibition? But as a general principle, in
an era where sadly the U.S. and China are wargaming against each other, and high-end computing power
can be used in developing unmanned systems that potentially could change the military balance in key parts

of Asia, [technology reviews] are necessary.

But how does the U.S. do a review without also including Europe, Japan, Korea. Say you've stopped

Intel investing, but then Samsung invests in the same thing?

It would be most effective if other countries have similar reviews that are broadly convergent. If you’re in a
non-cooperative world, then you would look at the embedded U.S. content that goes into that facility and
use export control [to block investments]. But it is always better if you can act in a coordinated way.
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Bob Davis, a former correspondent at Zhe Wall Street Journal, covered U.S.-China
relations beginning in the 1990s. He co-authored “Superpower Showdown

(https://www.amazon.com/Superpower-Showdown-Battle-Between-Threatens-
ebook/dp/BO7Z3RZINY),” with Lingling Wei, which chronicles the two
nations’ economic and trade rivalry. He can be reached via bobdavisreports.com
(http://bobdavisreports.com/).
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