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Introduction

China has responded to the comprehensive U.S. trade sanctions with various measures,
including imposing reciprocal tariffs, engaging in negotiations, filing complaints with the
WTO, imposing anti-dumping duties on specific items, opening its domestic market, and
weaponizing strategic resources. Additionally, China has been expanding its exports to
third countries and even increasing its indirect exports to the U.S. through these third
countries to reduce the proportion of exports directly to the U.S. Given that sanctions
against China are likely to intensify regardless of the outcome of the U.S. presidential
election, it is time for us to prepare an appropriate strategy towards China.

Strengthened U.S. Trade Sanctions and China's Countermeasures and Negotiations

On June 16, 2018, the U.S. government announced that it would impose an additional
25% tariff on $50 billion worth of Chinese imports, and on July 6, it imposed
additional tariffs on $34 billion worth of Chinese imports (the remaining $16 billion
was taxed starting August 23), marking the beginning of full-scale U.S. trade sanctions
against China. In response, China immediately imposed corresponding additional tariffs
of 25% on $34 billion worth of U.S. imports, including automobiles, agricultural
products (such as soybeans), and seafood. As China retaliated, the U.S. on July 10
imposed an additional 10% tariff on $200 billion worth of Chinese imports. In response,
China announced on August 3 that it would impose additional tariffs on $60 billion
worth of goods, and starting September 24, imposed additional tariffs ranging from 5%
to 10%.

On December 1, 2018, during the G20 summit in Buenos Aires, Xi Jinping and Trump
agreed to negotiate for 90 days and not to impose new trade sanctions. On February 1,
2019, China agreed to purchase 1 million tons of U.S. soybeans, and the U.S. decided
not to impose additional sanctions citing progress in negotiations. However, negotiations
broke down, and the U.S. raised tariffs on $200 billion worth of Chinese imports from
10% to 25% starting May 10. China also imposed additional tariffs ranging from 5% to
25% on $60 billion worth of U.S. imports, effective June 1. On June 29, during the
G20 summit in Osaka, Trump and Xi Jinping agreed not to impose new tariffs through
re-negotiation. Subsequently, on July 10, the U.S. exempted 110 types of Chinese
products from additional tariffs, and China responded by purchasing 51,072 tons of U.S.



sorghum.

In August 2019, the U.S. decided to impose additional tariffs due to dissatisfaction with
China's agricultural purchases from the U.S. On August 5, the yuan-dollar exchange rate
broke the 7 yuan mark, leading the U.S. Treasury Department to designate China as a
currency manipulator. In response, China halted U.S. agricultural purchases and imposed
additional tariffs ranging from 5% to 10% on $5 billion worth of U.S. goods.
Subsequently, negotiations led China to exempt some items from additional tariffs, and
the U.S. also postponed plans to increase tariff rates and exempted some items from
additional tariffs. In January 2020, the U.S. removed China from its list of currency
manipulators, and both countries signed the Phase 1 trade agreement.

Although some tariffs were reduced following the Phase 1 agreement, the imposition of
additional tariffs remained unchanged, and the reductions were not significant. Therefore,
strong trade sanctions continued. Although China imposed additional retaliatory tariffs,
the difference in trade volume between the two countries limited China's ability to
impose retaliatory tariffs on U.S. imports. Although Biden was elected U.S. President in
November 2020, he announced that the tariff policy towards China would remain
unchanged, and he would work with allies to counter China. Subsequently, U.S. trade
sanctions against China remained largely unchanged, with signs of further strengthening
as the U.S. presidential election approached. The Biden administration announced in
May that it would impose additional tariffs ranging from 25% to 100% on key items
worth $18 billion. Specifically, electric vehicles would face a 100% tariff, solar cells
and semiconductors 50%, and batteries, battery components, natural graphite, and rare
earth magnets 25%, to be imposed within this year or in 2025 and 2026. While Biden
is imposing trade sanctions primarily on key items, Trump has proposed imposing a
60% general tariff across all Chinese imports. Regardless of who becomes the next U.S.
president, trade sanctions against China are expected to intensify, with only differences

in degree and method.

China's Use of Various Countermeasures

China has made it clear that it is determined to respond to the trade war from the
early stages of U.S. trade sanctions. In response, China imposed additional tariffs on
U.S. imports, but these had limitations. China also actively engaged in negotiations to
mitigate trade sanctions, but the effects were minimal. Therefore, China has employed
various strategies to counter U.S. trade sanctions. To address the limitations of
comprehensive additional tariffs, China has imposed anti-dumping duties on specific
items. For example, in August and September 2018, China imposed anti-dumping duties
on halogenated butyl rubber and n-butanol; in October, on potassium iodate; in January
2019, on solar-grade polysilicon, ethylene glycol, and diethylene glycol monobutyl ether;

in March, on resorcinol; in May, on phenol and tetrachloroethylene; in June, on



pressure-resistant alloy steel pipes and dried distillers grains with solubles.

China has also made various efforts, such as filing complaints with the WTO against
U.S. trade sanctions. In September 2019, China filed a complaint with the WTO
regarding overall U.S. trade sanctions, and in September 2020, the WTO ruled that the
additional tariffs imposed by the Trump administration on China were illegal, siding
with China. China has also responded to U.S. trade sanctions by opening its domestic
market. This is interpreted as a measure to avoid isolation in the face of confrontation
with the U.S. In April 2018, President Xi Jinping declared four major opening measures
at the Boao Forum for Asia: relaxing restrictions on market entry for foreign
investment, creating a better investment environment, strengthening intellectual property
rights protection, and increasing proactive imports. Additionally, starting July 1, China
applied agreement tariff rates under the second amendment to the Asia-Pacific Trade
Agreement to countries such as Bangladesh, India, Laos, South Korea, and Sri Lanka,
and implemented tariff reductions or exemptions on agricultural products such as
seafood, flowers, fruits and vegetables, medical supplies, beverages, non-ferrous metals,
chemicals, steel products, aluminum products, tires, engines and specific parts. As a
result, China's average tariff rate dropped from 9.8% to 7.5%. Additionally, before
November 1, the number of export-import related supervision and management
documents was simplified from 86 to 48.

China has also shown a tendency to weaponize strategic resources such as rare earth
elements, leveraging its dominance in the global supply chain. In June 2019, China's
National Development and Reform Commission announced a notice on conducting
research on the situation of rare earth and other strategic mineral resources. In
November, the Ministry of Industry and Information Technology and the Ministry of
Natural Resources of China announced a notice on "Total Volume Control Indicators for
Rare Earth Mining, Smelting, and Separation and Total Volume Control Indicators for
Tungsten Ore Mining in 2019," stating that the production of rare earth and tungsten
would be strictly controlled by the state, and no entity or individual would be allowed

to engage in unauthorized production.

Expansion of Exports to Third Countries and Indirect Exports

Due to U.S. trade sanctions against China, the proportion of U.S. imports in China's
exports and the proportion of Chinese imports in U.S. imports have significantly
decreased. As of 2018, when U.S. trade sanctions against China began in earnest, the
U.S. accounted for 19.2% of China's exports and 21.2% of U.S. imports, but last year,
those proportions had dropped to 14.8% and 13.9%, respectively. Although China's
exports to the U.S. slightly increased by an average of 1.2% per year from 2018 to



2023, U.S. imports from China decreased by 3.8%. This suggests that the U.S. sanctions
had a certain effect. However, China's global exports continue to surpass the global
average growth rate significantly. From 2018 to 2023, the global average annual export
growth rate was 3.7%, while China's average annual export growth rate was 6.5%. As a
result, China's share of global exports increased from 12.8% in 2018 to 14.6% last year,
an increase of about 2 percentage points. This means that while exports to the U.S.
were reduced, exports to other regions increased even faster. Among major countries,
the region where exports increased the most was Southeast Asia. In Southeast Asia,
China's export share increased from 12% in 2018 to 15.9% during the January-May
period this year, an increase of almost 4 percentage points. Among other countries,
Mexico has seen the largest increase in exports from China, and last year, Mexico
surpassed China to become the largest exporter to the United States. Consequently,
while U.S. trade sanctions have directly reduced China's exports to the U.S., indirect
exports through Southeast Asia and Mexico have significantly increased. Vietnam's role
among these countries is also on the rise, with Vietnam's share of U.S. imports in 2022
exceeding that of South Korea. The U.S.'s intention to curb China's dominant position
in the global supply chain through trade sanctions has not been fully realized due to
the increase in exports to third countries and even indirect exports to the U.S. Going
forward, the U.S. is likely to further strengthen trade sanctions against China, while also
attempting to prevent indirect exports through cooperation with its allies. However, it
remains a challenge for us to appropriately develop strategies for China, which is still a

crucial supply base and market for us.
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