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EXECUTIVE SUMMARY  

The Chinese Communist Party (CCP) poses a direct economic and 

technological threat to the United States. At the core of that threat is the CCP’s 

quest to dominate manufacturing in critical industries. The CCP has successfully 

executed a decades-long campaign to achieve that domination, using an overt and 

familiar playbook that includes massive state investment and subsidy, the 

shameless violation of trading rules and norms, the deliberate and aggressive 

buildup of industrial overcapacity, the dumping of products to bankrupt its 

foreign competitors, and ultimately the consolidation of global market share and 

the weaponization of pricing power. American workers and innovators have paid 

the price. 

The People’s Republic of China’s (PRC) industrial domination is deeply 

troubling and has profound strategic implications for the United States, which has 

quietly forfeited its leadership role in manufacturing. The damage done to the U.S. 

industrial base has been significant, but it is not too late to address the problem.  

Rebuilding and reindustrializing America is a cause that should unite all 

Americans, because it is essential to both the economic vitality and national 

security of our country.  

Manufacturing capacity and the ability of a nation’s military to deter and 

prevail in conflict are inseparable. China’s campaign to dominate manufacturing 

has thus undermined U.S. military capabilities while building its own, illustrated 

by several dual-use industries that the PRC could rapidly convert to military 

production, all built explicitly around its “military-civil fusion” doctrine. 

Shipbuilding is perhaps the starkest example: China’s 230-times advantage in 

shipbuilding capacity, built on shared resources between its commercial and 

military yards, allows it to outpace the United States in repairing or replacing 

vessels. Modern great-power conflict will be a production competition as much as 

a technology competition, and the side that can replace losses the fastest will more 

often prevail. 

In most areas of manufacturing, the PRC is no longer merely competing with 

the United States but has decisively surpassed it. After its 2001 World Trade 

Organization (WTO) entry, China recognized that physical production capacity 

underpins 21st-century power, while the United States treated manufacturing as 

a legacy sector to be financialized, offshored, and replaced by services. The current 

trajectory favors China over the United States across most critical industries, 

though the outcome is not preordained. 
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Adequately correcting the underlying mistakes will ultimately be a 

generational undertaking and will require thoughtful, bold, difficult, and 

sustained bipartisan policy moves. But the window for meaningful action is 

narrowing, and inaction risks lasting harm to U.S. national security, workers, 

economic prosperity, and global standing. Without bold action by democratic 

states, we risk falling into the economic trap engineered by the CCP.  

History shows we foresaw this economic trap yet policymakers forgot the 

lessons learned. The architects of the post-World War II trading order faced a 

question they never fully resolved: could you invite an autocrat to a democratic 

table without eventually losing control of the room? Since the creation of the 

General Agreement on Tariffs and Trade (GATT), the precursor to the WTO, 

democratic nations have grappled with whether command economies run by 

authoritarian governments should be allowed to benefit from the reduced tariff 

barriers that free nations had built for each other. One entity loomed above all 

others: the Soviet Union. 

The United States drew a clear line. Washington opposed Soviet membership 

in GATT on several grounds, 1 including concerns that “’the Soviet Union does not 

have an economic system that presently is compatible’ with the world trade 

body.”2 It was one of the most prescient statements in the history of American 

trade policy. The Soviet Union never made it to the table, only achieving 

“observer” status at the time of its collapse.3 The United States had seen the threat 

clearly, named it plainly, and held the line.  

Then, a decade later, America made a different choice when it offered a seat 

to Beijing. 

The PRC operates a command-and-control economy mirroring the Soviet 

Union, but with different operational characteristics described below. The overall 

intended effect of Chinese industrial interventions is to reduce imports viewed as 

representing vulnerabilities and maximize exports viewed as boosting China’s 

geopolitical power. PRC firms can sell at depressed prices because their losses can 

be absorbed by the state, enabling the CCP to dominate different industries. 

The PRC has sought to indigenize sectors the party-state deems essential to its 

national security, as well as their accompanying supply chains, since its inception. 

As it has refined these efforts in the 21st century, the PRC has increasingly used its 

aggressive industrial policy to target “chokepoint” sectors. The PRC’s chokepoint 

strategy operates as a sword and shield. It protects a domestic supply chain for 

domestic consumption, and it has increasingly been used offensively to ensure 

PRC global market-share dominance in those chokepoint sectors, which can then 

be used as leverage. This critical leverage allows the PRC government to coerce 
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other nations into allowing previously sacrosanct issues to be put on the bilateral 

negotiating table because China can wield these chokepoints to bring other 

economies to a halt.  

The PRC’s industrial policy has seen mixed success. In certain sectors, 

including semiconductors, biomanufacturing, and machine tools, the PRC has 

seen greater indigenization, output, and global market share. But in other sectors, 

such as aerospace, the PRC’s industrial policy has thus far generated limited 

results at significant financial cost. Moreover, the PRC’s aggressive subsidy 

policies have generated inefficient price competition and excess capacity, forcing 

PRC firms to rely more heavily on continued subsidies and to dump excess 

capacity on foreign markets.  

This Select Committee on the Strategic Competition Between the United States 

and the Chinese Communist Party (Select Committee) report details how China’s 

whole-of-society, state-directed economy enables Chinese firms to corner the 

global market for key industries. To illustrate this playbook, the Select Committee 

focused on the aerospace, semiconductors, biomanufacturing, and machine tool 

industries and the methods by which China’s state-directed economy 

purposefully manipulates free markets to create dependence on the PRC supply 

chain.  

Presently, the United States stands at a crossroads. For decades, the United 

States tried to nudge the PRC to respect intellectual property rights, equivalent 

labor standards, and market-based principles. China ignored these overtures and 

at times outright violated agreements. When it did comply, it selectively 

implemented portions of these agreements to suit its state-directed objectives. It is 

time to recognize that the PRC may make cosmetic adjustments, but its 

fundamental approach will not change, so the United States must adapt. America 

must chart a new course before China’s state-directed industrial planning does 

irreversible damage to the United States economy and American workers. One 

analysis shows that, as Chinese exports increase, the gross domestic product of 

other countries, including the United States, could decrease as depicted in the 

below chart.4  
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Figure 1 – Goldman Sachs Analysis Showing Growing Chinese Exports Reduces Other 

Countries’ GDP 

Now, the United States must protect our critical industries from China’s state-

directed economy and reshore the industries critical to American and allied 

power, national security, and economic vitality. Otherwise, the CCP’s command-

and-control economy will continue to hollow out key parts of the American 

manufacturing sector. 
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FINDINGS 

Finding 1: China has built a state-directed economic system designed to 

concentrate capital, resources, technology, and global market share in 

strategically important industries—allowing Chinese companies to compete on 

terms fundamentally different from those of market-based economies. Chinese 

government interventions have systematically targeted different sectors key to 

American power and national security including aerospace, semiconductors, and 

machine tools. As a result, American companies effectively compete against the 

Chinese state since many of China’s large companies remain enmeshed with the 

PRC state apparatus. 

Finding 2: China engages in a whole-of-society effort when it seeks to dominate 

certain important global industries, combining a series of interlocking measures 

to accelerate the growth of targeted industries and weaken foreign competitors. 

These measures include subsidies, regulatory control, coordination with State-

Owned Enterprises (SOEs), and government guidance funds to facilitate 

investment. The overall effect of these interventions enables Chinese industry to 

target critical industries, sell subsidized products at artificially depressed prices to 

the global market, and put American firms out of business. 

Finding 3: China seeks to make the world dependent on Chinese 

manufacturing, while it seeks to eliminate its own foreign supply chain 

dependencies. Through state-directed industrial planning, Beijing establishes 

dominance across key sectors by expanding export capacity, displacing foreign 

competitors, and replacing imports with domestic inputs. Consequently, Beijing’s 

economic model generates persistent trade surpluses, limits China's reliance on 

overseas goods, and increases the CCP’s leverage over countries dependent on 

Chinese supply chains. 

INTRODUCTION 

Central to the Select Committee’s mandate is the investigation of the economic 

and technological threat posed to the United States by the CCP and the 

formulation of policy options to counter that threat.5 At the core of that threat lies 

China’s decades-long quest to dominate the manufacturing sector, particularly in 

critical industries that produce items with significant importance to U.S. national 

security and economic prosperity.  

This report documents the CCP’s nefarious playbook for dominating critical 

industries. The PRC’s approach has been consistently effective, characterized by 

massive state investment and subsidy, aggressive industrial scale-up, the 
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deliberate buildup of overcapacity, the dumping of products to bankrupt foreign 

competitors, and the subsequent consolidation of global market share and 

weaponization of pricing power. Evidence of these predatory practices can be seen 

across key industries.  

China’s industrial trajectory, compared to the United States, is deeply 

troubling.  Its growing domination of critical industries has profound strategic 

implications for U.S. interests across the immediate, medium, and long term. In 

recent decades, the United States quietly lost its leadership in manufacturing, and 

forfeiting U.S. capabilities and capacity in this area is a profound unforced 

strategic error. The damage that has been done to the U.S. industrial base is 

significant, but it is still reversible. Meaningful, thoughtful, but difficult bipartisan 

action will be required to address the problem. This action cannot wait. 

Losing manufacturing share is usually framed as a purely economic story, but 

that overlooks the very real danger it poses to our communities and our national 

security. Manufacturing capacity and military capacity are inseparable, despite 

assumptions to the contrary by previous U.S. policymakers. Modern great-power 

deterrence is as much about production as technology. As a result, the side that 

can replace losses the fastest will more often prevail in any protracted fight, or 

most importantly, in efforts to prevent and deter a fight. For example, the drone 

company making commercial quadcopters is a national security asset, whether the 

government intended that or not. The battery gigafactory that manufactures EV 

cells is just one retooling away from making batteries for military drones and 

munitions. The shipyard that builds container ships may become the shipyard that 

builds destroyers if a naval shipbuilding production surge becomes necessary. The 

semiconductor fab that today powers consumer electronics is just as essential to 

producing the chips that power the tools of modern-day deterrence.  

The PRC had these realities squarely in mind as it structured its industrial 

base, building it around the doctrine of Military-Civil Fusion. For example, it is no 

coincidence that the commercial dominance of its “national champion” drone 

company Da-Jiang Innovations (DJI) has grown in parallel with the Chinese 

military’s drone swarm capabilities.  

The PRC shipbuilding industry provides another stark example of how the 

CCP employs Military-Civil Fusion to the clear detriment of U.S. national security. 

It is no accident that China has 230 times the civilian shipbuilding capacity of the 

United States, due mostly to the tremendous capacity of its commercial yards.6  



- 10 - 

 

Figure 2 – Visual Depiction of U.S. Shipbuilding Capabilities as Compared to Chinese 

Shipbuilding Capabilities 

Preserving peace must always be the priority. But, should military conflict 

between the United States and China regrettably occur in the future, and if it were 

to last more than a few weeks in duration, a shipbuilding advantage of this scale 

would enable China to repair damaged vessels or build replacements far faster 

than the United States. Consistent with China’s Military-Civil Fusion principles, 

its commercial and military shipbuilding industries share the same welders, 

design talent, steel supply, drydocks, and other resources.7 Further compounding 

this problem, the U.S. Navy currently carries a significant maintenance backlog 

and would probably be unable to quickly build or repair many warships during a 

great-power conflict. 

In many critical industries, China isn't "competing" with the U.S. industrial 

base anymore; instead, China is lapping it. Most Western policy discourse 

underestimates the cumulative impact of China’s efforts, taking a soda-straw view 

of each industry rather than a broad, holistic one.  In the years after China was 

allowed to join the World Trade Organization in 2001, the CCP concluded that 

physical production capacity underpinned power in the 21st century. Since then, 

it has executed on that thesis with a discipline unmatched by any democratic state. 

In contrast, the United States spent the same period treating manufacturing as a 

legacy sector to be optimized away, allowing it to be financialized, offshored, and 
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replaced with services and software. Adequately correcting those mistakes will 

take more than a decade and will require thoughtful and forward-leaning policy 

moves, but that difficult work must be undertaken to defend U.S. industry and 

bolster our industrial base. 

Fortunately, U.S. administrations from both sides of the aisle have partnered 

with Congress in recent years to begin revitalizing key parts of our manufacturing 

sector, and there are some noteworthy examples.  In 2021, with strong bipartisan 

support, Congress authorized the Creating Helpful Incentives to Produce 

Semiconductors (CHIPS) for America program, incentivizing semiconductor 

companies to invest in domestic production facilities.8 In 2024, Congress enacted 

the bipartisan Accelerating Deployment of Versatile, Advanced Nuclear for Clean 

Energy (ADVANCE) Act with overwhelming bipartisan support to accelerate the 

deployment of advanced nuclear energy in the United States and reduce 

regulatory barriers to rebuilding domestic energy capacity. The law modernized 

the Nuclear Regulatory Commission’s licensing processes, strengthened the 

nuclear workforce, and sought to make deployment of new reactor technologies 

more efficient and predictable.9  

We must also reflect on the painful consequences of American 

deindustrialization on communities across the country. While the PRC has used 

its state-backed model of industrial policy to create economic growth across China, 

including through the CCP’s so-called “Go West” strategy to spread growth into 

its less developed interior provinces, American cities and towns have been 

hollowed out by short-sighted decisions. From the textile mills and furniture 

factories of the American South to the steel plants and automobile parts suppliers 

of the American Midwest, few corners of our country have been immune to the 

job losses and societal consequences of the PRC’s unfair practices. 

While the current trajectory favors China over the United States across most 

critical industries, the outcome is not preordained. The United States still has 

options to address the problem, but the window for meaningful action is 

shrinking. To date, the U.S. Government has not approached this challenge with 

the seriousness and urgency that it warrants. And the actions that are necessary to 

prevail must be much bolder than what is contemplated in current U.S. policy. 

Strategic steps can slow the bleeding, but they cannot rebuild capacity. If nothing 

is done to revitalize key U.S. industries, significant and irreversible damage will 

be done to U.S. national security, to our economy, and to our standing as the 

leading global superpower. 
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BACKGROUND 

This section surveys the goals, processes, and mechanisms of the PRC’s state-

directed industrial planning. Overall, the government at the highest level chooses 

the individual industries that will receive significant government support, and the 

provincial and local level governments follow suit. The PRC’s industrial planning 

begins with the State Council, China’s highest state administrative organ, setting 

national priorities, then provincial and local level governments following in 

lockstep in those same industries. That implementation utilizes various 

mechanisms, including 1) subsidies of various kinds; 2) regulation; 3) guidance 

funds; and 4) government procurement and SOE coordination. Each mechanism 

complements the others, creating interwoven threads in the tapestry of PRC state-

directed industrial planning. 

In the 2020s, the PRC’s centrally planned, command-and-control economy 

evolved in multiple directions. First, China’s State Council called to move the 

Chinese economy up the value chain through initiatives such as developing “new 

quality productive forces.” 10  It sought to indigenize entire supply chains for 

industries the PRC deems critical, such as aerospace.11 And it has targeted specific 

industries and products that the PRC deems "chokepoints" to its national security 

and self-reliance.  

CCP General Secretary Xi Jinping himself established the doctrine in April 

2020. Speaking to the Central Financial and Economic Affairs Commission, he 

directed the party to "tighten the dependence of international production chains 

on our country, forming a powerful capacity for countermeasures and deterrence 

against artificial supply cutoffs by outside parties" [拉紧国际产业链对我国的依存

关系，形成对外方人为断供的强有力反制和威慑能力]. 12 China should also build 

"an autonomous, controllable, safe and reliable domestic production and supply 

system" in fields bearing on national security. 13 That system must be able to "self-

circulate" at critical moments, so that "the economy operates normally under 

extreme circumstances.”14  China should also build "an autonomous, controllable, 

safe and reliable domestic production and supply system" in fields bearing on 

national security. 15 That system must be able to "self-circulate" at critical moments, 

so that "the economy operates normally under extreme circumstances" [在关键时

刻可以做到自我循环，确保在极端情况下经济正常运转].16 

The formulation has two halves. Abroad, China wants leverage. At home, it 

wants autarky. Both halves are borne out in the industries below. 
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History and Goals of China’s Industrial Planning 

The modern form of CCP industrial planning originated in the late 1970s, with 

the “Reform and Opening Up” [改革开放] program. The reforms did not abolish 

state direction of the industrial structure; instead, they subordinated central 

planning of prices,17 output, and employment within industries to markets while 

retaining state authority over the allocation of resources across industries.18 That 

sequence has three tiers: 1) upgrade traditional industries; 2) scale up emerging 

industries; and 3) cultivate future industries.19 

Around 2006, Chinese industrial policy pivoted from the microeconomic 

liberalization that had dominated the 1990s and early 2000s back toward assertive 

state intervention and economic planning. 20  Provincial and local governments 

deployed subsidies and regulatory measures to re-shape the sectoral composition 

of the economy and to grow its production of higher-value goods and services. 

The SOE sector, whose share of industrial output had fallen sharply through the 

1990s, resumed a growing role in strategic sectors, both through procurement and 

as the primary engine of growth in certain industries. Moreover, the party-state 

began to articulate ambitions to set global technical standards rather than merely 

absorb foreign ones.21 

The current phase crystallized with Made in China 2025 [中国制造 2025] (MIC 

2025). In 2015, the State Council announced MIC 2025. The program set the 

objective of transforming the PRC from a “manufacturing great power” [制造大国

] into a “manufacturing strong power” [制造强国], and ultimately into a self-

reliant one, with 2025 as the first waypoint. 22  Premier Li Keqiang framed the 

underlying problem in 2015 as one of an economy that was “big, but not strong” [

大而不强]. 23  Xi Jinping’s report to the 19th National Congress of the CCP in 

October 2017 fixed the aspiration in canonical form: to “promote China’s 

industries toward the medium-high end of the global value chain, and cultivate a 

number of world-class advanced manufacturing clusters” [促进我国产业迈向全球

价值链中高端，培育若干世界级先进制造业集群].24 

Made in China 2025 used a combination of legacy and novel policy tools 

(discussed below in greater detail). On the legacy side of the ledger, they included 

subsidies and regulations. And on the novel side of the ledger, they included SOE 

procurement, guidance catalogs, and SOE expansion in targeted sectors. 
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Figure 3 – Graphic of PRC Market Interventions 

In the mid-2020s, the PRC tripled down on its market-interventionist 

industrial policy. The party-state set the objective of making the PRC a global 

leader in technical standards across strategic sectors. It articulated that vision in 

the National Standardization Development Outline [国家标准化发展纲要] issued 

jointly by the CCP Central Committee, the top leadership body of the CCP, and 

the State Council in October 2021, and operationalized in the New-Industry 

Standardization Pilot Program Implementation Plan (2023–2035) [新产业标准化领

航工程实施方案（2023—2035年）], issued by the PRC’s Ministry of Industry and 

Information Technology (MIIT) and other departments in August 2023, which 

targets standards leadership in fields including integrated circuits, high-end 

machine tools, and biotechnology.25 The PRC has increasingly sought to build self-

reliance in “chokepoint” [卡脖子] sectors that produce bottleneck inputs to sectors 

deemed critical by the PRC. During this same time frame, PRC industrial policy 

has also seen greater use of export controls, expensing policies, and guidance 

funds.26  

To better understand how China’s state-directed policies operate, some of the 

different mechanisms used by the Chinese government to implement its state-

directed economic priorities are laid out below, although this report will only 

cover part of the non-market behaviors the PRC uses to strengthen its domestic 



- 15 - 

industry. As is well understood, the PRC also uses a variety of tactics aimed at 

extracting innovation and capital from abroad, such as forcing foreign companies 

to enter joint ventures with local PRC companies, intellectual property theft, 

forced technology transfer, and other mechanisms. This report will focus primarily 

on the affirmative domestic industrial policies that China uses to shape and 

effectuate its manufacturing priorities. 

Mechanisms 

Process. The PRC adopts a top-down process to implement its industrial 

policy. Industrial policy begins at the State Council, which sets nationwide, multi-

year targets, identifying the sector for both sectors, quality, and quantity. Sectoral 

targets cascade through the Five-Year Plans [五年规划], including the Outline of 

the 14th Five-Year Plan (2021–2025) as well as the Long-Range Objectives Through 

2035.27 Provincial and local authorities then implement those initiatives through 

the mechanisms detailed below. The vertical structure of the system is the source 

of both its 28  power and its problems: local governments and firms deploy 

resources to advance their own interests, producing duplicative investment and 

overcapacity.29 The Chinese government calibrates its market interventions based 

on the PRC’s level of market dominance. For example, in areas such as industrial 

chemicals where the PRC already leads, the government provides fewer economic 

incentives. For other areas such as semiconductors and aerospace, the PRC 

government lavishes subsidies to spur its domestic industry.  

Subsidies. The PRC uses multiple forms of subsidies in its industrial policy. It 

directly subsidizes industry, which is often disclosed in the financial statements of 

listed firms. It also uses a series of indirect subsidies, including generous tax-

expensing policies for research and development and below-market loans from 

state banks, and it deploys government guidance funds to subsidize designated 

sectors. The Center for Strategic and International Studies (CSIS) estimated that 

China spent approximately $248 billion—1.73 percent of GDP—on industrial 

policy in 2019, more than any comparable economy; South Korea, in second place, 

spent 0.67 percent of GDP, and the United States 0.39 percent.30 On the tax side, 

the PRC raised the R&D expense additional deduction to 100% (meaning firms can 

deduct 200% of the R&D value) for eligible firms generally and an additional 120% 

for integrated-circuit and industrial-mother-machine firms (meaning firms can 

deduct 220% of the R&D value), allowing such firms to deduct 120% of qualifying 

R&D expenditure that is expensed, and to amortize 220% of R&D that is 

capitalized, from 2023 through 2027.31 Additionally, Chinese income tax favors 

“high and new technology enterprises.” China’s statutory ordinary tax rate is 

25%,32 while “high and new technology enterprises” receive a lower rate of 15%.33 
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Regulation. The PRC party-state possesses greater regulatory capacity than 

most large economies. The party-state has ultimate control over land, which 

cannot be “owned” in the American sense but only leased for a long-term period, 

such as 70 years for residential purposes.34 Those two mechanisms, in conjunction, 

give the PRC party-state wide latitude to implement regulatory measures: it can 

allocate inputs, throttle or accelerate approvals, and steer procurement toward 

favored firms – instruments that operate as subsidies-in-kind without appearing 

in any budget.35 

Guidance Catalogs. The PRC’s industrial policy relies on guidance catalogs, 

which designate industries and products as encouraged, restricted, or prohibited 

and thereby channel investment, credit, and administrative approvals. As experts 

have stated, the catalogs “provide a comprehensive guide to the government’s 

industrial priorities,” and the way an industry is treated in them strongly shapes 

that industry’s access to government-controlled resources, including loans from 

state-owned banks and land for large projects. 36  Guidance catalogs are often 

enforced through the PRC party-state’s control of land. 

SOE Coordination. The PRC uses SOE procurement to re-structure the 

economy. SOEs, in particular the central ones supervised by the State-owned 

Assets Supervision and Administration Commission (SASAC) [国务院国有资产监

督管理委员会], function as demand-pull instruments in strategic sectors. Public-

sector fleet electrification for new-energy vehicles (EVs) is the paradigmatic 

example: the State Council’s New Energy Vehicle Industry Development Plan 

(2021–2035) provides that, “from 2021, in national ecological-civilization pilot 

zones and key air-pollution-prevention regions, the proportion of new-energy 

vehicles among newly added or replaced public-domain vehicles, buses, taxis, 

logistics and delivery vehicles, and the like, shall be not less than 80%” [2021年起

，国家生态文明试验区、大气污染防治重点区域的公共领域新增或更新公交、出租

、物流配送等车辆中新能源汽车比例不低于 80%].37 By converting a mandated 

share of state and municipal fleets into guaranteed offtake, the party-state 

manufactures demand that de-risks capacity expansion by favored producers.38  

Guidance Funds. A unique feature of the PRC’s industrial policy is its use of 

guidance funds. Government guidance funds [政府引导基金] are state-seeded, 

market-structured investment vehicles: public capital anchors the fund, which is 

then organized as a private-equity or venture vehicle to invest in designated 

sectors and to “crowd in” local-government and private co-investment. 39  The 

flagship is the National Integrated Circuit Industry Investment Fund [国家集成电

路产业投资基金] (also known as the “Big Fund” [国家大基金]). Its three phases 

registered RMB 98.72 billion (USD $14.78 billion) against RMB 138.7 billion (USD 

$20.77 billion) raised (Phase I, September 2014), RMB 204.15 billion (USD $30.57 
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billion) (Phase II, October 2019), and RMB 344 billion (USD $51.51 billion) (Phase 

III, registered May 24, 2024), with the Ministry of Finance as the single largest 

shareholder. 40  In January 2025, the General Office of the State Council issued 

Guiding Opinions on Promoting the High-Quality Development of Government 

Investment Funds, signaling central concern to discipline the proliferation and 

returns of the guidance-fund model.41 

 

CASE STUDY 1: BIOMANUFACTURING 

Biomanufacturing refers to the industry that seeks to harness living systems, 

such as plant cells or other microorganisms, as industrial factories to generate 

commercial products. It first appeared in the State Council’s Fifteenth Five-Year 

plan (covering the years 2026 – 2030).42 China recognized the significant utility 

associated with this new technology and engaged in a whole-of-society effort 

utilizing its state-directed industrial planning to rapidly develop and scale up 

this technology.43 Inclusion in the Fifteenth Five-Year plan signaled top-level 

government intent to dominate the industry.  

I. Subsidies 

Beijing employed the same subsidy architecture used in other critical 

industries. Mirroring other manufacturing enterprises, biomanufacturing benefits 

from the R&D super deduction. Moreover, provinces provide significant financial 

subsidies for building biomanufacturing facilities. The Heilongjiang government 

offers a full suite of subsidies to enable biomanufacturing across the province.44 

For research and development, the Heilongjiang government contributes one-for-

one for research and development costs exceeding 500,000 yuan (~$75,000 USD).45 

For scaling up manufacturing, Heilongjiang offers a subsidy of up to 10M yuan 

($1.5M USD) (30% of the total investment) for pilot-scale manufacturing plants.46 

If the facility is designated by the Ministry of Industry and Information 

Technology as a “national biomanufacturing pilot-scale capacity building 

platform” [生物制造中试能力建设平台], it can be subsidized up to 50%.47 Again, 

Heilongjiang is not alone. Beijing also offers a series of financial subsidies to move 

biomanufacturing to the area. Beijing offers to subsidize up to 30% of the fixed 

asset value of projects (not to exceed 50M yuan ($7.5 million)). 48  Beijing also 

operates a “services voucher” system that allows qualifying small and medium 

enterprises to access free analysis, testing, inspection, and equipment from other 

institutions.49 For enterprises that receive the formal designation of a “national 

high-tech enterprise,” the Beijing government offers a one-time payment of 

100,000 yuan ($15,000) to support research and development efforts.50 
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II. Regulatory 

Regulation in this sector runs on three tracks. The first is safety regulations 

that ensure key information for technical development remains within the 

country. The Regulations on the Administration of Human Genetic Resources [人

类遗传资源管理条例 ] restrict foreign access to genetic material in the PRC. 

Limiting access to domestic genetic information in the PRC while simultaneously 

importing information from abroad provides asymmetric benefits to domestic 

firms.51 The second track is the designation power itself. MIIT does not merely 

fund platforms – it lists them. Then it reviews them every three years and adjusts 

their service-capability star ratings. For example, it may strike a platform for a 

strain-leakage incident that causes significant economic loss. It also promises to 

speed project approvals through commitment-and-filing mechanisms. 52  Thus, 

listing is both a subsidy and a leash. The third track is export controls. The PRC 

government widened its list of export-controlled technology to include equipment 

necessary for the sector’s development.  

III. SOE Coordination 

The SOE role in biomanufacturing differs from the SOE role in the other 

sectors surveyed. In aerospace and semiconductors, SOEs provide demand. Here 

they mostly provide capital. The clearest example is the fund-and-direct-

investment model of China’s State Development and Investment 

Corporation (SDIC). SASAC signaled that it wants more capital in the sector, and 

its Vice Chairman told the 2026 Zhongguancun Forum that central enterprises 

would build shared platforms for commercializing biotechnology results. He 

added that they would use their market scale and application scenarios to speed 

that commercialization. The 2024 future-industries opinions likewise direct a 

"central-enterprise future-industry launch action plan."53 These opinions show the 

government agencies directing the individual ministries, state-owned enterprises, 

and other government actors to support this area.54 

IV. Guidance Funds 

Biomanufacturing draws on the same guidance-fund architecture described 

above. The seven-department Implementation Opinions on Promoting the 

Innovative Development of Future Industries direct governments and state 

capital to deploy angel, venture-guidance, and industry-guidance funds toward 

future industries.55 State investors have followed. The State Development and 

Investment Corporation [国投集团] is a central SOE, and it reports investing 

more than RMB 5 billion in nearly 33 biomanufacturing companies through six 

market-based funds. Provincial governments have layered their own measures 
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on top, with Shanghai, Guangdong, and Heilongjiang each issuing dedicated 

support policies.56 The pilot-scale capacity building-platform discussed above 

adds a further channel, instructing provincial authorities to "make good use of 

first-set and first-batch insurance compensation policies." It also tells them to 

guide financial institutions and social capital toward platform construction.57 

That instruction ties biomanufacturing to the same first-set insurance mechanism 

that supports machine tools, described below.  

At the lower level, local governments created guidance funds to enable 

investment in the biomanufacturing space. The Shenzhen government created a 

synthetic biology fund to turbocharge the industry.58 Shortly afterward, the 

Shenzhen government released a press release directing investment into the 

biomanufacturing industry.59 Shenzhen is not alone. Guangzhou also created a 

biomanufacturing government guidance fund for investment in the sector.60 

V. Results 

The sector's results support the emphasis. MIIT reports that the 

biomanufacturing industry reached RMB 1.1 trillion (USD $165 billion) in scale 

over the 14th Five-Year Plan period. Chinese producers now account for more than 

70% of global fermentation-product output. And Chinese applicants file more than 

20% of the world's biomanufacturing patent applications.61 Building on China’s 

existing domination of the chemicals sector, biomanufacturing enables China to 

generate a lead in the next generation of chemical production technologies.  

CASE STUDY 2: AEROSPACE 

A principal target of the PRC's recent industrial policy is its aerospace sector. 

The PRC aims to build an indigenous large passenger aircraft [大飞机] through its 

national champion, the Commercial Aircraft Corporation of China (COMAC). 

That category comprises two programs. The C919 is a narrow-body aircraft now 

in service, and the wide-body C929 is currently under development. 

The PRC also seeks to indigenize the supply chain required to build large 

passenger aircraft, including related industries along the supply chain such as 

engines, avionics, and other related components. In furtherance of that objective, 

China lavished money on the sector. CSIS identified approximately $49 billion in 

financing and subsidies through 2020. It projected total support of up to $72.1 

billion. That is several times the roughly $22 billion in subsidies the WTO found 

Airbus received.62 

I. Subsidies 
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The PRC heavily subsidizes its domestic aerospace industry. Those subsidies 

fall into two categories: 1) subsidies towards propping up its state champion; and 

2) subsidies to indigenize current chokepoints in the supply chain that are 

necessary to build civilian aircraft. These subsidies came primarily through local 

and provincial governments. 

Consider production first. The state capitalized and repeatedly injected 

additional funds into COMAC through its central-SOE shareholders. As 

mentioned above, CSIS estimated subsidies totaling roughly $49 billion but, with 

the opaque nature of the financial arrangements, it is impossible to determine a 

firm amount.63 The program also carries formal national status, which adds to its 

perceived importance by the party-state. It is the large-aircraft special project [大

型飞机重大专项 ] under the National Medium- and Long-Term Program for 

Science and Technology Development. That Program directed the state to "master 

the design, manufacture and systems-integration technologies of large aircraft" [

掌握大型飞机的设计、制造和系统集成技术].64 

Now consider the supply chain. In step with the State Council’s command to 

focus on the aerospace industry, provinces and local governments implemented 

policies to spur development, manufacturing, and localization of aerospace 

technologies. The Pudong area of Shanghai hosts many of the aerospace suppliers 

critical to COMAC’s success. The area also offered a series of programs targeted at 

developing the aerospace sector.65 These subsidies were significant.66 For example, 

Shanghai offered to subsidize 30% of aerospace research and development costs if 

certain conditions were met. 67  For certifying parts as airworthy, the Shanghai 

government offers up to 500,000 RMB, approximately $75,000, per certificate.68 For 

manufacturing, Shanghai offered to subsidize 10% of the total investment in 

equipment and software to support manufacturing up to 100M RMB, 

approximately $15M, per project.69 Shanghai was not the only one. Tianjin, another 

city in China, threw its hat in the ring to become a key area of Chinese commercial 

aviation development. Tianjin offered significant subsidies to relocate commercial 

aviation enterprises to the city. Tianjin’s notice specifically targets projects that 

address key chokepoints in the aerospace industry and rewards these enterprises 

with subsidies of 10% of investment up to 5M RMB of investment or 

approximately $750,000. 70  For companies that received central government 

certificates, Tianjin would pay a one-time subsidy of 2M RMB or approximately 

$300,000.71 These subsidies had a significant impact. Airbus built its first final 

assembly line (FAL) outside of France in Tianjin, delivering its first aircraft in 

2009.72 These facilities continued to expand. As shown in the satellite photo below 

taken in 2026, Airbus’ Tianjin facilities now cover such a wide area that they are 

easily visible from space. 
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Figure 4 – Satellite Image from Vantor of Airbus’ Final Assembly Line in Tianjin 

China’s most acute chokepoint is propulsion. The Aero Engine Corporation of 

China [中国航空发动机集团], founded in 2016, is developing the CJ-1000A [长江-

1000A]. That engine is meant to replace the Franco-American made CFM 

International LEAP-1C that powers the C919 today. It falls under the aero-engines 

and gas turbines [航空发动机及燃气轮机] megaproject added in the 13th Five-Year 

Plan. 73  When the U.S. government restricted exports of aerospace equipment, 

especially engines, this had a significant impact on COMAC. 74 China seeks to 

develop its own engine to lessen the impact of a future ban on a sector the CCP 

views as critical. In pursuit of this objective, Chinese media reports that Chinese 

aerospace engineers work around-the-clock to develop a workable prototype.75  

 China also used subsidies to attract aerospace suppliers who support both 

international supply chains. This strategy targeted, among others, Airbus. For 

example, the Xi’an Aircraft Industry Group Company (XAC) makes the wings for 

the Airbus A320 as well as the COMAC C919, an aircraft of similar dimensions.1 

Airbus also helped French suppliers relocate to China to build out the Chinese 

supply chain. 76  This relocation included entering joint ventures with PRC 

suppliers that transferred key knowledge. To further attract more aerospace 

expertise, COMAC also prioritized suppliers that entered joint ventures with PRC 

firms, thus facilitating technology transfer.77 This effort resulted in the creation of 

 
1 AVIC Xi'an Aircraft Industry Group Company Ltd. (中航西安飞机工业集团股份有限公

司), Investor Relations Activity Record (No. 2024-015) [投资者关系活动记录表（编号

：2024-015）], at 3 (Sept. 11, 2024), https://static.cninfo.com.cn/finalpage/2024-09-

11/1221204639.PDF 

https://static.cninfo.com.cn/finalpage/2024-09-11/1221204639.PDF?utm_source=chatgpt.com
https://static.cninfo.com.cn/finalpage/2024-09-11/1221204639.PDF?utm_source=chatgpt.com
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more than a dozen ventures between Chinese firms and Western aerospace firms, 

allowing COMAC to rapidly accelerate its development processes.  

II. Regulatory 

The PRC has used regulatory barriers to help indigenize its aerospace 

industry. Various actors in the PRC party-state noted the strategic risk of relying 

on foreign aircraft. They frame indigenization in national-security and self-

reliance terms. The same logic animates the megaproject designation. 78  The 

Chinese state wielded regulatory barriers to facilitate technology transfer, expedite 

adoption of domestically produced aircraft, and enable foreign certification of 

Chinese aircraft.  

First, regulatory barriers enable technology transfer. As part of its 

administrative and licensing process, the PRC requires disclosure of sensitive 

aerospace technology.79 This review occurs both at the central government level 

and the local provincial level.80 Uncertainty about the applicable rules provides 

Chinese authorities with wide discretion to use administrative processes to 

pressure non-PRC companies to relinquish technology, restrict investments to 

protect domestic competitors, or otherwise act in furtherance of industrial policy 

objectives.81  One legal treatise on foreign investment in the PRC stated that a 

Catalogue of Industries for Encouraging Foreign Investment82 allows a wholly 

owned foreign entity to operate in a sector, but the Chinese authorities openly state 

they require a joint venture in the same sector.83  

Airworthiness certification by the Civil Aviation Administration of China 

(CAAC) cuts both ways. It supplied the C919 domestic type certificate in 

September 2022, and the first delivery occurred in December 2022. Entry into 

service followed in May 2023. But certification and delivery decisions for foreign 

types are also available as leverage. China grounded the Boeing 737 MAX in March 

2019. Its commercial service did not resume until January 2023. Boeing deliveries 

were paused again amid trade tensions in 2024 and 2025.84  

Market access has served the same end. Joint-venture requirements and offsets 

were historically used to extract technology transfer into the PRC aviation supply 

chain.85 More recently, in 2026, China delayed final approvals of Airbus aircraft to 

pressure the European Union Aviation Safety Agency to approve the COMAC 

C919.86  

 

III. SOE Coordination 
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The PRC has used its SOEs' significant purchasing power to indigenize its 

supply chain. Air China [中国国际航空], China Eastern [中国东方航空], and China 

Southern [中国南方航空] are all state carriers. Each announced a firm order for 100 

C919 aircraft, with deliveries scheduled from 2024 through 2031. 87  Industry 

observers described the purchase order process for C919 as “state directed,” 

“coerced,” and “choreographed” by the PRC government.88 Aircraft purchases 

require PRC government approval.89 China uses this leverage to balance purchases 

of foreign aircraft and to pressure Western firms to form joint ventures with 

Chinese firms to localize production.90 

Additionally, China used its SOE airlines to coordinate purchases of aircraft 

from “strategic partners,”91 specifically Airbus. In the market for large wide-body 

aircraft, there are two market leaders: Boeing and Airbus. While Boeing made 

certain limited investments in China, Airbus bent over backwards for the CCP. 

China is Airbus’ largest sales market.92 Airbus opened several sprawling facilities 

in China, including its first A320 FAL outside Europe in Tianjin as described 

above. Airbus also opened an airplane-recycling facility in Chengdu,93 an A330 

finishing facility in Tianjin (its first outside of Europe94) and a FAL for the H135 

helicopter in Qingdao.95 Beyond these facilities, Airbus invested in the Chinese 

aerospace technical ecosystem. Airbus opened a research and development center 

in Suzhou.96 It also opened an innovation center in Shenzhen to “[access] a highly 

advanced digital innovation ecosystem.”97  

In return for Airbus selling its capabilities and know-how, China rewarded it 

handsomely. As mentioned above, China is Airbus’s largest country market. 

While Boeing has not received a major Chinese aircraft order since 2017,98 Airbus 

continues to see significant orders from Chinese state-owned carriers. The 

following chart shows orders for Airbus aircraft from Chinese state-owned 

carriers since 2017. Based on publicly available information, these orders 

amounted to more than $58 billion. 

Year Carrier Estimated Value 

2017 China Southern  $6 billion99 

2022 Air China Collectively $12.25 

billion100 
2022 China Eastern 

2022 China Southern  

2025 Air China $9.53 billion101 
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2026 
Air China 

Undisclosed but 

multibillion102 

2026 China Southern  $21.4 billion103 

2026 China Eastern $9.4 billion104 

Total $58.58 billion 

IV. Guidance Funds 

In tandem with these subsidies, regulatory measures, and SOE purchase 

agreements, the Chinese government created a series of government guidance 

funds to turbocharge the aerospace industry. In 2017, the Chinese government 

established the Central State-owned Enterprises Innovation Investment Guidance 

Fund to focus on aerospace and other areas. 105  The Sichuan Development 

(Holding) Co., Ltd. [四川发展引领资本管理有限公司 ], a provincial level 

investment fund functioning as a government guidance fund, lists aerospace 

among its areas of focus and invested in key parts of the aerospace value chain.106 

For example, Sichuan Development invested in the Chinese aerospace supplier 

LianShi Aviation Technology Co., Ltd. [炼石航空科技股份有限公司] a company 

that makes metallic aerospace components. 107  In another example, a Hunan 

government investment fund invested in Hunan Boyun New Materials Company, 

which supplies aircraft brakes.108   

V. Results 

Among the industries surveyed in this report, aerospace remains an area 

where China has struggled to catch up to Western competitors. Despite this 

significant state support, COMAC consistently failed to reach its production 

targets. It planned to deliver 75 C919s in 2025, but supply chain and geopolitical 

constraints forced it to cut that target to 25. Ultimately, it delivered 15. That 

matched its 2024 total and missed even the revised target by nearly half. The three 

state carriers planned for roughly 32 deliveries. They received about a dozen.109 

However, as shown above, China puts significant state support behind the 

aerospace sector and holds ambitions to rival the United States.  The order backlog 

exceeds 1,000 aircraft even as annual deliveries stall in the low teens. The aircraft 

still depends on Western engines and avionics.  

Additionally, it lacks FAA and EASA certification. Industry analysts expect 

that certification to take several more years. EASA test pilots did not begin 

verification flights in Shanghai until November 2025.110 Meanwhile, airlines such 

as Ryanair, which currently purchases from Boeing, have expressed interest in 

purchasing COMAC planes should approval materialize.  EASA test pilots did not 
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begin verification flights in Shanghai until November 2025.111 Meanwhile, airlines 

such as Ryanair, which currently purchases from Boeing, have expressed interest 

in purchasing COMAC planes should approval materialize. However, without 

Western certification, the export markets that would justify the program's scale 

remain closed. SOE purchases guarantee demand, but they cannot manufacture 

airworthy supply. 

CASE STUDY 3: SEMICONDUCTORS 

China’s semiconductor strategy is among the most critical, and most discussed, 

elements of the broader technological and economic competition. 112  While 

semiconductors with small-nanometer transistors that power leading-edge 

computing are also central to U.S. national and economic security, this section 

focuses on the PRC’s strategy to dominate foundational-node or “legacy” 

semiconductors. The PRC has concentrated its financial firepower on mature 

(“foundational”) nodes of 28nm and above, which power consumer-grade 

electronics that do not require high computing power, such as automotive 

controllers, power management, displays, and image sensors. Because of 

foundational models’ essential role in cars, consumer electronics, and other 

manufactured products, they constitute a chokepoint input. 

China released a semiconductor strategy to provide a comprehensive plan for 

meeting the country’s semiconductor objectives.113 This document called for the 

rapid expansion of China’s integrated circuit production capacity, specifically 

calling out production at nodes in the 45/40 nanometer (nm) range, 32/28 nm 

range.114 As described below, the 2020 policy kicked off significant subsidy efforts 

by local and provincial governments to turbocharge the semiconductor industry. 

I. Subsidies 

The PRC provides generous tax relief for semiconductor producers. In 2020, 

the State Council announced tiered corporate-income-tax relief tied to 

manufacturing capabilities [国发〔2020〕8 号]. The operative language provides: 

"For state-encouraged integrated-circuit manufacturing enterprises or projects 

with a line width smaller than 28nm (inclusive) and an operating period of more 

than 15 years, enterprise income tax shall be exempted from the first year through 

the tenth year" [国家鼓励的集成电路线宽小于 28纳米（含），且经营期在 15年以

上的集成电路生产企业或项目，第一年至第十年免征企业所得税]. Firms at 65nm 

and below with a 15-year horizon receive five years' exemption plus five years at 

half the statutory 25% rate. Firms at 130nm and below with a 10-year horizon 

receive two years' exemption plus three years at half rate [两免三减半].  
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The relief thus was not limited to leading-edge producers. It extended to 

producers of foundational semiconductor nodes. The same policy provided 

import-duty relief for inputs necessary to produce semiconductors with 

transistors smaller than 65 nanometers. And the policy was implemented across 

the provinces. Provincial tax administrations issued their own documents 

implementing the schedule.115 

On top of corporate tax relief, the PRC offered semiconductor manufacturers 

generous tax deductions. The most significant is the 120% research-and-

development super-deduction. It provides that "the research and development 

expenses actually incurred by integrated-circuit enterprises and industrial-

mother-machine enterprises … shall, from January 1, 2023 to December 31, 2027, 

be additionally deducted before tax at 120% of the amount actually incurred" [集

成电路企业和工业母机企业……在 2023年 1月 1日至 2027年 12月 31日期间，再

按照实际发生额的 120%在税前扣除 ]. Capitalized research draws a 220% 

amortization allowance. 116  A parallel 5% value-added-tax super-credit for 

advanced-manufacturing enterprises supplements the income-tax measures.117 All 

of these provisions operate as a subsidy on the industry because they enable 

different companies to collect money exceeding their expenditures.  

At the provincial and local levels, government officials began to roll out 

schemes providing additional economic benefits to semiconductor firms that 

moved to their geographic area. Jiangsu province announced a program to 

sponsor national-level technology innovation centers with up to 30M RMB, or 

roughly $4.4M, and national-level manufacturing centers receiving no less than 

30M RMB.118 The city of Hefei provided subsidies for companies that purchased 

local equipment from local integrated circuit and packaging companies.119 

II. Regulatory 

The PRC uses a wide array of regulatory tools to indigenize its semiconductor 

sector. The below lays out the timeline of tightening restrictions China placed on 

foreign integrated circuits in its market.  

First, the PRC has sharply limited the importation of foreign-made 

semiconductors, to cultivate its domestic production. In one government 

announcement, the PRC claimed that American-made semiconductors had serious 

network-security defects. The Cyberspace Administration of China's cybersecurity 

review of May 21, 2023 falsely found that Micron's products "have relatively 

serious potential network-security problems." Those problems, it said, posed a 

major risk to critical-information-infrastructure supply chains.  
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It therefore directed that "operators of critical information infrastructure shall 

stop purchasing Micron's products" [存在较严重网络安全问题隐患……国内关键

信息基础设施的运营者应停止采购美光公司产品].120  

China increased the pressure in March 2024 when it issued guidelines 

requiring the phaseout of Intel and AMD microprocessors from government 

computers.121 The notice required PRC government agencies above the township 

level to buy “safe and reliable” processors and operating systems.122 All companies 

meeting the criteria were Chinese.123 The CCP also ratcheted up the pressure by 

purportedly issuing "Document 79" [79号文, 2022], which directed state firms to 

replace foreign hardware and software by 2027 under the xinchuang [信创 ] 

program.124 

With the government market closed off, China set out to bring commercial 

industry to heel.  In April 2024, the PRC government directed telecommunications 

firms to phase out foreign chips that are key to their networks by 2027. 125  In 

December 2024, four PRC industry associations jointly misled members that U.S. 

chip products are "no longer safe, no longer reliable" [不再安全、不再可靠].126 

They counseled caution in procurement.127 In parallel, the Internet Society of China 

urged domestic Chinese companies to think carefully before procuring U.S. chips 

and instead seek to expand cooperation with firms from countries or regions other 

than the United States.128   

In a move to increase pressure on foreign foundational node chips, in January 

2025, China’s Ministry of Commerce (MOFCOM) opened an investigation into 

U.S.-origin mature-node analog chips to determine whether they harmed PRC 

industry.129 In opening the investigation, MOFCOM cited the CHIPS and Science 

Act’s subsidies and claimed they gave American firms an “unfair advantage.”130 

MOFCOM’s statement conveniently left out the plethora of subsidies given to 

Chinese firms. MOFCOM followed this inquiry with an anti-dumping 

investigation into American IC chips announced in September 2025.131 This near-

constant pressure did not end.  

In early 2026, the U.S. government approved the sale of NVIDIA’s H200 chips 

for export to China.132 According to a report, the U.S. approved the sale of H200 

chips to multiple Chinese firms including Alibaba, Tencent, and JD.com. 133 

However, the PRC government refused the H200 chips, instead pushing its own 

homegrown industry.134 

The above series of events shows the constant regulatory pressure China 

applies to manufacture demand for its indigenous chipmakers. Beginning in May 
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2023 and continuing until the present, the Chinese government applied near-

constant pressure on the government and domestic industry to buy Chinese chips.  

III. SOE Coordination 

The PRC uses its large public sector as a means of expanding its semiconductor 

industry. This is largely through the SOEs' significant purchasing power. For 

instance, PRC telecommunications carriers, which are all SOEs, promulgated new 

procurement guidelines requiring domestic chips. The three state carriers, China 

Mobile, China Telecom, and China Unicom, [中国移动, 中国电信, 中国联通] award 

scoring bonuses in centralized-procurement [集采] tenders to domestic processors 

and "safe and reliable" platforms. They reportedly face directives to phase foreign-

core chips out of their networks by 2027. And they increasingly reserve server-

tender lots for domestically designed CPUs [鲲鹏, 海光, 飞腾].135 SOE demand-pull 

thereby absorbs the mature-node capacity that state subsidy has built. That closes 

the loop between supply-side subsidy and demand-side procurement. 

IV. Guidance Funds 

The PRC has aggressively subsidized the manufacturing of legacy 

semiconductor nodes. This is primarily through its "Big Funds" [国家集成电路产

业投资基金]. The Big Funds invest in PRC semiconductor firms, often in exchange 

for equity and control. Big Fund capital has grown across three phases. Phase I 

raised RMB 138.7 billion (USD $20.8 billion) in 2014. Phase II raised RMB 204.15 

billion (USD $30.61 billion) in 2019. Phase III registered RMB 344 billion (USD 

$51.57 billion) in 2024. Analysts estimate that Phase III alone could mobilize on the 

order of RMB 1.5 trillion (USD $225 billion) once local-government and social co-

investment is levered in. 136  Semiconductor Manufacturing International 

Corporation (SMIC) [中芯国际] and Hua Hong Semiconductor are among the 

Fund's principal portfolio companies.137 

V. Results 

China’s aggressive push into this node of the semiconductor supply chain is 

unfair to international firms, but it is working. The PRC’s aggressive industrial 

policy towards semiconductors has increased its share of global mature-node 

foundry capacity from 29–31% in 2023 to 34% in 2024, second to Taiwan’s 43%.138 

TrendForce projects “China’s breakneck expansion is expected to propel it past 

Taiwan by 2027,” with the PRC reaching approximately 47% of mature-node 

capacity and Taiwan falling to about 36%.139 The PRC’s national integrated-circuit 

output reached 451.4 billion units in 2024, up 22.2% year-on-year. 140 

Semiconductor Equipment and Materials International (SEMI), a leading 
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semiconductor trade organization, counts 57 of the 97 new fabs slated to begin 

operation worldwide between 2023 and 2025 as located in the PRC.141 

The trajectory of SMIC, China’s national foundry champion, illustrates the 

pattern. For full-year 2025, SMIC reported revenue of US$9.33 billion (up 16.2% 

from US$8.03 billion in 2024, which itself was up 27%), a gross margin of 21.0% 

(recovered from 18.0% in 2024 but well below the 30.8% of 2022), capacity 

utilization of 93.5% (up roughly eight points from 85.6%), capital expenditure of 

roughly US$7.3–8.1 billion per year, and monthly capacity exceeding 1,059,000 8-

inch-equivalent wafers, up from 948,000, an increase of roughly 111,000 wafers per 

month over the prior year.142 The company is running four simultaneous mature-

node fab projects (中芯京城 in Beijing, 中芯东方 in Shanghai’s Lingang, 中芯西青 

in Tianjin, and 中芯深圳 in Shenzhen). 

So far, the PRC’s semiconductor industrial policy is largely defensive. It seeks 

to protect and subsidize its domestic industry to reduce foreign reliance. But the 

line between its defensive and offensive posture is a thin one. The more the PRC 

obtains global production capacity in foundational semiconductors, the greater 

control it has over the global supply chain of this node. This supply chain is 

essential to many consumer electronics. As a result, the PRC’s creeping control 

presents a risk to the economic interests of the United States and its allies. 

CASE STUDY 4: MACHINE TOOLS 

The PRC has designated machine tools the "industrial mother machines" [工

业母机/工作母机]. They comprise the capital equipment that makes all other 

manufacturing equipment. The CCP elevated high-end computer-numerical-

control (CNC) machine tools [高档数控机床] to explicit chokepoint status. It listed 

them among the top ten priority fields of Made in China 2025. And it funded them 

through the "04 Special Project" [04专项], one of the sixteen national science-and-

technology megaprojects under the 2006 Program.143 The PRC specifically frames 

the importance of “industrial mother machines,” a term used by the CCP to 

describe machine tools, as a key part of its military modernization.144  

CNC machines play an important role in the machining of industrial 

components. 145  CNC machines enable precision milling, drilling, and cutting 

operations at high volumes. 146  The PRC is the world's largest producer and 

consumer of machine tools.147  

The PRC is especially sensitive to the chokepoint nature of the machine tool 

sector. SASAC and the party leadership have repeatedly listed “工业母机 ” 

(industrial mother machines) first among the fields requiring breakthroughs in 
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key core technologies. 148  Placing this field first signals its importance to PRC 

industrial policy. 

I. Subsidies 

The sector draws significant state subsidies to turbocharge it. These funds can 

be grouped into project funds, tax policies, and insurance subsidies. The first is 04-

project money. The PRC State Council’s creation of Project 4 identified it as a key 

priority area, thus unlocking additional funding.149 Moreover, identifying this area 

as a project signals to the local governments that they should follow suit in their 

subsidies for CNC machining equipment. For example, the Changzhou 

government provides an additional subsidy of 20% of the special state support 

funds, up to a maximum of 3 million yuan for companies participating in a major 

national science and technology project.150 The third is the tax code. At the central 

government level, the 120% research-and-development super-deduction covers 

industrial-mother-machine enterprises by its own terms, alongside integrated-

circuit firms.151 Moreover, high-end CNC machine companies qualify as “high and 

new technology enterprises” meaning the government applies the lower 15% 

rate.152 

II. Regulatory 

China’s preference for domestically produced CNC machines dates back to at 

least 2015. In 2015, China recognized that businesses are hesitant to adopt 

expensive products that lack a track record, which would inhibit development of 

its own domestic industry. To solve this issue, the PRC launched a state-sponsored 

insurance plan that provides initial customers of certain newly developed 

products, such as CNC machines, with quality- and liability-related risk 

insurance.153 This program remains active as of this report.154  

To complement this insurance scheme, China implemented a demand-side 

specific policy in 2017 as part of its Military-Civil Fusion Special Action Plan.155 

This Action Plan called for greater application of high-end CNC machines in 

China’s military industry as well as a host of policies to favor domestically 

produced CNC machines. 156  In 2018, the Chinese government expanded this 

policy by launching a whole-of-government approach to spurring the domestic 

CNC machine industry.157  The policy called on multiple bureaus such as the State 

Taxation Administration, the National Development and Reform Commission, the 

National Health Commission, and the State-owned Assets Supervision and 

Administration Commission of the State Council to coordinate policy that would 

spur the research, development, and adoption of domestically produced CNC 

machines. 158  Overall, these policies push domestic companies to purchase 

domestically produced CNC machines to spur China’s domestic industry.  
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III. SOE Coordination 

China treats CNC machines as strategic core assets and thus maintains 

significant control over the industry. This strategic importance dates to the early 

days of the PRC. In 1953, the First Ministry of Machine Building created 18 

machine tool factories that became known as the “Eighteen Arhats” of the PRC’s 

machine tool industry.159 Even though the PRC later privatized many businesses, 

most of the largest CNC machine manufacturers are still SOEs. For example, the 

China General Technology Group (Genertec, [中国通用技术集团] is the dominant 

SOE that treats machine tools as a core business. It absorbed the bankrupt 

Shenyang Machine Tool [沈阳机床 ], whose reorganization was completed in 

December 2019. Genertec also absorbed Dalian Machine Tool [大连机床]. And it 

thereby gathered several of the "Eighteen Arhats" under one roof.160 SASAC and 

Genertec's leadership styled the group as the machine-tool industry's "national 

team" [国家队]. The group pledged to "unswervingly make the development of 

high-end machine-tool equipment its first core main business" [坚定不移把发展高

端机床装备作为第一核心主业].161 

Chinese CNC machine companies then sell to other state-owned Chinese 

companies to prop up their business. For example, Kede Numerical Control Co., 

ltd. (Kede) [科德数控股份有限公司] notes that its largest customers are Chinese 

SOEs such as AVIC, the Aeroengine Corporation of China, and the China State 

Shipbuilding Corporation (the predecessor to the state-owned China Shipbuilding 

Industry Company). 162  Shenyang Machine Tool Company (Shenyang Machine 

Tool) counts business with AVIC subsidiaries and Genertec as providing more 

than 70% of its operating revenue in 2023.163  

Qinchuan Machine Tool Group, [秦川机床工具集团股份公司], another state-

owned machine tool company, relies on major sales to the Shanghai Aircraft 

Manufacturing Company (a state-owned aerospace company), China 

Shipbuilding Industry Company (a state-owned ship builder), and universities 

associated with China’s military.164 Yuhuan CNC Machine Tool Co. Ltd. supplies 

Chinese state-owned firms such as Shenyang Liming Aerospace. 165  This 

coordinated effort ensures CNC machine manufactures have adequate customer 

demand to deploy and test their products to iterate for the larger marketplace.  

IV. Guidance Funds 

The machine tools industry is so important to the Party-State that the Chinese 

government created the National Manufacturing Transformation and Upgrading 

Fund [国家制造业转型升级基金] and funded it with 15 billion yuan.166 This central 

government guidance fund is supplemented by local guidance funds such as the 
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Suzhou Innovation Investment Group and the Jiangsu Provincial Government 

Investment Fund.167 This fund invested in a series of companies including Kede 

discussed above.168  

V. Results 

PRC firms dominate low-range and mid-range CNC equipment but remain 

import-dependent on high-end CNC.169 For low-end CNC equipment, domestic 

localization reached essentially 100%. 170  For mid-range CNC equipment, the 

localization rate of mid-range CNC machine tools increased from 62.6% to 

73.5%.171 Domestic localization of high-end CNC sat in the low single digits for 

years. It rose from roughly 2% to 6% between 2013 and 2017, before more recent 

gains.172 According to a 2024 report from the Chinese government, Project No. 4 

increased the domestic market share of high-end CNC machines to over 30%.173 

Two important ramifications follow for the United States and its allies. The 

overcapacity that signals domestic inefficiency also creates both the incentive and 

the means for China to dump abroad. And chokepoint dominance built for 

defensive autarky doubles as offensive leverage, as the critical-minerals controls 

of 2024 and 2025 showed. 

IMPLICATIONS FOR U.S. POLICY 

As these case studies demonstrate, the PRC’s command-and-control economic 

model is deliberately built through sustained government intervention, 

coordinated investment, protected demand, and control over strategic supply 

chains. Across sectors, Beijing has used these tools to reduce the PRC’s 

dependence on foreign suppliers while expanding the world’s dependence on 

Chinese production. The CCP has not achieved technological leadership in every 

sector, but its ability to mobilize capital, build capacity at scale, and sustain 

investment over long time horizons presents a significant challenge to U.S. 

manufacturing capacity and national security. 

The implications for U.S. policy are clear. The United States must rebuild 

critical industrial capabilities that have been lost over decades. A durable response 

requires a coordinated industrial strategy that treats productive capacity, resilient 

supply chains, technological leadership, and a skilled workforce as strategic 

national assets. 

Recognizing that the PRC’s state-directed industrial planning poses an 

existential threat to American industry and technical leadership, the United States 

must take immediate action. That action should be the formulation and execution 

of a deliberate industrial strategy to identify key U.S. industries, revitalize them, 
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and help defend them against unfair competition from China. Such a strategy 

necessarily involves both the United States and its allies, and it requires the 

launching of a multi-decade, whole-of-government industrial mobilization effort 

to rebuild American strength, including in towns that were hollowed out by the 

CCP’s practices. Such a project would need to be national in its scope and treated 

with the urgency of the Manhattan Project or the interstate highway system. The 

success of the effort will depend on leadership and cooperation across American 

society, including government, the private sector, and civil society. American 

manufacturers, workers, and innovators are an essential part of ensuring the 

effectiveness of a successful whole-of-society industrial strategy.  

On the government side, in order for the bipartisan effort to have the intended 

impact, U.S. policymakers should be prepared to sustain this commitment across 

multiple administrations and election cycles. The problems that must be 

addressed are significant and complex, and the U.S. strategic response must be 

bold and forward-leaning and pursued with a sense of urgency.  
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