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REDUCE RELIANCE ON CHINESE SUPPLY CHAINS

Congress must address U.S. dependency on goods and materials sourced from China that pose serious economic
and national security risks.

BACKGROUND

Global economies are interconnected, interdependent, and complex.! Congressional review of the United States’
reliance on China for sourcing critical goods is overdue. In a historical context, China aims to quickly transition
from the “World’s Factory” to the dominant global power.>

Since the U.S. supported China’s accession to the World Trade Organization (WTO) in 2001, China has emerged as
the world's second-largest economy.> The U.S. is currently a net importer from China. In 2020, China accounted for
about $435 billion in imports,* representing the United States' largest supplier of goods and our third-largest trading
partner overall. Moreover, China was the second largest foreign holder of U.S. Treasury securities as of September
2021.°

Figure 1. U.S.-China Trade in 20196
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Source: Congressional Research Service (CRS) with data from Global Trade Atlas.

Note: Dashed portion of the bar depicts a subset of the product category.

2019

In 2017, the U.S. Trade Representative (USTR) published their 16™ report on China’s WTO compliance. TheUSTR
report concluded the U.S. “erred” in supporting China’s inclusion to the WTO in 2001, as “it is now clear that the
WTO rules are not sufficient to constrain China’s market-distorting behavior.”’

Furthermore, the report found that China failed to revise “hundreds of laws, regulations, and other measures” to




satisfy WTO compliance, focusing instead on leveraging WTO membership to become “a dominant player in
international trade.”®

China’s trade weaponization poses a direct threat to national security. In 2018, FBI Director Christopher Wray
stated, “No country presents a broader, more severe threat to our ideas, our innovation, and our economic security
than China.”® The 2017 National Security Strategy of the United States designated China as a strategic competitor
engaged in “economic aggression.”!”

The Trump administration encouraged foreign allies to ban imports of certain products from Chinese-backed
company Huawei based on security concerns.!! Unfortunately, global partners have been reluctant to support such a
ban. In response, a May 2019 editorial by state-run press agency Xinhua stated that by “waging a trade war against
China, the United States risks losing the supply of materials that are vital to sustaining its technological strength.”!?

Rosemary Gibson, Senior Advisor at the Hastings Center, testified before a U.S.-China Economic and Security
Review Commission hearing in 2019 that U.S. dependence on China for medicine posed security risks, stating,
“The centralization of the global supply chain of medicines in a single country, whatever country it may be, makes
it vulnerable to interruption, whether by mistake or design.”!? Following threats from China to restrict access to
medical supplies during the COVID-19 pandemic in 2020, Congress enacted the Coronavirus Aid, Relief, and
Economic Security (CARES) Act, which required reporting and public disclosure of U.S. medical supply chain
risks.*

In 2019, the USTR published a list of products of which China supplied 75 percent or more of U.S. imports in2018.
Top products in this list included “cell phones, laptop computers, video game consoles, certain toys, computer
monitors, and certain items of footwear and clothing.” Products such as pharmaceuticals, select medical goods, rare
earth materials, and critical minerals were not identified in the USTR lists.'?

Other sources of potential supply chain vulnerability include:

e Pharmaceuticals - Despite widespread reports'® of high percentages of U.S. active pharmaceutical ingredient
(API) imports from China, a Food and Drug Administration (FDA) official testified to Congress in 2019 that the
FDA “doesn’t know whether Chinese facilities are actually producing APIs, how much they are producing, or
where the APIs they are producing are being distributed...[nor] have information that would enable us to assess
the resilience of the U.S. manufacturing base, should it be tested by China’s withdrawal from supplying the U.S.
market,” due to insufficient data.'”

» Although India sources about 45 percent of the U.S.’s over-the-counter drugs, about 75 percent of its
ingredients are sourced from China, according to the American Enterprise Institute.'8

e Rare Earth Materials - The U.S. Geological Survey (USGS) reports that China supplies about 80 percent of
rare earth compounds and metals to the U.S.! After China, the U.S. is the second-largest producer of rare earth
materials.?’ Rare earth materials are critical to the production of a wide range of electronic components used in
both consumer and national defense applications.?! Scandium and yttrium, both which are used to make
various metal alloys, are two examples of the 17 rare earth elements. According to USGS, the U.S. was 100
percent import-reliant on foreign nations for scandium and yttrium supplies. China was the largest source of
yttrium to the U.S. in 2020 (94 percent of yttrium compounds), and one of the four highest-listed sources for
scandium.??

e Electronics and Information Technology (IT) — China sourced an estimated 60 percent of U.S. imports of
information, communication, and technology equipment in 2018.2* Separately, much of America’s $90 billion
annual IT budget is spent on outdated, legacy technologies sourced from China. A report from the U.S.-China
Economic and Security Review Commission found that the federal government’s top seven IT providers
sourced over 51 percent of its materials from China since 2012, constituting a risk to national security.?*

e Personal Protective Equipment (PPE) - China supplies about 48 percent of PPE to the U.S.%



Shoes and Apparel - The U.S. relies on overseas sourcing for about 99 percent of shoes. China accounts for
about 70 percent of that amount, according to the Footwear Distributors of America.?® Furthermore, the
American Apparel and Footwear Association estimates that China supplies about 40 percent of all U.S.
clothing.?” While U.S. imports from Vietnam continue to grow, Vietnam imports up to an estimated 60 percent
of its raw materials for the garment industry from China.?®

Other Products - A 2019 Quartz report found, based on data from the U.S. Census Bureau, that China sources
over 90 percent of the following supplies to the U.S.: electric blankets (99 percent); video game consoles and
umbrellas with a telescopic shaft (98 percent each); plastic artificial flowers, non-plastic artificial flowers,
electric toasters, thermoses, garden umbrellas, and iron or steel-based cooking appliances and plate warmers
(97 percent each); portable radio players and taperecorders (96 percent); and baby carriages and strollers (95
percent).?

POLICY SOLUTIONS

The U.S. must strengthen its international alliances and diversify its global supply chain to reduce economic
dependency on China. U.S. leadership on the global stage will empower the United Statesand its allies, not
China, to set the rules of the road.*® Congress should strengthen multilateral alliances with international
partners, particularly with Pacific regional allies, as well as close geographical allies in central and south
America, by reducing and harmonizing trade barriers.>!

About one-third of global maritime trade flows through the South China Sea.*? As territorial disputes over sea
control between China and U.S. regional allies continue, Congress must recognize secure access to the South
China Sea as a critical economic and national security priority.

Congress may consider directing U.S. statistical agencies, such as the Census Bureau, the Department of
Commerce, the U.S. International Trade Commission, and the Bureau of Economic Analysis “to review
methodologies for collecting and publishing...detailed supply chain data to better document the country of
origin” for imported goods.*?
» As Congress considers implementing reporting requirements on sourcing and countries of origin,
Congress must also recognize that imported goods from countries like India, Taiwan, Vietnam, and
other partners may contain raw materials sourced from China.

Congress must conduct oversight to assess whether the tax code may unintentionally penalize
or discourage domestic production. In doing so, Congress must also support reforming costly labor laws that
place U.S. manufacturing at an economic disadvantage.

Congress may also consider establishing a National Supply Chain Risk Management (SCRM) Strategy to
secure the federal government’s technology products and services.**

Countering China’s ambitions to dominate the technology sector is essential to U.S. economic and security
interests.*>> Congress should examine U.S. participation in existing multilateral arrangements to identify
opportunities to reduce China’s international influence.

» Currently, the U.S. is party to the Wassenaar Arrangement, a voluntary 42-member international export
control agreement on conventional arms and dual-use goods and technologies.® The Arrangement seeks
to mandate controls to prevent digital weaponization by repressive regimes. Notably, China is not a
member to the Wassenaar Arrangement.

» Unfortunately, the Wassenaar Arrangement contains certain problematic requirements which
unintentionally undermine strategic interests. The “intrusion software” provision, for example, requires
complex licensing approvals on cybersecurity information sharing and development. Congress must take
action to reform the Wassenaar Arrangement, which has broad, bipartisan support.*’

Separately, Congress must conduct oversight of the WTO and consider opportunities to hold China



accountable for its noncompliance with WTO requirements.*® Currently, WTO membership enables China to
impose trade sanctions on U.S. goods.*

e Finally, western allies established a system to bar the sale of sensitive military technologies to the Soviet
Union during the Cold War. Congress may consider a similar alliance to limit “key strategic imports” from
China.*
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