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market manner and strengthen the multilateral global trading system and rule of law that the 
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■ʳ The U.S. and China should use a bilateral deal or a BIT as the basis for re-energizing the 
negotiation of new rules at the WTO on areas such as technology transfer, SOEs, and 
digital trade.

Work with U.S. allies
A key part of the U.S. strategy with respect to the China challenge needs to include new trade 
agreements with allies, which raise the standards for trade. This strategy would provide benefits 
to the parties to such free trade agreements (FTAs) and create economic costs to China from 
nonparticipation, which should further encourage China to reform its economy and trade 
practices with the aim of joining the new trade agreements.
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It is also the case that the U.S.-China deficit is not a meaningful yardstick for assessing the 
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Focusing on the growth and size of the U.S. bilateral trade deficit also fails to account for the in-
vestment dimension of the relationship. Including the activities of affiliates of U.S. and Chinese 
companies in each respective market reveals a more balanced bilateral economic relationship 
as U.S. businesses have become significant investors in China and serve the Chinese market 
though sales of their affiliates. In contrast, Chinese businesses tend to rely more on exports 
to reach the U.S. market. Thus, as is demonstrated in Figure 3, including sales made through 
majority and minority owned investments in each other’s country shows the U.S. selling more to 
China than China sells to the U.S.

Figure 3. Bilateral trade and business activities of affiliates of U.S. and Chinese 
companies in each other’s markets
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Nevertheless, Chinese economic practices are now increasingly targeting the heart of the U.S. 
service and knowledge economy. IP theft, forced technology transfer, and other Chinese unfair 
trade practices now threaten high-wage jobs and high-value added manufacturing in the United 
States. U.S. concerns with China’s economic practices are particularly focused now on Chinese 
efforts to acquire U.S. technology and IP. According to one estimate, trade in counterfeit goods, 
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Why China’s economic model matters 

40    McGregor, Richard. 



14

Reliance on SOEs as a tool of state economic policy
When it comes to implementation of its industrial policy, China largely relies on SOEs and control 
over key inputs including land, labor, and finance to achieve its objectives. The activities of SOEs 
are not governed by market forces or commercial standards. The role of SOEs in the Chinese 



15

The CCP also controls SOEs through the Central Organization Department which has the power 
to appoint the head and management of SOEs, overriding the corporate function of boards.56 
In fact, the heads of SOEs are all CCP members and carry a CCP rank commensurate with 
their role. In addition, both SOEs and private companies must establish a Party Committee 
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show that a WTO inconsistent measure exists.62
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Negotiate a BIT
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claims per se to express that China has not fulfilled “the expectations of Members” by acting 
inconsistently with the expectations that come with WTO membership.70

As noted earlier, China reiterating its commitment to comply with its WTO Protocol of Accession 
should be a bilateral priority and its enforcement (outside a BIT) should be done through the 
WTO dispute settlement system. The U.S should also develop a broader portfolio of WTO cases 
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undermined U.S. faith in the institution. However, while the WTO is not able address all the 
issues that China poses, it remains central as the only global set of trade rules which both 
reflect core U.S. values, such as non-discrimination, transparency and rule of law, and provide a 
forum to discipline Chinese economic practices.

To address the challenges China poses, this brief argues that the U.S. should thus undertake a 
comprehensive strategy including bilateral, multilateral, unilateral actions, and work with allies. 
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