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ABSTRACT 

The U.S.-China trade war ends up with China making substantial concessions as the first-phase 

deal is signed on January 15, 2020. China not only agreed to decrease the trade deficit by 

purchasing $200 billion U.S. products, but it also agreed to implement several profound reforms. 

While the public attention was paid to the U.S.-China competition and whether President 

Trump’s tariff strategy worked or not, the domestic factors had been overlooked. Through 

reviewing the process of the trade war and China’s reform agenda, this thesis identifies the main 

drivers of China’s concessional negotiating behavior as the country is facing contradictory policy 

signals and unprecedented challenges in foreign investment sectors. The incentive for China to 

adopt a concessional approach is to acquire the positive momentum it needs from the trade war 

to ensure the reforms follow the country’s agenda and to prevent its opponent from over 

intervening in Chinese domestic affairs. As a result, China’s foreign investment reforms were 

implemented successfully during the trade war, and China did not really lose much even though 

it chose to be concessional. 
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CHAPTER 1. INTRODUCTION 

Signed on January 15, 2020, the first-phase deal of the U.S.-China trade war ended with 

China making substantial concessions, including commitments to massively increase the 

purchases of U.S. goods (from $120 billion annually to $200 billion), address intellectual 

property rights protection, open up financial markets, and reform the exchange system, while the 

U.S. basically only made one—to postpone or reduce tariffs.  

U.S. President Donald Trump often attributes China’s concessions to his “successful 

strategy.” Some observers also agree that China could not withstand the tariffs pressure that led 

to the recent outcome.1 Did China really compromise because of pressure from the U.S.? 

Numbers might disagree. According to the U.S. Chamber of Commerce, if the trade war lasts 

until 2025, China will lose 1.2% of its GDP while the U.S. will lose 0.9%—a massive loss to 

China but nevertheless bearable, given that it would be absorbed over a 5-year period.2 In 

comparison, the outbreak of COVID-19 cost China 6.8% of GDP just in the first quarter of 2020 

versus last year.3 Furthermore, China has already built a diverse trade portfolio and no longer 

 
1 Salvatore Babones, “The Year of the Trade Truce,” Foreign Policy, December 30, 2019, 

https://foreignpolicy.com/2019/12/30/trump-won-phase-one-trade-deal-war-china-more-concessions/; Tyler Cowen, 

“Trump Wins Round One of the U.S.-China Trade War,” Bloomberg, January 15, 2020,  

https://www.bloomberg.com/opinion/articles/2020-01-15/u-s-china-trade-deal-trump-is-the-winner-of-round-one; 

Jonathan Garber, “Landmark US, China deal signing will give Trump a trade war victory,” FoxBusiness, January 15, 

2020, https://www.foxbusiness.com/markets/us-china-trade-deal-signing-preview   
2 “Assessing Costs of Tariffs on U.S. ICT Industry,” Rhodium Group, last modified March 15, 2019, 

https://rhg.com/research/assessing-the-costs-of-tariffs-on-the-us-ict-industry/  
3 Ankit Panda, “China Posts 6.8 Percent Q1 2020 GDP Contraction. Markets Don’t Flinch,” The Diplomat, April 

18, 2020, https://thediplomat.com/2020/04/china-posts-6-8-percent-q1-2020-gdp-contraction-markets-dont-flinch/ 

https://foreignpolicy.com/2019/12/30/trump-won-phase-one-trade-deal-war-china-more-concessions/
https://www.bloomberg.com/opinion/articles/2020-01-15/u-s-china-trade-deal-trump-is-the-winner-of-round-one
https://www.foxbusiness.com/markets/us-china-trade-deal-signing-preview
https://rhg.com/research/assessing-the-costs-of-tariffs-on-the-us-ict-industry/
https://thediplomat.com/2020/04/china-posts-6-8-percent-q1-2020-gdp-contraction-markets-dont-flinch/
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solely depends on the U.S. market. According to China’s Customs, the U.S. only ranked third of 

China’s trade partner (around 11.8%), after the EU (15.4%) and ASEAN (14%), when the first-

phase deal was signed.4 These facts are part of the reason that China did not hesitate to retaliate 

when the U.S. started to impose tariffs in 2018.  

Theoretically, a U.S. pressured-based theory of China’s behavior implies that the U.S. has 

all the advantages—and China is clearly aware of it. The best strategy for China, thereby, would 

be to propose a preferable agreement and try to reach a consensus as soon as possible so that 

China can set favorable terms in the early stages of negotiation. However, since the beginning, 

China imposed retaliatory tariffs every time the U.S. raised the tariffs. China apparently did not 

worry about irritating the U.S. or losing the chance to have an advantageous negotiation. It 

appears that China did not consider itself on the weaker side; therefore, China decided to keep 

pressuring the U.S. while implementing its own agenda patiently, letting the U.S. become the 

one that urged for an agreement.  

Why did China still adopt a concessional approach if pressure from the U.S. only played a 

minor role and China did not perceive itself to be on the weaker side? If external pressure had 

little effect, then the answer probably lurks in China’s domestic affairs. The classic international 

negotiation model developed by Robert Putnam—the two-level games model—stresses how 

 
4 See the data at China’s customs: http://english.customs.gov.cn/statics/report/preliminary.html  

http://english.customs.gov.cn/statics/report/preliminary.html
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domestic factors play a critical role in negotiators’ decision-making process.5 While most 

studies or media reports of the US-China trade war have focused on the international-relations 

and economic impacts of the trade war, China’s domestic situation has often been overlooked in 

the debate. Therefore, this thesis attempts to explore how domestic factors influence China’s 

behavior in the trade war.  

This thesis pays particular attention to China’s reform agenda of foreign investment. 

Looking at the U.S.’s initial demands proposed on May 4, 2018, besides reducing the trade 

deficit, the rest part is focusing on opening up the Chinese market and protecting foreign 

investment’s rights in China.6 One should not perceive these demands as conventional issues in 

international trade negotiation because, in China’s case, many strategic industries the U.S. 

requested for open have involved state-related capitals or been under well-protection for years 

(as the “Made in China 2025” project, will explain in later sections), making these industries 

extra sensitive to be discussed, and overly opening up its market could lead to uncontrollable 

liberalization that may endanger the CCP’s authority. In other words, to China, this is a matter of 

how to balance economic issues and a potential threat to the regime; a sophisticatedly managed 

 
5 Robert D. Putnam, “Diplomacy and Domestic Politics: The Logic of Two-Level Games.” International 

Organization 42, no. 3 (1988): 427-460.  
6 Keith Bradsher, “U.S.-China Trade Talks End With Strong Demands, but Few Signs of a Deal,” New York Times, 

May 4, 2018, https://www.nytimes.com/2018/05/04/business/china-us-trade-talks.html 

https://www.nytimes.com/2018/05/04/business/china-us-trade-talks.html
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reform agenda is necessary to guide the country through this challenge. If we neglect the 

domestic dynamic in China, we may not get the full picture of how China makes decisions to 

address the trade dispute with the U.S.  

By analyzing the moments when China changed its attitude during the trade war, this thesis 

finds that the changes (from tough to soft) usually happened with certain major announcements 

related to foreign investment reform. Therefore, this paper argues that China made the 

concessions mainly because of its own reform agenda. When China is experiencing major 

reforms that involve substantial pushback from domestic actors, it tends to be more flexible in 

international negotiations as a way to obtain momentum for overcoming domestic obstacles and 

managing the negotiation process in the direction that would benefit China’s reform. That is to 

say, from China’s perspective, the trade war was, internally, an occasion to generate cohesion for 

promoting reforms that could help China to move on to the next stage of economic development; 

externally, it was a chance to portray China as a cooperative member of the international society 

in order to minimize tensions and to prevent the U.S. (or other international actors) from 

intervening in China’s domestic affairs. 

Such a mechanism is not new to the Chinese Communist Party’s (CCP) ruling logic. When 

the Chinese government encounters reform difficulties, it will allow “political ambivalence” to 

exist, meaning the government will send out conflicting policy signals, allow oppositional voices 
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to be heard, and cooperate with bottom-up forces (civil groups or activists) to promote reform. 

Such a pattern has been documented in studies of the Chinese media, anti-corruption campaigns, 

environmental protection, and the petitioning system. In terms of encountering international 

issues or outward reforms, China is highly likely to adopt a similar strategy—that is, to 

demonstrate flexibility to obtain momentum for reforms. 

The remainder of this thesis is composed of four sections. Chapter 2 starts by reviewing the 

literature on Chinese negotiating behavior, and then extracts the CCP’s ruling logic from Chinese 

domestic politics to understand why China as an authoritarian regime would be willing to be 

concessional in certain cases. Chapter 3 introduces my research design and hypotheses. Chapter 

4 presents the case study of the U.S.-China trade war, embedding it within China’s reform 

agenda regarding foreign investment, in order to identify the drivers of China’s concessional 

behavior. The last chapter discusses the implications of China’s unique approach to international 

negotiation and provides policy recommendations about the proper way to deal with China’s 

negotiating strategy.  
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CHAPTER 2. LITERATURE REVIEW 

Chinese International Negotiating Behavior 

Scholars have pointed out that China’s negotiating strategy has some unique characteristics, 

with China generally being more relationship-oriented than profit-driven. Based on the 

documentary record of U.S.-China high-level political exchanges between 1967 and 1984, 

Solomon characterizes China’s negotiating pattern as a “linear process” with four steps: 

establishing friendships, assessment, concluding/aborting the negotiation, and implementation.7 

While establishing friendships is the first step of the whole negotiation, international negotiation 

becomes a test of the other government’s commitment to the relationship with China instead of a 

technical bargaining process. After knowing the other side’s position and confirming that 

China’s principal interests will not be jeopardized due to the negotiated agreement, Chinese 

negotiators are willing to move on to conclude an agreement while being quite flexible to the 

remaining details. However, the negotiated agreement is not a final but a phased process. China 

will continuously press its opponent for new concessions; the pressure stems from the risk of 

harming the “friendship” with China if there is no compliance with China’s new demands.  

Other studies reveal similar findings. Chung’s research on China’s territorial disputes shows 

that China’s opponent has to agree with its rhetoric first—the disputes are the result of “unequal 

 
7 Richard H. Solomon, Chinese Political Negotiating Behavior, 1967-1984. (CA: RAND Corporation, 1995).   
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treaties” and the legacy of imperialists before 1949—and then China is willing to negotiate a 

new treaty without demanding too many concessions.8 China’s growing nationalist sentiment 

since the 1990s has also intensified this pattern, as seen especially in the Diaoyu/Senkaku Islands 

dispute with Japan.9 Based on interviews with Chinese leaders and officials from Deng’s era to 

Xi’s, Lampton concludes that the first step of Chinese negotiators is to identify the relationships 

(guanxi) with their counterparts and whether they are China’s “old friends” or “adversaries” 

(historically and politically). If the answer is the former, then Chinese negotiators are more 

willing to compromise; but if it is the latter, then the opponent will need to demonstrate extra 

sincerity. In contrast to the American negotiation style, which tends to be outcome-oriented, the 

Chinese style is much more process-oriented.10 That is to say, to China, the importance of 

having a “correct” negotiating procedure has a more significant place than achieving an 

advantageous negotiated deal. 

China’s persistence in its negotiating procedures relates to its foreign policy objectives. In 

general, China’s diplomatic priorities are protecting its sovereignty and territorial integrity, 

continuing its economic development, and strengthening its international status as a regional 

 
8 Chien-peng Chung, Domestic Politics, International Bargaining and China’s Territorial Disputes (London: 

Routledege Curzon, 2004).  
9 Ibid, 42-53. 
10 David M. Lampton, Following the Leader: Ruling China, from Deng Xiaoping to Xi Jinping (Berkeley: 

University of California Press, 2014), 194-195. 
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major power. These priorities are guided by China’s self-perception of the country’s 

“revitalization” and overcoming the “100 years of shame and humiliation” it previously 

experienced (from the First Opium War of 1839 until the Communist Revolution of 1949) by 

ceasing any foreign infringement on China’s sovereignty. Such a perception is critical for 

securing a stable international environment for China to develop its strengths and to ensure that 

no other countries constrain China’s revitalization.11 The revitalization narrative also helps 

China to unite the fragmented interests inside the country and to promote domestic growth in the 

globalization era.12 To maintain this perception, which generates legitimacy for China’s 

“revitalization” and justifies its expansion, using strong political rhetoric and urging other 

countries to acknowledge China’s world view during negotiation is a must.13 

Back to China’s unique negotiating pattern; it is unique because it implies that China is not 

following the conventional wisdom, and it would make a concession even though it is facing a 

weaker opponent. In negotiation theory, bargaining power is often defined by “the best 

alternative to a negotiated agreement” (BATNA), namely the better the alternative a party has 

 
11 Evan Medeiros, China’s International Behavior: Activism, Opportunism, and Diversification (DC: RAND 

Corporation, 2009). 

12 Min Ye, The Belt Road and Beyond: State-Mobilized Globalization in China: 1998–2018. (Cambridge: 

Cambridge University Press, 2020), 12-13.  

13 David L. Shambaugh, China goes global: The Partial Power (New York: Oxford University Press, 2013), 20-26, 

102-105, 173-176. 
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without engaging in a negotiation, the easier it can demand a higher offer.14 Although 

exceptions will occur when the weaker party can generate greater “issue-specific” power to 

overcome its disadvantage of “structural power,”15 in general, a party with advantageous power 

distribution in a negotiation usually can have more opportunities to generate stronger BATNA 

and make its opponent compromise more easily.16 As a matter of fact, many Western and 

developed countries follow this logic to better secure their interests too. In many trades or 

investment agreements between Western countries and developing countries, clauses about fair 

trade, good governance, or even improving human rights conditions are inherently embedded—

and with serious sanctions, if violated. Besides human rights concerns, these conditions are 

mainly made to secure the trade profit and protect the investment from bad governance of local 

governments, but seldom for the interest of the host countries.17 In China’s case, “winning” a 

negotiation seems not as important as having the “right” kind of negotiation, even though this 

would lead China to disadvantageous profit distribution.  

 
14 Roger Fisher and William Ury, Getting to Yes: Negotiating Agreement without Giving in (New York: Penguin 

Group, 2011). 

15 William Habeeb, Power and Tactics In International Negotiation: How Weak Nations Bargain With Strong 

Nations (Baltimore: Johns Hopkins University Press, 1988). 

16 John S. Odell and Dustin Tingley, “Negotiating Agreements in International Relations,” in Political Negotiation, 

ed. Jane Mansbridge and Cathie Jo Martin (DC: Brookings Institution Press, 2016), 243-244. 

17 Lorenzo Cotula et al., China-Africa investment treaties: do they work? (London: International Institute for 

Environment and Development, 2016), 26. 
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Then we need to ask, why does China choose this pattern? Why is extracting direct interest 

from the negotiation apparently less significant to China? What factors motivate China to do so? 

 

Domestic Drivers and the CCP’s Ruling Logic  

Robert Putnam’s two-level games model provides insight into how domestic factors interact 

with international negotiation: decision-makers have to take account of both the national and 

international levels to satisfy domestic pressure while minimizing adverse consequences with 

their foreign counterparts.18 However, Putnam’s model only demonstrates how an agreement is 

reached through achieving the “win-set” in the bargaining space. We need more details to 

explain China’s mindset regarding international negotiation and its formation “before” entering 

negotiations.  

In the political arena, domestic variables, without a doubt, play a significant role in China’s 

decision-making process, but they may not be decisive. The book Asian Rivalries19 examines a 

wide range of domestic variables and their influence on the relations between China and 

neighboring countries, including the public opinion and media, how the country or leadership 

perceives the threat, and the dynamic between actors like governmental agencies, the legislature, 

 
18 Putnam, “Diplomacy.” 
19 Sumit Ganguly and William R Thompson, ed. Asian Rivalries: Conflict, Escalation, and Limitations on Two-

Level Games (CA: Stanford University Press Stanford, 2011). 
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party factions, and military. In short, scholars have concluded that how Chinese leaders perceive 

the rivalry (what the conflict means to the country and whether it endangers the country’s or the 

CCP’s core interests) is the most significant factor affecting relations. The rest of the factors are 

less significant than leadership because, in China’s case, other actors eventually have to answer 

to the top leadership and cannot determine China’s foreign policy independently. Chung’s 

research also shows that the “moral” or “spirit” basis of Chinese foreign policy, meaning how 

China self-perceives its identity or international role, is especially salient to Chinese negotiating 

behavior in territorial disputes; domestic pressure, though often strong, does not have a decisive 

influence.20 In terms of the weak effect of domestic pressure, Weiss explains that, for an 

authoritarian regime like China, nationalist sentiment provides the government with leverage to 

signal certain messages to its opponent, but it is not captive to or controlled by it.21  

Although the above literature points out the importance of the Chinese leadership in foreign 

policy-making and international negotiations, this variable may not have sufficient explanatory 

power in the U.S.-China trade war. Xi Jinping’s foreign policy has become more assertive 

compared to that of his predecessor Hu Jintao; he launched the Belt and Road Initiative and 

expanded the construction of artificial islands in the South China Sea, essentially behaving as if 

 
20 Chung, Domestic, 163-164. 
21 Jessica Chen Weiss, “Authoritarian Signaling, Mass Audiences, and Nationalist Protest in China,” International 

Organization 67, no. 1 (2013): 1-35. 
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no country in the world can constrain China. Why then would Xi still make concessions to the 

U.S. in the context of the trade war? There must be other factors pushing Xi to make such a 

decision.  

We first look at China’s economic statecraft, which is defined as using the country’s 

economic power to achieve national strategic goals. In William Norris’s work, he concludes that 

the success of the statecraft significantly depends on whether the Chinese government can unify 

the state (composed of divided bureaucrats, political factions, and local governments) and control 

various commercial actors to pursue the national interest.22 This argument implies that China is 

essentially a “fragmented” regime and has perhaps become even more so in recent years,23 and 

that the Chinese government is unlikely to conduct successful foreign policy without a certain 

level of cooperation from societal actors.  

This kind of cooperation does not just exist in China’s economic statecraft. The literature on 

China’s domestic politics indicates that the Chinese government will embrace ambiguity or 

political ambivalence for bottom-up forces to develop innovatively as part of its policy 

experiments and as a way to accommodate social conflict. For instance, O’Brien and Li discover 

 
22 William J. Norris, Chinese Economic Statecraft: Commercial Actors, Grand Strategy, and State Control (Ithaca: Cornell 

University Press, 2016). 
23 Andrew Mertha, “Fragmented Authoritarianism 2.0: Political Pluralization in the Chinese Policy Process,” The 

China Quarterly 200 (2009), 995-1012. 
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that “rightful resistance” is allowed to exist, which is especially common in rural China, so the 

central government can monitor local governments and amend problematic policies.24 Stern’s 

study of China’s environmental litigation finds that “political ambivalence” exists in China’s 

legal system and encourages reforms proposed by lawyers and activists.25 A similar pattern 

appears in China’s media. As Repnikova describes, the Chinese government and critical 

journalists have a subtle understanding that journalists are allowed to report on officials’ 

misconduct if and only if the content is constructive and within the redline.26 The government 

compromises for purposes of obtaining information, and journalists tolerate the government’s 

censorship for their own survival.27  

This unique policy-making process is related to the CCP’s “guerrilla-style” approach, 

developed during the 1930s-1940s in the context of war, which aims to achieve its core strategic 

goals with maximum creativity. Guerrilla-style policy-making is especially advantageous when 

facing unpredictable situations—it allows the CCP to exploit all kinds of opportunities and 

 
24 Kevin J. O’Brien and Lianjiang Li, Rightful Resistance in Rural China (New York: Cambridge University Press, 

2006). 

25 Rachel E. Stern, Environmental Litigation in China: A Study in Political Ambivalence (New York: Cambridge 

University Press, 2013). 

26 The “redline” refers to any alternatives to the current political system (Taiwan’s independence or other separatists 

claims), questions to the party’s legitimacy, including high-level corruption, or any sensitive topics that directly 

provoke the party’s leadership or political agenda. See Maria Repnikova, Media Politics in China: Improvising 

Power under Authoritarianism (New York: Cambridge University Press, 2017), 80-82.  
27 Ibid.  
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resources to adapt to the new challenges without institutional restriction (policy action often 

precedes formal legislation). For instance, the Chinese government enjoys implementing 

experimental policies or programs until appropriate solutions (the “model experiments”) are 

identified. To be specific, the flexibility in this process mainly refers to the innovative actions of 

local governments aiming to meet the demands of the central government’s priorities or long-

term goals, and the job of the central government is to decide where the line of such “flexibility” 

is.28 

That is to say, the CCP is willing to let go of a portion of its control and to cooperate with 

forces that might endanger its reign in order to achieve its strategic goals. Without a doubt, these 

are risky moves for the Chinese government because they encourage China’s civil society to 

grow and might undermine the CCP’s authority eventually. The Chinese government is aware of 

the risk. Therefore, these “ambiguities” only exist if the following conditions are provided: 1) a 

structural opening for the powerless (civil society groups, peasants, etc.) to cooperate with the 

existing powerholders (the central government),29 2) conflicting policy signals that underscore 

the inconsistency of policy commitments or preferences between the central and local 

governments,30 3) unprecedented policy challenges that demand further reforms, especially 

 
28 Sebastian Heilmann, Red Swan: How Unorthodox Policy-Making Facilitated China’s Rise (Hong Kong: Chinese 

University of Hong Kong Press, 2018). 
29 O’Brien and Li, Rightful, 27-31. 
30 Stern, Environmental, 99-100. 



 15 

those that have sprung up after the economic reforms had taken off,31 and lastly, 4) no direct 

threat to the regime.  

The next issue is whether this pattern will continue if the cooperative relationship with 

societal forces is no longer required. Scholars have shown that the so-called cooperation is 

largely consultative and can be neglected easily, and the byproducts of these “consultations,” 

growing public expectations of responsiveness, for instance, are apparently not tolerable to the 

Chinese government in the long term.32 These byproducts are also the consequence of the CCP’s 

“guerrilla-style” decision-making: the government focuses too much on the main targets while 

ignoring the side effects of these strategic goals.33 The trend has become even more explicit 

since the Xi era began. But to clarify, there is no significant evidence at this moment to prove 

that the Xi administration has the capability to reverse existing patterns completely; the main 

difference is that in the Xi era, the government has more tools to carry out the essence of the 

CCP’s ruling strategy.34 However, if a flexible approach is poison to the CCP’s reign, the party 

 
31 Such as the tax reform in 1990s and the rapid spread of corruption. Also see Thomas P. Bernstein and Xiaobo Lü, 

“Taxation without Representation: Peasants, the Central and the Local States in Reform China.” The China 

Quarterly 163 (2000): 742–63; Andrew Wedeman, Double Paradox: Rapid Growth and Rising Corruption in China 

(Ithaca: Cornell University Press, 2012). 
32 Repnikova, Media, 218. 
33 Heilmann, Red, 42. 
34 Repnikova, Media, 207; Chloé Froissart, “Changing patterns of Chinese Civil Society Comparing the Hu-Wen 

and Xi Jinping Eras,” in Routledge Handbook of the Chinese Communist Party, ed. Willy Wo-Lap Lam (Abingdon: 

Routledge, 2017). 

https://www.routledgehandbooks.com/doi/10.4324/9781315543918
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will not hesitate to remove it and adopt more hardline, top-down strategies. In other words, 

leadership still plays a leading role in China’s political conflicts—Chinese leaders will definitely 

step in whenever issues become political.  

In sum, the pattern of how China implements reforms provides us a clearer picture of 

China’s ruling logic. Even though China is an authoritarian regime, it can still be concessional 

and cooperate with parties that might hold opposing or controversial positions without being 

coercive. Such a pattern reveals, inwardly, when and why China would make concessions, and it 

could be valuable to apply to outward-looking foreign policy cases, that is, to the recent US-

China trade war.  

 

 

 

 

 

 

 

 

 



 17 

CHAPTER 3. RESEARCH DESIGN 

Arguments and Hypotheses  

This thesis focuses on domestic factors’ influence on China’s concessional behavior in the 

U.S.-China trade war. The above literature review shows that being flexible in seeking 

cooperation with other parties, including with those who may stand in opposition to the CCP’s 

authority, is not unusual in China’s economic policy and ruling pattern. Furthermore, the general 

ruling logic of the CCP was not altered by the change of leadership from Hu Jintao to Xi Jinping, 

and different leadership styles at most affect how strongly or weakly the ruling logic is 

implemented. Therefore, the main argument of this thesis is that China adopts a flexible 

negotiation strategy in the U.S.-China trade war because the country is experiencing a stage of 

development that demands more comprehensive reform driven by unprecedented challenges and 

conflicting policy signals. The “flexible” strategy assumes that China would tend to compromise 

with its opponent (the United States), unless China’s fundamental political principles are 

violated. 

Domestically, this strategy can help the Chinese government to generate an innovative 

solution, mitigate contradictory policies, and overcome pushbacks. If the same pattern is 

applicable to the trade war case, then China’s concessional behavior could also be driven by 

demand for reform, but this time, the reform requires momentum from abroad.  
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According to the above discussion, three testable hypotheses are constructed, as presented 

below:  

H1: When contradictory policy signals exist in China that urge for further reforms, China will 

be more concessional in the negotiation to assist the reform. 

 

H2: When China is experiencing unprecedented challenges, China will be more concessional 

in negotiations in order to absorb experience and test if the reforms are acceptable by its 

opponent.  

 

H3: If China’s “red line” is crossed, meaning its opponent’s demands violate China’s 

fundamental political principles, China will immediately revoke its flexibility and turn to an 

unyielding stance. 

 

Variables Definition 

The dependent variable is whether China becomes concessional in the trade deal, meaning 

China agrees to a deal that may not bring instant benefit to itself or is against China’s current 

policy, which would cost China extra effort to fulfill the negotiated deal. Furthermore, China 

would tend to achieve an agreement in principle first and then leave room for further details.  
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The first independent variable is the existence of contradictory policy signals within the 

country. As Stern defines them, such signals show the “simultaneous existence of opposing 

preferences,” and the signals are not delivered by individual bureaucrats or leaders but as the 

state giving contradictory information about its preferences.35 In the case of U.S.-China trade 

war, these signals could be related to China’s different policy preferences of domestic industrial 

development, trade policy, and opening the market. China’s original conservative preferences 

caused, as the U.S. claimed, the “unfair” trade relationships between the two countries and the 

malpractice on U.S. or foreign companies in China, which become the hot topics in the trade 

negotiations. 

The second independent variable is the existence of unprecedented challenges. This kind of 

challenge mainly derives from China’s rapid growth, which leads to an inconsistency between 

the competence of the existing political structure and the public’s demands in reality, causing 

what O’Brien and Li call a “structural opening” for resistance and innovation.36 Examples 

include the rural tax reforms in the 2000s that constrain local governments from abusing 

power,37 the rise of social media and critical journalists that bring new pressures on the state,38 

 
35 Stern, Environmental, 4.  
36 O’Brien and Li, Rural, 27-30. 
37 Ibid, 28-29. 
38 Repnikova, Media. 
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and the enforcement of environmental laws to stop pollution.39 In general, the challenge is an 

inevitable occasion that China has to face on its course of development; whether China can 

overcome it will decide whether the country can move on to the next stage of development.  

The third independent variable is the occurrence of a violation of China’s core political 

principles. These principles refer to China’s persistence in protecting the integrity of China’s 

sovereignty and territory, preventing foreign infringement of China’s domestic affairs, and 

ensuring the revitalization of China. If these principles are not maintained, the CCP’s authority 

will be questioned or challenged seriously.  

 

 

 

 

 

 

 

 

 

 
39 Stern, Environmental. 
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CHAPTER 4. CASE STUDY: THE U.S.-CHINA TRADE WAR 

Overview 

The U.S.-China trade war officially began on March 22, 2018. Based on Section 301 of the 

Trade Act of 1974, U.S. President Donald Trump signed a memorandum that asked the United 

States Trade Representative (USTR) to investigate “unfair” trade with China.  

From the beginning of the trade war to the date that the first-phase deal was signed, the U.S. 

proposed to impose tariffs on $550 billion worth of Chinese goods (not all of which was 

implemented). Meanwhile, China retaliated by imposing tariffs on U.S. goods worth $185 

billion. Most of these tariffs remained the same or decreased by a certain level in the first phase 

deal, and those not implemented during the trade war were canceled. 

The leading figures on the U.S.’s side were the Trade Representative Robert Lighthizer, 

U.S. Secretary of the Treasury Steven Mnuchin, U.S. Secretary of Commerce Wilbur Ross, and 

the Director of the U.S. National Economic Council Larry Kudlow; on the Chinese side were 

Chinese Vice Premier Liu He as the negotiation representative, along with other high-ranking 

officials, including the Commerce Minister Zhong Shan and the Governor of the People’s Bank 

of China Yi Gang. In total, thirteen rounds of trade talks were held, as listed in table 1.  
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Table 1. 13 Rounds of U.S.-China High-level Trade Talks 

Round Date Location 

1 2/27/18 to 3/3/18 Washington DC 

2 5/3/18 to 5/4/18 Beijing 

3 6/2/18 to 6/3/18 Beijing 

4 8/22/18 to 8/23/18 Washington DC 

5 1/30/19 to 1/31/19 Washington DC 

6 2/14/19 to 2/15/19 Beijing 

7 2/21/19 to 2/22/19 Washington DC 

8 3/28/19 to 3/29/19 Beijing 

9 4/3/19 to 4/5/19 Washington DC 

10 4/30/19 to 5/1/10 Beijing 

11 5/9/19 to 5/10/19 Washington DC 

12 7/30/19 to 7/31/19 Shanghai  

13 10/10/19 to 10/11/19 Washington DC 

 

The Six Phases of the U.S.-China Trade War 

This thesis identifies six phases of the trade war, briefly described as follows. 

 

Phase 1: The Trade War Started 

At the beginning of the trade war, China adopted a carrot-and-stick strategy, signaling that it 

remained open to dialogue but would not hesitate to impose retaliatory tariffs if the U.S. did. 

After President Trump signed the March 22 memo mentioned earlier, the White House issued a 
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list of $50 billion in goods that would be subjected to a 25% tariff on April 3,40 and President 

Trump claimed to add an extra round of tariffs on $100 billion in Chinese goods after China 

responded by imposing its own set of tariffs, ranging from 15% to 25%, on 106 U.S. products.41 

Meanwhile, the Chinese Foreign Ministry explained that China’s basic principle, that 

“China does not want to fight a trade war, but we are not afraid of fighting a trade war,” while 

also underlining that “China is always open for negotiation.”42   

At this stage, China indeed wanted to alleviate tensions through negotiation and dialogue; 

however, both sides did not move forward toward a solid consensus. After the second round of 

trade talks in May, China released an announcement saying that the two sides are “committed to 

resolving relevant economic and trade issues through dialogue and consultation,”43 and the 

Americans gave a similarly vague statement. No further details of this talk were given, but the 

media reported that the U.S. delegation requested that China reduce the deficit by $200 billion, 

lower tariffs on U.S. goods, and cut subsidies on “Made in China 2025” industries. The Chinese 

 
40 “Under Section 301 Action, USTR Releases Proposed Tariff List on Chinese Products,” Office of the United 

States Trade Representative, last modified April 3, 2018, https://ustr.gov/about-us/policy-offices/press-office/press-

releases/2018/april/under-section-301-action-ustr 
41 David J. Lynch and Emily Rauhala, “Trump pushes back on fears of a trade war with China,” The Washington 

Post, April 4, 2018, https://www.washingtonpost.com/world/asia_pacific/china-fires-back-at-trump-with-tariffs-on-

106-us-products-including-soybeans-cars/2018/04/04/338134f4-37d8-11e8-b57c-9445cc4dfa5e_story.html 
42 “2018 年 4 月 3 日外交部发言人耿爽主持例行记者会,” Foreign Ministry of the PRC, last modified April 3, 

2018, https://www.fmprc.gov.cn/web/wjdt_674879/fyrbt_674889/t1547677.shtml  
43 “中美经贸磋商就部分问题达成共识 双方同意建立工作机制保持密切沟通,” Xinhuanet, last modified May 

4, 2018, http://www.xinhuanet.com/world/2018-05/04/c_1122784360.htm.  

https://ustr.gov/about-us/policy-offices/press-office/press-releases/2018/april/under-section-301-action-ustr
https://ustr.gov/about-us/policy-offices/press-office/press-releases/2018/april/under-section-301-action-ustr
https://www.washingtonpost.com/world/asia_pacific/china-fires-back-at-trump-with-tariffs-on-106-us-products-including-soybeans-cars/2018/04/04/338134f4-37d8-11e8-b57c-9445cc4dfa5e_story.html
https://www.washingtonpost.com/world/asia_pacific/china-fires-back-at-trump-with-tariffs-on-106-us-products-including-soybeans-cars/2018/04/04/338134f4-37d8-11e8-b57c-9445cc4dfa5e_story.html
https://www.fmprc.gov.cn/web/wjdt_674879/fyrbt_674889/t1547677.shtml
http://www.xinhuanet.com/world/2018-05/04/c_1122784360.htm


 24 

side did not respond to questions about or confirm these demands.44 Nonetheless, the two sides 

released a joint statement after the second-round of high-level talks: the two sides agreed to 

decrease the trade deficit, promote intellectual property protection, encourage two-way 

investment, and continue to engage at high levels on these issues.45  

Although the joint statement seemed to deliver positive messages or to say that China had 

demonstrated its willingness to compromise, no details were promised from the Chinese side. 

President Trump was not satisfied with the level at which China compromised. The White House 

still announced the imposition of a 25% tariff on $50 billion Chinese goods on May 29. China 

turned hardline again and responded that if the U.S. implemented the imposition, it would 

retaliate.  

The third-round high-level talk on June 2 still ended up with no major progress. China 

restated its stance that if the U.S. continued to increase tariffs, China would not fulfill the 

previous promise to purchase more U.S. goods. 

On July 6, 2018, the first-round tariffs officially launched; the U.S. imposed a 25% tariff on 

$34 billion in Chinese goods. The Chinese Ministry of Commerce announced retaliatory tariffs 

 
44 Bradsher, “U.S.-China.”  
45 “China, US issue joint statement on economic, trade consultations,” the State Council, last modified May 20, 

2018, http://english.www.gov.cn/news/top_news/2018/05/20/content_281476153677026.htm; “Joint Statement of 

the United States and China Regarding Trade Consultations,” the White House, last modified May 19, 2018, 

https://www.whitehouse.gov/briefings-statements/joint-statement-united-states-china-regarding-trade-consultations/  

http://english.www.gov.cn/news/top_news/2018/05/20/content_281476153677026.htm
https://www.whitehouse.gov/briefings-statements/joint-statement-united-states-china-regarding-trade-consultations/
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on U.S. goods with an equivalent amount on the same day, including soybeans, which 

constituted the highest proportion of U.S. exports to China.  

In the first stage of the trade war, China’s carrot-and-stick strategy—being open to 

communication and only showing a tough stance if the U.S. pushed—did not work. 

 

Phase 2: Escalation 

The U.S. announced a list of $200 billion in Chinese goods that would be subjected to a 

10% tariff on July 10, 2018. President Trump further demanded that the USTR raise the tariff 

rate to 25% on August 1. Responding to the U.S.’s action, China announced a $60 billion list of 

U.S. goods that would be subjected to tariffs ranging from 5% to 25%.46 Both sides declared that 

the imposition of new tariffs would be implemented on September 24, and the earlier tariffs, 

worth $16 billion, would be implemented on August 23.  

The two sides paused all high-level talks, and tensions escalated. The U.S.’s stance was 

made explicit in Vice President Pence’s remarks in October—the U.S. would continue to stand 

strong against China in every domain until China conceded.47 

 
46 “关于对原产于美国的部分商品加征关税的公告,” Ministry of Commerce of the PRC, last modified August 3, 

2018, http://www.mofcom.gov.cn/article/ae/ai/201808/20180802772616.shtml  
47 “Remarks by Vice President Pence on the Administration’s Policy Toward China,” the White House, last 

modified October 4, 2018, https://www.whitehouse.gov/briefings-statements/remarks-vice-president-pence-

administrations-policy-toward-china/  

http://www.mofcom.gov.cn/article/ae/ai/201808/20180802772616.shtml
https://www.whitehouse.gov/briefings-statements/remarks-vice-president-pence-administrations-policy-toward-china/
https://www.whitehouse.gov/briefings-statements/remarks-vice-president-pence-administrations-policy-toward-china/
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Phase 3: Slowing Down 

Tensions were not alleviated until the G20 Buenos Aires Summit at the end of 2018. 

Presidents Xi and Trump reached a consensus and agreed to a 90-day extension for the 

imposition of tariffs in order to continue the negotiations.  

During the 90-day extension period, the two sides hosted three high-level talks. In all of 

these rounds, China showed a softer stance, at least in the official statements, and declared that it 

would actively respond to the U.S.’s concerns, for example, by enhancing intellectual property 

rights (IP) protection and effectively decreasing the trade deficit. It also claimed that both sides 

had reached a “principled consensus” and would continue to work on the details.48 After the 90-

day extension expired, the U.S. also announced that it would prolong the imposition of new 

tariffs.  

On March 2, the USTR confirmed that all of the tariffs imposed on Chinese products since 

September 2018 would remain 10%. President Trump also expressed optimism about the 

negotiation progress, saying, “China’s going very well. China talks going very well” in a press 

conference on March 19.49 

 
48 “中美经贸高级别磋商结束,” the State Council, last modified February 1, 2019, 

http://www.gov.cn/guowuyuan/2019-02/01/content_5363002.htm; “中美经贸高级别磋商结束,” the State Council, 

last modified February 15, 2019, http://www.gov.cn/guowuyuan/2019-02/15/content_5366098.htm; “第七轮中美经

贸高级别磋商结束,” the State Council, last modified February 25, 2019, http://www.gov.cn/guowuyuan/2019-

02/25/content_5368191.htm.  
49 Kevin Liptak, “US-China trade talks to resume after pause, US official says,” CNN, March 19, 2019,  

https://www.cnn.com/2019/03/19/politics/us-china-trade-talks-resume/index.html  

http://www.gov.cn/guowuyuan/2019-02/01/content_5363002.htm
http://www.gov.cn/guowuyuan/2019-02/15/content_5366098.htm
http://www.gov.cn/guowuyuan/2019-02/25/content_5368191.htm
http://www.gov.cn/guowuyuan/2019-02/25/content_5368191.htm
https://www.cnn.com/2019/03/19/politics/us-china-trade-talks-resume/index.html
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Phase 4: Tensions Escalated Again 

According to media reports, Washington received Beijing’s draft of a trade deal on May 3, 

but it was largely edited by China with reversals of China’s reform commitment to the U.S.’s 

core concerns, such as IP protection, forced technology transfers, access to financial services, 

and currency manipulation.50 According to the South China Morning Post (SCMP), the change 

occurred because the U.S. had “kept adding demands in the late stages of the negotiations.”51 

And these demands, such as opening China’s internet completely, would intervene in China’s 

sovereignty affairs and affect China’s political stability profoundly, the report added.  

This incident escalated the tension between the two countries and led to the U.S.’s 

announcement of raising the previous 10% tariffs on $200 billion in goods to 25% on May 10; 

China also announced it would increase tariffs on $60 billion U.S.-made products from 5% to 

25%. Furthermore, China issued a white paper titled “China’s Position on the Economic and 

Trade Consultations” on June 2. The white paper blamed the U.S. for the setback in the earlier 

trade negotiations and accused the U.S. of not showing mutual respect and of crossing China’s 

“red lines.”52 The USTR refuted this claim, arguing that China’s actions were turning the 

 
50 David Lawder, Jeff Mason, and Michael Martina, “Exclusive: China backtracked on almost all aspects of U.S. 

trade deal – sources,” Reuters, May 8, 2019, https://uk.reuters.com/article/us-usa-trade-china-backtracking-

exclusiv/exclusive-china-backtracked-on-nearly-all-aspects-of-u-s-trade-deal-sources-idUKKCN1SE0WJ  
51 Zhou Xin and Wendy Wu, “Was this the moment US-China trade talks fell apart?” SCMP, May 28, 2019,  

https://www.scmp.com/news/china/diplomacy/article/3012049/was-moment-us-china-trade-talks-fell-apart  
52 “Full text: China’s Position on the China-US Economic and Trade Consultations,” the State Council, last 

modified June 2, 2019, http://english.www.gov.cn/archive/white_paper/2019/06/02/content_281476694892692.htm  

https://uk.reuters.com/article/us-usa-trade-china-backtracking-exclusiv/exclusive-china-backtracked-on-nearly-all-aspects-of-u-s-trade-deal-sources-idUKKCN1SE0WJ
https://uk.reuters.com/article/us-usa-trade-china-backtracking-exclusiv/exclusive-china-backtracked-on-nearly-all-aspects-of-u-s-trade-deal-sources-idUKKCN1SE0WJ
https://www.scmp.com/news/china/diplomacy/article/3012049/was-moment-us-china-trade-talks-fell-apart
http://english.www.gov.cn/archive/white_paper/2019/06/02/content_281476694892692.htm
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negotiations into a “blame game” and that the U.S. had been consistent throughout the 

negotiations while China was the one who failed to keep its commitments.53 

 

Phase 5: Negotiations Restored 

On June 29, the leader of both countries met again at the G20 Osaka Summit and agreed to 

reopen the trade negotiations. President Trump also said that the U.S. would agree to a trade 

truce and pause any new imposition of tariffs on China if China began purchasing U.S. goods as 

promised.  

However, the two sides appeared to have a different interpretation of their previous 

agreement. The Chinese official media outlet Xinhua reported that millions of tons of U.S. 

soybeans had already been shipped to China,54 but Larry Kudlow, the chief economic adviser to 

the White House, indicated that Beijing had not fulfilled its commitment of purchasing U.S. 

agricultural and energy products.55 

 
53 “U.S. Trade Representative and the U.S. Department of Treasury respond to the ‘White Paper’ issued by China 

on June 2, 2019,” Office of the United States Trade Representative, last modified June 3, 2019, 

https://ustr.gov/about-us/policy-offices/press-office/press-releases/2019/june/us-trade-representative-and-us  
54 “近期中国企业采购美国农产品取得进展,” Xinhuanet, last modified July 28, 2019, 

http://www.xinhuanet.com/politics/2019-07/28/c_1210218636.htm  
55 Ana Swanson and Keith Bradsher, “China and U.S. Differ Over Agricultural Purchases Trump Boasted About,” 

New York Times, July 10, 2019, https://www.nytimes.com/2019/07/10/us/politics/us-china-trade-

war.html?_ga=2.21096830.430127884.1605124005-542905901.1600886872 

https://ustr.gov/about-us/policy-offices/press-office/press-releases/2019/june/us-trade-representative-and-us
http://www.xinhuanet.com/politics/2019-07/28/c_1210218636.htm
https://www.nytimes.com/2019/07/10/us/politics/us-china-trade-war.html?_ga=2.21096830.430127884.1605124005-542905901.1600886872
https://www.nytimes.com/2019/07/10/us/politics/us-china-trade-war.html?_ga=2.21096830.430127884.1605124005-542905901.1600886872
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The U.S.’s intention was quite clear; it attempted to use tariffs to force China to purchase 

more U.S. products to decrease the trade deficit. China, however, did not follow the U.S.’s game 

rule; its principle was that if the U.S. did not promise to cancel or stop increasing the tariffs, it 

would not promise the purchase.  

On August 1, President Trump was not satisfied with China’s progress and announced on 

Twitter that he would impose 10% tariffs on the rest of the $300 billion in Chinese exports to the 

U.S., starting on September 1 (@realDonaldTrump, August 1, 2019). On the same day, the U.S. 

Treasury labeled China as a currency manipulator.56 China did not concede to the pressure from 

the U.S.; instead, it announced that it would cease all purchases of U.S. products. To retaliate the 

U.S.’s new imposition, China also declared a new round of tariffs on $75 billion in U.S. products 

with a rate of 5% or 10%, which would be implemented on September 1 and December 15, 

accordingly. The next day after the Chinese announcement, President Trump announced on 

Twitter again that the U.S. would raise the new 10% on $300 billion in Chinese products to 15% 

and the previous 25% on $250 billion in goods to 30%.  

 
56 William Mauldin, Nick Timiraos and Paul Kiernan, “U.S. Designates China as Currency Manipulator,” The Wall 

Street Journal, August 5, 2019, https://www.wsj.com/articles/chinas-currency-weakening-escalates-trade-war-

11565027431 

https://www.wsj.com/articles/chinas-currency-weakening-escalates-trade-war-11565027431
https://www.wsj.com/articles/chinas-currency-weakening-escalates-trade-war-11565027431
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On September 2, the U.S. officially started the imposition of 15% tariffs on $300 billion in 

Chinese goods. In response, China filed litigation to the World Trade Organization’s (WTO) 

dispute settlement system.57 

 

Phase 6: Reaching an Agreement 

Before long, Chinese Vice Premier Liu He called the U.S.’s Trade Representative 

Lighthizer on September 5 to set a date for the next high-level talks in October. Trump remarked 

on Twitter that Liu also asked the U.S. to postpone the increase of tariffs (from 25% to 30% on 

$250 billion in Chinese goods) from October 1 to October 15 to avoid the Chinese National Day 

holiday, and he agreed to Liu’s request.  

The tension was finally alleviated as China announced it would start purchasing a certain 

amount of U.S. soybeans and pork, which would be exempted from the existing tariffs, and 

China also suspended tariffs on 16 American product types;58 the U.S. also exempted 437 types 

of Chinese products from tariffs that it had previously threatened.59 

 
57 “商务部新闻发言人就中国在世贸组织起诉美国对 3000 亿美元中国输美产品征税措施发表谈话,” Ministry 

of Commerce of the PRC, last modified September 2, 2019, 

http://www.mofcom.gov.cn/article/ae/ag/201909/20190902895699.shtml?agt=15422  
58 Sam Meredith, “China exempts 16 American products from additional tariffs — here’s the full list,” CNBC, 

September 11, 2019, https://www.cnbc.com/2019/09/11/us-china-trade-war-beijing-releases-tariffs-exemption-

list.html  
59 CBC News, “U.S. excludes another 437 Chinese-made product types from Trump's tariffs next month,” CBC, 

September 20, 2019, https://www.cbc.ca/news/business/us-china-trade-tariffs-1.5291005  

http://www.mofcom.gov.cn/article/ae/ag/201909/20190902895699.shtml?agt=15422
https://www.cnbc.com/2019/09/11/us-china-trade-war-beijing-releases-tariffs-exemption-list.html
https://www.cnbc.com/2019/09/11/us-china-trade-war-beijing-releases-tariffs-exemption-list.html
https://www.cbc.ca/news/business/us-china-trade-tariffs-1.5291005
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The 13th round of high-level talks hosted on October 11 made significant progress, and the 

two sides reached a “tentative agreement” as the first-phase deal of the trade war. Mnuchin also 

announced that the White House would suspend the raising of tariffs that were supposed to take 

effect on October 15 originally. 

On December 13, both sides reached a consensus on the details of the deal and announced 

the forestallment or cancellation of any new imposition of tariffs. The U.S. Treasury stopped 

labeling China as a currency manipulator in its semi-annual report on January 13, 2020. And 

finally, U.S. President Trump and Chinese Vice Premier Liu He signed the first phase deal on 

January 15 in Washington DC. 

 

China’s Shifting Attitude and Concession 

The U.S.’s attitude and negotiating strategy during the trade war was relatively consistent. 

The U.S. continued to pressure China via imposing tariffs until China yielded—mainly by 

purchasing more U.S. agricultural products. China, on the other hand, seemed to be much more 

flexible than the U.S.; it did not hesitate to retaliate whenever the U.S. imposed new tariffs, but it 

could also soften itself no matter how intense its relationship with the U.S. was.  

Based on the above review of the U.S.-China trade war, there are four main occasions that 

China suddenly altered its attitude:  
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(1) In phase 3, China softened itself after the Buenos Aires G20 summit even though U.S. Vice 

President Pence had just made a provocative speech—in China’s opinion—not long ago. 

(2) In phase 4, disregarding the good progress in phase 3, China largely revised the deal and 

issued a white paper to denounce the U.S. 

(3) In phase 5, two months after the previous divergence, China made a concession again at the 

Osaka G20 meeting and agreed to restart the purchase of U.S. agricultural products, though 

the commitment was not fulfilled.  

(4) In the last phase, not long after both sides threatened to increase the tariffs, China reached out 

to the U.S. and sought a truce due to the upcoming Chinese National Day.  

In general, China is much more concessional than the U.S. A simple fact is that the first-

phase deal focused mostly on China’s concessions. China agreed to massively increase the 

purchase of U.S. goods (from $120 billion annually to $200 billion), committed to addressing 

intellectual property rights protection, opening up its financial markets, and reforming the 

currency exchange system; the U.S. basically only made one concession—to postpone or reduce 

the imposition of tariffs, as listed in the table below. As these occasions are identified, a question 

is raised that why China suddenly changed to a concessional attitude while it was ready to 

confront with the U.S.’s provocation. In the next section, I will introduce China’s reform process 
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of foreign investment during the trade war and argue that the above consequences were the 

product of China’s reform agenda. 

 

Table 2. Main Results of the First Phase Deal 

Topics The United States China 

Tariffs Uphold same tariff rate (25%) on 

$250 billion of Chinese products; 

$120 billion of Chinese goods 

decrease to 7.5% from 15%; cancel 

15% tariffs on consumer electronics 

products imported from China (the 

most influential category to China) 

that worth $160 billion 

Uphold tariff rate on $110 billion of 

U.S. products, ranging from 5% to 

25%; cancel 25% tariffs on U.S. 

automobiles 

Trade deficit  Import extra $200 billion of U.S. 

goods in 2 years, including $50 

billion of agricultural products 

IP 

protection 

 Improve criminal and civil 

procedures for online infringement 

and counterfeit goods; prevent 

forced technology transfer 

Financial 

market 

 Open up the financial market and 

remove foreign equity cap; 

eliminate discriminatory regulatory 

requirements 

Currency  Refrain from using currency 

devaluation for creating trade 

advantage; increase transparency of 

currency policy by publishing 

relevant data 

Enforcement Both sides agree to continue bilateral consultation to resolve future trade 

disputes 
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China’s Reform Agenda of Foreign Investment During the Trade War  

In phase 3, the State Council of China approved the new “Foreign Investment Law” (FIL) 

on March 15, 2019, which would come into effect on January 1, 2020.60 The legislature began at 

the end of 2018, right after President Xi delivered his remarks on the 40th anniversary of China’s 

reform, in which he mentioned that China would continue to open itself up.61 The content of the 

FIL originates from a draft enacted in 2015 with around 170 articles, but the newer version was 

downsized to 42. Most of the articles are statements of principle lacking details, but the new FIL 

still made substantial innovations that would bring a considerable change to the foreign 

investment environment in China, including redefining the foreign-invested enterprise (FIE), 

adopting the management system of pre-establishment national treatment and Negative List for 

foreign investment (Article 4 and 28), several pro-investment policies (in Chapter 2), and 

enhancing intellectual property protection that would effectively reduce forced technology 

transfer in joint ventures. The new management system is especially a notable change because it 

grants equal market access (same condition as domestic investors) to foreign investors as long as 

the invested sectors are not listed on the Negative List, and the Negative List system is first-time 

 
60 “中华人民共和国外商投资法,” the National People’s Congress of the PRC, last modified, March 15, 2019, 

http://www.npc.gov.cn/zgrdw/npc/xinwen/2019-03/15/content_2083532.htm  
61 “习近平：在庆祝改革开放 40 周年大会上的讲话,” Xinhaunet, last modified December 18, 2018, 

http://www.xinhuanet.com/politics/leaders/2018-12/18/c_1123872025.htm  

http://www.npc.gov.cn/zgrdw/npc/xinwen/2019-03/15/content_2083532.htm
http://www.xinhuanet.com/politics/leaders/2018-12/18/c_1123872025.htm
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included in the form of national law as it was only tested in Shanghai Free Trade Zone (since 

2013, and expanded to national wide in 2018) and regulated by the local government.62 

Though less related to foreign investment, the Chinese government also released two 

announcements to cut subsidies for the electric vehicle (EV) and photovoltaic industries at the 

end of March and April 2019, accordingly.63 Both of them are part of the “Made in China 2025” 

project and have received a huge amount of subsidies. The project was launched in May 2015 

and aimed to advance China’s manufacturing capability and reduce reliance on foreign capitals 

by providing favorable policies and substantial subsidies. The funding is channeled by Chinese 

government guidance funds (GGFs), and ten sectors are highlighted as prioritized industries to 

receive the funding.64 According to U.S. Congressional Research Service report, in 2018, 1800 

GGFs had linked to the “Made in China 2015” industries, valued at $426 billion.65 It is, 

therefore, surprising to learn that the Chinese government has already started to reduce the 

subsidies at the current stage.  

 
62 Qian Zhou, “How to Read China’s New Law on Foreign Investment,” China Briefing, October 31, 2019, 

https://www.china-briefing.com/news/read-chinas-new-law-foreign-investment/  
63 “四部门关于进一步完善新能源汽车推广应用财政补贴政策的通知,” the State Council, last modified March 

27, 2019, http://www.gov.cn/xinwen/2019-03/27/content_5377123.htm; “国家发展改革委关于完善光伏发电上网

电价机制有关问题的通知,” National Development and Reform Commission, last modified April 28, 2019, 

https://www.ndrc.gov.cn/xxgk/zcfb/tz/201904/t20190430_962433.html.  
64 The ten sectors include information technology, high-end computerized machines and robots, aerospace, 

maritime equipment, advanced railway transportation equipment, new energy and energy-saving vehicles, energy 

equipment, agricultural machines, new materials, and biopharma and high-tech medical devices. 
65 “Made in China 2025 Industrial Policies: Issues for Congress,” Congressional Research Service, last modified 

August 11, 2020, https://fas.org/sgp/crs/row/IF10964.pdf 

https://www.china-briefing.com/news/read-chinas-new-law-foreign-investment/
http://www.gov.cn/xinwen/2019-03/27/content_5377123.htm
https://www.ndrc.gov.cn/xxgk/zcfb/tz/201904/t20190430_962433.html
https://fas.org/sgp/crs/row/IF10964.pdf
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In phase 5, China released the 2019 version of Negative List on June 30, 2019, as a 

complement to the FIL.66 The Negative List system is to regulate what sectors are forbidden for 

foreign investment or in what sectors foreign companies will receive unequal treatment or 

special restrictions, such as the investment should cooperate with Chinese capital and be 

controlled by it. And as mentioned earlier, this system had been tested in the Shanghai Free 

Trade Zone (SFTZ) since 2013, but notably, critical areas such as service sectors, agriculture, 

mining, entertainment, and manufacturing industries (especially AI, green energy, and other 

high-end sectors) have not been opened until this version. 

In phase 6, China announced the “Opinions of the State Council on Further Effectively 

Using Foreign Investment” on November 7, 2019, to further open the finance sector.67 The 

“Opinions” mentions relaxing the restriction on foreign enterprises’ access to financial services, 

especially by removing the capital cap (it can now exceed 51%) in the banking sector, securities 

industries, and commercial insurance companies. This means that foreign investors can finally 

have decision-making power and run companies independently. 

All of these reforms were launched when China softened itself and made concessions to the 

U.S. To clarify, this is not implying that the trade war directly led to these reforms—these 

 
66 “《外商投资准入特别管理措施（负面清单）（2019 年版）》发布,” the State Council, last modified June 

30, 2019, http://www.gov.cn/xinwen/2019-06/30/content_5404703.htm  
67 “国务院关于进一步做好利用外资工作的意见,” the State Council, last modified November 7, 2019, 

http://www.gov.cn/zhengce/content/2019-11/07/content_5449754.htm  

http://www.gov.cn/xinwen/2019-06/30/content_5404703.htm
http://www.gov.cn/zhengce/content/2019-11/07/content_5449754.htm
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reforms have been one of China’s priorities for the last decade, but the coexistence of these 

reforms may lead to China’s shifting attitude in the trade war. The above brief introduction 

demonstrates that these policies involve many of China’s new attempts to reform the country’s 

economy. As this thesis argues, not only China did not want any unnecessary trouble when it 

planned to launch these reforms, it may also want to use the occurrence of the trade war to 

generate momentum for pushing forward these new reforms. The next section will provide more 

details of these reforms and their relationships with China’s concession in the trade war. 

 

Drivers of China’s Concessional Approach  

The thesis is by no means suggesting that the only cause of reform is the trade war, but by 

showing how critical the reform of foreign investment is to China, I argue that China needs to 

ensure the trade war can provide new and positive momentum for the passage of the new Foreign 

Investment Law and other related policies, and that becomes the drivers of China’s concessional 

behavior in the trade war but not due to U.S. pressure. The following section will move on to 

identify the drivers that encouraged China to adopt a concessional approach and then test if the 

hypotheses stand.  
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A China Desperate for Reforms 

China has been eager to further internationalize its economy during the Xi era because 

China’s economic growth has started to slow down, and the past development model has run its 

course.68 The government believes that China must move its economy toward the next 

development stage and further liberalize its industries and markets. Moreover, when the trade 

war was going on, China encountered several contradictory trends but without a commonly 

accepted solution.  

The first noticeable one was that China attempted to attract more foreign capital, but it was 

also reluctant to liberalize its economy too much. Thus, it kept restraining FIEs’ autonomy. This 

contradiction derives from the outdated FIE laws, known as the “Three FIE Laws” (enacted 

when China committed to join the WTO). They govern three types of foreign enterprises, equity 

joint ventures (EJVs), contractual joint ventures (CJVs), and wholly foreign-owned enterprises 

(WFOEs);69 and they have been criticized for being too complicated to enforce and often 

contradictory to one another.70 The goal of the Three FIE Laws was to grant super-preferential 

treatment to foreign enterprises if they could pass the restricted access standards, but the result 

 
68 “中共中央关于全面深化改革若干重大问题的决定,” the State Council, last modified November 15, 2013, 

http://www.gov.cn/jrzg/2013-11/15/content_2528179.htm  
69 The difference between EJVs and CJVs is that the latter’s structure is not based on the equity ratio but decided by 

the contract investors sign. 
70 Shannon Tiezzi, “Yukon Huang on China’s Foreign Investment Law and US-China Trade Friction,” The 

Diplomat, March 19, 2019, https://thediplomat.com/2019/03/yukon-huang-on-chinas-foreign-investment-law-and-

us-china-trade-friction/  

http://www.gov.cn/jrzg/2013-11/15/content_2528179.htm
https://thediplomat.com/2019/03/yukon-huang-on-chinas-foreign-investment-law-and-us-china-trade-friction/
https://thediplomat.com/2019/03/yukon-huang-on-chinas-foreign-investment-law-and-us-china-trade-friction/
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only brought an extra burden to foreign enterprises and unfair competition between foreign and 

domestic companies.71 This led to a contradictory trend that as China’s inward FDI kept 

growing, the FIE environment remained the same or became more restricted.  

China was, therefore, desperate for a new legal framework to continue to attract foreign 

investment, and the occurrence of the trade war helped the birth of the new Foreign Investment 

Law. The road to the current FIL was bumpy. The draft of the FIL was issued five years ago, and 

some of its content had been tested in the SFTZ since 2013, but because of pushbacks from 

industries, especially those under long-time protection and SOEs, not much significant progress 

had been achieved. One significant example of the SFTZ experiment was the attempt to 

liberalizing financial sectors and pursuing full RMB convertibility,72 but the concerns of causing 

RMB’s downward pressure and massive outflow made the People’s Bank of China (PBoC) 

decide to prioritize the financial stability and turn back to “state-managed” capital account 

convertibility.73 After several years of no movement on the reforms, the FIL was suddenly 

passed by the National People’s Congress one year after the trade war began, and the content of 

 
71 The original “Three FIE Laws” require foreign enterprises to pass high standards of examination to start the 

business. For example, enterprises are asked to submit the project proposal and feasibility study report (FSR) or 

other related documents or contracts to the authority, as a procedure to ensure the investment would not endanger 

Chinese industries or violate any Chinese government’s political agenda. In return, the granted foreign enterprises 

are offered preferential treatment that domestic companies do not have, such as tax rebates, preferential customs and 

tax rates, and construction loans. See. Kathleen A. Walsh, Foreign High-Tech R&D in China (DC: Stimson Center, 

2003). 
72 “中共中央关于全面深化改革若干重大问题的决定,” the State Council, last modified November 15, 2013, 

http://www.gov.cn/jrzg/2013-11/15/content_2528179.htm 
73 Domenico Lombardi and Anton Malkin, “Domestic Politics and External Financial Liberalization in China: The 

Capacity and Fragility of External Market Pressure,” Journal of Contemporary China 26, no. 108 (2017): 785-800. 

http://www.gov.cn/jrzg/2013-11/15/content_2528179.htm
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the law surprisingly matched with most of the U.S.’s original demands. Perhaps the enactment of 

FIL and the trade war were pure coincidence to happen simultaneously, but the trade war surely 

helped to accelerate the legislative process. 

The other contradiction is that while the Chinese government is aware that the poor 

performance of SOEs is one of the main reasons for the economic slowdown, the role of SOEs 

and, more generally, a strong state presence in the economy is unlikely to be abandoned out of 

fears that doing so would backfire and undermine the CCP’s authority. To solve this problem, 

welcoming foreign investment into sectors that are primarily controlled by national capital 

becomes a plausible measure to improve management and increase capital fluidity without 

dramatically abandoning the state’s presence. That is why the 2019 version of Negative List 

opened several critical sectors, including the finance, extractive, and telecommunications 

industries, disregarding whether or not they were state-owned.74 After the new lists took effect 

on July 30, 2019, Chinese SOEs became able to cooperate with foreign investors or companies to 

import new technology and improve management efficiency. Even without cooperation, 

economic growth would also be stimulated by inviting more foreign competition. Take the 

extractive sector for example, where only SOEs and quite a few Chinese private companies were 

 
74 Zoey Ye Zhang, “China’s 2019 Negative Lists and Encouraged Catalogue for Foreign Investment,” China 

Briefing, July 10, 2019, https://www.china-briefing.com/news/chinas-2019-negative-lists-encouraged-catalogue-

foreign-investment/?hilite=%272019%27%2C%27negative%27%2C%27lists%27 

https://www.china-briefing.com/news/chinas-2019-negative-lists-encouraged-catalogue-foreign-investment/?hilite=%272019%27%2C%27negative%27%2C%27lists%27
https://www.china-briefing.com/news/chinas-2019-negative-lists-encouraged-catalogue-foreign-investment/?hilite=%272019%27%2C%27negative%27%2C%27lists%27
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allowed to drill for oil, resulting in insufficient competition in the Chinese market. By inviting 

international petroleum giants into the Chinese market, not only can efficiency be improved, but 

China can also enjoy a higher level of oil supplies.75 

Besides foreign direct investment, China is also cutting down the subsidies for the EV and 

photovoltage industries, even though the country is still dedicated to building self-produced 

industries via the “Made in China 2025” project. The determination to launch this reform is 

because the burden of continuing the subsidy policy is too large. The EV industry has received 

$210 billion RMB over the last ten years. As for the photovoltaic industry, the funding gaps for 

the subsidy has grown too fast and reached to $45 billion RMB in 2018, making the past pattern 

and the huge amount of subsidy unlikely to continue.76 Therefore, the Chinese government cut 

over 50% of the subsidies for the EV industry in the March 2019 announcement and further 

lowered the purchase price of photovoltaic power even though the industry just experienced a 

large subsidy cut in 2018.  

 

 

 

 
75 “油气勘查开采市场将全面放开,” the State Council, last modified January 10, 2020, 

http://www.gov.cn/xinwen/2020-01/10/content_5467964.htm  
76 “国家能源局：光伏通知不是“急刹车”提质增效利于提升国际竞争力,” People.cn, last modified June 11, 

2018, http://finance.people.com.cn/n1/2018/0611/c1004-30051050.html  

http://www.gov.cn/xinwen/2020-01/10/content_5467964.htm
http://finance.people.com.cn/n1/2018/0611/c1004-30051050.html
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Testing the Hypotheses 

To support my argument, I propose the first two hypotheses that if they stand, China’s 

concessions in the trade war would be the consequence of its reform agenda. The first hypothesis 

builds the relationships between the existence of contradictory policy signals and China’s 

concessions in negotiation—when the signals urge for further reforms, China will be more 

concessional to assist the reform. The second one is about how experiencing unprecedented 

challenges will incentivize China to take a concessional approach in order to absorb experience 

and test if the reforms are acceptable by its opponent. Based on the previous discussion, I 

identify the existence of the independent variables for these two hypotheses—contradictory 

policy signals and unprecedented challenges. For the first one, when the trade war began, China 

was at a stage that desired more foreign investment but still retained strong protection over SOEs 

and certain strategic industries; China realized that passing the new FIL was a must. As for the 

unprecedented challenges, with the new FIL, China not only redefined FIEs and granted them 

equal treatment as domestic firms, but it also announced the opening of several key sectors and 

subsidy cuts for certain industries that had always been under protection.  

Next, we look at how these variables influenced China’s behavior in the trade war. When 

the FIL was about to be released, China said it would “actively respond” to the U.S.’s concerns, 

as illustrated in the press releases of the fifth to the seventh round of high-level trade talks. After 
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China released the FIL and simultaneously announced the adjustment of its subsidy policy, the 

next three high-level trade talks (which took place on 3/28, 4/3, and 4/30 of 2019) went 

positively because China finally made commitments beyond purchasing U.S. products. President 

Trump, along with some media opinions, even said the two sides were close to a deal.77 When 

the 90-day extension for tariffs was coming to an end, the USTR also announced it would 

postpone the new imposition of tariffs. None of these achievements were able to have a chance 

in 2018 when China had not yet launched the foreign investment reforms. 

Is this just a coincidence of timing? Perhaps not. It is noteworthy that the new FIL only 

spent three months in the legislature, which was probably one of the fastest records in China’s 

legislative history, especially for such a major act. Furthermore, the FIL was largely downsized 

from 170 to 42 articles, most of which were just statements of principle. The law thus matches 

with China’s concessional actions, as it tends to establish a contractual tie first without promising 

too much in details when it is unsure about the consequences of its decisions. As we reflect on 

what happened between when China started the legislature in the National People’s Congress to 

 
77 Bob Davis, Alex Leary and Vivian Salama, “Trump Says U.S.-China Trade Deal Close, but No Summit Plans 

Yet,” The Wall Street Journal, April 4, 2019, https://www.wsj.com/articles/u-s-china-trade-talks-in-end-game-but-

no-final-deal-yet-chamber-leader-says-11554382517; Michael Martina, “As trade talks reach endgame, U.S.-China 

ties could hinge on enforcement,” Reuters, April 29, 2019, https://in.reuters.com/article/us-usa-trade-china-

analysis/as-trade-talks-reach-endgame-us-china-ties-could-hinge-on-enforcement-idINKCN1S50DE; Ana Swanson, 

“‘Epic’ China Trade Deal Near Completion, Trump Says, but Haggling Continues,” New York Times, April 4, 2019,  

https://www.nytimes.com/2019/04/04/business/economy/trump-xi-china-trade-meeting.html  

https://www.wsj.com/articles/u-s-china-trade-talks-in-end-game-but-no-final-deal-yet-chamber-leader-says-11554382517
https://www.wsj.com/articles/u-s-china-trade-talks-in-end-game-but-no-final-deal-yet-chamber-leader-says-11554382517
https://in.reuters.com/article/us-usa-trade-china-analysis/as-trade-talks-reach-endgame-us-china-ties-could-hinge-on-enforcement-idINKCN1S50DE
https://in.reuters.com/article/us-usa-trade-china-analysis/as-trade-talks-reach-endgame-us-china-ties-could-hinge-on-enforcement-idINKCN1S50DE
https://www.nytimes.com/2019/04/04/business/economy/trump-xi-china-trade-meeting.html
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the tenth round of trade talks (before the situation went wrong again in May 2019), China 

actually managed to successfully promote the new law and deescalate tensions with the U.S. 

The second observable case that shows the implementation of reform could lead to China’s 

concession in negotiation is during phase 5, when China finally committed to purchasing U.S. 

agricultural products right after the two sides’ leaders met at the Osaka G20 summit, while China 

released the new version of Negative List in which several critical sectors were for the first time 

opened to foreign investment. The commitment to purchase U.S. agricultural products should be 

recognized as a concession because even though China did not fulfill the commitment in the end, 

it still was an attempt to soften relations with the U.S. In other words, it is highly possible that 

China forced itself to make this commitment that it cannot or is not willing to fulfill to ensure the 

U.S. would not question the new Negative List as not opening the market enough. According to 

the White House’s statement on July 31, 2019, the 12th round of trade talks, which happened 

right after the new lists took effect,78 discussed topics such as “forced technology transfer, 

intellectual property rights, services, non-tariff barriers, and agriculture,”79 but notably, 

“enforcement” was not listed as in the previous White House’s statement before the trade talks,80 

 
78 The Negative List was released on June 30, 2019, and took effect on July 30; the 12th round of trade talks took 

place between July 30 to July 31. 
79 “Statement from the Press Secretary,” the White House, last modified July 31, 2019, 

https://www.whitehouse.gov/briefings-statements/statement-press-secretary-71/  
80 “Statement from the Press Secretary,” the White House, last modified July 24, 2019, 

https://www.whitehouse.gov/briefings-statements/statement-press-secretary-67/  

https://www.whitehouse.gov/briefings-statements/statement-press-secretary-71/
https://www.whitehouse.gov/briefings-statements/statement-press-secretary-67/
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and the main focus remained on increasing Chinese purchase of U.S. agriculture products.81 

Although it is unclear why the enforcement topic is removed, it seems like the U.S. had fewer 

concerns about China’s enforcement capability as China had updated its legal structure, and 

Chinese strategy had just worked well. 

The last case is about China announcing the relaxation of its financial markets in 

November. Opening up the financial sector was a huge part of China’s foreign investment 

reforms before the FIL took effect in 2020; at the same time, China finally made a solid 

commitment and took real action to import pork and soybeans from the U.S. to show its 

willingness to achieve a deal. This time, the U.S. was not just happy about the progress, but it 

also agreed to postpone the imposition of tariffs. It was because of the compromise of the two 

sides that the first phase deal was finally achieved. 

Based on the above discussion, the first two hypotheses are proved sustained throughout the 

trade war. When China is experiencing major reforms, it becomes more willing to make 

concessions with an attempt to seek positive feedback from the U.S. Another finding is that 

China’s concession could be ostensible if the reform is not a major one. China usually releases 

new versions of the Negative Lists every June or July, and the 2018 version had already started 

 
81 Yun Li, “Trade talks to continue in September in the US,” CNBC, July 31, 2019, 

https://www.cnbc.com/2019/07/31/trade-talks-to-continue-in-september-in-the-us-chinese-state-media-says.html 

https://www.cnbc.com/2019/07/31/trade-talks-to-continue-in-september-in-the-us-chinese-state-media-says.html
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to relax access to several major industries, so positive feedback or momentum drained from the 

trade war may not be as needed as in the process of other major reforms; therefore, China did not 

make the commitment of purchasing U.S. goods in the 12th round trade talks seriously, which 

angered the U.S. and led to another threat of tariffs imposition. 

Regarding the third hypothesis, which is explaining under what circumstance will China 

retrieve the flexibility and turn to an unyielding stance, the most remarkable moment to show the 

consequence of violating Chinese “red line” was in May 2019, when China suddenly revoked the 

deal that the two sides had almost completed. China’s action was surprising because both sides 

seemed to be satisfied with their progress in the previous months. More than that, China had 

been dedicated to deescalating tensions. Apparently, China changed its attitude not for fear of 

losing out from the deal but because of much more political reasons—its “red line” had been 

violated by the U.S. Although the details of the trade talks were unclear, China’s white paper 

issued in June made the story clear that it was because the U.S. attempted to infringe—in China’s 

opinion—on China’s sovereignty and intervene in its domestic affairs. The third hypothesis, 

therefore, stands, which implies that only such political considerations can make China alter its 

concessional approach.  
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How China Controlled the Negotiation Pace                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                         

The result of the first-phase deal shows that China’s flexible negotiating strategy did not put 

China at a disadvantage; instead, it bought more time for China to promote its reforms step by 

step and prevent the U.S. from demanding too much. Comparing the content of the first-phase 

deal to the U.S.’s original demands in May 2018,82 China successfully postponed the start date 

for balancing the trade deficit from June 2018 to 2020; China only halted several sectors’ 

subsidies instead of all the “Made in China 2025” industries; the U.S.’s request of “immediate, 

verifiable steps” to stop cyberespionage was not really mentioned; and China only lowers its 

average import tariffs from 10% to 7.5%, instead of 3.5% as the U.S. requested. If China did not 

adopt a concessional approach and agreed to parts of the U.S.’s demands, the U.S. might have 

imposed harsher tariffs and forced China to launch comprehensive reforms.  

While China was experiencing unprecedented changes and reforms, the consequence of 

these new policies was hard to predict, and many sectors could suffer a lot before they 

successfully upgrade themselves. Therefore, China needed to subtly manage the reform process 

throughout the trade war, and China could learn from the negotiation process since America’s 

demands represented how foreign investors expected China to liberalize itself.  

 
82 Bradsher, “U.S.-China.” 
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Therefore, the Chinese government needed to acquire sufficient momentum to overcome the 

above contradictory signals, and the trade war served this function well. While being 

concessional in negotiations, domestic disagreements could be set aside, and the priority of 

China became generating appropriate reforms as soon as possible so that China could 

demonstrate that is was a cooperative actor in this dispute and that it was willing to satisfy the 

U.S.’s demands before the trade war further worsened. If China had chosen to play tough, 

Chinese domestic actors would have considered the U.S.’s demands to be nonsense and 

continued to persist in preserving the status quo.  

That is to say, from China’s perspective, the trade war was, internally, an occasion to gain 

momentum for promoting reforms that could help China to move on to the next stage of 

economic development; externally, it was a chance to portray China as a cooperative member of 

the international society in order to minimize tensions and prevent foreign interference in 

China’s domestic affairs while maximizing China’s international interests. 
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CHAPTER 5. CONCLUSION 

Based on the above analysis, this thesis has demonstrated how China’s foreign investment 

reform was intertwined with the progress of the U.S.-China trade war. Although the reform had 

no direct causal relationship with the trade war, it played a critical role in determining whether 

China should adopt a concessional approach or not. In general, when China is encountering 

contradictory policy trends and unprecedented challenges that it cannot solve by itself, an 

external force can be an effective help to generate extra momentum to overcome obstacles to the 

reforms. In order to ensure that the “external force” works in a positive direction, China tends to 

adopt a flexible approach in international negotiations. The “flexible” approach means that China 

would make concessions to reduce tensions and mitigate its opponent’s aggressive actions so that 

the negotiation outcome would have a higher chance to correspond with China’s own reform 

agenda; if the negotiation derails from China’s expectations or, more importantly, violates 

China’s “red line,” China will not hesitate to end its concessional attitude and adopt a tougher 

stance.  

This finding also suggests that Chinese negotiating behavior perhaps depends more on 

domestic factors rather than international factors. China, as a rising superpower, has encountered 

complicated domestic issues that might cost the economic growth and the CCP’s legitimacy if 

they remain unsolved. International factors, however, have often been used instrumentally to 
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aggregate domestic support or to divide and weaken domestic pressure; the U.S.-China trade war 

was no exception. Perhaps it is also the nature of a superpower to make the domestic factors as 

the determinants; the complexity of domestic affairs forces the government to prioritize them 

first. President Trump launched the trade war not simply because of “great power competition,” 

but because the unbalance trade relationships with China causes the U.S. millions of job 

opportunities, and Trump needs to find out a way to satisfy the domestic demands to face the 

upcoming reelection, though it is arguable if his strategy succeeds or not. 

Another notable but earlier example is the negotiation of China joining the WTO. After 

China submitted the application to join GATT in 1986, it took China 15 years to complete all the 

bilateral negotiations and eventually become a WTO member in 2001. The whole process took 

so long because China’s economic system and legal framework were far from meeting the 

WTO’s requirements, especially those requested by the U.S., European countries, and Japan. 

China met all the demands after 15 years of reform, even though such compliance meant that 

China’s infant industries would have to face competition from developed countries, foreign 

investors would further exploit Chinese labor, and China would need to fix its laws according to 

“Western standards.” Because of that, China’s chief negotiation representative at the time, Long 
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Yongtu, was even criticized as a “traitor.”83 Nevertheless, China’s concession helped to 

complete this marathon negotiation and implement these challenging reforms progressively.84 

Additional studies are needed to acquire the full picture of Chinese negotiating behavior. 

The future work of this research can apply a comparative approach to see if other concessions 

China made in international negotiations are also due to domestic reform pressure. For instance, 

China tends to provide unconditional/concessional loans to African countries while it is troubling 

with its surplus production capacity and may want to establish positive relationships with these 

countries to secure China’s domestic reforms.85 The African case can also help to explore how 

China interacts with developing countries compared to Western powers (the U.S.). Furthermore, 

besides economic issues, a comparison with political cases, such as China’s consultation of the 

Code of Conduct in the South China Sea, would be helpful to understand domestic drivers’ real 

influence or, perhaps, the limitation.  

Although it is hard to generalize Chinese negotiating pattern from a single case of U.S.-

China trade war, this thesis has found that China’s strategy is to 1) portray itself as being on the 

 
83 “从经济汉奸到文化汉奸--龙永图想干啥？” Utopia, last modified March 4, 2010, 

http://m.wyzxwk.com/content.php?classid=27&id=129027; “龙永图：我既不是功臣，也不是卖国贼,” Southern 

Weekly, last modified December 30, 2010, http://www.infzm.com/content/54072  
84 Yeling Tan, “Disaggregating ‘China, Inc.’: The Hierarchical Politics of WTO Entry,” Comparative Political 

Studies 53, no.13 (2016): 2118-2152; Miaojie Yu, China-US Trade War and Trade Talk (Springer: Singapore, 

2020); also see a memorandum of Long Yongtu: “让历史铭记——中国加入世贸组织谈判备忘录,” the State 

Council, last modified October 31, 2005, http://www.gov.cn/ztzl/content_87675.htm.  
85 Cotula et al., China-Africa; Ye, The Belt. 
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“right side” of negotiations to gain legitimacy for its actions; 2) agree in principle but seldom 

make solid commitments in detail, as a way to control the negotiation process and prevent its 

opponent from demanding too much; 3) observe its domestic situation and use external tensions 

to generate domestic cohesion. 4) and lastly, at the implementation stage, fulfilling the negotiated 

agreement is never China’s main agenda, but pleading with China to do so will be its opponent’s 

since having China to compromise is never an easy task. Such a conclusion echoes well with 

Solomon’s classic work on Chinese negotiating behavior—we witness how China has 

successfully continued to apply its negotiating strategy for decades to encounter various types of 

challenges. 

As for now, an unfulfilled agreement is exactly what the U.S. is concerned about. In a 

media report, U.S. Trade Representative Lighthizer expressed caution about the idea of a U.S.-

Taiwan Free Trade Agreement, fearing that it might undermine the U.S.’s first phase deal with 

China.86 Lighthizer’s worry makes sense; according to data from the Peterson Institute for 

International Economics (PIIE), China is far behind in its commitment to purchasing U.S. 

goods.87 It turns out that China is the one successfully using the trade war to benefit itself, while 

 
86 Ana Swanson, “Top China Critic Becomes Its Defender,” New York Times, October 6, 2020,  

https://www.nytimes.com/2020/10/06/business/economy/china-robert-lighthizer.html  
87 Chad P. Bown, “US-China phase one tracker: China’s purchases of US goods,” PIIE, December 4, 2020,  

https://www.piie.com/research/piie-charts/us-china-phase-one-tracker-chinas-purchases-us-goods  

https://www.nytimes.com/2020/10/06/business/economy/china-robert-lighthizer.html
https://www.piie.com/research/piie-charts/us-china-phase-one-tracker-chinas-purchases-us-goods
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the U.S., though with a much tougher stance than China, is the one winning nothing except for 

troubling itself. 
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