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Institut Montaigne is a leading independent think tank based in Paris.
Our research and ideas aim to help governments, industry and societies
to adapt to our complex world. Institut Montaigne’s publications and
events focus on major economic, societal, technological, environmental
and geopolitical changes. We aim to serve the public interest through
instructive analysis on French and European public policies and by
providing an open and safe space for rigorous policy debates.
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Foreword

Institut Montaigne regularly delves into Chinese macroeconomic
trends, which are essential to our understanding of power relations.
This 2025 edition comes at a moment of heightened trade tensions
between Washington and Beijing, with Europe proving unable to
make its voice heard in this uninhibited duopoly.

We are seeing the remarkable resilience of the Chinese economy,
which has stayed on course despite headwinds: domestically, per-
sistent difficulties in the real estate sector and weak consumption;
externally, tariff pressures from the United States. China, skillful and
determined, is managing to push back the Trump administration
on tariffs; redirecting a significant share of its exports to the Euro-
pean Union, ASEAN, Russia, and African countries, and continuing
to move upmarket industrially. It is now competing with European
factories on high value-added products, not hesitating to manipulate
our dependencies on critical components to its advantage.

This analysis enlightens us about Europe's options as an economic
power: about the ambition we need to redefine, about the passivity
we must urgently abandon, and about the defensive and offensive
instruments still at our disposal—notably a trade deficit of some
300 billion euros with China that represents an unduly ignored lever.

Marie-Pierre de Bailliencourt,
Institut Montaigne's Managing Director
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Introduction

One can be convinced of the intrinsic strengths of a hybrid indus-
trial economy, without clear boundaries between public and private,
constantly mobilized toward innovation at the expense of individual
income. In a hybrid industrial economy, one can also downplay some of
the official statistics, which are subject to manipulation by local autho-
rities eager to meet their targets. Even so, the declared strength of the
Chinese economy is surprising at a time when the US administration is
declaring a pause (whether lasting or not) in its tariff offensive.

“Incredible resilience”: The premise behind this US tariff offensive
was to drive a wedge into exports, which had become the primary
driver of Chinese growth." It was obvious that the massive decoupling
resulting from 145 percent tariffs would first harm Chinese producers,
exporters, and supply chains before reaching and hitting, at least 45
days later, the shelves of US stores and the wallets of US consumers. On
the other hand, it seemed equally obvious that US resilience, while not
guaranteed politically in view of the mid-term elections in November
2026, would in any case exceed China's threshold of resistance.

! Daniel H. Rosen, Logan Wright, Jeremy Smith, Matthew Mingey and Rogan Quin, “After the Fall:
China's Economy in 2025, Rhodium Group, December 31, 2024, https://rhg.com/research/after-the-
fall-chinas-economy-in-2025/.
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] Upholding the Export Position

However, this was not the case: Only 40 days passed between the esca-
lation of "Liberation Day" on April 2 and the Sino-US agreement on May
12 suspending the announced measures. This was enough to disrupt
the maritime logistics of Chinese exports, starting with the ports. It
was enough to weaken certain producers who did not have an imme-
diate backup plan. But it was not enough to cause a shock to China’s
growth, nor to reach, if not the ports of the United States’ West Coast,
then at least supermarket shelves. President Donald Trump called off
the showdown before it even reached the heart of the US economy.
At that point, it had not caused any serious damage to the Chinese
economy. But why?

First, the current situation with price and exchange rate fluctuations
has helped both China and the United States. For the United States,
the fall in oil prices is delaying the inflationary impact of decoupling.
In China, the devaluation of the dollar, to which the renminbi remains
pegged in a crawling peg (or sliding parity), led to a two-week decline
in the Chinese currency against the euro (-6 percent), the Japanese
yen (-5.8 percent) and the Korean won (-4.8 percent). Contrary to what
is sometimes reported, China did not want to intensify the conflict
through a deliberate devaluation nor did it need to. Only public inter-
vention has enabled the renminbi to recover since then.
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Figure 1 * Real exchange rate of the Chinese
renminbi against a basket of currencies
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Source: Bank for International Settlements.

Figure 2 * Breakdown of the Bank
for International Settlements' currency basket

Japanese yen Hong Kong dollar
(JPY) 8-10% (HKD) 5-7%

Euro (EUR)

-189
US Dollar 15-18% 13-15%

Others (50+ currencies) 30-35% Total
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South Korean won Taiwan dollar
(KRW) 7-9% (TWD) 4-6%

Note: The sum of the figures is greater than 100 percent because the currency shares
are approximations.

Source: Bank for International Settlements.
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Added to that is the constant deflation in China for the past three
years. It accelerated, particularly for producer prices, in Q1 2025
(-2.3 percent year-on-year) and again in May (-2.7 percent).? Compared
with global inflation,? these prices have almost returned to 2019 levels
(+1.6 percent) and have fallen sharply since 2023 (-7.7 percent). By com-
parison, the US producer price index rose by 24.4 percent between 2019
and April 2025;* while the French index rose by 10.8 percent over the
same period.’

In other words, between 2023 and April 2025, Chinese industrial
competitiveness increased by around 32 percent compared to that
of the United States and by 18 percent compared to that of France.

This brings us to the second major factor explaining China's resilience:
the continued strength of exports other than those to the United
States.

This is due to the remarkable adaptability and flexibility of the
entire Chinese supply chain: from production to distribution abroad,
including transportation logistics. This is a model of flexibility and cost
reduction that certain companies, such as Renault, are trying to repli-
cate and emulate to a certain extent.®

2 202554 A Tl 5 7= H T N8 RIEL TFE2.7%” [In April 2025, Producer Prices Fell by 2.7%
Year-on-Year], National Bureau of Statistics of China, May 10, 2025,
https://www.stats.gov.cn/sj/zxfb/202505/t20250510 1959770.html.

3 “Inflation, Consumer Prices (% Annual),” World Bank, 2025, https://donnees.banquemondiale.org/
indicateur/FP.CPLTOTL.ZG?view=chart.

4 “Producer Price Indexes,” Bureau of Labor Statistics, 2025, https://www.bls.gov/ppi/.

5 [In March 2025, French Industrial Production Prices Fell by 1.1% Over One Month and by 0.3%
Over One Year], National Institute of Statistics and Economic Studies, April 30, 2025, https://www.
insee. statistiques/8566219.

6 Olivier Ubertalli,[Renault's Industrial Flexibility Is its Strength Against the Chinese], Le Point, May
27, 2025, https://www.lepoint.fr/economie/renault-dans-les-coulisses-de-la-revolution-industrielle-
4-0-du-constructeur-27-05-2025-2590666 _28.php.
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The rollercoaster ride and rapid diversification of exports before, during,
and after the 40-days customs dispute with the United States are tes-
tament to this Chinese flexibility. After falling by 17 percent in January
and February, compared to the previous two months, exports reboun-
ded by 12.4 percent in March” and remained at +4.8 percent in May!®In
April—a month fraught with danger due to the virtual shutdown of the
supply chain to the United States—they still rose slightly by 8.1 percent
in absolute terms.’

The 90-days customs pause decreed by Donald Trump on May 2
signaled a new rebound. According to US sources, freight bookings
from China to the United States jumped 300 percent in the second
week of May, and some major importers had undoubtedly anticipated
the move as soon as negotiations began in Geneva.'” We can expect
that, despite the customs surcharges still in place (+10 percent for all
countries, +20 percent on account of fentanyl, +25 percent on certain
products covered by Section 301, +25 to 50 percent on steel and alumi-
num), direct US imports will increase again until August 15 and after the
end of the agreed 90-days pause, due to both American and Chinese
operators. In April and May, they fell by 20 percent and 35 percent res-
pectively—a logical consequence of the halt in shipments.

7«2025%3 A& EBH ORER (£TE)” [Table of Total Imports and Exports for March 2025 (in
US Dollars)], General Administration of Customs of the People's Republic of China, April 14, 2025,
http://www.customs.gov.cn/customs/302249/zfxxgk/2799825/302274/302275/6462438/index.html.

8 “BI5A AR E MR i H O#42.5%” [My Country's Imports and Exports of Goods Increased
by 2.5% in the First Five Months], General Administration of Customs of the People's Republic
of China, June 9, 2025, http:/www.customs.gov.cn/customs/xwfb34/302425/6560798/index.html.

9 “Fi4 B E KR 5 it O#842.4%” [In the First Four Months, China's Import and Export of
Goods Grew by 2.4%], General Administration of Customs of the People's Republic of China, May 9,
2025, http://www.customs.gov.cn/customs/xwfb34/302425/6502399/index.html.

10 Shannon Pettypiece, “U.S. Companies Surge Shipments from China Following Tariff Pause”,

NBC News, May 16, 2025, https:/www.nbcnews.com/politics/economics/us-companies-surge-
shipments-china-tariff-pause-rcna207076.
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This “yo-yo” effect linked to the ups and downs of the Trump administra-
tion must be put into perspective with the explosion of Chinese exports
to the rest of the world. This undoubtedly includes transit through third
countries to the US market. However, we would be wrong to limit our-
selves to the re-routing of sales to the European Union, even if this
shift was a proven fact during Trump's first term following the customs
surcharges already imposed on Chinese imports. Transshipments, false
labels of origin, and shell companies are long-standing practices. The
detours via Vietnam or Mexico are the best known, but transit countries
to the United States also include South Korea, Singapore, Indonesia,
Belgium, and Poland, and as of recently the Baltic states. Within these
increasing exports, it is therefore difficult to distinguish the share of
direct sales from immediate re-exports.

Toward Southeast Asia-ASEAN countries, China's trade surplus has
increased 2.5-fold between 2019 and 2024, reaching 190 billion dollars
(182.4 billion euros at the average exchange rate in February 2025)."
Anecdotally, entire sections of the furniture and textile industries
have been devastated: In Indonesia, 250,000 textile workers were laid
off between 2022 and 2024, and the country's leading textile company,
Sritex, a subcontractor for Uniglo, Zara, and H&M, went bankrupt in
early 2025. Similar losses are occurring in Thailand and Malaysia in the
furniture and household goods industries. In the words of a Chinese
furniture exporter, “for a given product, there are no lowest prices, only
lower prices.”"? In the higher-end market, Chinese electric vehicles are
replacing Japanese vehicles in Southeast Asian markets. The reasons for
this are tax exemptions for Chinese exporters, parallel imports—parti-
cularly in Indonesia—and unlimited price cuts by Chinese producers.

11 «Sritex, Indonesia’'s Largest Textile Firm, To Shut Down Factories on Saturday”, Jakarta Globe,
February 28, 2025, https:/jakartaglobe.id/business/sritex-indonesias-largest-textile-firm-to-shut-
down-factories-on-saturday.

12 “Cheap Chinese Goods Are Flooding South-East Asia. Can the Region Turn the Tide?”, The Straits
Times, February 28, 2025, https://www.straitstimes.com/asia/se-asia/cheap-chinese-goods-are-
flooding-south-east-asia-its-manufacturers-are-fighting-back.
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As can be seen, it is therefore extremely difficult to separate the real
decline in production costs, caused by robotization and large-scale
standardization, from reduced margins and sales at a loss, or illegal
and tolerated practices in the transport of products abroad. In this
second category, giant distribution platforms such as Shein, Temu and
Taobao take the lion's share due to customs exemptions for low-va-
lue parcels and the practical impossibility of checking them. Chinese
economists also believe that, beyond the issue of costs, manufacturing
based on artificial intelligence and automation will enable China to
remain the global manufacturing center of gravity.”

The consequences vary depending on the economy: For high-labor-
cost countries that have already lost most of their low-end industries,
Chinese e-commerce is destroying competing distributors, both physi-
cal and virtual. On the other hand, in less developed countries where
labor-intensive industries still exist, these are under threat, including in
Europe's neighborhood.

The use of free trade zones promoted by China (Tangier in Morocco,
El Qantara in Egypt) is helping to reinforce this comparative advan-
tage. As a result, even for well-known brands, fabrics and fibers are
most often sourced in China. Between March 2024 and March 2025,
Chinese exports to Egypt and Morocco increased by 20 percent and
25 percent respectively. Remarkably, Turkish textile companies prefer
to relocate to El Qantara, despite an agreement granting Turkish goods
direct access to the European market! In 2024, 6,000 Turkish companies
in the textile sector closed their doors as a result of the rebound, and
the number of jobs lost in this sector has risen to 250,000 since 2020.™

15 Zhai Dongsheng, “Be &L EHEF- I HEHE, XEZATLEEERN—I17“KE" [Artificial Intelligence
Faces A ‘Decisive Test’: Is It Possible to End Centuries of Industrial Relocation?], Guancha,
April 28, 2025, https:./www.guancha.cn/DiDongSheng/2025 04 28 773874 s.shtml.

1 William Sellars, “Textile Companies in Turkey Move to Egypt to Compete”, Arabian Gulf Business
Insight, April 4, 2025, https://www.agbi.com/manufacturing/2025/04/textile-companies-in-turkey-
move-to-egypt-to-compete/.
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The trend is the same for finished textiles and footwear, whose sales
abroad are declining: In 2024, Turkey experienced its third consecutive
year of devaluation of the Turkish lira.

Overall, and particularly for manufactured goods, two underlying
trends stand out. The first is the emergence of ASEAN as a desti-
nation equivalent in scale to the United States and the European
Union. The second is the even more significant rise, in relative
terms, of African countries and Russia in particular.

Figure 3 ¢ Chinese exports of manufactured goods
by trading partner between 2019 and 2025 (projections)

Billions of US dollars
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Note: Data for 2025 is extrapolated from the January-April 2025 period.

Source: General Administration of Customs of the People's Republic of China.
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Figure 4  Relative changes in Chinese exports
of manufactured goods by trading partner
between 2019 and 2025 (projections)
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Source: General Administration of Customs of the People's Republic of China.
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? An Inexorable Move Upmarket

But a third trend is emerging, perhaps even more structural in macroe-
conomic terms: The concentration of Chinese exports in high value-
added mechanical and electrical industries. Admittedly, Chinese
exports continue to dominate the global market for toys, furniture,
and electronics—with the rise of e-commerce following Covid—but
exports of lithium batteries, electric vehicles, and solar panel compo-
nents account for 60 percent of the increase in Chinese exports since
2022. In Europe, starting from a non-existent base, the increase in sales
of electric vehicles is the most spectacular.’™

5 Jack Ewing, “How Chinese Carmakers Doubled Their Share of the European Market,” The New
York Times, June 18, 2025, https://www.nytimes.com/2025/06/18/business/china-byd-cars-europe.
html
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Figure 5 * Growth index of EU imports
from China by sector (2020-2024)
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Source: National Bureau of Statistics.

Often known only anecdotally, these data must be understood in their
entirety, as they explain the resilience of a Chinese economy driven
by exports. This fact is significant for China's economic policy: Even if
dependence on exports is too high and even if domestic consumption
is not growing fast enough to restore balance, there is no real obliga-
tion on the Party-state to carry out the structural adjustments recom-
mended by most economists outside (and often inside) the country.
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Added to this is another factor: China is becoming indispensable in
an increasing number of links in the supply chain, from raw materials
to components for finished products and innovative products.'* What is
unprecedented is that Chinese industry and logistics are forcing their
entrance into high-tech markets without abandoning labor-intensive
sectors, but sometimes revolutionizing them.

China's dominance in almost every niche of the energy transition is
well known: From rare metals—and primarily their processing—to
solar panels, wind turbines, high-voltage pylons, batteries, and nuclear
power plants. The price war raging China is creating, in the electric
car sector for example, an offer that would make any international
competition impossible, even with very high customs surcharges.
According to the latest news, the price of BYD's Dolphin model, a basic
electric vehicle sold for around 25,000 euros in Europe,'” has fallen to
6,800 euros in China.'®

The automotive industry is a mature industry, even if electrification is
renewing it. A more complex example is that of nuclear power plants,
where China has a head start—well beyond the number of plants
under construction. This lead is due to economies of scale and modu-
lar construction. Not only is China currently building 27 reactors, or
46 percent of new reactors worldwide, and not counting the 10 addi-
tional reactors announced in April 2025, but a total of more than
150 reactors are planned by 2035.

6 “How China Reduces Nuclear Reactor Costs,” Energynews, August 26, 2024, https.//fenergynews.
pro/en/how-china-reduces-nuclear-reactor-costs/.

17 Chris Chilton, “China’s $10K Seagull Becomes the $26K Dolphin Surf For Europe,” Carscoops,
May 21, 2025, https://www.carscoops.com/2025/05/chinas-10k-seagull-turns-into-the-26k-dolphin-
surf-for-europe/.

18 Gloria Li, “Chinese EV Shares Tumble as BYD Sparks 'Rat Race' Price War Fears,” Financial
Times, May 26, 2025, https://www.ft.com/content/74958651-ec86-4a07-a743-502445f54553.

19 “Reactor Status Reports — Under Construction,” International Atomic Energy Agency, June 16,
2025, https://pris.iaea.org/PRIS/worldstatistics/UnderConstructionReactorsByCountry.aspXx.
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Added to this are delays and costs that are incomparable with those of
Western manufacturers. The average construction time for a reac-
tor is six years in China, compared with eight to nine for the fastest
Korean projects (in the United Arab Emirates on a greenfield site with no
legal obstacles),” 15 for the latest AP-1000 reactors built in the United
States,?' not to mention the first French EPRs. China even hopes to
reduce this timeframe to five years, and only South Korea has a shorter
target of three years. China also benefits from construction costs per
kilowatt per year that are significantly lower than those of its Russian,
American, and French competitors, thanks to substantial low-interest
public loans and VAT refunds.??

Its industrial capacity—including the risk of domestic “overproduc-
tion” leading to a flood of exports—is growing. The next sector to be
affected could be semiconductors, to varying degrees depending on the
level of sophistication. For older generation chips (legacy chips), which are
between 10 and 28 nanometers in size, China accounted for 31 percent
of global production capacity in 2023, a share that is expected to reach
40 percent by 2030 with 44 foundry projects underway. For power conduc-
tors and capacitors alone, China has already reached the 35 percent mark.

The new data centers springing up around the world to serve artificial
intelligence also require a large number of power transformers, which
are made from grain-oriented electrical steel (AEGO). China produces
50 percent of these transformers, its ninth largest export, and
46 percent of AEGO.?® In April 2025, it immediately included these
special steels in its retaliatory customs measures.

20 “Reactor Database Search / United Arab Emirates / Barakah 4,” World Nuclear Association, 2025,
https://world-nuclear.org/nuclear-reactor-database/details/Barakah-4 ?2utm.

21 Koroush Shirvan, “2024 Total Cost Projection of Next AP1000,” Center for Advanced Nuclear
Energy Systems, July 2024, https://web.mit.edu/kshirvan/www/research/ANP201%20TR %20
CANES.pdf?utm.

22 This construction cost per kilowatt per year is approximately €2,200 to €2,600 in China,
compared to €4,900 (a figure that will undoubtedly be revised upwards in 2025) for the Rosatom
power plants proposed by Russia to Hungary, from €7,300 to €9,100 in the United States, and up
to €15,000 in the admittedly special case of Flamanville in France.
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For 5-nanometer chips, the current technological frontier, SMIC has
developed a model that does not require ultraviolet lithography, which
is subject to US export bans. It hopes to reach 5 percent of global capa-
city by 2027 *—sufficient to meet the needs of Aland mid-range Chinese
mobile phones. SMIC had announced some time ago that it was also
making progress on 3-nanometer chips.”® As part of the next five-year
plan (2026-2031), particular emphasis should also be placed on chip
production equipment. In 2024, China was only meeting 13.6 percent of
its needs, but this percentage is expected to rise to 20 percent by 2027.

Returning to the automotive sector, and more specifically to auto-
nomous vehicles, in the field of lidars—which are also essential for
drones and autonomous deliveries—companies with vertically inte-
grated production are already managing to incorporate this equip-
ment into mass-market products. These companies include giants
such as DJI (drones), BYD (automotive) and Huawei, as well as more
specialized companies such as Hesai and Robosense, whose production
costs are 50 to 70 percent lower than those of their Western competi-
tors. According to Qiu Chunchao, CEO of Robosense, the unit cost of the
company's latest automotive lidars has fallen from 120,000 to 3,200 ren-
minbi (14,600 to 390 euros) in four years**—several other companies,
including BYD, even hope to break the 1,000 renminbi limit (126 euros).

23 “China Grain Oriented Electrical Steel Market Size & Outlook,” Horizon Grand View Research,
2025, https://www.grandviewresearch.com/horizon/outlook/grain-oriented-electrical-steel-market/
china.

#<gfl! £ MPTEFRESESNME R [Self-Made! Huawei and SMIC Collaborate Again on 5nm
Chip], CEPEM, April 30, 2025, https://www.cepem.com.cn/news/detail/4973?utm.

% TomshardwareiRi&, & &5 2KiE, PSEREF L3nmIZHA [According to Tomshardware,
Reliable Sources Indicate that SMIC is Developing 3-Nanometer Manufacturing Technology],
Design & Reuse China, December 22, 2023, https://www.design-reuse-china.com/
news/202312129/?utm.

B HREBIXERNRE: TIRNEITTR, BMAREEWMFT?” “Laser Radar Caught in a Price War:
Without Lowering Prices, Will it Be Abandoned?”, JR], June 7, 2024, https:/m.jrj.com.cn/
madapter/auto/2024/06/07072840937497.shtml?utm.
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From all of the above, we can expect a new commercial shockwave
for the global automotive industry—electric powertrains, on-board
computing and autonomous vehicles— and more generally for all
connected objects.

China's preeminent position in certain technological and innovative
niches is widely recognized, perhaps too much so, according to a report
by an eminent Australian research center.?” According to the Australian
Strategic Policy Institute, China, which was at the forefront of three of
the 64 technologies studied between 2003 and 2007, dominated 57 of
them in 2023. However, while it currently excels in integrating complex
technologies into specific products, it remains dependent on crucial
components that are imported, transferred or appropriated by other
means. Another center, this time American, still ranks the United States
in first place and has upgraded its assessment of European capabilities,
although these remain below those of China.®

The question of restrictions on technology exports to China—in
addition to those on natural resources, for which China has built and
diversified its global portfolio—therefore arises. It is all the more pres-
sing from the perspective of economic security and risks to national
security. If sanctions were imposed on China, for example following an
international crisis, it would also be the ability of the United States and
its partners, whether compelled or not, to prevent China from acces-
sing these resources that would be called into question. What would
then resemble a blockade would be a global shock of a magnitude
equivalent to a decoupling of Chinese exports. In terms of techno-
logy and skills transfers, it is possible that the international strategies
of some Western companies have already reached a point of no return.

27 Jennifer Wong Leung, Stephan Robin, and Danielle Cave, “ASPI's Two-Decade Critical Technology
Tracker: The Rewards of Long-Term Research Investment”, Australian Strategic Policy Institute,
August 28, 2024, https://www.aspi.org.au/report/aspis-two-decade-critical-technology-tracker-
the-rewards-of-long-term-research-investment/.

28 “Critical and Emerging Technologies Index”, Harvard Kennedy School’s Belfer Center for Science
and International Affairs, June 5, 2025, https://www.belfercenter.org/critical-emerging-tech-index.
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Limiting or halting these transfers to China would only delay certain
upgrades, but would not prevent them.

Only the interruption of trade, a blockade of critical materials or equip-
ment, and major financial sanctions depriving China of access to its own
reserves would have a real impact. The experience of sanctions against
Russia is only partially conclusive. And it seems clear that the current
strategy of the US administration—if it is indeed a strategy and not
the result of successive choices—of waging an all-out trade war while
trying to force its partners into alignment, further reduces the chances
of success of such a strategy.

From the perspective of China's response to Donald Trump's offensive, it
is easier to understand that, beyond marginal adjustments—support
for demand for certain goods, increased credit easing to resolve the
financial crisis of local governments, measures in favor of the rural or
migrant population—, Xi Jinping's policy remains unchanged. When
there is a relaxation, it is in relation to a punitive measure recently
taken: This is the case despite French efforts, cognac exports to China,*
and European negotiations to obtain rare earth quotas. Relief from a
global rare earth export ban is being negotiated bilaterally and one-
by-one with trade partners.

However, the overall trade results for May 2025, in dollars, show an acce-
leration in sales to Europe: To France (+24.1 percent year-on-year), Ger-
many (+21.5 percent), and the Netherlands (+7.1 percent).* Exports to
the European Union as a whole and to ASEAN increased by +12 percent
and +14.8 percent, offsetting the temporary decline of more than
30 percent in direct exports to the United States.

29 “France Says Talks with China Failed to Solve Cognac Dispute,” Reuters, May 16, 2025,

https://www.reuters.com/world/china/lombard-says-france-china-trade-talks-failed-find-solution-

cognac-dispute-2025-05-15/.

0“5 BEE YR 5ttt O154£2.5%” [In the First Five Months of this Year, China's Total
Import and Export of Goods Grew by 2.5%], General Administration of Customs of the

People's Republic of China, May 9, 2025, http://www.customs.gov.cn/customs/302249/zfxx
gk/2799825/302274/302275/6560977/index.html pour 2025.
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Indeed, priority support for innovation in the manufacturing sys-
tem and for public enterprises continues, as does the maintenance
of approximate parity between the renminbi and the dollar. Attention
is therefore focused on the restrictions, a global measure that then
allows China to grant authorizations on a case-by-case basis, imposed
by China on exports of rare earths and products incorporating them.

Conversely, with regard to US restrictions on exports of critical technolo-
gies, the focus is particularly on semiconductors. In the first five months
of 2025, Chinese exports in the mechanical and electrical industries
increased by +9.3 percent year-on-year and accounted for 60 percent
of total exports. In addition, so-called private Chinese companies are
increasing their share much faster (+8 percent) than foreign-owned
companies (+2.3 percent).?' It is likely that these figures, expressed in
renminbi, would be even more impressive in terms of volume.

However, the fact remains that a new escalation of US tariffs and/or
the implementation of European measures, which the Trump admi-
nistration seems to want in exchange for a tariff truce, could weaken
the economic and employment situation in China in the short term.
These hypotheses should therefore also be explored based on the cur-
rent state of the Chinese economy.

31 Ibid.
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Structural Imbalances:
How Serious Are They Today?

According to Zhang Jun, director of the China Economic Research Cen-
ter at Fudan University,*? it is the persistent momentum of exports
that has offset the vulnerabilities of the domestic economy. This
momentum could be increasingly counteracted by China's partners as
it creates a global imbalance.

Leaving aside the “exports” parameter, what are the current weaknesses of
the Chinese economy? What remedies is the Chinese government trying
to implement? Given the trade and technology standoff with the United
States, it is indeed the short-term vulnerabilities that should be prio-
ritized. Other weaknesses, such as demographic decline, the climate
crisis, and the slowdown in innovation caught up in an ideological and
nationalist straitjacket, are very real, but these are longer-term factors.

With a few exceptions, economic indicators for the first quarter of 2025
were less negative than the forecasts made by foreign observers**—and
more in line with the official target of GDP growth of “around 5 percent”
in 2025, as in 2024. The 5.4 percent year-on-year growth was undoub-
tedly boosted by export expectations. Most indicators thus anticipated
a decline in exports.®

32 Zhang Jun, “Looking Forward to Stabilizing the Stock and Property Markets and Increasing
Residents' Income”, Fudan Development Institute, March 5, 2025, https:/fddifudan.edu.cn/fc/08
¢18965a719880/page.htm?utm.

33 Frangois Godement and Pierre Pinhas, “[Scenarios] — China 2035: The Chances of Success,”
Institut Montaigne, January 2025, https://www.institutmontaigne.org/publications/scenarios-
chine-2035-un-succes-sans-entraves.

34 “How to Predict China's Economic Performance for 2025: A Sectoral Approach,” Carnegie
Endowment for International Peace, May 21, 2025, https://carnegieendowment.org/posts/2025/05,
how-to-predict-chinas-economic-performance-for-20252lang=en.

¥ RIS BERE SRV 5ttt O154£2.5%” [In the First Five Months of this Year, China's Total
Import and Export of Goods Grew by 2.5%], General Administration of Customs of the

People's Republic of China, May 9, 2025, http://www.customs.gov.cn/customs/302249/zfxx
gk/2799825/302274/302275/6560977/index.html.

25


https://fddi.fudan.edu.cn/fc/08/c18965a719880/page.htm?utm
https://fddi.fudan.edu.cn/fc/08/c18965a719880/page.htm?utm
https://www.institutmontaigne.org/publications/scenarios-chine-2035-un-succes-sans-entraves
https://www.institutmontaigne.org/publications/scenarios-chine-2035-un-succes-sans-entraves
https://carnegieendowment.org/posts/2025/05/how-to-predict-chinas-economic-performance-for-2025?lang=en
https://carnegieendowment.org/posts/2025/05/how-to-predict-chinas-economic-performance-for-2025?lang=en
http://www.customs.gov.cn/customs/302249/zfxxgk/2799825/302274/302275/6560977/index.html
http://www.customs.gov.cn/customs/302249/zfxxgk/2799825/302274/302275/6560977/index.html

INSTITUT MONTAIGNE

Several domestic indicators are again favorable in May: Industrial
value-added remains up 5.8 percent year-on-year,*® and retail sales are
accelerating to 6.4 percent.’” This contrasts sharply with price indices,
which fell again in May, by 0.1 percent?® for retail sales and 3.3 percent
for producer prices,* this is the 39" consecutive month of decline for
the latter index. Manufacturing purchasing indices remain neutral—
around 50, but with a slight decline according to the financial maga-
zine Caixin,* while official statistics indicate a stable situation. Only one
index is consistently and genuinely in the red: New home sales, down
3.8 percent year-on-year in May.*' Another surprising official statistic
is urban unemployment, which, after rising to 5.3 percent in the first
quarter of 2025, fell to 5.2 percent in May,* with an even more notable
decline in the unemployment rate for 16-24 year olds, excluding stu-
dents, to 14.9 percent in May.*

36 “2025%55 B S £ Tl #Ehn{E1E45.8%” [5.8% Growth in Industrial Value-Added for Large-
Scale Enterprises in May 2025], National Bureau of Statistics of China, June 16, 2025,
https://www.stats.gov.cn/sj/zxfb/202506/t20250616_1960172.html.

37 202545 Rpit & iE B AT & 2 EE1K6.4%” [Total Retail Sales of Consumer Goods Rose 6.4%
in May 2025], National Bureau of Statistics of China, June 16, 2025, https://www.stats.gov.cn/sj/
zxfb/202506/t20250616_1960169.html.

3 202555 B BR BB MG REILL TFH#0.1%” [In May 2025, Consumer Prices Fell by 0.1% Compared
to the Previous Year], National Bureau of Statistics of China, June 9, 2025, https:/www.stats.gov.
cn/sj/zxfb/202506/t20250609_1960094.html.

39 202555 B Tl £ 7= H ™ #r#& B EL TF3.3%” [In May 2025, Producer Prices Fell by 3.3%
Compared to the Previous Year], National Bureau of Statistics of China, June 9, 2025, https:/www.
stats.gov.cn/sj/zxfb/202506/t20250609 1960093.html.

4 “Plunge in Overseas Demand Hits China Manufacturing, Caixin PMI Shows,” Caixin Global,
June 3, 2025, https://www.caixinglobal.com/2025-06-03/plunge-in-overseas-demand-hits-china-
manufacturing-caixin-pmi-shows-102325874.html.

420255 1—5 A £ E B = I EAKIE R [General Situation of the National Real Estate Market
from January to May 2025], National Bureau of Statistics of China, June 16, 2025,
https://www.stats.gov.cn/sj/zxfb/202506/t20250616 _1960170.html.

2«5 AR ERZFEITEMRER. f2thAFi#” [In May, the National Economy Remained Stable
and Progressive Overall], National Bureau of Statistics of China, June 16, 2025,
https://www.stats.gov.cn/sj/zxfb/202506/t20250616 1960173.html.

4 <2 EFNEREAEEREN6—24% 55 % #(%)” [National Urban Unemployment Rate for
People Aged 16-24, Excluding Students], National Bureau of Statistics of China, June 16, 2025,
https://data.stats.gov.cn/easyquery.htm?cn=A01.
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Foreign exchange reserves continued to rise (very) slightly, by
0.1 percent to 3,285 billion dollars (2,858 billion euros) in May, as did
gold reserves for the seventh consecutive month.** Given the size of
the trade surplus, despite the decline in Chinese tourism abroad since
Covid, lower foreign direct investment in China, and floating capital
outflows this trend is hardly surprising. There is no real indication of a
shift in dollar reserves toward other currencies, contrary to rumors
that circulated during the crisis days of April.

What is important in the figures above is the indecisive nature of
the trend, as a sharp decline due to trade events should have occur-
red. In the past, Chinese actors (households, businesses, etc.) have pre-
viously expressed their concerns through a crisis in consumption or
investment. This was the case during the Asian financial crisis of 1998,
and with the invasion of Ukraine in 2022, which itself followed the coro-
navirus pandemic. This is not the case this time. We must therefore be
wary of interpretations based on anecdotes from a financial elite whose
business interests have often been linked to politics.*

The Chinese elites have every reason to be wary of Xi Jinping's fight
against the risks of the formation of a structured liberal class: measures
against private education, to control access to information or to ensure
the unchallenged preeminence of the Communist Party in all compa-
nies, Chinese and foreign, state-owned and private, are directly aimed
at this category of the population. However, there has been no signi-
ficant emigration of Chinese scientists, even though access to labo-
ratories often requires training abroad followed by a return to China.

“CBHEFRT (2025%)” [Official Reserve Assets (2025)], State Administration of Foreign
Exchange, June 7, 2025, https://www.safe.gov.cn/safe/2025/0206/25745.html.

45 See various comments on the influx of Chinese citizens investing in Tokyo, following Singapore
and Hong Kong in the 1990s.
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Moreover, Chinese household savings were already so high that it is
difficult to imagine them increasing further. After peaking at 35 percent
in 2020 and then 34 percent in 2022, the savings rate is now fluctuating
around 31-32 percent. The real estate crisis is primarily affecting sales
of new homes, particularly outside the megacities of Beijing, Shanghai,
Guangzhou, Tianjin, and Chongqing, meaning that developers and
local governments are the most directly impacted.

In addition to real estate, lower demand for vehicles, particularly electric
vehicles, is almost certain to herald the next major sectoral crisis. With
the price war intensifying in May 2025 around 100 carmakers among
the major manufacturers—and the local governments that have sup-
ported them—uwill be facing bankruptcy.*

This uncertain picture, which is far from bleak in the short term, is the
result of real shifts in official economic policy and, at the same time,
continued spending and credit restraint compared to the changes
hoped for by observers. Many stimulus measures will only have an
impact in terms of volume in the second half of the year. Their imple-
mentation will also depend on a further intensification of the trade
conflict with the United States, which remains highly possible.

In June 2025, however, Sino-US trade relations seemed to be hea-
ding toward a new lull. Should this be the case, Xi Jinping will have
won on all fronts: exports at all costs, and a stabilized relation with Chi-
na's third largest trading partner but most important strategic partner:
the United States.

% <5 AR ERZFEITERER. A" [The National Economy Remained Generally
Stable and Steady with Progress in May], National Bureau of Statistics of China, June 16, 2025,
https://www.stats.gov.cn/sj/zxfb/202506/t20250616_1960173.html.
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4 The Shift in Economic Policy

(and Its Limits)

The real estate crisis, the weak consumption relative to investment and
exports, and the youth unemployment have been topics of debate in
China for years. Was a stimulus package needed or should demand
be supported?

In the first case, would support go to innovative sectors promising
strong growth, including for the coming era of demographic decline?
Or should credit and subsidies also be directed toward sectors in diffi-
culty, often old and state-owned industries that are traditional sources
of mass employment?

In the second case, that of demand support, should it include a bailout
of the real estate sector, including through incentives to buy and public
buybacks of available housing? Or should-it favor the option of easing
credit for developers? A transfer of revenue from the central budget and
a reorientation of credit toward local governments suffering significant
revenue losses could even be considered. Above all, what about income
redistribution in a society that has become one of the most unequal in
the world?*

The Asia program at Institut Montaigne has followed the various
phases of these debates: from the bursting of the real estate bubble
in 2022, coinciding with the renewal of lockdown measures against
the coronavirus and the invasion of Ukraine, to the beginning of 2025
with the anticipation of Donald Trump's policy toward China.”® These
debates have been revived at times, notably by Chinese economists,*
and stifled at other times, mainly by public decision.

47 “Income Inequality: Gini Coefficient,” Our World in Data, April 14, 2025, https://ourworldindata.
org/grapher/economic-inequality-gini-index.
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The priorities and refusals clearly expressed by Xi Jinping weigh
heavily in the balance, with his statements taking the form of direc-
tives. These include the fatwa against housing designed for speculation
rather than for living, the injunctions against the “laziness” and welfare
dependency of Western societies, the priority given to innovation and
the industries of the future, and the absolute imperative of national
security, including avoiding any financial dependence on foreign coun-
tries. These priorities have outweighed the ambiguous goal of achieving
a“moderately prosperous society” or slogans about “shared prosperity”.

In concrete terms, introduced under Hu Jintao and Wen Jiabao, univer-
sal pensions remained very small outside the cities, less than a tenth
of urban pensions, urban residence permits (hukou) were never aboli-
shed, and the creation of a specific property tax, announced in October
2021,°° has remained at the project stage. The revival of consumption
has been limited to vouchers for certain products and subsidies for elec-
tric vehicles. The 180° turn that Xi Jinping made at the end of 2023 by

4 Frangois Godement, “Xi Jinping As An Ordoliberal: China's Margins For Growth in 2022,”
Institut Montaigne, February 2022, https://www.institutmontaigne.org/en/publications/xi-
jinping-ordoliberal-chinas-margins-growth-2022; Frangois Godement, “China’s Change of
Economic Model: Not So Fast!,” Institut Montaigne, June 2022, https://www.institutmontaigne.
org/en/publications/chinas-change-economic-model-not-so-fast; Frangois Godement, “China’s
Disappointing Economic Figures and the Crisis of Confidence,” Institut Montaigne, September
2023, https://www.institutmontaigne.org/en/publications/chinas-disappointing-economic-
figures-and-crisis-confidence; Frangois Godement, Pierre Pinhas, Philippe Aguinier, and Viviana
Zhu, “China Trends #18 — Searching for Growth Engines Via Innovation,” Institut Montaigne,
December 20, 2023, https:/www.institutmontaigne.org/en/expressions/china-trends-18-
searching-growth-engines-innovation; Philippe Aguignier, “China’s Property Bubble: Who Will
Pay?,” Institut Montaigne, July 11, 2023, https:/www.institutmontaigne.org/en/expressions/
chinas-property-bubble-who-will-pay; Philippe Aguignier, “Local Government Debt: Adding
Pressure to China's Economic Slowdown,” Institut Montaigne, September 4, 2024, https://www.
institutmontaigne.org/en/expressions/local-governments-debt-china-towards-banking-collapse;
Philippe Aguignier, “Economie chinoise : en attendant la relance...” [The Chinese Economy:
Waiting for Recovery...], Institut Montaigne, March 28, 2025, https://www.institutmontaigne.or,
expressions/economie-chinoise-en-attendant-la-relance.

9 Yu Yongding, “TEEHERENER”, “+HR N EHEEMMFIZH KR ” [There Is No
‘Consumption-Driven Growth’ the 14th Five-Year Plan Should Relaunch Large-Scale Projects
Similar to the 4 Trillion Yuan Stimulus Plan], Guancha, June 10, 2025, https://www.guancha.cn/
YuYongDing/2025 06 10 778854.shtml.

0 EEARRRASESZERSXTRENESRER X FREB =B E X S TIEMRE”
[Decision of the Standing Committee of the National People's Congress on Authorizing the State
Council to Carry out Pilot Projects on Real Estate Tax Reform in Certain Regions], Xinhua,
October 23, 2021, http:/www.news.cn/2021-10/23/c 1127988515.htm.
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abruptly ending the anti-Covid lockdown has not been repeated since
then in other areas.

Nevertheless, the relaxation of budgetary discipline, the opening up
of credit, particularly to stem local government losses resulting from
the real estate crisis, and selective incentives to consumption have all
intensified. The way was paved by Xi Jinping at the Central Economic
Work Conference on December 15, 2023,°' simply by stating that his
top priority was “the recovery and expansion of consumption.”

In March of this year, the government announced an increase in govern-
ment bonds “at the appropriate time,”*? but it was more generally its
special action plan to stimulate consumption that attracted attention
through its desire to increase wages, accelerate government payments
to SMEs, and increase minimum incomes and those of rural households.>?
However, the recent publication of the document detailing these public
policies could leave a more cautious impression in the absence of signi-
ficant and binding budgetary commitments.>*

In April, the National People's Congress passed an emergency law to pro-
mote the private economy, which also applies to foreign companies. Its
wording does not dispel the impression of arbitrariness on the part
of the CPC, which is the ultimate arbiter of the law, but it does contain
elements of protection against untimely initiatives by local authorities,
practices often referred to figuratively as “deep-sea fishing” (iZ ¥ #5).

51 Xi Jinping, “H B35 TIERIJLANE K@ [Several Important Issues in Current Economic
Work], China Finance 40 Forum, February 15, 2023, https.//mp.weixin.qq.com/s,
X554MWcsvSgXpVaSfgbsqg.

2R RETERBAF SN STARLUMEFHENEFTE PRAPREBIEIEFEHFSW [The
Standing Committee of the Political Bureau of the Central Committee of the Communist Party of
China Held a Meeting to Analyze the Current Economic Situation and Economic Work. Xi Jinping,
General Secretary of the Central Committee of the Communist Party of China, Presided Over
the Meeting,” Government of the People's Republic of China, April 25, 2025, https:/www.gov.cn/
yaowen/liebiao/202504/content_7020941.htm.

5t RHPNT BERAATE “RIRHEEMITHAR" [The General Office of the Communist
Party of China Central Committee and the General Office of the State Council Issued the 'Special
Action Plan to Boost Consumption], Government of the People's Republic of China, March 16,
2025, https://www.gov.cn/zhengce/202503/content 7013808.htm.
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The central bank continued to lower, albeit slowly and to a limited
extent,> its “reverse repurchase rate,” the benchmark rate for most loans
to businesses and households, and on May 7 announced a general cut
in interest rates.>® Renewed once, consumer subsidies that have sup-
ported sales of electric vehicles and household appliances appear to
be less effective in 2025, with consumers likely waiting for their next
renewal or intensification before making purchasing decisions. The
most effective support measures for consumption have been those
for travel, restaurants, and tourism in general, service industries that
were previously hard hit by the lockdown.

For its part, the government continues to support innovation and real
estate above all else and has decided on a new wave of support. Cen-
tral government subsidies to municipalities to renovate and modernize
aging urban spaces should not be forgotten either.’” More innova-
tive are the measures in favor of the social economy, announced
by Xi Jinping in December 2024, which target the most disadvantaged
segments of the population (farmers, migrants to cities, and their child-
ren). In the latter areas, support for the education of the poorest is a
real social measure, as migrants without residence permits have to
spend a disproportionate share of theirincome on education. Simi-
larly, the announced increase in pensions for rural residents is a signi-
ficant measure.

seh RN T BERDATATH-SREMAERE & HRABASHERBHER” [Opinions
of the General Office of the Central Committee of the Communist Party of China and the General
Office of the State Council on Further Guaranteeing and Improving People's Livelihood and
Resolving Urgent and Difficult Issues Faced by the Masses], Government of the People's Republic
of China, June 9, 2025, https://www.gov.cn/zhengce/202506/content 7027015.htm.

55 202545 A20 8 £ ERITE R R ER OZRATRERTIHRNFIE (LPR) A&7 [On
May 20, 2025, the National Interbank Funding Center Was Authorized to Announce the
Loan Prime Rate (LPR)], People's Bank of China, May 20, 2025, http://www.pbc.gov.cn/
zhengcehuobisi/125207/125213/125440/3876551/5714254/index.html.

56 “A Cautious Cut,” Gavekal Economics, 7 mai 2025 (private bulletin).

57 K FFFR20255F F o R W B 2 #5 LI T EHT{TBRYIE AN ” [Notice on the Implementation of the
2025 Central Government Financial Support Program for Urban Renewal], Ministry of Finance
of the People's Republic of China, April 3, 2025, https://jjs.mof.gov.cn/tongzhigonggao/202504,
120250408 3961566.htm; “#B2001Z 7T 3 SE#H W B BB 4\ 2038 [More than 20 billion yuan
in tax subsidies for urban renewal will be allocated to 20 new cities], Xinhua, June 5, 2025,
http://www.xinhuanet.com/20250605/df7aaldd438d4893ac68e6615d2ea99b/c.html.
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Overall, either because China anticipated a retreat by the Trump
administration or because it wants to keep its cards close to its
chest, we have so far seen only limited support for stimulus, most
of which remains focused on resolving the real estate crisis. Moreover,
increased support for domestic demand would only partially offset
a significant decline in exports and would generally not concern the
same products.
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Conclusion

Trade relations between China, the European Union, and the United
States have become a vicious triangle, with each side watching for
moves that could strengthen or weaken its own position. Given the
apparent unpredictability in Washington, this game is far from transpa-
rent, as domestic issues and posturing may play a decisive role in US
decisions.

China holds a trump card, which is also a weakness. It emerged rela-
tively unscathed, in terms of foreign trade, from the showdown—or
bluff, some would say—of “Liberation Day”. But those who export a lot
also have a lot to lose, especially if importers were to gang up against
an overly dominant Chinese position. To guard against this risk, China
is eliminating all remaining customs barriers for African countries, inclu-
ding for agricultural goods in what looks like an inverted mirror image
of US tariff policy.*®

With an economy that is slowing but far from stalling, Xi Jinping's China
is taking measures, including social measures, to cushion a possible
new shock. The scale of the fiscal and credit stimulus announced in
stages since December 2024 struck observers, but many of the amounts
remain uncertain in practice. Officialy China does not seem to be seeing
the urgency of the economic policy change that so many analysts are
calling for.

SCSHEFEERIR () BHEFERSAEFIESECIZRRZEFIMAAB KRS WBBE [Xi Jinping
and President Sassou of the Republic of the Congo Sent Congratulatory Messages to the
Ministerial Meeting of Coordinators Responsible for Implementing the Results of the
Forum on China-Central Africa Cooperation], Xinhua, June 11, 2025, http://www.news.
€n/20250611/8¢221f6f6ecf4821b1d1c42f93317bda/c.html; “F& %EBE K fa s A g% h E BB Id B %
HE & REFINEX R EEEITS3NIEME R E L HEL00%F: B 7= T X 5545 [Senior Ministry
of Commerce Official Interprets China's Willingness to Implement a 100% Tariff Exemption on
All Tariff Items for the 53 African Countries with Which it Has Established Diplomatic Relations
through the Signing of a Joint Economic Partnership Agreement], Ministry of Commerce of the
People's Republic of China, Ministry of Commerce of the People's Republic of China, June 17, 2025,
https://www.mofcom.gov.cn/xwfb/sjfzrfb/art/2025/art 4981def7ffce4a5997862ff2b91a74d6.html
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It is possible that China is anticipating a trade truce with the United
States similar to that of January 2020, and that it is confident in its
capabilities for economic deterrence. The gamble remains risky, as
dependence on exports, after rising sharply since 2019, is not declining.
However, political analysis, based on economic and financial security,
still prevails over a long-term analysis of growth factors other than
innovation and large-scale production. China is adapting but not
changing course.

On the surface, the European Union appears to be the weakest partner
in this triangle. With a few exceptions, it does not have the initiative or
resources that the United States has in disruptive technologies or in
energy and mineral resources. Nor does it have the dominant positions
in traditional industries that China is expanding both upwards, with
semiconductors and other IT goods, and downwards, with rare earths,
which it exploits and processes and over which it has a virtual mono-
poly. The United States may first hesitate, but it then takes radical
action: That is the big lesson of Donald Trump's new term. As for China,
its unity of political and state action (and reaction) remains an asset
in times of international confrontation, and widespread discontent is
only marginally aggregated.

But the European Union also has assets, in reality stemming from
its own weaknesses. Its European governments, sometimes with their
backs against the wall in the face of populism, the Russian geopoliti-
cal challenge, and the distancing of the United States, see more clearly
than ever the vital need to reach internal compromises and present a
united front. The difficult question of strategic autonomy—impossible
in practice in the short term and entangled with too many priorities—is
no longer an unresolvable issue once Europe is effectively alone.

It may even be that, in the event of a tactical trade compromise between

Donald Trump and the Chinese leadership, Europe will find itself on the
front line on both counts. The shift initiated in Brussels years ago, from
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a belief in the pacifying virtues of the single market to the need for
industrial rearmament and trade instruments, will then prove very
useful. Member States, which have often feared the loss of national
powers, will, on the contrary, have to invest more closely in the Com-
mission and the European Council, regardless of their political color.
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Faced with the US trade offensive and international tensions, the Chinese
economy is showing unexpected resilience. China has managed to
maintain its industrial competitiveness thanks, among other reasons,
to remarkable logistical flexibility, continued deflation, and a favorable
exchange rate. Even more surprising, China is rapidly diversifying its ex-
port markets, significantly strengthening its trade with ASEAN, Europe,
and Africa. At the same time, the Chinese economy is accelerating its
move upmarket, now dominating key sectors such as electric batteries,
renewable energies, and autonomous vehicles. This hybrid industrial
strategy, combining public and private sectors, and supported by
constant innovation and intensive automation, is keeping China at the
heart of international supply chains. However, the Chinese economy’s
dependence on exports remains a structural weakness in the short and
medium term. This study sheds light on Beijing's strategic choices and
emphasizes the inevitable need to strengthen the European Union's
internal cohesion in terms of trade defense and industrial rearmament.
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