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Preface

Asking the Right China Questions:
An Inside-Out Framework
CHINA 2026: WHAT TO WATCH

Where We Start

China is seldom black or white—indeed, it is anything but. The Chinese economy is neither on the
verge of collapse nor so ascendant as to defy gravity. China’s system is dynamic and in constant
motion—navigating deep contradictions, balancing security and development, and forging new sources
of legitimacy. It is perpetually adapting, and the system is often more resilient than many assume or
wish to believe. To mistake China’s evolution for either inevitable decline or unstoppable rise is to risk
misreading the world's second-largest economy, as well as one-fifth of humanity. For policymakers and
business leaders, such misjudgments can mislead. At worst, policymaking based on mirror imaging can
border on irresponsibility.

That is why the Center for China Analysis (CCA) was established: to decode China’s complexity
from the inside out—grounded in evidence, objective research, and balanced, human-centered analysis.
We aim to serve as a go-to platform for decision-makers seeking policy insights and practical under-
standing of China, grounded in a methodology that integrates political, economic, social, and cultural
. . dimensions. Our goal is not to predict China’s
Each Chapter beglns with a future, but to understand the patterns and drivers
strategic question carefully curated ofits dynamism—and, in doing so, help others ask
to surface tensions, possibilities, better questions about what comes next.
and pathways—one that does not china2026: What to Watch is the third iteration
lend itself to a singular conclusion. of CCA's flagship report. Our annual exercise—
drawing on the expertise of CCA's in-house and
global fellows—aims to do precisely what we set out above: to ask the right questions about China.
China is changing faster than most of us can keep pace. Each month brings new data, new narratives,
and new signals from Beijing. Yet the challenge for us is not the quantity of information but how to
synthesize the constant flow of statistics, speeches, and policy directives. Lastly, it is knowing what
questions to ask about it.

This report starts there. China 2026: What to Watch is organized not as a catalog of topics but as
a set of dilemmas. Each chapter poses a strategic question that captures the contradictions shaping
China's next stage. Does Beijing have the political resolve to relax state-directed technology invest-
ments and shift toward a consumption-driven economy? Can the Chinese Communist Party (CCP)
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sustain legitimacy while managing social dissatisfaction driven by inequality and persistent youth
unemployment? Will coercion in the Taiwan Strait remain calibrated—or slip into confrontation—against
the backdrop of sweeping purges in the People’s Liberation Army?

By asking questions rather than offering conclusions, this report seeks not consensus but curiosity. It
invites readers to grapple with uncertainty—to consider not only what is happening, but what could
plausibly follow, under what conditions, and with what consequences.

As the Chinese proverb reminds us, “To a thousand readers, there are a thousand Hamlets”"—each
mind finds its own meaning. China, in all its complexity—increasingly situated in an unpredictable
world—also yields many faithful readings. This report does not seek a singular answer, but a plurality of
possibilities for each issue area set forth across the twelve chapters. The questions posed here invite
rigorous analysis through a multidimensional lens that deepens our understanding of China.

Thus, to guide this inquiry, each chapter begins with a strategic question carefully curated to surface
tensions, possibilities, and pathways—one that does not lend itself to a singular conclusion.

Qualities of a strategic question

Each chapter begins with a question chosen because it meets several criteria:

= |t exposes a core contradiction

= |t remains unresolved yet plausible, dwelling in the “gray zone"” between certainty and speculation
= |t allows for multiple outcomes rather than a single forecast

= |t carries consequences across dimensions

= |t matters now in 2026, while shaping choices that extend far beyond this year

A common structure

To ensure comparability, every chapter follows a similar sequence:
= Strategic question

= Stakes and relevance in 2026

= Core dilemma

= 2026 outlook

= Key conditions and contingencies

= Signals to watch

= Scenarios (baseline, alternative, and wildcard)

= Strategic implications

= Policy takeaways and conclusion

This structure was chosen to impose a framework that moves beyond description to anticipation. Each
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contribution highlights not just what is happening, but what signals to watch for, and which turning
points might matter most.

What This Delivers

For readers, we hope the benefit is twofold. First, comparability: Whether examining inequality, trade,
or Taiwan, we hope that with a familiar format, the structure makes it easier to draw insights across
domains. Second, contingency planning: By laying out multiple plausible futures, the report equips
policymakers, business leaders, and others to anticipate shocks and prepare responses.

CCA Core Methodology: Seeing China as It Sees Itself

If the format explains the structure of this report, the methodology explains its lens. China in 2026 is
one of the most observed countries in the world, yet also arguably one of the most misunderstood.
Numbers abound: GDP growth rates, debt levels, patent filings, birthrates. Yet metrics alone rarely
explain the deeper logic of the system and its context. Why turbocharge the production of “new quality

. . . productive forces” when youth unemployment, involu-
China in 2026 is one of the tion, and external backlash continue to intensify? Why

most observed countries in the promote entrepreneurial revival but discipline the very
innovators who fuel it? Why frame fertility policy through

WOI‘|d, Yet also arguably one . language of patriotism and duty?

of the most misunderstood. _ o ,
Answering questions like these requires more than
counting data points. It requires seeing China as it sees itself. That is the foundation of the methodol-
ogy that guides CCA's work and thus this report.

Perspective: Inside Out Rather than Outside In

The first principle of CCA's methodology is to start from within the system’'s own vantage point. Rather
than projecting what outsiders expect China to do, analysis begins with how Chinese leaders, cadres,
and institutions might explain their choices. Xi Jinping's willingness to constrain private enterprise,

for example, makes little sense if viewed purely through the lens of growth maximization. It becomes
clearer when read as a political project to fuse innovation with Party control, to shore up CCP legiti-
macy through discipline and private-sector dynamism, and to strengthen China’s long-term competi-
tiveness vis-a-vis the United States.

Evidence: Primary Open-Source and Multimethod Research

The second principle is evidentiary discipline. Each chapter draws on open sources: Chinese-language
Party documents, speeches, and media outlets, but also official statistics, financial filings, and multina-
tional investment records. Even when scripted, Chinese texts reveal how the Party communicates with
itself—the key is knowing where, and how, to look. Meanwhile, quantitative data on clinical trials, debt
levels, and youth unemployment illustrate how directives conform to or collide with real-world condi-
tions. This blend of discourse analysis and empirical data reflects the reality of studying China today:
Political intent and material outcomes must be read together.
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Integration: Connecting Politics, Economy, Society, and Foreign Policy

The third principle is integration. In China, as in all nation-states, politics, economics, society, and
foreign policy are not separate spheres. A decision on de-leveraging the property sector is simultane-
ously about fiscal sustainability, local stability, and U.S.-China dynamics. Climate diplomacy is insepa-
rable from industrial strategy and geopolitical competition. Even health policy is best viewed through
the wider lens of CCP legitimacy, demographic challenges, and Beijing's geopolitical ambitions. This

is how decisions are made at the top. The Politburo does not address health policy, trade, or Taiwan in
isolation; it weighs them in relation to one another. Analysis that treats these domains as compartmen-
talized risks missing the dynamics that drive outcomes.

Synthesis: A Multilateral Lens on China

The fourth principle is synthesis through a global lens. Policymakers and business leaders around the
world are rarely short of information on China; what they often lack is synthesis. This report distills
diverse evidence into frameworks that clarify drivers, trade-offs, and plausible pathways. It does so
through a deliberately multilateral perspective—analyzing Beijing's choices in relation not only to Wash-
ington, but also to Brussels, Seoul, Taipei, and the Global South. Such synthesis keeps the analysis rele-
vant to allies, competitors, and partners alike and aims to inform critical decisions at pivotal moments.

Why Methodology Matters

These four methodological pillars—perspective, evidence, integration, and synthesis—are not academic
abstractions. They explain why the chapters are organized around dilemmas rather than static topics,
why sources range from Party discourse to IPO filings, and why synthesis is prioritized over fragmenta-
tion. The aim is to illuminate China’s trajectory as its own leaders and institutions might experience it—
paradoxical, contested, and consequential—and to do so in a way that resonates with decision-makers
beyond Washington.

Crosscutting Themes: The Paradoxes of China in 2026

The twelve chapters in this report differ in focus—from demographics to trade, from climate diplomacy
to the Taiwan Strait—yet they converge on several themes that cut across domains. Together, these
themes capture the paradoxes shaping China’s trajectory in 2026.

1. Control Versus Dynamism

Xi Jinping prizes dynamism but insists on control. Nearly every chapter in China 2026: What to Watch
demonstrates how this paradox defines China's political economy today. Tech entrepreneurs are urged
to partner in national development, but the memories of crackdowns and lack of systematic protection
still chill investment. Pharmaceutical firms make world-class breakthroughs, like Akeso's cancer therapy,
yet sweeping anti-corruption probes unsettle the very sector that is expected to innovate. Chinese
cleantech companies—confronting a world in which only the fittest survive—feel the momentum to go
abroad, yet face political scrutiny to abide by Beijing's directives to protect China’s interests.

The pattern is clear. The Party knows it needs the vitality of markets to unleash the animal spirits of
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private entrepreneurs and local officials, but it fears the flip side of bottom-up dynamism: the potential
erosion of control. That tension will persist as Beijing seeks, once again, to have it both ways.

2. Security and Development

According to official discourse, “security is the prerequisite for development, and development is the
guarantee for security.” This formulation, reaffirmed in the Communiqué of the Fourth Plenum of the
20th Central Committee, anchors Xi Jinping's governance philosophy. The emphasis is not on choosing
one over the other, but on constant recalibration.

The interplay between the two is evident across sectors. Economic initiatives such as export controls,
industrial upgrading, and technological self-reliance are justified as steps toward "high-quality develop-
ment” and national resilience. Anti-corruption drives in healthcare and local government are framed as
safeguarding both stability and public trust. Climate diplomacy, too, blends the two logics: Solar panels
and electric vehicles are promoted as global goods, yet they are framed domestically as pillars of
energy security. For China's leaders, the challenge lies not in prioritizing development or security, but in
maintaining the equilibrium between the two as the country navigates a more complex and contested
global environment.

3. Enduring U.S.-China Competition

Virtually every chapter—whether on trade, pharmaceuticals, Taiwan, or climate—reflects the deep
embedding of U.S.-China competition in Beijing's policymaking. The rivalry is no longer episodic; it is

structural.

China will continue to be
. . . China vi ived American decli
ambltlous, |nnovat|ve, and gIOba”y Ina VIews perceive merican aecline as an

opportunity to expand its influence, yet it recog-
influential—yet also constrained, nizes that U.S. alliances, sanctions, and tariffs
. . ) remain formidable constraints. The United States,
bl’ltﬂe, and mternally contradlctory. in turn, interprets China's assertiveness through
a lens of strategic mistrust, hastening its attempts to deepen decoupling and hedge its exposures.
The so-called "G2" has, for now, settled into a state of managed competition—a characterization of
the bilateral relationship that bolsters Beijing's political legitimacy while reflecting Washington’s need
for tactical stability. It is a relationship defined by high-frequency volatility inflected with “reality-show”
politics and low-level stability sustained by the interdependence expected in the foreseeable future.
This competition extends well beyond security, encompassing trade, global supply chains, innovation
ecosystems, public health, and international governance. It is the context within which China's domes-
tic and external choices are being made.

4. Fragility Beneath Resilience

China projects strength, but that strength rests on an uneven foundation. It leads the world in elec-
tric vehicles, batteries, solar power, and large swathes of global supply chains, yet local governments
remain weighed down by trillions in debt, and the country is on the precipice of a steep demographic
cliff. It now conducts more medical clinical trials than the United States, yet youth unemployment
hovers near 20 percent, fueling disillusionment and the “run” culture of emigration. The economy
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continues to expand, but growth is increasingly state-directed—adding output without commensurate
gains in productivity—leaving investors cautious about being too bullish and households hesitant in
their future planning.

The result is a paradox: resilience in select sectors, but fragility in the broader system. Breakthroughs
coexist with brittleness, leaving China simultaneously powerful and vulnerable—as it so often has been.

5. The Xi Factor and Performance Legitimacy

Finally, the chapters underscore the centrality of Xi Jinping. The 15th Five-Year Plan from 2026 to 2030
will carry his personal imprint, and the run-up to the 21st Party Congress in 2027 will attest to his grip on
power. Xi's priorities—political control, national security, high-quality development, technological self-re-
liance, military modernization—are clear. But so are the trade-offs. Centralization curbs initiative, securiti-
zation unnerves investors, and technology-first policies risk crowding out household consumption.

How effectively the Party-state manages these trade-offs will determine whether Xi's system of gover-
nance delivers resilience or rigidity in the years ahead.

Closing Reflections: A Balancing Act Under Stress and an
Inside-Out Journey Together

The picture that emerges from this report is not of seamless ascent, but of a system under constant
stress. China in 2026 will continue to be ambitious, innovative, and globally influential—yet also
constrained, brittle, and internally contradictory. Its remarkable gains in artificial intelligence, clean
technology, biotechnology, and manufacturing prowess showcase extraordinary capacity, but these
advances coexist with mounting demographic decline, local debt burdens, deflationary pressures, and
a hesitant consumer recovery. The contradictions are not incidental; they are structural, defining the
texture of China’s transition.

The purpose of this report is not to deliver a single forecast but to equip readers with tools: questions
that illuminate tensions, scenarios that map possibilities, and indicators that signal which way the
balance may tip. By synthesizing insights across twelve chapters, we aim to help policymakers, busi-
ness leaders, and civil society actors anticipate China’s pathways and identify opportunities to shape
them.

China in 2026 is ascendant yet constrained, powerful yet fragile, ambitious yet anxious. Its trajectory
will reverberate far beyond its borders. Understanding its dilemmas, we submit, is the first step toward
navigating them. We invite you to join us on this “inside-out” journey.

Jing Qian & Jennifer Choo
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What Will Xi Jinping's Priorities
Be in 20267

Neil Thomas and
Lobsang Tsering

The Stakes: Where is Xi
Steering China?

The year 2026 will mark an important moment

on Beijing's political calendar. It will be the

year China releases and begins implementing

the 15th Five-Year Plan, for 2026-2030—a

blueprint that will determine how resources

are allocated, how industries are supported, and how economic activity is guided for the rest of
the decade." It will also be the political runway to the 21st Party Congress in 2027, the moment
when Xi Jinping will present himself once again as the indispensable architect of China's future.

These milestones matter because, following the 20th Party Congress in 2022, Xi has now
succeeded in extending his tenure beyond the established norms of recent Chinese political
history, making this plan the clearest marker yet of whether his model of centralized governance
can sustain economic momentum and political legitimacy. The 13th Five-Year Plan was mapped
out in 2015, just three years into Xi's tenure, while the 14th Five-Year Plan was drafted in the
shadow of the COVID-19 pandemic.?

The policy context is arguably now even more challenging. Growth has slowed, the property
sector remains fragile, and local governments face heavy debt burdens.®> Demographic decline is
accelerating, with fewer births and a shrinking workforce.* Internationally, Beijing is grappling with
protectionist trade and investment measures from the United States and Europe, while relations
with Washington are being managed through rolling tariff truces rather than durable resolutions
and substantive understandings.®

This question is therefore pressing in 2026: Can Xi's personal priorities—Communist Party control,
national security, and technological self-reliance—be reconciled with the demands of growth,
people’s livelihoods, and external stability? Or will contradictions between control and business
confidence, and between security and innovation, become more visible and more difficult to
manage?
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What Will Xi Jinping's Priorities Be in 20267

Core Dilemma: What the Leader Wants vs. What the
Country Needs?

Xi's vision for China is clear: The Party must remain dominant, national security should inform
every decision, and technological supremacy must provide the foundation for future prosperity. Yet
these priorities, taken together, produce tensions that are increasingly difficult to resolve.

The control imperative has led Xi to centralize authority and enforce strict Party oversight. Since
2012, anti-corruption campaigns and institutional reforms have elevated loyalty relative to compe-
tence.® This has secured Xi's dominance but limited bureaucratic initiative. Officials hesitate to
experiment for fear of missteps, leading to a slowdown in bureaucratic innovation and local adap-

. tation. The very discipline that secures Xi's position limits
Xi wants order and grOWth the dynamism of the system.

simultaneously, but the tools

The security imperative has grown more pronounced in
he uses to achieve one recent years. The 2024 revision of the State Secrets Law
broadened the definition of what counts as sensitive infor-
mation.” The Counter-Espionage Law has been enforced
aggressively against foreign firms and their executives, creating uncertainty for normal business
practices.? Xi has extended the logic of “comprehensive national security” to domains as varied as
food, energy, cyberspace, and ideology.® From the Party's perspective, this reduces vulnerability.
From the perspective of Chinese and foreign businesses, it creates risk and uncertainty.

can undermine the other.

The technology imperative—Xi's drive for self-reliance through "new quality productive forces"—is
central to his vision, but it risks creating distortions.”® Heavy investment and corporate guid-

ance toward industrial upgrading can crowd out efforts to enhance consumption, address local
government debt, and advance fiscal reform. By privileging technology and industrial capacity
over consumers and markets, Xi may undermine the structural sustainability of growth. Ironically,
this imbalance threatens the very imperatives that Xi values most—political control and national
security—since low incomes and scarce jobs could spill into social discontent and weaken China’s
ability to sustain geopolitical competition.

The contradiction is clearest in property and trade. Local governments need revenue from land
sales, but the property downturn persists and jeopardizes fiscal sustainability. Foreign markets are
needed to absorb overcapacity in electric vehicles and solar, yet subsidies provoke countermea-
sures and growing tensions abroad. Xi wants order and growth simultaneously, but the tools he
uses to achieve one can undermine the other.

Outlook for 2026

In 2026, Xi will double down on his priority domains—Party control, national security, and tech-
nological self-reliance. These themes will shape the direction of the 15th Five-Year Plan and the

CHINA 2026: WHAT TO WATCH ASIA SOCIETY POLICY INSTITUTE | CENTER FOR CHINA ANALYSIS 14


https://globalanticorruptionblog.com/2024/12/05/twelve-years-later-did-chinas-sweeping-anticorruption-campaign-deliver/
https://www.chinalawtranslate.com/en/secrets-law-2024/
http://chinalawtranslate.com/en/counter-espionage-law-2023/
https://www.forbes.com/sites/jillgoldenziel/2023/07/03/chinas-anti-espionage-law-raises-foreign-business-risk/
https://www.forbes.com/sites/jillgoldenziel/2023/07/03/chinas-anti-espionage-law-raises-foreign-business-risk/
https://merics.org/en/report/comprehensive-national-security-unleashed-how-xis-approach-shapes-chinas-policies-home-and
https://merics.org/en/report/comprehensive-national-security-unleashed-how-xis-approach-shapes-chinas-policies-home-and

What Will Xi Jinping's Priorities Be in 2026?

political choreography leading up to the 21st Party Congress in 2027.

The control imperative will dominate elite politics. Xi's overriding priority is to secure a team that
can both implement his agenda and demonstrate absolute political reliability. Personnel reshuffles
and vetting processes will focus on loyalty, then capability, with rising officials drawn from those
who have proven themselves in priority areas such as national security, strategic industries, and
defusing systemic risks. Xi will also try to keep others off balance, playing political groups against
each other and reinforcing his role as the ultimate decision-maker. The emphasis on Party disci-
pline and ideological conformity will see a continued drumbeat of purges aimed at senior officials,
including those promoted during Xi's tenure, though not his closest allies whom he has known for
several decades. Beijing will keep investing more in the domestic security apparatus to maintain

social stability and suppress large-scale protest.

Economic pragmatism will surface,
On the policy front, Xi will continue tight secu- but Xi will resist deeper reforms

rity, expand strategic guidance of the private .
economy, and channel state resources into stra- that mlght empower households

tegic technologies, and centrally run regional or reduce Party control.
development projects. “Building a modernized

industrial system” and “self-reliance and self-strengthening in science and technology” will be
the key themes of the 15th Five-Year Plan, with increased emphasis on advanced manufacturing,
artificial intelligence, and biotechnology. Xi wants to dominate global supply chains and close
the technological gap with the United States so that China gains a stronger hand in international
geopolitical competition."

Economic pragmatism will surface when growth targets and social stability come under threat.
Measures to contain local government debt, absorb unsold housing, maintain employment, and
boost demand will be implemented, albeit in piecemeal fashion. Yet Xi will resist deeper reforms
that might empower households or reduce Party control, such as large-scale central-local reforms,
significant expansions of the social safety net, or liberalization of the private sector. Fiscal stimulus
will be deployed to rescue the economy from shocks like domestic downturns or global recessions.
The result will be incremental gains in favored areas of control, security, and technology—but
stagnation or drift elsewhere, with underlying contradictions remaining.

Conditions and Contingencies

= Political dominance. Xi's personal authority must remain strong. At present, purges and
institutional reforms ensure his supremacy, but elite dynamics always carry risk. Health issues
or heightened discontent among Xi's allies ahead of the 2027 Congress, while unlikely, could
alter the calculations.

= Financial stability. Local government debt is the most immediate vulnerability, especially as it
runs the risk of Party cadres and civil servants going unpaid. Estimates place hidden liabilities
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at 90-110 trillion yuan (USD 12-15 trillion).” The debt-swap program launched in 2024 has
provided temporary relief, but unexpected defaults or fiscal blackholes could force Beijing into
emergency measures, narrowing policy options.”

= External containment. Rivalry with Washington and the West must remain somewhat
bounded. The truce reached at the Trump-Xi summit in Busan provides breathing space, but if
U.S. domestic politics triggers a snapback to high tariffs and sweeping export controls, Beijing's
short-term economic outlook would become more challenging.

= Policy coherence. Central promises must be implemented locally. For example, the 2025
Private Economy Promotion Law aims to reassure entrepreneurs, but its credibility depends
on local officials." If cadres continue to harass, overtax, and go into arrears with private firms,
confidence will not return, undermining progress.

= Social stability. Rising unemployment or protests by homebuyers over unfinished properties
could trigger harsh crackdowns. If these remain isolated, the system will hold. If they spread, Xi
may feel compelled to tighten control even further.

These conditions are not guaranteed. Their fragility explains why Xi's system is stable but can be
slow in a crisis: Order can be maintained, but shocks may push the system toward either harsher
centralization or reluctant adjustment, with the balance between the two sometimes proving
unpredictable.

What to Watch

= Personnel moves. Elite reshuffles during the run-up to the 2027 Party Congress will continue
to reinforce Xi's emphasis on loyalty and service. Promotions are likely to favor officials
with connections to himself and his inner circle (including the current Politburo Standing
Committee). Conversely, if Xi's dominance slips, we could see demotions for close Xi loyalists,
promotions for officials who were close to former leaders such as Hu Jintao and Li Kegiang, and
more open contestation for control between sub-factions of Xi loyalists.

= Rhetorical cues. State media will continue to use “triple personally” (san ge qinzi) formulations
(personally planned, personally instructed, personally implemented; ginzi mouhua, ginzi bushu,
ginzi tuidong) to underscore Xi's central role in major initiatives.”® Frequent repetition of slogans
such as “new quality productive forces" and “comprehensive national security” in Politburo
readouts and People’s Daily editorials would confirm that Xi's core priorities remain firmly in
place.

= Central-local dynamics. Signs of tension between Beijing and provincial governments will
emerge around fiscal burdens and regulatory mandates. Local officials, already constrained
by debt and shrinking land-sale revenue, may quietly resist costly central directives. Uneven
implementation of consumption subsidies, housing conversions, or environmental targets is
possible. Open defiance is unlikely but rising internal concerns are.

= Regulatory enforcement. New restrictions or investigations targeting sectors deemed
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politically risky—data services, political consultancies, sensitive manufacturing sectors—would
reinforce the securitized policy environment.

= Policy delivery. While Beijing may announce reforms in consumption, housing, or taxation,
the rollout will likely be limited and underfunded. Ambitious, comprehensive, and well-financed
reforms in these domains would be a surprise; partial or incremental measures would be
consistent with the forecast.

Alternative Scenarios

= Baseline (most likely): Steady as Xi goes. The most likely outcome is that Xi sustains his
strategic focus on Party control, national security, and technological self-reliance. Elite politics
remain tightly managed during the run-up to the 2027 Party Congress. The economy muddles
through with property triage preventing crisis, targeted subsidies stabilizing employment concerns,
and local debt being rolled over and supported by central transfers. Growth will remain difficult, but
will get close to targets and avoid contraction. This scenario assumes that Xi's health holds, U.S.-
China competition stays bounded, and local government finances do not collapse.

= Alternative 1 (less likely): Pressure-induced reform and delegation. If economic pressures
intensify—for example, if stock markets crash, housing prices disintegrate, or tariff truces collapse—
Xi may be forced to inject more pragmatism into economic policy to keep his dream of national
rejuvenation alive. This could include empowering technocrats to design more comprehensive
fiscal reforms, expanding social safety nets, or finally exploring direct consumer stimulus. It might
also push Xi to allow a greater role in elite politics for economic managers who can stabilize
investor confidence. This path assumes that Xi can adjust tactically when stability is at stake, even
if doing so means slowing his ideological and geopolitical agendas.

= Alternative 2 (least likely): Shock-driven disruption. A major shock could upend Chinese
politics. This might take the form of a sudden health issue for Xi, a military escalation in the Taiwan
Strait, or a crisis in the South China Sea. Such an event could create a crisis of confidence in the
leadership, accelerate succession jockeying within the Party, or push policy toward emergency
mobilization. Any of these situations would create uncertainty far beyond the baseline. This
wildcard scenario highlights what the forecast assumes away: that Xi's personal dominance and

the external environment remain relatively stable.

Strategic Implications

Provinces will be tasked with executing complex initiatives—housing conversions, industrial
upgrades, unified markets—without much flexibility. Campaign-style governance will enforce
compliance, but this risks inefficiency and overreach. Structural challenges—weak consumption,
high local debt, demographic decline—will be met with incremental rather than transformative
measures. Private-sector recovery will remain uneven as firms operate under political uncertainty
and regulatory risk. Stability will be preserved, but at the cost of dynamism.
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Regarding U.S.-China relations, Xi's tactical focus will be on dealmaking with Donald Trump, but his
strategic focus will remain fixed on ensuring that China becomes more strategically independent of the
United States. The baseline forecast suggests that tariff truces and structured dialogues will continue,
but cooperation on tech, global governance, and international conflicts will remain rare. Mutual suspi-
cion will endure, and the political space for compromise will
Effective policy toward remain fragile and limited.

Be'.llng will require balanC|ng Abroad, China's diplomatic weight will continue to grow, partic-

firmness with foresight. ularly in the Global South. Beijing will lean into its growing
“neighborhood first” approach to diplomacy. Infrastructure,

trade deals, and investment will anchor China's role in Southeast Asia and beyond. This outreach will
serve both economic and geopolitical goals, absorbing capacity and building alliances against Western
pressure. In multilateral forums, China will project ambition, given Trump's "America First” policy, but
will proceed cautiously in substance, wary of committing economic resources that may be needed at
home.

Policy Shaping and Conclusion

Xi Jinping's governance model—anchored in Party control, national security, and technological self-re-
liance—will continue to dominate China's trajectory in 2026. This centralized approach will provide
political stability and policy continuity, but will leave the system vulnerable to bureaucratic inertia, inter-
nal shocks, and structural challenges. The tension between control and adaptability will define China's
domestic evolution and its international behavior.

China's system is likely to remain stable. Effective policy toward Beijing will require balancing firmness
with foresight—deterring coercive actions while sustaining engagement where it serves shared inter-
ests. For policymakers overseas, engagement should be pragmatic, selective, and risk-aware. First,
cooperation should be prioritized in functional, less politically sensitive domains where mutual benefit
is clear, such as healthcare delivery, financial regulation, and environmental governance. Second,
economic resilience should be strengthened by diversifying supply chains and reducing critical depen-
dencies. Third, policymakers should use diplomatic, economic, and military means to deter external
escalation, while investing in steady channels of communication to reduce the chance of misunder-
standings—and in “inside-out” monitoring to anticipate risks and openings.
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How Will the Next Generation
of Chinese Leaders Reconcile
Effective Governance and
Party Loyalty?

G u Og u a n g Wu Photo by John Keeble via Getty Images

The Stakes: What Is Most
Important to China’s Leaders?

The rise to power of China’s next genera-

tion of leaders, especially those born in the

1970s, will accelerate during the reshuffling of

provincial-level personnel in 2026-2027 and

the reorganization of the national leadership

around the 21st Party Congress in 2027-2028.

This generational shift raises a critical ques-

tion: Will the Chinese Communist Party (CCP) prioritize technocratic pragmatism in its personnel
choices—echoing the practices that helped drive four decades of rapid growth—or will it double
down on Xi-style political loyalty and ideological conformity? The answer will shape not only
China's domestic governance but also its relations with the United States and the wider world.

Core Dilemma: Balancing Loyalty and Governance

Following the death of Mao Zedong in 1976, the CCP adopted a hybrid system of elite manage-
ment. Political loyalty to the regime was a primary criterion for elite career advancement, though
cadres’ effectiveness at carrying out their responsibilities in governance was also critical for
promotion. China's leaders remained committed to economic development, and an elite manage-
ment system that highlighted technocratic performance in the context of political loyalty contrib-
uted to China's extraordinary growth.

However, Xi Jinping deviated sharply from this development model after assuming the leader-
ship of the CCP in 2012. To concentrate power, he refocused the regime'’s policy goals away from
economic development and toward security—or, at best, he placed security on an equal footing
with development.” In practice, Xi's policies have led to a decline in governance capability, as
evidenced by economic sluggishness, mismanagement of public health crises, and the intensifica-
tion of international relations.?
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China's governance after the Cultural Revolution was reestablished by adding in elements of a
technocratic meritocracy. Educational background and expertise in engineering, economics, or
administration, rather than revolutionary and grassroots experiences, became major qualifications
for elite promotion.® This continued under Xi's leadership.* Among the current provincial leaders
born in the 1970s, 43.1% have doctorates and 48.3% have master’s degrees.® The next generation
of cadres will be promoted to higher-level positions as a reward for their outstanding performance
in governance, especially in promoting economic growth, strengthening technological progress,
and maintaining political stability.

Members of the ascendant generation were educated during China's economic boom, advanced
their government careers in an era of national security, and will be expected to implement Xi's poli-
cies to promote both regime security and economic development. To advance their careers further,
they must demonstrate their political loyalty to Xi Jinping above all else. However, the governance
problems they face, such as restoring . . e
growth, managing debt, and accelerating In pOIItlca”Y S|gn|flcant sectors,
innovation, call for pragmatic, techno- |oya|ty will take priority, while in

cratic solutions. areas with significant management

A serious challenge for the next gener- responsibilities, technocratic

ation of cadres s that further promo- performance will be given more weight.
tion depends more on alignment with
Xi's agenda—which is focused on security, Party control, and development within the context

of strategic competition with the United States—than on the types of technocratic achievement
emphasized by the previous leadership, which prioritized GDP growth, international collaboration,
and economic development as a primary source of domestic legitimacy.® But many of Xi's policies
are not conducive to effective governance or sustainable economic development, and some policy
innovations may even invite questions about cadres' loyalty to Xi.

Outlook for 2026

After the reshuffling of provincial leadership positions in the second half of 2026 and the first half
of 2027, the next generation might account for more than 60% of provincial leaders, mainly provin-
cial standing committee members and deputy governors—a significant increase from the current
30%. About 30% of incumbent provincial leaders will retire.” The most successful members of this
generation will accede to the 21st CCP Central Committee in late 2027. At the 20th Party Congress
in 2022, those born in the 1970s accounted for 8% of members of central committees.® Their share
might increase to 40% in 2027, including 10%-15% as full members.®

In promoting the next generation of leaders, the CCP's overarching framework will emphasize
political loyalty, with the leadership placing differential emphasis between either the security
criteria or technocratic competence, depending on the cadres’ responsibilities. In politically signif-
icant sectors, such as security, propaganda, and Party affairs, political and personal loyalty will
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take priority, while in areas with significant management responsibilities, such as local governance,
economic administration, and regulatory agencies, technocratic performance will be given more
weight,

In the current context, political loyalty largely means personal commitment to Xi, but few cadres—
especially those who are at the lower levels of the Party-state hierarchy, including most of those
born in the 1970s—have opportunities to build personal ties with Xi. Thus, the competition to
demonstrate political loyalty depends greatly on personal ties with other high-ranking leaders,
such as Li Qiang, Cai Qi, Chen Xi, He Lifeng, and Xi's wife, Peng Liyuan. Factional competition
below Xi will be intense amid the reshuffling through 2026-28.

What to Watch

= Xi's leadership has recently escalated the promotion of next-generation cadres, especially
those born in the 1970s, to provincial leadership positions.” Four new provincial governors
were born in the 1970s: Liu Jie (b. 1970), governor of Zhejiang since December 2024; Wei Tao
(b. 1970), governor of Guangxi since July 2025; Liu Xiaotao (b. 1970), governor of Jiangsu since
September 2025; and Lu Dongliang (b. 1973), governor of Shanxi since June 2025."

= Most of these cadres are experienced administrators with excellent technocratic
backgrounds, notably long careers as managers of state-owned enterprises, and experience
with local governance. In addition, six cadres born in the 1970s serve as the third-ranking
leaders of CCP provincial committees—positions usually reserved for provincial Party
secretaries and governors—accounting for 20% of the total nationwide.

Alternative Scenarios

= Baseline (most likely): Political loyalty frames technocratic performance. The most likely
scenario is that political purges continue to support Xi's strong position while ensuring cadres'
loyalty. At the same time, the promotion of younger cadres will gain speed, and those with good
records in improving governance and boosting economic growth will have better promotion
opportunities, especially for key economic portfolios (e.g., finance, commerce, tech regulation,
and local governance). Xi's leadership will also encourage the next generation of cadres to
compete for career advancement by showing off their performance through, for instance, local
governance experiments. This outcome will require that Xi remains dominant without political
challenge and that the economic slowdown is serious but not catastrophic. Political conformity
will dominate, state capacity will be adequate but risk-averse, economic policy will be pragmatic in
implementation but framed by Xi's overall program, and local governments will cautiously engage
in policy experimentation, fully aware of the political constraints.

= Alternative 1: Crisis-induced hard-line loyalty. An alternative scenario would see loyalty
criteria fully dominate the promotion process. If a serious challenge to Xi's dominance arises,
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or severe domestic unrest or a pandemic occurs—or if an external crisis emerges, such as an
escalating confrontation across the Taiwan Strait or a major conflict with the United States—

then military and security officials could expand their influence within the power structure. As a
result, technocratic performance would be marginalized in the cadre management process. The
governance outcome would be further consolidation around Party security. The current economic
slowdown has already caused widespread social discontent, and vested interests established
during the pre-Xi period are attempting to use both economic troubles and social discontent
against Xi. However, because these opposing forces are deeply embedded within CCP institutions,
their ability to openly work against Xi is very limited. This constrained and ineffective elite
opposition would likely allow Xi to double down on loyalty, centralization, and hard-line governance.

= Alternative 2 (least likely): Reassertion of technocratic pragmatism. A wildcard scenario
would be that the leadership radically changes its policy direction, allowing the adoption of
pro-market and pro-Western elements in governance. This would help relax cadres from political
constraints and play to their strengths as technocrats. The fundamental precondition for this
pathway would be Xi's loss of power, which might be triggered by a rapid deterioration in his
health, an unexpected economic shock, a financial crash, or a coup d'état. It would open many
possibilities for China’s future, including the reemergence of technocratic pragmatism.

Strategic Implications

Domestic China

= Baseline (most likely): Governance remains highly centralized, with loyalty-first cadres in
top posts and technocratic abilities emphasized in execution roles. This results in a cautious,
risk-averse policymaking environment. Local governments face fiscal strain as a result of
land revenue collapse and heavy debt, but they lack authority and political space to innovate.
Economic growth stabilizes at a modest pace (around the government target of 5%)."

= Alternative 1: Political loyalty eclipses pragmatism. Decision-making is somehow militarized,
local governments become rigid executors of central edicts, and innovation further declines.
Economic stagnation deepens, social discontent rises, and state capacity weakens despite
harsher repression.

= Alternative 2 (least likely): Pragmatism reemerges. Technocrats have greater influence,
potentially reviving policies on fiscal decentralization, market access, and private-sector vitality.
Local governments regain room to experiment with policies. Growth may recover modestly.
Cadre corruption again becomes rampant; economic inequality worsens. The probability of
frequent outbursts of social discontent rises.

Local Governance

= Baseline (most likely): Local governments face declining fiscal health and limited autonomy.
The focus on political loyalty discourages innovation. Cadres become risk-averse, preferring to
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over-comply with central directives. State capacity is maintained but ossified, which is effective
for control but weak for adaptive problem-solving.

Alternative 1: “Social stability maintenance” overwhelms local governance. Local governments
become mere instruments of central security priorities, and their role in social and economic
management diminishes. Errors at the grassroots level multiply because officials fear
punishment more than they seek effective outcomes.

Alternative 2 (least likely): Local governments gain greater discretion to innovate. Fiscal
reforms (e.g., broader revenue bases) may be introduced. Rent-seeking prevails; power-money
alliances dominate.

U.S.-China Relations

Baseline (most likely): Relations remain adversarial but stable. Strategic competition
intensifies across trade, finance, technology, security, geopolitics, and global governance, but
cooperation in crisis management continues, while connections in trade and technology persist
despite growing strain.

Alternative 1: Relations deteriorate sharply. A crisis-driven, loyalty-first leadership escalates
nationalist rhetoric, adopts more aggressive stances on Taiwan and the South China Sea, and
treats U.S. competition as existential. The risk of military conflict rises.

Alternative 2 (least likely): Tensions are reduced, especially in the economic, trade, and
technology arenas. The geopolitical rivalry persists. The CCP is likely to intensify and refine its
influence operations, dramatically expanding its reach into the U.S. economy, universities, the
technology sector, politics, and public opinion, making such operations even more effective.

Global and Regional Dynamics

Baseline (most likely): China remains a weighty, cautious, and ambitious actor in global
politics, economy, and institutions. Its economy underperforms relative to its potential,
dampening global markets. Regional neighbors hedge between U.S. security guarantees and
Chinese economic ties.

Alternative 1: China doubles down on coercive diplomacy and military posturing. Countries
have to choose between China and its rivals; multilateral institutions fracture under U.S.-China
confrontation.

Alternative 2 (least likely): A pragmatic China emerges as a powerful global leader as it
seeks to establish a China-style world order.

Policy Shaping and Conclusion

The next generation of cadres, especially the cohort born in the 1970s, will ascend in the 2026-
2027 provincial leadership reshuffle. Their promotion will highlight the CCP’s difficult choice
between two imperatives: maintaining Party loyalty as the bedrock of regime security, or reviving
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technocratic effectiveness to improve growth and governance.

Evidence shows that political and personal loyalty remain the principal criteria for career advance-
ment, while technocratic competence persists as a necessary—if subordinate—qualification for
managing complex governance challenges and strengthening the regime’s capabilities in gover-
nance and legitimacy. Tightrope walking will sustain China's short-term stability but produce a
risk-averse bureaucracy, stifling local innovation and eroding long-term capacity.

The regime could easily drift toward a full loyalty-first model and governance could become brittle
and repressive, amplifying economic stagnation and social frustration. A reassertion of techno-
cratic pragmatism might reinvigorate growth and governance, but this outcome is improbable
without major political disruption. The world will need to prepare to deal with a China that contin-
ues its current trajectory despite the rise of the younger generation of leaders.
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Can China Reconcile
Private-Sector Vitality with
State-Led Innovation?

Lizzi C. Lee

The Stakes: No Substitute for
Private-Sector Dynamism

Xi Jinping's effort to recalibrate the state-

private sector relationship is not merely a

pendulum swing back toward pragmatism. It

is a high-stakes bid to engineer a new equilib-

rium that preserves Chinese Communist Party

control while unleashing the entrepreneurial

energy needed to compete in the U.S.-China contest, which now revolves around technology.

The year 2026 will be pivotal. Levels of business and consumer confidence—already fragile after
sweeping tech crackdowns, zero-COVID whiplash, and erratic local enforcement—have fallen

to lows not seen since the 1990s." Global capital has retreated. Meanwhile, U.S. export controls
and intensifying tech competition have exposed the limits of a state-driven innovation model that
has long been better at scaling than at discovery.? Layer on China's demographic downturn and
the aftershocks of a property-led financial contraction, and the conclusion is clear: No amount of
administrative will can substitute for the dynamism that once powered China's economic miracle.’

Yet tentative signs of revival have emerged: Jack Ma's quiet return; carefully choreographed parades
of "model entrepreneurs” at multiple high-level press events; passage of China's first comprehensive
Private Economy Promotion Law; and, not least, the “DeepSeek moment,” a startling open-weight
artificial intelligence (Al) breakthrough by Chinese-trained computer scientists and entrepreneurs
that jolted Beijing into recognizing anew the irreplaceable role of private entrepreneurs.*

By 2026, this recalibration will likely reveal whether China can adapt in time to shape or even lead
the next global innovation wave, or whether its contradictions will calcify, leaving it suspended
between ambition and control.

Core Dilemma: Entrepreneurs in a Bind

At the heart of this question lies a dilemma: The entrepreneurial energy that helped China build
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formidable global e-commerce platforms, and accelerate into global leadership in electric vehi-
cles (EVs) and green tech, now tests the Party's political comfort zone. This is the "golden goose”
dilemma: The entrepreneurial class that laid the eggs of China's tech revolution are also threat-
ening, in the Party's eyes, to fly too far afield. Xi's strategy is not to kill the goose, but to tether

it. China's private entrepreneurs are expected to align with Party priorities, to pivot in favor of
projects with higher "national relevance,” and to avoid partnerships that might raise concerns over
geopolitical exposure.

Three strategic tensions define this evolving state-private sector relationship: openness versus
control, dependence versus mistrust, and political will versus execution.

1. Openness versus control: Innovation does not thrive on a leash. Breakthroughs in frontier
sectors require global collaboration, data flows, and access to foreign capital and expertise.
Yet national security doctrine increasingly demands domestic substitution and tighter control.
For now, China's innovation model remains optimized for scaling and commercializing existing
technologies (1-to-100), but not yet structurally positioned for paradigm-shifting breakthroughs
(0-to-1).

2. Dependence versus mistrust: The private sector is central to China's geopolitical competition
and ambitions, yet this is precisely the domain where the Party's anxieties and mistrust of
the private sector run deepest. China's economic and geopolitical ascent has, ironically,

emboldened the Party to reassert control vee .
with an ever-expanding set of regulatory Be'J'ng has recently invested

and legal tools. Paradoxically, China's rise heavily in the symbolic

also makes the need for private innovation ofs . .
Jeec Ior P rehabilitation of the private sector.
more acute. Beijing increasingly depends

on private firms to deliver breakthroughs ~ But unless pageantry is matched by
at the cutting edge, especially under observable execution, China risks

intensifying U.S.-China tech competition.® . .
T o stalling at the halfway point.
3. Political will versus execution: Xi's

vision is not to suppress the private sector but to discipline and re-channel it. On the ground,
however, entrepreneurs navigate a nuanced and, at times, contradictory environment. They are
told, sometimes in Xi's own speeches, that they are partners in national development. Yet in
practice, they remain vulnerable to politically motivated audits, cross-provincial legal actions,
and opaque “red lines.”

To its credit, Beijing has recently invested heavily in the symbolic rehabilitation of the private sector
through televised events, handpicked business leaders, and narrative shifts in official discourse.
But unless pageantry is matched by observable execution, including protections for property
rights, reliable dispute resolution, and consistent regulatory enforcement, China risks stalling at the
halfway point.

In short, entrepreneurs are asked to be obedient innovators, strategic risk-takers, and politically
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reliable market actors. But the system still lacks the institutional maturity to support that combina-
tion at scale.

Outlook for 2026

The most likely outcome is a managed hybrid that keeps the innovation engine running in targeted
zones, while broader uncertainty continues to sap the system of its full potential.

Bright spots will remain. Robotics, EVs, Al+ applications, green infrastructure, and advanced
manufacturing niches will continue to generate impressive breakthroughs, driven by private firms
whose commercial goals align with Party priorities. But their impact on China’s broader economic
fundamentals will be more muted than expected. Recovery will be uneven. Consumption may inch
upward. But structural bottlenecks, including real estate overhang, local government debt, and
demographic drag, will slow the broader rebound.

The Party will benefit from a partial revival of private creativity, but outside the favored “charmed
circle,” entrepreneurial energy will remain subdued. The result: China remains competitive in
targeted innovation areas, but falls short of unleashing the entrepreneurial dynamism required
to sustain broad-based high-quality growth. Beijing’s hybrid model delivers targeted wins, but
systemic constraints persist.

Conditions and Contingencies

Whether China remains on its path toward a controlled revival or breaks toward stagnation will
hinge on a set of interlocking conditions, both internal and external, that shape the way entrepre-
neurs and the state interpret the rules of the game.

Institutional Factors

The credibility of China's economic revival will depend on how institutions function in practice—
through enforcement, adjudication, and the treatment of private actors.

= Positive triggers. If Beijing successfully moves toward controlled revival, we will see signs of
consistent enforcement of China's new legal frameworks, most notably the Private Economy
Promotion Law, that move beyond symbolic reassurance. Property rights protections,
nondiscriminatory access to capital, and legal recourse for entrepreneurs will be demonstrated
in real-world adjudications and enforcement behavior.

= Negative triggers. If China breaks toward stagnation, we will see pervasive practices like
cross-jurisdictional “long-arm fishing,” coercive investigations, and discretionary enforcement
of national security laws, all of which will perpetuate a climate of uncertainty—often rooted
in the fiscal difficulties of local governments, which, in turn, will trigger many of these hostile
moves toward private enterprises and erode whatever trust that central signaling hopes to
build.
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Geopolitical Environment

The geopolitical environment, especially the trajectory of U.S.-China competition, will remain a
critical enabling or disabling condition.

= Positive triggers. Even in a more inward-looking model, China's innovation system still
depend on flows of talent, global capital, and access to cross-border research ecosystems.
Easing of tensions and pragmatic engagement would help preserve these channels, smoothing
frictions and reinforcing China's capacity to integrate into global innovation networks.

= Negative triggers. If there is a deepening of the U.S.-led coordination on technology export
controls with allies in Europe, Japan, and South Korea, China's access to advanced chips, tools,
and talent could be further constrained, tightening the squeeze on its innovation capacity. In
this case, China’'s model may falter under the weight of its own insulation. Yet the cohesion of
this alliance remains uncertain, as divergent commercial interests and exposure to the Chinese
market continue to test how far partners are willing to align with Washington'’s strategy.

Political Signs and Signals

Beyond institutions, political cues from Beijing will shape perceptions of safety, trust, and oppor-
tunity. The behavior of the state toward entrepreneurs, capital, and public exemplars will serve as
a strong barometer of whether confidence in

China'’s private sector can viably return. Entrepreneurs are asked to be

- Positive triggers. The way Beiling obedient innovators, strategic

cultivates and promotes “entrepreneurial risk—takers, and politically reliable
"o H H 6 °
exemplars WI|.| serve as a credible S|g.nal. market actors. But the System still
What matters is whether these selective . . . .
endorsements spark a broader revival lacks the institutional maturity to
of the animal spirits of investors and Support that combination at scale.

entrepreneurs. A genuine turnaround would

also be reflected in the behavior of venture and private equity capital: A return of patient capital
would signal a renewed appetite for risk-taking. Signs such as faster initial public offering

(IPO) approvals, the steady revival of domestic capital markets, and broader recovery beyond

a few state-prioritized sectors (e.g., in hospitality and catering, consumer services and retail,
and cultural and entertainment industries) and among small private firms would indicate a real
recovery of confidence. Equally telling would be the return of entrepreneurs choosing to build
and stay in China, suggesting that personal and asset security concerns are easing and that
extrajudicial practices like liuzhi (retention for investigation) are receding.

= Negative triggers. Persistent caution among investors, a lack of viable exit options, and
reluctance among entrepreneurs to reinvest or expand would point to eroding trust in the
system. Visible red flags would include a further exodus of entrepreneurs and assets driven
by personal safety concerns, renewed crackdowns on prominent business figures, abrupt
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regulatory shifts, and investigations perceived as politically charged that reignite fears of
arbitrary enforcement.

In short, if the system can credibly align political will, institutional and legal reform, and bureau-
cratic execution against the backdrop of geopolitical tensions, then the hybrid model may endure
and even evolve.

What to Watch

Positive Signals: Toward Entrepreneurial Revival

= A critical leading indicator of entrepreneurial revival will be the recovery and expansion of
risk-taking behavior among entrepreneurs and investors. Sustained increases in private-
sector research and development (R&D) spending, venture activity, and new firm formation,
particularly beyond the Party’s few strategic favorites, would suggest a reawakening of
entrepreneurial confidence. Importantly, this revival must be broad-based. The return of
genuine early-stage investment dynamism would signal that the chill resulting from years of
regulatory volatility is beginning to lift. Similarly, a broadening revival of IPO activity, especially
in China's A- and H-share markets, would indicate that capital markets are once again
functioning as viable capital resources and exit paths for private firms.

= Legal and institutional developments offer another important window. High-profile judicial
decisions that affirm the rights of private firms or entrepreneurs would indicate not just
rhetorical support for the private sector, but institutional willingness to protect it. Such rulings
would carry outsized signaling value in a system in which legal predictability has often yielded
to political expediency.

Negative Signals: Toward Private-Sector Retrenchment

= Several negative signals would point to a system slipping back into a defensive crouch. A
renewed wave of regulatory crackdowns would confirm that tolerance for private influence
remains fragile. Similarly, intensifying national-security scrutiny of business activities, especially
those involving foreign partnerships or data flows, would indicate a hardening of ideological
instincts over economic pragmatism.

= Perhaps the most damaging signal would be the abuse of exit bans and extralegal
detention beyond the bounds of the rule of law, targeting high-profile domestic entrepreneurs
or international businesspeople. These actions, even if framed as one-offs, would reinforce
perceptions of politically motivated campaigns instead of rules-based governance.
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Alternative Scenarios

= Baseline (most likely): Managed hybrid. Innovation continues to thrive in state-aligned verticals
tied to national strategic objectives. Policy support remains targeted, and some bright spots
continue to emerge. However, risk appetite across the broader private sector remains muted.
While the government reaps gains from breakthroughs, it falls short of revitalizing the broader
entrepreneurial ecosystem.

= Alternative 1: “China Renaissance.” Xi Jinping and the Party leadership commit to a deeper
recalibration, including meaningful legal reforms. Institutional signals become more consistent,
local governments recalibrate their behavior, and entrepreneurs begin to trust that political risk is
not an ever-present threat. The result is a broad-based resurgence of entrepreneurial confidence.
Investment flows back into innovation ecosystems, not just in tech but also in services, retail, and
other consumer-facing sectors. China positions itself as a global leader in frontier technologies.
International partners recalibrate their expectations, and China reasserts itself as a more flexible,
competitive, and sustainable innovation power.

= Alternative 2 (least likely): “Japanification with Soviet Characteristics.” Internal
miscalculations or external shocks, such as a rupture in U.S.-China tech negotiations, reinforce the
Party's instinct to insulate itself and to double down on security over development, pushing the
system back toward a posture of intensified control. Tolerance for private-sector independence
evaporates. Private firms are even further marginalized by the state apparatus. Entrepreneurial
talent and capital exit the country or retrench into a wait-and-hold stance. The result is
gradual stagnation: Growth slows structurally, institutional reform stalls, and the drag on the
macroeconomy deepens. Unlike Japan's lost decades, however, this version is compounded by
ideological rigidity and isolation, leaving China not only economically dulled but increasingly cut
off from global flows of knowledge, capital, and trust. It is Japanification in its economic logic—
where demographic decline, debt overhang, and policy inertia converge to suppress risk-taking
and entrench stagnation—but with Soviet characteristics in its political logic: the concentration of
power, overconfidence in the state’s ability to dictate economic prosperity, and the subordination of
economic vitality to ideological control.

Strategic Implications

Domestically, a successful balancing of private-sector vitality and state-led innovation would mark
a major institutional achievement. It would validate the Party’s long-standing assertion that China
can chart its own model of modernization, distinct from Western liberal capitalism, that combines
political centralization with dynamic, market-led technological advancement. In practical terms,
such a model would offer a potent boost to Party legitimacy at a time when structural growth
headwinds, youth unemployment, and intergenerational inequality are placing unprecedented
strain on the social contract.

By contrast, failure to reconcile this tension would likely harden existing structural constraints.
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The result would be slower potential growth, diminished policy room for maneuvering, and rising
frustration—particularly among the younger, urban populations most sensitive to signals of oppor-
tunity and inclusion. Such an outcome would deepen the credibility deficit between the Party's
aspirational messaging and the lived economic reality.

In terms of U.S.-China relations, a managed-hybrid outcome—in which China achieves targeted
innovation gains within politically permissible boundaries—would keep the strategic competition
intense but relatively stable. A full-fledged “China Renaissance,” however, could force a sharper
reckoning in Washington. The United States may be compelled to reevaluate its domestic industrial
policy, immigration strategy, and R&D frameworks. Paradoxically, such a scenario could serve as

. . a wake-up call that revitalizes U.S. innovation and

sector VItaIIty and state-led On the other end of the spectrum, a “Japanification

innovation would mark a major  with Soviet characteristics” scenario, in which China
slips into stagnation under tightening political control,
might initially appear to reduce the intensity of rivalry.
Yet such an outcome could prove more dangerous over time. An insecure and economically stag-
nant China may become more unpredictable in its foreign policy, more suspicious of international
engagement, and more reliant on nationalism as a substitute for growth.

institutional achievement.

Globally, if China can harness its private-sector innovation in strategic arenas, it could position
itself as a rule maker in tech governance. Emerging economies may look to it not just for capital
and infrastructure but as a model of state-guided ascent, expanding China'’s role in shaping the
next wave of globalization.

Policy Shaping and Conclusion

China's ability to meet its goals in technological self-reliance, productivity enhancement, and global
competitiveness depends on a revitalized private sector. This interdependence creates space

for both domestic policymakers and international stakeholders to shape outcomes that reduce
systemic risk and support more sustainable growth.

For Beijing, the central challenge lies in managing the blurred boundaries between state and
private enterprise—now complicated by emerging technologies that demand clearer legal and
regulatory frameworks. Even harder is realigning local government incentives, since many
private-sector frictions stem from fiscally strained subnational actors. For global business and
international partners, China's trajectory remains both a risk and an opportunity. The same
constraints on entrepreneurship may also push Beijing to recalibrate its engagement with global
capital, technology, and ideas. This moment could offer a limited but meaningful chance to
promote greater transparency, stronger intellectual property protections, and more reciprocal
market access.
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Can Beijing Truly Pivot Toward a
Consumption-Led Economy?

Diana Choyleva

The Stakes: Long-Term
Economic Resilience

For two decades, Beijing has pledged to

rebalance China's economy toward household

consumption, yet exports and investment

remain the dominant drivers of growth.’

Despite real consumer spending growing at

9% annually—well above the 2% rate in the

United States—consumption'’s share of gross

domestic product (GDP) reached only 41% in 2023, far below the United States' 69%. The reason
is that Beijing has prioritized industrialization, with investment surging from 28% of GDP in 2001 to
a peak of 44% in 2014; currently, it stands at 40%.?

Slumping investment returns, mounting bad debt, and escalating trade tensions have pushed
Beijing to renew its efforts to pivot toward consumption. The fundamental question is not whether
consumption-led growth is economically desirable or a priority for China's leadership, but whether
Beijing possesses the political resolve to accept the 2%-3% annual GDP growth that genuine
rebalancing would require.

This question sits at the heart of China's economic future, and it has profound global implications.
Since September 2024's Politburo meeting, Beijing has fundamentally shifted its understanding of
consumption’s strategic importance.’

Beijing's pivot represents more than short-term GDP support; it reflects a recognition that
consumption is essential for long-term economic resilience and national security. A recent
Qiushi essay from the National Development and Reform Commission made this explicit: Strong
consumer demand is now essential to national security.* The essay argued that robust domestic
markets and internal self-sufficiency are necessary to maintain social stability under “extreme
circumstances.” Consumption is now framed as a pillar of economic development and national
security.

Internationally, escalating trade tensions have reinforced that domestic demand must become the
economy'’s foundation. China’s nonfinancial debt has surged to 292% of GDP, while returns on
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Debt to GDP, international comparison
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nonfinancial, nongovernment credit have been halved, declining to 0.3%.° Manufacturing overcapac-
ity has triggered defensive responses worldwide, from U.S. tariffs to European Union investigations.

These deteriorating fundamentals create a political imperative: Without genuine consumer-led
growth, social stability becomes increasingly difficult to maintain. China’s leadership can no longer
rely on industrial policy and investment to deliver the output and income growth needed to ensure
its political legitimacy.

The year 2026 marks the beginning of China’s 15th Five-Year Plan, when Beijing's consumption
strategy will be either institutionalized or abandoned. The Fourth Plenum’s communiqué and
subsequent speeches have marked the clearest signal yet that Beijing has moved consumption-led
growth from aspiration to a strategic imperative.® Whether Beijing can sustain this commitment will
determine China's economic trajectory and global market impact for years to come.

Core Dilemma: Can Beijing Commit to a New Growth Model?

Beijing faces a fundamental contradiction between recognizing that consumption-led growth is
essential for survival and maintaining its commitment to state-led technological supremacy.” This
tension goes beyond policy preferences. Pursuing consumption-led growth requires the state to
give up control in key areas: redirecting income and wealth from local governments and state-

Xi Jinoina’s aovernance philosooh owned firms to households; allowing individuals to
pingsg P phy determine their own spending priorities, potentially

emphasizes Communist Pal"tY away from government-prioritized sectors; ending
control and national secu rity the financial repression of households by letting
. markets determine the cost of capital; and relyin
through state dominance of . > 91 eapie ying
. ) on the private sector to drive innovation.
strategic sectors. Consumption-
led growth demands the opposite.

Meanwhile, continuing to direct domestic
savings—currently at artificially low rates—toward
investments in chosen technological priorities risks even greater capital misallocation at a time
when China has already exhausted the capacity for it, having pursued this model far longer than
Japan or Korea ever did.®

The scale of rebalancing makes this particularly challenging. Genuine rebalancing would mean
households' income share rising from 61% of GDP to nearly 70%, a redistribution that would
necessarily come at the expense of government revenues and state enterprise profits, which
currently fund technological ambitions.® Local governments would need to shift from infrastructure
investment to social transfers, while state-owned enterprises would face pressure to pay higher
dividends to households rather than reinvest in industrial capacity.

Equally difficult is the required ideological shift. Xi Jinping's governance philosophy emphasizes
Communist Party control and national security through state dominance of strategic sectors."
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Consumption-led growth demands the opposite: trusting market mechanisms, expanding space
for private entrepreneurs, and allowing household preferences greater influence over resource
allocation.

The timing makes this contradiction acute. Just as economic fundamentals are forcing Beijing to
embrace consumption-led growth, geopolitical competition is intensifying the drive toward tech-
nological self-reliance. The leadership cannot easily explain to its people and its constituents why
China should accept slower growth and reduced state control when facing what Beijing frames as
an existential technological contest.

Outlook for 2026

The elevation of consumer demand as a priority has been reflected in policy documents since
late 2024. December’s Central Economic Work Conference placed boosting household consump-
tion at the top of the agenda.” The March 2025 Special Action Plan on Consumption laid out the
leadership’s priorities—from income support and burden reduction to optimizing the consumption
environment.”

The October 2025 Fourth Party Plenum further institutionalized this commitment, with consump-
tion-led growth formally incorporated into the draft 15th Five-Year Plan framework. The Plenum's
work report emphasized that “new demand will lead new supply, and new supply will create new
demand,” signaling that household demand expansion would serve as a core pillar of China's
economic strategy through 2030.”

While the strategic intent is clear, Beijing's chosen policy path is suboptimal, and implementation
remains gradual. China's approach to stimulating consumption remains shaped by supply-side
logic." Even trade-in subsidy programs are industrial policy in disguise—aimed at upgrading
production rather than unleashing household demand, producing only temporary boosts.

Beijing's resolve remains untested by sustained economic pressure. If the leadership can stay the
course through the next five years, consumption'’s share of real GDP will grow at a much faster
pace than it did during 2010-2019, but with annual GDP growth constrained to 2%-3% at best.
Therefore, 2026 will be a crucial test of whether political commitment to structural rebalancing can
withstand growth target pressures.”

The most likely outcome is gradual progress under constant pressure. Beijing will continue its
pro-consumption rhetoric and incremental measures, but it will likely waver when quarterly growth
consistently drops below 3%. The leadership will face intense internal pressure to restore invest-
ment-led stimulus, particularly from local governments desperate for fiscal relief and from state-
owned enterprises protecting their resource allocation.

This partial commitment is likely to produce some progress on rebalancing—consumption'’s share
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of GDP may rise from 41% to 46%-48% over five years—but fall short of the accelerated transition
that economic fundamentals demand.”® The result will be sustained policy uncertainty as Beijing
oscillates between consumption-focused measures and growth-seeking investment, creating
volatility and confusion about China’s longer-term economic direction.

Conditions and Contingencies

Beijing's consumption strategy operates on three fronts: boosting household income, redistribut-
ing income toward higher-spending households, and lowering the household savings rate.” While
conceptually sound, this approach avoids the most effective tools, settling for second-best solutions
that will, in the most optimistic scenario, only deliver gradual rather than transformational results.

The Asset Income Challenge

The critical constraint on Chinese consumption is not wage income—China’s wage share of

GDP matches that of the United States—but household asset income.” Chinese households are
large net savers, yet they earn artificially low returns because of financial repression. The optimal
solution would involve higher deposit rates, as the bulk of households' financial wealth is in inter-

. . . est-bearing deposits. Central government debt
The result will be sustained pOhCY would need to rise to smooth the necessary adjust-

uncertainty as Beljlng oscillates mentsin the state-owned sector, the main benefi-

. ciary of artificially low bank rates. This unorthodox
between consumption-focused . .
approach, however, finds no support among Chinese

measures and growth-seeking policymakers.
InveStment’ Creatlng VOIatIIIty and Instead, Beijing pursues second-best alternatives:

confusion about China’s longer- redirecting household wealth from property into

term economic direction equity markets through professionalization and
’ higher dividend requirements, and developing rental

markets by increasing low-cost rental supply.” Rather than allowing markets to set rental prices,
the government uses policy measures to manage affordability—again avoiding the direct price
mechanism.?°

These reforms show promise but require time. The equity market expansion could meaningfully
boost household asset income if it is accompanied by genuine corporate governance improve-
ments and dividend policies. The rental market development will provide real income gains by
reducing housing-cost burdens, particularly for younger urban households.

Redistribution and Its Limitations

The second prong involves redistributing income from households with low marginal propensity to
consume to those with high marginal propensity to consume, through expanded social transfers
such as housing and education cost support and rural support programs.?' Although this approach
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is theoretically sound, it faces practical uncertainties. The spending propensities of different
income groups may not align with expectations, and absolute spending increases among benefi-
ciaries may not offset spending reductions among those facing higher taxes or reduced income.

Healthcare costs, education expenses, eldercare burdens, and inadequate social security also
underpin China's excessively high savings rate.?? Boosting social security transfers helps lower
households' desire to save too much of their income. But this measure is likely to be less potent
than addressing the decades-long household financial repression—the low return on household
wealth leading to excessive precautionary savings.

The Missing Piece: Ending Financial Repression

The most potent and likely the fastest-acting tool—ending household financial repression through
higher interest rates—remains off the table. Without market-determined returns on savings, house-
holds will continue to save excessively and seek alternative stores of value, whether in property,
overseas assets, or other nonproductive channels.

Beijing's strategy will likely generate measurable progress over the next five years, particularly
through equity and rental market development. However, refusing to address financial repression
directly means that consumption gains will remain gradual and incomplete, requiring extended
time frames and increasing the likelihood of relapses toward growth led by investment and/or
exports instead.

What to Watch

Determining whether Beijing can sustain its consumption-led pivot requires monitoring key indica-
tors that will reveal both policy commitment and underlying economic pressures:

= Maintaining consumption policies despite growth pressure in order to signal authentic
resolve,

= Integration of consumption metrics into local government performance evaluations and
five-year plan targets.

= Financial market reforms to end household financial repression, allowing higher deposit
rates and expanding household investment options.

= Return to investment-led stimulus during GDP growth slowdowns, such as large
infrastructure packages or property market easing.

= Local governments prioritizing infrastructure over social transfers when facing budget
constraints,

= Household asset income trajectory relative to GDP from equity market development and
dividend policies.
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= Broad-based consumption growth rather than consumption focused solely on subsidy-
dependent categories like electric vehicles.

= Consumption growth without excessive household debt accumulation.

Alternative Scenarios

= Baseline (most likely): Gradual progress under pressure. Beijing maintains its consumption
rhetoric but wavers when growth drops below 3%. Incremental measures, such as social transfers
and modest equity reforms, result in an increase in consumption’s share of GDP from 41% to
46%-48% in the next five years. However, policy oscillation between consumption support and
investment stimulus creates market uncertainty while achieving insufficient structural change.

= Alternative 1: Resolute structural transition. Leadership accepts 2%-3% GDP growth as
the price of genuine rebalancing. Consumption metrics become institutionalized in performance
evaluations, equity market development meaningfully boosts household asset income, and
consumption'’s share of GDP reaches 50%-55% by the end of the 15th Five-Year Plan. This
scenario requires exceptional political discipline to maintain the course.

= Alternative 2 (least likely): Growth target capitulation. Political pressure forces Beijing to
abandon the consumption strategy as GDP approaches 2%. We see a return to investment-led
stimulus, property easing, and export promotion as Beijing tries to restore traditional growth rates.
The attempt to postpone structural problems most likely fails.

Strategic Implications

Domestically, the baseline scenario creates extended economic volatility as policy oscillation
between consumption and investment priorities generates uncertainty. Partial reforms prolong

vee . . adjustment pain, and rebalancing benefits accrue
Whether Beijing can sustain this .

commitment will determine China’s

Alternatively, resolute structural transition
economic trajectory and 9|0ba| produces a more sustainable economic model
market impact for years to come. Wwithslower GDP growth. Household-income and

welfare improvements provide alternative sources
of legitimacy, while equity market development creates new wealth-building opportunities.

In the area of U.S.-China relations, successful consumption rebalancing reduces bilateral goods
trade surpluses and some trade tensions while maintaining strategic technological rivalry. The
baseline scenario perpetuates trade conflicts amid policy uncertainty. Alternatively, growth target
capitulation triggers the most severe trade wars as China pursues desperate export-led growth
through currency manipulation and subsidies.
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On the global stage, genuine Chinese consumption growth creates significant opportunities for
export-driven economies, particularly in consumer goods and services. The baseline scenario
generates market uncertainty as companies navigate unpredictable Chinese demand cycles.
Chinese capitulation destabilizes global markets through export flooding and potential financial
contagion, particularly pressuring emerging markets.

Policy Shaping and Conclusion

China’s shift toward a consumption-led growth model will require not only the right policy design
but also political endurance. Sustained rebalancing calls for structural redistribution from the state
sector to households, a relaxation of financial repression, and acceptance of lower headline growth
in exchange for greater economic resilience. The central question is whether Beijing can institu-
tionalize these priorities and maintain its commitment to them when short-term growth pressures
mount.

To succeed, China should embed consumption metrics within local and national performance
frameworks, and develop institutional safeguards that preserve pro-consumption policies through
cyclical downturns. Redefining policy success around household prosperity, rather than aggre-
gate GDP, would strengthen legitimacy and social stability. The most impactful reform—ending
household financial repression through higher deposit rates and improved capital market access—
remains essential to unlocking sustained consumption gains.

For the United States and global partners, strategic engagement should encourage China’s
domestic rebalancing while preparing for volatility if reforms stall. Coordinated contingency plan-
ning for potential export surges and diversified demand channels will be critical. The durability
of China's consumption pivot will shape both its own internal equilibrium and global economic
stability.
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Can the United States and
China Find a New Equilibrium on
Trade and Technology?
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The Stakes: Implications for
the Global Economy

U.S.-China trade and technology tensions

are central to the global economic shifts

now underway. Both advanced and emerg-

ing economies will be materially affected by

U.S.-China policy choices and the trajectory

of the two countries' relationship, facing risks from potential escalation as well as the effects of any
unexpected improvement in bilateral ties.

Core Dilemma: Bilateral Stability Depends on Mutual
Vulnerability

The October 30, 2025, summit in Busan, South Korea, between President Donald Trump and
General Secretary Xi Jinping signaled a tenuous new equilibrium, rooted not in accommodation but
in a shared recognition of each side's capacity to inflict significant economic harm on the other. Yet
this recognition reinforces the impetus for both sides to accelerate “de-risking”"—gradually under-
mining the very foundation of that equilibrium.

In April 2025, the United States and China briefly tested uncontrolled decoupling as tariffs and
export controls escalated on both sides. The two governments then spent the summer negotiating
a mutual de-escalation. U.S. Secretary of State Marco Rubio described the relationship then as
entering a period of “strategic stability,” as both parties recognized the costs of continued trade
conflict.!

This stability was tested earlier than expected, however, by two major flare-ups. The first came
in May 2025, when Washington warned companies around the world that using semiconductors
produced by China’s Huawei was a violation of U.S. export controls, and Beijing responded by
tightening rare earth export licenses. The second flare-up occurred in September and October
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2025, when Washington broadened its export controls and China retaliated with a significant
expansion of its rare earth licensing regime. Following threats of further escalation by Washington,
Trump and Xi agreed in South Korea to a partial “"disarmament” of export controls and retaliatory
tariffs. After the Busan summit, U.S. Treasury Secretary Scott Bessent described reaching an “equi-
librium” that both sides would seek to maintain over the next twelve months.?

These flare-ups have sharpened the extent to which both sides are racing to eliminate the other's
strategic chokepoints. China forced Trump to the negotiating table by withholding rare earths and
. e . rare earth magnets, shutting down key production
A tenuous truce is Ilkely to hold into lines in the United States and Europe.® Even as
2026, but it offers no resolution Trump was preparing to meet with Xi, Washington
announced a flurry of new agreements with domes-
tic industry and allied governments to reduce
dependence on China's rare earth supply chain, with Bessent pledging an 18- to 24-month timeline.

to the underlying pressures.

Meanwhile, Beijing's 15th Five-Year Plan—previewed at the Fourth Plenum of the 20th Central
Committee just before the Busan summit—doubles down on Xi's agenda of controlling key technol-
ogies and supply chains to make China more resilient against U.S. pressure. China's leadership is
increasingly confident that it can break the United States’ chokehold on advanced semiconductor
technology over the next several years. The new Five-Year Plan also targets China's vulnerabilities
in software and aerospace technologies.

The stakes are high. If either side reduces its key vulnerabilities ahead of the other, it will erode the
very condition—mutually assured supply chain disruption—that is keeping the new equilibrium in
place.

Outlook for 2026

A tenuous truce is likely to hold into 2026, but it is fragile, offering no resolution to the underlying
pressures. Ahead of the fall 2026 midterm elections in the United States, Trump may be wary of
inflation risks, tempering his appetite for additional tariffs on China and for more aggressive decou-
pling steps.

In China, Xi will begin to focus on the 2027 political transition at a time when the economy remains
weak. As the effects of fiscal stimulus measures and front-loaded exports faded, China's economic
momentum slowed in the second half of 2025.* Chinese business and household confidence
remains weak, with the risk of renewed U.S.-China tensions a key factor holding back recovery.®

Two leader-level meetings expected in 2026 will help keep tensions in check, and may bring
additional incremental economic agreements—but not a sweeping “grand bargain.” Beijing will
use Trump's desire for political wins to offer additional commitments to purchase U.S. exports (and
perhaps invest in the United States), so long as they do not undermine Xi's agenda of self-reliance.
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Indeed, with Trump’s time in office limited—and Beijing uncertain about the United States' China
policy once he leaves office—Beijing has little incentive to gamble on major concessions.

While Trump has floated the idea of selling advanced artificial intelligence (Al) chips to China—
which would be a clear sign that technology decoupling is easing—a major agreement is unlikely.
Trump has sidelined officials pushing for strict export controls, but he appears to have accepted the
argument that the United States must be careful not to cede its lead in computing power. Beijing is
also walking a fine line: Chinese tech firms still depend on certain advanced U.S. chips to keep up
with Al developments, but Beijing is focused on replacing those with domestic alternatives.

Conditions and Contingencies

= Currently, leader-to-leader engagement is especially consequential, particularly in the
increasingly personalized regimes of Xi and Trump. Two summits scheduled for 2026 —a
tentative Trump visit to China in the spring and a reciprocal Xi visit to the United States later in
the year—should serve as important stabilizing influences.

= The agreements reached at the October 2025 summit—to extend the tariff truce for one year,
and to temporarily suspend both the implementation of China’s broader rare earths export
controls and U.S. expansion of export control restrictions to affiliates of companies on the Entity
List ("Affiliates Rule")—should support stability in the months ahead.®

= An additional prerequisite for sustaining the truce is active communication at the senior
cabinet level. The Trump administration appears to have settled into two primary channels:
Secretary of State and National Security Adviser Rubio engaging with Foreign Minister Wang
Yi,” and Treasury Secretary Bessent coordinating with Vice Premier He Lifeng.® As examples
across multiple U.S. administrations have demonstrated, such channels are essential for
managing security and economic tensions that might otherwise escalate.

What to Watch

Signs that the U.S.-China truce is strengthening or breaking down would include the following:

= Post-summit rhetoric. A key factor to watch will be how both sides behave after the leaders
meeting, particularly before the disciplining effects of a potential Trump visit to China in the
spring come to bear.® Will the Trump administration maintain its positive rhetoric on China even
when it conflicts with the realities of the relationship and actual policies?

= Outcomes of the trade deal and trade balance. China's follow-through on the Busan
agreements—particularly regarding Chinese purchases of U.S. agricultural products or new
Chinese investments in the United States—will draw intense scrutiny. Likewise, the trajectory
of the U.S. trade deficit with China could also serve as a potential trigger, if this remains high or
even grows.

= Continuing technology controls. Both sides will continue imposing technology controls to
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protect against risks from the other, each testing how far they can go without upsetting the
strategic stability described by Secretary Rubio—and without triggering retaliatory escalation.

= Implementation of U.S. “economic security” clauses. Provisions in many U.S. trade deals
on economic security and trans-shipment with other key trading partners are largely viewed as
targeting China.”® As the United States begins implementing these agreements in 2026, bilateral
tensions could increase.

Alternative Scenarios

= Baseline (most likely): Managed decoupling. The base case is a continued trade truce that
maintains the process of managed decoupling, punctuated by periodic flare-ups. China’s use of
rare earths as leverage raises the costs for Washington to pursue aggressive measures, such as
more stringent export controls.”" These stakes may compel both sides to tread carefully in 2026,
especially with Trump focused on the U.S. midterm elections. The risk of escalation or broader
deterioration in the relationship, however, remains significant.

= Alternative 1: Re-escalation. A military incident in the South China Sea or the Taiwan Strait—
particularly given limited U.S.-China communication channels and weakened national security
coordination within the Trump administration—would carry heightened risks of escalation.”
Moreover, the relative lack of internal coordination in Washington means that Trump may have
limited ability or willingness to rein in hawkish measures, even if the hawks are currently sidelined.

Should the current truce break down, Washington may seek other forms of leverage—or
“weaponized interdependence”—to counter Beijing's use of rare earths.” Under this scenario,
nontariff measures could again follow the escalatory pattern seen in June 2025. Financial
decoupling measures could also return to the agenda, carrying risks and destabilizing effects
comparable to those posed by trade and technology decoupling.

Another potential flashpoint is technology competition, particularly in Al and semiconductors. A
major Chinese breakthrough that threatens U.S. dominance—a more profound version of China’s
"DeepSeek moment"—could be viewed in Washington as both a geopolitical risk and a near-term
economic threat, given the central role of Al investments in U.S. growth and equity markets. Such a
development could increase pressure on the Trump administration to tighten export controls (e.g.,
on semiconductor manufacturing tools) to blunt China's advances, even as the Busan agreement
puts the Commerce Department's “Affiliates Rule” on hold. Restrictions on biopharmaceutical
cooperation between the two countries could also move to the fore in 2026."

Finally, many key Trump appointees and Republican members of Congress remain hawkish on
China, and they may be eager to move quickly to renew restrictions if the political winds change.”

= Alternative 2 (least likely): Negotiated stabilization. A less likely pathway is an ambitious
U.S.-China agreement in which Washington further lowers tariffs on China and potentially
eases certain export controls to boost U.S. exports, thereby reducing incentives for supply chain
diversification and broader decoupling efforts.
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Amid continued uncertainty over U.S. tariff policy, and with ASEAN tariff rates at 19% to 20%, some
U.S. firms are reportedly reconsidering or pausing further diversification out of China.' The 10%
reduction in fentanyl tariffs on Chinese goods has already brought the 2025 U.S. tariffs on China
broadly in line with those applied to ASEAN."” Given China's unparalleled cost, manufacturing, and
logistics advantages—further boosted by a weakened currency—and concerns that the United
States could quickly raise tariffs on other trade partners (as seen with India), companies may
choose to stay in China or even deepen their commitments.'

Similarly, if the United States is seen as weakening semiconductor export controls to support higher
sales to China—for example, on high-bandwidth memory—it would become harder to convince

key partners to maintain their own restrictions on key semiconductor equipment and inputs tied to
high-bandwidth memory.” The “economic security” provisions of U.S. trade deals, such as those
with the European Union (EU) aimed at jointly diversifying away from China, would be similarly
undermined, limiting the United States’ ability to achieve its own economic security goals.

Strategic Implications

If the forecast of a tenuous truce marked by largely positive rhetoric holds, it could enable limited,
transactional cooperation on select global security issues, such as in Ukraine or the Middle East.?®
Expectations, however, should remain modest. Some limited cooperation in basic science may also
continue, provided it steers clear of critical and emerging technologies.?

Domestically, any U.S.-China trade deal is unlikely to change China's policy trajectory. The 15th
Five-Year Plan is set to entrench China's self-sufficiency and de-risking efforts.?? The United States'
willingness to abruptly cut off critical inputs, as it did for ethane and airplane parts in May and June
2025, is likely to accelerate China's efforts to reduce any dependence on the United States.®

Meanwhile, Chinese exporters have steadily redirected their exports to Europe and emerging
markets.?* As China's economic imbalances deepen—its trade surplus is set to far exceed last
year's record $1 trillion amid surging exports and falling imports—they are increasingly spilling over
to the EU, ASEAN, India, and others.?® A core question for the global economy is how quickly and
forcefully these economies will push back, and how much damage may occur in the meantime.

Policy Shaping and Conclusion

2026 will be an important year for U.S.-China de-risking, serving as a test of whether it can take

a less volatile path. Both sides have incentives to buy time to address their vulnerabilities, even
though such de-risking measures will, almost by definition, have a negative impact on the export
and investment opportunities for firms in both countries. In the context of long-term de-risking, the
transactional nature of the Trump administration offers limited openings for both governments, as
well as for firms and allies, to shape more collaborative outcomes.
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The current trade truce could create incremental opportunities for U.S. firms in China and Chinese
firms in the United States. The Trump administration appears more willing than the Joe Biden admin-
istration to negotiate for increased U.S. commercial access to China, providing a chance for U.S.
industry to engage the administration and push for expanded export opportunities. While Chinese
overseas investment remains controversial in the United States—not helped by reports that Chinese
authorities seek to discourage any tech transfer—a key area to watch in 2026, particularly during the
two potential leaders meetings, is signals of support for such investment by both governments.?

China's supply chain weaponization and stark exposure of U.S. vulnerabilities have, ironically,
encouraged greater bilateral and multilateral cooperation by the Trump administration with allies,
as these vulnerabilities cannot be addressed alone. China's dramatic new rare earth controls (even
if now on pause) significantly threatened European and Asian supply chains as well, and appear to
have reinvigorated the G7 critical minerals alliance for advanced economies to collectively de-risk
their reliance on China in this space. The success of this effort—counterbalanced by China's efforts
to de-risk its own reliance on Western semiconductor technology—will be central to the U.S.-China
trade and technology equilibrium going forward.
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How Does Beijing Read U.S.
Power—and How Will It Shape
China’s Foreign Policy Posture?

Sungmin Cho and
Philippe Le Corre

The Stakes: Navigating a
Multipolar World

Since Xi Jinping's 2018 declaration that “the

world is undergoing profound changes

unseen in a century,” the notion that “"the East

is rising and the West is declining” (ZR7+756&)

has become embedded in Chinese strategic

discourse.? This framing reflects a long-term vision of the relative rise of China and the gradual
erosion of U.S. dominance, reinforcing a narrative in Beijing that China will eventually outpace the
United States in comprehensive power.® This perception of the shifting power balance is one of the
key elements to understanding China’s evolving foreign policy behavior and the possibility that it
may adopt an increasingly assertive approach to regional and global affairs.

Yet a parallel interpretation suggests that Xi may simply be leveraging this rhetoric to bolster

the domestic legitimacy of the Chinese Communist Party (CCP), rather than projecting genuine
strategic confidence. It remains uncertain whether Xi privately views a permanent decline of U.S.
power as real or whether he is merely wielding the concept as a rhetorical instrument. The authors
therefore proceed from the assumption that the “East rising/West declining” narrative likely holds
persuasive power in some policymaking circles in Beijing. Its practical impact on China’s foreign
policy, however, may prove uneven and contingent.

This question of Beijing's perception is particularly salient in 2026, as the second Trump admin-
istration may redirect greater resources toward China, especially if it is freed from the constraints
of the Russia-Ukraine war. Should Beijing remain convinced that China is rising while the United
States is declining, it will likely respond aggressively to renewed U.S. and allied efforts to curb its
global influence, intensifying its political outreach and economic diplomacy, especially in the Global
South. Yet an emboldened China will still struggle to convince U.S. allies that it offers a peaceful
alternative to U.S. leadership.
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Core Dilemma: What Do Chinese Leaders Believe?

China's leaders face significant dissonance between the rhetoric of national ascent and the
reality of the country’s economic slowdown. China’'s economy faces structural problems such as
real estate fragility, demographic decline, and weak consumption, contradicting the triumphalist
message of China rising. Although Beijing continues to achieve progress in select technological
domains, these achievements coexist with mounting fiscal and economic pressures.

According to a report by the Asia Society’s Center for China Analysis, Xi Jinping personally prior-
itizes domestic issues such as regional development and political governance over expansive
foreign policy.* Economic stagnation directly . . .
contradicts Beijing's propaganda that China is Xi may view U.S. decline as a
rising while the United States is declining. Ximay ~ long-term trend, but he also
view U.S. decline as a long-term trend, but he also
recognizes American resilience. Despite shifts in
relative gross domestic product (GDP) shares, for example, the United States has consistently
maintained around 26% of global GDP, challenging the notion of inevitable decline.’

Externally, Beijing's perception of U.S. decline has not generated goodwill abroad but rather
concern.® Even as Beijing presses its interests more bluntly, with a style often described as “wolf
warrior” diplomacy, many view China’s rise with suspicion.” While Beijing promotes the “China
model” to developing countries as superior to liberal democracy, especially through the Belt and
Road Initiative (BRI), its assertiveness has damaged China's international image—particularly in the
West. Global surveys such as those conducted by Pew Research Center show declining favorabil-
ity toward China.® Even in developing countries, BRI participants complain that Chinese projects
disproportionately benefit Chinese firms and fail to deliver adequate benefits to local communities.®

The core dilemma lies in the fact that Beijing's self-image as a rising power rests on a shaky
economic foundation, and has generated backlash. The leadership’s confidence in China’s histor-
ical trajectory—whether uniformly shared or unevenly held—coexists with growing insecurity at
home and vulnerabilities abroad.

Outlook for 2026

By 2026, we predict that China will likely consolidate its regional influence in the Indo-Pacific
without triggering direct conflict. Persistent frictions between the Trump administration and its
allies will reinforce Beijing's conviction that the United States is in decline, emboldening China's
quiet advancement of its strategic interests. Gray-zone tactics—such as harassment of Philippine
vessels, drone flights near Taiwan, and intensified naval patrols in the South China Sea—will
continue, raising the risk of miscalculation. However, Beijing will also attempt to control the escala-
tion to avoid direct conflicts and, by doing so, prevent an excuse for U.S. intervention.
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Economically, Beijing will intensify efforts to strengthen China's domestic supply-chain resilience in
order to reduce its exposure to U.S. sanctions. U.S. restrictions in advanced technologies such as
semiconductors have already spurred China's pursuit of indigenous innovation and self-reliance.”

At the Trump-Xi summit that took place on October 30, 2025, in Busan, South Korea, China agreed
to suspend export control measures it had placed on rare earths, crucial for the production of
everything from smartphones to fighter jets. Some may see this one-year deal as a key win for
Trump, but China still has the upper hand when it comes to these critical minerals. China has also
agreed to buy 12 million metric tons of soybeans, although long-term implementation remains
uncertain. In exchange, Beijing secured what it wanted most: the removal of certain U.S. tariffs

. . linked to fentanyl-related products. However, other
BY 2026! we pI'EdICt that China tariffs, or taxes on imported goods, will remain in

will likely consolidate its regional place.

influence in the Indo-Pacific onthe security front, Washington appears intent on
without triggering direct conflict. deterring China’s aggression by pressing Indo-Pa-
cific allies—namely, South Korea, Japan, and Austra-
lia—to play a greater role in counterbalancing Beijing. Washington's proposal to reorient the U.S.
Forces Korea to focus more explicitly on deterring China illustrates this trend.” However, if allies
align more closely with Washington to counter Beijing, China's parallel efforts at engagement will
falter, and Beijing's response may grow more confrontational.

Nevertheless, all told, the second Trump administration’s foreign policy creates both risks and
opportunities for Beijing. Chinese analysts expect increasing frictions between Washington and
its traditional allies over defense spending, trade deficits, and broader burden-sharing disputes.™
America's polarized politics—amplified by Trump’s leadership style—would reinforce Xi Jinping’s
vision of “the East rising and the West declining."”® These perceived signs of U.S. decline are likely
to intensify Beijing's efforts to present itself as a reliable partner to its Asian neighbors and to
European countries.

Conditions and Contingencies

If the Russia-Ukraine war ends or pauses, Beijing will expect the United States to redirect its
attention and resources to the Indo-Pacific." Increased military activity—such as more frequent
U.S. naval transits through the Taiwan Strait and freedom of navigation operations in the Asia-Pa-
cific—will likely follow. From a power transition theory perspective, Chinese leaders may interpret
such actions as preventive measures characteristic of a declining power seeking to contain a rising
challenger. Beijing would thus conclude that China must resist such U.S. attempts to contain its rise,
beginning with rejecting U.S. interference over what Beijing considers its “internal affairs”"—Taiwan.

A Russia-Ukraine ceasefire might also allow some NATO members to allocate more naval and
air assets toward China. British, German, and French navies could, for example, sail more often
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through the Taiwan Strait and conduct more joint exercises with Asia-Pacific partners such as
Japan or Australia.” Under U.S. pressure, South Korea may also signal its willingness to support
Washington in a Taiwan contingency. Such developments would confirm for Beijing that the West
seeks to contain China, deepening its hostility toward the United States and heightening the risk of
conflict in East Asia.

What to Watch

The year 2026 will be significant, with the U.S. midterm elections in November and the CCP’s 21st
National Congress just a year off. It will also coincide with political milestones in People's Libera-

tion Army (PLA) naval and air force consolidation: The Xi leadership has been alluding to 2027 as

the year when China's forces should be ready to “compel Taiwan with military force."™

If Beijing's perception of U.S. decline truly shapes its policy in the Indo-Pacific, early indicators
should emerge across rhetoric, military posture, and hybrid tools.

= Rhetorical signals. Heightened emphasis in official speeches and media on multipolarity and
the inevitability of U.S. decline would suggest Beijing’s growing confidence. Already, there are
claims that China has overtaken the United States in production, technological innovation, and
military scope," reinforcing Xi's long-standing narrative that Western isolation tactics cannot
halt China's rise and that the global order is shifting irreversibly toward China-led alternatives.

Such narratives condition both domestic .
and international audiences to accept U.S. AnaIYStS often assume that China

decline as fact, legitimizing more assertive will pursue a coherent, Iong-term
Chinese actions.

strategy to displace U.S. power,
= Military signals. We should expect to see . .
expanded PLA activity in contested zones— but a major surprise could be the

the South China Sea, the Senkaku/Diaoyu absence of such a fixed agenda.
islands, and areas around Taiwan—framed

as legitimate acts of sovereignty. To test U.S. resolve, China may take provocative actions,
such as flying military aircraft closer to Taiwan or quarantining small islands, such as Matsu,
that are administered by Taipei."” Increased investment in overseas military logistics and dual-
use infrastructure, particularly along the BRI, would also indicate Beijing's intent to convert
economic presence into security leverage. Joint military exercises with Russia across the Indo-
Pacific region will likely continue.”

= Hybrid signals. Beijing's increased reliance on Chinese private security contractors abroad
would reflect the gradual militarization of the BRI—China's shift from economic diplomacy
toward security expansion that integrates security, energy logistics, and strategic basing. While
China has already been implementing such measures, the perceived weakening of U.S. global
influence on Trump's watch will accelerate such efforts.?°

Taken together, such signals would show China moving from rhetorical confidence in U.S. decline
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toward operational steps to implement its ambitions in the Indo-Pacific.”’

Alternative Scenarios

= Baseline (most likely): Quiet advancement. By 2026, China steadily consolidates influence
across the Indo-Pacific without triggering direct conflict. The Trump administration’s frictions
with U.S. allies and partner countries reinforce China's belief in the decline of U.S. influence,
encouraging Beijing’s quiet advancement of its interests.?? This would include the use of yuan-
denominated transactions and, in general, the expansion of Beijing's global ambitions and
deepening of its economic and selective security ties with ASEAN states. Simultaneously, gray-
zone tactics, including harassment of Philippine vessels, drone flights near Taiwan, and increasing
naval patrols in the South China Sea, intensify. Risk of miscalculation grows, but Beijing prefers
controlled escalation.

= Alternative 1: Aggressive escalation. Amid deepening Sino-Russian military cooperation,
Chinese leaders conclude that the United States is too internally divided and overstretched to
respond effectively. As a result of a potential domestic crisis or growing U.S. isolationism—such
as withdrawal from Ukraine—American credibility weakens further, and Xi authorizes sustained
military pressure around Taiwan. This could include blockade-style deployment, missile tests
over Taiwan, or aggressive interception of U.S. and Japanese aircrafts. Despite the risks of
confrontation, Beijing calculates that acting now will cement China's dominance before the United
States recovers. Regional instability surges as Japan and Australia accelerate rearmament, while
Washington feels forced to demonstrate resolve militarily.

= Alternative 2 (least likely): Strategic retrenchment. China reassesses its assumptions and
concludes that the United States is not in decline. Coupled with China’s domestic fragility—high
youth unemployment, an aging population, a stagnant property sector, and continuing PLA
purges—Beijing could unexpectedly turn inward and return to a policy of taoguang yanghui (337t
BE, “hide one's strength and bide one's time"). In this scenario, Xi would prioritize domestic stability,
tone down military assertiveness, and shift propaganda toward national resilience while quietly
scaling back foreign initiatives. Beijing does not relinquish its long-term ambitions but prioritizes
stability and seeks a period of consolidation.

Even under such retrenchment, one caveat remains: Analysts often assume that China will pursue

a coherent, long-term strategy to displace U.S. power, but a major surprise could be the absence of
such a fixed agenda. Beijing often acts opportunistically as well as strategically. A key analytical risk,
therefore, lies in overestimating China's coherence and readiness to lead. A fragmented, reactive
China—powerful but inconsistent—could prove more destabilizing than a disciplined challenger.

Strategic Implications

If Xi genuinely perceives that U.S. decline is accelerating, he is likely to double down on author-
itarian controls to insulate the CCP from slowing growth, demographic aging, and high youth
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unemployment. Economic policy will shift even further toward self-reliance in semiconductors, rare
earth minerals, and energy, framed as both protection against Western “containment” and proof
that China can surpass U.S. technological leadership despite controls. Nationalist messaging will
intensify to emphasize "Western decline” and to justify sacrifices and sustain public commitment to
long-term competition.

U.S.-China relations will harden around zero-sum competition across trade, technology, and secu-
rity.® The risk lies in mutual miscalculation: If Beijing overestimates U.S. weakness, or Washington
overreacts to perceived Chinese aggression, flashpoints around Taiwan or the South China Sea
could tip into confrontation.

Multilaterally, Beijing will seek to expand its agenda-setting influence in institutions such as the
United Nations, BRICS, and the Shanghai Cooperation Organization, while simultaneously promot-
ing new frameworks, such as China’s Global Security Initiative, to establish a post-U.S., China-led
international order. However, countries in the region, such as ASEAN states, will continue hedging,
seeking security assurances from the United States while leveraging Chinese economic induce-
ments. Globally, markets will face heightened volatility as both powers weaponize interdependence
in supply chains, technology standards, and financial flows.

Policy Shaping and Conclusion

China's narrative of U.S. decline may serve as both a domestic legitimizing narrative and a strate-
gic framework for China's foreign policy behavior. Yet this narrative coexists uneasily with China'’s
own internal weaknesses and structural vulnerabilities, and the possibility that Chinese elites' true
assessment of U.S. power remains more cautious than rhetoric suggests. Beneath the triumphalist
rhetoric, Beijing's leadership may remain deeply aware of its own economic troubles and demo-
graphic pressures, and the risks of overextension.

In this fluid landscape, institutions such as the European Union, ASEAN, the African Union, APEC,
and the G20 can act as stabilizers by fostering dialogue and maintaining rules-based cooperation.
This underscores the importance of regional and middle powers preserving their strategic auton-
omy, diversifying partnerships, and avoiding overdependence on any single major power. For the
United States, the task lies in adapting to a more multipolar world—rebuilding alliances, renewing
multilateral engagement, and demonstrating consistency in its global commitments. Sustained
cooperation with a broad range of partners will be essential to uphold stability and credibility amid
intensifying U.S.-China competition and broader systemic uncertainty.
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Will Beijing Recalibrate Its
Approach to Taiwan?

Lyle Morris

The Stakes: Three Parties in a
Delicate Balance

The year 2026 will be pivotal for Taiwan. With

new leaders elected in Washington and Taipei

in 2024, prospects for peace in the Taiwan

Strait will likely hinge on the ever-changing

political considerations of how to maintain

the precarious “status quo” between China,

Taiwan, and the United States. In 2026, U.S.

President Donald Trump and Taiwanese President Lai Ching-te will each have to confront the
challenge of maintaining the peace while balancing domestic considerations that may distract from
this central goal. Meanwhile, as China's President Xi Jinping continues to pursue “peaceful reunifi-
cation” between mainland China and Taiwan, there are indications that China’s population may be
losing patience with nonmilitary approaches to achieving Xi's goal.'

In short, all three parties are locked in a delicate balance of deterrence, dissuasion, and induce-
ments to achieve peace across the Strait—factors that may increase or decrease the likelihood of
armed conflict depending on how they evolve in the year ahead.

Core Dilemma: What are the Implications of a Shifting
Status Quo?

In 2025, key differences remained in understandings of the notion that there is only “one China”
and what it means to maintain the “status quo” across the Taiwan Strait. Acute U.S.-China compe-
tition, Taiwan's democratization and thirst for greater autonomy, and a stronger, more assertive
China are laying bare the delicate balance that has existed since 1979. In particular, all three sides
appear to view their respective commitments to refrain from crossing the other’s “red line" as
weakening.?

In other words, the status quo, and how to define it, has changed. The expanding military exer-
cises of the People’s Liberation Army (PLA) around Taiwan since August 2022 have been shifting
toward more coercive and multidomain operations to assert peacetime control over Taiwan. These
systematic and incremental military and civilian-military measures provide China with the tools it
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1.

needs to change the very nature of the status quo across the Strait. The line between peacetime
military coercion and a forceful reunification with Taiwan is increasingly becoming blurred.?

Thus, a strategic tension remains: how China can achieve its stated goal of “peaceful reunification”
without resorting to force, despite trends in Taiwan that are increasingly pointing toward a sepa-
rate, independent state, undermining Xi's narrative that Taiwan will “inevitably reunify” with main-
land China. This question is the starting point for assessing what to expect in 2026 given current
trends.

Plausible Pathways

There are four plausible scenarios for how cross-Strait relations could unfold in 2026 that merit
attention.

Status quo, with caveats. Scenario 1 sees the current state of relations remaining stable,

with several important caveats. In this scenario, Taiwan retains its quasi-independent status
and marginal participation in international organizations but does not undertake any major
policy shifts toward formal independence; Beijing maintains its current approach to "peaceful
reunification” and refrains from any forceful military measures to annex Taiwan; and Washington
maintains its "One China" policy of unofficial relations with Taiwan, with continued visits by
scholars, businesspeople, and members of the U.S. Congress, and continued support for
Taiwan's defense needs with U.S. arms sales.

However, two caveats to the definition of the status quo are necessary: First, Beijing continues
its peacetime military exercises and gray-zone activities near Taiwan, which both Washington
and Taipei view as incrementally eroding the tenuous balance of peace; and second, Lai
Ching-te continues his increasingly overt public rhetoric on Taiwan’s independent sovereign
status, which Beijing views as provocative and challenging China’s narrative of the “inevitability”
of Taiwan's return to mainland China.

Forceful unification. Scenario 2 sees Beijing take the risky and provocative move of
attempting to invade Taiwan militarily and “reunify” Taiwan with mainland China. This would
likely be precipitated by either an external stimulus forcing Xi to launch an invasion, such as a
formal declaration of independence by Taiwan, or an assessment by Xi that all possibilities of
“peaceful reunification” have been exhausted completely.

Formal declaration of Taiwanese independence. Scenario 3 sees Taiwan formally declare
independence, through either a referendum vote or a public statement from President Lai.
This would entail Lai taking the extraordinarily risky gamble of legally enshrining Taiwan as a
independent sovereign state in the international community. Lai would only undertake such a
move if he believed doing so would serve Taiwan's interests, or if he felt compelled to do so for
domestic political reasons.

Fundamental change in Taiwan policy from Washington. Scenario 4 sees Washington
change its One China policy to include formally recognizing Taiwan as an independent
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state and undertaking official exchanges with Taiwan. While formal diplomatic recognition

by Washington would be an extreme scenario, there are other, less extreme measures that
President Trump could take that would still signify a major change to U.S. policy that would be
considered destabilizing from Beijing's perspective. This could include an official visit by Trump
to Taiwan or by Lai to the United States, for example, or something more tactical, such as the
formal deployment of U.S. troops in Taiwan or new security guarantees for Taiwan in the event
of an invasion by China.

Outlook for 2026

Based on the current state of affairs, the four scenarios, and the possible early indicators of change
outlined here, the following predictions can be made for 2026.

Most Likely Scenario: Continuation of Status Quo, with Caveats

The most likely scenario in 2026 sees all three sides continue their current policies on maintaining
the status quo across the Taiwan Strait. “Maintenance” here is defined as not undertaking any
fundamental policy change, including the People’s Republic of China (PRC) not launching a military
campaign to invade Taiwan, Lai not formally declaring independence, and Trump not changing
course on the One China policy. The logic . .
underlying this prediction is that any change With new leaders elected in

in the status quo would have significant Washington and Taipei, prospects for
implications for regional stability, inviting peace in the Taiwan Strait will ||ke|y

potentially catastrophic risks to leaders in all hi h h . litical
three countries. Xi understands that a mili- iInge on the ever-c anging po Itica

tary campaign by China to "reunify” Taiwan  considerations of how to maintain
would comlpletely chzl:mge the geostrategic the precarious gtatus quo."
landscape in East Asia and beyond. If
unsuccessful, it would have profound negative consequences for the region, U.S.-China relations,
and Xi's own survival as leader of the Chinese Communist Party (CCP). Similarly, Lai and Trump
likely understand that any fundamental change to the status quo might imperil their own reputa-
tions and domestic political standings, especially if such change led to a military conflict.

Extreme Scenarios That Are Unlikely but Cannot Be Ruled Out

The other three scenarios—forceful unification by Beijing, formal declaration of independence by
Taiwan, or a fundamental change in U.S. policy toward Taiwan—are all deemed unlikely in 2026
because of the significant risks associated with each scenario. Whether Xi has become “impa-
tient” with Taiwan does not change the fundamental cost-benefit calculus that he and China face.
It would be a major political gamble for Xi to launch an invasion, because of the chance that the
United States, and possibly other regional actors like Japan or Australia, would intervene. Simi-
larly, Lai likely sees little benefit or necessity in formally declaring independence, simply because
Taiwan knows that such a move would almost certainly result in the PRC initiating military action
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against Taiwan. Finally, Trump is unlikely to see strategic benefit in formally recognizing Taiwan as
a sovereign state or using Taiwan as a bargaining chip in negotiations with China, because of the
destabilizing effects it would have on U.S.-China relations.

What to Watch

There are several watchpoints or early indicators we might observe in 2026 that would suggest
change is on the horizon, or that might compel Beijing to take destabilizing actions across the
Taiwan Strait.

= Xi signals impatience with Taiwan. We may see signals in 2026 that would indicate Xi's
growing frustration or impatience with Lai. This would include rhetorical shifts in public
speeches by Xi or senior CCP officials, such as the removal of the term “peaceful” from
China's "peaceful reunification” formula for Taiwan; a new white paper or policy document
that emphasizes a closing window for peaceful resolution of the Taiwan question; or more
pronounced destabilizing military exercises or maneuvers near Taiwan that would push
Taiwan or the United States to respond.® These factors will take on added significance as Xi
approaches the 21st National Congress in 2027, a symbolic date corresponding with the 100th
anniversary of the founding of the PLA.® Chinese scholars are already debating whether Lai has
crossed Beijing's red ling, such as by passing certain thresholds of China’s Anti-Secession Law.’

= Trump's Taiwan wildcard. A second early warning is the possibility that Trump will change
U.S. policy on Taiwan, shifting Xi's calculus of the risks and rewards of taking military action
against Taiwan. Trump's mercurial negotiating style and apparent fondness for authoritarian
leaders has led to speculation that he may treat Taiwan as a bargaining chip on the
international stage.® In particular, observers worry about Trump using Taiwan as a political
pawn in ongoing U.S.-China trade negotiations, possibly even “giving away" Taiwan in order to
strike some sort of grand bargain with Xi.°

While there is little concrete evidence to suggest that Trump is poised to fundamentally change
U.S. policy on Taiwan, the following developments would indicate a possible shift on the horizon
in 2026:

1. Continued cancellation of high-level visits by Taiwanese leaders.
2. Decrease or cancellation of U.S. arms sales to Taiwan.

3. A rhetorical opening to Xi from Trump. For example, were Trump to publicly signal that Taiwan
was a potential bargaining chip during high-level meetings with Xi, this could open the door
for Xi to surmise that Trump would not come to Taiwan's aid were China to invade Taipei. This
scenario sees Trump alluding to Taiwan as “"being a part of China's territory,” or comparing
Xi's designs over Taiwan to Russian President Vladimir Putin's designs over Ukraine.

Strategic Implications

Several strategic implications flow from the forecast of a continuing status quo, with caveats.
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First, under Xi's leadership, the PLA can execute a range of missions against Taiwan, including

a full air and naval blockade, with increasing confidence of success.” Thus, even if our central
prediction holds—no change to the current, ever-evolving status quo—China is now capable of
exerting PRC control and influence over Taiwan without “firing a shot" through political subversion,
threats of a military “ultimatum,” or an economic blockade of Taiwan short of military invasion. As
the means of PRC political manipulation of Taiwanese domestic politics continue to grow, along

with the instruments of military power to . e . "
impose an economic blockade, Washington Whether Xi has become Impatient

and Taipei will have to contend with these with Taiwan does not change

new peacetime coercive tools." .
the fundamental cost-benefit

Addilti'onally, Trump's sclaconcli term in office' calculus that he and China face.
has injected a new variable into the equation

of cross-Strait peace. His propensity for transactional, personality-driven approaches to foreign
policy introduces a degree of unpredictability into U.S. relations with Taiwan.” While most observ-

ers believe he will maintain continuity in the United States’ One China policy over Taiwan, others
have raised doubts about his willingness to come to the aid of Taiwan in the event of an armed
conflict initiated by Beijing in the Taiwan Strait.”® Although it is unlikely that Trump will fundamen-
tally change U.S. policy on Taiwan, Xi will be watching closely for signs that the American president

is willing to sacrifice Taiwan in the service of broader U.S.-China stabilization.

Policy Shaping and Conclusion

2026 will be a pivotal year in determining whether deterrence holds across the Taiwan Strait. The
primary actors with the power to influence the trajectory of peace and stability in the Strait reside
in the governments of all three capitals, but there are several actions that governments, institutions,
and companies can take to positively reinforce the current status quo. First, governments on all
three sides can signal the importance of maintaining the status quo, including highlighting the acute
risks for regional peace and stability that would come with upsetting it."* Second, institutions and
think tanks can pursue people-to-people exchanges between the three countries to support bonds
among the populations and societies, and they can highlight academic and public-policy research
on the history of cross-Strait relations and the benefit of maintaining the present trajectory of the
status quo. Finally, private businesses can promote the benefits of trade and investment among the
three sides and highlight the business and supply-chain risks of conflict across the Strait.
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Can Beijing Contain Public
Frustration over High Inequality,
Youth Unemployment, and
Economic Strain?
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The Stakes: A Deeply
Unequal Society

By 2025, public frustration over inequality
and privilege in China had intensified, with a
number of scandals exposing systemic flaws.
Despite Xi Jinping's decade-long anti-cor-
ruption campaign, these cases underscored
to the public how China remains a deeply
unequal society in which privilege determines
outcomes.

According to the 2024 Hurun Global Rich List, China had more dollar billionaires (814) than the
United States (800)." At the same time, more than 200 million Chinese people are working precar-
ious jobs in the gig economy, and youth unemployment continues to hover near 20%.2 China saw

a number of scandals in 2025 that highlighted the country’s inequality—a young actress flaunting
earrings supposedly bought with money that her father had embezzled from the state, a doctor in a
Beijing hospital advancing the career of his mistress at the expense of his patients, and a Harvard
valedictorian who was skewered online for her privileged educational background, to name a few.?

While such public exposés of elite largesse and corruption are nothing new, these cases hit hard
at a time of grinding economic uncertainty, amid continued property market woes, high youth
unemployment, disruptions caused by artificial intelligence (Al), and the ongoing effects of Presi-
dent Donald Trump's trade war. The extensive security apparatus of the Chinese Communist Party
(CCP) has largely prevented unrest, but growing frustration could create longer-term governance
challenges for the Party-state.

Core Dilemma: An Economy Leaving Millions Behind

The CCP claims to uphold socialist ideals, but China remains highly unequal. Inequality peaked by

CHINA 2026: WHAT TO WATCH ASIA SOCIETY POLICY INSTITUTE | CENTER FOR CHINA ANALYSIS 63



Can Beijing Contain Public Frustration over High Inequality, Youth Unemployment, and Economic Strain?

Mass unrest driven by inequality

many measures in 2008 (with a Gini coefficient of 0.491), exceeding the threshold historically asso-
ciated with social instability (0.4), but it has come back down since.* But growth, too, has slowed in
the last five years. Beijing faces a dilemma: Can China sustain economic growth without widening
inequality?

People’s perceptions of the causes of inequality are shifting. Before 2014, in representative national
surveys, most respondents attributed inequality to individual failings in an ascendant China. By
2023, however, the majority saw inequality as a structural issue related to unequal opportunity,
corruption, and a stagnant economy. In the
face of a sluggish economy, many people are

remains un|ike|y in 2026. The CCP’s less willing to accept a system they see as

dominance over narrative, its coercive

unfair.

capacity, and its elite control give China provides scant social welfare, which wil

it resilience against systemic shocks.

come under increasing strain as demographic
issues impose pressure. That tension was
exemplified by the policy issued by the central government on September 1, 2025, requiring all
businesses to contribute to worker benefits—a measure intended to boost employee welfare.® The
policy instead sparked angst that small businesses would either fail under spiraling costs or lay off
workers, pushing more people into unemployment or gig jobs.®

Beijing faces a bind: It must restore economic dynamism to ease popular frustrations while avoid-
ing reforms that are structurally and politically difficult.

Outlook for 2026

Mass unrest driven by inequality remains unlikely in 2026. The CCP's dominance over narrative,
its coercive capacity, and its elite control give it resilience against systemic shocks. The Chinese
population lives in fear of repercussions from the country’s deeply integrated, digitized security
apparatus, which prevents mass mobilization. Moreover, there is little evidence of elite fracture at
the top that could be exacerbated by grassroots instability. Socialist systems rarely crack from the
grassroots—they break due to elite fragmentation.

Social and economic competition is only reinforcing the system: Party membership has never
been higher—by some estimates, it is now over 100 million, more than 7% of the overall popula-
tion.” Competition to join the state bureaucracy is also fierce as “civil service exam fever” (ZQ

#) reaches a fever pitch, with 3.41 million people passing the initial screening to sit the exams in
2025.2 Competition for graduate schools is also intense, with 4.38 million people taking the exams
last year despite there being a total of 1.3 million people admitted by graduate schools overall in
2023.° Young people are leaning into the system not out of faith in it but out of fear that the alter-
native—being left outside the system—is worse.
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In the near term, Beijing will most likely be able to manage any instability caused by inequality. But
the longer-term picture is more uncertain: If the economy fails to deliver upward mobility, disillu-
sionment will deepen and governance challenges will accumulate, setting up a tougher political
environment in the future.

Conditions and Contingencies
A number of conditions support the stability of China’s system:

= Economic management. The government should be able to manage the slow deterioration
of the property market while deploying tools such as subsidies and bailouts to prevent a
meltdown. Social mobility is stagnant and youth unemployment is high, officially registering
somewhere between 15% and 20%, but China’'s economy is still growing, despite the external
shocks of the trade war with the United States.'® As long as China’s economy remains relatively
stable in 2026, Beijing should be able to contain public resentment about inequality.

= Elite cohesion. Despite tensions between fiscally strained local governments and the
national government in Beijing, the CCP apparatus appears overall to be tightly controlled and
galvanized by competition with the United States. There is no reason to believe that we will see
elite fracture in 2026.

= Security dominance. The CCP uses broad surveillance and predictive policing to suppress
coordinated dissent before it grows.

= Risk-averse youth. Rising anxiety is pushing young people to work harder within the system
rather than trying to take it down. Paradoxically, precarity, though it makes young people
anxious and unhappy, creates a conservative condition reinforcing CCP stability rather than
undermining it. This is why we are seeing the uptick in Party membership, the desire for civil
service jobs, and the college entrance exam craze.

What to Watch

The following factors can help us assess whether Beijing's inequality management is working:

= Housing market meltdown. At its height, the property market accounted for 30% of the
Chinese economy, and for a majority of Chinese citizens, property represents their biggest
asset and investment." A sharp drop in the housing market could break public trust and worsen
financial fragility.

= Youth unemployment surge. Youth unemployment rising significantly above 20% could
portend greater instability. The frustration could extend from jobless youth to their parents,
who have made significant investments in their children’s education, only to see limited returns.
This disappointment has given rise to the term “rotten tail children” 2 2#E—a riff on "rotten tail
buildings” /= Z# (unfinished properties left vacant after developers default).’

= Fiscal stress. Many provinces, cities, and township-level governments are in serious fiscal
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stress, putting pressure on Beijing to ease their debt burden so they can continue to provide
services and maintain social stability. Further deterioration in the fiscal condition of localities
would be an early warning signal of broader systemic stress.

= Personal debt defaults. Following the COVID-19 pandemic, total savings increased 50% from
202110 2024.” Those who cannot save have been taking out loans, which are increasingly easy
to secure given digital credit services. Nearly 80 million Chinese people—especially the young—
are now at risk of default.” A significant number of people defaulting on their debt would have
serious social and economic ramifications that would ripple throughout the system.

= Failure of small and medium-sized enterprises (SMEs). The number of SMEs that lay
workers off or shutter after the September 1 benefits expansion would be one indicator of
Beijing's likelihood of continuing or expanding the policy, indicating how easily the government
can expand the social safety net.

= Political messaging. We should look for any renewed attempt to push the idea of “common
prosperity” and the exact form it takes. President Xi Jinping has stated that he is wary of
“welfarism,” so we should not expect any redistributive program of expanded social security.’
The exact form that this will take is unclear and worth watching.

= Curbs on involution. We should also keep a close eye on government attempts to curb
“involuted” competition and overcapacity, as seen by recent commentaries against the
automotive industry.”® Here the government is in another bind, as addressing overcapacity
could result in mass layoffs in many industries. We should pay close attention to whether the
Chinese government makes actual policy and legislative interventions to curb involution, rather
than hoping that companies will course correct on their own.

Alternative Scenarios

= Baseline (most likely): Muddling through. The economy neither fails nor recovers. Global
instability continues to weigh on growth, unemployment persists, and the housing market
continues to sputter without full-scale collapse. Against these headwinds, China'’s investments in
green infrastructure and high technologies such as Al and automation soften the blow from other
areas of stagnation. Popular sentiment is bitter, but the people bear it.

= Alternative 1: Recovery. The property market rebounds after some deft policy tweaks, the
country makes significant Al breakthroughs, and the world economy settles into Trump 2.0. After
some positive economic indicators, investment starts cranking up, turning popular sentiment
hopeful again. Anger at inequality wanes as people hope they will catch the rising tide.

= Alternative 2 (least likely): Shock. A black swan event comparable to the 2008 Wenchuan
earthquake triggers a true political backlash."” The earthquake became symbolic of government
corruption after widespread reports that many collapsed buildings had not been built to code. If
a similar event happened now, after a decade of anti-corruption campaigns and amid economic
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pessimism, popular anger might be much harder to control. While unlikely to pose an existential
threat to Beijing, it would be very painful for the local officials implicated.

To temper these predictions, it is important to note that any forecasts of the Chinese economy at
present are uncertain. First, there is significant unpredictability due to geopolitical instability. The
Trump administration’s seesawing over tariffs and the risks created by conflicts around the world (and
the potential for some of them to end in 2026) make forecasting complex. Moreover, it is hard to trust
economic data coming out of China—see, for example, the change in methodology that tracked youth
unemployment figures downward in 2023—so it is important to be careful with predictions as there is
considerable uncertainty in this area.’®

Strategic Implications

Rising resentment and anger, as well as depressed confidence, will likely dampen personal
investment and consumption. Affluent households will continue to try to take assets out of China,
increasing the risk of capital flight. Meanwhile, middle-class households will likely prioritize saving
as a hedge against the future. This will put deflationary pressure on the economy. More precarious
households, and particularly the young, will likely take on more debt, putting them at further risk of
default and serious economic consequences.

The government will attempt to reframe the narrative to deflect attention away from systemic
failings and toward bad actors, whether corrupt individuals or the United States—for example, by
arguing that President Trump's trade war and geopolitical instability are the real cause of China's
woes, rather than long-term structural problems. However, a structural risk is that the central
government often shifts the blame to local governments during political crises to preserve its
image as a benevolent and effective ruler. In the event of social unrest, this dynamic could intensify
tensions between the central and local governments as the center manages these crises while
seeking to contain them.

The repressive apparatus of the state is sufficiently armed and well-oiled that it is highly unlikely
that inequality will be an existential issue for the state in 2026. It will, however, continue to under-
mine the founding principles of the CCP and further erode people's belief in the system. They will
continue to wistfully look to the past, back to a time when the economy was growing—"the beauty
of economic boomtimes” (2% _£1T78935)—versus today, when they believe they are in the “garbage
time of history" (F7s£ ik AT(a).

Policy Shaping and Conclusion

Beijing faces difficult trade-offs: sustaining growth, containing instability, and delivering on
“common prosperity.” China needs serious welfare reforms and fiscal support to stem proper-
ty-market woes while supporting youth employment. Whether Xi Jinping has the willingness or
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political capacity to enact such sweeping reforms remains to be seen. In the meantime, for external
actors, direct influence is limited, but monitoring property, unemployment, and debt signals will be
critical for decision-making with respect to interactions with China.
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Can Beijing Preserve Growth
and Stability amid Rapid
Demographic Change?

Emma Zang

The Stakes: Escaping the
Demographic Trap

China is undergoing one of the most rapid

demographic transitions ever documented

among large-population economies, marked

by accelerating population aging and

persistently low fertility. The working-age

population peaked in 2014," while the share

of older adults is rising sharply: The old-age

dependency ratio (i.e., the number of adults aged 65 and older per 100 working-age adults aged
15-64), which was already above 20% in 2023, is projected to reach 21.7% by 2026, exceed 25%
by 2029, and continue climbing through the 2030s.? This dual dynamic is feeding a vicious cycle:
Heavier eldercare burdens depress fertility, while fewer births accelerate population aging and
decline. Population aging drives many of today’s most pressing challenges: slower economic
growth, fiscal stress, increasing needs for long-term care and eldercare, youth disaffection, and
fertility decline.

As the labor force shrinks, pressures on pensions, healthcare, and long-term care are mounting,
especially for debt-strained local governments. Families, particularly women, bear heavier care
burdens, further discouraging marriage and childbearing. This reinforces the cycle and tightens
the demographic trap. To compensate, Beijing is attempting to simultaneously raise productivity
through artificial intelligence (Al) and automation, expand welfare to preserve stability, and encour-
age fertility to rebuild the population base. Yet these strategies frequently work at cross-purposes
under tight fiscal and demographic constraints, potentially worsening unemployment and other
structural challenges.

By 2026, China’s old-age dependency ratio will already be climbing steeply, signaling the onset of

a decades-long transition into “super-aging” that in other societies has coincided with sharp fiscal
and social pressures.® In the coming years, choices about pensions, youth employment, and family
policy will be critical for Beijing's ability to realign its growth model and social contract, making the
near term especially consequential.
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Core Dilemma: Beijing's Triangular Challenge

China's demographic challenges are reshaping its political economy. The working-age population
is shrinking, the share over age 65 is rising rapidly, and the fiscal and social consequences of
this shift are becoming unavoidable. Aging directly undermines growth by eroding labor supply,
burdens welfare systems through rising pension and healthcare costs, and indirectly suppresses
fertility by increasing household care demands, especially on women.

Beijing's response revolves around a triangular challenge:

1. Productivity push—Al, automation, and industrial upgrading to offset the shrinking workforce.

2. Welfare expansion—Strengthening pensions, healthcare, and eldercare to preserve stability in
an aging society.

3. Pronatalism—Encouraging births through subsidies, housing incentives, and moral appeals to
rebuild the population base.

Any two of these can be advanced together, but sustaining all three simultaneously is extremely
difficult under tight fiscal and demographic constraints. The tension is structural: Productivity
requires dynamism and risk-taking, yet rising care burdens and job insecurity suppress both.
Stability requires redistribution, but local governments lack fiscal strength, as they have been

vee . hollowed by debt and collapsing land revenues. Fertil-
In Shortr Be'J'ng can aim to ity requires long-term family support, yet gendered

sustain growth, preserve welfare care burdens, unaffordable housing, China's slowing
stability or rebuild fertility growth, and generalized pessimism continue to
’ ]

. discourage marriage and childbearing.
But under current constraints,
it cannot achieve all three.

The result is a system that is trying to reengineer

its growth model, social contract, and demographic
structure at once, while fiscal resources are shrinking and political stakes are rising. Al and auto-
mation could, in principle, ease this tension by delivering productivity gains that create fiscal space
for stability and family support, but this remains uncertain. Aging thus acts as the fulcrum: The
more urgent it becomes, the more these three objectives compete for limited resources and policy
attention.

In short, Beijing can aim to sustain growth, preserve welfare stability, or rebuild fertility. But under
current constraints, it cannot achieve all three.

Outlook for 2026

By 2026, China will likely enter a "demographic constraint” phase, when the triangular dilemma
becomes unavoidable. Growth is expected to slow to 3.5%-4.0%, fertility will remain near 1.0-1.2,
and youth unemployment will persist around 15%-19%.* These outcomes reflect the same root
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driver: rapid population aging. The old-age dependency ratio will approach 21.7% by 2026, raising
pension and healthcare costs sharply while shrinking the workforce.

Beijing's most plausible response will be to push on all three sides of the triangle simultaneously:

Productivity. Beijing will double down on Al, automation, and advanced manufacturing as
labor-substitution tools. These measures can sustain output as the workforce shrinks, yet they
also deepen the mismatch between labor supply and demand: While low- and mid-skilled
jobs go unfilled, educated young people face scarcity in the white-collar roles they seek. By
displacing many of the entry-level positions that once absorbed new graduates, automation
risks worsening youth joblessness even amid overall labor shortages.

Welfare. Gradual retirement-age reform, likely the most immediate step, will extend working
lives and ease pension burdens for formal workers in urban areas, while broader measures such
as national pension pooling are also under discussion.® Yet these shifts will offer little relief for
rural and informal workers, who lack robust pensions and often hold physically demanding jobs.
Without a parallel expansion of childcare and eldercare, women's work-care burdens will rise,
further depressing fertility.

Pronatalism. Cash transfers, housing subsidies, and patriotic appeals will expand, but
structural barriers, such as insecure jobs, gendered care expectations, and housing that
remains costly and uncertain despite the real estate slump, will keep fertility flat.

The most immediate constraint will come from fiscal stress. With land-sale revenues down sharply
and heavy debt burdens in many provinces, local governments will struggle to fund pension, elder-
care, and family programs. The balance of these pressures varies by region, but together they leave
little fiscal space; central support may cushion shortfalls, but not enough to erase them.

The forecast is one of modest growth, strained welfare delivery, and ineffective pronatalism—an
uneasy balance that buys stability at the cost of long-term dynamism.

Conditions and Contingencies

For the baseline forecast to hold, several enabling conditions must remain in place through 2026:

Growth would need to stabilize in the 3.5%-4.0% range.

The Chinese Communist Party must retain the ability to reallocate fiscal and administrative
resources from the center to debt-strained localities. Without this, service delivery failures,
particularly in pensions and healthcare, could erode public trust.

Investment in automation, Al, and workforce upskilling is essential to offset the drag of a
shrinking labor force.

Fertility must hover near 1.0-1.2 despite pronatalist incentives.
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Youth unemployment would need to remain elevated but without sustained protest or
mobilization.

Youth disaffection must remain manageable, expressed mainly through online channels
rather than escalating into frequent, large-scale protests.

The broader public must continue to tolerate the state's expanding role in daily life, including
paternalistic policies and intensified ideological campaigns.

Trigger conditions could push China off this trajectory:

A sustained youth unemployment rate above 20%,° especially if accompanied by growing
protest size and frequency, would raise stability risks.”

Mounting stress in local government financing vehicles—the off-balance-sheet entities
that borrow heavily to fund infrastructure—could lead to refinancing difficulties, cascading into
delayed public-sector wages, missed pension payments, or cuts to basic services, sparking
anger among the elderly and public employees.

Rising rural-urban inequality or a surge in emigration, whether of disillusioned youth or
wealthy entrepreneurs and skilled professionals—an outgrowth of “run" culture—would signal
declining confidence in the future and further sap innovation and growth.?

External shocks, such as a sharp export slump or expanded sanctions on critical technologies,
would magnify these risks. Taken together, these pressures underscore that fiscal and social stabil-
ity are the most fragile fault lines as Beijing manages demographic decline.

What to Watch

These are the key indicators to watch in 2026:

Productivity. Evidence that Beijing is doubling down on Al and automation will be visible
in State Council or National Development and Reform Commission directives prioritizing
labor-substitution technologies. Reports of major investments in robotics or Al-enabled
manufacturing would confirm this push. Conversely, any slowdown or reduction in such
initiatives would signal weaker efforts to offset headwinds to productivity. Key indicators to
monitor include the manufacturing Purchasing Managers' Index, industrial value-added per
worker, total factor productivity, and changes in the Consumer Price Index that may reflect
shifts in efficiency or production costs.

Welfare. A formal State Council or Ministry of Human Resources and Social Security notice
launching national pension pooling would indicate Beijing's capacity to recentralize fiscal
resources. Retirement-age reform pilots, especially if paired with childcare or eldercare expansion,
would reinforce the baseline. Delays, shelving, or reports of arrears would signal slippage.

Pronatalism. Ideological hardening will be clear if People’s Daily or Xinhua editorials shift
from "encouraging” births to framing childbearing as a patriotic duty. Policy moves such as
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expanding cash subsidies, tax breaks, or housing incentives for second and third births would
further signal intensification. Silence, or a return to softer rhetoric, would suggest retreat.
Fertility rates stabilizing near 1.0-1.2 in National Bureau of Statistics releases would align with
the forecast; a sudden bump above this range is unlikely, and would be a surprise.

= Youth unemployment. The key risk indicator is whether unemployment holds in the range
of 15%-19% without triggering frequent large-scale protests. A sustained rise above 20%,
combined with growing demonstrations, would threaten social stability.

Alternative Scenarios
Looking ahead to 2026 and the following three to five years, China faces three plausible trajectories:

= Baseline (most likely): Growth slows but remains positive at 3.5%-4.0%.° Social discontent is
managed through state paternalism, expanded welfare programs, stronger ideological messaging,
and tighter political control. Fertility remains stuck near 1.0-1.2 despite incentives. This pathway
reflects the triangular dilemma most directly: Modest productivity gains and limited welfare
expansion are sustained, but pronatalism fails, leaving long-term dynamism eroded.

= Alternative 1: Beijing converts demographic pressure into a driver of renewal. Investments in Al,
robotics, and eldercare technology yield major productivity gains, offsetting demographic drag.
New policies promoting the “gray economy,” drawing lessons from Japan by expanding industries
and employment linked to aging, would further reinforce this shift. Yet this scenario sharpens the
triangle's challenge: While productivity rises, automation could crowd out youth employment,
undermining social stability unless it is complemented by large-scale job creation in service and
care sectors.

= Alternative 2 (least likely): Demographic shock ensues. Here, financial stress and missed
pension payments collide with elite and youth disillusionment, triggering flashpoints such as
arrears in a major province. In this scenario, the welfare side of the triangle collapses, forcing
Beijing into reactive measures that heighten legitimacy risks.

Across all scenarios, the triangular challenge—the trade-offs among productivity, welfare, and
fertility—defines the constraints. The baseline will hold if Beijing manages two sides at once in
productivity and welfare; a shift toward innovation or crisis will emerge if one of these two sides
falters.

Strategic Implications

If the baseline holds (i.e., slowing growth, low fertility, and expanded state paternalism), Beijing's
stronger ideological messaging and targeted welfare will deepen political control in family policy
while widening the rural-urban divide. Centralized fiscal control, industrial upgrading, and Al-driven
productivity gains will disproportionately benefit major urban hubs, while rural areas will face faster
aging, outmigration, and shrinking public services. Although fiscal centralization could in principle
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equalize welfare provision, in practice it is likely to channel scarce resources toward economically
strategic cities, leaving rural areas further behind. This dynamic will concentrate opportunity and
fiscal resources in cities, putting social cohesion and political legitimacy at greater risk.

To manage the triangle successfully, Beijing would need to sequence rather than simultaneously
pursue its goals—prioritizing productivity and welfare in the short term while lowering structural
barriers (housing, childcare, gender equity) in order to make long-term pronatalism viable. Success
would require substantial central fiscal support, including greater redistribution to local govern-
ments and relief for their mounting debts, alongside credible retirement-age reform and major
investment in family-care infrastructure, an alignment that has historically proven difficult but
remains the only path to stabilizing growth and legitimacy.

Policy Shaping and Conclusion

China's demographic transition is reshaping not only its population structure but also the founda-
tions of its political economy. The interplay between productivity, welfare, and fertility defines the
country’s central dilemma: Each pillar is essential to sustaining growth and stability, yet pursuing
all three simultaneously under fiscal and demographic constraints remains exceedingly difficult.
The years ahead will test Beijing's ability to manage this tension, whether through sequencing,
innovation, or deeper structural reform. The Fourth Plenum and early 15th Five-Year Plan signals
confirm that Beijing recognises the demographic

China’s experience underscores
a universal challenge: how to
adapt growth models, welfare
systems, and family policy to the
realities of aging societies.
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growth models, welfare systems, and family policy to the realities of aging societies. In this context,
fostering demographic resilience will require not only technological adaptation but also renewed
attention to intergenerational equity, care infrastructure, and gender balance in both paid and
unpaid work. Policies that strengthen the social foundations of care through childcare, eldercare,
and labor protections can mitigate the trade-offs among productivity, welfare, and fertility that
define the “triangle” at the heart of this report.
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Can China Sustain Its Rise as a
Global Biomedical Innovator?

Pat r i C k B ey re r a n d Photo by Yuguang Zhang via Getty Images
Chang Liu

The Stakes: Leading on
the World Stage

The year 2025 may very well be known as

the tipping point when China's leading-edge

innovation in pharmaceuticals and biotechnol-

ogy was finally recognized as such by global

companies, investors, and observers. In Febru-

ary 2025, Phase lll clinical trial results from ivonescimab—the novel cancer therapy from Chinese
biomedical innovator Akeso—were widely shared and heralded as a "DeepSeek moment"” for China's
biomedical industry, with ivonescimab outperforming established Western competitors.” As several
statistics confirmed later in the year, China (7,100) surpassed the United States (6,000) as the most
popular destination for clinical trials in 2023-2024, an unthinkable milestone only a few years ago.?

An increase in the quantity of trials was accompanied by a commensurate increase in quality, as
Western companies and investors flocked to support Chinese biotechnology’s initial public offer-
ings (IPOs) and strike licensing arrangements for promising Chinese drugs. Analysts projected that
37% of pharmaceutical licensing deals will be sourced from Chinese firms in 2025, compared to
approximately 20% last year, while the Hang Seng's Biotech Index had risen more than 100% by
the third quarter of 2025.> Morgan Stanley has suggested that annual revenue from drugs originat-
ing from China may exceed $34 billion by 2030.*

President Xi Jinping has implicitly recognized the strategic opportunity that China’s growing capa-
bilities in the biomedical sector may create on the global stage, as nearly a quarter of international
CEOs who met with Xi in March 2025 were biomedical and pharmaceutical executives, the largest
delegation from any industry.® As biotechnology, biomanufacturing, and pharmaceutical develop-
ment remain high strategic priorities for reaching China’s indigenous innovation objectives—made
clear by Premier Li Qiang's mention of the sectors alongside other strategic areas like artificial
intelligence (Al) and 6G in the 2025 Government Work Report—2026 will be a critical moment
when China can solidify its global leadership in the biomedical industry for years to come.® How
China harnesses its momentum in biotechnology will shape domestic health, industrial policy,
global medical supply chains, and even U.S.-China relations.
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Core Dilemma: Stay Open for Collaboration or Close Up in
the Name of Security

China's “biotech boom"” has emerged as Beijing continues to push pharmaceutical manufactur-
ing up the country’s value chain and as the industry has been folded into the global geopolitical
competition with the United States and the European Union (EU), which have both demonstrated
increasing concern over Chinese domination of the pharmaceutical supply chain.’

The United States is estimated to depend on China for 44% of all pharmaceutical imports by
weight—15% of active pharmaceutical ingredient (API) manufacturers for essential medicines are
based in China, 100 APIs for generic medicines can only be sourced in China, and 12% of APIs in
U.S. drugs rely solely on China-sourced key starting materials. Recognizing this, Washington is
moving quickly under the second Donald Trump administration to reduce supply chain vulnerabili-
ties vis-a-vis China through a carrot-and-stick approach.® The Trump administration's Section 232
national security investigation into pharmaceuticals has built a foundation for implementing a wide
variety of trade remedies—including tariffs—to . .
reduce dependence on Chinese and other foreign China surpassed the United

drug supplies while reattracting manufacturing States as the most popular
investments to the United States.” destination for clinical trials
Analysts agree that this policy mosaic is designed  In 2023—2024, an unthinkable
to pt.Jrs.ue a comprehensive .pharmgceuncal milestone only a few years ago.
de-risking strategy from China, which the EU has
also signaled.” In 2025, the EU initiated its own trade actions against Chinese chemical inputs
used in pharmaceutical manufacturing as well as medical devices, to which China responded in
kind." Several of these policies hinge on genuine trade concerns, but their possible escalation to
a more aggressive form of supply-chain targeting would threaten China'’s international biomedical
partnerships, investment, and status as a global innovation leader.

Domestically, although the economic importance of the biomedical sector has been elevated to
the strategic level by national leaders, health policy constraints—both political and regulatory—may
prevent China from achieving its full potential as an innovator. Since the initiation of an anti-corrup-
tion crackdown in the healthcare sector during the summer of 2023, over 40,000 medical officials
have been punished or removed from their posts, including more than 350 top figures.” Several
individuals are under investigation, including Bi Jingquan, former chief of the China Food and

Drug Administration, who was once viewed as China's foremost champion of reform for regulatory
innovation and international cooperation.” This year's Central Commission for Discipline Inspec-
tion's fourth plenary meeting communiqué, as well as recent National Health Commission reports
on the crackdown, make clear that efforts to root out “mass corruption” in the health sector remain
ongoing, with no signs of conclusion in the near term."
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innovation ecosystems.

Outlook for 2026

China is likely in 2026 to
consolidate its position as a major
biomedical innovator, delivering
“cheaper and faster (and
sometimes better)” alternatives
to therapies produced elsewhere.

interested global stakeholders.

compete with local players.'

CHINA 2026: WHAT TO WATCH

How China and foreign stakeholders reconcile these imperatives—preserving collaboration where
it is strategically beneficial while managing security and governance concerns—will determine
whether current gains pave the way for collaborative innovations or unravel into fragmented, rival

Despite ongoing geopolitical turbulence and domestic health policy uncertainties, China is likely
in 2026 to consolidate its position as a major biomedical innovator, delivering “cheaper and faster
(and sometimes better)" alternatives to therapies produced and research and development (R&D)
conducted in the United States and elsewhere.” Further, with the release of the 15th Five-Year
Plan (FYP) and the rise of Al-enabled biotechnology applications, China will seize 2026 to chart

out pharmaceutical and biomedical development as
a cornerstone state priority, reaching new heights of
national significance and producing favorable condi-
tions for the scale-up of promising programs.

Yet growth will be constrained, as external decou-
pling, the healthcare anti-corruption crackdown,
and uneven biotechnology deployment may cap the
upper limit of China’s progress. Nevertheless, China

will seek to capitalize on its year of biotechnology breakthroughs in 2025 to market itself to the
world as not only a dependable supply chain partner but a leading-edge biomedical innovator to

Conditions and Contingencies

Even as biomedical innovation becomes increasingly bifurcated in terms of government-to-gov-
ernment cooperation, China has three principal advantages that forecast its continued strengths in
pharmaceutical and biotechnology innovation:

= Foreign investments. Landmark investments, such as AstraZeneca'’s $2.5 billion global
strategic Beijing R&D base, Pfizer's $1 billion “China 2030” R&D plan, Roche's $300 million
high-tech manufacturing facility, and Sanofi's $1 billion Beijing insulin base and $275 million
Innovation Fund, are among the headline investments that will keep Western pharmaceutical
giants active in the Chinese market for years to come.’ In the first half of 2025, Chinese firms
signed 144 deals with foreign pharmaceutical companies, and by October had reached 93
out-licensing agreements valued at $85 billion."” Additionally, as China contributes over 30%
of the global pipeline of innovative drugs, global pharmaceutical and biomedical companies
have huge incentives to maintain a presence in the Chinese market, to monitor, collaborate, and

= |POs and regulatory access. Even in view of the anti-corruption crackdown, numerous
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Chinese pharmaceutical companies in 2025 completed Hong Kong IPOs, reflecting investor
appetite in the sector. In the first half of 2025, 36 biotechnology companies filed for IPOs with
the Hong Kong Stock Exchange (HKEX), 34 of which are headquartered in mainland China.”
The standout performance of national champion drugmakers such as Jiangsu Hengrui—which
exceeded its IPO target of $1.27 billion,?° the largest pharmaceutical IPO on the HKEX in five
years—combined with new regulatory pathways for biotechnology unveiled by the HKEX in
May have spurred companies’ interest in Hong Kong listings, and therefore access to foreign
innovation networks and capital.?

= Policy prioritization and regulatory predictability. Biotechnology and pharmaceutical
innovation continue to top Beijing's list of technology development priorities heading into
2026. A report presented to the State Council in June 2025 on “new quality productive
forces” highlighted progress in the sector.2? Meanwhile, the August 2025 Al+ Implementation
Plan ranks Al integration into medical services as a priority, pointing to new forms of state
investment and support for China's biomedical innovation ecosystem alongside major vehicles
of support like the 15th FYP.®

What to Watch

Beyond the advantages laid out earlier, several signposts through 2026 are poised to provide indica-
tors of China’s progress in cementing—or challenging—its place as a global biomedical innovator.

= On the domestic policy side, to create a viable road map for biomedical innovation, China
will seek to buttress its overall 15th FYP with significant emphasis on drug development,
biotechnology, and public health. The 15th FYP communigué and Central Committee Proposal
notionally point in this direction by underscoring China's increasing scientific self-sufficiency and
increasing support for the private sector.?* An early indicator of such heightened policy support
from authorities will be distinct policy action, building on Premier Li Qiang's August 2025 field
visit to Beijing's Changping Laboratory and several prominent Chinese biotech firms.?®

= To fully realize such unburdened biomedical innovation objectives, Beijing may consider
quietly slowing its anti-corruption campaign and continuing to provide favorable foreign
investment regulations, such as those allowing full foreign ownership of private hospitals at a
pilot level, or zero-tariff arrangements on drugs and medical devices modeled in special Hainan
innovation zones.* The implementation of the National Medical Products Administration’s new
policy on clinical trial reviews would also support these goals by shrinking the approval period
for innovative drug trials from 60 to 30 days.?” Further, a September 2025 symposium convened
by the National Health Commission with Chinese and global pharmaceutical executives
demonstrated Beijing's attention to encouraging foreign-funded enterprise investment over the
next year.?®

= Internationally, continuing growth in out-licensing deals, R&D partnerships, and further
biotechnology success on the HKEX would portend China's ongoing rise in global biomedical
leadership.?
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= Conversely, a ramp-up of anti-corruption efforts and reduced Chinese pharmaceutical IPO
listings could augur a biotechnology stagnation. Increasingly coordinated U.S.-EU economic
security efforts targeting Chinese APIs, drug supply chains, and possibly out-licensing
arrangements would risk cutting Chinese pharmaceutical partnerships out of global
ecosystems, exacerbating the trend toward bifurcation.® In this context, China could also
weaponize its supply chain dominance as U.S.-China tensions escalate by imposing certain
export controls and restrictions on both pharmaceuticals and their ingredients, which some
analysts have called a “nuclear option."’

Alternative Scenarios

= |f current conditions hold, China will be poised to climb the global pharmaceutical value chain
and continue apace with record-breaking out-licensing and research commitments from foreign
pharmaceutical players in 2026. Increasingly stabilized U.S.-China relations, a reduction in security
scrutiny of Chinese pharmaceutical supply chain dependencies, and a slowdown in healthcare
anti-corruption efforts would support such a trend.

= Alternatively, it is possible that China's biomedical sector will experience setbacks in 2026. In
the context of possible deteriorations in U.S.-China negotiations, foreign investors and developers
may see the China market as an opportunity not worth its risks, especially as Washington courts
new pharmaceutical supply chain arrangements with European and global partners. Moreover, if
U.S. tariffs on Chinese pharmaceuticals make Chinese sourcing untenable, and if Washington finds
viable alternatives in the EU and India (whose API ecosystem is, paradoxically, reliant on China),
China may lose its status as a “must-have market,” all while domestic challenges could cause
policymakers to reduce focus on innovation,*

Strategic Implications

If biomedical R&D is executed to its potential as predicted in the forecast, then clinical trials,
medical innovations, and life-saving therapies could be delivered to Chinese and global patients
on a scale never seen before, thereby boosting economic development and bolstering Beijing's
political legitimacy.

Externally, China's biomedical development is set to deliver mixed results. As Washington responds
to China's biotechnology ascendance with de-risking, onshoring, and punitive measures, the
certainty of Chinese biomedical innovation will not automatically be accompanied by investment
success. Biomedical companies and investors will need to carefully consider how Chinese supply
chains may be distorted and even ruptured by trade tensions and conflict scenarios.

Although China’s global biomedical expansion will assuredly be sustained by foreign investment in
the near term, stakeholders may have to choose sides in this new area of geopolitical contestation,

resulting in a high-stakes, drawn-out competition.
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Policy Shaping and Conclusion

As the space for direct government-to-government coordination on biomedical research and
manufacturing has constricted over the past year, the bifurcating innovation systems of China and
the United States are being held together by strong private-sector links. These links—including
critical R&D partnerships, manufacturing arrangements, and venture investments—provide a
window for companies to control and diffuse cutting-edge pharmaceuticals and R&D methods.

Despite the gradual inclusion of biomedical innovation in China’s great-power competition with
the United States, opportunities for industry collaboration with China at the helm still exist, largely
driven by the private sector. As China is incrementally recognized worldwide as not just a manu-
facturing powerhouse but a major biomedical agenda setter, companies will have few alternatives
but to remain in the Chinese market, both for profit returns and for cutting-edge R&D functions.
These companies can drive global partnerships that could weather the test of geopolitics—and
even improve them—by creating jointly discovered therapies and building supply chain resiliency
benefiting patients across the globe.
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Will China Assume Greater
Climate Leadership in Light of
U.S. Retreat?

Li Shuo

The Stakes: Prospects for
Global Decarbonization

As the world'’s largest carbon emitter and

a clean technology industrial powerhouse,

China's climate ambition in 2026 will critically

influence both global emissions and the

viability of the Paris Agreement’s targets to

limit global warming to well below 2°C.' The

year 2026 marks an inflection point shaping

Beijing's choices. On one hand, China’s emissions plateauing several years ahead of its 2030 target,
coupled with unprecedented clean energy development, creates fertile ground for China’s greater
climate ambition. On the other hand, persistent economic headwinds and an altered geopolitical
landscape could restrain China at the very moment it is preparing its 15th Five-Year Plan.?

Against the backdrop of a rapid U.S. retreat under the Donald Trump administration—marked by
withdrawing from the Paris Agreement, dismantling clean energy incentives, undermining the legal
foundation for regulating carbon emissions, and defunding key federal agencies—the central ques-
tion is whether China will assume greater climate leadership or maintain a more cautious stance
shaped by domestic and international constraints.®

China's climate calculus has always been inherently complex, shaped by a mix of competing
interests, historical narratives, and geopolitical considerations. China has rapidly emerged as a
global leader in renewable-energy technology and deployment: The country now produces more
than 80% of the world's solar panels, 75% of electric vehicle batteries, and 60% of wind turbines,
installing more solar capacity than the rest of the world combined.* Environmental protection and
climate action are now clear political priorities for Beijing, tied to broader goals of ecological civili-
zation and sustainable development.

Yet even as China's industrial capacity surges, its climate diplomacy remains cautious, hesitant
to lead from the forefront at global climate forums. Constrained by economic headwinds and
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geopolitical tensions, the country continues to rely heavily on coal, expanding its fleet of coal-fired
power plants and putting its carbon-intensity pledges in jeopardy.® How Beijing balances these
competing pressures in 2026 will shape not only China’s development path but also the prospects
for global decarbonization.

Core Dilemma: Balancing Caution with Growing Power

China's reluctance to assume overt climate leadership reflects a convergence of domestic
economic concerns, long-standing diplomatic traditions, and deep skepticism about the reliability
of Western partners. Domestically, economic uncertainties continue to fuel anxiety among heavy
industries and the regions that depend on them, tempering Beijing's appetite for aggressive climate
policies that could threaten economic and political stability.® Internationally, Beijing approaches
climate leadership with considerable caution. Shaped by a strong sense of fairness, an emphasis
on collective action, and a tradition of reserved climate diplomacy, Chinese officials have long
argued that climate change is a problem created primarily by Western historical emissions, and

therefore it requires leadership first and foremost . . . .
from industrialized countries.’ This paradox—Chlna’s industrial

| o | | dominance in clean technology
This outlook is reinforced by wavering commit- . litical . |
ments from key Western capitals—most versus Iits po Itical caution—wi

dramatically Washington and, to a lesser extent, be a defining and persistent
Brussels—that.undermine Beijing's wiIIlingness to feature of China's trajectory.
act boldly.® China also resents the cyclical nature
of Western climate politics, especially the periodic “lectures” it receives when conditions favor
climate ambition in the West.? By contrast, Beijing argues that its steady, incremental approach,
without claiming moral high ground, offers a more credible and sustainable path.”® The return

of Donald Trump and his destructive climate policies, widely seen in Beijing as causing lasting
damage to the future U.S. and global climate discourse, has only deepened Chinese elites’ doubts
about the long-term viability of the collective climate action if the world’s most powerful country
remains unwilling or unable to commit."

This paradox—China's industrial dominance in clean technology versus its political caution—will
be a defining and persistent feature of China’s trajectory. Rapid advances in China's cleantech
production have outstripped political decision-making, leaving Beijing struggling to reconcile its
status as a cleantech superpower with its reluctance to assume rhetorical leadership.

Outlook for 2026

In 2026, China is likely to pursue a “talk less, do more” strategy on climate. China will deepen its
role as the world's leading industrial power of clean technologies, but it will be cautious in taking
up the diplomatic mantle of climate leadership in the international arena. Rather than engage in

symbolic contests for climate leadership, Beijing is expected to double down on industrial and

CHINA 2026: WHAT TO WATCH ASIA SOCIETY POLICY INSTITUTE | CENTER FOR CHINA ANALYSIS 85



Will China Assume Greater Climate Leadership in Light of U.S. Retreat?

commercial achievements—such as large-scale deployment of renewables, electric vehicles,
and energy storage—that translate into steady and gradual emissions reductions and increased
economic competitiveness.

Domestically, the Chinese government will maintain steady climate policies embedded in its forth-
coming Five-Year Plan, emphasizing incremental progress while avoiding overly ambitious targets
that could threaten economic growth or social stability.” Supported by rapid renewable-energy
deployment, China’s emissions are expected to peak in the mid-2020s—about five years earlier
than initially committed.” This will spark new debates in 2026 about the pace and ambition of
China's post-peak emissions reductions.

Internationally, Chinese companies will continue their aggressive expansion of clean energy
exports, targeting emerging markets in Africa, Southeast Asia, Latin America, and the Middle
East—regions with significant infrastructure needs and climate vulnerabilities." This outreach
aligns with China’s broader diplomatic ambition, using clean energy projects as tools of soft power
and economic integration.

Conditions and Contingencies

Realizing this forecast will depend on a convergence of enabling conditions across domestic policy,
technological capacity, and geopolitical dynamics.

= Politically, China’s leadership will prioritize economic stability, energy security, and industrial
competitiveness over symbolic climate gestures and rapid emissions reduction. The
government’s cautious stance reflects its need to manage complex domestic challenges that
aggressive climate measures might destabilize.

= Economically, China’s clean energy sector must continue innovating and profitably penetrating
global markets.

= Geopolitically, tensions with the U.S. and its allies will remain, but be contained enough for
China to pursue pragmatic climate action.

= Finally, a slowdown in Western climate ambition—manifested through continued and
dramatic backslides in Washington, and subtler but still consequential distractions in Brussels—
will make China's incremental but steady approach more credible by comparison.

What to Watch

If the baseline scenario unfolds, 2026 will see Chinese leaders using climate policy tactically to
project responsibility and reliability, contrasting their steadiness with perceived Western unpredict-
ability.

= The government will embed moderate but achievable climate targets into its 15th Five-
Year Plan, steering clear of headline-grabbing pledges. State support for domestic cleantech
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industries will intensify, with a strong focus on ensuring the long-term health of this strategic
and hypercompetitive sector.”

= Internationally, China will engage constructively in multilateral forums such as the United
Nations' climate COP process, and will foster bilateral cooperation, especially with Europe,
while avoiding taking on unfair burdens or being seen as capitulating from these engagements.

= Domestically at the commercial level, competitive pressure on Chinese cleantech firms
will persist, driving innovation, entrepreneurship, and cost reductions that benefit global
decarbonization. However, the sector's cutthroat competition will see inevitable bankruptcies
and consolidation. This will also prompt government efforts to prevent destructive rivalry.

Overall, Beijing's industrial interventions will remain pragmatic but dynamic: deepening corporate
strengths, nurturing innovation, and expanding the global presence of “China, Inc.” quietly but
effectively.

Alternative Scenarios

= Baseline (most likely): China continues a pragmatic “results over rhetoric” strategy. Industrial
leadership deepens, emissions peak in the mid-2020s, and global cleantech exports accelerate—
but Beijing avoids symbolic contests over climate leadership.

= Alternative 1: In a bold move, China sees the strategic value of climate action in contrasting
itself with the United States, and decides to build on President Xi Jinping's surprising 2020 carbon
neutrality announcement by making further high-profile commitments—potentially in the direction
of confirming the early emissions peak, doubling down on renewable energy support to climate-
vulnerable countries, or specifying strong sectorial emissions targets. By doing so, Beijing will want
to align with other high-ambition countries to reshape global climate governance in the context of
prolonged U.S. absence, accelerating a shift in global climate power.

= Alternative 2 (least likely): Persistent, severe domestic economic crises or geopolitical upheaval
force China to further delay its coal phasedown and reduce its climate commitments, thereby

undermining global efforts and creating a leadership vacuum.

Strategic Implications

China's climate posture in 2026 will have wide-reaching implications for global decarbonization.
The most likely scenario will see China remain a cautious political actor on the world stage. Yet
beneath its measured diplomatic approach lies a steadily growing economic power—one that even
China's traditionally slow-moving leadership increasingly recognizes. While this dynamic is unlikely
to catalyze bold climate diplomacy in 2026 or meaningfully reshape U.S.-China relations given
Washington's disinterest, its effects will accumulate over time, propelled by the firm economic
foundations that Chinese policymakers have carefully built over the past two decades.
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China’s pathway to climate
leadership will not mirror
Western models; it will reflect
its own political system and

Crucially, China's pathway to climate leadership will not mirror Western models. Instead, it will
blend commercial pragmatism with reserved diplomacy, reflecting its own political system, stra-
tegic priorities, and economic strengths. This divergence presents international counterparts with
two interrelated challenges: how to engage productively with China’s model of climate leadership,
and how to adapt their own strategies in a more multipolar climate landscape.

Policy Shaping and Conclusion

Addressing these challenges requires first recognizing that alternative leadership models exist—
and that, in some respects, China's steady, pragmatic approach may prove more effective over the
long run than Western approaches. A key question is which model offers a stronger foundation
for sustained global climate action: the predictable, if slow, "baseload” support provided by China,

or the more volatile, boom-and-bust, and increasingly
rhetorical political cycles that characterize U.S. climate
engagement.

The second challenge is to tailor an engagement strat-
egy that works with China’s unique mix of strengths and

constraints. Entry points do exist, even in today's difficult
geopolitical environment—for example, facilitating multi-
lateral trade and investment frameworks that establish transparent and fair rules for expanding
Chinese clean-energy technologies into the Global South. This could deliver dual benefits, spurring
economic growth in developing countries while accelerating global emissions reductions. Likewise,
dialogue platforms between China and Western countries centered on technology transfer and
investment cooperation may prove far more productive than politicized, high-profile summits.

economic strengths.

At the same time, Western policymakers must confront an urgent and uncomfortable “China ques-
tion"—the matter of whether, when, and how they might need to work with and even rely on China
when it comes to deploying low-carbon technologies critical for reducing emissions. The stakes
are high. With China's dominance in the cleantech sector, recent reversals of industrial support in
the United States, and rising protectionism in other key economies, the absence of a well-articu-
lated and intellectually coherent answer to this question—or, alternatively, an answer that consists
merely of a simplistic and politically charged "no,” without convincing alternatives—could become
one of the biggest obstacles to cutting emissions in the West.

In the end, China’s climate trajectory in 2026 will likely be defined by a careful balance between
industrial leadership and political caution. Recognizing this duality is essential for crafting realistic
diplomatic and policy strategies that aim for constructive engagement. The coming year will be a
test of whether China can reconcile its internal contradictions and emerge as a stronger driver of
climate action in a world urgently searching for stable, credible leadership.
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Can China Turn Its Clean
Energy Dominance into Green
Soft Power?
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The Stakes: A Chance to
Lead on Climate

In 2026, China's clean technology compa-

nies will double down on overseas markets,

driven by intensifying domestic price wars

and the imperative to ensure future profit-

ability.! Exports will expand, as will overseas

investments in new manufacturing capacity—

especially as international trade restrictions

intensify and localization becomes more attractive. As firms engage abroad, they will face regula-
tory and political challenges from host countries, which must balance their own domestic industrial
policies, energy security, and cost-competitive decarbonization. Geopolitical alignment will further
complicate decision-making. As the Donald Trump administration aggressively promotes fossil
fuel exports and discourages economic dependence on China, governments will face intensifying
pressures from both Beijing and Washington.?

China now dominates the "new three" technologies of solar, electric vehicles (EVs), and batter-
ies, as well as wind, making its role critical to the global energy transition.®* Ample and affordable
access to these technologies could represent a triple win: accelerating the fight against climate
change, improving energy access, and ensuring energy security. In August 2025, China's National
Energy Administration claimed that China's solar and wind exports reduced global carbon emis-
sions by about 4.1 billion tonnes during the 14th Five-Year Plan, while independent analysts found
that China's 2024 clean energy exports alone cut global emissions outside China by 1%.*

It remains to be seen whether Beijing and its cleantech sectors can secure political endorsement
from host countries, maintain cost advantages, and scale rapidly. These questions carry major
implications not only for China's geostrategic positioning and the commercial success of its clean
technology firms, but also for the speed and scope of global emissions reductions and the world's
energy transition. Moreover, obstacles and opportunities may diverge across solar, EVs, wind, and
batteries, which will test China’s ability to further adapt its global cleantech strategy across sectors.

CHINA 2026: WHAT TO WATCH ASIA SOCIETY POLICY INSTITUTE | CENTER FOR CHINA ANALYSIS 90



Can China Turn Its Clean Energy Dominance into Green Soft Power?

Core Dilemma: Balancing Global Expansion and
Strategic Control

China's cleantech companies—largely private enterprises—face an important challenge: They must
expand internationally to sustain growth, yet Beijing risks undermining strategic advantages in their
doing so.° Domestic overcapacity, intense price wars, and squeezed margins are forcing firms to
seek markets abroad, especially higher-profit ones, yet this global push exposes them to growing
political, regulatory, and security pressures.

A flood of low-cost Chinese exports has already triggered trade barriers across most developed
markets, with some emerging economies, such as Brazil, Turkey, and Mexico, starting to follow
suit.® Chinese companies are increasingly investing in overseas manufacturing bases, in part to
bypass these trade restrictions.” Some countries have also adopted policies designed to attract
investment on their own terms.® Host governments—especially in Western-aligned developed

countries—will increasingly demand more in China’ | tech .
return, including technology transfer, local job Ina's cleaniech companies

creation, adherence to environmental and labor ~ face an important challenge:
standards, and greater assurances around data They must expand internationally
security. . oo

Y to sustain growth, yet Beijing

Beijing faces a consequential trade-off: China's  risks undermining strategic

unfettered expansion without meaningful benefit . . .
. S . advantages in their doing so.
sharing and alleviation of local concerns risks

intensifying backlash that harms Chinese firms' commercial prospects, erodes China's green soft
power, and slows global climate progress. Yielding too much by indiscriminately sharing technol-
ogy or critical inputs, however, could dampen China's long-term dominance in solar, batteries, and
EVs—industries that have become critical to China's economic health.

Balancing these pressures—commercial growth, strategic control, and geopolitical positioning—
will affect not only the future of China'’s clean energy industries, but also global supply chains,
geopolitical alignments, and the pace of climate progress.

Outlook for 2026

In 2026, China's clean energy companies are likely to adopt a dual-track strategy: ramping up
exports to countries where trade barriers are low—mostly developing economies—while investing
in local manufacturing and upstream supply chains where incentives encourage it or restrictions
require it. As policy frameworks evolve, firms may pursue innovative structures, such as regional
hubs, joint ventures, and licensing deals.

In the Global South, Chinese companies will channel greater exports to lower-income economies
that maintain positive ties with China or to areas where Beijing promotes them for geostrategic
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As trade barriers elsewhere grow
stiffer, the Global South will
become even more important

to China’s geostrategic

and commercial interests.

clear.

CHINA 2026: WHAT TO WATCH

reasons, such as the Middle East. Where trade restrictions arise, firms will increasingly pivot toward
local manufacturing investments—especially in emerging markets where host governments offer
incentives, such as through adjustments to Indonesia's domestic content requirements and Brazil's
tax waivers for companies that establish production bases.® Local public sentiment toward firms'
value creation and environmental performance, as well as formal government policy will shape how
Chinese companies adapt their practices to secure market access.

As tariffs and trade barriers in the United States, the European Union (EU), and other aligned
markets grow stiffer, the Global South will become even more important to China's geostrate-
gic and commercial interests. Nevertheless, higher profit margins in the United States and the
EU especially will motivate Beijing to keep pushing for market access in these regions without
compromising China’s technological dominance.

In the United States, regulatory difficulties and the Trump administration’s antipathy toward clean
energy may make Chinese companies hesitant to invest without consistent political endorse-

ment from Washington. By contrast, Europe may remain a more predictable destination as policy
support for clean energy persists, though challenges will still dominate, especially if the EU's desire
for industrial sovereignty clashes with China's willingness to provide clear and consistent access
to material and technological inputs. However, there may be a constructive path forward if the

EU imposes consistent and achievable requirements
with respect to technology transfer, job creation, and
ownership stakes for investments, and China agrees to
meet them.

Meanwhile, Beijing will amplify climate leadership rhet-
oric touting the benefits of China's dominance in clean
energy industries as a global public good, especially

as China's existing domestic emissions targets face headwinds and its updated Paris Agreement
targets underwhelm.”® This rhetorical push will be more symbolic than substantive by capturing
what China is already doing. Senior leadership may be unlikely to promote a more collaborative
vision of global green tech leadership unless the political and economic benefits for China are

Finally, the Trump administration’s coercive measures to prevent other countries from deepening
economic dependence on China, especially in strategic sectors, may force nations to thread the
needle between Washington's fossil fuel push and engagement with China."" Some countries may
leverage Chinese cleantech partnerships to “"de-risk” from needing to ramp up their U.S. fossil fuel
imports—a situation that could shape the direction of global energy politics.

Conditions and Contingencies

This forecast assumes that China can sustain its multipronged strategy—prioritizing the Global

ASIA SOCIETY POLICY INSTITUTE | CENTER FOR CHINA ANALYSIS 92



Can China Turn Its Clean Energy Dominance into Green Soft Power?

South, selectively targeting higher-end markets, and leveraging rhetoric to project climate leader-
ship—provided several enabling conditions hold:

Global deployment accelerates. Clean energy adoption expands globally, supported by
investments in clean power projects by China and other actors. However, unless China provides
additional investment incentives in developing countries or facilitates meaningful debt relief,
deployment could remain limited to high- and middle-income economies or to a localized,
distributed scale.

Chinese firms maintain cost competitiveness. China's domestic industry consolidation
does not erode price advantages, and Global South energy choices remain primarily driven by
cost competitiveness rather than geopolitical considerations. Their demand for clean energy
continues to grow.

Beijing remains committed to overseas expansion. China's leadership continues to
support international expansion of China’s cleantech companies and leveraging them for
diplomatic gains.

U.S. policy remains unpredictable and coercive. U.S. policy stays focused on securing
long-term deals for the export of American fossil fuels, coupled with fierce pushback against
clean energy in multilateral and bilateral spaces.

No major technological breakthroughs. Other countries do not achieve major technological
advances that threaten China's market dominance in solar, batteries, and EVs.

What to Watch

Several indicators in 2026 will signal whether the forecast is on track:

High-level political statements from Beijing emphasizing how Chinese clean energy benefits
other countries’ development, or issuing guidance for cooperative engagements, would signal
Beijing's drive to secure host country endorsement,

A de-escalation of China’s export controls on key material inputs would also signal a more
pragmatic posture from Beijing.

Greater emphasis by Chinese cleantech entrepreneurs on climate and development
benefits—specifically in the context of international investments and market access—would
suggest adaptation to foreign sensitivities.

China may also attempt to set norms in multilateral platforms where it has influence, such
as leveraging BRICS and the Shanghai Cooperation Organization to advance standards for
clean energy projects.

Tracking these signals will clarify whether China prioritizes pragmatic growth and green soft power
or doubles down on strategic control.
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Alternative Scenarios

= Baseline (most likely): China expands its cleantech presence across the Global South, especially
in markets with minimal barriers, while negotiating with developed economies to secure terms for
investments that it deems favorable. Beijing emphasizes protecting its technological advantages
over benefit sharing, resulting in persistence of the status quo.

= Alternative 1: An alternative scenario would see China recognizing the soft power benefits of the
global expansion of its cleantech companies. Officials would outline clear pathways for companies
to create value locally across developed and developing economies alike—such as through
technology transfer, worker trainings, and joint ventures—as part of an active, collaborative vision
for how Chinese investments will enhance other countries’ economic and social development.

= Alternative 2 (least likely): A third scenario, though unlikely, is technically feasible. In this
case, barriers to global cleantech trade become so pervasive and counter to countries’ economic
interests that mass pushback shifts policy toward a more cooperative approach—one that
prioritizes free trade in green goods and greater international cooperation. Countries would
recognize the public benefits of China's low-cost clean energy and open their markets to these
imports to accelerate their deployment and reduce emissions. China would correspondingly limit
its coercive practices toward material and technological inputs where it dominates the market, and
would take substantive steps to address unfair subsidies and domestic overcapacity.

Strategic Implications

Domestically, Chinese cleantech companies will face increased pressure from the central govern-
ment to abide by its vision for protecting China's interests as those companies engage abroad,
including where and how they should share their technology with international players. Intense
competition within China will also lead to further domestic consolidation of the sector. Companies
that align with the government’s vision while catering to the demands of overseas markets—for
example, by devising innovative ownership structures to accord with host country requirements—
will come out in the lead.

The outcomes for U.S.-China relations may depend on whether U.S. policymakers recognize that,
with strategic safeguards and risk mitigation, Chinese participation in clean energy supply chains
can enhance American interests, as well as whether the Trump administration backs off from its
hostility toward clean energy. Chinese firms' urgency to access the U.S. market and willingness

to transfer technology will also play a role. Chinese investments gaining a clearer pathway for

U.S. market access could benefit the U.S. domestic clean energy transition, which may otherwise
continue to suffer under the Trump administration’s aggressive anti-clean energy policies and lack
of access to China's technologies. It would also enhance the bilateral relationship by providing a
win-win and greater incentive for sustaining constructive economic ties. Should the two countries
fail to reach a compromise, however, China may double down even more intensively on its Global
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South orientation, thus accelerating the bifurcation of the global green economy.

In other economies and especially the Global South, the degree of China's cooperation and host
countries’ assertion of their agency will shape the extent to which China can continue promoting
its vision of global multipolarity. It will also pose major implications for the speed and scale of the
global energy transition and climate progress. Should deployment of China’s cleantech enable
regions to decouple from dependence on imported hydrocarbons, for instance, it will further curb
U.S. influence and the Trump administration’s economic leverage.

Policy Shaping and Conclusion

China's clean energy expansion is entering a decisive phase in which commercial necessity and
strategic calculation increasingly collide. Whether China’s clean energy dominance can supercharge
its green soft power will hinge largely on Beijing’s willingness and ability to cater to host country
interests. To enhance China's credibility as a genuine climate leader, the central government will
need to balance political, security, and economic considerations while shaping a more constructive

pathway for its clean technology companies to , e
contribute to other countries’ development. Belj'ng S ab"'ty to balance

. openness with strategic control
Several other sets of actors may influence

Beijing's calculus as well. China's clean energy will Shape the broader trajectory
companies could prompt the government to of global decarbonization.

adopt a more open stance toward local value

creation, including through technology transfer and joint ventures. Host country governments—
especially in the Global South, where China seeks to deepen its influence—could establish clear
investment criteria to ensure that Chinese participation supports local economic and social prior-

ities. Likewise, multilateral actors and civil society can advance frameworks and campaigns that
encourage Chinese investments to uphold high social and environmental standards.

As domestic competition compels firms to expand abroad, Beijing's ability to balance openness
with strategic control will shape the broader trajectory of global decarbonization. How China
manages these tensions—between profit and partnership, dominance and credibility—will deter-
mine whether its clean energy leadership reinforces or undermines its green soft power.
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