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Report Overview

Former Chancellor of the Exchequer George Osborne famously called for a “golden decade 
for the UK–China relationship”, but the two-plus decades of China’s membership of the World 
Trade Organization (WTO) have illustrated the danger of economic dependence on the 
People’s Republic of China (PRC). 1 The PRC’s supply chain dominance has resulted in trade 
disruptions and inflation. Beijing’s sometime aggressive stance in the Taiwan Strait has further 
threatened air and sea trade routes. The Chinese Communist Party (CCP) is exporting its 
mercantilist-communist economic ideology, putting a free and open Indo-Pacific at risk and 
threatening the national interests of the United Kingdom and its partners.

Both free markets and human freedom itself are at risk when the CCP exerts its economic 
leverage on its trading partners. 2 Just as the “One Country, Two Systems” governance model was 
trampled upon in Hong Kong, the PRC continues to threaten forced reunification with Taiwan. 

This Henry Jackson Society report offers UK policymakers recommendations on mitigating 
economic dependence on the CCP and deepening commercial ties with Indo-Pacific partners. 
Both objectives support a similar national interest strategy – to deny the CCP its ability to 
further its regional economic hegemony. This report will:

 l  Detail the economic rise of the People’s Republic of China since joining the World 
Trade Organization and the CCP’s efforts to export its mercantilist-communist 
economic ideology;

 l  Explain the risks of continued UK economic dependence on China;

 l  Illustrate how the UK can differentiate its economic model from the PRC’s, leading 
to deepened trade and investment ties with Indo-Pacific partners;

 l  Discuss the WTO’s failure to hold China accountable for the PRC’s most dangerous 
and damaging market distortions (intellectual property theft, forced technology 
transfers, hacking, dumping, subsidies, fentanyl exports and currency manipulation);

 l  Outline the benefits of private sector investment for international infrastructure 
initiatives to counter China’s Belt and Road Initiative and similar Beijing-funded 
development platforms;

 l  State why the UK’s Indo-Pacific tilt must focus on supply chain reform, namely 
increased economic ties with regional partners who best defend our values and 
interests (the Commonwealth and Japan);

 l  Propose that the Australia–United Kingdom–United States (AUKUS) trilateral 
defence understanding expands its efforts to include securing supplies of rare 
earths required by the defence sector;

 l  Suggest that the United Kingdom reform its investment restrictions regime to include 
reviews of PRC-linked purchases in the UK’s agricultural sector, any significant 
foreign control of a sector which could lead to cuts in supply or exacerbate inflation, 
or any industry which may provide the CCP with an opportunity to influence UK 
policymaking;

1  George Osborne, ‘Chancellor: “Let’s create a golden decade for the UK-China relationship”’, HM Treasury, 22 September 2015, 
https://www.gov.uk/government/speeches/chancellor-lets-create-a-golden-decade-for-the-uk-china-relationship.

2  Dean Russell, ‘Free Markets and Human Freedom’, Foundation for Economic Education, 1 March 1985, https://fee.org/articles/
free-markets-and-human-freedom/.
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 l  Provide export control policy recommendations for UK policymakers to consider 
which will lead to the diversification of Indo-Pacific supply chains, including in the 
rare earths and advanced surveillance technology sectors; and

 l  Analyse the limitations of existing sanctions policy as a deterrent and suggest the 
use of “strategic sanctions” to better exert leverage on the CCP, while simultaneously 
diversifying supply chains and helping prevent the forced reunification of Taiwan.
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3  ‘Robert Zoellick’s Responsible Stakeholder Speech’, National Committee on US-China Relations, https://www.ncuscr.org/fact/
robert-zoellicks-responsible-stakeholder-speech/.

4  James Rodgers, et al., ‘Breaking the China Supply Chain: How the “Five Eyes” can Decouple From Strategic Dependency’, 
The Henry Jackson Society, May 2020, https://henryjacksonsociety.org/wp-content/uploads/2020/05/Breaking-the-China-
Chain.pdf, p.47.

5  Robert E. Scott and Zane Mokhiber, ‘Growing China trade deficit cost 3.7 million American jobs between 2001 and 2018: Jobs 
lost in every U.S. state and congressional district’, Economic Policy Institute, 30 January 2020, https://www.politico.com/
f/?id=0000017c-c802-d8e1-a57c-c9ff162c0000, pp.1-2.

6  ‘Trade & Investments Factsheets: China’, Department for International Trade, 20 September 2022, 
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1104447/china-trade-
and-investment-factsheet-2022-09-20.pdf. p.4; David Goodman, ‘UK Economy Nears Stagnation as Companies Report Slower 
Demand’, Bloomberg News, 23 August 2022, https://www.bloomberg.com/news/articles/2022-08-23/uk-economy-nears-
stagnation-as-companies-report-slower-demand?sref=p8neHW1G; Larry Elliott, ‘Factories bearing the brunt of UK economic 
slowdown’, The Guardian, 23 August 2022, https://www.theguardian.com/business/2022/aug/23/factories-bearing-the- 
brunt-of-uk-economic-slowdown.

7  Alicia García-Herrero, ‘What is behind China’s Dual Circulation Strategy?’, Bruegel, 7 September 2021, 
https://www.bruegel.org/report/what-behind-chinas-dual-circulation-strategy.

8  ‘China’s “dual-circulation” strategy means relying less on foreigners’, The Economist, 5 November 2020, 
https://www.economist.com/china/2020/11/05/chinas-dual-circulation-strategy-means-relying-less-on-foreigners.

1. Introduction

1.1 China’s WTO Accession and Global Market Distortions

Western policymakers mistakenly assumed that the entry of the People’s Republic of China 
(PRC) into the World Trade Organization (WTO) would ease the Middle Kingdom’s economic 
rise and pivot the Chinese Communist Party (CCP) toward economic and political reform and 
eventual liberalisation. Two decades have passed since Beijing’s WTO accession. The CCP has 
not demonstrated a propensity to shape China’s economic policy within a rule-based trading 
system, nor, arguably, has the PRC become a “responsible stakeholder” as former US Deputy 
Secretary of State Robert Zoellick had envisioned. 3 As the authors of the May 2020 Henry 
Jackson Society report “Breaking the China Supply Chain” warned, China has not become 
“like us” despite the West’s best efforts. 4

The United Kingdom and its transatlantic economic partners hoped normalised trade relations 
with China would lead to greater market access and job growth. Instead, CCP market distortions 
and an unbalanced level of exports from China to the United States resulted in a $150 billion 
trade deficit and the loss of 3.7 million US jobs over the first 17 years of the PRC’s WTO 
membership, according to a 2020 Economic Policy Institute report. 5 One-sided UK–China 
trade favouring Beijing led to a £39.2 billion deficit in just the four quarters leading up to the 
end of Q1 2022, at a time when the United Kingdom’s economy was nearing “stagnation” and 
manufacturing output was at the lowest levels since the start of the COVID-19 pandemic. 6

As world-wide supply chains faced ongoing strains during the global pandemic, the CCP 
further distorted markets, introducing a “dual circulation” economic strategy in its 14th Five-
Year Plan (2021-2025), which promotes PRC economic self-sufficiency through the insulation 
of China’s domestic market from the rest of the world. 7 The CCP’s economic plan aims to 
produce “controllable” supply chains and eliminate any influence the West and its partners may 
have over the PRC by increasing foreign commercial dependency on Chinese markets. 8 The 
strategy’s focus on both reducing China’s reliance on imports and “establishing the domestic 

PART ONE:
Deepening the UK’s Commercial Ties with the Indo-Pacific
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market as the primary driver of economic development” threatens to increase pressure on 
global supply chains and reduce the level of foreign market exports to the PRC as well. 9

1.2 Beijing’s Market Economy with CCP Characteristics

Why Western nations have remained naïve on the risks of China’s mercantilist-communist 
economic model for so long is unclear. As Long Yongtu, China’s chief negotiator for WTO 
accession, stated: “When we promised to adopt a market economy, we made it absolutely 
clear that it would be a socialist market economy.” 10 Prior to the 20th National Congress of 
the Chinese Communist Party, CCP General Secretary Xi Jinping doubled down on the PRC 
pursuing its own economic ideological path, writing in the CCP Central Committee’s bi-monthly 
journal Qiushi: “many developing countries look at China with envy and want to learn about 
our governance experience. Socialism with Chinese characteristics has become the standard-
bearer of the 21st Century socialist development.” 11

1.3 Great Power Competition

American Enterprise Institute senior fellow Hal Brands has described great power competition, 
in this case between the West (Washington, London and Brussels) and the CCP, as a 
geopolitical struggle over power and influence. Brands writes: “although US officials long 
hoped that Washington could avoid competition with China, the Communist government has 
been pursuing its ‘Chinese Dream’ at America’s [and the UK’s] expense.” 12

The CCP’s economic pursuit of a “rejuvenation of the Chinese nation” sparked, in part, a 
trade war between the US and China during the Trump Administration, due to what a former 
White House adviser deemed China’s “seven deadly sins” (intellectual property theft, forced 
technology transfers, currency manipulation, dumping, market distorting subsidies to state-
owned enterprises [SOEs], hacking, and the export of fentanyl). 13 In retaliation, Beijing increased 
economic coercion, aimed at preventing the PRC’s other trading partners from crossing “red 
lines” on political and security policies.

1.4 Beijing’s Use of Economic Power for Political Leverage

China is using its economic power for political leverage, changing the balance of power in 
the Pacific. As noted by Max J. Zenglein, chief economist at Mercator Institute for China 
Studies (MERICS), Beijing “forces foreign firms to tiptoe around sensitive issues by fuelling 
the perception that their business interests are contingent on ‘correct’ behaviour.” 14 The CCP 
has increasingly used this trade leverage in the Indo-Pacific, shaping commercial ties into a 
cudgel to wield over the heads of its regional economic partners. It is increasingly difficult 
for the United Kingdom and its allies to counter the CCP’s hegemonic ambitions in the Indo-

9  ‘Will the Dual Circulation Strategy Enable China to Compete in a Post-Pandemic World?’, China Power, 15 December 2021, 
https://chinapower.csis.org/china-covid-dual-circulation-economic-strategy/.

10  Zeng Ziyi, ‘China joined the WTO 20 years on: From the man who negotiated it’, CGTN, 15 May 2021, https://news.cgtn.com/
news/2021-05-15/China-joined-the-WTO-20-years-on-From-the-man-who-negotiated-it-10hKq3QMHD2/index.html.

11  William Zheng, ‘Xi Jinping article gives insight into China’s direction ahead of Communist Party congress’, South China 
Morning Post, 16 September 2022, https://www.scmp.com/news/china/politics/article/3192677/xi-article-gives-insight-chinas-
direction-ahead-party-congress.

12  Hal Brands, ‘America’s War for Global Order Is a Marathon’, Foreign Policy, 25 January 2019, https://foreignpolicy.com/2022/ 
01/25/americas-war-for-global-order-is-a-marathon/.

13  Zack Budryk, ‘Top aide: China must end ‘Seven Deadly Sins’ to stop trade war’, The Hill, 4 August 2019, https://thehill.com/
homenews/sunday-talk-shows/456092-top-aide-names-seven-deadly-sins-china-must-end-to-stop-trade-war/.

14  Aya Adachi, Alexander Brown and Max J. Zenglein, ‘Fasten your seatbelts: How to manage China’s economic coercion’, 
MERICS, 25 August 2022, https://merics.org/en/report/fasten-your-seatbelts-how-manage-chinas-economic-coercion#msdy
nttrid=A2V4AkdbqJ0p71X4aAwddd1bHa8QrW0VQWAycdw-O2Y.
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Pacific, especially when Beijing can influence regional policymaking through the economic 
dependence that its mercantilist-communist model engenders, either via threats of export 
trade bans or by withholding imports originating from Chinese supply chains.

For example, China retaliated against Lithuania when its government sought closer ties with 
Taipei by not only banning Lithuanian imports, but halting exports to the Baltic country as well. 15 
Australia was also targeted by China with punitive economic measures on its agricultural 
products after Canberra suggested an independent inquiry into the origin of COVID-19. 16 Japan, 
South Korea and the Philippines have all faced economic retribution for crossing the CCP’s 
redlines. Whether these aggressive actions achieve anything is unclear. 17 However, they send 
a signal that the CCP’s economic power will be used coercively. Whether that use of coercive 
power is successful is questionable.

Beijing also uses its regional military dominance to manipulate global trade. It is not only 
Beijing’s economic partners in the Indo-Pacific, but the entire global trading system that is 
coerced by CCP threats to the region’s free and open air/sea trade routes, the potential for 
supply chain disruptions resulting from PRC People’s Liberation Army (PLA) naval blockades 
and the potential of the CCP projecting force past the region’s first island chain. 18 Establishing 
PRC pre-dominance of the Indo-Pacific would require PLA control of the shipping routes 
throughout the first island chain, which contains Taiwan as the mid-point, as well as the Japanese 
archipelago and northern Philippines. 19 A senior Chinese state economist has even suggested 
that the PRC would seize the Taiwan Semiconductor Manufacturing Company (TSMC) if the 
United States pre-emptively sanctioned China to prevent a PLA invasion of Taiwan. 20

1.5 Breaking the UK’s Economic Dependence on China

Despite China’s coercive behaviour, previous supply chain delays and the significant inflationary 
shocks resulting from COVID-19 market distortions, the United Kingdom has not thus far 
attempted to minimise, mitigate or even question its economic dependence on China. The PRC 
is currently the UK’s third-largest trading partner. 21 Whilst international trade should rightly 
be seen as welcome in very many cases, it remains questionable how mutually beneficial 
UK–China economic cooperation is. Inward Foreign Direct Investment (FDI) from the PRC to 
the UK accounted for only 0.2 percent of the United Kingdom’s total FDI. Instead of broader 
investments in the United Kingdom’s economy, Beijing, it has been argued, has been focused on 
acquiring key strategic assets in the UK, such as semiconductor manufacturer Newport Wafer 

15  Andrew Higgins, ‘In an Uneven Fight With China, a Tiny Country’s Brand Becomes Toxic’, The New York Times, 21 February 
2022, https://www.nytimes.com/2022/02/21/world/europe/china-lithuania-taiwan-trade.html.

16  ‘China to Halt Key Australian Imports in Sweeping Retaliation’, Bloomberg News, 3 November 2020, 
https://www.bloomberg.com/news/articles/2020-11-03/china-to-halt-key-australian-commodity-imports-as-tensions-
mount?sref=p8neHW1G&leadSource=uverify%20wall.

17  Keith Bradsher, ‘Amid Tension, China Blocks Vital Exports to Japan’, The New York Times, 22 September 2010, 
https://www.nytimes.com/2010/09/23/business/global/23rare.html; Michael Holtz, ‘China gets testier as South Korea 
advances its missile defence plans’, The Christian Science Monitor, 8 February 2017, https://www.csmonitor.com/World/ 
Asia-Pacific/2017/0208/China-gets-testier-as-South-Korea-advances-its-missile-defense-plans; Andrew Higgins, 
‘In Philippines, banana growers feel effect of South China Sea dispute’, The Washington Post, 10 June 2012, 
https://www.washingtonpost.com/world/asia_pacific/in-philippines-banana-growers-feel-effect-of-south-china-sea-
dispute/2012/06/10/gJQA47WVTV_story.html.

18  Darren Spinck, ‘Securing the Strait: Engaging Taiwan in the UK’s Indo-Pacific Tilt’, The Henry Jackson Society, 13 July 2022, 
https://henryjacksonsociety.org/publications/securing-the-strait-engaging-taiwan-in-the-uks-indo-pacific-tilt/, p.10. 

19  Joshua Espana and Chelsea Bomping, ‘The Taiwan Frontier and the Chinese Dominance for the Second Island Chain’, 
Australian Institute of International Affairs, 13 August 20202, https://www.internationalaffairs.org.au/australianoutlook/
taiwan-frontier-chinese-dominance-for-second-island-chain/.

20  ‘Top Economist Urges China to Seize TSMC If US Ramps Up Sanctions’, Bloomberg News, 7 June 2022, 
https://www.bloomberg.com/news/articles/2022-06-07/top-economist-urges-china-to-seize-tsmc-if-us-ramps-up-
sanctions#xj4y7vzkg.

21  ‘Trade & Investments Factsheets: China’, Department for International Trade.
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Fab, vision sensing intellectual property technology from the University of Manchester, and 
electronic design company Pulsic. 22 As former UK diplomat Charles Parton observed, “[China] 
doesn’t invest because it likes the colour of our eyes. It does it with very specific reasons [and] 
will continue to invest… our job is to see if that investment continues to suit our interests.” 23

There is little reason for optimism that the CCP will de-escalate its ideological competition with 
the West any time soon and either initiate necessary reforms to prevent market distortions 
which give the PRC an unfair advantage in global trade or stop weaponizing PRC economic 
policies. It is fair to say the Chinese Communist Party’s word has not been its bond; the ending 
of the “one country, two systems policy” in Hong Kong is evidence of that. 24 Most recently, the 
PRC’s “military operations” in the Taiwan Strait, which then Foreign Minister Liz Truss called 
“inflammatory”, risked an escalation of regional hostilities which could have caused chaos to 
global supply chains. 25 

We suggest that the UK Government shape economic policy toward accepting a gradual 
economic decoupling with the PRC and work to attract Pacific and global trading partners 
with similar national interests, including fair trade, an emphasis on private sector economic 
growth and a desire for increased market access. Furthermore, UK economic policies should 
balance the need to re-shore supply chains and reinvigorate domestic manufacturing, while 
strengthening ties with Indo-Pacific partners to minimise the PRC’s ability to exert regional 
economic leverage which may then impact UK and Indo-Pacific national security interests. 

Former Pentagon official Elbridge Colby developed a defence strategy aimed at denying 
China’s hegemonic objectives in the Indo-Pacific, primarily through military modernisation, 
a bold regional forward posture, and engaging US regional allies. 26 As the CCP’s hopes for 
hegemonic predominance in the Indo-Pacific are not only military and political, but trade 
and investment focused as well, Colby subsequently suggested an economic strategy was 
necessary to “sustain the anti-hegemonic coalition and frustrate China’s focused and sequential 
strategy”. 27 The UK’s economic policy in the Indo-Pacific should aim to deny China’s economic 
hegemony with regional partners sharing the same interests and economic objectives.

1.6 Geopolitical Realities and the UK’s Indo-Pacific Economic Policy

The UK’s Indo-Pacific economic policy must also take geopolitical concerns into consideration, 
including the ongoing war in Ukraine, the rising tensions in the Taiwan Strait, and the US mid-
term elections, which may shape the strategy of transatlantic partners toward both Beijing 
and Moscow.

22  Jim Pickard, ‘Kwasi Kwarteng warned on China takeover of UK semiconductor plant’, The Financial Times, 18 May 2022, 
https://www.ft.com/content/09b01ef4-d705-4978-a8e6-174b0b30dcb1; Reuters, ‘UK Blocks Chinese Company From 
Acquiring Knowledge on Vision Sensing Technology’, US News, 20 July 2022, https://www.usnews.com/news/technology/
articles/2022-07-20/uk-blocks-chinese-company-from-acquiring-knowledge-on-vision-sensing-technology; Joanna 
Partridge, ‘Kwarteng blocks takeover of Pulsic by Hong Kong rival over security concerns’, The Guardian, 18 August 2022, 
https://www.theguardian.com/business/2022/aug/18/kwasi-kwarteng-blocks-takeover-of-pulsic-by-hong-kong-rival-over-
security-concerns.

23  ‘New British Prime Minister Liz Truss brings tougher UK stance on China’, Reuters/CNBC, 6 September 2022, 
https://www.cnbc.com/2022/09/07/new-british-prime-minister-liz-truss-brings-tougher-uk-stance-on-china.html.

24  ‘The end of one country, two systems in Hong Kong’, The Financial Times, 1 July 2020, https://www.ft.com/content/ 
5d3d7d2e-bba8-11ea-a05d-efc604854c3f.
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https://www.theguardian.com/politics/2022/aug/03/liz-truss-china-nancy-pelosi-taiwan-visit.

26  Elbridge Colby and Walter Slocombe, ‘The state of (deterrence by) denial’, War on the Rocks, 22 March 2021, 
https://warontherocks.com/2021/03/the-state-of-deterrence-by-denial/.

27  Elbridge Colby (@ElbridgeColby), Twitter, “You know what would be really useful? An economic analog to The Strategy of 
Denial”, 10 June 2022, 4.43pm, https://twitter.com/ElbridgeColby/status/1535271326801440771.
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The US and UK will continue to value the “special relationship” and maintain solidarity on 
most geopolitical issues. However, winds of change resulting from shifting American voter 
sentiment and the results of the US elections to determine the control of the Senate and 
House of Representatives may impact decision-making at Whitehall. 

There are clear indications that US voters are favouring policies that focus on improving 
America’s economy and are shifting their views on the importance of defending Ukraine and 
Taiwan. A September Morning Consult poll found 78 percent of American voters believe the 
economy is “very important” when voting in the 2022 mid-term elections. 28 Only 29 percent 
of those polled considered Russia’s invasion of Ukraine a “very important” issue, down from a 
high of 57 percent on March 26, one month after the Kremlin-ordered attack.

Meanwhile, a 2022 poll of likely US voters taken prior to Russia’s invasion of Ukraine found 58.1 
percent believed the Biden Administration “should use US military assets to defend Taiwan 
if Taiwan is invaded by China”. 29 A separate poll of US adults in August 2022 reported 78 
percent of those polled believed tensions between China and Taiwan were a very serious or 
somewhat serious problem for the United States. 30

Most pollsters project the Republicans will control the House of Representatives after election 
day, while Democrats are expected to maintain their leadership of the US Senate. 31 As the US 
House of Representatives holds the “power of the purse” through taxation and government 
spending, the White House may be under pressure to rein in its domestic and foreign policy 
spending. The White House may therefore feel increasing pressure to limit funding in Ukraine, 
where US commitments total $54 billion, should economic nationalist Republican House 
members reject further aid packages for Kyiv. 32 

While the Biden Administration had hoped to re-establish US global leadership following 
America’s chaotic withdrawal from Afghanistan in 2021, economic and political considerations 
will make this increasingly difficult. A divided government following the US mid-term elections, 
in which the Republicans control one or both chambers of Congress, may pressure the Biden 
Administration to adopt more pragmatic economic policies to avoid a Republican sweep of 
both the White House and Congress in 2024. 

The UK Government’s future China Strategy should address four key Indo-Pacific economic 
objectives. First, the Government should buttress itself better from China’s mercantilist-
communist policies to minimise current and future economic dependence on Beijing. Second, 
London should do more to prevent the CCP from acquiring the strategic assets of the United 
Kingdom and its partners through forced technology transfer or intellectual property theft. 
Third, the United Kingdom should seek to increase economic ties with partners who share the 
UK’s economic and national security interests, through encouraging “friend-shoring” supply 
chains away from Beijing. Fourth, the Government should prioritise securing energy and rare 
earths supply chains and infrastructure, and ensure Beijing is unable to exert leverage on the 
United Kingdom or its partners and subsequently disrupt global markets in these key sectors.

28  ‘The Top Issues Driving Voters’ Decisions for the 2022 Midterm Elections’, Midterm Tracker, Morning Consult, last updated 
20 September 2022, https://morningconsult.com/2022-midterm-elections-tracker/.

29  Sean Salai, ‘Poll: Most voters support U.S. military defense of Taiwan, but not Ukraine’, The Washington Times, 21 January 
2022, https://www.washingtontimes.com/news/2022/jan/21/poll-most-voters-support-us-military-defense-taiwa/.

30  Laura Silver, ‘Fast facts about Americans’ views of China-Taiwan tensions’, Pew Research Center, 1 August 2022, 
https://www.pewresearch.org/fact-tank/2022/08/01/fast-facts-about-americans-views-of-china-taiwan-tensions/.

31  ‘Republicans are slightly favored to win the House’, FiveThirtyEight 2022, 30 September 2022, https://projects.fivethirtyeight.com/
  2022-election-forecast/house/; ‘The Democrats are likely to keep their majority in the Senate’, The Economist, 30 September 

2022, https://www.economist.com/interactive/us-midterms-2022/forecast/senate.
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Foundation, 8 December 2021, https://www.orfonline.org/expert-speak/the-indo-pacific-economics-inextricable-chinese-
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2. Fair Market Economic Policies

2.1 Beijing’s Mercantilist-Communist Economic Model

The PRC’s mercantilist-communist economic model helps it pursue both economic and political 
hegemony in the Indo-Pacific, in some part through market distorting policies. Through the 
social system that the CCP hopes to export throughout the Indo-Pacific and elsewhere, Beijing 
gains a technological advantage through forced technology transfers, intellectual property 
theft and the PRC’s industrial policy. The CCP funds its industrial policy through lop-sided 
trade surpluses that favour Beijing, and subsidises state-owned enterprises (SEOs) and publicly 
financed infrastructure development initiatives which further maximise PRC economic power 
and create economic dependence from China’s commercial partners. While the PRC’s large 
and inexpensive labour force remains alluring to many, the United Kingdom should consider 
deepening commercial ties in the Indo-Pacific with other states by offering an alternative to 
the CCP and increasing “stakeholder capitalism” in the West. 33

2.2 Ideational Competition: Fair Market Economic Policies

First and foremost, an economic strategy to counter the CCP’s hegemonic ambitions in the 
Indo-Pacific requires policies which strengthen the British economy. 

In relation to the Indo-Pacific, these economic policies must make greater UK trade links 
more attractive for the United Kingdom’s regional commercial partners. The Indo-Pacific 
accounts for 50 percent of global maritime trade and 63 percent of the world’s GDP. 34 The 
UK’s policy objectives should aim to make increased economic ties with the United Kingdom 
more attractive for Indo-Pacific partners, while limiting Beijing from using regional economic 
dependence as an economic weapon to wield over the region.
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Activity and Investment Security” analyst’, Twitter, 5 September 2022, 10.19am, https://twitter.com/EditorBTB/status/ 
1566702663533740038?s=20&t=34ON2MQCVa6uLlob0Yt-WQ.

39  Budryk, ‘China must end ‘Seven Deadly Sins’’.

3. China’s Seven Deadly Trade Sins

3.1 China and the WTO

Then Foreign Minister Truss stated during her April 2022 Mansion House speech, “Countries 
must play by the rules. And that includes China.” 35 If the United Kingdom, with its partners, 
hopes to reduce trade dependency between Beijing and its commercial partners in the Indo-
Pacific and counter PRC hegemonic aspirations, UK officials need to be much clearer about 
those market distortions which give Beijing an unfair economic advantage. 

First, the PRC should be held accountable by the WTO for these distortions. Remarkably, 
the WTO still classifies the PRC – the world’s second largest economy – as a developing nation. 
Classification of China as a developing nation allows the WTO to offer special provisions to 
the PRC, including longer time periods for implementing agreements, measures to increase 
trading with developed nations, provisions requiring developed nations to “safeguard” the 
trade interests of developing nations, and support to implement technical standards and 
handle disputes. 36

This has created a grossly uneven playing field which allows the PRC to gain 
a competitive advantage, even within the rule-based trading system. As noted in the “Breaking 
the China Supply Chain” report, “The WTO needs reform, and with it, a change in China’s role 
to that of a developed nation.” 37 The Secretary of State for International Trade should prioritise 
international trade regime reform related to China and form a working group with the other 
largest donors to the WTO secretariat: the United States, Japan, Germany and France.

3.2 Countering CCP Market Distortions: Analysis and Messaging

Immediately after the Conservative Party leadership contest concluded in September, the 
civil service announced it was hiring a “Hostile Activity and Investment Security Analyst” 
responsible for writing intelligence briefings for the Prime Minister and “tapping into the wider 
China Strategy approach”. 38 As part of its remit, the post should advise the Prime Minister 
and the trade minister on ongoing CCP economic distortions which impact not only the UK’s 
commercial interests, but those of the United Kingdom’s partners in the Indo-Pacific. 

This special adviser should specifically focus the UK’s messaging strategy on highlighting 
the PRC’s inequitable trade practices. A model to fashion UK messaging on is the previous 
US White House’s branding of China’s trade distortions as the seven deadly sins: intellectual 
property theft, forced technology transfers, hacking, dumping, subsidies, fentanyl exports, 
and currency manipulation. 39 

3.3.1 PRC Intellectual Property Theft 

The cost of intellectual property theft in the United States, including stolen trade secrets, pirated 
software and counterfeiting, is estimated to be as high as $600 billion annually, according to 
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the Commission on the Theft of American Intellectual Property. 40 It is reported that 80 percent 
of US Department of Justice economic espionage prosecutions have a nexus to the PRC. 41 
According to Mark Cohen, a former senior counsel for the US Patent and Trademark Office, 
despite some limited progress on combatting intellectual property theft following the US–
China Phase-One trade deal, the PRC still needs to focus greater effort on reforms to “antitrust 
enforcement, regulatory data protection for pharmaceuticals, and overall improvements to the 
civil IP system.” 42

3.3.2 Forced Technology Transfers

The US–China Economic and Security Review Commission details six methods the CCP 
facilitates to force technology transfers to the PRC. These are important to note as they apply 
to the UK as well.

First, China facilitates forced technology transfers through foreign direct investment (FDI) which 
provides China with control of the acquired company’s technology and intellectual property. 43 
Second, Chinese venture capital investments focus on acquisitions of start-ups in Silicon 
Valley (and similar technology hubs), including dual-use technologies. Third, joint ventures are 
required for non-Chinese companies to invest in the PRC, giving the controlling Chinese partner 
access to the company’s intellectual property. Fourth, “licensing approval processes in China 
are often unclear and arduous, requiring companies to disclose sensitive information typically 
not required in other markets.” 44 Fifth, cyber espionage gives the PRC unauthorised access to 
trade secrets and technology and sixth, via talent acquisitions, when the PRC sends students 
and researchers abroad to study at universities and research institutions, including the UK.

3.3.3 Hacking

US and UK intelligence services are working cooperatively to combat Chinese hacking, with 
FBI director Christopher Wray warning, “[The CCP] identify key technologies needed to 
dominate markets, like the ones they highlight in their ‘Made in China 2025’ plan. Then, they 
throw every tool in their arsenal at stealing those technologies – causing deep, job-destroying 
damage across a wide range of industries…” 45 MI5 head Ken McCallum indicated that the US 
and UK are sharing intelligence with 37 countries. 46 These nations should be our partners in a 
global alliance of free-trading, fair trading states.

3.3.4 Dumping

Overcapacity in China has all too often resulted in the PRC dumping large quantities of 
productsin foreign markets, particularly steel and aluminium. While tariffs and quotas 
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sometimes prevent China from flooding import markets with dumped goods, the United 
Kingdom has initiated anti-dumping measures on China for dumped steel. The UK’s Trade 
Remedies Authority (TRA), which has enacted protective measures against Chinese steel 
since 2016, has proposed re-opening the UK market because the Ukraine war has created 
a global steel shortage. 47 Reimporting Chinese steel when the United Kingdom is pivoting 
toward policies which limit dependence on the PRC economy threatens to damage the UK’s 
ability to implement a reformed economic strategy in the Indo-Pacific. 

3.3.5 Subsidies

Subsidies to Chinese state-owned enterprises accounted for 1.7 percent of China’s GDP in 
2019. 48 While it should be assumed that the level of subsidies as a percentage of GDP has 
likely decreased since, due to the COVID-19 pandemic, the ensuing global economic crisis and 
a continued Zero-COVID policy in China, this percentage eclipsed the combined industrial 
spending (as a percentage of GDP) in 2019 of the United States (0.39 percent), South Korea 
(0.67 percent) and Japan (0.50 percent). 49

3.3.6 Fentanyl Exports

America’s Office of National Drug Control Policy (ONDCP) estimates 100,000 Americans died 
due to fentanyl overdoses over the past year. 50 The US Drug Enforcement Administration 
(DEA) reported in 2020, “China remains the primary source of fentanyl and fentanyl-related 
substances trafficked through international mail and express consignment operations 
environment, as well as the main source for all fentanyl-related substances trafficked into the 
United States.” 51 Despite the scourge of China-originated fentanyl killing Americans, Beijing 
suspended all cooperation with the United States on combatting fentanyl trafficking following 
US Speaker of the House Nancy Pelosi’s visit to Taiwan in August. 52

3.3.7 Currency Manipulation

During the trade war between China and the United States, the US Treasury Department 
officially designated the PRC a currency manipulator and levied additional tariffs on Chinese 
imports when Beijing allowed the renminbi to weaken to under seven to the dollar in 2019. 53 
While the designation on China was removed at the end of the Trump Administration, the 
Biden Treasury Department noted that China is being closely monitored due to the PRC’s 
“failure to publish foreign exchange intervention and broader lack of transparency around key 
features of its exchange rate mechanism.” 54
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4. Industrial Policy

4.1 Adopting Industrial Policy to End Economic Dependence on China

A gradual diversification of supply chains and limiting economic dependence on China will 
require the United Kingdom to encourage both ‘re-shoring’ and on-shoring its industrial 
and wider economic base. Diversifying supply chains and limiting economic dependence on 
China may also require the United Kingdom and its partners to consider implementing some 
industrial policies, including subsidies, research and development funding, trade protection, 
and tax credits to favoured commercial sectors. 

4.2 Embracing Innovation through the ARIA

The United Kingdom could look to model its industrial policy – or take inspiration at least – 
on the success of the US Defense Advanced Research Projects Agency (DARPA), increasing 
funding for the UK’s equivalent, the Advanced Research and Invention Agency (ARIA). An 
example of DARPA research and development (R&D) was a wave of US-based semiconductor 
innovation from 1987–1997 which used $870 million in federal funds to support research by 14 
US chipmakers. According to the Peterson Institute for International Economics (PIIE), DARPA 
funds for R&D led to a peak of 292,000 semiconductor jobs in 2001, following the ten years of 
DARPA funding, up from 210,000 in 1993. 55 The United States hopes to replicate past success 
in the US semiconductor industry with its recent $52 billion re-investment in the US sector. 56

In addition to the success of DARPA, which has benefitted the US semiconductor sector as 
well as other industries (stealth technology, microelectronics, computing and communications, 
intelligence / surveillance / reconnaissance, position / navigation / timing, unmanned aerial 
vehicles, and infrared night imaging), PIIE reports that industrial policy has helped US industry 
(specifically automobile assembly, vaccination production, advanced technology vehicles and 
semiconductors) become more competitive, advance technologies and create jobs. 57 

4.3 Funding R&D 

Besides increasing ARIA funding for high-technology initiatives, some initiatives outlined in the 
2017 Industrial Strategy, which was replaced in 2021 by Build Back Better, are worth revisiting. 
These include an ambitious increase in R&D, then proposed to match China’s funding as a 
percentage of GDP (proposed 2.4 percent of GDP for the UK, compared to China’s actual 
2.44 percent of GDP in 2021). 58 Then business secretary Kwasi Kwarteng proposed public 
investment to £22 billion, although total allotments would need to be closer to £46 billion to 
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match China by percentage of GDP. 59 It is worth noting that the UK Government has been 
historically bad at picking so-called national champions.

Competing with the PRC will require an industrial policy which provides greater tax credits 
to UK corporations for R&D. The UK’s tax credit for research and development has been 13 
percent, up from 12 percent since 2020. 60 China, at 75 percent for small and medium enterprises 
and 100 percent for manufacturing companies, far surpasses the UK and US, which are below 
the Organisation for Economic Co-operation and Development (OECD) calculated median for 
R&D tax credits. 61 

Productive competition with China on the world stage, however, will require a far higher tax 
credit which will likely necessitate budgetary sacrifices elsewhere. Reshoring supply chains to 
the UK and breaking dependence on China will also require additional funding for retraining 
and education in STEM (science, technology, engineering and mathematics).
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5. International Infrastructure Development

5.1 G7 Partnership for Global Infrastructure and Investment

The G7’s Partnership for Global Infrastructure and Investment is, theoretically, a potential 
counterbalance for China’s Belt and Road Initiative (BRI) plans in the Indo-Pacific. Announced 
in June 2022, the G7’s plan aims “to mobilize $600 billion by 2027 in global infrastructure 
investments”. 62 However, questions have been raised over its viability as the $600 billion 
G7 infrastructure plan will rely on public funding from financially strained G7 governments 
and seek additional funding from “like-minded partners, multilateral development banks, 
development finance institutions, sovereign wealth funds, and more”. 63

5.2 Modelling International Infrastructure Development on the Blue Dot Network

An alternative model could be the Blue Dot Network (BDN), a collaboration founded in 2019, 
ostensibly to maintain then Japanese Prime Minister Shinzo Abe’s vision of a free and open Indo-
Pacific. Comprised of the US Development Finance Corporation (DFC), Australia’s Department 
of Foreign Affairs and Trade (DFAT) and the Japanese Bank for International Cooperation 
(JBIC), BDN aims to certify infrastructure development projects as meeting “international 
quality standards” to attract private sources of funding. 64 BDN is collaborating with the OECD 
to develop certification standards based on the G20’s Principles for Quality Infrastructure 
Investment, the G7 Charlevoix Commitment on Innovative Financing for Development, the 
Equator Principles, and the OECD Guidelines for Multinational Enterprises. 65 

Whether via the G7 or another development finance platform, British International Investment 
(BII) should prioritize efforts to re-engage private investment for Indo-Pacific infrastructure 
initiatives.

As recommended by the Henry Jackson Society previously, the UK Government could also 
support options for funding international infrastructure development through other financial 
vehicles such as pension funds. 66 Just a two percent investment from the UK’s £761 billion in 
private pension funds would equal 29 percent of Beijing’s estimated 2021 US$59.5 billion BRI 
budget. 67 Alternatively, the UK Government could work with partners in the Indo-Pacific with 
large foreign currency reserves and encourage investments into regional infrastructure. For 
example, Taiwan held US$549 billion in foreign currency as of December 2021, the fifth largest 
reserve in the world.

5.3 Countering the CCP’s Hegemonic Aspirations through Pragmatism

Finally, the G7’s infrastructure initiative must be based on pragmatism. If the G7 is serious 
about competing for influence with China as a potential suitor for regional partners, it must 
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provide partners with hard infrastructure and energy solutions. This includes financing potential 
regional pipelines for natural gas, regasification for liquified natural gas (LNG) imports, and 
tankers for shipping LNG.

The United Kingdom and its partners will compete not only with Beijing’s BRI, but the PRC’s 
Global Security Initiative (GSI) as well, which, while vaguely detailed, includes “maintaining 
security in traditional and non-traditional domains” amongst the platform’s six pillars. 68 The 
GSI could, theoretically, include development for dual-use airports or ports, which would be 
attractive to Indo-Pacific partners for commercial use, but available to Beijing for military 
mobilisation if needed. As Beijing initially targeted the oft-forgotten region of Oceania with 
the GSI, this seems to signify the PRC’s intention to significantly widen its military footprint.
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6. Supply Chain Reform

6.1 “Friend-Shoring” Supply Chains with Commonwealth Partners

As outlined, the new Government must prioritise policies aimed at lessening future economic 
dependence on the PRC. 

The UK’s Indo-Pacific tilt will be significantly more likely to succeed through increasing economic 
ties with regional partners who share our values and interests, namely the Commonwealth, as 
well as Japan. In addition to the United Kingdom, seven Commonwealth members from the 
Indo-Pacific are amongst the world’s 50 largest economies. Cooperative decoupling amongst 
the United Kingdom and partners, or “friend-shoring”, must first determine which partners 
have the capacity to “re-shore” supply chains to end the existing economic dependency on 
China. The UK should determine which potential commercial partners have the capacity to act 
independently of China and analyse trends in certain countries, including many Commonwealth 
states, of growing Chinese economic dependency. There is also the ability of the CCP to 
shape public opinion in these states. Malaysia, a key ally, is in a precarious political position, 
with Chinese-language disinformation campaigns prevalent. 69 Here, cooperation with Taiwan 
would be welcome, sharing awareness and skills with Kuala Lumpur to push back against the 
CCP’s influence efforts.

Cooperating Commonwealth members and other Indo-Pacific partners with shared interests 
could then develop a framework to improve market access, reduce trade and investment 
barriers, reduce tariffs, and agree on subsidies. This economic cooperation pact would develop 
a plan to limit PRC investment, through review of each partner’s investment review mechanism.

6.2 AUKUS and Securing Rare Earth Reserves

The United Kingdom can also lead efforts to secure the defence sector’s rare earths supply 
chain through AUKUS. With 17 trilateral working groups (eight dedicated to advanced military 
capabilities other than nuclear-powered submarines), AUKUS members can work cooperatively 
with other Indo-Pacific partners to secure supplies of rare earths used by the defence sector, 
including beryllium, cerium, cobalt, dysprosium, erbium, europium, gadolinium, graphite, 
holmium, lanthanum, lithium, lutetium, manganese, neodymium, praseodymium, promethium, 
samarium, scandium, tantalum, terbium, tungsten, ytterbium, and yttrium. 70 US Senators Tom 
Cotton (R-AR) and Mark Kelly (D-AZ) have proposed creating a strategic reserve of rare-earth 
elements and requiring a country of origin disclosure for any rare earths used by defence 
contractors. 71 The United Kingdom and Australia should cooperate with the US on developing 
an AUKUS strategic reserve and developing facilities for rare earth separation in the Indo-
Pacific, as well as in Central and Eastern Europe where rare earth processing facilities would 
likely flourish and diversified commodities supply chains are needed.

6.3 Securing Emerging Technologies

There is more to be done to protect intellectual property for the “Essential Eight” emerging 
technologies (artificial intelligence, augmented reality, blockchain, drones, Internet of Things, 
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robotics, 3D printing and virtual reality), many of which are used by the UK’s strategic 
competitors to advance military aggression and surveil political and human rights advocates. 72 
Furthermore, the UK and its trading partners and allies must ensure strategic sectors, such 
as semiconductors, are not used as leverage to force the West into unwanted geopolitical 
concessions. The US-initiated “Chip 4” alliance, consisting of America, Japan, South Korea 
and Taiwan, is a good theoretical model for developing policies to secure key supply chains. 73 
However, South Korea has expressed concern to Washington officials that competitive balance 
amongst leading chip manufacturers is at risk since technology sharing is required.

As referenced in a May 2019 Henry Jackson Society report, “Defending our Data: Huawei, 5G 
and the Five Eyes”, high-risk vendors must continue to be blocked from developing the UK’s 
and its partners’ advanced communications infrastructure. 74 In addition, the United Kingdom, 
along with Five Eyes partners Australia and New Zealand, must work on a risk assessment 
system for the Indo-Pacific which considers technical, societal and interference risks. This 
system can include certifying vendors for communications infrastructure throughout the region, 
and determining the level of risk based on ownership, legal environment and transparency.

An interest-based economic strategy does not entail turning a blind eye to human rights 
abuses. It is imperative that technology manufactured in the United Kingdom or by one of the 
UK’s partners is not used to surveil, harass or wrongfully imprison.

Finally, diversifying supply chains not only helps limit the PRC’s ability to use trade as leverage, 
but will help create new jobs domestically and for UK commercial partners, encourage more 
fair trade, and increase economic growth.
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7. Investment Restrictions

7.1 Reforming the UK’s Investment Control Regime

Reform to the UK’s investment control regime is necessary to help ensure strategic competitors 
do not acquire assets which put the United Kingdom’s national security interests or global 
supply chains at risk. Existing law does not adequately determine if foreign acquisitions 
of UK businesses give a non-British investor undue influence over global supply chains, 
instead focusing on the following sectors: advanced materials, advanced robotics, artificial 
intelligence, civil nuclear, communications, computing hardware, critical government suppliers, 
cryptographic authentication, data infrastructure, defence, energy, military and dual-use, 
quantum technologies, satellite and space technologies, emergency services suppliers, 
synthetic biology, and transport. 75 

The UK’s National Security and Investment Law, loosely influenced by America’s Committee 
on Foreign Investment in the United States (CFIUS), must better account for CCP attempts 
to work around existing restrictions and coordinate with analysts from the Joint Intelligence 
Organisation, the Government’s intelligence assessment division, to monitor foreign acquisition 
attempts which may risk the UK’s commercial ties and economic interests in the Indo-Pacific 
and elsewhere.

Despite efforts by the United States, United Kingdom and other partners to restrict PRC 
foreign direct investment in strategic assets which pose a national security risk (emerging 
and advanced technologies, critical infrastructure, personal data collection, real estate, etc.), 
Chinese investors have sought out other sectors which could provide Beijing with potential 
economic leverage. In the United States, such investors have purchased large swathes of 
farmland, which begins to give the CCP potential influence over America’s agricultural supply 
chain and hence global food security. From 2009–2016, PRC investments in US agriculture 
increased tenfold. 76 Does the UK Government know if the same is happening here?

7.2 CCP Investment in Agriculture Threatens Global Food Security 

Pending US legislation seeks to prohibit the purchase of any US agricultural real estate by a PRC 
foreign national and includes the agricultural and biotechnology industries as CFIUS-reviewable 
critical infrastructure. 77 These US sectors would therefore fall under CFIUS jurisdiction for 
investment review, with the US Secretary of Agriculture added as a standing member of the 
CFIUS review process. There are also concerns in the United States over Chinese companies 
building agricultural processing facilities near US military bases. US Senator Mike Rounds (R-
SD) stated, “I was alarmed when a Chinese company recently purchased farmland near an Air 

PART TWO:
Ending Economic Dependence on China
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Force base in North Dakota. This acquisition could threaten our national security by allowing 
the Chinese Communist Party to closely monitor the operations and communications at a very 
important military facility.” 78

Even seemingly innocuous PRC investments into the UK or with British commercial partners 
could have an ulterior motive. A majority, or even minority, control of any single sector may not 
initially appear to be a national security risk. But halting production of even one component of 
a larger supply chain could lead to market disruptions, cuts in supply and worsening inflation. 
The previous government was reluctant to “drive investment away because of ‘anti-China’ 
spirt’”, which almost resulted in a PRC company acquiring the UK’s largest chip manufacturer. 79 
Moving forward, The UK Government should take a “better safe than sorry” approach toward 
accepting PRC investment into the UK.

7.3 UK Coordination of Investment Control with Indo-Pacific Partners

FDI from China into the UK should not only be viewed by British regulators as a national 
security risk, i.e., Beijing acquiring technology or other assets. Analysts must also be trained 
to view the potential for investments to serve as a “kill switch”, either in times of war or as 
leverage during a “hot peace”, allowing the CCP to exert influence on British policymakers 
to shape decision-making in Beijing’s favour. Should the United Kingdom re-shore significant 
manufacturing and develop additional infrastructure for exports/imports to and from Indo-
Pacific commercial partners, PRC control of key components of UK supply chains could still 
negatively impact the UK, Indo-Pacific and global economy.

Finally, diversification of supply chains away from the PRC will entail ensuring all UK commercial 
partners in the Indo-Pacific play by the same rules on investment restrictions. The Foreign 
and Commonwealth Office should lead efforts to coordinate investment restriction policies 
throughout the region, to ensure China does not retain excessive influence over any country 
maintaining close commercial ties with the United Kingdom. The UK should coordinate with 
Japan’s Ministry of Economy, Trade and Industry (METI), which has strengthened restrictions on 
foreign acquisition of dual-use and military technologies; Australia’s Cyber and Infrastructure 
Security Centre, which monitors sales of “electricity, water, ports, gas and carrier services”; and 
South Korea, which restricts the level of foreign ownership of water, thermal energy, media, 
and telecommunications services. 80
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8. Export Controls/Sanctions Policy

8.1 UK Influence on Indo-Pacific Export Control Policy

As outlined in a previous Henry Jackson Society report, the White House has attempted to 
shape export control policy, using three initiatives to counter China: the Export Control and 
Human Rights Initiative, which the UK has previously expressed support for but is not a member 
of; the US–EU Technology Council; and the US–Japan Competitiveness and Resilience (CoRe) 
Partnership. 81 Washington also recently introduced unilateral restrictions on the PRC’s ability 
to purchase advanced computing and semiconductor manufacturing items. 82 The new US 
policy requires licenses for any high-performance chip exports to China and even prohibits the 
export of foreign made chips to the PRC if manufactured with US tools and software. 83

While all US-led initiatives aim to deprive China of targeted advanced and emerging 
technologies that would advance the CCP’s hegemonic ambitions, none seem focused on the 
larger strategy of export controls designed to diversify Indo-Pacific technology supply chains.

The United Kingdom could drive forward a distinct export control policy via its role in the 
AUKUS trilateral defence pact, or work with AUKUS members Australia and the United States 
to develop such policies through the Quadrilateral Security Dialogue (Quad), along with Japan 
and India. As noted earlier, AUKUS can play a role in helping secure defence-related rare earths, 
which could include export controls on stockpiles aligned with the UK and its partners. The 
UK could also initiate the AUKUS Joint Steering Group on Advanced Capabilities to develop 
oversight for export control amongst G7 nations and ensure advanced surveillance technologies 
are not used by the PRC against the UK’s Indo-Pacific partners, particularly Taiwan.

Regarding the Quad, Canadian Global Affairs Institute (CGAI) fellow Stephen Nagy has noted, 
“Critical and emerging technologies are those dual-use technologies that are a challenge to 
security within the region. Here the common statement and principles on critical technology 
supply chains will build more resilience into technology supply chains and likely accelerate the 
bifurcation of technology supply chains from one that is based on like-minded countries, such 
as the Quad partners, and the other that is based on China and its BRI partners…” 84

8.2 Sanctions Blowback

Sanctions against the PRC and CCP officials should not be viewed as the be-all and end-all 
of the UK’s economic denial strategy toward the PRC in the Indo-Pacific. Nicholas Mulder, 
author of The Economic Weapon: The Rise of Sanctions as a Tool of Modern War, believes 
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the increasing use of sanctions by the United Kingdom and its partners faces two problems: 
effectiveness and blowback risk. 85 Between 2000 and 2021, the United States increased its 
use of sanctions an astonishing 933 percent. 86 With this increased use of sanctions as an 
economic weapon comes workarounds designed to skirt sanctions regimes.

When announcing punitive economic measures against Russia a month after the invasion of 
Ukraine, US President Joe Biden stated, “As a result of these unprecedented sanctions, the 
ruble almost is immediately reduced to rubble.” 87 Whilst sanctions led to a depreciation of 
the ruble by 40 percent in early March 2022, the Central Bank of the Russian Federation 
responded with interest rates as high as 20 percent and instituted capital controls to prevent 
the collapse of the Russian currency. 

Moscow also shifted its trade partnerships away from Europe, toward China, which helped 
strengthen the currency as well. 88 Chinese exports to Russia rose 26.5 percent in August from 
the previous year, while Russian exports to China, mostly energy and agricultural, rose 59.3 
percent. 89 Sanctions against Russia’s Yuzhnko-Kirinskoye gas field did not prevent China from 
finalising a 30-year deal with the Kremlin for 50 billion cubic metres of gas annually. 90 The deal 
originally evaded US sanctions when both parties agreed to settle payments in euros, but Beijing 
and Moscow have since agreed to pay for Russian gas exports in yuan and rubles instead. 91 

In its July oil market report, the International Energy Agency (IEA) stated sanctions had “little 
impact” on Russian oil output, with total production falling less than three percent of pre-war 
levels. 92 The IEA estimates that Russia’s oil sales totalled $19 billion in July, since “Asian buyers 
have stepped in to take advantage of cheap crude.” 93

With the value of Russia’s currency hitting a seven-year high against the US dollar in June, 
trading at 52.3 RUB/USD, the PRC could interpret existing sanctions as an inconvenience for 
the elite, rather than an economic policy meant to cripple the economy into submission. 94

8.3 Shaping the United Kingdom’s Sanctions Policy in the UK’s National Interest

When considering the effectiveness of future sanctions against China to prevent the forced 
reunification of Taiwan, the UK must better determine how, and in which sectors, the United 
Kingdom has leverage over the PRC. Whilst sanctions can be highly valuable, their overuse risks 
consequences. As The Economist notes, “the sanctions weapon has flaws”, adding that one 



A NEW ERA FOR UK POLICYMAKING: AN ECONOMIC DENIAL STRATEGY IN THE INDO-PACIFIC

27

95  ‘Are sanctions on Russia working?’, The Economist, 25 August 2022, https://www.economist.com/leaders/2022/08/25/ 
are-sanctions-working. 

“should therefore discard any illusions that sanctions offer the West a cheap and asymmetric 
way to counter China.” 95 “Strategic sanctions” will require diversifying the UK’s commercial 
ties in the Indo-Pacific so that, should the UK enact punitive economic measures against the 
PRC in the future, London can more easily decouple from China and apply sanctions on a 
specific commercial sector, thus minimising damage to the UK economy.

The UK Government should shape its sanctions policy in the UK’s national interest, ensure that 
sanctions are an effective deterrent and that they do not adversely impact the UK’s economic 
relations with other Indo-Pacific partners.
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9. Conclusion

As the Government nears redesignating the UK’s official position of its relationship with the 
PRC as a “threat”, Government Communications Headquarters (GCHQ) Director Sir Jeremy 
Fleming warned China exporting its ideologies and values is “against our national interests.” 96 
With CCP Secretary General Xi Jinping further cementing his hold on power at the 20th National 
Congress, perpetuating what former Australian Prime Minister Kevin Rudd has stated is a push 
of the PRC’s “politics to the Leninist left, economics to the Marxist left, and foreign policy to 
the nationalist right,” mitigating the UK’s economic dependence on China is long overdue. 97

The risks of this dependence on the PRC’s economy was clearly illustrated throughout the 
COVID-19 pandemic, as the world faced disruptions to global supply chains, leading to 
reduced supply and inflation. However, even if the United Kingdom diversifies its supply chains 
independently, UK trading partners overly dependent on the PRC can also adversely affect the 
British economy. This was illustrated recently in the example of global energy prices. The United 
Kingdom, despite not being overly dependent on Russian gas, remained so intertwined with 
the European Union energy grid, as columnist Tom Chivers notes, that the price of heating UK 
homes and businesses was dependent on the price of continental European energy prices. 98 
Therefore, the overall impact of the overreliance of the UK’s trading partners on Russian energy 
put British businesses at risk. 99 Higher energy costs naturally equate to higher transportation 
expenses, making exports from Europe costlier for consumers and further demonstrating the 
need to redivert some manufacturing supply chains domestically.

The resulting sanctions aimed at crippling Russia’s energy market despite this overreliance 
have led to workarounds from the Kremlin and its partners, which will have the unintended 
consequence of possibly weakening the UK’s largest trading partner, the United States, with 
the future of the US dollar as the world’s reserve currency under pressure. Payments for 
Russia’s estimated 15 bcm gas exports to China will settle in both yuan and ruble, lessening 
both countries’ dependency on the US dollar and leading to the potential for de-dollarisation 
amongst the PRC and its partners. 100

Supply chain security may require industrial policy, which will necessitate subsidies and other 
policies that require the Government to pick winners and losers in the market. This is certainly 
not preferable for proponents of free market orthodoxy. But, as American Compass Executive 
Director Oren Cass notes, “conservatives are right to look sceptically at the ability of the 
government to supplant markets, but they must appreciate both what markets do well and what 
they will not do on their own and thus embrace the indispensable public role of channelling 
investment toward long-term national priorities.” Cass notes investment in domestic industry 
would include sponsoring innovation and mandating “sourcing in critical supply chains”. 101
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102  Angela Mehrer, ‘Turn of phrase: Germany’s Zeitenwende’, European Council on Foreign Relations, 15 August 2022, 
https://ecfr.eu/article/turn-of-phrase-germanys-zeitenwende/.

Just as German Chancellor Olaf Scholz’s zeitenwende (“turning point”) speech led to Berlin 
ending its dependence on Russia for energy and shifting its policy on modernising its military 
following the invasion of Ukraine, the Prime Minister should present HM Government’s China 
Strategy as a pivot away from the UK’s business as usual approach vis-à-vis Beijing. 102
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10. Recommendations

The following policies are suggested to: a) Limit the UK’s and its partners’ economic dependence 
on the PRC; b) Allow the United Kingdom to use strengthened commercial ties with its Indo-
Pacific partners to deny the CCP its hegemonic aspirations, by limiting PRC economic leverage 
over the region; and c) Strengthen the UK’s economy and present the Indo-Pacific with a 
commercial and investment alternative to Beijing’s mercantilist-communist system.

 1.  The Government should develop and implement a coherent, cross-Government 
United Kingdom China Strategy as a matter of priority. 

 2.  The Prime Minister and Foreign Minister should clearly articulate to Beijing that future 
negotiations for any potential bilateral investment treaty between the United Kingdom 
and the People’s Republic of China are dependent on the CCP demonstrating its 
intent to accelerate reforms aimed at combating intellectual property theft, currency 
manipulation, dumping, state-owned enterprise subsidies, exporting fentanyl, 
hacking and forced technology transfers. 

 3.  Furthermore, the UK should align with like-minded partners in the Indo-Pacific to 
hold China accountable in the WTO for market distorting policies, and to campaign 
for China’s WTO definition as a developing nation to end.

 4.  The UK Government should lead efforts through the Group of Seven (G7) to 
diversify the June 2022 $600 billion infrastructure development initiative beyond its 
announced four sectoral categories: clean energy, health systems, gender equality, and 
information and communications. London should ensure government solutions for 
the G7 infrastructure initiative focus on certification of projects as sound investments 
and other technical support, and significantly minimise public funding efforts. The 
G7 initiative should expand beyond the Group of Seven leading industrial nations 
to include partners from the Indo-Pacific which share similar national interests with 
the United Kingdom, including India, South Korea, Australia and Taiwan, as well as 
leading economies in Central and Eastern Europe (CEE).

 5.  The UK Government should build upon the friend-shoring “Network of Liberty” 
concept to develop a coalition of partners throughout the Indo-Pacific and CEE which 
share similar national economic and security interests in ensuring their economies 
are not unduly economically dependent on maintaining commercial and investment 
ties with the CCP. This coalition, consisting primarily of Commonwealth members, 
should focus efforts on encouraging re-shoring strategic sectors from Beijing and 
coordinating economic policies to limit short-term economic damage and supply 
chain delays resulting from decoupling with China.

 6.  In conjunction with its Indo-Pacific partners, the UK should assertively use the UK 
National Security and Investment Act to prevent the CCP from acquiring key UK/
partner industries. The UK Government should also determine which reforms to the 
UK’s investment screening mechanism are needed to prevent the PRC from nearly 
acquiring key strategic sectors, as it almost did with Newport Wafer Fab, the British 
semiconductor manufacturer. Potential reforms should focus on flagging PRC-linked 
purchases in the UK’s agricultural sector, as well as any significant control of a sector 
which could lead to cuts in supply or which could exacerbate inflation. In addition, 
London should lead discussions with partners in the Indo-Pacific to determine 
whether coordinated outbound investment restrictions are needed to ensure UK and 
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partnered funds are not used by the CCP to fuel military, political and economic 
ambitions.

 7.  The AUKUS trilateral defence pact should expand its current mandate to securing 
defence-related rare earth mineral supply chains in North America, Europe and the 
Indo-Pacific. This would include identifying the key rare earths required for defence 
production (including cerium, cobalt, copper, graphite, lithium, neodymium, nickel, 
platinum, tellurium and uranium); decoupling dependence on China for such minerals 
by identifying other sources for these elements and deregulating policies to expand 
mining; and creating processing facilities to ensure strategic competitors are unable 
to use economic or military leverage to influence supply chains in these regions.

 8.  The Chancellor of the Exchequer and HM Treasury’s Office of Financial Sanctions 
Implementation should analyse the impact on the UK’s economy of sanctions on 
Russia and China and determine the economic costs should London sanction Beijing 
for future actions, such as forced reunification of Taiwan or further human rights 
abuses in Xinjiang and/or Tibet.

 9.  The United Kingdom, working with others, should establish a coordinated export 
control policy in the Indo-Pacific to ensure UK trading partners do not contribute to 
the PRC’s surveillance state or allow the CCP to reverse engineer Western dual-use 
technologies that are re-exported from these partners to Beijing.
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