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◊ Though United States and China signed a “phase 
one” trade agreement in January as a first step towards 
controlling a trade war that began in July 2018, the crux of 
the goings-on in US-China relations is less about the trade 
war and more about the two countries becoming strategic 
competitors. While China, under President Xi Jinping, will 
seek to challenge American dominance, Washington will 
resist and not cede place to Beijing.

◊ The ongoing events do not indicate the start of a new 
Cold War or a full reversal of globalisation. It is more 
an attempt at decoupling the economies of the United 
States and China. Both countries are seeking to reduce 
interdependence that is likely to result in a bifurcation of 
globalisation. This will not occur overnight. It is a process 
that will take many years to unfold. There will be twists 
and turns but the direction of that journey has been set.

◊ The fundamental reasons behind this transformation 
are the US assumptions that China will not move towards 
democratisation and its economic success-driven foreign 
policy will encourage authoritarianism around the 
world. On the other hand, the United States believes it is 
committed to democracy.

◊ There is a bipartisan agreement in the United States that 
it must take a robust stance vis-à-vis China as the latter 
emerges as a serious strategic competitor that could 
surpass the United States in specific technologies.

◊ On its part, China, under Xi, started to prepare for 
such an eventuality several years before US President 
Donald Trump began the formal process of decoupling. 
Xi departed from his predecessors in jettisoning former 
president Deng Xiaoping’s policy of ‘hide and bide’. He 
also adopted a policy to reduce Chinese dependence 
on, and make China competitive with, the United States 
shortly after he assumed power in 2012.

◊ Even though Trump formally started the process of 
decoupling before China was ready, Beijing will persevere. 
It is politically impossible for Xi, now the strongman of 
China, to appear weak under US pressure. His political 
future requires tough posturing by Beijing.  

◊ As the decoupling process intensifies, the US-China 
differences are likely to widen, gradually forcing other 
countries, including those in the Gulf, to increasingly choose 
sides. While there may be short-term opportunities in this 
process for third countries, the overall long-term effects 
could be negative for the world at large. The interest of 
third countries that are not directly involved in the contest 
of values (e.g. democracy versus authoritarianism) lies in 
remaining neutral.

Executive Summary

Prof. Steve Tsang
Director, China Institute, SOAS University of London

Steve Tsang is Professor of Chinese Studies, an Emeritus Fellow of St Antony’s College at Oxford 
and an Associate Fellow of the Chatham House. He was the first to use  the concept of ‘consultative 
Leninism’ as an analytical framework to explain contemporary Chinese politics. His latest publication 
is ‘Party-State Realism: A Framework for Understanding China’s Approach to Foreign Policy’, in the 
Journal of Contemporary China. He is currently pursuing a project on ‘The Political Thought of Xi 
Jinping’. Prof. Tsang regularly contributes to public debates on China and East Asia.

1



The ‘Great Decoupling’: Drivers Shaping US-China Relations

3

The Issue
As the trade war between the United States and China 
awaits the next phase of the trade agreement, which 
is expected before the November 2020 US presidential 
election, it overshadows the deeper issues that separate 
the two most powerful countries in the world. The 
crux of the matter is that China under Xi Jinping has 
emerged as a strategic competitor to the United States, 
which is rooted in the differences in their respective 
value systems. With the antipathy towards China 
being bipartisan in the US establishment and Xi being 
committed to the great national rejuvenation, Beijing is 
on course to challenge Washington’s global dominance. 

This process does not constitute deglobalisation since 
neither the United States nor China intend to give up 
the benefits of globalisation, which have proved hugely 
beneficial to their respective economies. It also does 
not mean a return to the Cold War, during which the 
Communist and the Capitalist blocs were ideologically, 
economically and politically separated from – and hostile 
to – each other. What is now being institutionalised is 
a process whereby the United States and China seek 
to reduce their dependence on one another and enlist 
friends or supporters to take their side. 

Visualising this in another way, what is happening 
between the two greatest powers is not a straightforward 
‘divorce’ by which the two go their separate ways 
causing a sharp and painful rupture. Instead this can be 
conceptualised as a ‘decoupling’ process that promises 
to be a long-drawn-out process, one in which the two 
powers will move in different directions. 

The formal start of the decoupling process began with 
Trump’s declaration in the summer that the Chinese 
technology firm, Huawei, would be put on an ‘Entity 
List’.1 This effectively meant banning US companies 
from supplying key components to the Chinese ‘national 
champion’ of artificial intelligence.2  When Trump last 
met Xi at the G20 Summit in Osaka in June 2019, he 
indicated his willingness to reconsider the Huawei case, 
although the complete removal of restrictions is highly 
unlikely.3

While Huawei welcomed the idea of possible respite, it 
has taken advantage of gaps in implementing the US ban 
to strive for self-reliance or prepare for the eventual ban 
of all critical US components. This marks the beginning of 
technological decoupling. But its real significance is that it 
promises to transcend this single case and mark the start 
of a widening and deepening process that will extend to 
numerous other economic ties. As this decoupling process 
unfolds, there will be signs of inconsistency in the US 
approach as Trump vacillates, but the journey has begun. 

Drivers Behind US Change 
Soon after the start of China’s ‘reform and opening’ 
process under President Deng Xiaoping in 1979, 
the United States supported China’s reform efforts 
through investment, trade and technological transfer. 
Most technological transfers were voluntary and 
often included as part of the conditions for American 
companies to operate in China. Some, however, were 
involuntary, which were designated as industrial 
espionage.4 It is argued that without assistance from 
the United States and other countries, the Chinese 
economic miracle would not have happened so fast and 
progressed as far as it has. 

To be fair, the US support to China was not entirely 
altruistic. It was guided by the development theory 
implicit in the ‘Washington Consensus’ which postulates 
that poor countries that develop and modernise will 
enable more and more of its people to attain middle 
class status. Implicit in this thought process is the belief 
that middle classes throughout the world have common 
aspirations, one of which is the demand for progressive 
or democratic reforms. 

In short, the US generosity in assisting China was based 
on the expectation that China would become more and 
more like the United States in terms of its value system. 
While China took advantage of such ‘generosity’ for 
decades, the United States remained relaxed since 
China had embarked on reforms from a very poor base. 
The asymmetrical nature of technological transfers did 
not ring alarm bells in the United States. There was also 
tremendous goodwill on the part of US policy makers 
and US China watchers, who were motivated to support 
China and help move it in the ‘right’ direction.

But as China transformed itself into a near peer 
competitor to the United States, demonstrating its 
economic prowess and vitality at a time when the United 
States and ‘the West’ were facing difficult consequences 
of the 2007-08 global financial crisis, US policy makers 
began to question the logic of Washington’s long-
standing policy of positive engagement with Beijing. In 
particular, concerns within the US establishment were 
heightened after Xi Jinping became leader of China in 
2012 and it became clear that democratisation would 
not be encouraged in China. 

This appeared to show that the development theory 
implicit in the ‘Washington Consensus’ would not 
apply to China and that previous US efforts to engage 
positively with China were, at best, in vain and, at 
worst, harmful to US national security in the long term. 
As Xi has progressively taken an assertive approach, 
showcasing China’s authoritarianism while projecting 
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China as a competitor to the United States, mainstream 
US policy makers and China scholars have turned against 
the Asian giant. 

This shift in the US establishment is bipartisan. The 
views of the Democratic Party and US Congress on China 
are the same. While the choice of a tariff war is specific 
to Trump, the calls to rescind the special privileges 
hitherto accorded to China represent a bipartisan view.  

The United States views China as a strategic competitor 
because the latter has succeeded in outperforming 
the former in a small number of defined spheres such 

as artificial intelligence, facial recognition and 5G 
technologies. This has proved sufficient to set the alarm 
bells ringing in the United States. The primary US goal 
now is to ensure effective competition against China. 
Fulfilling this requires protecting American intellectual 
property rights and guarding American companies from 
being disadvantaged, vis-à-vis Chinese companies, in 
China. 

Thus, decoupling is about protecting the United States 
from Chinese competition, and pre-empting China from 
outgrowing the United States, which could threaten 
American national security. 

Source: www.statista.com
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Whether decoupling will deepen and transform into 
something more directly confrontational remains to be 
seen. This risk exists as the United States and China are 
also engaged in a fundamental contest in promoting 
their respective political values.

Logic of China’s Self-reliance
Since the start of Deng Xiaoping’s ‘reform and opening’ 
in 1978, China’s approach to engaging with the United 
States has always been based on instrumentalist 
pragmatism.5 The Chinese leadership recognised that 
China would need all the help it could get from the 
outside world to enable it to transform the Maoist 
command economy into a truly dynamic and more 
market-orientated system that would enable the 
Communist Party to “make China great again”.6 But it 
never intended China to be transformed into a political 
system that resembled the United States or Western 
Europe.7

To the Communist Party, development theories or the 
‘colour revolutions’ that emerged in the immediate 
post-Cold War era were nightmares and had to be pre-
empted. They were seen as part of a US-led global 
conspiracy called ‘peaceful evolution’ that is ultimately 
aimed at regime change in China. 

The concept of “socialism with Chinese characteristics” 
put forward by the Communist Party is not mere 
rhetoric.8 It reflects a commitment to sustain the 
Leninist political system while it engages with the rest 
of the world in its efforts to modernise China’s economy, 
infrastructure and society. 

This instrumentalist approach is inherent in Deng 
Xiaoping’s guiding principle of hiding China’s capabilities 
and biding time. The underlying message is that only 
when China is ready will it cease to ‘hide and bide’, and 
instead begin to assert itself. Successfully making this 
transition requires that China possesses a strong and 
cutting-edge economy with self-sustaining innovative 
capacity. In other words, the Communist Party has 
always been determined to free China from dependence 
on the United States or other countries in its pursuit 
of great power status. Though the Maoist terminology 
of ‘self-reliance’ is no longer used, this basic idea has 
always been integral to Deng Xiaoping reforms. 

In his role as China’s supreme leader, Xi Jinping has 
distanced himself from his predecessors in one 
significant regard. Both Presidents Hu Jintao and Jiang 
Zemin carried out their responsibilities on the basis 
that China’s moment had not yet arrived. This meant 

adhering to Deng’s principle. Xi took a different view by 
suggesting that China’s moment has arrived. 

The new direction in which he wished China to move 
was apparent soon after he took over from Hu Jintao 
as leader of China in 2012. At the 19th Party Congress 
in 2017, Xi formally marked the advent of a new era. In 
place of ‘hide and bide’, he adopted an assertive foreign 
policy approach and worked to contain and reduce the 
influence of Western ideas and privileges in China.

By making himself the dominant strongman rather than 
relying on collective leadership, Xi has also transformed 
the basis of legitimacy by shifting it on to his own 
shoulders. As the core or supreme leader, he now cannot 
afford to appear weak or indecisive. This has reduced 
the degree of flexibility with which China can respond to 
Trump’s decoupling initiatives. 

It will be misguided to see Xi as merely responding 
to Trump in this regard. In reality, Xi began to reduce 
Western influence on China from the very early stage 
of his leadership. He engineered the first big change by 
issuing ‘Document 9’ in November 2013, within a year 
of coming to power.9 This document – ‘Communiqué 
on the Current State of the Ideological Sphere’ – was 
issued in secret but was leaked to the media, with the 
person responsible for the leak subsequently severely 
punished.10 

The document repudiated ‘Western’ concepts, such as 
constitutionalism, universal values, neo-liberalism, 
freedom of the press and civil society, and insisted on 
the need to uphold the socialist system in China under 
the leadership of the Communist Party. While Xi paid 
lip service to the notion that the market should play a 
decisive role in allocating resources, his actions revealed 
the primacy of maintaining the leadership of the 
Communist Party over everything in China. This marked 
the beginning of the end of the ‘opening’ part of Deng’s 
‘reform and opening’ approach. 

In 2013 the concept of decoupling had not yet taken 
hold and it was certainly not Xi’s intention to trigger 
such a process. But against the background of deepening 
globalising trends, he lost no time in preparing China to 
chart its own course. Other flagship policies which he 
introduced served to prepare the ground for future de-
coupling even though this had not yet been incorporated 
into official Chinese policy. The most important of these 
were the Belt and Road Initiative (BRI) and the ‘Made in 
China 2025’ strategic plan.11

First announced in 2013 as ‘One Belt One Road’, the 
BRI was intended to serve multiple purposes. The most 
basic of these was to facilitate the export of excess 
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Chinese capital and infrastructural building capacity to 
countries which lacked such resources, thereby enabling 
Chinese companies contracted to build relevant projects 
using Chinese labour to remit profits to China. Another 
key driver of the BRI was the wish to strengthen China’s 
economic and other ties with the recipient countries in 
order to enhance its influence in the world. While the 
BRI was not originally designed to sustain China as a 
global leader in a decoupling world, it has strengthened 
its capacity precisely to fulfil this goal.

‘Made in China 2025’, launched in 2015, was likewise 
intended to facilitate China’s transformation from 
being the factory of the world into a leader in selective 
high-tech and high value-added industries hitherto 
dominated by Western companies. The focus, in 
particular, on information technology, semiconductors 
and robotics promises to help China become an 
innovation leader in the industries of the future. With 
China heavily dependent on key components from 
overseas in these sectors, major improvements in these 
sectors are needed if China is to become a global leader. 

Again, with decoupling unfolding, ‘Made in China 2025’ 
will assume a new priority even though it is not being 
spoken about so often. It is geared towards enabling 
China’s high-tech industries to remain highly innovative 
and self-sustaining.

Why Decoupling will Continue
It is important to note that the Trump administration 
initiated the decoupling process too soon for China’s 
comfort. Beijing was yet to build the capacity to face 
such a challenge comfortably. It is debatable whether 
China would have been ready for it even if ‘Made in 
China 2025’ had been allowed to run its course and had 
fully achieved its mission. But this should not be seen as 
implying that Xi’s China will backtrack. 

As a leader with a ‘historic’ mission, Xi will not back 
down under US pressure or admit making a mistake that 
triggered Trump’s action or a structural shift in the US 
approach to China. Indeed, having anointed himself the 
‘strongman’ of China he cannot afford to appear weak 
in face of US pressure since doing so would undermine 
his claim to monopolistic power within the Communist 
Party. Thus, at stake is not only the dignity of China, but 
also Xi’s hold on power. 

Trump, on his part, may waver and equivocate – 
sometimes increasing the pressure on China and easing 
it other times. The US president does the latter either 
when he meets with his Chinese counterpart, with 

whom he claims to share a special bond, or when it is 
pointed out that the economic impact of the trade war 
is harming his electoral prospect. But the structural shift 
in US views on China will limit his scope for manoeuvre. 
It leaves Trump little option but to maintain a robust 
stance vis-à-vis China.

In short, the domestic political imperatives for both 
governments and both leaders mean that the de-
coupling process is most unlikely to be reversed. It is 
therefore prudent to factor in the implications of the 
decoupling process in the foreseeable future. 

Implications
There are a number of likely implications that flow from 
this analysis:

• Decoupling is likely to be a dynamic process and will 
take years to take full effect. Actions on the part of 
either government or either leader will inevitably 
impact the process. But the general direction 
of travel is unlikely to be reversed whatever the 
electoral outcome is in the 2020 US presidential 
election.  

• In the short-term, the effects of decoupling will not 
be uniformly negative for businesses, even if its 
net impact is likely to be harmful in the long term. 
Indeed, in the short to medium term, some of the 
effects of decoupling may be positive for some 
companies and investors.

• For both the United States and China, as well as 
countries and companies caught in between, 
decoupling will have an uneven impact. Some US 
companies, particularly those providing products 
or services indispensable to China, stand to benefit. 
Others – who sell their products to Chinese high-
tech companies – will lose out. American companies 
in China that are no longer regarded as essential for 
China’s development may find themselves under 
pressure from the Chinese authorities, and/or may 
see privileges previously accorded them removed. 
The overall business environment for American 
companies in China is likely to deteriorate. The 
access to China for companies not offering goods 
and services deemed desirable by the authorities 
in Beijing is also likely to become increasingly 
restricted. In return, selected Chinese companies 
like Huawei will be subjected to various levels of US 
restrictions in their access to American technologies. 
This may have the unintended effect of forcing them 
to become more self-reliant sooner than they might 



The ‘Great Decoupling’: Drivers Shaping US-China Relations

76

have originally planned, thus making them either 
more competitive globally or collapse. Chinese 
investors in the United States are also likely to face 
closer scrutiny and severe restrictions. 

• Chinese scientists and scholars working in ‘sensitive’ 
areas are likely to find themselves excluded from 
some US facilities and/or collaborative projects. 
Academic exchanges between American and Chinese 
scholars will face increased scrutiny and restrictions 
by both governments. Ethnic Chinese scientists and 
scholars in the West will progressively be caught in 
the crossfire as the Chinese government demands 
ethnic Chinese to be loyal to ‘Mother China’. Beijing 
will also deny non-Chinese scholars, deemed hostile 
by the Chinese state, permission to visit China.

• Other countries or major companies based in third 
countries will come under pressure from the United 
States and China to take sides. At the same time, 
new opportunities may also present themselves 
to some of them. If, for example, the United States 
is successful in persuading its allies not to accept 
Huawei to build their 5G networks, companies like 
Nokia or Eriksson may benefit. Likewise, China may 
court British and European companies to explore 
replacing American companies to supply vital 
components or services that China will still require 
from external sources. This may continue for a 
considerable period of time, perhaps until China 
becomes self-sustaining in terms of its innovative 
and technological capabilities. 

• Non-Chinese companies seeking to invest in 
manufacturing facilities in China will increasingly 
choose alternative locations. Southeast Asia in 
general, and Vietnam in particular, are already 
deriving short- and medium-term benefits. As 
decoupling intensifies, some companies will relocate 
some of their manufacturing facilities from China 
to third countries that are not subject to US tariffs. 
Reshoring back to the United States is unlikely to 
take place on a widespread basis. It is most likely 
to be restricted to manufacturers who can operate 
efficiently and profitably in the United States. In 
short, the impact of decoupling on reshoring to the 
United States is likely to be limited.

• Decoupling is likely to transform globalisation as 
we currently know it. In its place a new bifurcated 
form of globalisation will emerge. As the process 
of decoupling intensifies and extends it reach, 
the United States and China will eventually be the 
dominant players leading two large trade blocs. This 
process will, however, take a long time.

• The decoupling process will go beyond 
technological, business and academic spheres and 
take on a geostrategic dimension in the long term. 
As economic interdependence reduces, the contest 
in values will become more important for both 
protagonists. 

• The greatest security risk to a deepening process 
of decoupling in the long term lies in East Asia in 
general, and in Taiwan in particular. Taiwan still 
enjoys limited US protection under the Taiwan 
Relations Act of 1979, which means the United 
States is likely to be involved should China use force 
to resolve the Taiwan issue. Xi Jinping is committed 
to incorporating Taiwan into China before the end 
of his time in office12 and the decoupling process 
makes it potentially less costly to China to resort to 
force. 

• The Middle East, including the Gulf, will be 
contested by both protagonists because of its 
strategic importance. Individual countries are likely 
to be invited, with incentives, to choose sides. 

Challenges and Opportunities for the 
Gulf
The United States and China are important partners to 
the Gulf countries. While the former is both an important 
economic partner of and the chief security guarantor 
for the region, the latter is its main trading partner. 
The total trade bill of the countries of the Middle East 
with the United States and China combined is about 
$300 billion – $185 billion with China and $120 with the 
United States.13

While the International Monetary Fund has cautioned 
that the row will impact the business climate, financial 
markets and global supply chains, analysts in the Gulf 
have warned against being unduly worried just yet. 
However, they have urged caution keeping in view 
the possibilities of the US-China decoupling process 
impacting the Gulf in the following ways:

• There would be potential increase in import and 
export costs.

• Foreign direct investment to the Gulf countries may 
slow down in the short and medium terms, “as asset 
managers increase their allocations to ‘safe-haven’ 
assets and reduce their exposures to higher risk 
investments.” In the long term, they “may benefit 
from a re-direction of foreign investment from the 
world’s largest economies”.14
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• With the economic growth rates slowing down due 
to lower output and higher costs, it would affect the 
oil price and market negatively.

• Another vulnerable area is technology. The countries 
in the region, especially Saudi Arabia and the UAE, 
have enhanced deployment of 5G to digitalise 
their economies and societies. China’s Huawei is a 
powerhouse of the fifth generation of mobile phone 
networks and has undertaken several technology 
infrastructure projects in the Gulf countries. The 
US efforts to curtain Huawei could impact such 
ventures.   

In such a scenario, Gulf policymakers must hope for the 
best but be prepared for the worst if the tensions push 
the global economy downhill. “The key is to act, not 
react.”15

Conclusion and Recommendations
The ongoing US-China developments are more about 
decoupling from each other’s economic reliance, in a 
geopolitical competitive space, than merely a trade 
or tariff war. After 18 months, the world’s two biggest 
economies signed a “phase one” trade agreement in 

January to minimise their trade war. The deal includes 
measures to check intellectual property theft and forced 
technology transfers and enhance Chinese purchase of 
American products, but lacks any specific plan about 
their enforcement.16 Though it is speculated that the 
next phase of trade agreement may be signed before the 
November 2020 election, the competitive bargaining 
process is likely to play out over a prolonged period. 

In general terms, the interests of third countries, 
including those in the Gulf region, lie in minimising 
the negative impact of the decoupling process and 
take advantage of the opportunities offered wherever 
possible. 

But they will need to strike a balance, which is not 
always easy. Taking sides should be avoided unless a 
particular country’s specific national interest requires it 
to do so. This is particularly true for the energy-rich Gulf 
countries, which both the United States and China view 
as strategic.

If forced to choose a side, it is prudent for the Gulf 
countries to balance the short-term tactical gains 
against their long-term strategic interests. The calculus 
for this is likely to differ from country to country.

Source: The Economist Intelligence Unit

Source: The Economist Intelligence Unit
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