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How the US and China Chip Competition Shapes the International Political Economy

Summary


KEY POINTS

1. The concentration of chip production in different countries provides advantages to the countries that stand out in important production processes while creating strategic dependencies.

2. While the US is limiting China's access to advanced chips with export restrictions, China is trying to increase its domestic production with state sponsored investments. 

3. Competition between the US and China affects supply chain costs, companies' business interests, and the distribution of economic earnings.

Semiconductor chips are used in many fields from mobile phones to vehicles, artificial intelligence applications to defense systems. The concentration of important stages in the production chain in some countries and companies causes strategic dependencies in the world economy. Problems that may arise in the supply chain due to these dependencies may affect companies and technology sectors located in different countries. While the United States limits China's access to advanced chips and manufacturing techniques with export restrictions, China is trying to improve its domestic production capacity by making state sponsored investments.
This policy document examines the effects of chip competition between the United States and China on the global supply chain, the economic power of states, and the commercial interests of companies. It notes that restrictions on exports may make it difficult for China to access advanced technologies, and U.S. companies may restrict sales opportunities in the Chinese market. In addition, it argues that these limitations can accelerate China's process of gaining independence in technology. For this reason, it states that states should establish a good balance between their economic interests and national security goals.
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Global Chip Supply Chain & Its Strategic Importance
Semiconductors are produced from materials whose electrical conductivity can be controlled. These are the elements that make up the basic building block of electronic circuits. Chips are used to store information, process data, and control the functions of electronic devices. Computers, smartphones, communication systems, automobiles, artificial intelligence applications, and data centers all depend on these technologies. In addition, advanced chips are also of critical importance in defense technologies and certain military systems (1).
Chip manufacturing consists of various processes such as design, manufacturing tools, physical production, and packaging. These processes are distributed across different countries. For example, while US based companies are prominent in chip design and software issues, TSMC, a Taiwan based company, has an important position in the production of advanced chips. On the other hand, the Netherlands based ASML is the only commercial manufacturer of extreme ultraviolet lithography systems needed for the production of the most advanced chips (1, 2). Due to this specialization, countries are dependent on each other's production capacity and technology.
Due to this structure, the global supply chain becomes even more fragile, both economically and strategically. The theory of “weaponized interdependence” argues that countries that dominate the sensitive points of global economic networks can use their positions to put pressure on other actors (3). The chip competition between the US and China demonstrates how this economic dependency can become a geopolitical tool of power.
The US Export Restrictions and China’s Reaction
The United States has started implementing export bans from October 2022 that restrict China's access to advanced semiconductors and certain technologies used in the production of these products. In December 2024, these measures were expanded to include software, additional production equipment, and high bandwidth memory. The US government argues that the purpose of these restrictions is to limit China's access to technologies that can contribute to developing artificial intelligence and military capabilities (4).
Additionally, the US's policies may change over time. For example, in January 2026, the US Department of Commerce amended its policy on the export of some advanced AMD MI325X and Nvidia H200 chips to China. Accordingly, license applications will be evaluated on a case by case basis, taking into account certain security requirements. With this change, not all export restrictions have been lifted; only a licensing phase subject to inspection has been established for certain products (5).
China is trying to reduce its foreign dependency by investing in the domestic semiconductor industry. In May 2024, China’s third state 
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backed semiconductor investment fund was launched with a capital of 344 billion yuan. This amount was approximately equivalent to 47.5 billion US dollars at that time (6). This large investment clearly reflects China's goal of reducing its dependence on foreign technologies and developing its own production capacity.
Gains and Losses in the Global Chip Competition
Export controls imposed by the United States could complicate China's access to manufacturing technologies and advanced chips. However, these practices may also restrict the sales opportunities of US based companies in the Chinese market. While Chinese technology firms have difficulty accessing some foreign technologies, domestic manufacturers may have more opportunities to find alternative solutions that can replace imported products. CSIS's review for 2026 states that China is accelerating domestic production efforts in the semiconductor sector in the face of export controls, but access to the most advanced technologies still exists as a major obstacle (4, 7).
While countries such as Taiwan and the Netherlands, which specialize in important production processes, continue to maintain their strategic importance, technology companies around the world are being affected by changes in the supply chain. Companies may face additional investment expenses and uncertainties during the stages of shifting production processes to different regions and turning to alternative sources of supply. Therefore, the economic consequences of competition are not one sided. For example, while a country is trying to gain a strategic advantage, the commercial interests of its own firms may also be negatively affected (3).
These developments can be related to the new mercantilism approach. This focuses on the economic orientation of states to direct their activities within the scope of strategic power and national security goals. China's state supported investments and the export controls implemented by the United States reveal that the technological advantage is shaped not only by market competition, but also by international power relations and state interventions (3, 6).
Policy Recommendations
The US should concentrate export controls on clearly defined national security threats and ensure that these rules are more predictable for firms. The effects of the restrictions on the earnings of US companies and China's technological capacity should be addressed in an orderly manner. Furthermore, the United States should strengthen cooperation with important partners such as Taiwan, the Netherlands and Japan. In addition, it should increase its investments in domestic production capacities, qualified labor force and R&D activities. Moreover, expanding the supply chain can strengthen the stability of production around the world by reducing the risks posed by excessive dependence on just one country.
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