





























China’s New Semiconductor Policies: Issues for Congress

government, provides direct policy input, and is tasked by the government to
implement certain policies, including the application process for the new IC
measures.®® CSIA’s leadership includes representatives of state research
institutions and former senior officials.’® Members include Chinese military firms
and companies listed on the U.S. Department of Commerce’s Entity List.%

Outlook and Considerations for Congress

Recent congressional initiatives to support the U.S. semiconductor industry stem in part from the
challenge that China poses. Issues before Congress include what should be the appropriate role of
U.S. government in assisting U.S. industry; how best to focus federal financial assistance; the
amount of funding proposed activities would need to accomplish goals for sustaining U.S.
semiconductor competitiveness; and how to coordinate and integrate federal activities internally
and with initiatives of the U.S. semiconductor and related industries. Legislation was introduced
in the 116" Congress (S. 4130 and S. 3933/H.R. 7178), and reintroduced in the 117" Congress
(H.R. 7178), to increase federal funding for semiconductor research and development efforts;
collaboration between government, industry, and academic partners; and tax credits, grants, and
other incentives to spur U.S. production.®

Within these broad considerations for Congress are underlying and overarching questions about
how to address China’s ambitious industrial plans, trade practices of concern, and the role of U.S.
firms and capital in developing China’s emerging semiconductor market. China appears to be
reinforcing its statist approach to developing its semiconductor industry and is continuing to
target U.S. and foreign capabilities in semiconductors and other critical and emerging
technologies. In response, Congress might consider whether additional domestic and global
measures are needed that would seek to more specifically protect and advance U.S. capabilities
and interests vis-a-vis China. Specifically, Congress might consider

e  Whether additional conditions and protections are needed as part of any broad or
specific funding outlays should Congress decide to increase federal government
investments in semiconductors, including R&D and operations. Such provisions
might consider the entire semiconductor supply chain, the life and use of a
particular technology that the government funds, and any potential touchpoints
for China to access or obtain the know-how through the entire lifecycle of a
technology, from the initial research stage through commercialization.

e Relatedly, Congress might consider assessing whether China’s targeting of U.S.
R&D capabilities and open source technologies merits additional government
oversight and controls over U.S. basic and applied research, as well as the
technical expertise that U.S. industry shares with China over open source
technology platforms.

% Dieter Ernst, “China’s Bold Strategy for Semiconductors—Zero-Sum Game or Catalyst for Cooperation?,”
Innovation and Economic Growth Series No. 9, East-West Center Working Papers, September 2016,
https://www.eastwestcenter.org/system/tdf/private/iegwp009_0.pdf?file=1%26type=node%26id=3579; “About CSIA,”
China Semiconductor Industry Association website at http://www.csia.net.cn/wsc/AboutCSIA.asp.

36 “CSIA Leadership,” CSIA website at http://www.csia.net.cn/wsc/CSIALeadership.asp.

37 “CSIA Membership,” CSIA website at http://www.csia.net.cn/wsc/CSIAMembership.asp. For the latest version of
the U.S. Department of Commerce’s Entity List, see https://www.bis.doc.gov/index.php/documents/regulations-docs/
2326-supplement-no-4-to-part-744-entity-list-4/file.

38 For a full discussion of issues and considerations for Congress, see CRS Report R46581, Semiconductors: U.S.
Industry, Global Competition, and Federal Policy, by Michaela D. Platzer, John F. Sargent Jr., and Karen M. Sutter.
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e Congress might explore whether additional conditions or controls are needed on
the export of U.S. semiconductor equipment, tools, and software, which play a
critical role in advancing China’s fabrication capabilities. U.S. sales of these
items to China have increased three-fold since 2014 when the Chinese
government launched its national semiconductor policy.

e Congress might consider whether new global trade rules or arrangements are
needed. Congress might consider whether to encourage the Biden Administration
to accelerate efforts with Japan and the EU to develop new plurilateral rules to
counter Chinese state subsidies and other practices of concern. Congress might
consider whether to press the Administration for joint action and collaboration on
R&D and export controls among allies and like-minded countries as part of
efforts to foster resiliency in critical U.S. supply chains.
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Appendix.

Table A-1. Selected Highlights of China’s Policies Promoting the Semiconductor and
Software Industries

(August 2020)
Measure Selected Provisions for Enterprises and Projects Encouraged by the State
Corporate General:
Income Tax

e  Preferential treatment is provided for technology and inputs that cannot be produced in

(CIT) China or whose performance cannot meet demand.
P
e  Losses incurred in a tax year can be carried forward to subsequent years for up to 10
years.
e The preferential tax policy period starts from the first year an enterprise makes a profit,
or when a project receives income from production and operations.
e The conditions and scope of preferential tax policies shall be dynamically adjusted
according to technological progress.
IC Manufacturing:3?
e |C production lines (28 nanometers (nm) and below) are exempt from CIT for |0 years.
e |C production lines (65 nm and below) are exempt from CIT for 5 years.
e |C production lines (130 nm and below) are exempt from CIT for 2 years and pay half
the statutory rate (12.5%) for the next 3 years.
IC Design, Equipment, Software, Materials, and Packing and Testing:
e Exempt from CIT for the first two years and pay a 12.5% rate for the subsequent 3 years.
o Key IC design and software firms are exempt from CIT for the first 5 years; and pay a
10% rate for subsequent years.
Trade and Value Added Tax (VAT)
Trade-Related |,  p eferential value-added tax policies are continued.
Taxes

Import VAT
e Imports of new equipment may pay the VAT in installments.
Import Tariffs

e Producers of logic and memory chips (65 nm and below), specialty processes (0.25
microns or less) compound ICs (0.5 microns or less), and advanced packaging and testing
companies may import duty free key raw materials and inputs, including: masks, 8-inch
and above silicon single crystals and wafers, photoresists, packaging substrates, special
building materials for clean rooms and related systems, manufacturing equipment, and
related technology (e.g., software and parts).

e |C design and software companies receive preferential customs and import tariff
treatment for manufacturing equipment and testing tools, related software, hardware,
and components.

Export Promotion
e Promote the export of ICs, software and information technology services.

e Support companies in building global sales networks via specific Ministry of Commerce
measures.

e Provide export financing and insurance for certain software contracts.

39 Feature size describes the size of the transistor gate length as measured in billionths of a meter, or nanometers (nm).
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Measure Selected Provisions for Enterprises and Projects Encouraged by the State
Investment e  Strengthen services and guidance for the construction of major IC projects. Guide and
and Financing standardize development of the IC industry (emphasis on planning and avoiding

redundancies).

e Support IC and software companies to integrate resources. National government
departments and local governments should actively support and guide corporate
reorganization and mergers.

e Provide direct financing, equity financing, equity transfer, and other financial support.
Make full use of existing national and local government investment funds to support
development of the IC and software industry. Establish investment funds and increase
investment in these funds. Encourage venture capital fund raising through multiple
channels.

e Encourage local governments to establish mechanisms to provide funding—such as state
financing guarantee funds—that compensate for lending risks.

e  Offer supply chain finance and other financing that uses pledges of a company’s IP, equity,
and accounts receivable as collateral. Provide technology and IP insurance.

e  Encourage financial institutions to provide medium- and long-term loans. Offer innovative
credit products that specifically promote these industries.

e Increase financial support for major projects; guide insurance funds to invest in equities.
Support bank wealth management companies, insurance, trusts, and other non-bank
financial institutions to create specialized asset management products.

e Vigorously support companies to list and raise funds domestically and overseas.
Accelerate China’s domestic listing review process. Smooth exit options for original
shareholders.

e  Encourage companies to issue corporate bonds. Broaden financing channels to allow
firms to issue medium- and long-term bonds as well as short- and medium-term notes.

R&D e Develop R&D capabilities for core technologies of high-end chips; IC equipment and
process technology; IC materials; IC design tools; and basic, industrial, and application
software.

e Establish a new nationwide system for technological research. Continue to use national
key R&D plans and major national S&T projects to provide support.

e Build innovation platforms with “industry characteristics” for advanced storage,
computing, manufacturing, packaging and testing, key equipment, and new-generation
technology. Provide government support to implement these projects.

e Encourage software companies to implement national standards for software quality and
information security. Create |IC standardization organizations, improve the standards
system, and strengthen standard verification.

e A software annex lists specific requirements to boost R&D, IP, and design capabilities in a
range of applications including high-performance processors and field-programmable gate
array (FPGA), and memory chips; smart sensors; and industrial, communications,
automotive, and security chips. The annex covers basic software and software for
industrial production; emerging technology; information security; and applications for key
industries, Party and government offices, and national defense.

Talent e Strengthen academic programs and cultivate advanced-level talent in universities in
accordance with national industrial development needs.

e Encourage cooperation between universities and companies to create pilot
microelectronics colleges. Prioritize the creation of industry-academic integrated
enterprises. Thirty percent of investment amounts in these enterprises can be deducted
from education surcharge taxes.

e  Encourage the government’s-industry funds to increase investment in university
programs, joint industry-corporate programs, and |C talent training.
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Measure Selected Provisions for Enterprises and Projects Encouraged by the State

e  Cooperate with foreign universities and multinational companies, and introduce foreign
teachers and resources to jointly develop China’s talent.

e Attract top foreign experts through talent programs.

e Promote IC personnel international training centers in China to train “urgently needed”
professionals.

e Encourage local governments to reward talent contributions, including engineers and
R&D designers, according to national regulations, and improve financial incentives.

e Create and implement an annual plan to attract and train talent. Guide market
development and talent flows within industry to avoid “vicious” competition.

Intellectual e Encourage companies to register in China their exclusive rights for IC layout designs and
Property software copyrights.
Rights (IPR)

e Vigorously develop IP services that support companies’ IPR protections and legal rights.

e  Strictly enforce IPR protections and increase penalties for violations. Strengthen the
protection of the exclusive rights of digital IC design and software copyrights.

e  Explore creating a mechanism for software legalization that requires all computers sold in
China to have legal or legitimate software pre-installed. Implement government
procurement measures and promote the standardized use of legal or legitimate software
in important industries.

Market e Support the creation of IC clusters and build high-end software industry parks.

Considerations Support backbone enterprises, scientific research institutes, and universities to create

technology accelerators, business incubators, and university science parks.

e  Develop information technology and R&D service businesses that support the
government (e.g., e-government, data centers, and data processing).

e Improve digital privacy and trade-secret protections.
e Promote software products and services that meet government security requirements.

e Strengthen anti-monopoly enforcement, crack down on monopolistic behaviors, review
operators, and maintain fair competition.

e Government support in the role of industry associations and standardization agencies.
Accelerate the formulation of standards for ICs and software. Promote specifications to
evaluate IC quality and software development costs.

International e Encourage domestic universities and research institutes to strengthen cooperation with
Cooperation foreign counterparts.

e Encourage foreign companies to build R&D centers in China.

e Strengthen communication and exchanges between domestic and foreign industry
associations.

e  Support domestic enterprises to cooperate with foreign firms in China and overseas.

e Actively participate in setting global standards.

Supplementary e  All qualified IC and software companies established in China, regardless of the nature
Provisions of ownership, can enjoy this policy.

Source: CRS with information from the Notice of Several Policies to Promote the High Quality Development of the
Integrated Circuit (IC) and Software Industries in the New Era, Guofa [2020] No. 8 issued by the State Council in
August 2020; Notice on the Import Tax Policies for Supporting the Development of the Integrated Circuit Industry and
the Software Industry, Caishui [2021] No. 4 issued by the Ministry of Finance, the General Administration of
Customs, and the State Administration of Taxation on March 16, 2021; and the Notice on the Measures for the
Administration of Import Tax Policies to Support the Development of the Integrated Circuit Industry and Software Industry,
Caishui [2021] No. 5, issued by the Ministry of Finance, the National Development and Reform Commission, the
Ministry of Industry and Information Technology, the General Administration of Customs, and the State
Administration of Taxation on March 22, 2021. This analysis is based on an informal translation and review of
these documents by the author-.
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