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For more than a decade, analysts have warned that the world’s
dependence on China for rare earths represents a structural
vulnerability. What is now clear is that this vulnerability is
not an accident of geology or market forces—it is the product of
a deliberate, long‑term industrial strategy. China has built a
system that gives it the ability to tighten or relax rare earth
supply with precision, shaping global investment patterns in
normal years and exerting geopolitical pressure in crisis years.

Understanding this dynamic requires distinguishing between two
fundamentally different operating environments: the status‑quo
year, in which China maintains disciplined control without overt
confrontation, and the crisis year, in which rare earths become
instruments of statecraft.

Status‑Quo  Year:  Quiet  Scarcity,
Strategic Predictability
In  a  typical  year,  China  does  not  need  to  impose  dramatic
restrictions. Instead, it relies on a calibrated mix of export
licensing,  environmental  inspections,  and  technology  controls
that keep global markets dependent while avoiding the backlash
that a full embargo would provoke.

Heavy  rare  earths—especially  dysprosium  (Dy)  and  terbium
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(Tb)—remain structurally tight. Export licenses are granted, but
volumes are well below historical peaks, and approvals are slow
and politicized. Light rare earths such as NdPr continue to
flow,  but  with  a  clear  preference  for  buyers  investing  in
Chinese  downstream  facilities  or  maintaining  neutral
geopolitical  positions.

This approach preserves China’s leverage while allowing it to
frame  its  actions  as  environmental  stewardship  or  resource
security.  Meanwhile,  non‑Chinese  producers  expand  only
gradually. Brownfield expansions at established players can add
capacity within 1 to 3 years, but greenfield projects still
require 3 to 7 years to reach meaningful output. Many juniors
never progress beyond the promotional stage because prices do
not remain high enough for long enough to justify billion‑dollar
investments.

The  result  is  a  world  that  diversifies  at  the  margins  but
remains  fundamentally  reliant  on  Chinese  separation,
metalmaking,  and  magnet  production.

Crisis  Year:  The  Escalation  Ladder
Comes Into View
A geopolitical shock—whether a Taiwan flashpoint, a sanctions
escalation,  or  a  major  technology  confrontation—changes  the
tempo. China does not leap to a total cutoff; instead, it climbs
a deliberate escalation ladder designed to maximize pressure
while preserving long‑term leverage.

1. Heavy Rare Earth Squeeze
The first move is almost always a tightening of export licenses
for Dy, Tb, and related heavies. These elements are low‑volume
but high‑impact, essential for high‑coercivity magnets used in



missiles, aircraft, and naval systems. Even modest reductions in
export approvals can create immediate stress for defense supply
chains.

2. Country‑Specific Pressure on NdPr
Next comes selective pressure on NdPr. China can slow approvals
for  U.S.,  Japanese,  or  European  buyers  while  maintaining
smoother flows to “friendly” destinations. This forces OEMs to
reroute  purchases  through  intermediaries,  raising  costs  and
injecting uncertainty without formally violating trade rules.
Note that China has already restricted the sales of NdPr and Sm
to end users only. Trading companies or speculative buyers are
strictly prohibited. This puts into question the start-ups of
so-called rare earth metal exchanges outside of China.

3. Technology and Equipment Controls
China  then  restricts  the  export  of  separation  know‑how,
magnet‑production equipment, and alloy recipes. This slows the
development  of  competing  midstream  capacity  abroad,  ensuring
that even if mines open outside China, the world still struggles
to build the processing and magnet‑making infrastructure that
gives rare earths their strategic value. These restrictions are
already in force and have sharply increased the time required
for non-Chinese processors to start or continue business.

4. Short, Sharp Suspensions
Only in the most acute crises does Beijing impose temporary
suspensions  of  certain  exports.  These  are  framed  as
environmental inspections or national‑security reviews and may
last weeks or months—long enough to drain inventories and spike
prices, but short enough to maintain plausible deniability.

A multi‑year, across‑the‑board embargo remains unlikely even in



a crisis, because it would destroy China’s long‑term leverage
and accelerate global diversification.

How Fast the World Can Respond
A crisis does not change geology, but it does change politics,
capital flows, and tolerance for risk.

Brownfield Expansions
With emergency funding and fast-track permitting, established
producers can add incremental capacity in 12–24 months. This
helps, but it cannot fully replace Chinese supply. It cannot be
overlooked that almost all non-Chinese mine production currently
comes from two companies—Lynas Rare Earths Ltd. (ASX: LYC) and
MP Materials Corp. (NYSE: MP)—whose production is overwhelmingly
concentrated  in  light  rare  earth  elements,  particularly
neodymium  and  praseodymium.  Neither  currently  provides  a
meaningful commercial supply of separated heavy rare earths.

Greenfield Projects
Even under ideal conditions, new mines and processing plants
require  three  to  five  years  to  reach  meaningful  output.
Environmental and social constraints remain binding, especially
in OECD jurisdictions.

Substitution and Thrift
EV manufacturers can redesign permanent-magnet motors to reduce
or eliminate Dy/Tb, or shift to ferrites or induction motors in
lower‑performance segments. These changes require one to three
model  years—faster  than  building  new  mines,  but  still  slow
relative to geopolitical crises.



Recycling
Recycling  offers  long‑term  promise  but  limited  short‑term
relief. The legacy and even the new installed base of magnets is
still too small to generate large secondary flows.

In a crisis year, therefore, the world can mitigate but not
neutralize China’s leverage. For two to four years, Beijing
retains the ability to impose severe, targeted pain on defense,
EV, and industrial supply chains.

The Strategic Picture
China’s rare earth strategy is not reactive—it is architectural.
In normal years, Beijing uses licensing, pricing, and technology
controls to shape global investment and encourage foreign firms
to  locate  high‑value  manufacturing  inside  China.  In  crisis
years,  it  uses  the  same  tools—applied  more  aggressively—to
signal  resolve,  retaliate  against  sanctions,  or  extract
concessions.

The  world’s  response  is  constrained  by  time.  Mines  and
processing plants cannot be willed into existence on political
timelines. Substitution and recycling help, but only at the
margins. For the foreseeable future, China retains a structural
advantage: it can tighten supply in weeks, while the rest of the
world needs years to respond.

Conclusion
China  does  not  need  to  eliminate  rare  earth  exports  to
accelerate  its  internal  development  or  exert  geopolitical
pressure. It can achieve more through calibrated, targeted, and
reversible restrictions that preserve long‑term leverage. The
world can diversify, but only slowly. In a status‑quo year, this



means  persistent  dependence;  in  a  crisis  year,  it  means
vulnerability  to  sudden,  strategic  shocks.

For investors, the message is clear: rare earths are no longer
just a materials story—they are a geopolitical barometer. The
companies that can build credible, non‑Chinese supply chains
will not merely benefit from higher prices; they will become
strategic  assets  in  a  world  where  minerals  and  power  are
increasingly intertwined.


