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SUMMARY 

⚫ China has a monopoly on the mining and refining of rare earth elements, which are essential for the 

production of military equipment, electric vehicles, and other strategic products. Amid ongoing US-China 

tensions, China has tightened restrictions on rare earth exports to the US, leaving US manufacturers and 

the defense industry facing supply shortages and soaring prices. 

⚫ The US is promoting domestic production of rare earths and strengthening cooperation in this area with 

other countries. Domestically, it is advancing government-led investment and the development of 

alternative materials. Together with like-minded countries such as Japan, the US has proposed the 

“preferential trade zone for critical minerals” initiative and is working to diversify sources of rare earths by 

establishing a cooperative framework covering mining, processing, and minimum price guarantees. 

⚫ The US initiatives to expand domestic production, collaborate with like-minded countries, and develop 

alternative materials will all take at least two to three years to yield tangible results. The government is 

stepping up its efforts, but over the short term, it appears countries will have to continue to rely on rare 

earth supplies from China.  

1. WHY DOES CHINA HAVE A MONOPOLY ON RARE EARTH PRODUCTION?  

1-1. Definitions and uses of rare earth elements 

Amid the intensifying US-China tensions in 2025, China imposed export restrictions on rare earths as a 

countermeasure to additional US tariffs levied on Chinese goods. The term “rare earth elements” refers to the 

17 elements comprising the lanthanides (atomic numbers 57–71) along with scandium and yttrium. Among 

these, those with higher atomic masses are referred to as medium- and heavy rare earth elements. Because 

mixing trace amounts of rare earth elements with other metals significantly improves performance and durability, 

they are used in manufacturing across a wide range of fields, from military to consumer products (Figure 1). In 

particular, permanent magnets used in electric vehicle (EV) motors require the addition of heavy rare earth 

elements to improve heat resistance. 
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1-2. Rare earth reserves and production 

Approximately 50% of the world’s rare earth reserves and about 70% of rare earth production are concentrated 

in China (Figure 2). Ion adsorption-type deposits, which are rich in medium- and heavy rare earth elements but 

contain no radioactive elements, are concentrated in southern China. While rare earth elements in the medium 

and heavy ranges account for only about 1% to 5% of the total in rare earth mines in the US and Australia, they 

account for as much as 45% in some mines in southern China (Figure 3). 
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1-3. China's strengths in the rare earth production processes 

Before rare earth elements can be turned into final products, they must undergo several processes, including 

mining, refining, reduction of oxides to metals via electrolysis, and magnet manufacturing. Since rare earth 

elements do not exist as individual elements, ore containing multiple elements must be mined and then refined 

into respective elements. Although radioactive waste is generated during the refining process, China has come 

to dominate the market in refining due to relatively lenient regulations on the disposal of such waste1 (Figure 

4). China currently accounts for 90% of the world's rare earth refining capacity. According to estimates by the 

International Energy Agency, China is expected to maintain a 76% share of the refining process up through 

2030, suggesting that China’s dominant position is unlikely to change for the time being. 

 

2. RARE EARTHS USED AS AN ACE IN THE HOLE IN THE US-CHINA STANDOFF  

2-1. China's export restrictions on rare earths  

Under the second Trump administration, the US has imposed various additional tariffs on its trade partners with 

the aim of eliminating its trade deficit and bringing manufacturing back to the US. In particular, with regard to 

China, a tit-for-tat exchange of retaliatory tariffs began in February 2025 with the US imposing additional tariffs 

aimed at blocking the inflow of synthetic drugs (fentanyl), and at one point, the US additional tariff rate on 

Chinese imports reached 145%.  

In April 2025, China introduced an export licensing system2 for seven categories of products related to medium 

and heavy rare earths as part of its countermeasures against the series of additional tariffs imposed by the US. 

As a result, China’s exports of rare earths to the US plummeted to one-twentieth of previous levels between 

 

1 In fact, in areas in the vicinity of rare earth mines in China, health problems and other issues have arisen due to improper waste 

disposal. Please refer to the following reports on investigations of environmental pollution in China. The New York Times, “China 

Has Paid a High Price for Its Dominance in Rare Earths” https://www.nytimes.com/2025/07/05/business/china-rare-earth-

environment.html (Accessed February 19, 2026). BBC, “Poisoned water and scarred hills The price of the rare earth metals the world 

buys from China”https://www.bbc.co.uk/news/resources/idt-66cdf862-5e96-4e6e-90b8-a407b597c8d9 (Accessed February 19, 2026) 

2 China’s export control measures require the acquisition of a license for rare earth exports; it has been noted that the review process 

takes approximately 45 days and that the review procedures and approval criteria lack transparency (Ayaka Hiraki, “The US-China 

Trade War as Seen Through Rare Earth Regulations,” Kinyu Zaisei Business, December 1, 2025 issue). It should be noted that even 

under the previous Biden administration, China had been tightening its export controls on rare earths by implementing measures such 

as a ban on the export of rare earth-related technologies (2023), strengthening its rare earth management system under the Rare Earth 

Management Regulations (2024), and tightening export controls on dual-use goods destined for the US (2024).  

https://www.nytimes.com/2025/07/05/business/china-rare-earth-environment.html
https://www.nytimes.com/2025/07/05/business/china-rare-earth-environment.html
https://www.bbc.co.uk/news/resources/idt-66cdf862-5e96-4e6e-90b8-a407b597c8d9
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April and May, and have been virtually zero since September. In addition, in October 2025, the Chinese 

government announced that it would subject technologies related to the mining, refining, and separation of rare 

earths to export controls; however, at the US-China summit held the same month, it was decided that the 

implementation of these measures would be postponed for one year (Figure 5). In exchange, the US side also 

agreed to lower tariffs on Chinese imports. 

 

 

2-2. Impact of China's rare earth export restrictions on the US  

China's measures have dealt a major blow to the US manufacturing sector since April 2025. In May, production 

at a Ford Motor Company plant was temporarily halted due to difficulties in procuring magnets containing heavy 

rare earth elements. It has since been reported that permits for exports from China have been reinstated, and 

while automobile production is underway, the supply of magnets remains unstable. In addition, within the 

defense industry, there were delays in the delivery of drones purchased by the US military, and in some cases, 

the price of samarium, a material essential for the manufacture of military equipment, rose by a factor of several 

dozen. 
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Many believe that China’s monopoly on rare earth elements, which are essential to the US manufacturing sector, 

and its strategic use of this as a bargaining chip contributed to the temporary truce in US-China tensions in 

October. Recognizing the vulnerabilities in its supply chains, the US has started implementing various measures 

to address the choke points controlled by China. 

3. US EFFORTS TO REDUCE RELIANCE ON CHINA FOR RARE EARTHS   

3-1. US endeavors to boost domestic production  

In its 2022 revision of the List of Critical Minerals, the Biden administration designated individual rare earth 

elements as critical minerals for the first time, with the aim of strengthening the critical minerals supply chain.3 

These efforts have since gained momentum following the change in administration. 

Under the second Trump administration, the initial approach to securing critical minerals, including rare earths, 

focused on expanding domestic production. In March 2025, President Trump issued an executive order to 

expand mineral production capacity within the US, and in April, he selected 10 projects to be prioritized for 

development. In addition, a presidential order promoting the development of seabed mineral resources was 

issued in April. At the same time, also in April, the administration launched an investigation under Section 232 

of the Trade Expansion Act into the threat to national security posed by imports of critical minerals. 

As a compelling example of efforts to expand domestic production capacity, in July 2025, the Department of 

Defense announced a massive investment in MP Materials, a rare earth mining and processing company. The 

Department of Defense agreed to purchase $400 million of the company’s preferred stock convertible into 

shares and provide a 10-year price guarantee for neodymium-praseodymium products and other benefits for 

the products manufactured by the company (Figure 6). The price guarantee of $110 per kilogram offered to MP 

Materials for its neodymium-praseodymium products is nearly double the price of comparable Chinese 

products.4 In addition, in January 2026, it was announced that the US government would acquire shares in 

industry peer USA Rare Earth5 under the “CHIPS Program,”6 a subsidy initiative launched by the Department 

 
3 The Inflation Reduction Act passed under the Biden administration stipulates that the EV tax credit requires that the extraction and 

processing of critical minerals used in the vehicle’s battery take place in the US or in a country with which the US has a free trade 

agreement. Other policies announced included providing funding to MP Materials and initiatives to secure the supply chain for 

neodymium magnets. 

4  Tom Moerenhout, “MP Materials Deal Marks a Significant Shift in US Rare Earths Policy, 

https://www.energypolicy.columbia.edu/mp-materials-deal-marks-a-significant-shift-in-us-rare-earths-policy/ (Accessed February 19, 

2026) In a binding Letter of Intent between the US Department of Defense and Lynas Rare Earths, a major Australian rare earth 

manufacturer, released on March 16, 2026, it was announced that the Department of Defense will contribute approximately $96 

million to purchase light and heavy rare earth products from Lynas and provide a price guarantee of $110/kg for the neodymium-

praseodymium products supplied by Lynas. According to the company's announcement, “This offtake agreement follows the mutual 

decision [by both parties] to modify the original agreement between Lynas and the Department of Defense based on significant 

uncertainty as to whether construction of the heavy rare earth processing facility in Seadrift, Texas, would proceed.” It is believed that 

the reason for this Letter of Intent was that the conditions of the approximately $250 million in aid contracts awarded by the 

Department of Defense in 2023 under the Biden administration were less favorable than the terms, including price guarantees, offered 

to MP Materials, making it difficult for Lynas to continue investing in the US. 

5 USA Rare Earth plans to extract 40,000 tonnes of rare earth elements per day from the Round Top mine in the US starting in 2028, 

and also intends to expand its capacity for alloy production and the manufacture of neodymium magnets. According to a non-binding 

letter of intent (LOI) with the Department of Commerce announced in January 2026, the Department of Commerce will provide a total 

of $1.6 billion (consisting of $277 million in federal funds and a $1.3 billion senior secured loan), while USA Rare Earth will issue 

16.1 million shares of common stock and a warrant for approximately 17.6 million shares to the Department of Commerce. 

6 This program is specified in the National Defense Authorization Act, which sets the broad framework for the annual defense budget, 

suggesting a close relationship between the promotion of the semiconductor industry and national defense. 

https://www.energypolicy.columbia.edu/mp-materials-deal-marks-a-significant-shift-in-us-rare-earths-policy/
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of Commerce to strengthen semiconductor manufacturing and research and development. In addition, the 

government is working urgently to establish a stockpiling system for rare earths intended for civilian use.7 

The US government's primary concern is China's predatory pricing and how to counter that. China has sought 

to strengthen its pricing power through government-subsidized exports of rare earths at low prices and state-

led vertical integration of the rare earth industry. In the aforementioned investment, the US government 

effectively became the largest shareholder, and it can be said that it took considerable risks by providing state-

backed support to counter China’s price offensive.8 However, it is unclear whether the government even has 

the legal authority to enter into such contracts, and coordination among the relevant agencies and departments 

is insufficient. It remains to be seen whether massive investments that favor specific companies will lead to a 

stable supply of products. 

 

 

 

 

 
7 On February 2, 2026, President Trump announced that the US government would invest approximately $12 billion to stabilize the 

supply of critical minerals and begin the first-ever stockpiling of such minerals for civilian use. Of this amount, up to $10 billion in 

direct financing will be provided by the US Export-Import Bank. 

8 In testimony before the US House of Representatives Select Committee on China in November 2025, an executive from MP 

Materials stated that the price guarantees provided by the Department of Defense were intended to counter the Chinese government’s 

market monopoly achieved through predatory pricing. Matt Sloustcher, “Testimony of Matt Sloustcher”, 

https://docs.house.gov/meetings/ZS/ZS00/20251119/118668/HHRG-119-ZS00-Wstate-SloustcherM-20251119.pdf (Accessed 

February 19, 2026)  

https://docs.house.gov/meetings/ZS/ZS00/20251119/118668/HHRG-119-ZS00-Wstate-SloustcherM-20251119.pdf
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3-2. US now collaborating with like-minded nations 

From around July 2025, signs of a shift away from this US policy of self-reliance began to emerge. At the 

meeting held in the same month of foreign ministers of the Quadrilateral Security Dialogue (Quad) between 

Australia, India, Japan, and the US, the launch of the “Quad Critical Minerals Initiative” was agreed upon, and 

at the G7 Summit, the “G7 Critical Minerals Action Plan” was adopted. Although the framework for cooperation 

with like-minded countries was initially viewed as general in nature and having little practical impact, its details 

were fleshed out during trade negotiations with various countries in the latter half of 2025. 9  Under the 

frameworks concluded with Japan and Australia, the agreements call for investment in mining and processing 

projects, 10 the establishment of a fair competitive environment and pricing mechanisms, the prevention of the 

sale of assets that are detrimental to national security, and investment in recycling technologies and the 

utilization of scrap materials.  

In response to this strengthened cooperation with like-minded countries, in January 2026, President Trump 

ordered not to impose additional tariffs for the time being under Section 232 of the Trade Expansion Act and 

directed to negotiate with like-minded countries on agreements that would include minimum price guarantees 

and trade restriction measures. In fact, at the Critical Minerals Ministerial held in February 2026, the US 

proposed a concept for a “preferential trade zone for critical minerals protected from external disruptions by 

enforceable price floors.” Although the details of the framework have not yet been disclosed, the plan is for 

countries to coordinate in imposing additional tariffs to keep prices within the trade bloc stable and ensure a 

stable investment environment, even if China launches a price offensive. While this plan is effective in terms of 

maintaining fair prices, it lacks immediate impact in expanding the supply of rare earths. Furthermore, there are 

significant legal hurdles to overcome, such as ensuring that these additional tariffs are consistent with WTO 

agreements, as well as the need for domestic legislative amendments and parliamentary approval when 

introducing such tariffs in each country. 

As a specific example, in November 2025, the US Department of Defense and MP Materials announced the 

formation of a joint venture to develop a rare earth refinery in Saudi Arabia (Figure 7). In addition, Japan and 

the US have stated that they will promote bilateral cooperation regarding rare earth development in the waters 

around Minamitorishima island.11 The US is exploring ways to divide roles, such as for mining and refining, 

based on each country’s specific characteristics. If it determines that rare earth mining is feasible in Japan, it is 

conceivable that the US might propose joint investment in mining operations in the country.  

 
9 The US has signed agreements and memorandums of understanding on cooperation regarding critical minerals with Japan, Australia, 

Malaysia, Thailand, Saudi Arabia, and other countries. In addition, some trade agreements, such as those with Cambodia and El 

Salvador, include provisions regarding critical minerals. Furthermore, although the details of the agreements have not been disclosed, 

it is reported that the US has signed bilateral critical minerals frameworks and memorandums of understanding (MOUs) with 

Argentina, the Cook Islands, Ecuador, Guinea, Morocco, Paraguay, Peru, the Philippines, the UAE, the UK, and Uzbekistan. 

10 For example, with regard to Australia, the plan is to identify promising projects based on the US-Australia framework, engage the 

private sector, and promote the provision of financing through investment, loans, and loan guarantees, as well as through support and 

insurance for off-take agreements and regulatory reforms. As an initial step, the two governments plan to contribute at least $1 billion 

each, and a project to mine neodymium and other materials in northern Australia has been selected as the focus of their cooperation. 

11 During the rare earth mud dredging trial in the waters around Minamitorishima island, the first batch of rare earth mud was hauled 

aboard on February 1, 2026. At the Japan-US summit held on March 19, 2026, Japan and the US signed a “Memorandum of 

Cooperation Regarding Deep-Sea Mineral Resource Development.” In the memorandum, the two countries affirmed “their intention to 

advance bilateral cooperation” regarding the rare earth mud mining trial being conducted by the Japan Agency for Marine-Earth 

Science and Technology in the waters around Minamitorishima island. Although this trial is still in the research and development 

phase and is expected to take some time to reach commercialization, a working group comprising representatives from both Japan and 

the US is scheduled to facilitate information sharing and technical exchanges moving forward. 
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3-3. Turning to technological development to reduce reliance on rare earths  

The development of magnets that do not use rare earth elements has only just begun in the US and Japan, and 

it is expected to take 5 to 10 years, a medium- to long-term timeframe, before commercialization can be 

achieved. For example, in the US, Niron Magnetics, a startup that manufactures magnets, is developing a rare 

earth-free magnet called the “Clean Earth Magnet” using iron nitride (FeN) (Figure 8). However, even if the 

project proceeds smoothly and the plant becomes fully operational in 2029, it is estimated that it will only be 

able to supply about 20% of the permanent magnets consumed in the US.12 For the time being, the situation in 

which virtually every industry requires rare earth elements is likely to continue. 

 
12 Niron Magnetics, “Niron Magnetics CEO Testifies Before Congress on Urgent Action Needed for Rare Earth Alternatives” at 

https://www.nironmagnetics.com/news/niron-magnetics-ceo-testifies-before-congress-on-urgent-action-needed-for-rare-earth-

alternatives (Accessed February 19, 2026) 

https://www.nironmagnetics.com/news/niron-magnetics-ceo-testifies-before-congress-on-urgent-action-needed-for-rare-earth-alternatives
https://www.nironmagnetics.com/news/niron-magnetics-ceo-testifies-before-congress-on-urgent-action-needed-for-rare-earth-alternatives
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4. FUTURE PROSPECTS   

China’s monopoly in abundant deposits of medium- and heavy rare earth elements and the refining process, a 

dominance expected to continue for the foreseeable future, led to concessions by the US in the US-China trade 

tensions. The US is striving to expand domestic production, diversify the supply chain through cooperation with 

like-minded countries, and introduce alternative materials for practical use. 

However, it remains to be seen whether massive investments in expanding domestic production will lead to a 

stable supply of products, and the development of alternative technologies will also take time. While cooperation 

with like-minded countries, such as through the preferential trade zone initiative, will help safeguard the 

investment environment, it will not immediately increase the supply of rare earths from countries other than 

China; consequently, it is unlikely that the US will be able to reduce its dependence on China within a short 

timeframe of two to three years. Under these circumstances, Japanese companies have the opportunity to 

create new business ventures through collaboration with companies from other like-minded countries on mining 

and smelting projects in the US and other compatible countries, as well as in the development of alternative 

materials. 
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