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PREFACE

China’s rise on the global stage has been accompanied by an explosion
of facts and information about the country. We can read about China’s
aging population, its stock market gyrations, and its investments in
Africa. We can use websites to track the air quality in Chinese cities,
to monitor China’s actions in the South China Sea, or to check on the
number of Chinese officials arrested on a particular day.

In many respects, this information does what it is supposed to
do: keep us informed about one of the world’s most important powers.
From the boom and bust in global commodities to the warming of
the earth’s atmosphere, Chinese leaders’ political and economic choices
matter not only for China but also for the rest of the world; and we can
access all of this information with a few strokes on our keyboards.

Yet all these data also have the potential to overload our circuits.
The information we receive is often contradictory. We read one day
that the Chinese government is advancing the rule of law and hear the
next that it has arrested over two hundred lawyers and activists without
due process. Information is often incomplete or inaccurate. In the fall
of 2015, Chinese officials acknowledged that during 20002013, they
had underestimated the country’s consumption of coal by as much as
17 percent; as a result, more than a decade of reported improvements in
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energy efficiency and greenhouse gas emissions were called into ques-
tion. We are confused by dramatic but often misleading headlines that
trumpet China’s every accomplishment. More Americans believe (in-
correctly), for example, that China, not the United States, is the world’s
largest economic power. It is a country that often confounds us with
contradictions.

The challenge of making sense of China has been compounded in
recent years by the emergence of Xi Jinping as Chinese Communist
Party general secretary (2012) and president (2013). Under his leader-
ship, significant new laws and regulations have been drafted, revised,
and promulgated at an astonishing rate, in many instances challenging
long-held understandings of the country’s overall political and eco-
nomic trajectory. While previous Chinese leaders recognized nongov-
ernmental organizations from abroad as an essential element of China’s
economic and social development, for example, the Xi-led government
drafted and passed a law to constrain the activities of these groups,
some of which Chinese officials refer to as “hostile foreign forces.” In
addition, contradictions within and among Xi’s initiatives leave obser-
vers clamoring for clarity. One of the great paradoxes of China today,
for example, is Xi Jinping’s effort to position himself as a champion of
globalization, while at the same time restricting the free flow of cap-
ital, information, and goods between China and the rest of the world.
Despite his almost five years in office, questions abound as to Xi’s true
intentions: Is he a liberal reformer masquerading as a conservative na-
tionalist until he can more fully consolidate power? Or are his more
liberal reform utterances merely a smokescreen for a radical reversal
of China’s policy of reform and opening up? How different is a Xi-led
China from those that preceded it?

I undertook this study to try to answer these questions for my-
self and to help others make sense of the seeming inconsistencies and
ambiguities in Chinese policy today. Sifting through all of the fast-
changing, contradictory, and occasionally misleading information that
is available on China to understand the country’s underlying trends is
essential. Businesses make critical investment decisions based on as-
sessments of China’s economic reform initiatives. Decisions by foun-
dations and universities over whether to put down long-term stakes
in China rely on an accurate understanding of the country’s political
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evolution. Negotiations over global climate change hinge on a correct
distillation of past, current, and future levels of Chinese coal consump-
tion. And countries” security policies must reflect a clear-eyed view of
how Chinese leaders’ words accord with their actions in areas such as
the South China Sea and North Korea.

As much as possible, I attempt to assess the relative success or short-
comings of the Chinese leadership’s initiatives on their own merits. In
other words, I ask, what is the Chinese leadership seeking to accom-
plish with its policy reforms and what has it accomplished? I begin
with Xi Jinping himself and lay out his vision for China and its his-
torical antecedents. I then dive into six areas the Xi government has
identified as top reform priorities—politics, the Internet, innovation,
the economy, the environment, and foreign policy. In some cases, there
are competing interests and initiatives to tease out. Nonetheless, taken
together, these separate reform efforts provide a more comprehensive
picture of the arc of Chinese reform over the past five years and its im-
plications for the rest of the world. I conclude the book with a set of
recommendations for how the United States and other countries can
best take advantage of the transformation underway to achieve their
own policy objectives.
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Introduction

IN MID-NOVEMBER 2012, THE World Economic Forum hosted a
breakfast in Dubai for several dozen prominent Chinese scholars,
businesspeople, and government officials.! The Chinese had traveled
there to discuss pressing global matters with their counterparts from
around the world. I was one of a few non-Chinese citizens at the break-
fast and soon noticed that the attention of most of the participants
was not on climate change or youth unemployment but instead on
the dramatic news from home. After months of suspense, the Chinese
Communist Party (CCP) had just revealed the membership of the
Politburo Standing Committee (PBSC)—the seven men selected to
lead the country for the next five years.

Strikingly, most of the Chinese at the breakfast could say little about
the new leaders. In contrast to the American and other democratic polit-
ical systems, which are designed to strip bare the political and personal
inclinations of public officials, the selection of Chinese leadership takes
place almost entirely behind closed doors. It combines a bargaining and
bartering process among former top leaders with a popularity contest
among the two hundred or so members of the Communist Party who
comprise the powerful Central Committee.

The run-up to this particular selection process had been particularly
fraught. It was the first time in two-and-a-half decades that the general
secretary of the CCP had not been hand-picked by Deng Xiaoping,
the transformative leader of the country from the late 1970s until his
death in 1997. Deng had led China out of the turmoil of the Cultural
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Revolution and set the country on its historic path of economic re-
form and opening up. Since the mid-1980s, he had anointed each of
the CCP’s previous four general secretaries: Hu Yaobang, Zhao Ziyang,
Jiang Zemin, and finally Hu Jintao. Without Deng’s imprimatur, the
selection process appeared not only opaque but also at times chaotic.
One top contender, Bo Xilai, the charismatic head of Chongging and
son of one of China’s original revolutionary leaders, Bo Yibo, had
fallen in scandal during spring 2012, eventually landing under arrest
for corruption. Xi Jinping, the heir-designate and eventual winner in
the political sweepstakes, had disappeared for a period of two weeks in
September, giving rise to a raft of rumors concerning his fate. Until the
group of seven men walked onto a stage in the Great Hall of the People
in Beijing shortly before noon on November 15, 2012, the Chinese
people could not state with complete certainty who would be leading
their country.

When [ asked the Chinese at my table what they made of the new
PBSC members, they pointed out that, overall, they appeared to rep-
resent the older, more conservative element within the party. Sixty-
six-year-old former Guangdong Party Secretary Zhang Dejiang, for
example, possessed a degree in economics from North Korea’s Kim 1I-
Sung University and was known above all for his poor handling of the
early 1990s SARS epidemic and his repressive approach to the media.
In contrast, fifty-seven-year-old Wang Yang, Zhang’s dynamic and
reform-oriented successor in Guangdong, was left waiting in the wings.
(He was selected for the still prestigious, but less powerful, Politburo.)
Beyond such generalities, however, my Chinese colleagues could say
little. Indeed, Xi Jinping, who at fifty-nine years of age now stood at the
apex of the Communist Party as general secretary and would just four
months later become president of the country and head of the military,
was largely an unknown quantity. Despite three decades of government
service, Xi’s accomplishments, temperament, and leadership qualities
remained a question mark.

The Xi Vision
The new general secretary did not leave the Chinese people or the rest
of the world wondering for long. Speaking at a press conference shortly
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after the new leaders made their appearance at the Great Hall of the
People, Xi outlined his priorities. He spoke of the need to address the
endemic corruption that plagued the Communist Party and to ensure
that the party served the people. Fighting corruption would soon be-
come the signature issue of his first years in office.

The essence of Xi Jinping’s vision, however, was his call for the great
revival or rejuvenation of the Chinese nation. Reflecting on China’s five
thousand years of history, Xi referenced the country’s “indelible con-
tribution” to world civilization.? At the same time, he acknowledged
that efforts by successive Chinese leaders to realize the great revival of
the Chinese nation had “failed one time after another.”® The rejuve-
nation narrative is a well-understood and powerful one in China. It
evokes memories of the country as the Middle Kingdom demanding
tribute from the rest of the world; China as a source of innovation, cre-
ating paper, gunpowder, printing, and the compass; and China as an
expansive, outward-facing power, with Ming dynasty Admiral Zheng
He commanding a naval fleet of more than three hundred ships and
sailing throughout Asia to the Horn of Africa and the Red Sea. Left
out of the rejuvenation narrative, but etched deeply into the minds of
many Chinese, are those periods of Chinese history that evoke shame,
such as the one hundred years of humiliation (1849-1949), when China
was occupied and invaded by foreign powers, or the periods that re-
main the black holes of contemporary Chinese history, in which the
Chinese people suffered at the hands of their own government, such as
the Great Leap Forward, the Cultural Revolution, and the Tiananmen
Square massacre.

During his tour of “The Road toward Renewal” exhibition at the
National Museum of China just two weeks later, Xi again underscored
the theme of China’s rejuvenation, calling it “the greatest dream for
the Chinese nation in modern history.”* The site of Xi’s speech at the
National Museum was not accidental. While much of Chinese history
is marked by revolutions, political and social upheaval, and discontinu-
ities in leadership and political ideologies, the museum celebrates the
ideal of continuity in Chinese history. Quoting from both Mao and
ancient Chinese poets, Xi used the museum as a backdrop to make
clear the linkages between an imperial China and a China led by the
Communist Party.
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In the following months, Xi elaborated further on his vision for the
country. He equated his call for rejuvenation with the “Chinese Dream”
(Zhongguo meng,EF‘@i). For Xi, the Chinese Dream was premised
on the attainment of a number of concrete objectives: China should
double its per-capita GDP from 2010 to 2020; it should have a military
“capable of fighting and winning wars”; and it should meet the social
welfare needs of the people. There also should be no doubt concerning
the country’s ideological future: Xi declared, “The selection of path is
a life-or-death issue for the future of the CPC. We should unswerv-
ingly uphold socialism with Chinese characteristics . . . the superiority
of our system will be fully demonstrated through a brighter future.”
To this end, a robust Communist Party at the forefront of the political
system was of paramount importance. Xi was also careful to distin-
guish the Chinese Dream, rooted in collective values, from the more
individualistic American Dream, noting that the great rejuvenation of
the Chinese nation “is a dream of the whole nation, as well as of every
individual,” and that “only when the country does well, and the nation
does well, can every person do well.”®

Not all Chinese shared Xi Jinping’s particular understanding of the
Chinese Dream. Some argued that the Chinese Dream was a dream of
political reform or constitutionalism, in which the Communist Party
would not be above the law but instead would be bound by it. Others
said that it was a dream to better Chinese society through improve-
ments in food safety or the quality of the environment. And still others,
drawing on the American Dream, called for individual dreams and
pursuits to be respected. Over the course of his first year in office, Xi
began to incorporate some of these other elements, such as opportun-
ities for better education, higher income, and a cleaner environment,
into his dream narrative.” Yet it remained at heart a call for a CCP-led
China to reclaim the country’s ancient greatness.

Xi is not the first modern Chinese leader to use the theme of rejuve-
nation to remind the Chinese people of past glories in an effort to bind
them to modern China. Deng Xiaoping talked about the “invigoration
of China,”® and his successors Jiang Zemin and Hu Jintao both called
for the “great rejuvenation of the Chinese nation.” Over the course of
more than three decades as China experienced a dizzying period of eco-
nomic and political reform and opening up to the outside world, all of
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China’s modern leaders sought to build a China that could reclaim its
place as a global power.

Yet in seeking to realize this common vision, Xi and the rest of the
Chinese leadership have parted ways with their predecessors. They
have elected a way forward that largely rejects the previous path of re-
form and opening up: instead there is reform without opening up. In
a number of respects, the leadership has embraced a process of insti-
tutional change that seeks to reverse many of the political, social, and
economic changes that emerged from thirty years of liberalizing re-
form. The Chinese leaders have also shed the low-profile foreign policy
advanced by Deng Xiaoping in favor of bold initiatives to reshape the
global order.

These dramatic shifts reflect in large measure a belief on the part of
Xi Jinping that China at the time of his ascension was at an inflection
point. The post-Mao era of reform and opening up had yielded signif-
icant gains: double-digit growth for more than two decades, and in-
ternational admiration for China’s economic and other achievements.
Yet as Xi rose up through the party ranks, he also had a front-row seat
to the mounting challenges facing the country: the Communist Party
had become corrupted and devoid of an ideological center, the provi-
sion of public goods had fallen dramatically behind society’s needs, and
even the economy needed a new infusion of reform. In the eyes of Xi,
nothing less than dramatic, revolutionary change could save the party
and the state and propel China forward to realize its full potential as a
great power.

Xi’s Inheritance

By the time of Mao’s death in 1976, the Chinese leadership had just
begun the process of recovery from the political strife, social upheaval,
and economic impoverishment that marked much of his quarter-cen-
tury tenure. Xi Jinping himself had experienced some of the worst of
Mao’s excesses. In the early 1960s, his father, a leading revolutionary
figure and former vice-premier of the government, was branded a
traitor and jailed for his bourgeois background. Soon after, fifteen-year-
old Xi was “sent down” to a remote village where he labored for several
years on an agricultural commune. Rather than feel bitter toward the
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Communist Party for his family’s difficulties, Xi became determined to
join the party, applying for membership multiple times before finally
being accepted in 1974. And in 1975, when Premier Zhou Enlai set out
the Four Modernizations (agriculture, industry, science and technology,
and military) to begin the process of revitalizing China’s economy and
society, Xi Jinping began his own journey alongside that of the country.
He returned to Beijing that same year as a worker-peasant-soldier stu-
dent to study chemical engineering at Tsinghua University, one of
China’s most prestigious academic institutions. Xi’s university educa-
tion during this time, however, was still shaped by Mao’s revolutionary
impulses, with significant periods of time devoted to learning from
farmers and the People’s Liberation Army, as well as studying Marxism-
Leninism. (Only in 1977, with the reintroduction of exams for univer-
sity entrance, did academics begin to reclaim a more dominant place in
Chinese university life.)

The deaths of Mao Zedong and Zhou Enlai in 1976 were followed
by a brief and bloodless power struggle that resulted, by 1978, in the
ascension to power of Deng Xiaoping. Deng and his supporters ce-
mented the Four Modernizations as the direction of the country and
initiated a wholesale reform of the country’s economic and political
system—a transformative process that Deng would later call “China’s
Second Revolution.” In the early 1980s, the Chinese leadership began
to relax the tight state control that, in one way or another, had de-
fined China’s economic and political system since the 1950s. In the
economic realm, this signaled the beginning of a transition from a
command to a more market-driven economy. Deng devolved signif-
icant economic authority to provincial and local officials, removing
political constraints on their economic activities and diminishing
Beijing’s ability to influence the development and outcome of these
activities. China also invited participation from the international
community in China’s economic development through foreign di-
rect investment and trade. By 1984, the government had opened up
fourteen port cities along China’s coast to foreign investment in spe-
cial economic zones. In the mid-to-late 1990s, the state began in ear-
nest to dismantle many of the state-owned enterprises, which had
been the foundation of the urban economy, to encourage the expan-
sion of private and cooperative ventures, and to energize the rural
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economy through the development of smaller scale township and vil-
lage enterprises. The result was dramatic: average growth rates that
exceeded 8 percent annually for more than two decades—elevating
hundreds of millions of Chinese out of poverty, and earning China
significant respect internationally.

Jiang Zemin, who assumed the position of general secretary of the
Communist Party in 1989 and president of the country in 1993,' further
elevated the role of the private sector in the Chinese political system,
actively welcoming successful businesspeople into the party for the
first time. China’s turn outward to the rest of the world also expanded.
China joined the World Trade Organization in 2001, and Jiang, along
with Premier Zhu Rongji, encouraged the country’s state-owned en-
terprises and other economic actors to “go out” in search of natural
resources to fuel Chinas continued economic growth. Hundreds of
thousands of Chinese relocated throughout the world for work and
study. By 2008, China’s reputation as an economic heavyweight was
established and further burnished by its strong standing in the midst of
the global financial crisis.

Changes in the economic realm were matched by reforms in the
political sphere. A collective leadership and more institutionalized suc-
cession process replaced the highly personalized nature of governance
at the top of the political system; significant political authority was de-
volved from central to local officials; and China embraced assistance,
policy advice, and financial support from the international commu-
nity. Moreover, as the government retreated from the market, it also
retreated from its traditional role as social welfare provider, encour-
aging private, nonstate actors to fill the gap in areas such as educa-
tion, medical care, and environmental protection; in the mid-1990s,
Beijing allowed the establishment of formally approved and registered
nongovernmental organizations (NGOs), enabling the rapid develop-
ment of civil society. The advent of the Internet also elevated the role of
civil society in Chinese governance. Despite maintaining controls over
certain types of political content, by the mid-to-late 2000s, the web
had become a virtual political space, with greater transparency, polit-
ical accountability, and rule of law (in which Chinese citizens used the
Internet to investigate crimes, seek justice for victims, and even push to
overturn wrongful convictions) than existed in the real political system.
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The era of President Hu Jintao and Premier Wen Jiabao (2002—2012)
also marked the beginning of a more concerted public diplomacy effort.
The leadership proclaimed Chinas “win-win” philosophy and worked
hard to reassure Beijing’s neighbors and the rest of the world that
China’s rise would be peaceful and, as its fortunes grew, so too would
those of its partners. In summer 2008, Beijing hosted a world-class
Olympic Games that earned accolades internationally and cemented
the reputation inside Chinese political circles of the senior official who
oversaw preparations for the games, new Politburo member and rising
political star Xi Jinping.

The continued strength of the Chinese economy throughout the
global financial crisis also introduced a new element into the country’s
foreign policy. Increasingly there were calls within China for the country
to assume its rightful place on the global stage as a world leader, ca-
pable of shaping international norms and institutions. As the United
States struggled to climb out of economic recession, senior Chinese
economic, military, and foreign policy officials argued that the decline
of the United States and the rise of China—long predicted to occur at
some time during the twenty-first century—had begun. China’s mil-
itary, the beneficiary of double-digit budget increases for more than
a decade, started to grow its ambitions alongside its capabilities. By
the late 2000s, the Chinese leadership had progressed from rhetorically
staking its claims to maritime sovereignty in the East and South China
Seas to using its military prowess to realize them. Sitting at the helm
of a small group of senior officials overseeing these moves in the South
China Sea was Xi Jinping.

China’s economic and foreign policy triumphs notwithstanding, by
the time of Xi’s ascension to power, there was also a growing sense
within the country that significant contradictions had emerged in the
political and economic life of China. The Communist Party had lost its
ideological rationale and, for many of its more than 8o million mem-
bers, the party served as little more than a stepping-stone for personal
political and economic advancement. Corruption—an issue that Xi
put front and center as he moved up the party ranks—was endemic
throughout the party and the economy. And while three decades of
“go-go” economic growth had brought significant economic benefits to

the Chinese people, Beijing had failed to attend to the need for public
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goods such as environmental protection and healthcare. The social wel-
fare net, dismantled along with many of the state-owned enterprises,
had not been fully replaced, and, critically, distribution of social wel-
fare benefits had not kept up with changing work patterns: more than
200 million migrant workers, who toiled in the city’s factories or con-
struction sites, could not legally live, receive medical care, or educate
their children in the cities in which they worked. The number of pop-
ular protests in the country rose to more than 180,000 by 2010. Even
the Chinese economy, while still posting growth rates well beyond
those of any other country, began to slow. A few outlier economists in
China and the West sounded alarm bells about structural weaknesses.
Investment-led growth was taking its toll, contributing to skyrocketing
levels of public and corporate debt. And for all its impressive economic
gains in low-cost manufacturing, China had little to show in the way
of innovation or the development of the service sector, the markers
of the world’s advanced economies. By the time of Xi’s ascension to
the top job, despite a number of noteworthy economic and foreign
policy achievements, the Hu Jintao era had become known as the “lost
decade.” Xi Jinping took power determined to change China’s course.

Charting a New Course

In a 2000 interview in the Chinese journal Zhonghua Ernu, Xi Jinping
then governor of Fujian Province, shared his perspective on leadership.
A new leader, he stated, needed to “continue working on the founda-
tions” laid by his predecessor but at the same time “come in with his
own plans and set an agenda during the first year.” He likened leader-
ship to a relay race, in which a successor has to “receive the baton prop-
erly” and then “run it past the line.”" More than a decade later at his
first press conference in 2012, Xi reiterated the baton analogy, stating
that the responsibility of the party leadership is to “take over the relay
baton passed on to us by history” to achieve the “great renewal of the
Chinese nation.”

In receiving the baton, however, Xi and his team have set out to
run the race differently from their predecessors—with a distinctive
new strategy and at an accelerated pace. They have moved away from
a collective leadership to elevate Xi as the preeminent leader, deepened
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the role of the Communist Party and state in society and in the
economy, and sought to elevate China’s role in world affairs. Not every-
thing is new. Some of the initiatives, such as the heightened attention
to corruption within the Communist Party and more assertive behavior
in the South and East China Seas, reflect impulses and tendencies that
emerged during the latter stages of Hu's tenure (2007-2012) or even
before. Yet Xi and the rest of the Chinese leadership have amplified
these efforts in ways that have transformed China’s domestic political
landscape and its role on the regional and global stage. (While pro-
vocative actions by China and other claimants in the South China Sea
were commonplace, for example, Beijing’s massive land reclamation
and militarization of the islands in the South China Sea did not begin
until 2014.) In describing China today, dean of Peking University’s
School of International Relations, Jia Qingguo, suggested to me that Xi
Jinping had ushered in the third, thirty years of contemporary Chinese
history—crystallizing my sense that Deng’s “second revolution” had
drawn to a close. Xi Jinping’s “third revolution” was underway.

The Revolution Has Begun

The ultimate objective of Xi’s revolution is his Chinese Dream—the
rejuvenation of the great Chinese nation. As noted earlier, however,
Xi’s predecessors shared this goal as well. What makes Xi’s revolution
distinctive is the strategy he has pursued: the dramatic centralization
of authority under his personal leadership; the intensified penetration
of society by the state; the creation of a virtual wall of regulations and
restrictions that more tightly controls the flow of ideas, culture, and
capital into and out of the country; and the significant projection of
Chinese power. It represents a reassertion of the state in Chinese polit-
ical and economic life at home, and a more ambitious and expansive
role for China abroad.

Over the course of Xi Jinping’s tenure as CCP general secretary and
president, he has accrued progressively more institutional and personal
power. Unlike his immediate predecessors, he has assumed control of all
the most important leading committees and commissions that oversee
government policy; demanded pledges of personal loyalty from mili-
tary and party leaders; eliminated political rivals through a sweeping
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anticorruption campaign; and adopted the moniker of “core” leader,
which signifies his ultimate authority within a traditionally collective
leadership. By many accounts, Xi is the most powerful leader since Mao
Zedong.

Xi and the rest of the Chinese leadership have also expanded the role
of the state in society and increased the power of the organs of party and
state control. Writing in 2000 about the transition from Mao Zedong
to Deng Xiaoping, China scholar David Shambaugh noted, “If one of
the hallmarks of the Maoist state was the penetration of society, then
the Dengist state was noticeable for its withdrawal. The organizational
mechanisms of state penetration and manipulation were substantially
reduced or dismantled altogether.””® The current Chinese leadership,
however, has launched an aggressive set of reforms that augments rather
than diminishes the party’s role in political, social, and economic life.
For example, while the government welcomes NGOs that help fulfill
the objectives of the Communist Party, advocates for change or those
who seek a greater voice in political life, such as women, labor, or legal
rights activists, increasingly risk detention and prison. Moreover, while
promising a continued opening up of China’s market, the Chinese
leadership has nonetheless moved to support and strengthen the role of
the party and state in the economy.

This enhanced party control also extends to efforts to protect China’s
society and the economy from foreign competition and influence. Xi
Jinping has increasingly constrained the avenues and opportunities by
which foreign ideas, culture, and, in some cases, capital can enter the
country by building a virtual wall of regulatory, legal, and technolog-
ical impediments. Yet the wall is selectively permeable. While progres-
sively less is permitted in, more goes out. Xi has pushed, for example,
to enhance significantly the flow of ideas and influences from China
to the outside world, through the Chinese media, Confucius Institutes
(Chinese government—sponsored language and cultural centers), and
think tanks. Similarly, the Xi government encourages capital targeted
at specific sectors or countries to flow out of China (although at times
restricting the flow of capital to other sectors or countries).

And finally, Xi Jinping’s call for the rejuvenation of the great Chinese
nation has accelerated the nascent shift begun during Hu Jintao’s
tenure to move away from a commitment to maintaining a low profile



12 THIRD REVOLUTION

in international affairs to one that actively seeks to shape global norms
and institutions. He has established China’s first overseas military logis-
tics base; taken a significant stake in strategic ports in Europe and Asia;
championed China as a leader in addressing global challenges, such as
climate change; and proposed a number of new trade and security in-
stitutions. Xi seeks to project power in dramatic new ways and reassert
the centrality of China on the global stage.

Many elements of these reforms—the strong drive of the current
Communist Party leadership to control the flow of information or to
exert control over economic actors, for example—and Beijing’s efforts
to be more proactive internationally are hallmarks of various periods
throughout Chinese history. Nonetheless, they run counter to recent
Chinese history. Xi seeks his own model of politics and foreign policy: a
uniquely Chinese model that he believes will deliver his Chinese Dream
and perhaps become a standard bearer for other countries disenchanted
with the American and European models of liberal democracy.

The Third Revolution Takes Hold

To understand the nature and magnitude of the People’s Republic of
China (PRC)’s third revolution, I took a journey through scores of Xi
Jinping’s speeches and commentaries to understand how he prioritized
his agenda for change. The next six chapters, outlined below, reflect
the range of his reform priorities, beginning with the political and
cyber arenas, continuing to a set of economic concerns—innovation,
state-owned enterprises, and the environment—and concluding with
a broad look at Xi’s foreign and security policies. Each chapter explores
how the Chinese leadership has moved forward to advance its object-
ives, as well as the intended and unintended consequences of its new
approach. The final chapter lays out a set of recommendations for the
United States and the international community to cooperate or coor-
dinate with and—when necessary—confront this transforming and
transformative power.

Chapters 2 and 3 explore the centralization of power and the growing
presence of the Communist Party in political life. Chapter 2 focuses
on the real-world applications of Xi Jinping’s transformation of po-
litical institutions and processes—the elevation of his personal power,
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the use of mass campaigns, and the adoption of legal reforms, among
others. Chapter 3, in turn, looks at the parallel world of state—society
relations in the context of the Internet. Over the course of the 2000s,
the Internet became a virtual political world, offering the opportunity
for the blossoming of civil society, wider political commentary, and
enhanced transparency and accountability within the political system.
The current Chinese leadership, however, has used new technological
advances, pressure on Internet companies, and a cyber-army to control
content—both generated domestically and produced outside China.
These measures, along with new Internet regulations, have sharply di-
minished the vibrancy of China’s Internet as a political space.
Chapters 4, 5, and 6 explore three areas at the heart of Xi’s drive to
modernize the economy—state-owned enterprises, innovation, and air
quality. In the economic arena, the Xi-led government earned plaudits
internationally for the bold and extensive reform agenda it outlined in
November 2013 at the Third Plenum of the 18th Party Congress. While
publicly advocating greater market reform and integration with the in-
ternational economy, the Xi-led government is nonetheless maintaining
and even enhancing the role of the party in the economy. It is intervening
aggressively to protect the economy from the vicissitudes of the market,
shielding it from foreign competition, and more actively intervening in
economic decision-making at the firm level. Chapter 4 looks explicitly
at the fate of state-owned enterprise (SOE) reform and reveals that far
from reducing the role of SOEs in the economy and the party’s role in
SOE:s, the state has elevated their importance as national champions
and intensified the role of the party in SOE decision-making,.
Innovation, a top priority for the Chinese government, reflects a
more mixed reform picture with both state and market forces playing
important roles. Chapter 5 explores the Chinese government’s efforts to
support the development of an indigenous electric car market and finds
that despite calls for greater competition, the government continues
to protect the industry from foreign competition and to prevent the
market from determining winners and losers through initiatives such
as Made in China 2025. While political and economic support for tar-
geted strategic industries, such as electric cars, provides valuable time
for nascent industries to develop and capture market share, it also puts
at risk the economic efficiencies and drive to innovate that emerge from
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true competition. Even in China’s booming start-up technology sector,
intervention by local governments threatens to keep weak actors alive
while crowding out investment opportunities for potentially stronger
technologies.

Growing societal pressure has vaulted environmental protection to
the top of the Chinese leadership’s agenda. Chapter 6 looks at China’s
economic reform effort through the lens of the leadership’s efforts to
reconcile its desire for continued rapid economic development with
the popular demand for clean air and improved public health. The
leadership has adopted a multifaceted program including traditional
top-down campaigns to control pollution, institutional reform within
the legal and environmental systems, and controlled access for civil so-
ciety through participation in environmental NGOs or other forms of
popular activism. The result has been a mix of success and failure, with
success for some parts of the country earned on the backs of others.
Ultimately, the government’s efforts are hindered in significant measure
by a continued priority on economic growth, poor implementation of
top-down initiatives, and the relaxation of environmental regulations
to accommodate the competing priority of economic development.

Chapter 7 assesses both the form and substance of China’s growing
international political, economic, and security presence, exploring the
new initiatives and institutions put forth by the Chinese leadership to
help transform the country into a global leader. Even as it has worked
to seal off China’s borders from foreign ideas and competition, it has
sought to project Chinese power internationally and to assert itself as
a champion of globalization. It has launched the grand-scale Belt and
Road Initiative (BRI), which, if successful, will link countries in every
region of the world through infrastructure, digital communications,
finance, and culture. In the process, it has the potential to transform
not only trade and investment relations but also international relations
more broadly. It has also promoted a “go out” strategy for Chinese
media, think tanks, and overseas language and cultural institutions to
enhance Chinese soft power. Ultimately, chapter 7 finds that while the
Chinese leadership has adopted policies and established institutions
that have the potential to transform China into a global leader, the
content of these initiatives lags behind. Moreover, Xi Jinpings efforts to
seal off China’s borders from foreign ideas and economic competition
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have engendered criticism in the international community and further
undermined the country’s ability to lay claim to global leadership.

The final chapter explores several implications of Xi Jinping’s reform
efforts for the United States. It proposes recommendations for how the
United States can best advance its interests in the era of Xi Jinping’s
China, including strengthening the economic and political pillars of
U.S. policy toward Asia, leveraging Xi Jinping’s ambition, adopting
standards of reciprocity, coordinating policies with allies, and ensuring
China lives up to its stated commitments to international leadership,
among others.

Broader Lessons of the Third Revolution

Taken together, these chapters provide a deeper understanding of how
Xi’s model is taking root and transforming Chinese political and ec-
onomic life. They also offer several broader insights into the changes
underway and their implications for the rest of the world.

First, the Xi-led leadership is playing a long game. The government’s
preference for control rather than competition—both in the eco-
nomic and political realms—often yields policy outcomes that ap-
pear suboptimal in the near term but have longer strategic value. By
enhancing the role of the state and diminishing the role of the market
in the political and economic system, as well as by seeking to limit
the influence of foreign ideas and economic competition, the lead-
ership has deprived itself of important feedback mechanisms from
the market, civil society, and international actors. Xi’s centralization
of power and anticorruption campaign, for example, while affording
him greater personal decision-making authority, have actually con-
tributed to slower decision-making at the top, increasing paralysis at
local levels of governance, and lower rates of economic growth. Yet,
Chinese leaders tolerate the inefficiencies generated by nonmarket ac-
tivitcy—such as a slow-processing Internet or money-losing SOEs—
not only because they generally contribute to their political power
but also because they afford them the luxury of longer-term strategic
investments. Thus, the government encourages SOEs to undertake
investments in high-risk economies (that no other country or mul-
tinational would support) in support of its BRI. Decisions that may
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appear irrational in the context of liberal political systems and market-
based economies in the near term thus often possess a longer-term
strategic logic within China.

Second, Xi’s centralization of power and growing control over infor-
mation mean it is difficult to assess the degree of real consensus within
China over the leaders’ policy direction. While less robust than during
previous times, wide-ranging debate within the Chinese scholarly and
official circles over the merits of many of the regime’s current policies
continues. A significant drop in the amount of foreign direct investment
flowing into the country—attributed by a number of Chinese scholars at
least in part to the anticorruption campaign—for example, has contrib-
uted to consternation in policymaking circles and calls for change in the
nature of the anticorruption drive. The growing penetration of the state
in economic and political life has raised concerns among many of China’s
wealthiest and most talented, prompting them to seck refuge for their
capital and families abroad. Even Xi’s signature BRI has produced critical
commentary from Chinese scholars and business leaders, who are con-
cerned about the lack of economic rationale for many of the proposed in-
vestments. More dramatically, there are indications of dissent within the
top echelons of the Communist Party. In the lead-up to the 19th Party
Congtess in October 2017, at which Xi Jinping was formally re-selected
as CCP general secretary, rising political star Sun Zhengcai was purged
on grounds of corruption and then accused of plotting against Xi person-
ally. It is also plausible that the bold—or in some cases extreme—nature
of Xi’s initiatives may over time produce an equally strong opposition
coalition within China calling for a moderation of his policies.

Third, Xi’s ambition for China to reclaim its greatness on the global
stage offers both new opportunities for collaboration and new chal-
lenges for the outside world. In some cases, Chinese interests and those
of the rest of the world largely overlap. Thus, a number of China’s ini-
tiatives, such as the BRI and Asian Infrastructure Investment Bank,
offer important opportunities for Chinese businesses, while providing
significant new public goods for the rest of the world. Moreover, there
is a clear opportunity for actors in and outside China to leverage Xi’s
ambition for greater Chinese leadership to do more than it might
otherwise. On issues as wide-ranging as Ebola, climate change, and
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proliferation, Xi Jinping’s desire for China to be a leader in a globalized
world has required the country to undertake a greater degree of polit-
ical and often financial commitment than it has previously assumed.
In other words, the rest of the world can challenge China to match its
rhetorical commitment to globalization and international leadership
with its actions on the ground.

At the same time, a more ambitious China is also producing greater
potential for conflict in areas such as operations in the South China Sea
or over the sovereignty of Taiwan. As China proposes and establishes
new international institutions and plays a larger role in established or-
ganizations, how it will exercise its growing influence also becomes a
question of central importance. Thus far, the results are mixed: in some
cases, China appears to uphold traditional norms, while in others it
seeks to pervert or even break with established precedent to realize its
own advantage.

Finally, the greatest emerging challenge—and the one least well un-
derstood—exists at the intersection of China’s dual-reform trajectories.
China is an illiberal state secking leadership in a liberal world order.
The importance of China’s domestic political and economic system for
the rest of the world has never been greater. At one time, the interna-
tional community might have viewed Chinese human rights practices
as a primarily domestic political issue—albeit one that many observers
cared deeply about; now, however, issues of Chinese governance are
front and center in the country’s foreign policy. China exports not only
its labor and environmental practices through investment but also its
political values through a growing foreign media presence, Confucius
Institutes, and—in some cases—government-afhiliated student organi-
zations. Yet China sharply constrains opportunities for foreign cultural,
media, and civil society actors to engage with Chinese citizens. With
its growing economic and political power, China increasingly takes ad-
vantage of the political and economic openness of other countries while
not providing these countries with the same opportunities to engage
within China. Even as its SOEs take majority stakes in mines, ports, oil
fields, and electric grids across the world, it prohibits other countries’
multinationals from doing the same in China. Addressing this partic-
ular challenge requires understanding the new China model within the
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context of a globalized world. It is a combination that provides China
with new levers of influence and power that others will have to learn to
exploit and counter in order to protect and advance their own interests.

Will Xi Succeed?

Does Xi’s third revolution have staying power? There is no compel-
ling evidence that Xi’s revolution is in danger of being reversed, and
the outcomes of the 19th Party Congress suggest that his consolidation
of power and mandate for change have only been strengthened. Xi’s
theoretical contribution to the socialist canon—*Xi Jinping Thought
on Socialism with Chinese Characteristics for a New Era’—was en-
shrined in the Constitution in a manner previously granted only to
Mao Zedong; both Xi’s name and the word “thought” were attached
to his ideas. Xi also avoided naming his successor as general secretary;
this marked a break in a twenty-five-year CCP tradition and was widely
interpreted as leaving open the possibility that Xi would be reselected
as general secretary in 2022. Finally, Xi filled the top positions in the
Communist Party—the PBSC and the Politburo—with his supporters.
By one count, as many as four of the seven members of the PBSC, not
including Xi Jinping himself, and eighteen of the twenty-five Politburo
members are allies of Xi.!

An air of triumphalism also permeated Xi’s three-and-a-half-hour
Party Congress speech as he reported on the accomplishments of the
previous five years, noting that China was at a “new historic juncture.”
He asserted that China has “stood up, grown rich, and is becoming
strong.” For the first time, Xi also raised the prospect that China
could serve as a model of development for other countries by utilizing
“Chinese wisdom” and a “Chinese approach to solving problems.””

In fact, Xi has made significant progress toward achieving his Chinese
Dream: doubling incomes by 2020 and recapturing China’s historic
centrality and greatness in the international system. And the priorities
he has laid out for his next five-year term are overwhelmingly the same
he has pursued to date: fighting corruption, addressing environmental
challenges, pressing forward on economic reform and growth, and en-
suring that the party and its ideals are fully and deeply embedded in
Chinese political and economic life.
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Nonetheless, as the next chapters illuminate, all of his reform pri-
orities face significant and, in some cases, growing contradictions. We
should be alert to the potential of discontent coalescing into a significant
political challenge. Certainly, comparative history is not on Xi Jinping’s
side. Despite a rollback of democracy in some parts of the world, all the
major economies of the world—save China—are democracies.

The primary message of this book, however, is that we must deal
with China as it is today. The strategic direction of Xi’s leadership is
evident and is exerting a profound impact on Chinese political and ec-
onomic life and on the country’s international presence. Much of the
world remains ill-prepared to understand and navigate these changes.
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Heart of Darkness

IN JANUARY 2013, GUANGDONG Province propaganda head Tuo Zhen
took his censor’s pen to the annual New Year’s editorial of Southern
Weekend (Nanfang Zhoumo, ¥ J3 JAIK). The newspaper is renowned
as one of the two or three most investigative and forward leaning
in the country,' and the editorial, “China’s Dream, the Dream of
Constitutionalism” (Zhongguo meng, xianzheng meng, ' [E %, FEE )
was a clever play off of the new CCP General Secretary Xi
Jinping’s Chinese Dream narrative. Instead of calling for a robust
Communist Party at the forefront of the political system, how-
ever, it advocated political reform and constitutionalism. There
was little chance that Tuo would approve such a title. Although
he had been an award-winning journalist in his earlier years, he
had long traded in his investigative eye in favor of a political ca-
reer. He had risen through the ranks first of the Economic Daily
(Jingji Ribao, 27 H#R) and later of the state-run Xinhua news
service before assuming the position in Guangdong, earning a rep-
utation for toeing the party line along the way.? In fact, by the time
the editorial reached Tuo’s desk, the title of the piece had already
undergone a significant edit: Southern Weekend's editor had preemp-
tively softened the title to read “Dreams Are Our Promise of What
Ought to Be Done” (Mengxiang shi women duiying ran zhi shi de
chengnuo, B AEZ TN TR NIIR Z A )2 But Tuo, reflecting the
new mood in Beijing, changed the title yet again to “We Are Closer
Than Ever Before to Our Dreams” (Women bi renhe shihou dou geng

20



HEART OF DARKNESS 21

Jjiejin mengxiang,ﬁmttfifﬂﬁﬁfﬁé%ﬁ%fiﬁ@%&) and removed all
references to any politically sensitive topics.*

As news of Tuo’s censorship spread online, students at Guangdong
Province’s prestigious Sun Yat-sen University drafted a petition that
read: “Our yielding and our silence has not brought a return of our
freedom. Quite the opposite, it has brought the untempered intrusion
and infiltration of rights by power.” The protest went viral, and several
popular national personalities adopted the cause. Well-known race car
driver and cultural blogger Han Han wrote: “They grab you by your
collar, clamp you by the neck, yet at the same time encourage you to
run faster, sing better, and win them more honor.” Fashion and media
mogul Hung Huang spread the word to her millions of microblog fol-
lowers that Tuo’s actions undermined the reformist credibility of the
new Communist Party leadership. The virtual protest also assumed a
physical reality, with a few hundred protestors demonstrating in front
of Southern Weekend’s owner, the Southern Media Group, calling for
freedom of speech and criticizing censorship.® In retaliation, party of-
ficials fired several Southern Weekend journalists and editors and closed
their microblog accounts.”

Censors in Beijing were facing a similar problem. China through
the Ages (Yanhuang Chungqiu, R ¥ FK), the monthly Beijing-based
journal, had also published a New Year’s article attacking the party
for not adhering to the principles of freedom of speech and an in-
dependent judiciary—rights, the editorial argued, enshrined in the
Chinese constitution.® The journal had a degree of political protection.
Over the course of its more than twenty-year history, many former
senior party officials and intellectuals had used it as a forum to publish
pieces calling for political reform. Moreover, the journal’s deputy pub-
lisher, Hu Dehua, was the son of Hu Yaobang, the renowned political
reformer and CCP general secretary from 1982 until 1987, when he was
forced to resign.? Its political pedigree notwithstanding, within days,
the journal’s editors were notified that the Ministry of Industry and
Information Technology had taken away the license for its website."”

The censors’ crackdowns on Southern Weekend and China Through
the Ages were among the first signs of a shifting political wind. The new
Chinese leadership was on the cusp of launching a set of far-reaching
political reforms designed to strengthen the role of the Communist
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Party and party values throughout the Chinese polity. In the fight to
reclaim the legitimacy of the party, there was no room for alternative
voices and perspectives, particularly those that reflected Western ideals.
Leading the charge was CCP General Secretary Xi Jinping, who left
little doubt that he planned to set a new political tone and agenda for
the country. His message of change—like those that would later sweep
through parts of Europe and the United States—was imbued with a na-
tionalist fervor that diminished the value of foreign ideas and influences
and a populist call to action that promised to advance the interests of
the broader citizenry against the entitled elites. Implicit in his message
was also the idea that Xi alone was suited to lead China on the path to
reclaim its greatness. What soon emerged was a full-scale onslaught on
the country’s formal and informal political institutions: top-down cam-
paigns to root out corruption, to reaffirm the core values of the CCP
in party members, and to eliminate the influence of Western ideas in
Chinese society, as well as efforts to reform the legal system to serve the
party’s interests more effectively. One of the new general secretary’s first
orders of business, however, was breaking free of the bonds of China’s
system of collective leadership and establishing himself as the preemi-
nent Chinese leader.

Xi at the Core

In September 2016, I jokingly suggested to a visiting Chinese scholar
that perhaps Xi would stay in office beyond 2022, informally under-
stood as the preordained end date of his tenure. While the scholar at
first rejected the notion, he then laughingly noted that such a situation
might in fact come to pass as Xi had “learned a lot from Mao Zedong,”
the implication being that Xi, like Mao, would not allow himself to be
constrained by party rules or practice. Xi’s decision at the 19th Party
Congress to avoid designating a clear successor as party general sec-
retary, as many had anticipated, suggests that it may not be far from
the truth. Although Xi prefers to view himself in the mode of Deng
Xiaoping, the revered patron of China’s reform and opening up, others
in China are quick to make analogies between Xi’s governing style and
that of Mao, the ruthless revolutionary, who launched a continual
stream of political campaigns to cleanse the party and systematically
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and relentlessly punished his political adversaries in the name of serving
the people.

Xi has emerged as the descendant of both Mao and Deng. Like
both these revolutionary leaders—and unlike his immediate predeces-
sors Hu Jintao and Jiang Zemin—Xi has amassed significant authority
over virtually all policy. Pushing aside decades of institutionalized col-
lective decision-making that acknowledged the general secretary of the
CCP and president of the country as first among equals, Xi Jinping,
like Mao before him, has established himself as simply first. He has
used political institutions and political culture to centralize power in
his own hands." Institutionally, he has created and assumed the chair-
manship of several new, small leading groups and commissions within
the top leadership, including leading groups on “Comprehensively
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Deepening Reform,” cybersecurity,'? and military reform," as well as a

National Security Commission,'

among others. These leading groups
and commissions allow him to manage and coordinate the overall di-
rection of the most important policy arenas. In addition, each leading
group has its own staff, providing Xi a powerbase distinct from that
of the broader governmental bureaucracy. In some instances, such as
that of the leading group on deepening reform, his chairmanship di-
rectly circumvents the power of other top officials, in this case Premier
Li Keqiang, who is nominally in charge of economic policy for the
country.”

Xi’s emerging institutional power is complemented by his elevation
in status in October 2016 to the core, or hexin (1%/(>), of the political
leadership.!® Beginning in January 2016, mentions of Xi as the core
became more frequent, as one provincial leader after another began to
refer to Xi as the core, and party newspapers began to raise the issue of
“emulative consciousness” with reference to Xi.”” In Sichuan Province,
for example, the party secretary hosted a meeting of the provincial
standing committee in which emphasis was placed on protecting the
core leadership position of Xi Jinping."® In late October 2016, at the
Fifth Plenum of the 18th Party Congress, the most notable announce-
ment was that, moving forward, Xi Jinping would be recognized as
the core of the Communist Party. The enshrinement of “Xi Jinping
Thought on Socialism with Chinese Characteristics for a New Era” at
the 19th Party Congress one year later further enhanced Xi’s standing
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by granting his ideas the same status as those of Mao in the party
constitution.

The CCP’s Propaganda Department—or Publicity Department,
as it is sometimes called—and state-run media have also cultivated
a political image of Xi as both admirable and approachable. A song-
writer captured Xi’s visit to a pork bun restaurant—where he dis-
played his common person characteristics by waiting in line with
everyone else—in a Peking-opera-style verse."” Articles referred to
Xi as Xi Dada (translated as “Uncle Xi” or “Big Daddy Xi”) and a
video, “Xi Dada loves Peng Mama” highlighted Xi’s relationship with
his wife Peng Liyuan,?® while another song advised, “If you want to
marry, marry someone like Xi Dada” (yao jia jiu jia xi dada zheyang de
ren, BARHILIG > K ARIXHFER) ). 2 Stories of Xi’s selfless service during
his time in a small village in the Cultural Revolution and pictures of
his return there after becoming president of the country cemented his
image as a powerful leader, who nonetheless is a man of the people.?* As
one Western observer noted, Xi is portrayed as a “tireless, self-sacrificing
servant of the people and of their revolutionary project.”* Some older
Chinese, however, are wary of the intense adulation of Xi. It reminds
them of the personality cult that developed around Mao. As Beijing-
based commentator Zhang Lifan said, “Xi is directing a building-god
campaign, and he is the god.”**

One frequently offered rationale for Xi’s consolidation of power is that
it is necessary to clean up the party and push economic reform. Jinan
University professor Chen Dingding argues along these lines: “Who
has power is less important than who can accomplish what with power.
There is nothing wrong with one leader holding multiple titles as long
as this leader can get things done. And President Xi is getting things
done in China.”® Qutside China as well, analysts suggest that Xi’s
centralization of power is beneficial to the reform effort, contending
that too much decentralization has allowed the provinces to pursue
unsustainable fiscal policies and that corruption has created networks
of officials and businesspeople unwilling to implement reforms. From
that perspective, Xi is trying to address the challenges these networks
pose to China’s future economic growth, and once Xi finishes cleaning
up the system, China will be on the right path.?® Xi’s public support

and power consolidation could also help him in other areas. China
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scholar Cheng Li believes that Xi’s backing among the military and
elsewhere will allow him to focus on economic reform at home and put
aside foreign disputes or tensions that might develop alongside the rise
of ultra-nationalism in the country.?” Li’s prediction, however, may be
overly optimistic. China’s often fractious relations with its neighbors
such as Japan, Vietnam, South Korea, and India offer little indication
that Xi Jinping has adopted a more compromising approach to regional
security affairs in order to focus his attention on domestic economic
concerns.

Many Chinese reject such an analysis, believing that Xi’s centrali-
zation of power is in good measure a self-serving one. Moreover, they
argue, it raises several challenges for the Chinese policy process. Advisors
have reported that bottlenecks in decision-making are frequent. As one
senior official commented, “No decisions can be made when Xi Jinping
travels, and Xi travels a lot.” Even more telling is the warning by Deng
Xiaoping in 1980 concerning the dangers of too great a concentration
of power: “Over-concentration of power is liable to give rise to arbitrary
rule by individuals at the expense of collective leadership . . . There is a
limit to anyone’s knowledge, experience, and energy. If a person holds
too many posts at the same time, he will find it difficult to come to
grips with the problems in his work and more important, he will block
the way for other more suitable comrades to take up leading posts.”*

Make New Friends but Keep the Old

Xi’s institutional power at the very top of the political hierarchy is
important for his ability to set the political and economic agenda for
the country. It does not, however, automatically grant him the per-
sonal loyalties or the broad-based institutional or popular support he
needs to realize his ambitions. Like all Chinese leaders, he has tried
to strengthen his hold on power by promoting officials he trusts to
important positions. Most significantly, at the 19th Party Congress,
Xi successfully maneuvered three trusted allies—his de facto chief-of-
staff Li Zhanshu, his top foreign policy strategist and advisor on Party
Theory Wang Huning, and head of the organization department (re-
sponsible for personnel appointments) Zhao Leji—into three of the
seven places on the PBSC.
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Xi has also moved many of his associates from his days as party sec-
retary in Zhejiang into important positions. Several now serve on the
staffs of the central leading groups that Xi chairs.”” Others, such as
Huang Kunming, who serves as the Publicity Department’s executive
deputy director,’® Chen Min'er, who is party secretary in powerhouse
Chongging, and Li Qiang, who serves as party secretary in Jiangsu
Province,” have become powerful leaders in their own right. Along
with Xi Jinping’s top economic advisor Liu He, whom Xi knew from
a young age,* all three of these Zhejiang associates were promoted
into the Politburo (the political body immediately subordinate to the
PBSC) at the 19th Party Congress.

Xi also has undertaken significant reform of the People’s Liberation
Army (PLA), altering traditional power bases in the process. He trans-
formed four powerful general departments into fifteen functional depart-
ments (including the original four). The General Office of the Central
Military Commission (CMC)—a commission that Xi heads—is the
most prominent and gives Xi more direct control over the military.*> He
also raised the stature of the air force and navy, making them bureaucrat-
ically equal to the army, and separated the rocket force and strategic sup-
port force from the army.> While there is an undeniable security logic
to elevating the air force and navy given China’s far-flung trade and eco-
nomic interests—as well as its claims to the vast maritime domain in the
East and South China Seas—the creation of new commands enabled Xi
to elevate his allies. Many of those promoted to newly created leadership
positions after the military reforms were directly linked to Xi Jinping.®

One of Xi Jinping’s most significant efforts to stack the political
deck in his favor was his attack on the Communist Youth League
(CYL), the institution that has given rise to many of his political
competitors. The CYL, which boasts 87 million members ages four-
teen to twenty-eight, has long served as a training ground for the
party’s elite who are not “princelings” (the descendants of high-
ranking revolutionary Chinese leaders such as Xi Jinping himself).
Top leaders Li Keqiang and Wang Yang, for example, are both prod-
ucts of the CYL. (Often understood as more politically open than
Xi and his supporters, neither has typically been considered closely
aligned with Xi Jinping.) In 2016, a two-month inspection by the
Central Commission for Discipline Inspection (CCDI) of the
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CYL concluded with criticism of the Youth League for its “aristocratic
tendencies.”*® The party moved to reduce the Youth League’s budget
to less than half that of the previous year,’” and closed the undergrad-
uate division of the CYL-directed China Youth University of Political
Studies.?®

Xi’s efforts to establish his allies in significant political positions and
to reform institutional pillars of political power initially considered
outside his grasp, such as the PLA and CYL, demonstrate his growing
political influence. At the same time, these moves, while critically im-
portant, are dwarfed in magnitude by his push to reform the entirety
of the CCP and its relationship to the Chinese people. This reform of
the CCP is the centerpiece of Xi’s first five years in office, and he has
launched a number of campaigns, including the well-publicized anti-
corruption campaign, to develop a more “virtuous” class of party ofh-
cials that is both loyal to the Communist Party and more responsive to
the Chinese people.

“Virtues Are Central, Punishment Supplements Them”
(dezhuxingfu, T&F JH%H)

—Xi Jinping quoting Han dynasty political philosopher Dong Zhongshu®

The corruption of government officials is deeply embedded in Chinese
political culture. It has appeared throughout Chinese history as a
source of significant public resentment and a contributing factor to
the decline and collapse of many Chinese dynasties.*’ New emperors
often began their reign preaching the need for clean governance and
taking steps to root out the corruption of their predecessors. Imperial
governments adopted legal codes and systems of penalties to deter
corruption: During the Western Zhou dynasty (1046—771 BCE), for
example, the Criminal Code of the Duke of Lii included punishment
for taking bribes; the Tang code introduced penalties for a range of
official abuses, such as “robbery, larceny, taking bribes and perverting
the law, taking bribes without perverting the law, receiving tribute
from subordinates and people in one’s jurisdiction, and receiving
improper gifts from people out of one’s jurisdiction™'; and during
the Qing dynasty—in which the sale of offices became a significant
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problem*?—the imperial rulers attempted to improve the moral
quality and competency of bureaucrats through meritocratic exams,
a system other dynasties had also pursued.”* As Yin Huiyi, the Qing
governor of Henan between 1737 and 1739, proclaimed, “an official
who has been appointed to a post should, first and foremost, remain
pure . . . No matter whether his rank is lofty or humble, in the end,
incorruptibility should be his most precious jewel.”#* When all else
failed, emperors might also rely on a vast system of internal surveil-
lance to keep officials in line.®

Despite such efforts, corruption blossomed. Ofhcials enforced legal
standards selectively, when it was politically expedient to do so. The
prosecution of an official was often “less a function of ‘justice’ than it
was of politics.”4® Oftentimes, too, the officials who were responsible for
enforcing anticorruption laws instead participated in corrupt practices.

Little changed with the advent of communist rule in 1949.
Corruption—and the Communist Party’s attempts to address it
through anticorruption campaigns—became a staple of political life
in the People’s Republic of China from the inception of the new state.
Mao Zedong’s first anticorruption campaign, launched in 1951, netted
107,830 charges against government or party officials for embezzlement
of amounts over 1,000 yuan.” Mao launched repeated, often unpre-
dictable, anticorruption campaigns in search of “tigers” (those who
were engaged in highly lucrative corruption), as well as “fleas” (lower-
level corrupt officials). He stated famously: “The more graft cases that
are exposed, the happier I am. Have you ever caught fleas on your
body? The more you catch, the more pleased you are.”*

Subsequent CCP leaders continued to try to address the chal-
lenge through additional campaigns, as well as through new regu-
lations and laws, including the Criminal Law of 1979 and a revised
version in 1997.% Yet the Chinese political system was ill-equipped
to follow through on the promise of the laws. It lacked the trans-
parency and independence from political influence that effective law
enforcement typically demands. And as Claremont McKenna pro-
fessor Minxin Pei has illuminated in his study of crony capitalism, an
entrenched network of personal political and economic ties among
officials and businesspeople provided little hope that the problem
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would be adequately addressed.”® Communist Party General Secretary
Hu Jintao, in a July 2011 speech at the CCP’s ninetieth anniversary,
offered a stark assessment of the state of corruption in the Communist
Party: “If corruption does not get solved effectively, the party will lose
the people’s trust and support.” He also warned that unchecked cor-
ruption could “deal a body blow to the party and even lead to the col-
lapse of the party and country.”>

Corruption Takes Center Stage

There was little to distinguish Xi Jinping’s call to fight corruption
from that of his predecessors, at least initially. Upon his selection as
general secretary, Xi echoed Hu Jintao’s remarks concerning the signif-
icant threat corruption posed to the future of the party and suggested
a renewed and reinvigorated effort to address the challenge.” Yet Xi
brought something more to the table. From 2008 to 2012, he had led
the effort within the top leadership to strengthen the party;** he had a
demonstrated commitment to fighting corruption; and he knew better
than most the extent of the challenge.”® The campaign Xi launched at
the outset of his tenure was thus more personal, more profound, and
more political than that of any previous general secretary since Mao
Zedong.

As Xi Jinping rose through the ranks of the party, no issue seemed to
command more heartfelt attention and comment from Xi than corrup-
tion. He raised the issue directly during his time as an official in Fujian
Province in the late 1990s and early 2000s, stating in an interview in
2000 with a party newspaper:

If you go into politics to make a career, you must give up any thought
of personal advantages. That is out of the question. An official may
not through a long career have achieved very great things, but at least
he has not put something up his sleeve. He is upright. In a political
career you can never go for personal advantages or promotion. It is
just like that. It can’t be done. These are the rules . . . you should not
go into politics if you wish to become wealthy. In that case you will
inevitably become a corrupt and filthy official. A corrupt official with
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a bad reputation who will always be afraid of being arrested, and who
must envisage having a bad posthumous reputation.>

As party secretary in Zhejiang Province, his signature issue was
anticorruption;”” and in 2007, Xi’s selection as Shanghai party sec-
retary to replace Chen Liangyu—who was at the center of a pen-
sion fund scandal involving hundreds of millions of dollars—was
widely believed to be a testament to Xi’s incorruptibility.”® As ge-
neral secretary, Xi’s selection of the highly respected and talented
vice-premier Wang Qishan to lead the first five years of the cam-
paign through the CCDI further underscored the importance of
the campaign to Xi.”’

The all-encompassing nature of the anticorruption campaign Xi
has undertaken also distinguished his effort from those that preceded
it. With more than 800,000 full- and part-time officials committed
to working on the campaign,®® Xi has sought to eliminate through
regulation even the smallest opportunities for officials to abuse their
position. Regulations now govern how many cars officials may own,
the size of their homes, and whether they are permitted secretaries.®!
Other rules cover the number of days officials are permitted to travel
and the number of courses that may be served at a business dinner.
Golf club memberships are now banned.®? The campaign has also left
no part of the Chinese bureaucracy and economy untouched. More
than 170 senior officials,* including a former member of the PBSC,
Zhou Yongkang; a top aide to President Hu Jintao, Ling Jihua; top
military officials;®* senior SOE executives in the energy, resources,

%6 a5 well as ministers, such as the

media,® and railways industries;
former minister of railways®” and head of the National Bureau of
Statistics,°® have been detained, formally arrested, and/or prosecuted
and jailed.

Nor has the campaign waned after the first year or two. Anticorruption
campaigns directed by previous Chinese leaders typically concluded
within a year or two of their inception and then relaunched after a
period of a year or more. Xi Jinping signaled a different intent almost
immediately upon assuming office: “The key is to repeatedly stress the
fight against corruption and make a long-term commitment. We must

solidify our resolve, ensure that all cases of corruption are investigated
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and prosecuted, and that all instances of graft are rectified.” He pressed
further: “The issue of working style is in no sense a small one. If mis-
conduct is not corrected but allowed to run rampant, it will build an
invisible wall between our party and the people. As a result, our party
will lose its base, lifeblood and strength.”® Five years later, in his speech
before the 19th Party Congress, he reinforced his commitment to the
anticorruption campaign claiming: “The people resent corruption
most; and corruption is the greatest threat our Party faces.” He further
indicated that the party would take the fight to “people’s doorsteps”
with a new system of discipline inspection for local party committees.”

The numbers suggest that the current anticorruption campaign has
not faltered (see figure 2.1). In the first year alone, the number of pun-
ishments jumped by approximately 37 percent compared with the an-
nual average from the previous five years.”! Between the start of the
campaign and the end of 2014, over 400,000 officials were disciplined
and more than 200,000 prosecuted in courts.”” In 2015, the anticor-
ruption campaign disciplined more than 300,000 officials, 200,000 of
whom were given “light punishment” and an additional 80,000 who
received harsher punishment.”? In 2016, the number of cadres disci-
plined for graft exceeded 400,000. The conviction rate for those pros-
ecuted remained steady—around 99 percent.”
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FIGURE 2.1 Number of Party Cadres Disciplined for Graft from 2011

to 2016
Source: Central Commission for Discipline Inspection Annual Reports
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Xi Jinping also has drafted the international community to assist
in his anticorruption campaign through “Operation Foxhunt” and
“Operation Skynet.” Under the auspices of Operation Foxhunt, Beijing
sent over fifty police teams abroad to work in conjunction with Chinese
overseas missions and domestic law enforcement in various countries.”
Other countries have generally been supportive of China’s efforts, al-
though Australia and the United States complained in 2015 when they
discovered that China had been deploying undercover Chinese agents
without their permission. Operation Skynet, launched in 2015, tar-
gets not only fugitives from China but also the people and organiza-
tions that assist them. It represents a combined effort by the Ministry
of Public Security (MPS), the Supreme People’s Procuratorate, the
People’s Bank of China, and the Central Organization Department of
the CCP (the last helps with overseeing officials’ private passports).”®
By the end of its first year, the Skynet campaign had returned an im-
pressive 1,023 Chinese businesspeople and repatriated $461.5 million in
assets;’” and in 2016, an additional 1,032 fugitives were returned along
with $347 million in assets.”® Nonetheless, these numbers represent a
small fraction of the estimated 18,000 officials and $120 billion in assets
that fled China from 1990 through 2011.”?

Campaign Contradictions

By several measures, the anticorruption campaign has been very ef-
fective. The sale of luxury items, such as watches, jewelry, leather goods,
and liquor, has fallen dramatically, as have expenses for catering and
high-end hotels.® In 2015, the Ministry of Finance reported that the
government underspent the budget it had allotted officials for over-
seas travel, entertainment, and cars.®! The campaign is also widely pop-
ular among Chinese citizens. That same year, the CCDI received more
than 2.8 million tips from the Chinese public concerning corruption.®?
Moreover, Chinese public opinion surveys suggest that the campaign is
a significant source of popular support for Xi himself. 8

Nonetheless, the campaign has also given rise to a range of both short-
and long-term challenges. At one level, it raises questions concerning
the very essence of the party’s system of nomenklatura, the process by
which officials are selected and promoted. Prominent Chinese venture



HEART OF DARKNESS 33

capitalist Eric X. Li argues that the party succeeds above all because it
is meritocratic. In his estimation, the Organization Department of the
CCP is able to cull the cream of the crop from the party’s more than
80 million members by continuously evaluating officials’ performance,
interviewing other officials and people, and so forth, to ascertain who are
the most talented and competent. Somewhat provocatively, Li asserted,
“A person with [U.S. President] Barack Obama’s pre-presidential pro-
fessional experience would not even be the manager of a small county
in China’s system.”®4 Li claims that the CCP’s adaptability, system of
meritocracy, and legitimacy with the Chinese people will enable the
country to meet its challenges with “dynamism and resilience.”® He
suggests that when policies do not work, as in the cases of the Great
Leap Forward and Cultural Revolution, the party self-corrects as it did
with Deng Xiaoping’s economic reforms.

Yet as MIT professor Yasheng Huang notes in his critique of Li’s
argument, the narrative is not as seamless as Li portrays. Of the six
top leaders of the CCP during 1949 to 2012, two were pushed out,
and one fell from power and served fifteen years under house arrest
until his death. In addition, the self-correction to which Li refers in the
cases of the Great Leap Forward and the Cultural Revolution happened
only after the deaths of millions of Chinese citizens at the hands of the
party.®® Moreover, the rampant corruption within the party that Xi is
attempting to address includes the widespread buying and selling of
offices in the National People’s Congress (NPC), as well as a demon-
strable willingness on the part of local officials to flout laws and regula-
tions for personal profit, suggesting that a system of meritocracy is not
yet well entrenched.

Somewhat paradoxically, Chinese opinion surveys suggest that while
the anticorruption campaign is popular, italso enhances the sense among
the Chinese people that corruption is a deep and endemic problem.?”
The more the party focuses its attention and resources on the challenge,
the greater the concern of the Chinese people. In addition, removing
corrupt high-level officials, while popular in the short run, does little to
address the real issue for many in China, which is improving the lives of
the poor by tackling issues such as price levels, wealth distribution, and
educational opportunities. Thus, the campaign may well not achieve a
central objective of Xi, which is to legitimize the Communist Party.®®
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The political nature of the campaign also affects the degree of le-
gitimacy the campaign ultimately achieves within the Chinese public.
During December 2012 through 2014, more than twenty of the forty-
four officials at the vice-ministerial level or higher whom the CCDI had
removed had close ties or financial connections with Zhou Yongkang,
considered one of Xi’s most formidable political adversaries.®” Moreover,
according to one study, very few officials from Zhejiang and Fujian
Provinces, where Xi has spent much of his career, have been targeted for
corruption.”® A 2016 quantitative study of corruption in China by John
Grifhin, Clark Liu, and Tao Shu further found that firms where top ofhi-
cials attended the same universities as national leaders have a decreased
likelihood of being investigated.”

The potential for a political backlash is yet another cause for con-
cern for Xi and his supporters. The campaign has produced pockets
of highly discontented officials: retired leaders whose power has
been diminished, officials and businesspeople who are frustrated
92

with new spending restrictions,”” and legal officials and political
reformers who are concerned about the lack of transparency and
the rule of law in the way the anticorruption campaign is being
prosecuted.”

Strikingly, the campaign may not be addressing some of the more
significant sources of corruption. Griffin, Liu, and Shu’s research also
demonstrates that among the 150 firms (including 130 SOEs) they
investigated, of ten measures of possible firm corruption, only one—
business entertainment expenditure—demonstrated any significant
change after the onset of the anticorruption campaign.”

Of greatest concern to Chinese officials, however, are the costs the
campaign may exact on political efficacy and economic growth. In
March 2015, the Shanxi party secretary announced that the province
had yet to replace nearly three hundred officials who had been removed
as a result of graft investigations.”” In a similar vein, the head of a well-
known multinational headquartered in Shanghai commented to me
that as one official after another was arrested in the energy sector, it
was often unclear whom he should contact for business.”® Officials
who remain in power are often paralyzed by their concern that green-
lighting new projects or undertaking new reforms will draw unwanted
attention. Some have reportedly started avoiding entrepreneurs and
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%7 even stopping bidding for

are refusing to move forward on projects,
projects midstream. Ofhicials are uncertain about the changing rules
and restrictions and fear that they will be caught on the wrong side
of a new regulation.”® One of China’s leading corruption researchers,
Beihang University professor Ren Jianming, noted, “Many local gov-
ernment officials are reluctant to do their jobs at the moment, afraid
of being punished for making wrong decisions.”®” Premier Li Kegiang
has acknowledged that many big projects and investment initiatives are
not being completed and has admonished local officials for their inac-
tion: “Some officials are taking a wait-and-see attitude, being reluctant
to implement major policies of the central government, and not caring
about their own political achievements.”® Overall, this slowdown in
economic activity, when coupled with the clampdown on luxury goods
and activities, cost China an estimated 1 to 1.5 percent of its annual
GDP during 2014 and 2015.!”!

Despite the costs, reforms to the anticorruption campaign are
underway that suggest the campaign will only grow in scope, including
a new network of supervisory commissions that will oversee anticorrup-
tion charges against not just party members but all state employees. And
while party officials tout the planned introduction of a new detention
system /iuzhi, which they claim will avoid the abuses of the previous se-
cretive shuanggui system, critics claim that the continued denial of legal
representation to the accused means that the new system is unlikely to

result in a more transparent or fair process for corruption suspects.'”

Down to the Masses

The anticorruption campaign is only one of several campaigns Xi has
launched to strengthen the party and deepen the party’s relationship to
Chinese society. He has mobilized the party to fortify the moral character
of party members, inculcate socialist values, and reject Western cultural
and ideological influences. The campaign model of political change is
particularly attractive to Xi. Campaigns enable Xi to place a priority on
transforming the Chinese people rather than the political institutions
that make up the state. The result is that the one-party state remains in-
tact, and Xi has avoided any significant political institutional reform that

would challenge his authority or that of the Communist Party.'?®
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Such campaigns are a staple of Communist Party politics. Without
elections, a robust civil society, and an open media, the party must po-
lice itself. Mao began such campaigns during the Yan'an period in the
mid-1940s, even before the establishment of the People’s Republic of
China. During the Yan'an Rectification campaign, for example, party
members were asked to make self-criticisms and were invited to study
Mao’s writings and offer their thoughts. Those that did not support
Mao were isolated and criticized.!®* Mao used this process of criticism
and self-criticism not only to try to ensure ideological rectitude but also
to eliminate enemies. Deng Xiaoping,'” Jiang Zemin, and Hu Jintao
all conducted rectification campaigns designed to promote ideolog-
ical steadfastness and enhance party discipline.' Jiang Zemin’s “Three
Stresses” campaign (sanjiang, =), for example, called on the CCP
to “stress study, stress politics, and stress rectitude” (jiang xuexi, jiang
zhengzhi, jiang zhengqi, WS, HENE, HHIES). Officials were re-
quired to participate in discussion and self-criticism sessions in their
offices and author anonymous critiques of their superiors.'””

The current Chinese leadership has followed suit. In June 2013, the
Politburo began a year-long Mass Line campaign (qunzhong luxian,
FEAR S 2%) to improve relations between party members and the public.
In announcing the campaign, Xi echoed his rhetoric from the anticor-
ruption campaign: “Winning or losing the people’s support is an issue
that concerns the CPC’s survival or extinction.”'®® The campaign was
designed to improve the process for evaluating cadres,'” reduce officials’

0 such as constructing large

propensity to undertake vanity projects,
government office buildings, and encourage officials to undertake com-
munity service to demonstrate their ties to the people.™ Practical admin-
istrative issues, such as too many meetings and too much paperwork,

112

were also targeted for reform."* Officials were called upon to “watch

from the mirror, groom oneself, take a bath and seek remedies”™—in
other words, consider their own behavior and fix any problems."?

Party officials participated in “democratic meetings” in which they
offered self-criticisms that were written down and reviewed by super-
visory bodies." The teams sent to supervise the process were tasked
with writing final reports, and the meetings were expected to continue
after the Mass Line campaign wrapped up."® The campaign formally

ended on October 8, 2014, coinciding with the 8oth anniversary of the
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Long March."® The symbolism of the date was clear. The Long March,
in which communist revolutionaries experienced great hardship at the
hands of an advancing Kuomintang army during 1934-193s, stands as
one of the Communist Party’s most important markers of self-sacrifice
and commitment to communist ideals, as well as the birthing ground
for the leadership of Mao Zedong. More campaigns have followed,
each emphasizing the need of the party to rectify itself.

Dissenting voices have also made themselves heard. Party theorist Li
Haiqging, who almost a decade earlier had published an article arguing
that ideology was critical to mobilizing people’s enthusiasm for col-
lective action and sacrifice,'’” penned an article in 2013 suggesting the
Mass Line was not an effective alternative to democratic processes."®
Others echoed the necessity of institutional reform. Hu Xingdou of
the Beijing Institute of Technology noted: “Such a campaign is still of
significance at a time when vested interests are getting in the way of
political reform. But officials could fundamentally make themselves ac-
countable to the masses via a democratic system.”?

As with the anticorruption campaign, Xi’s rectification efforts have
had mixed results. On the one hand, they have achieved several of their
intended objectives: a decline in the number of meetings, a significant
reduction in the number of unnecessary official buildings, and a drop
in the amount of public expenditures on official receptions.’® Yet for
some senior party members, who have experienced many such rectifica-
tion campaigns, there is unlikely to be a change in behavior. One party
member told me: “We sit around a table and perform self-criticisms,
and then everyone else says, ‘No, no, you are a good party member.’
It is all a big joke.” A renewed commitment to the party, he suggested,
will require something more around which party members could unite.
For Xi Jinping, at least one element of the unification narrative appears
to be establishing Western liberal values as an existential threat to the
party and its principles.

Us against Them

In April 2013, the Communist Party circulated the Communiqué on the
Current State of the Ideological Sphere, later referred to as Document
9 because it was the ninth such communiqué sent out that year. The
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document painted the CCP as in the midst of an intense struggle with
Western liberal values that had begun to take hold in certain sectors
of Chinese society. These values included constitutionalism, universal
values, civil society, neoliberalism and market economics, freedom of
the press, reassessing China’s history, and suggesting that China’s re-
form and opening up should be evaluated according to Western stand-
ards. The authors of the document also underscored the role of Western
anti-China forces and internal dissidents “actively trying to infiltrate

"1 Over time, Document 9 has become

China’s ideological sphere.
known as advancing the “seven no’s” or seven perils: universal values,
press freedom, civil society, citizens™ rights, the party’s historical ab-
errations, the “privileged capitalistic class,” and the independence of
the judiciary.”® It represents both a confirmation and an expansion
of the “five no’s” that then NPC Standing Committee Chairman Wu
Bangguo articulated in 2011: no multiparty politics, no diversification
of the party’s ideology, no separation of powers, no privatization, and
no federal system of government.'??

While some observers initially suggested that the document might
reflect only the perspective of one conservative faction within the party
as opposed to the views of the central leadership,** evidence soon
mounted that Document 9 signaled the onset of a significant new cam-
paign against Western values. This campaign differentiates Xi from his
predecessors who demonstrated a much greater tolerance for the ex-
pression of liberal ideas.'®

Xi’s first target was universities. Even before he became Communist
Party general secretary, Xi called for party branches in universities to
play a stronger role in guiding students and ensuring that their educa-
tion inculcated socialist values.'?® Ideological education soon became
a hallmark of Xi’s leadership. In May 2013, the Ministry of Education,
along with several departments of the CCD, issued a document that
called for enhancing the role of ideology in universities. In an interview
regarding the document, officials from the Ministry of Education noted,
“A few young college teachers are confused or vague about their political
ideologies, and their work ethic and emotions are fading.”” Allegedly,
universities were also to observe the “seven taboos of higher education,”
which corresponded with the “seven no’s,” or perils, in Document 9.'*
A CCP-afhiliated magazine, Liaoning Daily, in November 2014 also sent
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journalists to universities and reported on professors who purportedly
supported Western political ideals or were otherwise critical of the
Chinese government. The paper’s editors argued that the professors and
students suffered from a lack of “three identities”: theoretical identity
with CCP history and ideology, political identity with the CCP, and
emotional identity with the CCP and its policies.”” In December 2014,
Xi called for enhancing ideological control over China’s universities.'*

In January 2015, the party issued Document 30, a summary of var-
ious speeches by Xi, in which he again called for strengthening the
party’s influence on universities and enforcing ideological education.
The Ministry of Education soon followed with calls to restrict the use of
Western textbooks that advocated Western political values. Professors
submitted books published abroad or not originally written in Chinese
for review of their ideological content.” According to at least one
prominent Chinese political science professor, however, as long as he
does not tell the university he will be using a Western text, he will not
get in trouble. If he asks for permission, he will certainly be denied."?
Still, the government continues to try to find new ways to ferret out
nonbelievers. The Ministry of Education announced in 2016 that uni-
versity hires would have to pass not only a written exam but also a
political correctness interview; and universities were further given the
right to conduct investigations into applicants’ political stances in their
hometowns.'?

A second target of Xi’s campaign against Western values was the
Chinese Academy of Social Sciences (CASS). In 2014, CCDI official
Zhang Yingwei criticized CASS for ideological problems such as “using
the internet to promote theories that played into the hands of foreign
powers,” permitting “undue foreign influence in sensitive issues,” and
fostering “illegal collusion” between CASS experts and their foreign
counterparts.’** In early February 2016, after months of investigation
by inspectors,’ the CCDI made public a wholesale indictment of
CASS, concluding, “The party’s leadership had weakened, the guiding
place of Marxism in some academic disciplines had been marginal-
ized, and there existed erroneous ideological tendencies.” The inspec-
tors also criticized some CASS institutes for emphasizing research and
underemphasizing party building, noting, “The life of the party lead-
ership group is not robust.”*® As one former CASS institute director
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described the situation to me, the inspection was reminiscent of the
Maoist period, with inspectors knocking on the door of one institute
director at night and grilling her about specific statements she had re-
portedly made in the past.!”’

In 2016, the party further expanded the scope of its education effort
to target members of the party who were promoting Western values or
had “wavering confidence” in socialism."?® No part of the Chinese bu-
reaucracy has been immune to the hunt for nonbelievers, including the
military and the propaganda apparatus itself. The CCDI in June 2016
criticized the propaganda apparatus as having inadequate “depth in its
research into developing contemporary Chinese Marxism,” not being
“forceful enough in coordinating ideological and political work at uni-
versities,” and not succeeding on the Internet “to implement the prin-
ciple of the party managing the media.”"® According to a high-ranking
CCDI ofhcial, investigations found that “the damage done by political
indiscipline is far greater than that caused by corruption.”**? The CCDI
has leveled similar criticisms against state-owned firms, such as CITIC,
claiming officials there were “talking about business too much while
seldom talking about the Party” and spending too much time on the
golf course.!!

Xi Jinping has also moved to enhance the role of the party in the
media. In summer 2013, Xi proclaimed, “Politicians [should] run the
newspapers.”'¥? In 2017, China ranked 176 out of 180 in the World Press
Freedom Index,'®® and the Committee to Protect Journalists reported
that China ranked second in the world, behind only Turkey, for the
number of journalists in prison.144 In early 2016, after visiting a number
of Chinese news outlets and telling newsroom staff that the Chinese
media “must love the party, protect the party, and closely align them-
selves with the party leadership,”> Xi went so far as to claim that the
media “must be surnamed party” (bixu xing dang, VoI HEST) 140

The Chinese leadership’s efforts to restrict media content extend
well beyond articles and programs that engage sensitive political issues.
In March 2016, the State Administration of Press, Publication, Radio,
Film, and Television issued a new set of rules that banned shows—
either television or online—that depicted “the dark side of society,” or
promoted a “luxurious lifestyle.” The rules, which include more than
forty banned topics, reflected a dramatic increase from the original
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2010 rules, which were limited to a ban on content that harmed China’s
image or unity, was pornographic, or encouraged criminal behavior.'¥”

One of the most significant initiatives to limit the impact of foreign
ideas and values within China was the adoption in January 2017 of the
Law on the Management of Foreign Nongovernmental Organizations.
The government solicited input from a wide range of government and
nongovernmental actors, and the law was subjected to an extraordi-
narily high level of discussion and debate during its drafting stages, both
among Chinese actors and between Chinese actors and their foreign
counterparts. The law stipulates that all foreign NGOs must be regis-
tered with the MPS (previously NGOs were overseen by the Ministry
of Civil Affairs); that they are formally affiliated with a Chinese govern-
ment entity that holds oversight responsibility for their projects, per-
sonnel, and so forth; and that they cannot raise money within China,
among other restrictions. Early signals suggested an almost complete
breakdown in the registration process. According to one source, fewer
than one hundred foreign NGOs out of several thousand had been ac-
cepted for registration within the first six months. (Without such reg-
istration, NGOs are required to obtain temporary permits to operate,
a difficult bureaucratic process.) Among those accepted were a batch of
prominent NGOs that already worked closely with the government on
important energy and economic issues, such as the World Economic
Forum, the Paulson Institute, and the Energy Foundation—all of
which received affiliation with the powerful National Development
and Reform Commission (NDRC).

Despite the slow start, when I sat down in June 2017 with the head
of the Beijing representative office for one foreign NGO, she was sur-
prisingly positive about her experience. The process, while onerous,
had not been as contentious as she had anticipated. The key was doing
things “the Chinese way,” which meant using connections to facili-
tate the process. In this case, Tsinghua University’s philanthropy group
proved to be the savior for a number of foreign NGOs. Beginning in
late January, in the immediate aftermath of the law’s adoption, the
Tsinghua team not only organized workshops to explain the registra-
tion process but also took it upon itself to play matchmaker among a
select group of NGOs, the Public Security Bureau, and a prominent
Chinese government-organized NGO, which could serve as the foreign



42 THIRD REVOLUTION

NGOy’ official partner (despite the NGOs having no experience with
that partner). Although state security had in recent years often harassed
the NGO and its workers, the Public Security officials responsible for
the foreign NGO registration were welcoming of the NGO’s appli-
cation. Her NGO, as well as at least two others assisted by Tsinghua,
received approval for registration in early July 2017.

There is, however, a price to be paid for registration. The nature
of foreign NGOs’ work and the range of their activities will be more
scrutinized and circumscribed. Organizations that previously fo-
cused on governance issues, such as the rule of law within China, are
already discussing using their expertise to facilitate better Chinese
governance practices outside the country, such as corporate social
responsibility within the context of the BRI. The new programming
direction, while important and beneficial to China and other coun-
tries, ensures that foreign NGOs will no longer directly engage with
sensitive issues of governance or Western political values and ideals
within China.

The Value Proposition

Xi Jinping’s effort to prevent foreign ideas and influences from perme-
ating Chinese society and his campaigns to inculcate a stronger moral
code within the party both reflect a singular weakness in the CCP’s lead-
ership: the ability to project an attractive and compelling ideology. In
2002, scholars from the Ningxia Party School published the results of
a survey among urban residents in Ningxia: roughly “25 percent did
not believe in the cause of socialist construction any more, 50 percent
doubted the CCP’s role as vanguard of the working class . . . and 79 per-
cent had lost their close emotional ties to the party.”'4s

Xi recognizes the enormity of the task before him. In August
2013, while speaking at the National Propaganda and Ideology Work
Conference, he reiterated several times the lack of belief among party
members in Marxism and socialism, pointing out: “The disintegration
of a regime often starts from the ideological area, political unrest and
regime change may perhaps occur in a night, but ideological evolution
is a long-term process. If the ideological defenses are breached, other
defenses become very difficult to hold.”™#?
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Xi has attacked the challenge with a vengeance. He is attempting
in the first instance to develop a continuous historical narrative for
the party in order to diminish the potential for ideological divisions
that could weaken the party. In January 2013, he articulated the “two
undeniables”: the Maoist period before Deng cannot be used to deny
the Deng reforms, while the Deng reform period cannot be used to
deny the Maoist period.”® He has also legitimized Confucius as part
of China’s political culture, drawing on Confucius’s beliefs in virtuous
rule and the necessity of meeting the needs of the people. Speaking
before the International Confucian Association in September 2014, Xi
promoted the CCP as the successor to traditional Chinese culture.”

Xi has also reinforced the idea that the Chinese political system is
oriented toward achieving concrete goals that meet the needs of the
Chinese people, such as those embodied in his Chinese Dream: devel-
oping a prosperous society,”* building a military capable of fighting
and winning wars," and reclaiming China’s place as a global power.
Xi’s Four Comprehensives—a set of political and economic objectives
announced in 2015 and defined as building a moderately prosperous
society, deepening reform, governing the nation according to law, and
strictly governing the party—underpin the Chinese Dream and further
buttress the sense that Xi has a clear vision for where he wants to lead
the party and the country.’>*

And finally, Xi has sought to instill a common understanding of
the party’s values and its right to lead. At the time of his ascension
to the position of CCP general secretary, the party announced twelve
ideals that reflected core socialist values (shebui zhuyi hexin jiazhiguan,
ft 2 F OB ) —prosperity, democracy, civility, harmony,
freedom, equality, justice, the rule of law, patriotism, dedication, in-
tegrity, and friendship.” And in January 2013, he promoted the “three
confidences” (sange zixin, —1>H{5): confidence in the path of so-
cialism with Chinese characteristics, confidence in the theory, and con-
fidence in the current political system. A fourth confidence was added
later: confidence in China’s culture. Xi has attempted to instill these
ideals into party members, as well as to introduce them to the broader
Chinese public not only through traditional means, such as school and
media propaganda, but also through (relatively) more creative and en-
gaging approaches. For example, a city in Jiangsu Province held speech
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competitions on “family morality,” and officials in Sichuan Province
put the core socialist values in riddle form.!>

To the extent that Chinese officials and scholars are more aware of the
limits of free expression of ideas and public debate, Xi’s campaign has
been a success. Yet the effort to enforce ideological uniformity among
Chinese officials has also contributed to tensions within the party. An
article published by a CCDI-managed newspaper titled “A Thousand
Yes-Men Cannot Equal One Honest Advisor,” for example, called for
more open debate. The piece, written in an allegorical form lauding the
Emperor Taizong, who was known for his tolerance of criticism, noted,
“The ability to air opinions freely and to accept suggestions frequently
determined the rise or fall of an empire . . . . We should not be afraid
of people saying the wrong things; we should be afraid of people not
speaking at all.”"»” And as we will see in the following chapters, behind
closed doors and in some cases openly, Chinese scholars and officials
continue to debate government policy on a wide range of economic
and foreign policy issues.

The Expanding Limits of the Law

Fall party plenums are held annually in October or November and
bring together the most senior leadership of the Communist Party—
the over two hundred full members of the Central Committee—for
discussion of important party matters.”® They are also occasions for
the general secretary and the PBSC to articulate their political and ec-
onomic priorities and establish the benchmarks by which their legacy
will be evaluated. For Xi Jinping, the Fourth Plenum of the 18th Party
Congress in October 2014 represented an opportunity to stake out his
views on the rule of law in China.!”’

Early in his tenure, Xi hinted that he would bring a fresh under-
standing to the meaning and significance of the rule of law. In a 2012
speech, he noted that problems in the legal system—including abuse
of power and dereliction of duty for personal gain—were a source of
significant popular discontent.!®® Importantly, in his December 2012
speech marking the thirtieth anniversary of China’s Constitution, he
claimed: “In essence, the rule of law is rule by the Constitution; the

key to law-based governance is Constitution-based governance.”®!
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Vice-President of the Supreme People’s Court Jiang Bixin wrote one
week later in the Peoples Daily that Xi's words—“ruling in accord-
ance with the Constitution”—“open a new era of rule of law.”1¢?
Previous understandings of the relationship between the party and the
Constitution held that the party exerted ultimate authority over the
Constitution, not that the party was subordinate to the Constitution.
Xi’s words appeared to signal an important shift.

Some legal reformers found further cause for hope in the appoint-
ment of Zhou Qiang, the former governor and later party secretary
of Hunan Province, as head of the Supreme People’s Court in March
2013.1 Zhou, unlike his predecessor who was a police officer,'* was
formally trained as a lawyer; a reform-oriented legal scholar referred
to Zhou as possessing “political courage” and being unique among
provincial party secretaries for advancing the rule of law.!® While in
Hunan, Zhou became known for spearheading a critical advancement
in Chinese law. Prompted by a 2006 World Bank report that ranked five
of Hunan’s cities in the bottom ten in China for “investment friend-
liness,” Zhou pushed through the country’s first draft comprehensive
regulation of administrative procedure. The provisions not only cre-
ated and strengthened important restrictions on official conduct—in-
cluding that of the security and police apparatus—but also served as a
legislative experiment for the entire country.!%°

The Fourth Plenum did, in fact, affirm some of the optimism of
the legal scholars. Three reforms stood out in the party’s “Decision
on Several Important Issues Regarding the All-Around Promotion of
Ruling the State According to Law”: Beijing would establish circuit
courts with jurisdictions separated from local governments; any inter-
vention by party officials in the judicial process would be recorded;
and the system of judges would be professionalized so that all of them
would be trained as lawyers or law professionals.!®” (Traditionally, like
Zhou’s predecessor, many judges were retired party or military ofhcials
without any legal training.)'®® Taken together the reforms added up
to a more professional legal system and one less subject to political
intervention.

Additional reforms in the sector also appeared promising. China law
scholar Neysun Mahboubi has suggested that revisions to the admin-
istrative litigation law, along the lines initiated by Zhou Qiang, which
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enhance the power of the court to review cases against the government,
are particularly noteworthy. Mahboubi suggests that the reform is al-
ready having an important impact: the number of administrative lit-
igation cases almost doubled from about 150,000 to around 250,000
during 2014—2015.19

The limitations of legal reform under Xi, however, have also come
into sharper focus. In January 2014, Xi announced that all judicial,
procuratorial, and public security departments needed to uphold de-
finitively the leadership of the party,!”°
dicate the authority of the party’s policies and the state’s laws.””! As
political scientists Zheng Yongnian and Shan Wei note, there is a stark

and further that they must “vin-

difference between the understanding of the rule of law in the West
and that in China. In the West, the rule of law was developed as a
means of restraining arbitrary actions by those in power. There is no
person or group above the law. In China, however, the rule of law is
equated with rule by law or ruling the country according to law. The
law is an instrument with which the Communist Party can ensure the
continued dominance of the party itself.”’? Zheng argues convincingly
that Xi’s approach to the law’s relationship to the Communist Party is
deeply rooted in China’s historical political culture, in which the em-
peror stood above the law; legalism was simply a means of achieving
government efficiency and there was virtually no gap between the judi-
ciary and the state."”? In this vein, as University of Nottingham scholar
Samantha Hoffman argues, Xi Jinping has created a “more coherent
legal framework to enforce preservation of the party state.””’

The unprecedented crackdown on lawyers during Xi’s tenure also
raises questions about how the rule of law should be understood in
the current context. Perhaps the most significant event, was the 709
crackdown—so named because it began on July 9, 2015—which resulted
in the harassment and detention of over three hundred human rights
lawyers and activists over the course of several months, and the later
arrest of some held in detention.!”” The Beijing-based Fengrui law firm,
alone, saw thirty-eight of its lawyers and staff arrested.””® Trials were
conducted behind closed doors (although government-approved media
were allowed), and in many instances the detained lawyers were barred
from seeing family members,"”” some of whom were taken away them-
selves.””® In August 2016, after a year being held without any contact
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7 a number of the lawyers appeared

with family members or lawyers,'
on Chinese television to confess their crimes, including “being used”
by foreign forces to harm the Chinese government, making “im-
proper” comments to foreign journalists,'s
the Communist Party.!® Zhou Shifeng, the head of the Fengrui law

firm, who received a seven-year sentence, perhaps ironically thanked

and working to overthrow

Xi Jinping on television in his trial’s closing statement, stating: “Xi
Jinping’s rule of law has made China ever stronger.”'#?

In light of such incidents, King’s College London scholar Eva Pils
supports Hoffman’s assessment that Xi Jinping is using legal reform
to strengthen the coercive power of the state and outlines the steps
the party has taken to institutionalize this power. Even as the Chinese
government has created laws and legal institutions, she notes, it ignores
the fundamental contradiction between “a party that exacts uncondi-
tional obedience to centrally made decisions . . . and a legal system
that purports to limit public power.”"®® Pils points to the provisions on
surveillance in the revised Criminal Procedure Law as one example. In
certain types of cases, the new law suspends the protections that a sus-
pect should have in the ordinary criminal process. The result is that the
law provides the opportunity for “torture and terror” of public interest
lawyers, women’s rights activists, labor activists, and journalists. Pils
describes it as a “zone of exception from legality.”’84 In effect, the law
enables practices such as forced disappearances, which once happened
secretly, to be part of the system and carried out in accordance with
the law."® The recorded and public confessions further serve to create
a climate of “unlimited, in principle arbitrary and all the more fearful,
state power.”!8¢

Even before the spate of high-profile televised confessions in August
2016, leading legal figures in China were speaking out against the
more repressive tactics of the Xi government. At the March 2016 an-
nual meeting of the Chinese People’s Political Consultative Conference
(CPPCC) and NPC, the Deputy Chairman of the All-China Lawyers
Association Zhu Zhengfu criticized the rising number of pre-trial con-
fessions on television. He told the Beijing News: “The possibility is too
high that a suspect will plead guilty against his will and in spite of the
facts . . . Forcing people to confess on TV means saddling them with
a high presumption of guilt.”"® His views were later echoed by the
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chief judge of Henan Province’s High People’s Court Zhang Liyong
who told Wall Street Journal reporters that no one outside of a court,
including the police, prosecutors, and especially not the media, is qual-
ified to determine someone’s guilt.'®8

Chinese lawyers represent a small but potent force pushing back
against the direction of the current reforms. They are not the only
Chinese citizens resisting Xi Jinping’s efforts to narrow the boundaries
of acceptable political discourse and action. Even as opportunities for
public debate are closed off, activists in and outside China continue to

articulate contrary views and push for change.

Dissenting Voices

By summer 2016, the three-decade-old Southern Weekend was a shadow
of its former self. The paper suffered mass departures and positions
were reportedly filled with conservative writers.!” The transformation
of Yanhuang Chungin was even starker. On July 19, 2016, the editors
announced that the journal had ceased publication after virtually all
the members of the editorial committee were removed or demoted
by the Ministry of Culture’s Chinese National Academy of Arts—the
oversight organization for the journal. The magazine’s executive editor
stated that the closure of the magazine was a reflection of the full-scale
purging of reformist voices within the party.!”® (The magazine has since
been revived but is under CCP control.) And in October 2016, I re-
ceived a brief email note from a friend of the publisher of Consensus
Net, an online chat room for liberal reform thinking and debate, noting
that its temporary closure would likely be permanent.”!

Yet dissenting voices continue to make themselves heard. Not eve-
ryone is comfortable with the direction in which Xi is moving the
country. Many push within the system. At the March 2016 meeting
of the Chinese People’s Political Consultative Conference—a legisla-
tive advisory body to the NPC that consists of members of Chinas
democratic parties—several representatives also called for greater
political openness. Well-known CCTV anchor Bai Yansong, for ex-
ample, argued for increased freedom of the press, claiming that
if China wants to address social ills such as environmental pol-
lution, the government must “give media the green light” In an



HEART OF DARKNESS 49

interview with Caixin, Shanghai University of Finance and Economics
professor Jiang Hong promised to speak about freedom of speech at
the meeting, and commented, “As for affairs within the Communist
Party, I am an outsider. I have no right to criticize or make irrespon-
sible remarks. But as a citizen, [my] freedom of expression must be
protected.” (The interview was later deleted from Caixin’s website by
the Cyberspace Administration of China.)"?? In an earlier speech, Jiang
had noted, “To permanently cure corruption, we need political reform
to put power into the cage of a system and to fundamentally clear the
soil that creates corruption.” He proposed that every legal citizen be
allowed to participate in elections and to compete to be elected.'”?
Moreover, on narrower political issues, CPPCC members can exert
significant influence. In one case, a vice-chairman of the CPPCC com-
plained to then PBSC member Liu Yunshan about a set of new re-
strictions on travel for scholars and think tank analysts—pointing out
that it was difficult for Chinese think tanks to “go global” and pro-
mote China’s messages abroad if, in fact, scholars were not permitted
to travel freely and were only permitted five day stays in other coun-

tries.94

Liu concurred, and the regulations were modified to allow for
greater ease of travel.

While most of Xi Jinping’s detractors attack his policies, some are
more directly personal in their approach. While the congress was un-
derway, an anonymous letter calling for the resignation of Xi was pub-
lished on Wujie News, a website backed by the government of Xinjiang
and the SEEC media group, which also owns the influential financial
news magazine Caijing.””> (The Internet behemoth Alibaba also re-
portedly backed Wigjie News, but in the wake of the letter’s appear-
ance denied any formal affiliation.) While the letter acknowledged Xi’s
efforts to clean up the party and his popularity among the Chinese
people, it criticized him for moving away from most of the guiding
principles of Deng Xiaoping’s domestic and foreign policy, including
the principle of collective leadership, keeping a low profile interna-
tionally, supporting one country-two systems, presiding over the stock
market crash of 2015—2016 and real estate bubble, growing conflict
with North Korea, and creating a cult of personality. The letter, which
disappeared quickly from the Internet, also called for Xi’s resignation
in order to ensure “safety for you and your family.”'’® As many as
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twenty people were reportedly linked to the letter and later detained.””
And in October 2017, at the time of the 19th Party Congress, chairman
of the China Securities Regulatory Commission Liu Shiyu suggested
that a number of former senior officials had attempted to overthrow
Xi Jinping, including Sun Zhengcai, who only a few months earlier
had been considered a potential successor to Xi as general secretary.'’®

While debate may continue behind the largely closed doors of ofh-
cial China, the world of independent activists has become a far more
difficult and, in some cases, dangerous one under Xi Jinping. Some
activists have been forced to modify their behavior in order to continue
to push for change. When I sat down in July 2016 with Li Fan, a prom-
inent scholar and political activist who has received international atten-
tion for his work training independent candidates to compete in local
Chinese elections, he was measured in his assessment of how much
his work has changed since Xi took office. Certainly, he tells me, his
efforts to train independent candidates have ceased. There is no room
for such independent political thinking and activity in the current po-
litical environment. (He nonetheless continues to travel the world to
observe and learn from democratic elections.) Instead, he is focusing
his attention on his other passion: working at the local level to expand
transparency in the budget process. Such work is much easier, he says,
because it fits in well with the government’s current emphasis on official
accountability. Still, Li argues that despite the more repressive polit-
ical environment, liberal intellectuals such as himself continue to fight;
their platform has simply shifted to the Internet.

Yet for many Chinese rights activists, there is simply no political
space in which to operate in Xi’s China, except that which exists outside
the country. While Li has managed to navigate the new political ter-
rain successfully, many of China’s most outspoken reform voices have
gone silent—in some cases imprisoned or forced to leave the country.
In Xi’s first few years in office, more than five hundred activists were
detained or arrested. Famed civil rights lawyer Teng Biao fled China in
2014 and has since taken up residence at various American universities,
including Harvard, and New York University (NYU), as well as the
Institute for Advanced Study in Princeton. Teng began his professional
life as an academic dedicated to promoting the rule of law but trans-
formed into an activist in 2003 with the Sun Zhigang case, in which a
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twenty-seven-year-old college graduate and factory worker was beaten
to death, while being detained for not possessing the appropriate res-
idency permit. (The resulting public outcry and legal case resulted
in the abolition of the custody and repatriation system.) Together
with other young lawyers, Teng gained international acclaim for his
work advocating on behalf of Chinese civil rights, beginning in 2003
with the Open Constitution Initiative (Gongmeng, N33) and later
through the New Citizens’ Movement (Zhongguo Xingongmin Yundong,
HEHT /A RIZ3)). When 1 caught up with Teng in late spring 2017 at
NYU Law School, he described the change in China’s political openness
in the aftermath of Xi’s accession to power as dramatic—a shift from
“maintaining stability” to “wiping out any critics.” Just before Xi’s ascen-
sion to power in 2012, the New Citizen’s Movement, of which Teng was
a founder, was in its heyday. The movement was dedicated to bringing
online activism to the ground. Dinner gatherings took place on the last
Saturday of every month in as many as thirty cities with participants
discussing broad concerns around human rights, as well as local cases of
civil rights abuses. Full of enthusiasm, many of the participants posted
pictures on Sina Weibo (a Chinese microblogging platform) and Twitter,
and members of the movement traveled to different cities to meet other
activists. In some cities, such as Guangzhou, Beijing, or Shenzhen, there
might be more than one hundred people at a dinner. The movement,
Teng says, was modeled on Internet guru Clay Shirky’s book 7he Power
of Organizing without Organizations. In 2014, however, the arrest of Xu
Zhiyong, Teng’s friend and his co-founder of both the New Citizen’s
Movement and the Open Constitution Initiative, dampened the energy
of the movement. While some groups continue to meet, many of the
members now participate only online.

Teng’s activism came at great personal cost. Before leaving China,
he was suspended from teaching three times, disbarred, forcibly dis-
appeared, detained, and tortured. It is a fate, he says, that many of
his fellow activists have shared. Teng himself is now burdened by the
harsh fate of many he left behind, saying that he suffers from “survivor’s
guilt.” Nonetheless, he remains undaunted. He has co-founded, along
with several other Chinese political activists, a new NGO, the China
Human Rights Accountability Center, which is designed to collect in-
formation on Chinese human rights abusers with an eye toward having
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the U.S. government sanction them. He is also active in speaking on
behalf of Hong Kong activists, testifying before the U.S. Congress on
Chinese human rights concerns, and raising money for Chinese activ-
ists. He may live outside China, but his life is consumed with efforts to
advance the cause of political change within the country.

Nowhere are dissenting voices louder, however, than in regions
Beijing oversees, such as Hong Kong, or claims as sovereign territory,
such as Taiwan. Xi Jinping has moved aggressively to enforce greater
political discipline in both regions. Over the past several years, Xi has
sought to tighten the mainland’s political control over Hong Kong by
arresting booksellers who sell politically sensitive books, pushing for
schools to adopt curricula that stress patriotic education, and passing
a law criminalizing disrespect of the Chinese national anthem, among
other initiatives. Frequent mass demonstrations by Hong Kong citi-
zens in support of democracy and against such increasing political en-
croachment by Beijing are met with an increasingly hard-line stance
by Beijing and additional efforts to narrow the political space between
Hong Kong and the mainland.

In Taiwan, as well, in the wake of the 2016 election of Tsai Ing-
wen as president, Xi Jinping has sought to use Beijing’s political and
economic leverage to pressure Tsai to recognize the '92 Consensus,'”’
a political accord signed by a previous leadership that acknowledges
Taiwan is part of China—a claim to which Tsai and her political party,
the Democratic Progressive Party, do not subscribe. Her resistance to
supporting the consensus has led Beijing to cut back tourism to Taiwan
by almost 20 percent, threaten Taiwan with the presence of an aircraft
carrier, and break off formal talks between Beijing and Taipei. Despite
the fact that only 14.9 percent of Taiwanese favor unification with the
mainland,??° Xi has made it clear that he believes that reunification
between Taiwan and the mainland under one country, two systems is
“historical inevitability.”

Conclusion

Over the course of Xi Jinping’s first five years in office, he has made sig-
nificant progress in transforming the institutions that govern political
life. He has weakened the principle of collective leadership and amassed
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political power through the use of traditional political institutions such
as leadership of small groups, the principle of the core leader, and a se-
ries of political campaigns and initiatives designed both to strengthen
the party and eliminate political adversaries. His decision not to des-
ignate a successor as general secretary of the Communist Party leaves
open the possibility that Xi himself will remain in that position be-
yond his expected retirement in 2022. He has also moved to reverse
the trend of reform and opening up that has characterized much of the
previous almost four decades by deepening the role of the party in civil
society, the educational system, and the media. At the same time, he
has worked to prevent the influx of foreign ideas and influences in edu-
cation and the media, as well as to limit the influence of foreign NGOs
through a new registration system.

Advocates for liberal political reform—as defined by individual free-
doms and the institutions that serve them—increasingly find the space
for debate and dissent narrowing. Xi Jinping has identified such ideas as
hostile to the well-being of the Communist Party and Chinese people.
The educational and legal systems, as well as the media, have become
tools through which the party can exercise greater political control.
In such an environment, political activists must choose among three
unsatisfying options: constraining their voice and actions within ac-
ceptable parameters, facing an increased likelihood of incarceration, or
abandoning their homeland entirely.

Some of the contradictions inherent in Xi’s efforts have become
clear, such as the negative impact of the anticorruption campaign on
economic growth, and the bottleneck in decision-making incurred as
a result of Xi’s centralization of power. Other costs are likely to emerge
over time. Efforts to limit the ability of the Chinese people to en-
gage with ideas from outside the country may simply result in more
Chinese seeking to study abroad. The clampdown on rights lawyers
and activists may hinder the ability of the Chinese government to re-
alize a justice system that effectively redresses societal wrongs. And at
a more fundamental level, the sheer depth of party intrusion into the
moral and cultural fabric of society sits in direct opposition to the out-
ward facing trend of Chinese society, in which more than 120 million
Chinese travel abroad annually and as many as 750 million people use
the Internet.
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As the next chapter explores, however, the Chinese leadership ap-
pears more than willing to accept such costs. Not content to limit itself
to reform in traditional governance structures, it is bringing the same
principles of increasing party penetration and rejection of outside ideas
and forces to shape political life on the Internet. Despite Li Fan’s opti-
mism, the party leadership sees little distinction between the real and
virtual worlds.
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Chinanet

JING ZHAO, OR AS he is known in the West, Michael Anti, does not
mince words. A Chinese journalist, he also became a globally renowned
Internet activist. The Internet, in Anti’s view, is a battlefield, not only
between the government and the people but also between corpor-
ations and the government. Ultimately, argues Anti, a free Internet de-
pends on who controls the technology. Speaking at the Oslo Freedom
Forum in 2014, he called on “all the geeks of the world and the freedom
fighters” to unite in the cause of a free Internet.! His call to arms re-
minds me of something he said a few years earlier over lunch in Beijing
about his role as a blogger: “I am a bridge, and my message to the
Chinese people is: the government is not the only player—you are
the future.” Although in his speeches Anti often raises challenges to
Internet freedom in Russia and even the United States, it is clear that
his primary target is China. In Anti’s words, China doesnt have the
Internet, it has a “Chinanet,” and that is not a legacy he wants to leave
for the next generation of Chinese.

Anti’s university studies and early career choices did not preordain
his life as a voice for Internet freedom. Born in the 1970s, at the tail
end of the Cultural Revolution, Anti graduated from Nanjing Normal
University in 1995 with a degree in industrial automation, but he began
by working as a receptionist in a hotel in far-off Wuxi. His primary
motivation for taking the job was to gain some independence from
his mother. After one year, he left his job to become an online bul-
letin board system (BBS) product manager for a travel company. By

55
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1999, he had become a chat room master,? and two years later, he was a
commentator for the English-language China Times. At that point, his
career took off. He spent time as a journalist in Iraq, worked for the
Washington Post and New York Times, studied at Cambridge, earned a
Nieman Fellowship to study journalism at Harvard, and finally landed
back in China, teaching journalism and earning a reputation as a well-
known blogger and commentator.? His international profile received a
significant bump when he delivered a 2012 TED talk that was viewed
well over one million times.

While Anti’s forthright approach to sensitive political issues is
viewed favorably by his admirers, it has occasionally landed him in
hot water. In 2011, Facebook removed his profile, ostensibly because he
used the pseudonym Michael Anti instead of the official name on his
Chinese identity card. Since “nonreal” name registration was common
among Chinese Facebook users—as it is in the United States—most
observers believe Anti was targeted as part of Facebook’s broader cam-
paign to get back in the Chinese government’s good graces. Beijing
blocked Facebook in 2009 after protestors in Xinjiang used Facebook
to communicate.

The Facebook censure only reinforced Anti’s commitment to push
for greater Internet freedom in China. Still, he is not immune to the
current unfavorable political winds. In 2012, when we met, he was full
of confidence about the Internet and its role as an agent for change in
China’s political future. He told me that while the previous generation
was waiting for reform to happen within the government, his gener-
ation doesn’t care what happens in the government; they know that
CCP rule will eventually end. He is particularly enamored of Twitter
with its capability to inform and build communities around ideas in-
stantaneously. Despite the ban on Twitter in China, Anti sees it as an
important platform. He points to a Twitter dialogue with the Dalai
Lama as engendering a profound shift in the way that many netizens
referred to him—no longer calling him by the disrespectful CCP term
of Dalai but rather using his full title of Dalai Lama.? When I saw him
again in the summer of 2015 at a conference in Colorado, however,
he was less optimistic, talking about Chinas “new normal” and the
new constraints faced by Chinese netizens. When I asked him about
the current state of Internet openness in China, he made it clear that
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Internet policy depends above all else on the top leader and that Xi
Jinping does not welcome participation by civil society via the Internet.
Any opening, he implies, will have to wait for the next leader.

Two years later when I sat down for tea with Anti in Beijing in the
summer of 2017, he had all but forsaken his role as Internet activist.
Instead, he reveled in his new role as head of global news for Caixin. In
this capacity, he is enthusiastic about China’s BRI and the opportunity
to help Chinese companies better understand the local interests and
cultures of the countries where they want to invest. When I asked Anti
whether he was still concerned about issues related to Internet freedom,
he replied that he did not see much point at the time—not only be-
cause of Xi Jinping’s efforts but also because the election of President
Trump in the United States in November 2016 signaled to him a
change in American priorities away from human rights and Internet
freedom. Without U.S. leadership on these issues, he argued, there is
no hope; there is no one who will stand up on behalf of the Chinese
rights community.

Anti is not alone in his relatively dismal assessment of Internet life
in China and the potential for change. The consensus among Chinese
domestic and foreign elite is that the Internet in China is no longer
the vibrant virtual political space it was in the pre-Xi Jinping period.
The Chinese leadership has dramatically expanded the technological
capacity and human capital devoted to controlling content on the
Internet. Government policies have contributed to a dramatic fall in
the number of postings on the Chinese blogging platform Sina Weibo
(similar to Twitter) and have silenced many of China’s most important
voices for political reform and opening up on the Internet. However,
that does not mean that civil society has simply accepted the “new
normal.” The Internet continues to serve as a powerful tool for those
bent on advancing social change and human rights. The game of cat
and mouse continues, and there are many more mice than cats.

Xi Jinping’s Internet Vision

Thousands of tech entrepreneurs, analysts, and even a sprinkling of
heads of state from around the world listened carefully as Chinese pres-
ident Xi Jinping outlined his vision for China’s Internet future. They
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had traveled to Wuzhen, a small city in the southern part of China, to
attend the country’s second World Internet Conference in December
2015. Xi clearly conveyed his point: “We should respect the right of
individual countries to independently choose their own path of cyber
development, model of cyber regulation, and Internet public pol-
icies . . . . No country should pursue cyber hegemony, interfere in other
countries’ internal affairs, or engage in, connive at, or support cyber
activities that undermine other countries’ national security.” No one
was surprised by what they heard. Xi had already established that the
Chinese Internet would in many respects be a world unto itself, with
its content closely monitored and managed by the Communist Party.

To accomplish Xi’s vision requires recalibrating the state’s relation-
ship with society, as well as its relationship with the outside world.
While Chinese history is replete with efforts to control the flow of in-
formation both within the country and from outside it, in the years im-
mediately preceding Xi’s ascension to power, the Internet brought the
Chinese people an unprecedented level of transparency and ability to
communicate with one another. New authoritative business and polit-
ical voices, like Michael Anti’s, advocated social reform and even polit-
ical opening, and commanded tens of millions of followers on China’s
blogging sites. Chinese citizens who wanted forbidden content from
outside the country tapped into virtual private networks (VPNs) that
gave them access to blocked websites and other information. Citizens
banded together online to hold authorities accountable for their ac-
tions—through both virtual petitions and physical protests. In 2010, a
survey of three hundred ofhicials conducted by the People’s Daily Online,
Tencent, and the People’s Forum Online revealed that 70 percent were
anxious about whether mistakes or details about their private life might
be leaked through the Internet with negative ramifications for their
careers and personal lives. Of the almost six thousand Chinese citizens
who were also surveyed, 88 percent believed it was good for officials to
be anxious about the power of the Internet.®

For Xi Jinping, however, there is no distinction between the virtual
world and the real political world: both should reflect the same polit-
ical values, ideals, and standards. There is limited room for competing
voices and content. To this end, the Chinese leadership has directed
significant time and energy to investing in technological upgrades to
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increase the state’s already potent capacity to monitor and prevent
undesirable content from entering and circulating throughout the
country. The government has passed new laws and regulations designed
to define more narrowly what constitutes acceptable content, and it
has aggressively punished those who defy the new restrictions. Under
Xi’s guidance, foreign content providers have also found their access to
China shrinking. They are being pushed out by both Xi’s ideological
war and his desire that Chinese companies dominate the country’s rap-
idly growing Internet economy.

At home, Xi paints the Wests version of the Internet, which pri-
oritizes freedom of information flow, as anathema to the values of the
Chinese government. Abroad, he asserts China’s sovereign right to de-
termine what constitutes harmful content on the Internet, aligning
China with other nations that share his perspective, such as Russia.
Rather than acknowledging that efforts to control the Internet are a
source of embarrassment—a sign of potential authoritarian fragilicy—
Xi is trying to turn his vision of a “Chinanet” into a model for other
countries.

The challenge for Xi and the rest of the Chinese leadership, how-
ever, is maintaining what they perceive as the benefits of the Internet—
advancing commerce and innovation—while at the same time protecting
against the potential political downsides of uncontrolled information
flow. They know that the world of global trade and finance relies on
the rapid transmission of information via the Internet. Their dream
of transforming the country into an innovation powerhouse similarly
depends on access to the world of thought outside the country, as well
as the free flow of information within the country. And the Chinese
people have become accustomed to the virtual life of the Internet, not
only for shopping and gaming but also for news and a shared sense of
community. What Xi wants to avoid is the Internet as a political change
accelerator—speeding up the transmission of political information and
enabling large political demonstrations. Yet in the process, there are
costs to China in terms of economic development, creative expression,
government credibility, and the development of civil society. Xi and his
supporters appear willing to bear these costs to create and maintain the
Internet as a Chinanet. Many Chinese citizens, however, are less pre-
pared to make the same sacrifice.
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Historical Legacy

Xi’s drive to control the information Chinese people can access is not a
new one. Chinese leaders from imperial times to the present have lived
with the constant threat of mobilized political discontent undermining
their legitimacy and ability to rule. Most of Chinese history reflects a
desire by the country’s rulers to shape the social and political world of
the citizens they govern, through censorship and limits on access to
information, as well as through more proactive efforts, such as propa-
ganda, to affect public discourse.”

China’s first emperor, Qin Shi Huang (213 BCE—206 BCE), for ex-
ample, was concerned about the potential of scholars to use history
to compare his reign with that of the past—a concern that continued
through successive Chinese dynasties. This resulted in an order to
ban and then burn all Confucian texts,® and more than four hundred
scholars who owned these forbidden books were subsequently buried
alive. He also established a system of codes and laws that subsequent
dynasties then used to codify censorship provisions, amending them
along the way.” The Tang Code, which was drafted and amended during
624653 cE,'"? included a regulation that prohibited any item that could
be used for prognostication, as well as the republication of specific
books, religious texts, and government documents." The code of the
Song dynasty (960-1279 cE) further mandated that local officials re-
view publications by printers before they were published. Banned pub-
lications included “government and military documents, the classics,
writings that inappropriately used the names of members or ancestors
of the royal family, and pornography.” The code also restricted religious
freedom and speech.”” The Ming dynasty banned texts with pictures
of past leaders, books on astronomy, and any “texts which ought to be
banned”;" the Qing dynasty, then fearing a threat from their Ming pre-
decessors, also censored any literature that they believed might under-
mine their leadership.' Even after the transformation of China from a
dynasty to a republic, Chinese leaders continued to censor the media,
concerned about the threat posed by opposition forces.

The rise to power of Mao Zedong and the communists in 1949
ushered in a new era of censorship. Throughout the 1960s and 1970s,
popular access to foreign literature and media was heavily restricted
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and often only accessible to party elites.”” No academic journals were
published for over six years, and many publishing houses closed.!® As
the political system became increasingly insular—with information
from the outside world and within China carefully controlled—Mao,
like his imperial predecessors, also tried to contain rumors. In closed
regimes, rumors have the potential to undermine social stability by
spreading nonsanctioned ideas.”” Reflecting just such a concern, in
1962, the MPS released a document on the “prevention and suppres-
sion of rumor,” designed to counter various rumors of a poor economy,
war, and superstitions.'®

Mao also used culture and the media to promulgate socialist values,
arguing that “the politicians must run the newspapers” (zhengzhijia
banbao, BUA R IMR) .2 His deputy, Lin Biao, put it even more force-
fully: “A gun barrel, a pen barrel, seizing power depends on these
two barrels, and consolidating power depends on these two barrels.”*
Ever fearful of subversion, the government required that artists,
writers, and others engaged in creative professions “reflect proletarian
values.”?

Modern Chinese history has not been without its periods of open de-
bate and creative expression. Proponents of the New Culture Movement
in the mid-1910s and 1920s, for example, argued that China’s traditional
Confucian culture had kept it weak relative to Japan and Western na-
tions and advocated adopting Western values such as science and de-
mocracy.”? Among the most influential publications during this period
was the New Yourh journal, which published pieces by many budding
radicals including Mao Zedong.”> Additionally, during the Hundred
Flowers Campaign in 1956-1957, the CCP briefly allowed scholars and
intellectuals to write and speak without fear of retribution. During the
mid to late 1980s, as well, increasing numbers of Chinese students and
scholars began to study and do research in the West, shaping a new
generation of thinkers who had exposure to political values inherent
in democracies, such as freedom of speech and the rule of law.?* In
1989, Beijing and other cities erupted with calls for improved economic
well-being and expanded political rights. For several months, students,
reporters, and other protestors occupied Beijing’s central Tiananmen
Square and communicated with each other and with the outside world
via fax machines.” Yet none of these periods of greater openness or



62 THIRD REVOLUTION

intellectual ferment took root. Instead, they ended in violence and were
followed by a period of intense political repression.

The arrival of the Internet in China in the late 1980s held the promise
of breaking the traditional dynamic of control between the rulers and
the ruled. It introduced a new level of transparency and connectivity
into Chinese political, social, and economic life, allowing Chinese citi-
zens to communicate across geographic and socioeconomic boundaries.
Yet from the outset, the Chinese government understood the under-
lying threat to its authority that unfiltered access to information would
present. Chinese netizens pushed boundaries and explored the virtual
world, presenting new challenges to the control of the Communist
Party, and seeking ways around the obstacles the government placed
in front of them. The Chinese government, while occasionally able to
foresee the challenge, generally chased after the netizens, trying to deter-
mine which activities posed a genuine threat and how best to respond.

You've Got Mail

The very first e-mail in China was sent in September 19872°—sixteen
years after American Ray Tomilson sent the first e-mail in the United
States.?” It broadcast a triumphal message: “Across the Great Wall we
can reach every corner in the world.”?® For the first several years, the
government reserved the Internet for academics and officials. But once
Beijing opened Internet service to the general public in 1995,% it cel-
ebrated its arrival with great enthusiasm: with only 150,000 Chinese
people connected to the Internet, the government deemed 1996 the
“Year of the Internet,” and Internet clubs and cafes sprouted every-
where in China’s largest cities.*

Yet as enthusiastically as the government proclaimed its support
for the Internet, it also took steps to assert its control over the new
technology, issuing a temporary set of regulations, mandating that all
Internet connections would be channeled through international ports
established and maintained by the government.®® As Oxford scholar
Rogier Creemers noted, “as the Internet became a publicly accessible
information and communication platform, there was no debate about
whether it should fall under government supervision, only about how
such control would be implemented in practice.”* By 1997, Beijing had
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enacted its first Internet laws (following interim regulations in 1996%°)
criminalizing Internet postings that it believed were designed to hurt
national security, the interests of the state or of a group, or to disclose
state secrets,”* and, by July of that year, Chinese police were searching
for advanced filtering software at a conference in Hong Kong.*
China’s leaders were right to be worried. Their citizens quickly real-
ized the political potential inherent in the Internet. In 1998, thirty-
year-old software engineer Lin Hai forwarded thirty thousand Chinese
e-mail addresses to a U.S.-based pro-democracy magazine. Lin was ar-
rested, tried, and ultimately sent to prison in the country’s first known
trial for a political violation committed completely via the Internet.>®
A more troubling event for the country’s leaders occurred the following
year, when the spiritual organization Falun Gong used e-mail and cell
phones to organize a silent demonstration of more than ten thousand
followers around the party’s central compound, Zhongnanhai, to pro-
test their inability to practice freely. The gathering, which had been ar-
ranged without the knowledge of the government, served as a wake-up
call for officials, and precipitated an ongoing hunt and persecution of
Falun Gong practitioners, as well as a new determination to exercise
control over the information that flowed through the Internet.””

Nailing Jello to the Wall

The man who emerged to lead the governments effort to control the
Internet on the technological front was Fang Binxing. Fang, who earned
his PhD in computer science at the Harbin Institute of Technology
during the tumult of the 1989 Tiananmen Square demonstrations, began
working on homegrown software to manage Internet content in 1999,
just at the time of the Falun Gong demonstration. As deputy chief en-
gineer at the state-run National Internet Emergency Response Center,*®
Fang worked on developing the “Golden Shield”—transformative soft-
ware that enabled the government to inspect any data being received or
sent and to block destination IP (Internet protocol) addresses and do-
main names.*” Fang’s work was rewarded by a swift rise up the political
ladder. He became chief engineer and director of the center one year later,
and eventually rose to become president of Beijing’s University of Posts
and Telecommunications.*’ By the 2000s, Fang had earned the moniker
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the “Father of the Great Firewall” and, eventually, the enmity of hun-
dreds of thousands of netizens for his ongoing efforts to control their
access to information.!

Technology alone, however, was not enough to prevent a burgeoning
number of Chinese netizens from expanding their virtual worlds.
Throughout the early 2000s, the Chinese leadership supplemented
Fang’s technology with a set of new regulations designed to ensure
that anyone with access to China’s Internet—either domestic or for-
eign—played by Chinese rules. In September 2000, the State Council
issued Order No. 292, which introduced new content restrictions that
required Internet service providers to make sure that the information
sent out on their services adhered to the law and that domain names
and IP addresses were recorded for providers engaged in media or
online bulletin boards.*> Two years later, Beijing blocked Google for
the first time.®? (In 2006, Google introduced Google.cn, a censored
version of the site.*¥) That same year, the government also increased
its emphasis on self-censorship with the Internet Society of China’s
“Public Pledge on Self-Discipline for China’s Internet Industry,”
which established four fundamental principles for Internet self-
discipline: patriotic observance of law, equitableness, trustworthiness,
and honesty.® Over one hundred companies, including U.S. informa-
tion-technology leader Yahoo! Inc., signed the pledge.“® In addition,
the Ministry of Information Industry and General Administration of
Press and Publishing outlined a set of restrictions governing Internet
content, banning any material that might harm national unity and
sovereignty, reveal state secrets, damage the reputation of the state, or
contribute to social unrest.?’

Perhaps the most significant development during this period,
however, was a 2004 guideline on Internet censorship issued by the
Ministry of Education and CYL that called for Chinese universities
to recruit politically trustworthy Internet commentators who could
write and publish posts that would guide Internet discussions in po-
litically acceptable directions. Local party officials soon followed suit,
organizing training programs for commentators who could shape
online conversation and report on comments that did not follow
Chinese law. These commentators became known as wu mao dang
(fLE5F), or “fifty-cent party,” for the wu mao, or roughly seven
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cents that they earned as a bonus to their regular salary for each post.*®
Over time, the posts of these content monitors have become fodder
for netizens” humor and sarcasm.

With each new challenge, the government added to its toolbox.
In spring 2005, for example, Beijing and Shanghai residents used the
Internet to organize large-scale anti-Japanese protests. Some analysts
called these protests “a wakeup call for the government’s censors.”#’
Several months later, the Chinese leadership held a meeting in the north-
east city of Qingdao to discuss methods for managing the Internet.”
The result of the protests was improved keyword filtering systems and
a set of new regulations mandating what constituted an Internet news
service organization and what such groups could publish.”!

Even as the government worked to enhance its capacity to limit
Chinese citizens access to information, however, the netizens were
making significant inroads into the country’s political world—both vir-
tual and real. Their primary target was addressing the corruption and

abuses perpetrated by local officials.

A Virtual Political System

In February 2009, in the southwest province of Yunnan, a twenty-four-
year-old farmer, Li Qiaoming, who had been imprisoned on charges
of illegal logging, was found dead. According to officials, while a pris-
oner, he had been playing a game of duo maomao (PIENH) or “elude
the cat”—a game similar to Marco Polo, in which a person is blind-
folded and attempts to find others through the sound of their voice.
Reportedly, during the course of the game, Li incurred a fatal head
injury.”* The incident sparked outrage among netizens, who assumed
that the local police had beaten him to death. “Elude the cat” quickly
became an Internet buzzword,” and over seventy thousand posts were
made regarding the case on QQ.com, a popular Chinese bulletin
board.* As posts on the topic mounted, the media also started ques-
tioning the official report.” A poll on Sina.com found that 87 percent
of online respondents did not trust the government’s “eluding the cat”
story.*® Ultimately, after a committee made up of both officials and citi-
zens investigated the incident, three other prisoners and two policemen
were convicted and sent to jail.”’



66 THIRD REVOLUTION

That same year, Deng Yujiao, a young woman working in a hotel in
Hubei Province, stabbed a party official to death after she rejected his
efforts to pay her for sex and he tried to rape her. Police initially com-
mitted Deng to a mental hospital.”® A popular blogger, Wu Gan, with
more than thirty thousand Twitter followers, however, publicized her
case. Using information gathered through “human flesh searches” (ren
rou sousuo, NATEZ), in which netizens collaborate to identify and
reveal the identity of a specific individual or organization, Wu wrote a
blog describing the events and actions of the party officials involved.”
In an interview with the A#lantic magazine at the time, he commented,
“The cultural significance of flesh searches is this: In an undemocratic
country, the people have limited means to get information. Information
about [the activities of ] public power is not transparent and operates
in a black box, [but] citizens can get access to information through the
internet, exposing lies and the truth.”®® Strong public support for Ms.
Deng’s case took shape on and offline, with young people gathering in
Beijing with signs reading: “Anyone could be Deng Yujiao.”®! The court
ruled that Deng had acted in self-defense.®?

The latter years of Hu Jintao’s tenure witnessed a remarkable rise in
the use of the Internet as a mechanism by which Chinese citizens held
their officials accountable. Most cases were like those of Li Qiaoming
and Deng Yujiao: lodged and resolved at the local level. A very few,
however, reached central authorities in Beijing. On July 23, 2011, a high-
speed train in China derailed in Wenzhou, a coastal city renowned
for its entrepreneurial spirit, leaving at least 40 people dead and 172
injured.® In the wake of the accident, Chinese officials told journal-
ists to use only information “released from authorities,” banning them
from investigating, commenting, or reflecting on the crash. However,
local residents who arrived at the scene quickly snapped photos of the
wreckage being buried instead of being examined for evidence. The
photos went viral and heightened the impression that the government’s
main goal was not to seek the true cause of the accident.®* A Sina Weibo
poll—later blocked—asked Internet users why they thought the train
wreckage was buried: 98 percent (61,382) believed it represented destruc-
tion of evidence.® Dark humor spread among Chinese netizens: “How
far are we from heaven? Only a train ticket away,” and “The Ministry of

Railways earnestly requests that you ride the Heavenly Party Express.”®®
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The popular pressure resulted in a full-scale investigation of the crash,
and in late December, the government issued a report blaming poorly
designed signal equipment and insufficient safety procedures. As many
as fifty-four officials faced disciplinary action as a result of the crash.®”

The Internet also provided a new sense of community for Chinese
citizens, who mostly lacked the robust civil society organizations found
in more open political systems. In July 2012, devastating floods in
Beijing led to the evacuation of more than sixty-five thousand residents
and the deaths of at least seventy-seven people. Damages totaled an
estimated $1.88 billion. Local ofhicials failed to respond effectively: po-
lice officers allegedly kept ticketing stranded cars instead of assisting
residents, and the early warning system did not work. Yet the real story
was the extraordinary outpouring of assistance from Beijing netizens,
who volunteered their homes and food to stranded citizens and even
drove to the airport to help the eighty thousand or more stranded pas-
sengers.®® In a span of just twenty-four hours, an estimated 8.8 million
messages were sent on Weibo regarding the floods and 520,000 were
posted to help organize netizens to pick up people who were stranded.
Of course, many also used Weibo as a forum to complain about inad-
equate infrastructure.®” The story of the floods became not only one of
government incompetence but also one of how an online community
could transform into a real one.

The Party Goes Online

While the Chinese people explored new ways to use the Internet, the
Chinese leadership also began to develop a taste for the new powers the
Internet offered. Enhancing the accountability of local governments
was one important new direction. The 2010 State Council Information
Office’s white paper “The Internet in China,” for example, called on
governments at every level to address all the problems reported by the
Chinese people via the Internet.”’ In this way, the Internet soon be-
came a popular mechanism for the government to learn about official
corruption.”!

In addition, party leaders recognized that the Internet could serve
as a transmission belt for government views to be disseminated to the
people. As early as 2004, the Chinese government began to stress the
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influence that the Internet could have on public opinion.”? In July
2007 following a scandal in which children were found working at a
Shanxi brick kiln, the government provided guidance to major Internet
sites, stating that “[websites must] intensify public opinion guid-
ance and management on the Internet of the Shanxi Kiln Affair . . . .
[Websites must] regularly release positive and authoritative informa-
tion, and regularly report information about related people receiving
medical treatment and being safely relocated, leading to a favorable
online public opinion. Internet opinion must cool off rapidly.””? The
MPS also actively promoted the use of microblogs by officials, and
by 2013, government bodies operated approximately sixty thousand
Weibo accounts.”

The government also viewed the Internet as an opportunity to assess
the opinions and concerns of the Chinese people. Harvard University
professor Elizabeth Perry points to the use of social media and tech-
nology by the propaganda arm of the Jincheng Coal Group in Shanxi
Province during the company’s privatization process. The company
gathered the thoughts of workers via blogs and e-mail and used the
information to help smooth the process of privatization.”” In another
case, authorities in Xiamen undertook an online poll to assess public
antipathy toward a planned PX plant in 2007 that thousands had
protested.”®

China’s leaders appreciated the ability of the Internet to enhance
their understanding of citizens’ concerns, shape public opinion, and
improve local governance. Yet as the Internet increasingly became a
vehicle for organizing local protests, concern within the leadership
mounted that the Internet might be used to mobilize a large-scale po-
litical protest—one that crossed provincial boundaries and threatened
the legitimacy of the central government as opposed to challenging the
authority of local officials.

An Internet Revolution

In 2008, the Peoples Daily opened a Media Opinion Monitoring Office
to report on and analyze online comments and send reports to govern-
ment officials on the prevailing attitudes toward controversial topics
on a daily and weekly basis.”” It also reported on the ability of local
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governments to respond to Internet-based mass incidents.”® While the
Chinese government may not have liked criticism of its policies and
actions, what triggered the greatest concern and most censorship was
the potential for large-scale mobilization. A 2013 study of censorship
on Chinese social media by a group of Harvard University scholars
revealed that criticism of the state was less likely to be censored than
comments that contributed to spurring collective action.” The inci-
dents cited by the report included a number of protests between 2011
and 2013 that involved citizens organizing behind causes related to
environmental quality, law enforcement, and natural disasters, among
other topics.

As uprisings spread throughout the Middle East during the early
months of 2011, the governments concern appeared prescient. A few
Chinese citizens and expatriates started to call for their own “Jasmine
Revolution.” Like their African and Middle Eastern counterparts, the
Chinese activists used the Internet to try to organize people to protest
in support of political change. Chinese security forces rapidly locked
down sites for the proposed demonstrations and arrested individuals
suspected as sources of possible unrest. The protests ultimately proved
ephemeral, with police far outnumbering demonstrators. However, the
massive deployment of public security forces showed both the strength
of the country’s security apparatus and the leadership’s acute insecur-
ities, particularly regarding the ability of the Internet to facilitate organ-
ized opposition.®® The word for “jasmine” (moli, ZK#1]) was blocked on
the Chinese Internet and in text messages.®

The Chinese leadership considered protests that crossed provincial
boundaries particularly threatening. In Shifang, Sichuan Province,
in July 2012, for example, thousands of people rallied to oppose a
proposed $1.6 billion molybdenum-copper alloy refinery because of
its potential environmental and health risks.3? The protests received
considerable attention on Weibo: nearly 5.25 million posts with the
word “Shifang” appeared between July 1 and July 4, 2012, and nearly
400,000 images related to the protests circulated online.®> On one
day, “Shifang” was the most searched Weibo term,’ although cov-
erage in traditional media was almost nonexistent. As a result of the
protests, the plans for the factory were ultimately scrapped.®® The
Shifang protests, however, also inspired similar protests in other parts
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of China,8¢ demonstrating the ability of the Internet to be used in
cross-provincial protests, and lending credibility to Beijing’s concern.

Beijing Fights Back

By 2011, as the voices of Chinese netizens grew louder and their de-
mands proliferated, the Chinese government took notice. A June 2011
article in the China Youth Daily written by two scholars, Ye Zheng and
Zhao Baoxian from the PLA’s Academy of Military Sciences, expressed
concern about the way outside forces could use the Internet to influence
public views. They wrote, “The targets of psychological warfare on the
Internet have expanded from the military to the public.” They noted
the “domino effect” that had occurred via the Internet during the Arab
Spring and saw the United States as contributing to the problem:*
“Of late, an Internet tornado has swept across the world . . . massively
impacting and shocking the globe. Behind all this lies the shadow of
America.”8

Beijing sought new ways to tamp down the enthusiasm, expecta-
tions, and the growing sense of power that netizens were deriving from
their online activism. Officials launched a campaign against “rumor-
mongering,” pressured social media sites to remove postings with un-
favorable allegations,® and banned reporters from using information
from the Internet that the authorities considered unverified. An article
published by Xinhua in November 2011 argued: “Like all forms of vice
and iniquity, Internet rumors are extremely infectious” and can result
in “poisoning the social environment and impacting social order.””
The government also reinforced its 2002 guideline requiring Sina
Weibo users to register with either their cell phone numbers or their
identity cards, and called on the company to review the posts of any
user who had more than a hundred thousand followers, deleting any
posts that are harmful to “national interests” within five minutes.” That
same month, the official news service Xinhua reported that Sina Weibo
and Tencent had both been punished for allowing rumors, particularly
those of a potential coup in March 2012, to spread on their sites.”” The
commenting function on Sina Weibo was also suspended for three days
during this period.” A 2012 study from Carnegie Mellon that reviewed
content censorship in Weibo posts based on keywords discovered that
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of 57 million posts collected between June and September 2011,”* over
16 percent of the posts were deleted nationwide.” For posts originating
in Tibet, the deletion rate was as high as 53 percent.”

Internet activism in China exploded during the final years of Hu
Jintao’s tenure. The Chinese people logged on to engage in lively polit-
ical social discourse, to gain access to the world outside China, and to
organize themselves to protest against perceived injustices. The Chinese
government responded with a stream of technological fixes and polit-
ical directives to contain what they viewed as the most dangerous beha-
vior; yet the boundaries of Internet life continued to expand.

The advent of Xi Jinping and a new Chinese leadership, however,
brought a new determination to move beyond sounding warning bells,
deleting posts, and passing regulations. Instead, Beijing began to seek
to ensure that Internet content more actively served the interests of
the Communist Party. Within the virtual world, as in the real political
world, the Communist Party moved to silence dissenting authoritative
voices, to mobilize the party in support of CCP values, and to prevent
the influence of foreign ideas from seeping into Chinese political and
social life.

@XiJinping

Early in his tenure, Xi Jinping embraced the world of social media.
According to one Chinese scholar, President Xi saw WeChat, a popular
mobile messaging app, and Weibo as important assets in the party’s
ongoing anticorruption drive.”” Xi also used the Internet to develop a
personal following. One Weibo fan group, “Fan Group to Learn from
Xi,” appeared in late 2012 much to the delight of Chinese propaganda
officials. (Many Chinese suspected that the account was directed by
someone in the Chinese government, although the accounts owner
denied any connections).” Xi allowed for a visit he made to Hebei
to be live-blogged on Weibo by government-affiliated press,” and his
2015 New Year Address paid homage to the importance of social media,
when he noted, “I would like to click the thumbs-up button for our
great people.”®® The government even ignores its own regulations, by
using Facebook, which is banned, to promote Xi’s international pro-
file, tracking his visits abroad on a Facebook page with infographics
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and scenic pictures.!” The page has over 2,750,000 likes.!”? Videos
about Xi, including a viral music video called “How Should I Address
You” based on a trip he made to a rural mountain village, have become
popular on social media and demonstrate the government’s increasing
skill at creating propaganda for the digital age.!”” Yet in late 2017, the
government also displayed the limits of its openness to social media
when it banned all references and images of the character Winnie the
Pooh, which had begun popping up in 2013 as a popular stand-in for
President Xi.

The Chinese government also recognizes the economic benefits of
the Internet, and Xi’s tenure has witnessed a dramatic expansion in the
number of Chinese Internet users. In 2012, there were approximately
573 million Internet users. Four years later, there were over 720 mil-
lion.!" Chinese spend a significant portion of their leisure time—
roughly one-third—on the Internet, particularly on mobile devices.!”®
Most of the time is spent watching online videos or on social networks,
while search, e-commerce, and news make up much of the rest of the
average Chinese netizen’s online time.®® The American consulting firm
McKinsey and Company estimates that sales in China’s e-commerce
market reached $760 billion in 2016, larger than those in the United
States. More than one-third of Chinese citizens order online at least
once per week.'”

Yet whatever value the Chinese leaders may discern from a vi-
brant Internet is more than matched by the dangers they perceive. In
a leaked speech from the National Propaganda and Ideology Work
Conference in August 2013, Xi articulated a dark vision: “The Internet
has become the main battlefield for the public opinion struggle.”'%8
With this in mind, he moved quickly to assert his personal control
over the political institutions governing the cyber world. In February
2014, Xi assumed the chairmanship of the Central Internet Security
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and Informatization Leading Group,'”” also known as the Central

Leading Group for Cyberspace Affairs (Zhongyang Wangluo Anquan
he Xinxihua Lingdao Xiaozu, 1 JM L2 HE RN T/NA),
which had previously been headed by the premier."? Xi also elevated
the political stature of the largely moribund State Internet Information
Office, transforming it into the Cyberspace Administration of
China. The two organizations are closely linked—the Leading



CHINANET 73

Group’s administrative office is housed within the CAC"'—providing
Xi with not only broad directional oversight for Internet policy but
also a more direct path to the actual bureaucracy responsible for for-
mulating policy.

The official tasked with directing the Leading Group’s office and
heading the newly formed and powerful CAC during Xi’s first years
in office, Lu Wei, brought significant experience to the position. He
had most recently served as minister of the State Council Information
Office, but previously had a long career as a journalist and then an
official for the Xinhua news agency.” Lu was a fierce proponent of
Internet sovereignty and strong party control over content. While
still vice president of Xinhua, Lu penned a July 2010 essay in Seeking
Truth, the CCP’s top political magazine, in which he argued that China
should strengthen its control over information technologies, noting
that “without information security, there is no financial security, there
is no economic security, and there is no national security in the truest
sense.”™® Lu proved a formidable political talent serving as both do-
mestic Internet watchdog and the public face of China’s international
Internet diplomacy until his removal as CAC head in July 2016"* and
subsequent detention on charges of corruption in November 2017.

The Cyber Octopus

The optics could not have been better for Beijing. A smiling Facebook
CEO Mark Zuckerberg stood beside a beaming Chinese Internet
czar Lu Wei, with a carefully positioned copy of Chinese president
Xi Jinping’s collection of speeches and interviews, 7he Governance of
China, sitting on a nearby desk." No matter that Facebook had been
banned in China since 2009,"® Zuckerberg was doing everything he
could to find a way into Beijing’s good graces, and he knew that Lu Wei
held one key to China’s vast cyber world. However much he may have
enjoyed his personal Silicon Valley tour, Lu demonstrated no interest in
welcoming Facebook back to China. As he commented in response to
a press query about FacebooK’s absence: “China has always been warm
and hospitable, but I have a choice about who comes to be a guest at
my home. I can say that I have no way of changing you, but I have a
right to choose my friends.”"”
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Lu’s fingerprints were also all over the highly restrictive first draft of
the cybersecurity law issued in July 2015 by the NPC."® Many aspects
of the draft encoded into law policies or rights that the government
already exercised and clarified previously gray areas. For example,
Article so (later Article 56 in the 2016 revised draft law) states, “To
fulfill the need to protect national security and social public order,
and respond to major social security incidents, the State Council, or
the governments of provinces, autonomous regions and municipal-
ities with approval by the State Council, may take temporary meas-
ures regarding network communications in certain regions, such as
restricting it.” This would put into law the ability that the Chinese
government has previously exercised in cutting off the Internet in cer-

120) during times of unrest.

tain areas (such as Xinjiang and Sichuan
The law would also allow censors to delete and block content that
violated Chinese laws and regulations.!”! For foreign firms, the draft
law promised stringent requirements concerning data localization and
restrictions on the transfer of “important data” overseas for business
purposes.'”? The final law, which came into effect on June 1, 2017,
mandated that a vast range of businesses—almost all that manage
their own e-mail or other data networks—must allow access to their
data, along with “technical support” to Chinese security officials upon
the latter’s request. One of the most onerous requirements for foreign
firms was a measure that permits Beijing to access computer program
source code, which is considered highly sensitive intellectual property.
In addition, the requirement that all Chinese citizens’ personal infor-
mation gathered by companies be stored only in China reduces efh-
ciency and increases costs for multinationals, which otherwise might
store all their information on cloud data centers outside China.

Technology Is Our Friend

Xi Jinping’s tenure has also been marked by technological innova-
tion that has enabled the government to exert far greater control over
the Internet. In January 2015, the Chinese government blocked many
of the virtual private networks (VPNs) that citizens had used to cir-
cumvent the Great Firewall, such as Golden Frog, StrongVPN, and
Astrill.'? The nationalist newspaper Global Times attributed the change
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to an effort to upgrade the Great Firewall to enhance cyberspace sov-
ereignty.'* The clampdown was surprising to many outside observers.
Most believed that given the role of VPNs in the Chinese economy—
supporting multinationals, banks, and retailers among others—China
would not crack down.'”> But, Beijing had even more technology to
control the Internet at its disposal. In late March and April 2015, it
launched the Great Cannon. Unlike the Great Firewall, which has the
capacity to block traffic as it enters or exits China, the Great Cannon is
able to adjust and replace content as it comes through the Internet.?®
One of its first targets was the U.S. coding and software development
site GitHub. The Chinese government used the Great Cannon to levy a
distributed denial of service attack against GitHub, overwhelming the
site with traffic redirected from Baidu (a search engine like Google).'*
The attack focused on two sites in particular, the Chinese version of the
New York Times and GreatFire.org, a popular VPN that helps people
circumvent Chinese Internet censorship.!?® The University of Toronto’s
Citizen Lab called the Great Cannon a “significant escalation in state-
level information control.”'*

Beijing frequently deploys its censorship technology during times
of heightened political sensitivity. During July and August 2014, the
government blocked a number of chat apps, such as Line, Talkbox,
and Kakao Talk, ostensibly because they were permitting terrorism-
related content.’’® More likely, however, the apps were blocked be-
cause of the pro-democracy protests in Hong Kong. Indeed, the
beginning of Line service disruptions in China coincided with
the anniversary of the date Hong Kong was returned to mainland
China.”! During the pro-democracy Umbrella Revolution protests
in Hong Kong in September and October 2014, a number of social
media platforms were censored. The government prevented main-
land WeChat users from seeing certain pictures posted by Hong
Kong-based accounts; interrupted Instagram service; and deleted a
greater number of posts on Weibo than usual.'*

After the crackdown on Sina Weibo in 2012—2013, many netizens
preferred using Tencent’s WeChat platform, which is driven by infor-
mation exchanged among smaller groups of people who are mostly
known to one another. The State Council’s China Internet Information
Center reported that 37 percent of users who left Weibo in 2013 began
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using WeChat instead.'”® Some WeChat accounts gained hundreds of
thousands of followers, providing those account holders with an in-
fluential platform. However, even these accounts are not immune to

suspension.'®

What Is Okay and What Is Not

Xi Jinping’s most noticeable gambit has been to constrain the nature
of the content available on the Internet. For better or worse, he has
provided greater clarity as to what is acceptable content. In August
2013, the Chinese government issued a new set of regulations: the
“Seven Baselines” (gitiao dixian, + 45 JIK4)—the Baseline of Laws
and Regulations, of the Socialist System, of National Interests, of
Citizens’ Legal Rights and Interests, of Public Order, of Morality,
and of Information Accuracy.!®® The baselines were intended to re-
flect the inviolable core interests of the party. An article supportive of
the Seven Baselines in the Southern Daily stated, “While the Internet
provides people with a convenient, fast and diverse experience, it has
also become an important place for the spreading of rumors and the
breeding of false information.”"*® The reaction by Chinese Internet
companies was immediate. Sina, for example, shut down or “han-
dled” 100,000 Weibo accounts found to not comply with the new
rules.'’

Reminiscent of imperial Chinese leaders’ ban on rumors, the gov-
ernment soon adopted tough restrictions on Internet-based rumors.
In September 2013, the Supreme People’s Court and Supreme People’s
Procuratorate ruled that authors of online posts that deliberately spread
rumors or lies, and were either seen by over five thousand individuals
or shared over five hundred times, could face defamation charges and
be sentenced to up to three years in jail."”® Following massive flooding
in Hebei Province in July 2016, for example, the government detained
three individuals accused of spreading “false news” via social media re-
garding the death toll and cause of the flood. One activist speculated on
the government’s fear that true details would come out saying, “I [think]
it’s the officials who are spreading rumors [in state-media reports], and
the people should detain them instead.”™ Some social media posts
and photos of the flooding, particularly of drowning victims, were also
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censored; unsurprisingly, state media reports highlighted the official
account of events.'4

An article in Xinhua defending the ban argued, “The newly unveiled
rules offer answers for the lingering problem of unclear sentencing cri-
teria for illegal Internet activities in China. As the Internet has grown
into an easily accessible platform for the Chinese public, an increase
in crimes such as defamation and blackmail has occurred online over
the past few years.”"! Others were critical, however. Professor of law at
the Beijing Institute of Technology Xu Xin argued that the ruling “vio-
lates the principles of criminal law.”%? Or as Chinese journalist Cheng
Yizhong simply put it, “Rumors are the penalty for lies.”%3

In addition to lowering the bar for what is considered unacceptable
content, one of the Xi-led government’s most significant policy innov-
ations was to target particular individuals who have large social media
followings. These individuals, referred to as “big Vs~ for their “verified”
status, are capable of shaping and driving public discourse, at times
in ways that directly challenge the authority of the Communist Party.
Reining them in has been a priority for the Chinese leadership.

Kill the Chicken to Scare the Monkey

Billionaire real estate mogul, party member, and former PLA soldier
Ren Zhigiang boasted almost 38 million followers on Sina Weibo as of
early 2016. His outspoken opinions earned him the moniker “cannon
Ren,” and his posts often seemed to skate right along the invisible

144 Tn February 2015, for example, he

red line of political acceprability.
wrote, “If our own value systems are superior to Western value sys-
tems, if China wishes to see the world accept our value system, then
why can’t the two systems be allowed to compete on the same platform
publicly? Why is it necessary to fear the Western value systems?”'*> And
on October 1, 2015, the sixty-sixth anniversary of the founding of the
PRC, he posted, “This festival is not a celebration for the founding of a
nation, but rather a celebration for a new government.” Offline he was
just as provocative. While giving a speech at Peking University, Ren
called for the students to “push over the wall” and to rebuild a social-
democratic society."® And speaking at the 2015 Annual Meeting of the
China so Forum, a collection of leading Chinese economists, Ren gave
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voice to what many scholars and businesspeople said in private: “The
government puts too much emphasis on guns and knives, and opposes
Western ideals. The winds of the Cultural Revolution are starting to
blow.”47

One year later, however, Ren skated across the line. Criticizing
Xi Jinping’s mandate that the media needed to mirror the views of
the party and act on behalf of the party, he posted, “When did the
‘People’s Government’ turn into the ‘Party’s Government?”” In a
later post, he wrote, “Once all the media is part of one family and
stops representing the interests of the people, then the people will be
cast aside and left in some forgotten corner.”*® For his comments,
the CAC ordered Ren’s blog account deleted; Beijing’s propaganda
bureau publicly attacked him for having “lost his party spirit” and
“opposing the party”; and the Communist Party placed him on a one-
year probation.'” The party attack on Ren Zhigiang did not go un-
answered. Fellow business leaders, scholars, and media officials spoke
out against the decision to silence Ren.’® Nonetheless, the punish-
ment held, and his blog went silent.

Ren’s punishment was the latest in a series of attacks by Beijing on
the country’s most popular bloggers, many of whom used their plat-
forms to push for greater political openness and most of whom had
upward of 10 million followers. The party initially tried to coopt these
influential figures. In August 2013, Lu Wei advised a group of social
media celebrities that it was their responsibility to ensure that their
commentary was positive and to promote values such as virtue and
trust.” It soon became apparent, however, that the bloggers had little
interest in toeing the party line. Throughout the fall, a number of the
most prominent Chinese web influencers, including Internet con-
sultant Dong Rubin, cartoonist Wang Liming, venture capitalists Xue
Biqun (Charles Xue) and Lee Kai-Fu, and real estate mogul Pan Shiyi
were detained or forced to “confess” their crimes on television, or in
some cases virulently attacked in the Chinese media. The restrictions
on big V users beginning in 2013 represented an important turning
point in China’s Internet life. Discussions began to move away from
political topics to focus more on personal and less sensitive issues."
The impact on Internet traffic on Sina Weibo was dramatic: Coupled
with the crackdown on Sina Weibo more broadly, web traffic on the
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platform dropped precipitously. According to a study of 1.6 million
Weibo users commissioned by the UK newspaper the Zelegraph, by

2013, the number of Weibo posts fell by 70 percent from 2011.1

The Moral Imperative

While the Chinese leadership has directed the majority of its energy
in Internet governance to controlling both the nature of and people’s
access to content, it is also in the midst of exploiting the power of the
Internet to launch a vast social experiment: the development of a so-
cial credit system. Designed for both companies and individuals, the
objective of the social credit system is to monitor, rate, and shape the
behavior of participants in a way that advances ethical behavior.> The
government’s plan is to collect data on individuals and corporate beha-
vior via the Internet and develop a rating system that will provide bene-
fits for good behavior and penalize bad behavior, such as not repaying
debts or traffic violations.

The backbone of the system is the National Credit Information
Sharing Platform, which was established in 2015. The platform collects
data from local and central governments and from sectoral social-credit
systems, and will—in the future—utilize data from commercial credit-
rating companies. Since August 2015, the NDRC and People’s Bank of
China have authorized a total of forty-three pilot cities and districts to
test social-credit systems.”> Eight Chinese companies, such as Alibaba,
Tencent, and Baidu, are also involved in the process. Sesame Credit—
a government-designed program that is offered via Alibaba-afhliated
Ant Financial—uses data provided by Alibaba’s Alipay and provides
a score to willing Alipay users. Alipay automatically collects data on
users’ shopping preferences but also offers them the opportunity to pro-
vide other information such as their legal and educational records. It
then assigns users a score based on personal information, ability to pay,
credit history, social networks, and behaviors. People who are labeled
“trustbreakers” may be penalized in terms of job promotions or the
right to own a house. Those Chinese with high-credit scores, however,
may be rewarded with benefits such as fast-track airport security or
greater ease in accessing loans. Despite the fact that the program is still
in its pilot phase, the Supreme People’s Court has maintained a list
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since 2013 of long-term debtors—a number that has reached almost
7 million—and has sought to ban them from air and high-speed rail
travel.1%

Some Chinese express concern about the totalitarian nature of the
social-credit program. In an interview with the Washington Post, well-
known novelist Murong Xuecun argued, “This is like Big Brother, who
has all your information and can harm you in any way he wants.”?’
Much as they did in the first decades of Chinese communist life, some
neighborhood committees in Shanghai collect information on residents’
behavior; yet today they contribute it to a computerized database. One
of the first pilot projects—initiated in 2010 before the government-
wide initiative—was launched in Suining County in Jiangsu Province.
The pilot delved deeply into citizens” personal lives, penalizing them,
for example, for failing to take care of elderly relatives or participating
in demonstrations that blocked government offices. The local citizens
protested, and the program was modified.

Yet other Chinese support the government’s efforts. When I con-
ducted an informal poll of fifteen Beijing citizens during a trip there
in summer 2017, the results were striking: two were completely una-
ware of the social-credit system, while the rest were largely favorably
inclined. As one said, “there is a lack of trust among people in China;
the social-credit system will help to fix that.” Many young Chinese,
in particular, appear enamored of the system, using the social-credit
scores as a screening mechanism for dates. Part of their comfort may
stem from the system’s familiarity. All Chinese citizens have a dangan,
or dossier, that begins when they enter school and includes information
such as their educational background, grades, workplace assessments,
health records, and any potential political liabilities. In many respects,
the Chinese leadership has simply developed an expanded online ver-
sion of this already well-entrenched system.

The Push for Internet Sovereignty

Xi’s Internet policy is also distinguished by its efforts to control Chinese
access to websites outside China. In November 2014, more than one
thousand attendees, including a number of major international and do-
mestic tech companies such as Microsoft, Amazon, Alibaba, Tencent,
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Baidu, and Apple, gathered at China’s first annual World Internet
Conference.®® At the end of the conference, Lu Wei led an effort, ulti-
mately unsuccessful, to persuade attendees to sign a declaration that in-
cluded a provision on “Internet sovereignty,” which stated: “We should
respect each country’s rights to the development, use and governance of
the Internet, refrain from abusing resources and technological strengths
to violate other countries’ Internet sovereignty, and build an Internet
order for equality and mutual benefit.”’ Although the phrase “Internet
sovereignty” was introduced in the 2010 State Council white paper on

the Internet,!®0

it has gained traction under Xi as a statement of China’s
position vis-a-vis foreign companies and countries in a broader context
of international negotiations over global Internet governance.

Earlier Chinese censorship had been more clearly delineated based
on what was domestic and what was international. The domestic issues
were largely the remit of the Propaganda Department (also known as
the Publicity Department), while the international issues (including
the Internet) were under the authority of the State Council Information
Office.'! The CAC, with Lu Wei at the helm, however, fused the in-
ternal and the external. Speaking at a spring festival banquet in February
2015, Lu Wei stated, “We live in a common online space . . . this on-
line space is made up of the Internets of various countries, and each
country has its own independent and autonomous interest in Internet
sovereignty, Internet security, and Internet development. Only through
my own proper management of my own Internet, [and] your proper
management of your own Internet . . . can the online space be truly
safe, more orderly, and more beautiful.”'¢?

Internet sovereignty also reflects a desire on the part of the Chinese
government to ensure that Chinese Internet companies dominate
the Chinese market. Much in the way that the Chinese government
has learned about market economics from the West and adapted and
modified those principles for China, the leadership has embraced the
Internet but shaped it to fit the needs of the Communist Party. It is
a policy, as Michael Anti has put it, of “Block and Clone.”'®® China
blocks Facebook, Twitter, and YouTube, and hinders Google’s search
operations, which run through Hong Kong, while supporting home-
grown Internet companies such as Baidu, Tencent, Renren (a Facebook
emulator), Youku and Tudou (YouTube twins owned by one parent
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company), and Sina. The government’s ability to ensure that its po-
litical restrictions—controlling content that comes in, is transmitted,
and goes out—are followed is far greater with Chinese companies than
multinationals. In addition, Xi Jinping has increased the challenge for
foreign media and Internet companies to gain access to the Chinese
public. In February 2016, the government announced a new set of re-
strictions banning any company that is even partly foreign-owned from
publishing online media, games, and other creative content unless it has
approval from the State Administration of Press, Publication, Radio,
Film and Television.'** The Ministry of Commerce is responsible for
monitoring compliance with the new regulations, and any product that
contains prohibited information will be banned.

Beijing’s Cyber Army

The strength of the Communist Party’s control over the Internet rests
above all on its commitment to prevent information containing values
and ideals it finds dangerous from spreading through the Chinese
public. It has also adopted sophisticated technology, such as the Great
Firewall and the Golden Shield, in service of its objectives.!® Perhaps
its most potent source of influence, however, is in the cyber-army it has
developed to implement its policies.

Opverall the number of people employed to monitor opinion on the
Internet and censor content (deemed euphemistically “Internet public
opinion analysts”) is estimated to be 2 million according to the Beijing
News in 2013. They are employed across government propaganda de-
partments, private corporations, and news outlets.!®® One Harvard
study reviewed a cache of almost 44,000 posts by China’s fifty-cent
party, in one district of a city in Jiangxi Province and discovered that
over 99 percent of those posts originated from government employees.
Overall, the authors estimate that the Chinese government fabricates
and posts approximately 488 million comments on social media an-
nually.'” A considerable amount of censorship is conducted through
the manual deletion of posts and an estimated 100,000 people are
employed by both the government and private companies just to do
manual censorship.!68
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Policies are implemented on both the national and local levels. Local
officials also may invest in their own specially tailored monitoring sys-
tems; they are particularly concerned about the potential for local un-
rest to embarrass them.'® More often, however, the various agencies
involved in Internet supervision and regulation issue new laws and re-
gulations that then flow down through the various levels of govern-
ment."”? Additionally, many government departments have Internet
divisions of their own. Each major ministry has divisions that focus
on how to collect and interpret information gathered on the Internet,
allowing them to monitor online chatter.”!

Private companies also play an important role in implementing and
facilitating Internet censorship in China. As the state has become more
supportive of private enterprises, particularly Internet and technology
companies, the government has demanded that these companies ad-
here to censorship regulations. Few businesspeople publicly rebel or
complain against this as the business opportunities are too valuable. As
the CEO of Youku Tudou, Victor Koo, said, “there’s no incentive for
us to be a force for unrest.”"’? Since commercial Internet content pro-
viders play such a large role in censoring the content on sites that they
host, Internet scholar Guobin Yang argues, “It may not be too much
of a stretch to talk about the privatization of Internet content control.
Through privatization, the party-state delegates part of the responsi-
bility of control to private firms.”"”? The process is made simpler by
the fact that several major technology entrepreneurs also hold political
office. For example, Robin Li of Baidu is a member of the advisory
legislature the CPPCC; Lei Jun, founder and CEO of cell phone giant
Xiaomi, and Pony Ma, Tencent founder, are both representatives of the
NPC."74 In addition, in October 2017, the government announced that
it planned to acquire special management shares equivalent to a 1 per-
cent stake in companies such as Tencent and Youku Tudou in exchange
for a position on the companies’ boards.

The MPS further ensures compliance by Internet companies by pla-
cing “network security officers” at important Internet sites and firms.'”
The deputy minister of the MPS has stated that the practice, which was
implemented in August 2015, was designed to “catch criminal behavior

online at the earliest possible point.”7®
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There are clear signs that the increased effort by Xi Jinping and the
rest of the Chinese leadership to gain greater control over the Internet
is making gains: important voices have been silenced; foreign entertain-
ment content has been diminished; and a wider range of content is sub-
jected to censorship. Such actions are not without cost, however. The
country’s reputation, scientific innovation, and economic development
all are hampered by the growing technological and political constraints
placed on Chinese netizens. Moreover, the Chinese people continue to
engage politically via the Internet, protesting unpopular decisions and
policies both online and in the real world.

People Power Persists

In early March 2015, just days prior to International Women’s Day, five
Chinese women’s rights activists were detained, the first such incident
since 1913."”7 The group, which became known as the “Feminist Five,”
had previously protested domestic violence by wearing blood-stained
wedding dresses and engaging in occupations of men’s rest rooms to
advocate for larger women’s bathrooms. On the day they were de-
tained, they were planning a multi-city protest against sexual harass-
ment. They were held for over a month without formal charges filed;
eventually the police accused them of “gathering crowds to disturb
public order.”"”

Online support for the group erupted. A petition circulated the
Internet advocating an end to their detention, and other feminist ac-
tivists launched digital campaigns and established new social media
accounts to post updates about the case. One Chinese netizen writing
on Weibo expressed surprise at the cause of their detention: “Who knew
a few young women opposed to groping on public transportation could
frighten the authorities this much?” Pictures and messages tracking the
length of the women’s detention appeared online. Well-known Chinese
human rights activist Zeng Jinyan wrote in the Guardian that there
were a variety of digital tools at the activists’ disposal: “WeChat and
Weibo could be used to educate or increase support among broader
audiences while encrypted mobile applications that changed when the
government caught on could be used for more sensitive discussions

about strategy.”'””
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The government tried to contain the online outrage by censoring key
terms such as the names of the group’s members paired with “women’s
rights” or “release.” Yet the group had already become an international
cause célebre. The hashtag #FreeTheFive became popular on Twitter,
Facebook, and other forms of social media. The online conversation
translated into on-the-ground action as well. In Chinese cities such
as Beijing and Guangzhou, as well as in cities outside China, such as
New York and New Delhi, people marched to protest the detention.
Some went so far as to wear masks featuring the five women’s faces.
Particularly challenging for the government was the fact that Xi Jinping
was co-hosting a meeting at the United Nations on women’s rights
while the five were under detention. Even former U.S. Secretary of
State Hillary Clinton—who had two decades earlier attended the first
UN women’s conference in Beijing—joined in, retweeting a post about
the detention and adding, “Xi hosting a meeting on women’s rights at
the UN while persecuting feminists? Shameless.”®” In the face of both
domestic and international pressure, the five were released thirty-seven
days after their original detention. Since then, they have continued to
push for women’s rights; for example, they raised money via crowd-
funding to place an ad in a Guangzhou metro station warning about
sexual harassment on trains.'®!

While the regime fears the overt challenge posed by online and real-
time protests, such as that of the Feminist Five, there are other less
obvious—but potentially equally concerning—costs to Beijing that
flow from its desire to control so tightly the flow of information to its
people. Innovation, economic growth, and government credibility all
suffer.

Innovation Damper

The Chinese leadership, as we will see in chapter s, is expending ex-
traordinary economic and human capital to become a global leader in
innovation. Part of its commitment is to expand the role of the Internet
throughout the economy. Yet creativity and innovation thrive in an
environment in which information is transparent and easily accessible.
Interference with VPN, for example, affects a range of people from
“graphic designers shopping for clip art on Shutterstock” to “students
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submitting online applications to American universities.”®> Many
Chinese businesspeople and academics argue that the loss of access to
VPN limits their ability to be innovative. As one young Chinese news
editor said, “I feel like we're like frogs being slowly boiled in a pot.”'®
Indeed, the restrictions on the Internet, as well as other lifestyle factors,
may make some young Chinese who are educated abroad less interested
in returning to China to work. In considering their plight, University
of Pennsylvania professor Avery Goldstein writes, “If they aren’t able to
get the information to do their jobs, the best of the best might simply
decide not to go home.”!84

Scientific innovation, particularly prized by the Chinese leadership,
may also be at risk. After the VPN crackdown, a Chinese biologist pub-
lished an essay that became popular on social media entitled “Why Do
Scientists Need Google?” In the essay, he referred to the importance of

Google Scholar and wrote:

If a country wants to make this many scientists take out time from
the short duration of their professional lives to research technology
for climbing over the Great Firewall and to install and to continually
upgrade every kind of software for routers, computers, tablets, and
mobile devices, no matter that this behavior wastes a great amount
of time; it is all completely ridiculous. To say nothing of the fact that
this country says that it wants to respect and develop science. Science
is done by people and this kind of sealing off is not engaging in re-

spect for scientists.

He added that because of the restrictions on access to information, a
generation of young people will grow up not understanding the know-
ledge that they don’t possess and will not develop some of the traits
necessary to become scientists.'® Another scientist, Zheng Wan, pub-
lishing in Nature, shared his frustration with the Chinese government’s
censorship and lack of access to reliable data. He explained, “With no
access to Google Scholar—which I prefer over other search engines, be-
cause it combines books, papers, theses, patents and technical reports—
I have to keep track of trends by individually searching the databases
operated by publishers that are still accessible.”’8® Since the restrictions
prevent many scientists from accessing their Google Scholar pages, this
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not only hurts their own access to information, but it also reduces their
ability to disseminate their research and improve China’s image in the
scientific world.

Constricting the Internet, Constricting Growth

There are also real, measureable economic costs to an Internet that either
does not work efficiently or limits access to information. Notoriously
unreliable and slow, China’s Internet ranks ninety-first in the world in
speed.'’” As New Yorker writer Evan Osnos queried in discussing the
transformation of the Chinese Internet during Xi’s tenure, “How many
countries in 2015 have an Internet connection to the world that is worse
than it was a year ago?”'#®

A 2016 survey conducted by the European Chamber of Commerce
in China found that 26 percent of European companies felt that slow
Internet speeds and restrictions on access were harmful to their busi-
ness, and 23 percent said that they could not access information and
undertake necessary research as a result of China’s Internet restrictions.
Even more telling, 22 percent believed that Internet restrictions cost
their companies the equivalent of 10 percent of annual revenues or
more; this represented an increase from 13 percent the year before.'®
While Beijing may be willing to tolerate such economic losses, changing
Internet regulations also affected the fortunes of national champions.
Fanfou.com, a Twitter clone, for example, was completely shut down
for more than a year as a result of the Xinjiang protests in 2009."”° And
Sina’s revenues may have been hurt by the crackdown on big V Weibo
users, which contributed to a loss in users and the advertising money
that accompanies them. The same censorship likely also decreased the
valuation of Weibo during its initial public offering (IPO) in 2014."”!

Costs to Credibility

More difficult to gauge is the cost the Chinese leadership incurs to
its credibility within the broader population, as well as among sig-
nificant segments of the educated elite. Netizens criticizing the Great
Firewall have used puns to mock China’s censorship system. Playing
off the fact that the phrases “strong nation” and “wall nation” share a
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phonetic pronunciation in Chinese (giangguo), some began using the
phrase “wall nation” to refer to China, even going so far to modify
the phrase “strong nation dream” with a “wall nation dream.”"? Those
responsible for seeking to control content are particularly subjected
to popular derision. Fang Binxing, creator of the Great Firewall, is
a case in point. Fang has been the target of thousands of attacks—
most of them via the Internet—but some in real space as well. When
Fang opened an account on Sina Weibo in December 2010, he quickly
closed the account after thousands of online users left “expletive-laden
messages” accusing him of being a government hack. Censors at Sina
Weibo blocked “Fang Binxing” as a search term; one Twitter user
wrote, “Kind of poetic, really, the blocker, blocked.”® And Michael
Anti commented, “We Chinese have now become second class citi-
zens in the Internet age. A whole generation is suffering from the lack
of freedom of information, and definitely, Fang should be blamed for
this.””* When Fang delivered a speech at Wuhan University in central
China in 2011, a few students pelted him with eggs and a pair of shoes.
Posts on Weibo after the incident mocked Fang with messages such
as “Fang Binxing, you have forgotten to block my shoe!”"> Fang’s re-
tirement speech from his position as president of Beijing University of
Posts and Telecommunications in June 2013 earned yet another round
of attacks from angry Internet users.””® Yet in the face of widespread
popular criticism, Fang remains defiant, claiming in a February 2011
Global Times interview, “I regard the dirty abuse as a sacrifice for my
country. . . . They can’t get what they want so they need to blame
someone emotionally.”"”

In addition, as we saw in the cases of the Wenzhou train crash,
Chinese netizens have little patience for government efforts to cover up
disasters. They widely criticized efforts by Beijing to control the narra-
tive surrounding the August 12, 2015, blasts at a Tianjin warehouse that
killed more than 170 people and injured as many as 700. Many Chinese
complained online that the local television station was broadcasting
movies and soap operas and that CNN reporting was obstructed by
people yelling, “Don’t let foreigners report on this.” In the first day
after the blasts alone, Weibo posts on the topic received more than
s9o million views. A few days later, Weibo posts about the explosion
had over 1.4 billion views, and “#Tianjin Tanggu massive explosion”
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(# Tianjin tanggu da baozha, # R KIRLE) received 3.32 billion

198 One censored

Weibo views and more than 3.6 million comments.
message asked, “Who will take responsibility?! Why would a warehouse
tull of dangerous materials be located right near residential areas?! The
Tianjin city press conference this afternoon was like not having one at
all.’®? This comment touched on two of the most sensitive topics for
censors: references to the decisions surrounding chemical storage, and
criticism of how the disaster was being handled by officials. The CAC
punished a number of websites for their coverage of the blast: thirty-
two were temporarily blocked and eighteen were shut down indefi-
nitely.??’ Residents also used social media applications such as WeChat
and QQ to communicate among themselves concerning compensa-
tion schemes—over 17,000 residences were damaged or lost. When the
government’s plan proved less than satisfactory, they protested. When
the government released its report on the disaster in February 2016, it
promised to punish 123 government workers. Compensation for those
that lost their homes, however, reached only 16 percent of the price of
the home along with some additional living expenses. The majority of

the families affected elected not to return to the site.2!

Conclusion

Xi Jinping and the rest of the Chinese leadership make no real dis-
tinction between the virtual and real political worlds and the threats
inherent in each. They have moved aggressively to deepen the party’s
control over the Internet, adopt new censorship technologies, expand
the number of regulations governing content on the Internet, increase
the number of people assigned to monitor and report on violations of
Internet protocol, and eliminate popular authoritative blogging voices.
They have also worked to construct a Chinanet to prevent the influx of
harmful foreign ideas.

There are significant costs to the government’s Internet policy. The
Communist Party’s unwillingness to permit the free flow of informa-
tion hurts its credibility among Chinese netizens, many of whom re-
sent their inability to have access to a full range of information. CCP
control impedes innovation by preventing scientists from participating
fully in the international scientific community through Google scholar
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and reducing efficiency for businesses—both Chinese and foreign—Dbe-
cause of slow and undependable service, as well as the intermittent or
permanent blocking of important news and websites. China’s staunch
support of Internet sovereignty also costs it support in the international
community.

At the same time, the relatively relaxed attitude of the Chinese
people to many of the changes underway as a result of the social-credit
system suggests they have a greater tolerance for government penetra-
tion of their lives and management of their personal information than
others outside the country. Their political history has long engaged a
deeper level of government access to information about their personal
lives. Moreover, many Chinese appear to view the proposed system as a
means of building trust in a society that has a serious trust deficit.

For the international community, Beijing’s cyber policy is represen-
tative of the challenge that a more powerful China presents to the lib-
eral world order, which prioritizes political values such as freedom of
speech, as opposed to China’s effort to constrain the range of ideas on
the Internet. It also reflects the paradox inherent in China’s efforts to
promote itself as a champion of globalization, while simultaneously
advocating a model of Internet sovereignty and closing its cyber world
to information and investment from abroad. As the following chapters
illuminate, it is a pattern that is replicated in the relationship between
its economic reforms at home and its trade and investment behavior

abroad.



4

The Not-So-New Normal

EVERYONE LOVES A SUREFIRE bet. And for more than a year, the Chinese
stock market appeared to be just that. Over the course of 2014, the
Shanghai Composite Index, which tracks all stocks traded on the
Shanghai Stock Exchange, jumped so percent. The government was
the market’s biggest cheerleader. The Chinese state-run newspaper the
Peoples Daily inked columns that hyped “4,000 is just the beginning.”
A sign outside a Shanghai bank proclaimed: “Keep in step with policy
and seize market trends! Selling red hot: SOE reform, New Silk Road,
the most bullish concept stocks!™

It was not a hard sell. The Chinese people had become accus-
tomed to the real estate market serving as their default investment,
and with real estate an overleveraged and overbuilt sector, the gov-
ernment viewed the stock market as an attractive alternative. Rising
corporate debt, particularly in the SOE sector, also contributed to
the government’s efforts to boost the Shanghai market: a rising stock
market would allow indebted companies to raise new capital and help
pay off their mounting loans, relieving some of the burden on the state
banking sector.?

Cautionary voices were few. Independent Beijing-based economist
Chen Long raised concerns about leverage in the system at the end of
2014. Nearly 5 million Chinese investors possessed margin accounts,
meaning that they were borrowing from their brokers to buy stocks.
And Quartz economic journalist Gwynn Guilford suggested “the mad-
ness is official,” noting that while Chinese data in December 2014

91
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indicated that demand for Chinese products both in and outside the
country was weaker than expected, the Shanghai Composite Index
continued to rise.?

Six months after these warning bells sounded, the bottom fell out.
After reaching a seven-year high on June 12, 2015, the bubble burst
and the value of the Shanghai stock market fell by nearly one-third.*
And it wasn't only the Shanghai stock exchange. The smaller Shenzhen
Composite was equally battered. Together they lost $3.4 trillion in the
value of shares traded.’

The government intervened to prevent the market from a complete
rout. The Chinese Security Regulatory Commission (CSRC) pledged
almost $20 billion to be distributed among twenty-one brokerages to
stabilize the market; at the same time, these firms promised not to sell
any of their own proprietary equities. The government also permitted
pension funds to invest up to 30 percent of their net assets in equities.
The state-supported Asset Management Association of China told in-
vestors to look upon the 20 percent drop as an “investment opportu-
nity.”” The Chinese leadership halted trading for shares equivalent to
40 percent of the stock market’s capitalization and ceased IPOs. Beijing
also mandated that state-owned brokers continue to buy stocks until
the index reached a higher level and banned shareholders who held
more than s percent of a company’s stock from selling for six months.?
By September, the Chinese government had spent an estimated $236
billion in its efforts to bolster the stock market.’

Most analysts understood the crash as a risk inherent in a too-frothy,
overleveraged market. Some Chinese media and officials, notably
chairman of the state-owned aviation behemoth Aviation Industry
Corporation of China (AVIC) Lin Zuoming, however, blamed for-
eigners for the stock market collapse. Lin claimed the nation was under
attack: “This short-selling directly challenged the ruling position of
the Communist Party of China, testing the party’s ability to manage
the economy. The short-selling powers tried to use the plunge to make
China’s economy slump and its society to become unstable, even to
mobilize a color revolution.”

Despite the government’s best efforts, uncertainty continued. In
January 2016, the CSRC introduced a new system of circuit breakers
for the stock market: if indices fell 5 percent (from the previous close),
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trading would pause; if they dropped 7 percent, trading would cease
for the day. The first day they were operational, the breakers went into
action, halting trading, and causing a panic among investors. Day four
brought a repeat performance, with the result that the CSRC aban-
doned the circuit breaker system on Friday, January 8."" By February,
CSRC Chairman Xiao Gang was out of a job."

Making Money

By themselves, the stock market travails might have been chalked up to a
singular, rather spectacular, case of financial mismanagement. However,
as the government moved to rescue the stock market, it was also cre-
ating uncertainty elsewhere. In comments before the International
Monetary Fund (IMF) in April 2015, People’s Bank of China (PBOC)
Chairman Zhou Xiaochuan stated that China had learned a lesson from
the global financial crisis and would establish its own path for man-
aging its currency: “The capital account convertibility China is seeking
to achieve is not based on the traditional concept of being fully or
freely convertible . . . . China will adopt a concept of managed con-
vertibility.”” In August, the PBOC announced a 1.9 percent devalua-
tion of the Chinese currency and indicated that, rather than have the
daily rate be set primarily and arbitrarily by the PBOC itself, the rate
would now be set based on the previous day’s closing rate on the on-
shore renminbi (RMB) market combined with other factors in the cur-
rency market.! This moved the Chinese government one step closer to
a market-based rather than government-determined value for its cur-
rency. This was a move that China’s most reform-oriented economists
and the international financial community had advocated but that the
government had resisted; it did not want to lose its ability to use the
currency as an economic lever for accomplishing other economic goals,
such as boosting exports by devaluing the RMB. Driving this decision
to enhance the role of the market in managing China’s currency was, in
part, the government’s desire to see the renminbi join the dollar, pound,
euro, and yen in the IMF’s strategic drawing rights (SDR) basket of
reserve currencies. While the practical significance of having the ren-
minbi in the basket was small, the reputational value was significant. It
would, along with the growth in the RMB’s use in trade between China
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and other countries, be a marker of equality for China’s currency along-
side other global currencies, in particular the dollar. When the IMF
indicated it would accept the RMB into the SDR, it did so with the
understanding that Beijing would continue to make progress on making
the value of the RMB more market driven."

The devaluation, however, was initially interpreted as a signal that
the government had possibly reverted to a more interventionist policy.
Thus, for many outside observers, it induced further confusion over
Chinese government policy. It also had the unfortunate side effect of
adding to another economic pressure Beijing was confronting. Chinese
businesses and individuals had been accelerating their investments
abroad because of concerns over the stability of the Chinese economy
and attractive opportunities overseas. Chinese foreign currency reserves
were being rapidly depleted as a result, causing consternation within
the government. According to economist Mark Williams, the currency
announcement had the effect of signaling to investors that the PBOC
did not know what it was doing.'® To stem the outflows, the Chinese
government took steps to limit the ability of multinationals in China
to repatriate their earnings, and the State Administration of Foreign
Exchange limited foreign ATM withdrawals using Chinese UnionPay
cards to around $7,860 (50,000 RMB) through the end of 2015. For
2016, the annual amount was set at approximately $15,700 (100,000
RMB)."” One wealthy Chinese businessperson commented to me that
whenever she seeks to transfer money outside the country, she receives
calls from bank officials asking the purpose of the transaction. The gov-
ernment was also forced to spend significant amounts of its foreign
currency reserves to prop up the RMB. From June 2014 to the end of
2015, Chinese foreign currency reserves experienced more than a $500
billion dollar drop from $3.993 trillion to $3.33 trillion."”® By early 2016,
the central bank had reverted to a mixed form of currency manage-
ment: in some cases setting the RMB’s value in reference to a basket of
currencies, and in others pinning it to the dollar; in all cases, however,
with reference to maintaining economic and political stability.”

Chinese President Xi Jinping’s outward disposition through the tur-
moil in the Chinese markets was calm. He claimed that the economy
would “stay on a steady course with fairly fast growth,” and argued that
the stock market had entered a “phase of self-recovery” after a period of
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ups and downs.?’ But the more than year-long tumult in the Chinese
economy had taken its toll, costing the leadership credibility and raising
questions about the future of the Chinese economy.

The Economic Reform Imperative

With the exception of the anticorruption drive, no issue is as central
to the Chinese leadership’s legitimacy as ensuring rising income levels.
Doubling Chinese income levels from 2010 until 2020 is one of the
tenets of Xi’s Chinese Dream. Chinese public opinion polls suggest that
more than absolute GDP growth, rising income levels are a significant
source of popular support—and by extension of political stability—for
the Chinese leadership.?! China’s economic success is also at the heart of
China’s rise as a major power. Double-digit economic growth and lifting
hundreds of millions of people out of poverty are China’s international
calling cards, and a growing economy is essential for Beijing’s ability to
project its influence, whether through military or financial means.

On the face of it, Chinese President Xi Jinping and Premier Li
Kegiang have little to worry about. Their predecessors Hu Jintao and
Wen Jiabao achieved a series of high-growth markers: China became
the world’s second-largest economy, the world’s largest exporter, and
the world’s largest construction site, operating half of the world’s
cranes. Chinese companies were also laying down markers globally
at an impressive rate; in the cement industry, for example, they com-
manded more than 5o percent of the world market. And China was
developing a reputation as a global financial power, pushing to in-
crease its voting power in international financial institutions, such as
the IME and secking to promote the RMB as an internationally trad-
able currency on par with the dollar. The Chinese people were also
growing wealthier. During 2001—2011, China’s middle class expanded
by 203 million people.??

Yet the country’s economic model had also reached an inflection
point. To compete at the next level, alongside the United States,
Germany, and Japan, as well as other advanced economies, the country’s
leadership needed to shift from an economy reliant on low-cost, low-
end manufacturing and exports to one supported by innovation, high-
end manufacturing, and services. In addition, Chinese investment
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in heavy industry and infrastructure—an important source of GDP
growth throughout the 1990s and 2000s—was allocated inefhiciently.
State-directed investment produced significant overcapacity in critical
areas, such as cement, steel, and coal, and contributed to mounting
corporate and local government debt. As China responded to the
global financial crisis with another round of state-led investment in
the domestic economy, local government debt doubled from 2009 to
2012.% Although the debt remained below that of other large econ-
omies, such as the United States, Japan, and Germany, some obser-
vers voiced concerns about the rate of the increase. The investment
was also highly inefficient. A 2016 study of Chinese transport infra-
structure by a group of Oxford University professors, for example,
suggests that while Chinese projects are completed faster than the
global average for advanced economies, average cost overruns are as
high as 30 percent.?

Domestic consumption also remained far below that of both the
world’s more advanced economies, such as the United States, in which
consumer spending accounts for almost 70 percent of GDP, and even
that of some less developed countries, such as India, in which con-
sumption makes up almost 60 percent of GDP. A consumption-based
economy is more sustainable than one reliant on investment and ex-
ports; it signals higher consumer confidence and serves as an important
indicator of people’s preferences and allocation of resources. Yet Chinese
consumption declined from 52 percent of GDP in 1985 to 37 percent
in 2014.” As the government retreated from managing all aspects of
the Chinese economy during these years, the social welfare net dis-
solved. Housing, medical care, education, and retirement all depended
increasingly on the individual. Personal savings skyrocketed as Chinese
citizens sought to ensure that they could meet their basic welfare needs.

The new Chinese leadership also confronted demographic chal-
lenges. Unlike the development trajectories of the world’s wealthiest
countries, China was in danger of becoming old before it became rich.
The number of working-age Chinese was falling, while the number of
retirees was rising. The implications were stark: fewer workers means
higher wages, while a larger share of older workers means lower produc-
tivity and higher pension payouts. According to one Chinese expert,
Beijing will have a funding gap of more than 12 trillion between what
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is being paid into the pension system and what the government will
have to pay out. Already by 2015, twenty-two out of thirty provinces
were calling on Beijing for help to meet pension shortfalls of more than
$50 billion.?¢

Thus despite the much vaunted success of more than three decades
of economic reforms, China’s new leaders recognized that moving the
economy to the next level of performance required a reboot. After
taking office, Chinese President Xi Jinping almost immediately signaled
his commitment to launching a new round of economic reform.

Early Promise

The message could not have been more clearly delivered. In mid-
December 2012, just one month after assuming the position of ge-
neral secretary, Xi Jinping traveled south to Shenzhen and Guangzhou,
replicating the 1992 trip made by Deng Xiaoping. Deng’s “southern
tour” had heralded a renewed push for market-oriented economic re-
form, and two decades later, Xi appeared to be signaling a similar in-
tent. Pictures in the Chinese media reinforced such an impression. Xi
appeared planting a banyan tree—the same type of tree Deng planted
during his tour—and placing a wreath of flowers at the foot of a statue
of Deng.? There were also reports that Xi visited with several retired
officials who had accompanied Deng in 1992. And in his remarks before
a group of officials and entrepreneurs in Guangdong, Xi took pains to
underscore his commitment to reform: “The reforms will not stop and
the pace of opening up will not slacken.”®

Xi’s southern trip was soon followed by a number of official pro-
nouncements that reinforced the impression of a reinvigorated com-
mitment to economic reform. In a September 2013 speech, newly
appointed Premier Li Keqiang outlined a number of critical reform
objectives: dramatically reducing the role of government stimulus to
boost the Chinese economy, deleveraging the financial system, and un-
dertaking structural reform—including liberalizing interest rates, tax
reform, and spending more on social welfare and public goods.” Li,
who holds a PhD in economics, also focused attention on urbaniza-
tion as a central element of China’s economic reform process. Even
before becoming premier, Li had stressed the importance of bringing
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rural Chinese into the cities, noting in a 2012 article that urban residen-
tial consumption is 3.6 times that of rural consumption, and therefore
urbanization was at the heart of boosting domestic demand.’® He ad-
vocated reforming the hukou system (the system of residency permits
that defines where a Chinese citizen can work and earn social welfare
benefits) in order to advance urbanization and the development of
the middle class. A group of economists from Barclays bank branded
China’s potential new economic strategy “Likonomics.”!

The most important signal of the leadership’s intentions, however,
was the economic reform agenda released at the Third Plenum of the
18th Party Congress in November 2013.* The agenda encompassed
dozens of areas of reform and represented an ambitious roadmap for
China’s future economic development.”® Foreign observers heralded the
plan, calling it “one of the most detailed and potentially far reaching
reform plans in China’s modern history” and compared its scope to that
of the 1978 Third Plenum of the 11th Party Congress that set in motion
China’s economic reform and opening up.*

The 2013 Third Plenum promised something for everyone. There
were long-awaited financial reforms, such as liberalizing exchange and
interest rates, land reform, and tax reform. The formal decision that
emerged in the wake of the plenum also addressed broader issues of de-
velopment such as relaxing the one-child policy, reforming the hukou
system to enable a smoother and more equitable process of urbaniza-
tion for migrant workers, and ensuring that China’s growth was sus-
tainable from an energy and environmental standpoint.®

The plenum was also noteworthy for introducing two new institu-
tions to oversee economic policymaking: the Central Leading Group
for Comprehensively Deepening Reform (which is responsible for
reform in six broad areas, including economic, political, cultural, so-
cial, environmental, and party building), and a new Commission for
National Security (which brings together domestic and foreign secu-
rity concerns such as cybersecurity and terrorism).*® The logic behind
these new groups was straightforward: to streamline and rationalize co-
ordination of economic and security decision-making. And, beginning
to cement a pattern that became clear over the next several years, Xi
Jinping assumed the chairmanship of each these new central oversight

bodies.
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The most important takeaway from the Third Plenum for a number
of financial and other analysts was the apparent commitment to grant
the market the “decisive role” in the Chinese economy. Traditionally,
the market had occupied only a “basic” role in resource allocation.
These analysts heralded the new direction. Stephen Roach, former
chairman of Morgan Stanley Asia, said that the shift was “indicative of
a strong commitment” to market reform.*” Longtime China-watcher
Bill Bishop stated that Xi had “clearly articulated resolve and vision for
reform” and had enhanced his credentials as a “Dengist” as opposed to
a “Maoist.”®

Still, several analysts were less sanguine about the prospects for
market-driven reform. They pointed to other language in the plenum’s
communiqué that suggested a less significant shift: “We must un-
swervingly consolidate and develop the public economy, persist in the
dominant position of public ownership, give full play to the leading
role of the state-owned sector, and continuously increase its vitality,
controlling force, and influence.” How, some wondered, could the
market be decisive when the communiqué also promised the continued
commitment of the government to the leading role of the state-owned
economy?® American Enterprise Institute resident scholar Derek
Scissors was particularly skeptical, suggesting, “The only solution is a
return to market-driven, politically difficult reform. Such reform must
be focused primarily on rolling back the state sector.”*!

Questions regarding the capacity of the state to enforce its object-
ives also arose. Political analyst Alastair Newton, for example, noted
that addressing challenges in policy implementation would be es-
sential.“? After all, “vested interests,” including local officials, SOE
heads, and even ministers of government agencies tied to economic
planning and development, were unlikely to welcome radical reform
that would diminish their role and importance. And there was con-
fusion over the lines of authority in economic decision-making. The
quality of the Chinese economic team was undisputed. Many of the
most senior officials, such as Xi’s top economic advisor Liu He, lead
central banker Zhou Xiaochuan, and Finance Minister Lou Jiwei, were
well-known and highly respected figures in the international business
community. They had ably steered China through the global finan-

cial crisis, and there was general consensus that this was a group well
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suited to navigating the challenges of economic reform. However, Xi’s
assumption of leadership of the new commissions raised the specter of
competition both between party and government entities and between
Xi Jinping and Li Kegiang.

Underpinning the skeptics’ analysis was also an understanding of
Chinese history. The role of the state was deeply entrenched in the
Chinese economy. For many periods in China’s history, leaders had
approached both the market and foreign trade with suspicion. Even if
the new leadership were wholly committed to fundamental structural
reform, there would be strong countervailing pressures and deeply in-
grained beliefs concerning the importance of the state in managing the
economy to overcome.

The Historical Legacy

Expanding the role of the market in China’s economy is a tall order.
The state has long played a significant, even dominant, role in man-
aging the country’s economic affairs. Imperial Chinese rulers often ex-
erted a strong influence over the distribution of natural resources and
foreign trade. At times they maintained a monopoly on valuable com-
modities, both to enrich the state and to help ensure social stability.*?
During the Yuan dynasty (1271-1368), officials supported robust over-
seas trade but took 70 percent of the profit. They also made the state
the only legal entity engaged in foreign trade, before eventually adding
restrictions on merchants trading abroad.** Rulers also worried that
China might become too dependent on foreign actors and that for-
eign ideas, knowledge, and technology could “undermine the essence
of what it meant to be Chinese.”* Different rulers during the Ming dy-
nasty (1368-1644) reflected widely disparate impulses: at first adopting
an open and curious approach to the outside world, seeking to become
an important seafaring power under the leadership of Admiral Zheng
He, but later destroying the naval fleet and largely sealing off China’s
borders from foreign trade.*® While the Qing dynasty (1644-1912)
loosened the state’s hold on trade, it nonetheless attempted to control
the monetary benefits of trade through four maritime customs offices
and the establishment of a steep tariff on foreign goods.”’ In addition,
cultural factors came into play. The Qing discouraged some wealthy
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people from participating in the market, for example, because they be-
lieved that it would prevent them from living the “virtuous, moral life
of the Confucian ideal.”*

The weighty role of the state in the Chinese economy also limited in-
stitutional and other innovation. Chinese leaders failed to develop the
institutions of a modern economy, such as a well-functioning banking
or tax system. Innovation suffered from lack of incentive and compe-
tition; as economist Arthur Kroeber has noted, despite the fact that
China was the world’s largest economy in 1800, its global influence
fell well short of Europe because it failed to embrace technological
change.®

The Republican period (1912-1949) largely retained the central
role of the state in economic development. As early as 1912, China’s
first Republican leader Sun Yat-sen argued: “All major industries in
our country, such as railroads, electricity, and waterways ought to
be owned by the state, so that no private individuals will be able to
reap all the profits [from these undertakings].”*° His successor Chiang
Kai-shek established two commissions to oversee the development of
the economy and foster plans for long-term economic development
and nation building: the National Reconstruction Commission, and
the National Economic Commission.”’ Between 1936 and 1945, the
National Resources Commission founded or assumed partial or com-
plete control over 130 heavy industry enterprises, including those in
metallurgy, machinery, electrical equipment, chemicals, mining, en-
ergy, and services.”” Deputy Director Qian Changzhao stated, “We
should not repeat the mistake of capitalist countries in offering un-
limited encouragement to private enterprise. There are not very many
big capitalists in China today and consequently we may not have an
urgent need to regulate capital. When the time for regulating capital
finally arrives, however, we cannot afford to be excessively liberal about
it.” And in 1942, Wu Bannong, a well-known Chinese economist,
set out the “ten principles of state ownership,” arguing that the state
should own a significant subset of all industry including mining, met-
allurgy, machines, transportation, communication, national defense
industries, public utilities, enterprises critical to the country’s economy
and individual’s livelihoods, large-scale enterprises, and those with sig-
nificant political and cultural value. Most enterprises outside of those
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should be managed by private parties.”>* The foundations for Chinese
state control of the economy were thus established well before the
CCP assumed power.

After the 1949 revolution, Mao Zedong and the CCP leadership
only strengthened the role of the state in managing the economy. They
argued that markets enabled wealthy capitalists to repress citizens and
prevent economic equity. They adopted elements from the Soviet eco-
nomic system that removed many of the market elements of supply and
demand. Even as China moved away from the highly centralized Soviet
model and toward a more decentralized system in the 1960s, the market
remained virtually absent from the Chinese economy. Communes and
commune brigades were entrusted to run smaller scale firms.> The lack
of market mechanisms, however, remained a barrier to the efficient al-
location of resources, and the egalitarian income distribution stunted
the motivation, productivity, and creativity of farmers, workers, and
firms.>® By this time, the economy had evolved, through policy mis-
steps and productivity inconsistencies, into a distinctively Maoist in-
carnation of the socialist command economy.”

Mao Zedong’s death in 1976 provided the impetus for a rethinking
of China’s economic model. In 1978, Deng Xiaoping proposed a
starkly contradictory approach to economic development, turning
Mao’s approach on its head. His plan encouraged some regions, firms,
and workers to get rich based on their productivity, fostering an ec-
onomic world that valued efficiency over egalitarianism.’® Within a
year, economic reform policies that liberalized prices, fostered com-
petitive markets, and attracted foreign investment began to take root.
Household farming returned, and the commune system was abolished
in the early 1980s.” Small-scale township and village enterprises were
permitted to produce and sell according to market demand. Special
Economic Zones in many of China’s coastal provinces drew foreign
capital, boosted exports, and enabled China to reintegrate with global
markets.®

Throughout the 1980s and 1990s, new policies emerged that further
decentralized economic decision-making, encouraged citizens to be-
come entrepreneurs, and permitted certain coastal cities to experiment
with free market reforms.®! While the state still remained the dom-
inant force in planning core sectors of the economy, such as energy,
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raw materials, and defense, Deng’s innovative approach unleashed the
entrepreneurial energy of the Chinese people, as well as the benefits
of international investment and expertise, that had been suppressed
throughout most of Mao’s tenure. Under the guidance of Premier Zhu
Rongji in the 1990s, the government also consolidated state planning
agencies, elevated the status of regulatory agencies, and took ambitious
steps to reform China’s inefficient SOFEs.®? Zhu also ushered in a new era
of market reforms by spearheading China’s World Trade Organization
(WTO) accession in 2001.%® By joining the WTO, China signaled its
willingness to lower trade barriers, discourage unfair trade practices,
and affirm the importance of the markets.

As noted earlier, the era of Hu Jintao and Wen Jiabao reflected a
rapidly expanding Chinese economy that was more firmly integrated
into the global economy than at any time in the country’s history. At
the same time, it produced a raft of economic and social challenges,
and economic growth slowed. While China’s growth rate had aver-
aged 10 percent in the thirty years leading up to 2011—and indeed
ran as hot as 12 to 14 percent in the mid-2000s—by the end of the
Hu and Wen era, the government was struggling to maintain a rate
of 8 percent.

The Chinese leadership recognized the challenges the economy
confronted, and the twelfth Five-Year Plan (2011—2015) reflected their
understanding of the change necessary to move the economy for-
ward. The plan called for transforming China into a more innovative
economy, with a focus on strategic industries such as clean energy,
new materials, and biotechnology; rebalancing the economy away
from its reliance on exports and investment to increase the role of
consumption; and ensuring that growth was environmentally friendly
and sustainable.®> In many respects the plan was a harbinger of the
Third Plenum reforms.

Yet the Third Plenum, with its tantalizing reference to “the deci-
sive role of the market,” appeared to promise more. For the outside
world, of particular interest was the implicit promise of reform of the
SOE sector. The twelfth Five-Year Plan focused almost exclusively
on strengthening SOEs to become national champions, capable of
competing internationally and delivering large-scale domestic pro-
jects in areas such as power, rail, and communications at global
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standards.®® The Third Plenum reform embraced by the new leader-
ship appeared to offer a far greater commitment to structural reform
of the sector. In broad terms, the plan proposed separating the state
from direct management of enterprises, enabling and encouraging
bankruptcy where necessary (both for SOEs and other enterprises),
deregulating prices for energy and other resource inputs, inviting
private investment into state-run firms, and reforming structures
for pay and promotion. The international community, in particular,
welcomed the initiatives as a sign that China’s desire to increase
the competitiveness of the sector would translate into a more level

playing field for foreign firms.

Loud Thunder, Small Raindrops

Gao Xiqing speaks his mind. In his estimation, economic reform, par-
ticularly SOE reform, has stalled. Gao is in a position to know. Since
the early 1990s, he has occupied senior roles in a number of China’s
most important economic agencies, including the China Securities
Regulatory Commission, the National Council for Social Security
Fund, and sovereign wealth fund China Investment Corporation.
Retired in 2014 at the age of sixty, Gao now spends his time teaching at
Tsinghua University and promoting Chinese innovation.

Certainly Gao is full of enthusiasm for the reform orientation of the
Third Plenum. He believes it represents a move to cut the power of the
government, to streamline state control, to reform SOEs, and to deal
with the issue of overcapacity in a number of different respects. Yet sit-
ting in New York before a packed audience at the Council on Foreign
Relations two-and-a-half years after the plenum, Gao’s assessment of
the government’s accomplishments to date and the likelihood of suc-
cess moving forward is bleak.

Nowhere is stasis more evident than in efforts to reform the system
of SOEs. Not only has there not been progress, Gao argues, but in a
number of respects reform is moving backward. He notes that in sev-
eral industries, monopolies that had been broken up during the days
of Zhu Rongji have now reconstituted themselves.®” Gao is not alone
in his assessment. Ji Xiaonan, who heads the Supervisory Committee
of Key Large-Sized SOEs within the State-Owned Assets Supervision
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and Administration Commission (SASAC) (the government oversight
agency for the ninety-eight central and most powerful SOEs, such as
China National Nuclear Corporation and the State Grid Corporation
of China) reflected in a 2016 interview with Chinese media, “Progress
on SOE reform is slow, and the focus and timeliness is clearly lacking.
Now many scholars and members of the public are discussing its var-
ious aspects, and everyone has high hopes for reform . . . but the gap
between reform and people’s expectations is pretty large.”®®
Reforming the vast, entrenched system of SOEs is a herculean task.
The process began at the outset of economic reform in 1978, when fu-
ture Party General Secretary Zhao Ziyang enacted a pilot reform in
Sichuan Province that permitted six SOEs to keep a portion of their
profits and use them to invest in production, innovation, or workers’
welfare. At that time, the state sector generated almost 80 percent of
industrial output.®’? Six years later, SOEs began to sell their excess pro-
duction for up to 20 percent more than the official price. Concerns over
weak competitiveness prompted another round of reform in 1992-1993,
in which SOEs could be leased or sold to the Chinese public or em-
ployees. The 1993 Company Law allowed SOEs to become corporatized,
with a corporate board, and establish joint stock companies. The last
significant effort began in the mid-1990s through early 2000s.”® At that
time, the Chinese leadership began privatizing all but the largest SOEs
in a movement termed “grasping the large, letting go of the small” (zhua
da fang xiao, JNKIL/IN).7" As a result, employment in the SOE sector
dropped by almost half from 70 million in 1997 to around 37 million in
2005.”? Hu Jintao and Wen Jiabao, however, took steps to return SOEs
to a position of centrality in the Chinese economy. In 2003, they estab-
lished SASAC, which serves as both a shareholder and a regulator of
nonfinancial SOEs, and initiated a crackdown on privatization through
management buyouts. The 2009 stimulus—in the midst of the global
financial crisis—further enhanced the strength of the SOEs because
most stimulus funds were routed through them.” Successive reforms
were smaller in nature and tended to increase rather than diminish the
power of the state in the SOE structure. In 2009, for example, several
ministries enforced a salary cap in which the senior-most SOE offi-
cials could earn no more than twenty times what the average employee

did.”* With these initial reforms, SOEs remained one of the pillars of
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the Chinese economy. Together, approximately 150,000 SOEs control
over $21 trillion in assets and employ over 40 million people.”” Some
still play a significant role in social welfare, providing for the housing,
education, medical, and other needs of their workers. In addition, ex-
cept in rare circumstances, working for the Chinese state, whether in the
government or in an enterprise, means a job for life. Chinese SOEs also
make up the vast majority of the largest firms in China and are heavily
represented in all capital-intensive sectors,”® such as mining and energy.
The central government controls roughly half of all SOE assets, while
provincial and municipal governments manage the rest.”” Whatever the
level of government management, SOEs receive preferential interest
rates when they borrow money, lower tax rates, and privileged access
to resources, such as land. In 2015, SOEs were responsible for the pur-
chase of 80 percent of all “land kings,” plots of land that sold for record-
breaking prices.”®

Despite such advantages, or perhaps because of them, SOEs are no-
torious for overburdening the state and underperforming relative to
private firms. Xiao Yaqing, who in early 2016 assumed leadership of
SASAC, has stated that the competitive spirit of many SOEs “isn’t
strong.””” Indeed, Xiao is likely understating the challenge. The list of
SOEs’ financial and other sins is a long one.

First, private firms consistently outperform SOEs on a number
of measures including profit margins, cash flows, and return on as-
sets.®® Excluding financial institutions, SOEs earned a return on assets
of 2.4 percent in 2014 compared with 6.4 percent for U.S. firms and
3.1 percent for Chinese companies listed on the stock exchange. Locally
owned SOEs boast an even poorer return on assets of around 1.5 per-
cent.’! Despite this, private companies have a much more difficult
time accessing capital and are assessed much higher interest on their
loans: In the second quarter of 2016, they paid an average annual in-
terest rate of 9.9 percent on loans—approximately 6 percentage points
above the rate for SOEs.?

State-owned enterprises are also poor generators of new jobs. In early
2016, the State Administration for Industry and Commerce announced
that single-owner and private companies accounted for roughly 9o per-
cent of all new urban jobs.®

In addition, SOEs are a significant source of government debt.
The outstanding debt of SOEs outside the financial sector is already
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nearly 120 percent of GDP3* In contrast, the debt level of SOEs
in Japan and South Korea stands at around 30 percent of GDP¥®
Moreover, SOE debt represents roughly 75 percent of China’s overall
corporate debt. From 2011 until 2016, all forms of debt as a per-
centage of GDP—corporate, household, and government—grew
significantly (see figure 4.1). This debt is the source of mounting
concern both within Beijing and in the international financial com-
munity. According to the IME, a rapid increase in debt often precipi-
tates a financial crisis,® and China’s increase is among the highest in
recent history.%”

Moreover, SOEs are major contributors to overcapacity. As the
Chinese economy has slowed, overcapacity has become a particularly
acute problem. Since SOEs typically do not pay dividends (except to
the state and much of those are returned to the SOEs), they use the
dividends to expand capacity and keep employment levels up. In the
steel sector, for example, in 2015, China had 336 million tons of overca-
pacity and contributed 46 percent of the world’s overcapacity.®

Finally, SOEs are prone to waste significant funds through misap-
propriation and fraud. In 2016, China’s National Audit Office discov-
ered that seventy subsidiaries related to ten large central SOEs spent
over 1 billion RMB (around $150 million) on activities and goods, in-
cluding luxury cars, fancy dining services in office, and travel to tourist
sites. In some cases, SOEs paid senior officials “illicit allowances,” even
as the anticorruption campaign was underway.®
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FIGURE 4.1 China’s Debt-to-GDP Ratio by Sector (Percentage of GDP)

from 2011 to 2016
Source: Bank for International Settlements; http://www.bis.org/statistics/tables_f.pdf
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Reform Context

Despite the urgency conveyed by the Third Plenum, SOE reform did
not begin in earnest until almost two years later in August 2015,”° when
the government released the “Guiding Opinions on Strengthening and
Reform of State-Owned Enterprises,” which was followed in December
2015 by a set of implementing guidelines,” and then again by another
set of more specific reorganization guidelines for various aspects of SOE
operations in July 2016.”? Over the course of the year, from August 2015
to August 2016, SOE assets and liabilities both expanded,” placing
greater pressure on Chinese decision-makers to move aggressively on
their reform program.

The roadmap that emerged stressed partial privatization of SOEs,
personnel incentives that are tied to firm performance, consolidation
of SOEs, and relaxed state control over SOE management, especially
for SOEs not in strategic sectors.”* According to Zhang Xiwu, vice-
chairman and deputy secretary of SASAC, 345 enterprises are targeted
for reorganization or closure within three years, with coal and steel in
particular targeted for a reduction of 10 percent of capacity over two
years.” In each of five core areas of SOE policy reform—the role of
the SOE in the Chinese political system, SOE management, SOE ef-
ficiency and competitiveness, the role of privatization, and the toler-
ance for SOE failure—however, the picture of reform suggests marginal
rather than transformational change. The Chinese leadership has main-
tained its commitment to the dominant role of the state as opposed
to the market. This commitment is reflected in the continued use of
SOEs as agents of the Chinese state; the penchant for mergers and par-
tial privatization as opposed to bankruptcy to address individual SOE
and SOE sectoral structural weaknesses; and a deepening role for the
Communist Party in the SOE management structure.

Agents of the Chinese State

While efficient and competitive firms are desirable, SOEs are agents
of the Chinese state and must also serve other noneconomic object-
ives, such as providing employment, fulfilling strategic imperatives, or
acting as brand ambassadors for the country. Xuan Xiaowei, a research
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fellow at the State Council’s Development Research Center, noted in
an interview that SOEs were established originally as a “big brother”
to the Chinese working class, providing guaranteed lifetime employ-
ment.”® And as independent economist He Qinglian has commented,
the guidelines make very clear the primary purpose of SOEs: “SOEs are
owned by the people as a whole . . . and are an important material base
and political foundation for the development of our party and state.”””

While the number of workers employed in Chinese SOEs is not
overwhelmingly large relative to the overall workforce (about 40 mil-
lion Chinese work in SOEs in a workforce of about 8oo million), their
influence is oversized in the Chinese political psychology and system.”®
Their jobs represent an implicit promise from a socialist state of guaran-
teed employment, and Chinese SOEs have long been holding pens for
excess manufacturing labor. Productivity per person at Chalco, which
used to be the largest aluminum producer in China, for example, is
one-seventh of its private competitor Honggiao.”

Initially, Chinese officials suggested that for SOE reform to be
successful, excess labor would have to be cut. In February 2016, the
minister of Human Resources and Social Security outlined a cut of
1.8 million workers, including 1.3 million from the coal industry and
about 500,000 from the state sector.!”? The next month, Chinese offi-
cials suggested that as many as 5—6 million workers might be laid off
by 2019.1%!

The specter of social unrest looms large. From 2014 to 2016, labor
protests in China almost doubled to reach 2663.1% Li Keqgiang has there-
fore insisted that while excess labor has to be cut, firms need to transfer
the workers to new jobs instead of laying them off,' and SASAC head
Xiao Yaging has said that restructuring should not come at the expense
of social stability. At a press conference around the edges of the fourth
session of the twelfth NPC in March 2016, Xiao stated, “Protecting the
interests of SOE employees will be a major task in the next step.” The
message was transmitted through the Chinese media: the current round
of SOE reform will not lead to the types of layoffs experienced during
the 1990s round of SOE reform,'* and the state media reported that
the reform would mainly be pushed forward through mergers and ac-
quisitions instead of bankruptcies.'”
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In addition to providing a safe haven for Chinese workers, SOEs
also serve Beijing’s broader strategic objectives. For almost two decades,
China has advanced a “going out” strategy, in which the government
and the SOEs work hand in hand to achieve both economic and polit-
ical objectives in areas such as natural resource exploitation and infra-
structure development. As Xiao Yaqing noted in a June 2017 piece he
penned for Study Times, the CCP’s theoretical journal, SOEs must be
the “most trustworthy force for the party,” and a “major force” for real-
izing “going out” and the BRL.!%

In one case, as former Rio Tinto executive Michael Komesaroff de-
scribes, Beijing used the state-owned mining company Chinalco to
control the global price of iron ore. According to Komesaroff, China’s
NDRC ordered Chinalco to purchase a significant share of Rio Tinto
to block a merger between the Anglo-Australian firms BHP Billiton
and Rio Tinto, which the Chinese were concerned would lead to con-
trol of one-third of the world’s iron ore and drive up the price by
seven to eight times. To counter the potential merger, the NDRC held
a “beauty pageant” to determine which of the major iron ore com-
panies—Shenhua, Chinalco, or Baosteel—would “carry the Chinese
flag” The Chinese government provided Chinalco, which was then
headed by current SASAC head Xiao Yaqing, with the money neces-
sary to block the bid. Xiao spent $14 billion to take a 12 percent stake
in Rio Tinto, leading BHP Billiton to withdraw. In the end, Chalco,
of which Chinalco is the parent company, ended up with a g1o bil-
lion loss; however, as Komesaroff argues, China’s “national interests
paid off.”"” Moreover, as Xiao Yaqing indicated, and as we will see in
chapter 7, Xi Jinping’s BRI, which includes plans to link the world’s
nations through new highways, railroads, pipelines, and ports, only
enhances the importance of SOE:s in realizing Beijing’s broader polit-
ical and strategic objectives.

Big Is Beautiful

“We are in the business of growing bigger and better,” stated Xiao
Yaqing at a press briefing on the sidelines of China’s annual legisla-
tive session in March 2016.1% Merging SOEs is not a new strategy; it
has been underway since the 1990s. Since 2012, however, the pace of
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such mergers has accelerated, jumping from 275 mergers in 2012 to
481 in 2014.'” One senior SASAC official indicated that the number
of central government-controlled SOEs would eventually be consoli-
dated into forty mega SOEs."? For Xiao, consolidation via mergers and
acquisitions comes naturally; under his leadership, Chinalco expanded
continuously through acquisition of other firms, purchasing offshore
mining assets, and taking stakes in other foreign mining companies.™

Such mega-mergers are already underway. China Ocean Shipping
(Group) Co. and China Shipping Group combined to form China
COSCO Shipping Corp. in late 2015, and in August 2016, the State
Council announced the merger of two of the country’s largest cement
makers, China National Building Materials Group Corp. and China
National Materials Group Corp. Ltd."? Mergers were also conducted
at the two largest state-owned railroad rolling stock firms and two large
government power-generating companies.'?

The consolidation or merger of SOEs can bring efficiency gains;
however, many economists have also pointed to additional priorities
for the Chinese government that make such gains doubtful. Unlike
bankruptcy, mergers avoid the pain of mass worker layoffs and thus
the potential of labor unrest. They also contribute to the Chinese de-
sire to establish national champions—companies that can compete
with world-renowned multinationals. As early as 2007, then SASAC
chairman Li Rongrong called for the development of thirty to fifty na-
tional champions."¥ Chinese commentators refer to companies such as
Bombardier, Siemens, and Airbus as models of national champions that
have achieved significant success in global markets."”> China is already
well on its way. Fortune’s 2016 Global soo list boasted eighty-three
SOEs. Although Walmart topped the list, State Grid, China National
Petroleum Corp, and Sinopec—all SOEs—earned second, third, and
fourth place, respectively.

As Li Keqiang made clear in his report at the twelfth NPC in
March 2015, one of the government’s objectives is to speed up the
implementation of the “going out” strategy in areas such as rail-
roads, electric power, automobiles, aircraft, electronics, and commu-
nications!'®—the majority of these are sectors in which China has
significant SOE participation. Already a global powerhouse in over-
seas acquisition of resources and infrastructure development for well
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over a decade, Beijing is now encouraging its companies to go out in
search of investment opportunities that will help reduce overcapacity
in areas such as cement or low-cost manufacturing, showcase China’s
strength in areas such as high-speed rail, or assist in China’s techno-
logical advancement through the acquisition of foreign technology
firms. In the third quarter of 2015, China’s outbound investment sur-
passed its inbound investment for the first time,"” a trend that accel-
erated during 2016.

While Chinese leaders refer to consolidation of firms as a means of
both increasing efficiency and creating powerhouse global competitors,
many economists and senior business officials doubt the efficiency and
economic gains of these SOE mergers, arguing that they are unlikely
to reduce the distortionary role of the state. Sheng Hong, one of the
founders of the independent Chinese thinktank Unirule Institute of
Economics, argues that efforts to enlarge SOEs will only “further rein-
force their illegitimate monopolies, squeezing out what remains of pri-
vate businesses. . . . After the consolidation of central SOEs, the difficulty
will be even higher if the central government wants to regulate them.”"®
Komesaroff concurs, commenting that although Beijing believes the
consolidation process will strengthen its control over the economy, he
argues instead, it will impinge on efforts to enhance economic efficiency
and “slow productivity improvements that are required to rationalize
excess capacity.” Moreover, Komesaroff claims that if consolidation is to
be successful, it has to introduce new efficiencies unavailable to an indi-
vidual SOE, such as economies of scale, the sale of unprofitable subsid-
iaries, or downsizing through worker layoffs."” To date, the skepticism
of Sheng and Komesaroff has borne out. While the government has re-
peatedly pledged to cut millions of jobs in the coal and steel sectors, the
numbers reported thus far are only in the hundreds of thousands.

Partial Privatization Is Preferable

In 2015, a Xinhua News Agency headline summed up the leadership’s
view: “We Must Unequivocally Oppose Privatization.”'* While mixed
ownership is prized, complete privatization of SOEs that would remove
virtually all the state’s direct influence is not on the table."”! From the
perspective of the Chinese leadership, the value of mixed ownership is
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twofold. First, it brings in private capital, thereby marginally reducing
the burden on state banks to support SOEs. Second, it offers private
actors the opportunity to deploy their capital in some of China’s largest
and most strategic enterprises and perhaps place pressure on SOEs to
improve their economic performance. The policy does not, however,
move China along the path to full privatization.

Beijing can already point to some examples of success in piloting
projects at the provincial level. In Shanghai, a number of private eq-
uity firms have acquired minority shares in local SOEs. For example,
the Chinese private equity firm Hony Capital bought a 12.4 percent
share in state-owned Shanghai Jinjiang International Hotels. Shandong
Province is transferring shares—as much as 30 percent—in selected
local SOE:s to its social security fund to support the fund and put
pressure on SOEs to perform. And Jiangxi and Guangdong Provinces
both have indicated that they plan to let private investors invest in over
70 percent of the firms they manage.'*

Veteran Beijing-based economic analyst Anne Stevenson-Yang is
skeptical, however, that the reform will have much impact. She notes
that all SOEs are “on assignment” to get non-bank infusions to reduce
the pressure on the state-bank sector—even though such infusions are
unlikely to make a significant difference in the overall capitalization of
the SOEs. In her assessment, SOE reform is not about privatization but
rather about politics.'”® Other researchers also suggest that the impact
of the reform will be limited because much of the new investment will
come from other state actors. Citing the case of Jiangxi Salt, which was
opened to private investment in 2015, a Gavekal Dragonomics research
study notes that three of the new investors are administered by provin-
cial or central SASACs and the one with the largest stake—Cinda Asset
Management Company—is controlled by the Ministry of Finance.
Thus, there is little reason to expect that the involvement of new state
players will generate greater productivity or efficiencies.'** Other in-
stances of mixed ownership suggest a similar reliance on state actors.
The Chinese energy conglomerate Sinopec sold 30 percent of its distri-
bution unit in 2014, but only 10 percent went to private investors while
other SOEs and financial institutions captured the rest.

Yet the government continues to tout such deals. In 2017, the NDRC,
which holds responsibility for managing mixed-ownership experiments,
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concluded a much-heralded deal for a subsidiary of China Unicom, one
of China’s state-owned telecommunications companies in which pri-
vate companies Tencent, Alibaba, Baidu, and JD all took stakes in the
company. Yet a deep dive into the deal by Gavekal analyst Xie Yanmei
revealed that effective state ownership will still be §8 percent. Moreover,
the stakes taken by the technology firms appear to be overwhelmingly
individual—by the firms’ founders or senior managers—so as not to
risk their companies’ funds. Xie concludes that mixed ownership is not
designed to use privatization to accomplish efficiency and profitability
gains but instead “provides a way for the state to direct private capital
to serve national development and political priorities.”?

The benefits for private companies to invest—outside of generating
political goodwill from the government—are thus not likely to be
immediately apparent to many potential investors. As a Mercator
Institute report notes, the effort is designed to expand opportunities
for private capital in the state sector, while at the same time ensuring
that private investors retain only a minority stake.”’ Wanda Group
Chairman Wang Jianlin, whose portfolio includes a number of foreign
acquisitions such as AMC Theatres, Legendary Entertainment, and
Sunseeker International, raises this same point directly: “If I'm going
to ‘mix, the private company definitely needs to have a controlling
share, or at least I want relative control . . . . If the SOE has the con-
trolling share, isn’t that the same as me helping out the SOE by giving
it money? Wouldn’t that be crazy of me to do? I cant do that kind of
thing.”'*” Chinese analyst Xin Liu perhaps sums up the sentiment of
many observers when he suggests that the idea of mixed ownership
means that the SOE reform is likely to be “another fantasy for the
Chinese economy.”'?8

The Zombie Attack

While consolidating SOEs and infusing them with outside capital are
the favored approaches for reforming the SOE sector, the Chinese lead-
ership nonetheless continues to stress the importance of allowing firms
to fail. In December 2015, Premier Li Kegiang stated, “For those Zombie
enterprises with absolute overcapacity, we must ruthlessly bring down
the knife.”®” (According to Chinas State Council, zombie enterprises
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are those firms which incur three years of losses, cannot meet environ-
mental and technological standards, do not align with national industrial
policies, and rely heavily on government or bank support to survive."*?)
And in May 2016, he reiterated that SOEs needed to “lose weight and
get fit.”¥! One signal of the leadership’s intent to move in this direction
is likely the ongoing effort to establish bankruptcy courts.™

Yet evidence of real commitment to structural reform through
enterprise failure remains an open question. The State Council’s ef-
forts to reduce overcapacity in the steel industry bring the chal-
lenge into sharp relief. China boasts nearly so percent of the world’s
global steel supply and pledged in 2015 to cut production capacity
by 100 to 150 million tons over five years—both because foreign
competitors claimed it was dumping cheap exports and because the
industry was inefficient and demand was weak.'”® The government
initially appeared on track, and some smaller steel producers closed
their doors. Nonetheless, in 2017, China’s overall steel output rose.
While officials from the NDRC claimed the Chinese firms were
merely responding to market demand, the chairman of Angang
Steel hinted otherwise, calling for Beijing to “pay close attention to
those mills that are supposed to be eliminated but have restarted.”!*4
Gao Xiqing raised another concern about the government’s plan.
While Beijing initially sought to close down the most inefficient
steel enterprises, it then called for every province simply to reduce
its capacity by 13 percent or so. He shared that the message from
Beijing became: “I don’t care if you cut down the most efficient
ones, so be it.”1® The IMF, as well, has suggested that Beijing relies
too heavily on administrative measures, such as limiting working
days and company mergers. Instead, it suggests, Chinese officials
should concentrate more on enforcing environmental and other
regulatory standards and eliminating subsidies.!*® This is the type of
structural reform the sector needs.

The Party in the State

In October 2016, Xi put to rest the notion that the party would reduce
its role in the management of SOEs. In a speech on the role of the
party, he stated: “Party leadership and building the role of the party are
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the root and soul for state-owned enterprises . . . . The party’s leadership
in state-owned enterprises is a major political principle, and that prin-
ciple must be insisted on.”"’

In its initial incarnation, Chinese SOE reform appeared designed to
limit the role of the state and the party in managing the SOEs in a few
respects. The first was to ensure that SASAC shifted from supervising
the SOE:s directly to supervising capital.”®® As Chen Qingtai, deputy
director of the Development Research Center of the State Council,
noted in an interview with Caijing in 2015: “SASAC and investor-op-
erators need to become financial, rather than industrial, entities. Policy
goals cannot be confused with investment goals.”"* This reform would
remove SASAC from the direct intervention into SOE’s day-to-day op-
erations and would have it instead oversee the party leadership within
the SOFEs and, in some cases, the allocation of state funds to SOEs.
However, as University of California, San Diego, economics professor
Barry Naughton has detailed, in the battle over SOE oversight between
the Ministry of Finance—which favored a model of SOE manage-
ment in which all SOEs would be listed and managed by professional
management companies—and SASAC—which favored a process that
would restructure SOEs into a number of large, internationally com-
petitive firms, thereby ensuring SASAC’s continued leadership role—
SASAC and its less transformative reform prevailed.

A second equally (if not more) important reform is the divorce of
the party from SOE management within the firm. Evidence suggests,
however, that the party is becoming more deeply involved in SOE
management. In June 2016, SASAC announced that the Communist
Party committees within the SOEs should study and approve all major
decisions before any decision by the board of directors of company man-
agement."® And as Xu Baoli, a senior SASAC researcher commented in
summer 2016, “Communist Party officials are stepping up intervention
in day-to-day operations of state-owned corporations . . . there were
cases in the past where the board would reject a proposal that had gone
through the party. I doubt whether that will happen in the future.”#!
According to the European director of a large Sino-European joint ven-
ture based in China, a newly established party cell attempted to inter-
fere with investment decisions before he explained that they had no
legal standing to do $0.142 Tn another case, a rising star who headed
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a listed subsidiary of a central government SOE quit his job in the
face of growing party intervention. In addition to oppressive demands
for party study sessions, the party felt increasingly comfortable making
business decisions but was unwilling to claim any responsibility if
things went wrong. After more than twenty years, he left for a position
in the private sector.'® Anne Stevenson-Yang also points to Beijing’s
placement of discipline inspection committees within the business de-
velopment office of SOEs to review contracts, cut costs, and approve
reimbursements for travel as further party encroachment on SOE in-
dependence. The reimbursement structure, Stevenson-Yang notes, was
particularly important to senior SOE managers because when their pay
was cut by 20 percent as part of an earlier round of SOE reform, the re-
imbursements more than compensated.'* Far from enhancing market-
driven decision-making within SOEs, the party has enhanced its role
in driving SOEs’ decisions.

Taking Stock

Chinese and foreign economic analysts have largely voiced disappoint-
ment with the progress of SOE reform to date. The reform, in the
eyes of many, is plagued with contradictory messages and impulses. He
Qinglian suggests, for example, that the 2015 Guiding Opinions reflect a
strong “Xi Jinping quality.” She argues: “It tries to combine the govern-
ance characteristics of both Mao Zedong and Deng Xiaoping and gain
some advantage from both sides, thereby introducing a whole bunch of
mutually contradictory formulations.”'®> Chinese University of Hong
Kong’s Liu Xin supports He’s assessment, arguing that the opinions
leave enough room for interpretation that they will likely result in a
less than optimal reform effort, in which “the Chinese government will
partially give up its ownership when SOEs are performing poorly, and
regain its ownership when SOEs are becoming better. In any case, the
government will hold ultimate control in substance.” Moreover, as Liu
points out, the ability of SOE heads to remain party officials (even if
their firms privatize) defeats the principle of developing a more pro-
fessional management system for SOEs.!¢ According to one estimate,
only 5 percent of SOE assets—those in the steel and coal sectors—are

targeted for real reform.¥’
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Others are even more critical. Unirule Institute’s Sheng Hong argues
that the reforms fail to target the essential issues of SOEs: “Reform
is for solving problems but this time reforms fundamentally do not
target the problems I'm talking about. These problems include: SOE
monopolistic power; free and low-cost use of state assets; not handing
over profits; and no internal restrictions on allocations. These issues still
remain problems. In my view, more seriously, the existence of SOEs is
itself a problem.”® And China Europe International Business School’s
Liu Shengjun put it even more starkly arguing that the state needs
to recognize that SOE strength is antithetical to reform and opening
up: “For SOE reform to progress it must first pursue an ideology and
consider a fundamental question: At the end of the day, what is the ne-

cessity of SOEs?”4

The Reform in Context

The seeming paradox in the Third Plenum statements between the claim
that the market would play “a decisive role” and the pledge to “persist
in the dominant position of public ownership” has apparently been re-
solved in favor of the state. Despite the early promise of radical reform,
SOE reform has been distinguished by a deepening of the already robust
role of the party and the state in SOEs and limited opportunities for efhi-
ciency gains through privatization, competition, or bankruptcy.

Many observers suggest that there is significant disagreement within
China’s political system over SOE and broader economic reform.™®
While political battles at the very top may be underway, the result
to date is largely consistent with repeated statements by top leaders,
and most crucially by Xi Jinping, who, after all, is responsible for the
overall coordination of economic reform. Xi stated in a March 2014
meeting: “State-owned enterprises should be supported and not aban-
doned. The strengthening of these companies will come in course of the
reforms from within. They are to rise like a phoenix from the ashes.”"!

More broadly, the evolution of SOE reform during the new
leadership’s first term suggests an unwillingness on the part of the
government—alongside its actions during the stock market saga—to
risk a diminution of the role of the Communist Party and the state in
the state-owned sector or the role of SOEs in the economy.
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The desire of the state to continue to play a dominant role and limit
the impact of the market is also reflected in other initiatives throughout
the Chinese economy. The most significant new economic initiative to
emerge from the Xi government, “Made in China 2025,” is an ambitious
ten-year strategy that establishes ten priority sectors for the Chinese
economy, including aerospace and aviation, high-end machinery and
robotics, new energy vehicles, advanced information technology, and
high-performance medical devices, among others. The strategy includes
localizing and indigenizing technologies and brands, substituting for-
eign technologies, and capturing global market share. In particular, it
seeks to raise the domestic content of products in these industries to
40 percent by 2020 and 70 percent by 2025. To achieve these object-
ives, the state will pour billions of RMB into these sectors, effectively
distorting the market and preventing open competition with foreign
firms. As we will see in the next chapter, however, for Xi Jinping, the
upside of accepting less-than-optimal technologies and market efficien-
cies in the short term is made up by the long-term ability of the country
to use its advantages in labor costs and market size to dominate these
industries in the future.

Other big initiatives ostensibly designed to open the door to greater
market competition, such as the establishment of free trade zones
(FTZs), have fallen far short of expectations. In surveys conducted by
the American Chamber of Commerce in Shanghai and the European
Union Chamber of Commerce in China, 75 percent of the American
companies reported that they found no tangible benefits to locating
business in the Shanghai FTZ; while of the ninety-three European
companies that have established a presence, only twelve indicated that
they would consider expanding their involvement into another FTZ."?

Economic reforms have progressed in some areas, notably toward a
market-driven currency, greater market openness in areas such as hos-
pitality, increased access to the Chinese stock and bond markets for
foreigners, and more discretion for banks to set interest rates based on
the creditworthiness of the borrowers. Yet in the majority of these areas
there has also been backsliding and the reintroduction of some state
controls.”?

Instead of pushing forward with the reforms necessary to realize
greater efficiency, productivity, and rationality in the allocation of
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capital, Beijing has elected to chart a less ambitious course. The result
after four years of economic reform is a state sector that continues to
incur ever-higher levels of debt, consume valuable credit, and provide
few new jobs. It is a course that favors mega-mergers to support SOES’
ability to compete abroad but not to open the door for greater compe-
tition at home. And the central role of both the Communist Party in
managing SOEs and SOE:s in core sectors of the economy has expanded.
The situation is perhaps best summed up by Gao Xiqing: “We're always
saying a little bit—you know, haphazardly saying, OK, let’s allow the
market to play a little bit of a role. Finally, the 18th Party Congress says
let the market be the decisive force. Are we allowing [it] to be the deci-

sive force? It doesn’t look like it.”>4



b

Innovation Nation

JACK MA, FOUNDER OF the Chinese global online sales platform phe-
nomenon Alibaba, is a natural storyteller. Within the first minute of
his speech in June 2015 before the Economic Club of New York—
the august, mostly male club of New York financial and economic
luminaries—Ma has me (a one-time guest at the club) and everyone
else in the room in the palm of his hand.

Ma tells his story with appealing humility. After traveling to the
United States in the mid-1990s and witnessing the power of the
Internet, which had yet to be established widely in China, he returned
home determined to start a company called “The Internet.” With a
$1,000 loan, he, his wife, and a schoolmate pursued their vision: an
online sales platform that would connect Chinese consumers to small
Chinese businesses. In the early days, there were no customers, and the
team simply bought all the goods themselves. By 1999, the venture was
a bust. But Ma was not done. He recruited eighteen friends to start a
new company named Alibaba.com. The name reflected Ma’s belief that
the Internet was a treasure island and his company was going to be
the one to “open sesame.” This time, China was ready. In short order,
Alibaba tapped into a Chinese middle class that was wired, ready to
buy, and big on convenience.

Today Alibaba connects 10 million businesses to more than
soo million active consumers and facilitates the delivery of 12 million
packages daily.! Ma’s empire has also expanded to include Alipay, the
world’s largest online payment platform, the Hong Kong newspaper
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the South China Morning Post, stakes in an online gaming company,
the financial media company China Business Network, and Steven
Spielberg’s Amblin Partners, among others. He made history in 2014,
when the $21.8 billion IPO for Alibaba became the largest in his-
tory.? In addition, he has opened a series of brick-and-mortar super-
markets, where customers can shop, dine, order groceries for delivery
from their smartphones, and pay seamlessly using Alipay.> Now Ma is
moving Alibaba into the United States. His message: Don’t be afraid.
[ am not here to gobble up eBay or go toe to toe with Amazon.*
I want to bring opportunity to American small businesses to sell in
China. Already, he points out, Alibaba helps bring Alaskan seafood
and Washington state cherries to China. In January 2017, Ma backed
his optimism with real numbers, pledging that Alibaba would create
one million jobs for American small businesses through the Alibaba
platform by 2022. According to Credit Suisse’s head of technology,
media, and telecom David Wah, at the heart of the company’s success
is its continued focus on how to make it easier to do business every-
where—whether it is understanding how consumers want to interact
with merchants or using all the infrastructure they have in place to
create a cloud service business. Alibaba, Wah argues, is always posi-
tioned for the future.’

Ma’s story is a universal one, particularly in the world of technology
start-ups. He saw something that no one else did. Most of his friends
and colleagues questioned his sanity. But he persisted. Ma even has the
requisite set of failures: he failed his primary school test twice, his middle
school test once, and the famed college admissions exam, the gaokao,
two times. He was even rejected for a job at Kentucky Fried Chicken.
His independent spirit and drive, however, made him a standout. At
one point, he relates, he spent nine years showing foreigners around
his hometown of Hangzhou for free simply to learn English.® In just a
decade, he has become a household name not only in China but also
throughout much of the world.

If China’s leaders could clone Ma, no doubt they would. Ma is
a poster child for the type of innovative and entrepreneurial spirit
that the Chinese leadership is desperate to incubate throughout the
country. In a series of speeches, Chinese President Xi Jinping has made
clear his unhappiness with the current state of Chinese innovation,
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decrying China’s laggard status in stark terms: “Generally speaking,
the foundation of our scientific and technological innovation is not
solid enough; our independent innovation ability, especially in the
area of original creativity is not strong. . . . We cannot always deco-
rate our tomorrows with others” yesterdays. We cannot afford to lag
behind in this important race. We must catch up and then try to sur-
pass others.””

China’s leaders believe innovation is the key to their economic fu-
ture. The desire to see China at the forefront of global scientific and
technological development permeates their speeches. It is a point of
national pride, as well as an economic necessity. The country’s strategy
to overcome its innovation gap is simple: spend on talent, spend on in-
frastructure, spend on research and development (R&D), and spend on
others’ technology. And on one level, the strategy is working. Over the
past decade, China has surpassed Japan to become the world’s second-
largest investor in R&D (although China’s investment is still exceeded
by that of the United States, which poured more than $462 billion into
R&D in 2015 compared to China’s $376 billion).

In 2016, Premier Li Keqiang announced a national R&D program
to support critical areas such as clean energy, big data, a new arctic
observatory, national cyberspace security, deep space exploration,
brain research, and quantum communications and computation,
among others. In Li’s speech before the March 2016 NPC, he used
the word “innovation” sixty-one times—almost twice the mentions
he gave it in 2015. Overall investment in R&D is slated to increase
incrementally from 2.05 percent of GDP in 2015 to 2.5 percent in
2020.” Money is also flowing into the world of technology start-ups.
In 2016, venture capital firms invested $31 billion in Chinese start-ups
and early stage companies, an increase of $5 billion over 2015.!° China
also surpassed the United States and Japan to become the top filer of
patents.

Behind these numbers, however, is a different story, one that is
told by those most deeply engaged in China’s innovation world—the
Chinese scientists, investors, and officials tasked with making Chinas
innovation dream a reality, as well as the international community,
which competes with and also invests deeply in Chinese innovation. To
begin with, the story hinges on the definition of innovation.
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Innovation Chinese Style

To wrap my arms around this question of what constitutes innovation,
I sat down with my colleague Adam Segal, the author of Advantage, a
compelling study that compares innovation in China with that in other
countries, including the United States. Segal proposes a definition of
innovation that makes sense to me: innovation is science-based research
that delivers a new product to the world and might even create a whole
new industry. This is innovation U.S.-style, from Thomas Edison to
Alexander Graham Bell to the Wright brothers.

Others offer a less ambitious understanding. Daniel Breznitz, a
professor at Georgia Tech, argues that innovation doesn’t necessarily
have to lead to a fundamental scientific or industrial breakthrough.
He notes, “Chinese technology companies shine by developing quickly
enough to remain at the cusp of the global technology frontier without
actually advancing the frontier itself.”** Certainly Breznitzs analysis fits
Chinese facts on the ground. China’s patents have generally been seen
as incremental improvements on previous, more innovative work of
others or are process driven—making something work faster, better, or
more cheaply.

Like Breznitz, a number of industry experts support the idea of
China innovating differently from the United States. Kevin Wale, who
headed the China office of General Motors during 2005—2012, describes
the Chinese as innovating through commercialization. Rather than
adopting the traditional, and often time-consuming, Western method
of research, testing, and validation, the Chinese will bring something to
market and innovate based on consumer wants."> Michael Dunne, one
of the world’s top experts on the Chinese car industry, agrees, noting
that what most often passes for innovation in the Chinese auto industry
is R&D geared to adjusting products to suit local tastes. When it comes
to cars, he says, this means more chrome and longer wheelbases, along
with Chinese-language dashboard instructions and GPS systems.

Joanna Lewis, the author of a path-breaking study on the evolu-
tion of China’s wind power industry, sees merit in China’s unique path.
China begins by licensing foreign technology or pursuing mergers and
acquisitions to acquire desired technologies, and then innovating jointly
with their new foreign partners. According to Lewis, China has been
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quite successful in taking Western intellectual property and innovating
on the business side, enabling China to take Western technology to
markets where the West is more reluctant to go, such as Africa.”

Summing up China’s innovation strengths, professor George Yip,
who codirected the Centre on China Innovation at the China Europe
International Business School, highlights cost, process, supply chain,
and finding new markets, among others.’® A study by the American
consulting firm McKinsey & Co. suggests Yip is on to something. Its
authors found that China’s large and flexible manufacturing force of
150 million, roughly ten times the size of that in the United States, al-
lows it to scale up production faster than anyone else. It has an extensive
supplier base that enables companies to adapt to changing customer
needs with new or lower cost components, coupled with a fast turna-
round.” The electronics manufacturer Xiaomi is one example of a com-
pany that practices customer-based innovation. The largest provider of
smartphones in China, Xiaomi rapidly refines and adjusts its offerings
based on online feedback using China’s massive consumer market as a
collaborator,'® a concept it calls “design as you build.”” In 2014, Xiaomi
updated its smartphone operating system fifty-two times.?

Gary Rieschel, cofounder of Beijing-based Qiming Venture Partners,
which invests in Chinese technology start-ups, including Xiaomi, finally
squares the circle for me by distinguishing between innovation and in-
vention. Sitting in the lobby of the Rosewood hotel in Palo Alto, part of
California’s famed Silicon Valley, Rieschel explains that the Chinese are
great innovators, along the lines described by Breznitz, Lewis, and Yip.
Invention—the type of breakthrough idea that revolutionizes a product
line or industry—however, requires intellectual property rights protec-
tion, a long timeframe for investment, an appetite for risk, and a will-
ingness to fail. None of these, he suggests, is, as of yet, well developed
in China. This does not mean that Chinese scientists and engineers
will never “invent” but rather that the system incentivizes innovation.
Xi Jinping may yearn for invention, but he and the Chinese state are
already deeply invested in the current model of innovation.

It is a model with both significant strengths and weaknesses. China’s
effort to innovate and assume a leading place in the global race to de-
velop and deploy the electric car demonstrates both the advantages and
limitations of this model. It is one that marries a strong role for the state
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in investing in and shaping the development of an innovative tech-
nology, as well as protecting it from foreign competition. The result is
enormous inefficiency, waste, and fraud—and the largest electric car
market in the world.

Full Speed Ahead

Spend a day in most of Chinas well-populated cities, and you are
likely to notice two things almost immediately—the quality of the
air—poor—and the density of cars—high. Every year, the relationship
between the two becomes clearer as efforts to move or close heavy pol-
luting industries and coal-fired power plants fail to yield the desired
improvement in air quality. The culprit is most often China’s expanding
car market.

The Chinese government has a love-hate relationship with cars. Even
as it encourages the Chinese people to take public transportation, it has
pushed the development of a world-class domestic car industry. The
Chinese car market is now the world’s largest, having surpassed that
of the United States: In 2016, China sold more than 28 million cars,
while auto makers in the United States topped out at 17.6 million.?
Moreover, China now manufactures over 24 million cars, more than
any other country in the world.?? By 2030, RAND and the Institute for
Mobility Research estimate that the number of automobiles produced
in China could reach so million annually.?

China’s leaders would like to have all these automobiles run on clean
energy—for reasons of both energy security and environmental protec-
tion. In September 2017, following in the footsteps of France and the
United Kingdom, the government announced plans to ban fossil-fuel
cars at some point in the future. This desire for clean-energy vehicles
is not new. The Chinese government established the foundation for
such an effort in the late 1990s. In 1999, it developed a Clean Vehicle
Action Program that called for 10 percent of all taxis and 20 percent
of all buses in twelve cities to run on alternative fuels such as natural
gas or liquefied petroleum gas. The city of Beijing went even further,
promising that the city’s 3,600 buses and 14,000 taxis would all run
on alternative fuels; Shanghai adopted the same policy for its 20,000
taxis.?* Weak monitoring and enforcement, however, meant that many
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of the vehicles likely did not actually use the cleaner fuels.”> As a next
step, in 2001, Beijing included the electric vehicle as one of its twelve
key “science and technology projects.”?® Funds flowed from a number
of different sources, including the National High Tech R&D program
(known as the 863 Program). By the eleventh Five-Year Plan (2006—
2010), China was devoting approximately $7 billion to this research,
much of which went to large, state-owned firms.?”

The selection of former Audi engineer Wan Gang in 2007 to head
the Ministry of Science and Technology (MOST) provided an impor-
tant boost to the clean car effort. With a PhD in engineering from
Clausthal University of Technology in Germany, Wan had spent almost
a decade as part of Audi’s R&D team, where he worked on fuel cells.
He left Germany in 2000 to return to China to head Tongji University’s
R&D program in hydrogen cell and electric automobiles, eventually
becoming the president of the university in 2004 before being ap-
pointed minister of science and technology. A voluble technocrat and
reportedly one of the most popular ministers in the cabinet, Wan is
also one of the very few non-Communist Party members in the upper
echelons of the Chinese government—in fact, he was the first to be ap-
pointed minister in more than a half a century.?®

Wan quickly became a missionary for electric car adoption in China,
arguing in 2009 that electric vehicles were a particularly strategic area
of interest for China and offered an opportunity to “catch up with
and exceed developed countries” in the automobile industry.” That
year, Chinese leaders adopted a plan to make China one of the leading
producers of hybrid-electric and electric vehicles by 2012 and become
the leading producer thereafter. Beijing established targets for pure
electric and hybrid electric vehicles of 500,000 by 2015 and 5 million
by 2020.%° The following year it announced that sixteen SOEs would
form an alliance to conduct R&D with government support totaling
$15 billion behind it.?! And the government embedded the alterna-
tive fuel and electric vehicle industry in China’s five-year economic
plan, the twelfth Five-Year Plan, as one of seven strategic emerging
industries.

Wan also spearheaded the “ten cities, thousand vehicles” program
beginning in 2009, which was overseen by four ministries: MOST, the

Ministry of Information Industry Technology (MIIT), the Ministry
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of Finance (MOF), and the NDRC. The program identified ten cities
that would produce one thousand electric vehicles each; with each city
permitted to select its own standards and technologies. By 2011, the
government had expanded the list of cities to twenty-five.>> Everyone
wanted a piece of the electric car boom. The government offered sub-
sidies of 50,000-60,000 yuan ($8,000—-9,000) to consumers who pur-
chased the cars and instructed local electricity grids to set up charging
stations for electric cars in Beijing, Shanghai, and Tianjin.?

Included in the government’s plan was a mandate that foreign auto-
makers who wanted to manufacture cars in China transfer their core
electric battery or high-powered electric motor technology. For an elec-
tric vehicle to be sold in China, regardless of where it was produced, the
MIIT required that a domestic Chinese firm be capable of “displaying
mastery” of the vehicle’s essential components.> But foreign auto-
makers were not persuaded. GM, which sought to introduce its elec-
tric-battery powered Volt to China, refused to transfer the technology.
As a result, it was ineligible for the Chinese government’s $19,000 sub-
sidy for electric cars—almost half the cost of the Volt itself.*> Generous
government rebates were available only for Chinese- made all-electric
passenger vehicles or plug-in hybrids.?

The results were underwhelming. By one count, only 4,400 vehicles
were purchased during the three years of the program; by another, only
seven of the twenty-five cities had achieved their target of 1,000 cars.”
Rather than produce a healthy competition, in which the best tech-
nologies triumphed and were adopted countrywide, the government’s
segmented approach and lack of coordination ensured that each prov-
ince or region adopted a zero-sum outlook. Local companies and grids
developed compatibility that was not shared through the rest of the
country. Cars that were purchased in one city often could not use a
charging station in another. And charging stations were located without
consideration for where they were most needed: one contractor noted
that charging stations were built “where politicians wanted them” and
that there was “no real planning.”*® Local governments also inflated
their success in order to increase the chance that Beijing would select
them as a model.”’

Competition and conflict between the central government ministries
overseeing the program contributed to its poor start. While MIIT was
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responsible for the regulation and development of major industries and
in charge of managing the electric vehicle supply chain once it matured,
MOST was in charge of nationwide R&D and therefore responsible
for battery technology. In one case, MII'T named Nissan its strategic
partner at a global forum in 2009, while homegrown BYD (an acronym
for the company’s Chinese name Bi Ya Di and also for the English
“Build Your Dreams”), which fell under MOST’s supervision, was not
even invited to the forum.*°

While Chinese consumer interest in electric cars was weak, the
country had a few strong advocates within its auto industry, most no-
tably, Wang Chuanfu, the founder of BYD. Wang may not possess as
compelling a personality or personal history as Jack Ma, but his vision
and perseverance are equally impressive. Like Ma, Wang came from a
poor background. Both his parents were rice farmers who passed away
by the time he was fifteen years old. When he was in his late 20s, how-
ever, he managed to raise $300,000 from his relatives to start a phone
battery company in 1995 in Shenzhen. His objective was to compete
with Sony and Sanyo in the rechargeable battery market. Within seven
years, BYD had become one of the world’s largest manufacturers of cell
phone batteries in each of the three major battery technologies.!

Wang decided to transfer his battery production capacity to the au-
tomobile business in 2003, when he purchased a near-defunct state-
owned car company. Within two years, Wang had released the F3DM,
a plug-in hybrid model that soon became one of the best-selling sedans
in China. He followed several years later in 2011 with BYD’s first all-
electric car, the E6.4 Wang benefited significantly from government
support, partnering with the Shenzhen local government in the ten
cities program, and receiving an estimated $435 million in subsidies
from the Shenzhen government during 2010—2015.% Wang also at-
tracted investment from American investment guru Warren Buffet,*
which sent an important signal of BYD’s promise to the international
business community.

Despite Wang’s initial success with the F3DM, the E6 struggled.
Reviews of the car were not positive: one reviewer called it clunky and
reminiscent of a “late-stage East German Wartburg car.”® Accused of
copying other automakers” designs, Wang seemed to acknowledge a
deficit in innovation, stating that “60 percent of a new product is taken
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from publicly available information, 30 percent from existing products,
s percent from the materials that are available, and only 5 percent from
our original research.”#® According to auto expert Michael Dunne:

I cannot think of a single example of Chinese innovation aside from
this: Sometimes companies like BYD innovate by replacing expen-
sive machinery with lots of inexpensive labor to arrive at the same
product result while saving money. Or they jam down wages and
make people work harder. Or the executives at a $100 million parts
company have a simple rice and veggies and pork lunch together
every day for $20 instead of eating out for $200. The Chinese are
good innovators when it comes to finding ways to reduce costs, al-

though this often leads to “quality fade.”¥’

Tsinghua engineering professor Song Jian agrees with the quality
concern, noting “huge design defects in BYD’s electric cars could
lead to many safety problems.”*® A number of Chinese scientists also
highlighted the potential dangers of BYD’s technology, including the
battery casing, the method used to connect the battery modules, and
even the heaviness of the batteries, which was roughly three times that
of the foreign electric cars such as the Nissan Leaf or Chevrolet Volt,
making the BYD electric cars energy wasters rather than savers com-
pared with traditional combustion-engine vehicles.”” After a BYD
E6 burst into flames in 2012, the Guangdong propaganda authorities
forbade local media from reporting anything critical on electric cars

or BYD.

Round Two

Still both the Chinese government and Wang continued to push for-
ward with their effort to make China and BYD a world-class leader in
electric cars. Despite flagging sales, in November 2013, twenty-eight
cities signed on to begin another round of city-based electric vehicle
promotion. In some cases, the targets were wildly optimistic. Tianjin
set a target for 2015 that was ten times its 2012 target.”’ By early 2013,
China was still almost 480,000 vehicles away from meeting its first stated
target of 500,000.”" But the electric car dream team—NDRC, MOE,
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MOST, MIIT, and the National Government Offices Administration—
added new incentives, mandating that “new energy vehicles”—vehicles
that do not rely exclusively on fossil fuels—account for 30 percent or
more of new cars purchased by state organs every year.>> They con-
tinued subsidies for vehicles priced less than $29,000 and offered new
energy vehicle users preferential access to the license plate lottery”—
a system by which local governments grant licenses to only a select
number of applicants in order to limit the number of vehicles on the
road. In September 2014, Beijing’s decision to eliminate the 10 percent
tax on Chinese electric vehicles contributed to a significant jump in
electric car sales. In December, sales of passenger and electric vehicles
reached 27,000.%% (Foreign companies, however, were excluded from
the benefits of the tax elimination and, as one foreign observer noted,
this move, combined with preexisting subsidies, stacked the deck even
further against foreign-made models.”) The Chinese government con-
tinued to try to incentivize the purchase of electric cars. In spring 2015,
officials declared that electric vehicles would be exempt from the city’s
traffic restrictions and promised to address the problem of incompatible
charging stations among provinces by providing charging interfaces for
new energy vehicles. The result was yet another uptick in electric car
purchases.*

BYD’s fortunes soared along with the broader growing interest in
electric cars. The company’s batteries for electric vehicles command
9 percent of the global market,”” and in 2015, BYD became the lar-
gest new energy vehicle manufacturer in the world: its electric buses
run in more than 160 cities, fifty of which are in China.’® In 2017, it
expanded a small manufacturing plant it had opened in Los Angeles
in 2013; eventually the company plans to build electric trucks and as
many as 1,500 electric buses in the United States annually. Its electric
car continues to sputter along. Although the E6 has won contracts with
Opoli, a car-sharing service in San Francisco and San Diego, as well as
with Uber in Chicago,” its numbers remain limited—only eighty BYD
E6 electric vehicles have been exported to the United States.® Its price
point and size make it attractive to taxi drivers; however, its efficiency—
how far it can drive on the same amount of energy contained in one
gallon of gasoline—is far lower than any other electric car on the in-
ternational market and only one-fourth that of top-ranked Tesla. As of
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November 2017, BYD senior management promises only that the E6
will find its way to American consumers sometime before 2020.

Back in China, a team of American and Chinese researchers, re-
viewing the progress of China’s electric car development, found some
reasons to cheer and some areas of concern.®! Several of the local ex-
periments appeared to be thriving. Shenzhen’s partnership with Potevio
New Energy, China Southern Grid, and BYD enabled a successful
battery-leasing effort for electric buses. And in Hangzhou, the Kandi
electric car-sharing service, which was modeled on the city’s already
successful bicycle rental program, also produced a win.®?

Nonetheless, the team also found a number of ongoing challenges,
chief among them that the Chinese government’s practice of subsidies
and closed government procurement has not stimulated innovation.
In addition, too much local competition has translated into city pilots
“losing sight of overarching goals” and developing standards that are
not broadly used.®* Moving forward with a single standard is now a sig-
nificant challenge for China’s EV market.* The internal trade barriers
created by the city competition, as well as the lack of genuine foreign
competition, has hindered Beijing’s efforts to build a world-classs elec-
tric car industry. In addition, a report produced by a Harvard University
economics scholar determined that government efforts to grant market
access in exchange for technology transfer have not succeeded.®

The electric and new energy vehicle market has also come under
scrutiny in the context of the anticorruption campaign. In 2016, Beijing
fined five automakers a total of $225 million, an amount equal to the
$150 million in subsidies the companies had received for promoting
electric vehicles and half that sum in fines, for reporting false produc-
tion and sales.® Inspectors have discovered cases where electric car
manufacturers received subsidies for production and then sold the cars
to their own rental subsidiaries and received subsidies for purchasing
electric cars. Kandi, the successful electric car-sharing company, for ex-
ample, received as much as $130 million in subsidies from the govern-
ment of Hangzhou between 2013 and 2016 and then was paid as much
as $12 per month for every car that was leased. The lure of subsidies—
which were set to be reduced in December 2015—also led to an absurd
increase in the number of electric buses produced in that year: from
January to November, 90,100 electric-powered commercial vehicles
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were produced; in December alone, almost 58,000 were produced,
some without seats or other parts,%” even without batteries.®® In add-
ition, some companies claimed to have produced EVs when none was
actually produced.®” Gemsea Bus made no electric buses but collected
$40 million in subsidies.”” As one analyst Yang Zhiting noted, “To
some extent, last year’s EV boom is built on a pile of sand.””!

As in many other sectors, such as clean energy, steel, coal, and ce-
ment, the electric car market has become oversaturated—the result of
the distortions that government intervention and subsidies have pro-
duced. China currently has about 4,000 new energy vehicle models in
development. MIIT is attempting to develop standards to ensure the
companies have the necessary high-quality technology to make them
competitive and pledged to grant permits to only fifteen companies to
manufacture new energy vehicles in 2017.7> MIIT has suggested that
companies intending to sell electric cars must possess seventeen tech-
nologies, such as a process for recycling or reusing batteries, to get a
permit. According to the Economic Daily, 9o percent of companies de-
veloping electric vehicles are unlikely to meet the standards within the
next few years.”?

The Chinese government is also trying to protect itself from for-
eign competition, to the detriment of the quality and level of advanced
technology that its cars will possess. MIIT has carefully crafted regu-
lations in the electric battery sphere that effectively prevent foreign
multinationals from competing. In January 2016 MIIT banned electric
buses from using one type of battery, of which the Korean companies
Samsung SDI and LG Chem were major producers. This was followed
by a regulation that required battery makers to have established their
manufacturing plants for over a year to make the government-approved
list of suppliers. This again effectively closed out Samsung SDI and
LG Chem as suppliers for Chinese EV companies. Of the fifty-seven
battery makers on the government list, none was a foreign company,
despite the fact that Korean and Japanese batteries provide larger en-
ergy storage capacity and are preferred by a number of Chinese EV
manufacturers.”*

China’s deep pockets combined with its ability to limit foreign com-
petition mean that it has the wherewithal to forge ahead despite the
waste, inefficiency, and seeming weaknesses in innovative capacity. The
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Chinese government and car companies have already put in motion
investments that will yield an electric-car manufacturing capacity of
2.9 million per year.”> Electric cars may well follow the trajectory of
renewable energy technologies in China: plagued with issues of over-
capacity and quality control but nonetheless ultimately able to pro-
duce world-class products and capture significant, if not the majority
of, market share globally. In 2015, China surpassed the United States
to emerge as the world’s biggest market for all new energy vehicles, in-
cluding electric, plug-in hybrid, and fuel-cell cars (see figure 5.1).

Yet Xi’s statements suggest that he wants something more. He wants
China to be not simply an innovation powerhouse but also a driver of
global invention. Realizing this goal will require overcoming a number
of significant obstacles, beginning with a history in which politics and
culture have often impeded innovation.

A Slow Start

Innovation is central to Xi Jinping’s notion of the rejuvenation of the
great Chinese nation, but he is certainly not the first Chinese leader to
stake out innovation as an essential element of China’s economic rise.
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Former Chinese president Hu Jintao also delivered a lengthy speech
in 2007, calling innovation “the core of our national development
strategy and a crucial link in enhancing the overall national strength.””®
Innovation is a matter of both economic imperative and national pride.
Ancient China, after all, was the source of the “four great inventions”
(sidafaming, V9K & BH): printing, gunpowder, the magnetic compass,
and papermaking. During the Zhou dynasty (1046—256 BCg), Chinaalso
developed a highly sophisticated system of irrigation projects with ca-
nals that stretched hundreds of miles and enormous dams that changed
the course of rivers. At the same time, Chinese agriculture, according to
one account, produced “the highest yields in the world.””” Even Chinese
mythology valued invention. The epic feats of inventor-heroes with su-
pernatural powers are remembered in legends: Fu Xi, who invented
writing, music, marriage, and more; Sui Ren, who invented fire; Shen
Nong, who invented medicine and farming techniques; and Huangdi,
who invented the wheel, calendar, and compass, among other things.”®
Yet after 1300, China’s innovative spirit appears to have evaporated.”
The great chronicler of ancient Chinese science and innovation Joseph
Needham suggests that a form of bureaucratic feudalism impeded the
rise of modern capitalism and science in China.?® Chinese scholars also
pointed to the lack of tradition in inductive reasoning in science and
the rigidity of the imperial examinations.®

The end of imperial China and its successor republican government
did little to foster entrepreneurship and innovation, however, and
during the first decades of CCP rule, entrepreneurship was shunned
and viewed as an occupation for individuals who had a criminal record
or were unable to find other jobs.®? Scientific and other innovation
was also stifled. Under the leadership of Mao Zedong, the government
closed universities and scientific institutions and punished intellectuals
for their “elitist, bourgeois inclinations.”® It was a period in which
“red” triumphed over expert. Dissenting ideas often resulted in harsh
punishment. Millions of educated Chinese and businesspeople were
sent to work in factories or down to the countryside to be reeducated.?4
During the particularly harsh reign of the Gang of Four, scientists
were punished and tortured.®® With the exception of security-related
research on issues such as nuclear weapons and ballistic missiles or
disease-prevention, advanced scientific research went dark.®
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Only with the advent of the Four Modernizations in the mid-1970s,
the reintroduction of exams and academic study in universities in the
late 1970s, and Deng Xiaoping’s reform and opening up in the early
1980s, did scientific innovation become a priority for the Communist
Party. As the government began to allow scientists to take a stake in
their innovations, universities spun off start-up technology companies.
One of China’s most well-known computer companies, Lenovo (orig-
inally named Legend), was founded in 1984 by Liu Chuanzhi, a com-
puter scientist, and ten engineers, all of whom were members of the
Institute of Computing Technology attached to the Chinese Academy
of Sciences (CAS). They began their business with a loan of 200,000
yuan ($30,000) from CAS, and their first major success was a circuit
board that enabled IBM-compatible personal computers to process
Chinese characters.?” Few observers could anticipate that twenty years
after the founding of the company, the company would purchase IBM’s
PC business and a decade later its server business.

The mid-1980s was also a fertile period for the development of the
legal and bureaucratic infrastructure to support science and innovation
in China. Chinese physicist Chen Chunxian returned from a trip to the
United States in 1980 and christened Zhongguancun, an area in Beijing
near both Peking and Tsinghua Universities, “China’s Silicon Valley.”®
Between 1984 and 1986, not only Legend but also Founder Group and
Stone Group—two high-profile Chinese technology companies—were
birthed in Zhongguancun.®” China enacted its first patent law in 1984,
and a year later, the Chinese Intellectual Property Press began keeping
a database of patents.”® In 1986, building on the success of the country’s
special economic zones, the government launched the 863 Program to
encourage special market-based zones for technological development
and entreprencurship outside the centrally planned economy.” Still,
starting a business was considered more risky and less prestigious than
garnering a government job or one with an SOE.

Innovation and entrepreneurship got an important boost from
Deng Xiaoping’s daughter Deng Nan. Deng was trained in physics
at Peking University and served as vice-minister of the State Science
and Technology Commission from 1998 to 2004. During visits to the
United States, she paid particular attention to MIT, a university re-
nowned for fostering innovation and entrepreneurialism.”* At the same
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time, under her leadership, the government began taking steps to en-
courage scientific innovation in the private sector, granting preferential
policies such as reducing the sales tax on technology transfer, R&D
expenditures, services, and consulting.”

Simultaneously, views on private entrepreneurship began to shift.
President Jiang Zemin, in particular, viewed Chinese entrepreneurs as
valuable to the economic success of the country and to China’s interna-
tional image. As noted in chapter 1, under his leadership, in 2002, the
Communist Party changed its rules to allow entrepreneurs to become
members.”® By 2006, 70 percent of Chinese polled believed that “entre-
preneurship was a good career choice.””

The 1990s and 2000s thus marked a period of significant evolution
in China’s approach to innovation and entrepreneurialism: the govern-
ment began to reverse decades of political opposition to entrepreneurs
and place a new priority on investing in research and development. Yet
additional impediments remain. Weaknesses in talent, the culture of
innovation, education, and intellectual property all impede Xi Jinping’s
drive to transform China into a global center of innovation.

The Talent Gap

Speaking at a general assembly of members from the Chinese Academy
of Sciences and Academy of Engineering in 2014, Xi Jinping spoke
forcefully about the need to address the technology gap and even
more pressingly about the need to foster and retain the country’s top
talent.”® It is surprising, but in a country with more than 1.3 billion
people, one of the greatest challenges China faces is nurturing creative
thinkers and developing and retaining the talented people necessary
to meet its innovation needs for the twenty-first century. Out of 137
countries surveyed, the 2017—2018 World Economic Forum’s Global
Competitiveness Report ranked China twenty-eighth in innovation,
forty-seventh in higher education and training, and seventy-third in
technological readiness.”

One critical issue is Chinas continued brain drain. Since 1987,
of the 4 million Chinese students that have studied abroad, only
2.2 million have returned home.”® Xi has made it a priority to get
these students back to China, arguing that “students and scholars
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studying abroad have a broad vision, and they ought to take the lead
in making innovations.”® So China has opened its borders and its
pocketbooks to attract the world’s most talented minds. Li Yuanchao,
China’s former vice-president, played a small but important role in
that process. As head of the party’s Organization Department, he ad-
vanced the “1,000 Global Talents” program in 2008 to attract the best
and brightest from around the globe.!”® He worked hard to attract
top scientists and other creative thinkers from the United States and
Europe, with significant financial incentives, as well as preferential
treatment in housing, education for their children, and other support
for their research.!” The financial incentives for institutions recruiting
the scholars were also significant: some local Talents programs offered
as much as 8 million yuan (s1.2 million) to universities or even more if
they recruited someone recognized as part of the national-level 1,000
Talents program.'®? In just the first five years, three thousand returnees
were recruited.!®

However, a review of the program in 2013 raised a number of con-
cerns. Some of the returnees had actually returned earlier and were
now simply being grandfathered in.!* While the program was designed
to lure full-time, top-flight researchers, slots were also being filled by
MBAs or other Chinese graduates who were not likely to spearhead
China’s technological innovation effort. In addition, a significant por-
tion of the researchers wanted to maintain their positions in the West,
while simultaneously directing research in China.!'® Corruption also
plagued the system: in some instances, host institutions were appar-
ently keeping the incentive funds for themselves.!?

Moreover, as Beijing seeks to take advantage of this global talent,
it is finding that the transition to living and working in China is not
always smooth even for Chinese returnees. An editorial in the state-
supported Global Times written by associate professor of law at the
Beijing Institute of Technology Liu Guofu pointed out, “Currently,
what China can offer is far less than the conditions they [foreign ex-

perts] enjoy in developed countries and regions.”"’

Keeping foreign
and returnee talent happy will depend less on housing and more on
the overall work environment. Brown University physics professor
Gang Xiao, who was educated in China, points to the difference in

academic environment:
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Scholars fresh from abroad can experience cultural shock in dealing
with the established hierarchy in the research community . . . .
Subjective factors often trump objective standards in internal and
local evaluation processes, resource allocation and grant applica-
tion . . .. Developing a research environment conducive to discovery
and innovation also takes more than modern research facilities and
money. Scholars need to be able to think independently, form col-
laboration networks without interference and distribute and access
information freely. The internet is one of the most productive tools
for scholars. Though the government has no intention to block web
access for scientific research, the lack of full internet service will limit

Chinese scientists’ research efforts.!8

Deans from two of China’s most prestigious universities, Tsinghua
University and Peking University, penned an article in Science in 2010
that publicly denounced China’s research culture, arguing that top-
down control of funding agencies by a small number of bureaucrats
“stifles innovation.” They further argued that it was an “open secret”
that obtaining major grants is more contingent on “schmoozing with
powerful bureaucrats and their favorite experts” than on doing good
research.’’® One of the two deans, Peking University Dean Rao Yi was
a returnee, having resigned his position at Northwestern University to
accept the position in Beijing, where he was the first dean that Peking
University had recruited internationally. (In the wake of the article,
Rao was not selected as an academician at the Chinese Academy of
Sciences. Other Chinese scholars suggest that he was “punished” for
his outspokenness against the system."” He later left his position at
Peking University to start an independent research university modeled
on Caltech.) Professor of Chinese Studies Cong Cao, who left China
for graduate training at Columbia University and now teaches at the
University of Nottingham’s campus in Ningbo, also suggests that the
structure of China’s reward system for innovation is skewed. The em-
phasis on prizes and academic honors rather than basic scientific inquiry
and peer review contributes to widespread scientific fraud, plagiarism,
and falsification of data. Cao reports that even conservative estimates
suggest as much as one-third of Chinese researchers has engaged in

some sort of scientific misconduct.™
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The Numbers Game

Innovation is also impeded by the Chinese government’s reliance on
top-down campaigns to achieve markers of innovation, without nec-
essarily paying enough attention to the actual content. Beijing set a
national goal for 2 million patents by 2015, for example, and surpassed
it ahead of schedule. But in 2014, more than 6o percent of patent appli-
cations were “utility and design” patents that “typically do not represent
significant innovation.”"* The misguided focus on quantity as opposed
to quality is also reflected in how little Chinese intellectual property
is actually adopted by others outside the country. In 2013, China paid
$21 billion for the use of foreign intellectual property but received only
$887 million from other countries for use of its intellectual property. In
2015, the situation was even slightly worse. China paid $22.6 billion for
foreign intellectual property use and received $676 million for its intel-
lectual property.™® Other Asian countries received much more: Japan
for example received $37 billion, while even tiny Singapore received
nearly $4 billion. The United States led the pack with $130 billion."4
Senior Chinese officials recognize the problem. They believe that their
country is losing out to others, such as the United States and Japan, by
licensing rather than innovating new technologies.

Educated but Not Liberated

For many who operate in the world of Chinese innovation, the country’s
educational system is at the heart of the problem. Simply obtaining a
university education can be difficult. In China, university tuition fees
are the equivalent of 13.6 years of a farmer’s income, while in a wealthier
urban area, a parent might pay slightly more than four years of his or
her salary.® A college education remains out of reach for the vast ma-
jority of young Chinese both for reasons of cost and access. Chinese
students have only one main channel to achieve higher education, and
from kindergarten through high school, children must focus on gaining
access to a university. Parents and educators, alike, bemoan the strict,
regimented, and narrowly defined path to college. Only 5 percent of
Chinese have received higher education.!"®

The nature of the education is also a concern. Liu Daoyu, former
president of Wuhan University, remains unimpressed by his country’s
fundamentals: “China boasts the biggest college population, the



INNOVATION NATION 141

largest campuses and is the second biggest academic paper generator
in the world, but it can barely foster a world-class scholar or school
of thought.” According to Liu and other Chinese educators, inno-
vation needs both fertile ideas from multiple sources and the freedom
of expression to state one’s views and make one’s case. The point is
made as well by Chinas artistic community. As the renowned artist Ai
Weiwei argues, when the government talks about making Chinese cul-
ture strong and creative, it is bound to run into trouble:

If a person has never had the right to choose their information,
freely associate with any kind of ideology, and develop an individual
character with some passion and imagination—how can they be-
come creative? It is against human nature. If you are against every
essential value of individualism and independent thinking, and the
willingness to take risks and bear consequences, and have a sense
of responsibilitcy—what kind of creativity do you expect? . . . It
would be impossible to design an iPhone in China because it’s not a

product; it’s an understanding of human nature."®

Yet Xi Jinping seems distinctly uninterested in liberating edu-
cation from the constraints of the party’s thinking. During a tour
of leading universities in June 2012, he called for the party to play
an increased role in supervising higher education.” A number of
Western observers argue that this system of parallel governance with
both educators and CCP officials “limits rather than enhances the
flow of ideas.” The problem in their view is with the bounded “po-
litical world” in which Chinese schools, universities, and businesses
exist, rather than with the innovative or intellectual capacity of the
Chinese people.'??

Stolen Property

Protection of intellectual property is a foundational principle of inno-
vation and certainly of invention. Yet China has been much slower to
move forward in a meaningful way to protect intellectual property than
many in the international community had hoped. A 2013 report, pub-
lished by a consortium made up of several governments and businesses,
found that of 120 incidents of government-directed cyber-espionage of
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intellectual property, 96 percent came from China.'*! (Ironically, per-
haps, Chinese historians date the first notions of copyright to the Tang
dynasty [618—906 AD]."*?)

Many American and European firms complain about intellectual
property theft by Chinese companies; it registers near the top of every
annual foreign chamber of commerce report ranking of challenges in
doing business in China. While the Chinese government cannot be
held responsible for every intellectual property infraction, it has often
appeared to use its market power to try to force intellectual property
transfer from multinationals to their Chinese partners or consumers
rather than invest its political and financial capital in developing a more
rigorous intellectual property protection system.'” Since 2006, under
the auspices of the “National Medium- and Long-Term Program for
Science and Technology Development (2006—2020),” the government
has advanced the idea of indigenous innovation: “enhancing original
innovation, integrated innovation, and re-innovation based on the as-
similation of imported technologies.”'** Most importantly, the plan
stresses that importing technologies without attention to “assimilation,
absorption and re-innovation” will weaken the country’s indigenous re-
search and development capacity.'®

The results of this strategy can be seen in several different forms.
The government strongly encourages multinationals to establish R&D
centers in China to gain access to the Chinese market. The government
also may require that foreign businesses transfer intellectual property to
Chinese companies to gain access to the market or the company will
be shut out, offering time and opportunity for a Chinese competitor
to gain market access. As longtime business consultant and China res-
ident James MacGregor has noted, “The belief by foreign companies
that large financial investments, the sharing of expertise and signifi-
cant technology transfers would lead to an ever-opening China market
is being replaced by boardroom banter that win-win in China means
China wins twice.”2¢

Under Xi Jinping, the requirements for technology transfer have
only expanded. Beginning in 2015, for example, the government put
forth a new set of regulations under the guise of national security de-
signed to force technology companies involved in providing computing

and networking equipment to China to provide their source code.'”
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IBM reportedly acceded to Beijing’s demands, while others, such as
Microsoft, HP, and Cisco, found a middle ground by establishing
joint ventures with Chinese companies and/or special products for the
Beijing market that analysts believe allow the Chinese government a

backdoor into the system.!?®

Build a Home for Innovation and Entrepreneurship

In his 2014 address before the World Economic Forum in Tianjin
Premier Li Keqiang argued that the “key to realizing that [entrepre-
neurship and innovation] is to further liberate our mind, further lib-
erate and develop productivity, and further liberate and increase social
vitality, and remove all institutional obstacles.”’® Over the course of
the next two years, the government followed through on its implicit
pledge to improve the environment for entrepreneurs. It reduced both
the amount of time and the number of permits necessary to start a new
business. From 2012 to 2017, China rose in the World Bank’s rankings
in terms of “ease of doing business” and “ease of starting a business,”
from 91st to 78th and 1515t to 127th, respectively.®® In addition, in late
2015, the government established a $10 billion development fund to
help small businesses; according to Li, over ten thousand new firms are
registering in China every day."!

Beijing is not simply standing back and funneling money into re-
search while it waits for the next Jack Ma. It is doing whatever it can
to create the conditions in which he or she can emerge. Part of its ef-
fort centers on providing a home in which entrepreneurship can thrive.
China is brimming with science and technology parks determined to
duplicate the success of Silicon Valley, Route 128, and North Carolina’s
Research Triangle. The scale is mind-boggling. In Haidian Park, there
are more than 5,000 “state-level” designated enterprises, 12,000 high-
tech enterprises, and more than 330 publicly listed companies. They
comprise 10 percent of all high-tech companies in the country, and in
2013, generated revenues of $273 billion.'*

Many universities boast their own science and technology (S&T)
parks. I dropped by to visit with Chen Hongbo, who helps oversee
one of China’s most prestigious S&T parks—the Tsinghua University
Science Park. Chen is a tall, affable man who completed his



144  THIRD REVOLUTION

PhD studies in Australia and worked there for a number of years be-
fore returning to Beijing in 2002 to help oversee the park. Founded
in 1994, the park is spread over 730,000 square meters and is home
to four hundred companies, many of which put money into the uni-
versity."? The majority of the science park’s staff are graduates of the
university. There is also a smaller affiliated Pioneer Park, particularly
geared to engage students at the university and returning scholars.

Chen believes that the science park has the recipe for success: space;
ties to the university; good tenants, including firms such as Microsoft,
Google, and Deutsche Bank; and, most importantly, support from
the government through financing and research. It has become a full-
service enterprise with job fairs, a website for companies to become
part of the network remotely, and a consultant team to help companies.
What is still missing, according to Chen, is the service aspect. Chinese
people are still in the early stages of developing a “service mentality”: to
take pride in their work, whether it is fixing an elevator or keeping
the restaurant clean. He contrasts it with the West where people train
for jobs as plumbers and take pride in their work. No one wants these
types of service jobs. In his mind, this translates into a weaker busi-
ness ecosystem in which a huge gap remains between China and the
West in terms of things such as clean air, clean restaurants, and general
maintenance of standards.!** Nonetheless, Tsinghua University Science
Park has become a brand throughout the country, establishing branches
in Zhuhai, Nanjing, Kunshan, Guangzhou, and elsewhere.!” It has
also established InnoSpring, an incubator in Silicon Valley, as well as
branches in Russia, Israel, and the United Kingdom.!3¢

While the country’s S&T parks boast government sponsorship and
house some of the country’s largest tech companies, such as Xiaomi,
China is also developing a tech start-up culture that more closely ap-
proximates that of the rest of the world. In this world, private capital
shapes the fortunes of young innovators, and start-ups are housed in
young people’s bedrooms or apartments or, if they are lucky, in spaces
like 3QQ, one of the eighteen or so shared workspaces created by SOHO
China, the country’s largest commercial real estate company. I got a
tour of one of these workspaces from SOHO’s CEO Zhang Xin during
a trip to Beijing. It is a beautiful space in Beijing’s central business
district—a three-story glass aerie with a mix of different collaborative
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FIGURES.2 Photo of a Workspace at the Guanghua Road SOHO 3Q) in
Beijing
Credir. Zhang Xin, SOHO China

workspaces spread throughout (see figure 5.2). Zhang designed the
space, and different rooms offer different vibes: some have colorful
prints, while others feature pictures of Albert Einstein and other great
scientists. The start-ups that fill the more than three thousand desks
range from Airbnb and college counseling to elevator maintenance and
training to become a disc jockey. Zhang contrasts the energy present
in the start-up sector with that in the company’s more traditional real
estate businesses. In 2016, she relays, the traditional commercial real es-
tate market was flat, and the situation was even worse in 2017: already
more space was being returned than rented. As a result, Zhang and her
husband Pan Shiyi are investing more into the 3Q business with plans
to open new workspaces in Hangzhou and Shenzhen.

For the true technology start-up in China, nothing beats a desk at
Sinovation Ventures. The last stop on my tour to understand China’s
innovation ecosystem, Sinovation Ventures was founded as Innovation
Works in 2009. It occupies the tenth floor of one of China’s nonde-
script office buildings in the Haidian district, an area that many of
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China’s tech companies call home. The firm is the brainchild of Lee
Kai-fu, onetime head of both Microsoft and Google China. Lee, who
is in his mid-fifties, grew up in Taiwan and was educated at Columbia
and Carnegie Mellon Universities. He left Google in 2009 to found
Innovation Works, a firm devoted to incubating technology entrepre-
neurs in China.'¥’

I first visited the firm in 2010 and had the opportunity to chat with
Lee’s number two, Ning Tao. Ning is just the type of person that China
wants back. She hopped, skipped, and jumped her way through some
of America’s iconic tech firms—Microsoft, IBM, and Google, picking
up a Yale MBA along the way, before following her mentor Lee back
to Beijing to help him build Innovation Works. At the time, Ning de-
scribed an ongoing challenge in recruiting young Chinese to the tech
world. While many young Chinese are very smart and creative, she
worried that they were risk averse—they want to join international
companies or SOEs. She said, “Big talent joins big firms.” Many young
people are pressured by their families to take jobs that are more secure;
Ning often had to get on the phone with parents to persuade them
that their child was making a good choice. In fact, Ning pointed to
something that I hear again and again from successful Chinese—many
new firms are created by people who returned from the United States.
She was hard-pressed to identify many successful examples of Chinese
entrepreneur-based companies— Tencent, Alibaba, and Baidu were the
ones that came to her mind—and she contrasted this with the United
States, where she argued, there is a new batch of such firms every five
years.'® Lee also sees additional limitations, arguing: “The Chinese ed-
ucation system makes people hardworking, teaches people strong fun-
damentals, and makes them very good at rote learning. It doesn’t make
them creative, original thinkers.” Out-of-the-box thinkers are either
pushed toward conventional thinking or “become outcasts.”?

Yet when I returned in 2017, there was no shortage of willing Chinese
tech entrepreneurs, and confidence in China’s future as a global tech
power was at an all-time high. I met with Anita Huang, chief mar-
keting officer for Sinovation. When I tried to ask about challenges to
innovation in China, Huang cut me off: they are not looking for sci-
entific breakthroughs, she said, they are looking for innovation tied
to business. This is an area in which China excels. Huang pointed out
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that mobile Internet technology in China now far surpasses that in the
United States. She uses her phone to order haircuts, food, and to ar-
range for movers for her home. Even food stall owners in China accept
payment via smartphone. During a recent trip to the United States, she
relayed, she forgot cash—because few people in China have need for
it—and couldn’t pay for a taxi ride using her phone.

It is an argument I have heard Lee Kai-Fu make. Speaking in
New York before a packed audience of mostly Chinese and Chinese
Americans in 2016, Lee argued that China is well positioned to sur-
pass the United States as the world’s “best breeding ground for internet
startup companies” given the sheer density of its cities.'** Lee noted that
the urban migration process has led to fifty-four cities in China with
over 2 million people, providing great opportunities for urban services
such as nail salons, barbers, or food delivery. Baidu, China’s leading
search engine, created a “doctor Baidu” app that informs users of the
best nearby physician and allows them to schedule appointments. Just
six months after its launch, the app was available in six provinces and to
340 million citizens."! When asked by one audience member about the
impact of the increasingly challenging Internet restrictions in China
under Xi Jinping, Lee simply shrugged and said that now it is clearer
what is allowed and what isn’t.!%?

While support for digital technology start-ups had been the bread
and butter for Sinovation, Huang told me that they are now most
excited about the potential of artificial intelligence (Al). Sinovation has
an Al Institute with about forty full-time staff and twenty interns. She
believes that China has the potential to lead the world in Al because
it generated so much more data than any other place and the govern-
ment was much more pragmatic than in other countries. She used the
example of driverless cars to illustrate her point. While in the United
States, the government would require years of testing and develop reams
of regulations, she argued, in China, the government would encourage
companies to forge ahead. If there were a few accidents, that was okay.
China would come out ahead.

Huang’s compelling blend of optimism and pragmatism is widely
shared, and when I sat down with Ming Lei, a cofounder of Baidu,
I became a believer. Lei led the team that developed Baidu’s search
engine—the heart and soul of the company. An engineering graduate
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of Peking University, after his time at Baidu, Lei spent two years at
Stanford Business School and was heavily recruited by top U.S. firms,
such as Google. Yet Lei knew he would return to China; he con-
siders himself a “Chinese nationalist” and didn’t want to work for
an American competitor. After he returned to China, he founded
an online digital music company, Kuwo, spending eight tough years
from 2005 until 2013 building the company. By 2010, Kuwo was the
number one company in its space with more than 200 million users,
but Lei wanted out. By 2012 he was looking to merge, first with China
Music Corporation, which then eventually merged with Tencent’s
QQ music. Lei now sponsors research at Beijing Normal University,
teaches a popular course on Al at Peking University, incubates a couple
of Al companies with his own money, and is finishing a book on chil-
dren’s education.

Like Huang, Lei believes that China will be a leader in Al, and he
sketched for me why. Part of his argument is unsurprising. Chinese
excel in how to use and apply technology. The other part is more coun-
terintuitive: the structural weaknesses in China’s economy and social
system provide opportunities to leapfrog over countries that provide
more and better public goods. The weaknesses in China’s healthcare
system, for example, provide a gap which Al and entrepreneurs can
fill. In the EU or the United States, the need and urgency are much
less since the system is much better developed. Still, Lei argues that
China remains well behind the United States in basic research and
scientific innovation. “The smartest guys,” he says, “go to the United
States.”

The Pot of Gold

While money continues to flow into the tech start-up sector, some of
the inefficiencies and waste that plague the electric car sector are also
emerging in venture capital (VC). Venture capital investment in China
began during the 1990s and grew from “virtually nothing” to $858 mil-
lion in 2000.* Most of the VC firms at that time were SOEs and
had no experience in picking new technologies or good investments.
Performance was underwhelming. Yet the Chinese government con-
tinues to play an active role in picking winners and losers, investing
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more than $16 billion in state-owned VC funds during the past almost
two decades.#

Foreign VCs like Rieschel’s Qiming bring both capital and know-
ledge. In 2015, VC firms invested $37 billion in China—more than
double the previous year. Qiming, alone, has more than $2.5 bil-
lion under management and receives almost one thousand pitches per
month from start-ups.“® Rieschel has frequently partnered with dif-
ferent parts of the Chinese government and reveals that different gov-
ernment actors play very differently. The NDRC, for example, which
supported a Qiming RMB fund for healthcare in 2008, had no appe-
tite for risk, telling the firm: “Do innovative stuff but don’t lose any
money.” The Suzhou local government, which invests in all the top VC
funds, in contrast, is not intrusive and unlike other regional govern-
ments doesn't require that deals are done locally.

Rieschel argues that while at one level the flood of government money
is a good thing, too much money keeps companies alive that should die,
and it muddies the water for the best ideas, making it harder for them
to succeed. Over the long run, says Rieschel, the Chinese government
cannot afford to keep pouring money into the sector and trying to pick
winners and losers because only the truly innovative firms will generate
the jobs that China needs moving forward. As he noted in an interview
with the Wall Street Journal, “they [the government] have a fantasy that
if they give everyone money they'll create entrepreneurs.” What they
are more likely to get, however are “inexperienced or corrupt managers”
investing in regional copycats that are “unable to get big enough to be
profitable,” resulting in “catastrophic losses for the government.”%’

Whether money will continue to flood into the tech world is an open
question. Investment by VC firms in 2016 was not quite half the $69
billion deployed in the United States. Some, however, wonder whether
the reported numbers are accurate. According to Rui Ma, a Beijing-
based venture capitalist, over 5o percent of start-ups typically engage
in investment inflation, sometimes aided by the VC firms themselves
that want to appear more robust than they actually are.'*® Moreover,
according to Lee Kai-Fu, as Chinese economic growth has slowed, there
is less money for start-ups as well. A small survey of thirty entrepreneurs
by China Daily supports Lee’s assessment. It found that 6o percent of

them had problems attracting investment.'’
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Conclusion

Ming Lei may well be right that China lags behind the United States in
invention—the breakthrough scientific discovery that disrupts an in-
dustry. It is in this arena that the limitations of China’s political system
become important. Constraints on education and the Internet, intel-
lectual property theft, and a perverted system of rewards for research
all hinder the development of an environment that fosters top-quality
basic research.

Thus far Xi Jinping and the rest of the Chinese leadership, however,
appear willing to forgo the structural reform that would enable China
to lead in basic research and contribute to the development of break-
through technologies in favor of the type of applied innovation that
has made Jack Ma a household name. Chinese companies have become
global leaders in mobile technology, and, if Lei and Huang have any-
thing to say about it, are well on their way to becoming a powerhouse
in AL Innovation in China, as in most countries, now occurs in many
different sectors of society, including businesses, universities, beautiful
shared workspaces like 3Q, and incubators like Sinovation. And with
an internal market of more than 1.3 billion people, Chinese technology
companies can realize enormous success without casting their eyes
abroad.

The experience of China’s electric car sector represents yet an-
other facet of China’s innovation culture. It underscores the downside
of China’s refusal to reform and of the continued dominance of the
Chinese state in the country’s larger innovation ecosystem. Beijing
identifies promising sectors and technologies for government invest-
ment, works through several different ministries and localities to pro-
mote the development and deployment of these technologies, and may
constrain opportunities for competitive multinationals in the devel-
opment of the country’s domestic market, unless they are willing to
part with their technologies. The costs are consequential. Even in the
face of poor initial performance of Chinese indigenous technology and
weak acceptance of it in the Chinese market, the government persists.
Beijing’s willingness to accept suboptimal technological outcomes in
order for Chinese firms to capture the market—as in the case of battery
technologies—Ileads to significant waste of resources and inefficiencies.
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After more than a decade in development with billions of dollars of
state funding, Chinese electric cars still compete only on a cost, not a
quality, basis with the top international brands.

At the same time, while firms such as those of Rieschel and Lee help
impose a market discipline on the world of start-ups in China, the gov-
ernment at all levels is eager to be a significant player in the investment
arena. The result is a tech sector shaped not only by the quality of the
innovation and the broader fortunes of the Chinese economy but also
by the same inefficiencies and waste that infect state-driven innovation
in sectors such as electric cars. As Rieschel states, it will only be harder
for good companies to thrive in a world in which bad companies are
not allowed to fail.

Underpinning much of the challenge in both China’s SOE reform
and the innovation sector, therefore, is a reluctance on the part of the
Chinese leadership to relax the reins of state control and to allow the
market to serve as a disciplining agent—helping to separate the best
ideas from the weaker ones and the better companies from the poorer
ones. The government is willing to tolerate a higher level of waste and
inefficiency in the cause of capturing market share and fulfilling other
developmental and strategic objectives. As the next chapter reveals,
a similar pattern can also be found in China’s efforts to address its air
quality problem, where market forces—both economic and in the po-
litical realm of civil society—are taking a back seat to state-directed
initiatives.
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War on Pollution

IT ALL STARTED WITH a tweet. In 2008, the U.S. embassy in Beijing,
concerned about the health of its employees, started tweeting hourly air
quality reports from a rooftop monitor. The reports contained data on
PM2.s, the smallest and most damaging particulates to people’s health.
When the air quality was particularly bad, the tweets alerted employees
to stay indoors or to avoid strenuous exercise. The tweets were the only
source of public information on the pollutant; the Chinese government
did not have the capacity (or perhaps the desire) to make such real-time
environmental information available.

As the tweets gained attention, Chinese officials asked the embassy
to halt the Twitter feed, claiming the data were “not only confusing
but also insulting.” The embassy, however, continued to tweet the in-
formation. Chinese PMz2.5 levels consistently measured well above
those the United States would term safe: on one day in 2010 the em-
bassy deemed a PM2.5 concentration “crazy bad.”! Several prominent
Chinese bloggers, including the children’s author Zheng Yuanjie and
real estate mogul and chairman of SOHO China Pan Shiyi, went on-
line to press Beijing to take action. They asked their followers to re-
spond to polls on the city’s air quality. In November 2011, Zheng asked
what Beijing residents thought about the quality of their air; of the
almost seven thousand respondents, 89 percent replied that the air was
“getting worse.”

The following month, in December 2011, smog led to the cancella-
tion of almost seven hundred flights at the Beijing airport. This was not

152
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the first time that pollution had led officials to ground flights. However,
the discrepancy between the Chinese government’s claim that “fog”
had caused the cancellations and the U.S. embassy tweets reporting
on the traffic-stopping levels of air pollution resulted in an online up-
roar. Already in the previous month, Beijing netizens had criticized the
local environmental protection bureau (EPB) when it had reported the
city’s air pollution as “light” while the embassy recorded the pollution
as “beyond index.” Following the December cover-up attempt, Pan
Shiyi, who at the time had more than 7 million followers, launched an
Internet poll in January 2012, seeking support to convince the Beijing
government to publish PM2.5 data. More than 98 percent of the 38,000
total participants voted “yes” for public transparency.’

The government finally began to respond. In 2012, China began re-
leasing its own PMa2.5 statistics. Over the course of the year, it put
in place as many as five hundred PMz2.5 monitoring stations in over
seventy cities around the country; and by the end of the year it had
pledged hundreds of billions of dollars for air pollution reduction.

Still the Chinese people were looking for results. When Beijing re-
ported the city’s air quality, for example, it characterized pollution levels
in less alarmist ways than the United States: what constituted “good”
in China was rated “unhealthy” by the United States. Chinese citizens
were quick to pick up on the difference. As one Chinese netizen noted,
“I never understand the Environmental Protection Ministry, especially
this sentence: “They [the United States] use their own country’s air
quality standards to evaluate ours, which is clearly unreasonable.” Does
this mean Americans are higher human beings or lower human beings
than Chinese?” At one point, the Chinese Ministry of Foreign Affairs
tried to shut down the embassy tweets, arguing they contravened the
Vienna Convention on Diplomatic Relations, in which “foreign diplo-
mats are required to respect and follow local laws and cannot interfere
in internal affairs.”

As the new Chinese leadership took power in late 2012, the salience
of the issue remained high. In early 2013, PM2.5 levels soared above 800
on the soo-point scale, and Chinese netizens began referring to the situ-
ation as an “Airpocalypse.”® The air quality was so bad that even state-run
media took note of the problem. The Chinese people were bombarded
by frightening information and images: breathing the air in Beijing was
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equivalent to smoking two packs of cigarettes per day; over 1 million
Chinese were dying prematurely from air pollution—related respiratory
diseases annually. The Peoples Daily, in particular, ran a front-page ed-
itorial titled “A Beautiful China Starts with Healthy Breathing” (meili
zhongguo, cong jiankang huxi kaishi, FZNTTE , MEEFRFFIEFF16)
that described the dire state of the problem and emphasized the need to
address the issue systemically rather than simply by crisis management.”

Despite the public outcry, the Chinese government begged for more
time. Premier Li claimed in January 2013 that Beijing’s air pollution
represented “accumulated problems” that would take a long time to
solve and would necessitate the “concerted effort of the whole society.”®
Yet societal pressure did not abate. Pan Shiyi launched a second poll
that called for the creation of a “clean air act” in China, garnering
32,000 “yes” votes in just ten hours.” Pan’s online environmental ac-
tivism was cut short, however, when authorities accused him of being
manipulated by “hostile foreign forces” and forced him to admit his
“irresponsible social media usage” on CCTV.!® Other environmental
activists, however, took up the cause. That same year, well-known en-
vironmentalist Ma Jun, founder of the Beijing-based environmental
nonprofit Institute for Public Environment, launched a social media
pollution-mapping program that relied on Chinese netizens to locate,
photograph, and report on polluting enterprises.”! In early March,
Premier Li relented, acknowledging that the government had failed
to achieve much progress, and announcing that Beijing would meet
China’s environmental challenge with “an iron fist, firm resolution and

tough measures.”?

The Environment for Development

The Chinese leadership has its work cut out for it. The rapid and unfet-
tered growth of the Chinese economy has contributed to an environ-
mental disaster. Levels of air, water, and soil pollution are among the
highest in the world. In 2015, none of the more than three hundred cities
China monitors for air quality met the World Health Organization’s
air quality standards, and two-thirds of the country’s cities could not
even meet the country’s own lower air quality standards. The country’s
overwhelming reliance on fossil fuel is one part of the problem. Coal
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accounts for more than 65 percent of the country’s electricity use, and
62 percent of the country’s energy overall. Moreover, as China’s urban
middle class expands, and income levels continue to rise, more energy
is consumed: on average urban residents use as much as four times
more energy than their rural counterparts.”

As the Chinese people have become wealthier, they have also taken
to the road. As we saw in the previous chapter, China is now the
world’s largest car market. Levels of airborne particulates in Beijing
are six times higher than in New York City; according to the Beijing
Municipal Environmental Protection Bureau, about 20 percent of the
fine particulate matter that is most damaging to human health (PM2.5)
arises from automobile exhaust emissions."

While air pollution may be the most visible and visceral of the
country’s environmental problems, water scarcity and pollution is in
some respects a greater concern. Up to 40 percent of China’s rivers
are seriously polluted, and 20 percent are so polluted that their water
quality is rated too toxic for physical contact.” China’s Ministry of
Environmental Protection (MEP) reported that in 2015, 280 million
Chinese did not have access to safe drinking water.!® The Yellow River,
which traverses the country from west to east, is by one account, 10 per-
cent sewage by volume."” Researchers at the Guangzhou Institute of
Geochemistry at the Chinese Academy of Sciences have also revealed
that one-third of the 162,000 tons of antibiotics consumed by China
in 2013—more than half the global total—ended up in the country’s
water supply and soil."® Although the Chinese government assures their
citizens that 8o percent of the water leaving treatment facilities meets
government standards, by the time it travels through decaying infra-
structure, it is generally no longer potable.

Rising water scarcity compounds the problem. Household and in-
dustrial demand for water is increasing dramatically, even as agriculture
continues to account for the largest share of the country’s water re-
sources. From 2005 until 2015, agricultural demand for water increased
from 358 to 385 billion m?. At the same time, demand from industry
jumped from 129 to 194 billion m? and municipal and household from
68 to 88 billion m?. China is also notoriously water inefficient, losing up
to 20 percent of its water to leaky pipes, and Chinese industry uses four
to ten times the amount of water per unit of production than the average
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industrialized nation."” The consequences are grave. In the 1990s, China
boasted 50,000 rivers; by 2013, that number had dropped precipitously
to 23,000.% Cities such as Shanghai are sinking, as water is pumped
out of underground aquifers to meet development demands. Ten prov-
inces in China now rank below the World Bank’s water poverty level of
1,000 m® per person per year, and these provinces account for 45 per-
cent of the mainland’s GDP, 40 percent of its agricultural output, and
more than half of its industrial production. According to vice-minister
of Water Resources Jiao Yong, in 2012, China boasted more than 400
cities without sufficient water, and of those, 110 faced serious scarcity.”!
By 2030, the Chinese government anticipates a gap between demand
and supply of water of 201 billion m®?* The United Nations ranks
China one of thirteen countries in the world most affected by water
scarcity.

China also must contend with high rates of land degradation and
desertification. Deforestation, overgrazing of grasslands, and intensive
agricultural practices have contributed to severe soil erosion and degra-
dation in China’s north and northwest regions. According to a survey
by State Forestry Administration officials, well over 1 million square
miles—roughly one-quarter of China’s land—is now desert or facing
desertification.?

At the same time, China’s soil also suffers from serious contamina-
tion. In April 2014, the MEP released the broad outlines of its land
pollution survey—which it had classified as secret one year earlier—
and reported that 16.1 percent of the country’s land was contaminated
with heavy metal pollutants and nearly 20 percent of the farmland
was heavily polluted. That same year, the National Environmental
Monitoring Center produced a report that said that of five thousand
vegetable plots sampled throughout the country, 25 percent were con-
taminated. While many of the contaminants, such as mercury, cad-
mium, and arsenic, are the result of pollution from coal-fired power
plants or other heavy industries, there are other sources as well. In June
2015, the popular Caixin magazine reported that in one Beijing village,
45,000 cubic meters of garbage reached 5 meters into the ground and
mixed with groundwater, contaminating both the water and soil. In
and around Beijing, there are more than one thousand such unregu-

lated landfills.?*
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These reports underscored once again the implications of the
country’s environmental practices for the health of its citizens.

The Air We Breathe, the Food We Fat, the Water We Drink

In a 2015 Pew Foundation poll, air pollution ranked second and water
pollution third in a list of fifteen serious problems identified by the
Chinese people. Only “corrupt officials” ranked higher.”> Underlying
the populace’s concern is how the environment affects people’s health.
The most highly publicized health effect of Chinese pollution is the
heightened risk of respiratory problems stemming from air pollution.
In December 2016, for example, Beijing, along with twenty-one other
cities in north and central China, issued a red alert in the face of a five-
day period of dense smog. The cities ordered schools to close, imposed
even-odd license restrictions for travel into the city, and called for thou-
sands of factories to limit or stop production. There were reports of
people with small children fleeing the city if they could. As a result, ex-
pensive private schools in Beijing put domes around their playing fields
to try to protect the children from the poor air quality. And Chinese
people walk around not only with air filtration masks but also with
hand-held sensors so that they can determine whether any particular
microenvironment is hazardous to their health. In a recent and widely
publicized paper, scientists Robert Rohde and Richard Muller found
that 1.6 million people in China die prematurely every year—or about
four thousand per day—because of air pollution.?

While air pollution has long dominated the environment and
health discourse, soil and water contamination are also of central con-
cern to the Chinese people. Lee Liu, a geographer at the University
of Central Missouri, has identified 459 cancer villages—villages in
which cancer rates are significantly higher than normal—throughout
the country. Most are clustered around rivers with the worst grade
for pollution on the government’s five-point scale. Some of these vil-
lages have cancer rates thirty times greater than the national average.
In February 2013, the government-financed newspaper the Global
Times took the unusual step of acknowledging the existences of these
cancer villages and their link to pollution. Much like those who
documented the ties between water pollution and the cancer villages,
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Chinese public health experts are now exploring villages where rates
of cadmium poisoning are excessive. Cadmium can enter the body in
several ways, through direct contact with the metal or through con-
sumption of contaminated soil, water, or food. Caixin reporter Liu
Honggqiao completed a detailed study in 2014 of one town in Hunan
Province and found that several hundred people demonstrated ele-
vated levels of cadmium, over two hundred had been diagnosed with
cadmium poisoning, and several deaths were attributed to poisoning

as well.?

It’s the Economy, Stupid

The economic losses from environmental pollution and degradation
are another source of concern for both the Chinese government and
people. There are no definitive numbers associated with the economic
costs—they are notoriously difficult to calculate and different assess-
ments incorporate different factors. However, economists have tradi-
tionally estimated that environmental degradation and pollution cost
the Chinese economy the equivalent of anywhere from 3 to 10 percent
of GDP annually from missed days of work due to pollution-related
illness, crops lost to pollution, and decline in tourism due to air pol-
lution, among other externalities.”® More narrowly focused studies,
for example a 2015 study by the U.S.-based RAND Corporation, have
placed the cost of soil pollution to the Chinese economy at 1.1 per-
cent of GDR* and water pollution at 2.1 percent of GDP*° A recently
published retrospective analysis by the Chinese Academy of Science
that accounted for air and water pollution, as well as consumption of
resources and ecological degradation, assessed environmental external-
ities as equivalent to 13.5 percent of GDP in 2005.%!

While the macro numbers are astonishing, the real impact is felt
on the ground, where jobs and livelihoods are at stake. And the detri-
mental health impacts of pollution themselves can further detract from
economic well-being. For example, the international environmental
NGO Greenpeace estimated that if Beijing, Shanghai, Guangzhou, and
Xi’an could meet the World Health Organization’s air quality guide-
lines, PM2.5-induced deaths would decrease by 81 percent and the cities

could prevent up to $868 million of economic losses.*?
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Crop loss is an additional environment-induced economic burden.
Investigative journalist He Guangwei revealed that farmers often know
that their vegetables are contaminated with cadmium or mercury and
therefore rarely eat local produce. Yet, if they acknowledge that the
crops are contaminated, they will lose business and the local economy
will suffer. When batches of rice from Hunan Province were discovered
to have cadmium levels exceeding government limits, sales of all rice
from the province plummeted.* He reported that this type of pollution
decreases China’s harvest by 11 million tons annually and that China
produces as much as 12 million tons of heavy metal-contaminated
grain every year, costing the Chinese economy more than $3.2 billion.

Wiater scarcity and pollution are particularly challenging. Water scar-
city limits the development of industry: China’s desire to develop its
large reserves of shale gas to offset its planned reduction in coal con-
sumption, for example, is hampered by the location of the reserves.
Fracking is highly water intensive, and more than 60 percent of China’s
shale resources are located in water-scarce areas.>* In addition, water
scarcity and the encroaching desert have produced hundreds of thou-
sands of internal environmental refugees. As the desert expands by more
than 1,300 square miles annually, the New York Times reported in late
2016 that China faced the specter of over 325,000 internal “ecological
migrants’—Chinese citizens who are forced to move largely because of
shrinking water resources and the expanding desert.

Water pollution can be equally devastating. A team of Chinese and
American scientists analyzed five decades of Chinas coastal marine
ecosystem and found it had “steadily degraded to an almost irrevers-
ible point,” with both the diversity and number of fish species falling
steadily over time. Coral cover in the South China Sea, as well, has
fallen to 15 percent of its 1978 level.>> And over the past decades of
economic growth, the prawn catch in China’s Bohai Sea has fallen by
90 percent.*

China’s reputation—and Beijing’s in particular—also suffers as a re-
sult of its pollution problems, particularly because of the very visible air
pollution. Pictures of runners wearing protective face masks to counter
air pollution during the annual Beijing marathon undermine the city’s
allure, as do reports of multinationals offering hazard pay to their expat
workers stationed in Beijing.’” Surveys point to the environment as
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a leading cause of wealthy Chinese leaving the country and moving
abroad and of fewer people visiting the country. Tourism in China from
outside the country fell in each of three years between 2012 and 2014,
with pollution cited as one of the top reasons. Beijing alone experi-
enced a 5o percent drop in tourism in 2013 largely as a result of the air
pollution.*® One online Chinese tourism agency also estimated in 2016
that more than 1 million Chinese traveled abroad annually just to es-

cape pollution.”

Taking It to the Streets

While the Chinese people worry about the health-related consequences
of pollution, Chinese officials fear pollution-related social unrest. In
2013, a former senior party official acknowledged that the environ-
ment had surpassed illegal land expropriation as the largest source of
social unrest in the country.“’ Protests around environmental issues
stems overwhelmingly, but not exclusively, from “Not in my backyard”
(NIMBY) considerations. Chinese citizens fear the health ramifica-
tions, as well as the potential loss of property values, when factories or
waste incinerators are sited near their homes. The Chinese leaders’” plan
to develop the country’s nuclear industry has become a new and signif-
icant source of concern for many Chinese people. The government has
outlined plans to construct sixty nuclear power plants in China over
the next decade and to become a global export powerhouse in the nu-
clear industry. Yet these plans are increasingly in doubt given growing
popular unease. In one case, in August 2016, as many as ten thousand
citizens in the coastal city of Lianyungang, about three hundred miles
north of Shanghai, took to the streets for several days to protest plans
to place a nuclear waste processing plant in their city. Residents com-
plained that the local government had kept the project a secret and,
in any case, the city already was home to a chemical industrial park.
Local public security bureau officials attempted to bring the protests
to a halt with an online warning that such protests were illegal. Hosts
of online chat forums that spread news of the protests were “invited to
tea’ (a euphemism for an interrogation by public security bureau of-
ficials), and local ofhicials tried to quell the protests by sending in riot
police who dispersed the crowds, often violently. Yet the protestors were
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not deterred and returned the next day. In the end, local officials sus-
pended plans for the $15 billion nuclear waste processing plant. At the
same time, residents in Zhanjiang, Guangdong, a second possible site
for the plant, also protested and forced local leaders there to withdraw
the city from consideration for the plant’s location.

The reaction of these local officials is increasingly the norm in China.
Confronted with the specter of multiday, mass demonstrations that
are fueled and amplified by social media, officials often try at first to
threaten the protestors, then detain the protest leaders, and finally end
the protests with a combination of violence and promises not to move
forward with a planned project.

A 2016 editorial in Caixin suggested that officials need to change
their behavior if they are to develop the public consensus necessary to
move forward with such projects by promoting transparency about the
project, educating the public, and setting a legal framework to guar-
antee the public’s right to know about the projects. The editorial excori-
ated local officials for trying to hide plans and breeding distrust in the
public by waiting until protests occurred before attempting to educate
people.”! Comments from domestic and foreign nuclear safety regu-
lators to the effect that Chinese nuclear management standards “are not
high enough” and that the National Nuclear Safety Administration is
“overwhelmed” suggest there is reason for concern.*?

The selection of Li Ganjie as Minister of Environmental Protection
in June 2017 may help improve the situation. Li served for nine years
as vice-minister in charge of nuclear safety within the Ministry of
Environmental Protection and has pledged to improve transparency in
environmental decision-making. As early as 2013 Li stated, “If the public
doesn’t participate in the process, and is unable to get explanations and
timely answers to their questions, this generates mistrust and suspi-
cion.”® Moreover, draft regulations governing the approval process for
nuclear power plants—reportedly eight years in development—include
requirements that local governments hold debates among experts and
public hearings about potential nuclear plants and radioactive waste-
recycling centers before a site is selected.**

Yet such requirements for public transparency and debate have long
been required under China’s environmental regulations. The regu-
lations will make little difference unless they are fully implemented.
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As we will see, while Beijing can pass laws, the ability to enforce them
remains an ongoing challenge.

The War on Pollution

Xi Jinping and the rest of the Chinese leadership recognize the range of
economic, social, and political costs that environmental pollution in-
flicts on the Chinese people, as well as the price the leadership itself pays
in terms of its legitimacy. Early in their tenure, they invoked the same
dire language and military campaign rhetoric they used to describe the
corruption challenge. In May 2013, Xi Jinping called for an ecological
“red line” to prevent development from harming the environment and
promised that officials who crossed the line would be punished. He also
pledged that the environment would not be sacrificed for temporary
economic growth and reinforced this point in a September 2013 speech
before provincial leaders in Hebei—one of the country’s most polluted
provinces and, importantly, one frequently blamed for contributing to
Beijing’s air pollution—where he called for officials to be evaluated not
only on the basis of how well they grew their GDP but also on how ef-
fectively they advanced environmental protection.”> Six months later in
March 2014, at the annual gathering of the NPC, Premier Li Kegiang

called for a war on pollution,

noting that pollution was a significant
problem and that the environment had sent a “red light warning” against
the country’s model of economic development.?’

The Chinese leaders adopted air pollution as their first environ-
mental priority. It was the most visible of the country’s environmental
challenges and, as the online campaign by Chinese netizens suggested,
the most publicly discussed and debated. Tackling air pollution also
had a secondary benefit of beginning to address complaints by the in-
ternational community over the global impact of China’s air pollution.
Beijing was publicly embarrassed by reports that other countries could
track toxic pollution clouds that affected their citizens back to Chinese
factory emissions. In addition, as the world’s largest contributor to
climate change, China faced enormous international pressure to take
action. Any meaningful response to local air pollution would simul-
taneously help reduce the country’s emissions of the greenhouse gas
carbon dioxide.
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The leaders’ approach reflected their newfound belief that, as Li
Kegiang acknowledged in March 2013, the Chinese people were not
prepared to wait for results. Over the next four years, the government
passed a raft of impressive new environmental laws and regulations,
adopted traditional state-directed campaigns with targets and time-
tables for emissions, moved to centralize authority for environmental
protection, and undertook a handful of legal and institutional reforms.
Despite the new vigor demonstrated by the leadership to address the
country’s air pollution, however, the approach is overwhelmingly
government centered and top-down in orientation. Input from the
Chinese people and businesses remains highly constrained, depriving
the government of important feedback and contributing to significant
failures in policy implementation. Some regulations have been rolled
back, raising questions over the sustainability of the government’s com-
mitment. And in a few critical respects, government policies continue
to favor cheaper, dirtier growth over improved air quality.

Air Pollution’s Dirty Past

Li Keqiang’s assertion in January 2013 that air pollution in China had
been a long time in the making and would therefore require time to
address, while politically unpopular, was not without merit. The early
decades of Communist Party rule caused dramatic new problems for
the country’s air quality. Mao’s Third Front policy shifted factories to
mountainous areas in China’s interior to protect against potential for-
eign attacks, and the pollution they released became trapped in valley
areas.’® The Chinese government paid cursory attention to environ-
mental issues in its planning, and the two decades spanning Mao’s tu-
multuous campaigns, the Great Leap Forward and Cultural Revolution
from 1958 to 1976, had devastating environmental ramifications. As Qu
Geping, who was appointed China’s first environmental agency head in
the 1980s, described the period: “The environmental situation quickly
deteriorated. A lot of places were polluted by either smog, sewage
waters or rubbish . . . . There was extensive destruction of the natural
environment of our country.”® He described Beijing as transformed
from a city that “did not produce even pencils” to one that boasted
“700 factories and 2000 blast furnaces belching soot in the air.”>
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Little improved in the immediate aftermath of this period. British
environmentalist Norman Myers described what he witnessed during
his travels in the mid-1970s: “Many of China’s urban areas contain a
relatively low density of factories, due to the moderate degree of overall
industrialization and a policy of dispersing light manufacturing and
processing plants to communes in the countryside. But in Peking, on
more days than not, atmospheric contamination cuts visibility sub-
stantially. In the lower Yangtze Valley, the city of Soochow is especially
blighted with smoke from scores of exhaust stacks. Steel centers such
as Anshan, and other industrial localities such as Wuhan, Tientsin, and
Harbin, lie under smoke palls of varying intensities.” "

Canadian geographer Vaclav Smil also documented the early sig-
nals of health-related consequences from pollution, focusing in par-
ticular on indoor air pollution from the burning of coal and biomass
for cooking and heating. He pointed to high winter concentrations of
particulate matter and sulfur dioxide as responsible for chronic respira-
tory diseases,’” and Myers suggested that an “enlargement of the liver”
among school children in Beijing could have been caused by sulfur di-
oxide from a steel and iron factory.>*

Yet the 1970s also marked the beginning of an environmental awak-
ening in China. In the aftermath of the 1972 United Nations Conference
on the Human Environment in Stockholm, China established a number
of broad environmental guidelines, and in the following years codi-
fied more specific regulations regarding rare wild animals, industrial
waste, and food safety, among other environment-related concerns.”
In addition, in November 1978, the State Economic Commission and
the State Council’s Office for Environmental Protection ordered 167 of
the country’s largest industrial polluters, including those in the petro-
leum, coal, and building materials sectors, to install pollution controls
or recycling processes within four years.”® Implementation, however,
was haphazard. The government also drafted the country’s first compre-
hensive environmental law, the Environmental Protection Law for Trial
Implementation of 1979 (in effect until the Environmental Protection
Law 0f 1989 was passed). Throughout the 1980s China enacted a number
of other “first-generation” environmental laws, including those to regu-
late marine systems, water pollution, forests, and grasslands.”” The first
major legal measure to address air quality was the 1987 Air Pollution
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Prevention and Control Law (APPCL). Like many Chinese laws at the
time, the APPCL—only eight pages long—was “broad, but vague,”
outlining responsibilities for various government agencies but lacking
critical details for implementation and an understanding of the impact
of the private economy on the environment.”® It was, in the words of
some China legal scholars, “aspirational” and prone to “highly general
and exhortational terms” rather than specific and concrete language.”
Certainly the APPCL—and its revised version in 1995—was no match
for the surging coal consumption, double-digit economic growth, and
quadrupling private automobile ownership that characterized China
during the 1990s.°° By the turn of the century, nearly all Chinese cities
exceeded air quality standards for the major pollutants: TSP, NO, and
SO2,% and only 27.6 percent of over three hundred surveyed cities met
the favorable Class II national standards for air quality. Beijing, Tianjin,
and Shanghai topped the list for worst air overall.®?

Further revisions to the APPCL in 2000 strengthened the law
by developing a national system to collect emissions fees, shifting
to total loading when calculating total pollutants emitted,®® and
strengthening vehicle emissions regulations. Additional legislation
followed. In 2002 and 2003, China specifically targeted acid rain,

1;°4 and in 2006,

sulfur dioxide (SO,) emissions, and high-sulfur coa
the State Environmental Protection Administration (elevated to a
cabinet-level ministry and renamed the MEP in 2008) established
five regional supervision centers to oversee local governments’ im-
plementation of environmental efforts.® Yet in this instance, as well,
the government efforts fell short. The regulations failed to establish a
system of penalties to discourage factories from polluting, to provide
enough resources to the environmental protection bureaucracy to
monitor and enforce the regulations, and to ensure that the stand-
ards themselves were stringent enough to protect the health of the
Chinese people.

China’s environment and its air quality continued to decline. Tens
of thousands of small township and village enterprises polluted the air,
water, and land without fear of regulatory enforcement or penalty. Even
if government inspections yielded the closure of some factories, they
frequently reopened after the inspectors had left.® Through the 1990s
and 2000s, as China’s economy continued to grow at a record-setting
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pace, so too did its environmental pollution and degradation; by the
late 2000s, the country boasted ten of the world’s fifteen most pol-
luted cities. China’s environmental challenges also began to receive in-
ternational attention. In the lead-up to the 2008 Beijing Olympics,
the environment became a contentious issue when international ath-
letes raised concerns over the quality of the air. Beijing was forced to
adopt a number of draconian measures to help ensure clean air, such
as stopping construction, moving or shutting down heavily polluting
factories, and cutting automobile usage in half.®” Such stop-gap meas-
ures, however, failed to address the root causes of the problem. By 2010,
only one city out of 113 surveyed by the MEP had air quality that met
China’s top-level standard.®®

The Clean Air Challenge

In March 2017, three years after declaring “war on pollution,” Li Keqiang
stood before the NPC and pledged once more, “We will make our skies
blue again.”® For China’s leaders, the environment, and air quality in
particular, has become much more than a casualty of rapid economic
development and weak political enforcement. There are serious costs to
people’s health, to the economy, to social stability, and to the country’s
reputation. It has become for Xi Jinping and the rest of the Chinese
leadership an issue of political legitimacy.

On the face of it, the Chinese leadership has made some impres-
sive strides toward addressing the challenge. According to official statis-
tics, levels of PM2.5 have declined steadily over the past four years in a
number of cities. Among the seventy-four cities under new air quality
standards, the average PMz2.5 concentration fell by 9.1 percent from
2015 to 2016, and that came on the heels of a 14.1 percent improvement
over 2014. Beijing’s average PM2.5 concentration, alone, has fallen from
89.5 in 2013 to 73 in 2016.”% China also achieved a significant reduction
in the percentage of coal in the country’s overall energy mix to 62 per-
cent in 2016—partly because of a slowing economy, partly because of
measures to cut coal production and use, and partly because of the in-
creased deployment of natural gas and renewables.”!

Yet the sustainability of the improvement in air quality in at least
part of the country remains in question. Several environmental experts
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suggest that the improvements in air quality have derived in significant
measure from short-term, intensive campaign efforts, such as limited
factory closures, as opposed to sustainable conservation, pricing re-
form, or energy-substitution policies. In addition, falsification of pol-
lution data by government and industry officials is so rampant that
emissions data cannot be fully trusted. In the first quarter of 2017, en-
vironmental inspections in the Beijing-Tianjin-Hebei area found 3,119
out of 8,500 factories had violated regulations through actions such as
unrecorded emissions and data tampering and falsifying.”> Moreover,
the continued emphasis on infrastructure development, including
highly polluting coal-to-chemical plants, as well as growing constraints
on civil society actors involved in grassroots monitoring and organiza-
tion, hamper efforts to improve the country’s air quality. Finally, even
as the government seeks to impose heavier fines on businesses for pol-
luting, they offer few incentives for factories to undertake often costly
measures to clean up their act. More than previous Chinese leaders,
however, the current group has sought to use the legal system to sup-
port its enforcement efforts.

Weaving the Legal Web

Xi Jinping and the rest of the Chinese leadership have moved quickly
to bolster the legal infrastructure underpinning environmental protec-
tion. Within their first year in office, they delivered a succession of in-
creasingly stringent laws, regulations, and guidelines on air pollution.
The twelfth Five-Year Plan on Air Pollution Prevention and Control
in Key Regions in December 2012 (the drafting of which predated
the new leadership), the Ten Measures of the State Council in June
2013, and the Action Plan for Air Pollution Prevention and Control
in September 2013 all sought to establish priority areas for controlling
pollution, set targets and timetables for reducing the most significant
pollutants, and provide detailed guidance on specific projects for air
pollution reduction.

The Action Plan set clear benchmarks for measuring the government’s
success or failure. Among the most salient elements of the final Action
Plan was the focus on three priority regions: the Beijing-Tianjin-
Hebei region, the Yangtze River delta, and the Pearl River delta, and
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the call for respective cuts of 25, 20, and 15 percent from 2012 PM2.5
levels in the three regions by 2017. (There are additional reductions
for other pollutants, including SO,, NO,, and PMro.) Taken together
these priority areas account for only 14 percent of China’s land area
but 48 percent of its population, 71 percent of GDP, and s2 percent of
coal consumption.”? In addition, the Action Plan stipulated that the
consumption of coal nationwide was to drop below 65 percent of total
energy consumption by 2017, and in the three priority areas, total coal
consumption would achieve negative growth.

The price tag for the plan was high. A 125-page document asso-
ciated with the twelfth Five-Year Plan on Air Pollution Prevention
and Control detailed a list of projects to reduce emissions with a
price tag of $55.6 billion. However, by the time the Action Plan was
announced, the total cost of filling the government’s air pollution
control mandate had skyrocketed to $258 billion. To sweeten the
pot, the central government promised financial incentives totaling
$1.64 billion for cities that made significant progress in reducing
74 (

concentrations of PM2.5 and other pollutants.”* (The air pollution

Action Plan was later followed by one for water [2015] and soil
[2017].)

These initial efforts were reinforced by revisions to the APPCL,
which were released to the public in September 2014, approved by
the State Council that November, and adopted by the NPC in August
2015,”° and by the passage of the thirteenth Five-Year Plan by the NPC
in March 2016. One environmental law expert praised this round of
revisions to the APPCL in particular for its “transparency and public
participation” because the State Council’s Legislative Affairs Office cir-
culated the draft law for a month to field comments on the amend-
ments. (Oftentimes, laws are first submitted to the NPC and then later
circulated for comments, at which point it is more difficult to affect
the final legislation.”®) Some of the noteworthy revisions included re-
quiring local governments to incorporate air pollution prevention and
control into their economic and social development plans, strength-
ening air pollution control in specific areas based on coal burning,
updating emissions permit systems, raising fuel standards, establishing
heavy pollution alert systems, and increasing penalties for violating

polluters.””
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As one observer has noted, however, while the law includes many
improvements, it also leaves other areas weak or fails to mention them
at all. For example, the law still lacks health-based air quality standards,
provisions for mandating information disclosure, and positive market-
based incentives.”® A former environmental inspector suggested that a
small enterprise worth 1 million yuan ($147,000) cannot afford to spend
2 million yuan to address its pollution.”” With Beijing still seeking eco-
nomic growth targets upward of 6 percent, local officials cannot afford
to close factories and put workers out of their jobs. In such a situation,
collusion between officials and factory managers to evade regulations is
certain to persist. A cap on coal use and new powers for local govern-
ments to limit vehicle traffic (as Beijing did during the Olympics and
World War II victory anniversary parade) also failed to make it from
draft versions into the final law.%

The Thirteenth Five-Year Plan (2016-2020) supports the same ob-
jectives as the APPCL and reinforces some of the elements of previous
air pollution regulations, such as a real-time, online environmental
monitoring system and the promotion of new energy vehicles, while at-
tempting to fill in some of the holes. It includes quantifiable targets for
decreasing energy consumption by 15 percent and a requirement that
thirteen provinces suspend coal-fired power plant approvals and fifteen
delay new construction. It also set an annual minimum purchase guar-
antee for wind and solar, as well as minimum electricity consumption

quotas from non-hydro renewable sources for each province.®!

Investing in Institutional Change

The new raft of laws, action plans, and regulations for air pollution
reduction provides the framework for China’s leaders to address the
country’s demands. Ensuring that the targets and standards are met,
however, necessitates institutional change: restructuring the system
of political and economic relationships, and of incentives and disin-
centives, that shape people’s environmental choices. Amending the
Environmental Protection Law (EPL) was a crucial first step. According
to one author of the amendments, at the beginning of the revision pro-
cess in 2011, prospects for shaping the document into a strong law were
“grim.” However, the MEP “catalyzed public dissent” by releasing a
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lengthy list of arguments against the first draft of the law and man-
aged to obtain a much stronger second draft by mid-2013.%? By 2014,
the PBSC was drafting a final fourth version of the law; most legisla-
tive procedures are capped at three rounds of reviews.®? The final ver-
sion, which went into effect on January 1, 2015, represented the first
time that the law had been amended in twenty-five years and intro-
duced several important innovations to the process of environmental
enforcement.

First, the amendments reform the system of environmental fines.
Previously fines were a one-time payment that typically was small
enough that polluters preferred to pay the fine and continue polluting.
In the wake of the amendments, the environmental protection author-
ities can levy fines on a daily basis so that fines will accumulate for each
day that the pollution violation continues. In one case, for example, a
zipper company in the coastal city of Suzhou was fined 18,000 RMB
($2,772) per day and the costs climbed to 216,000 ($33,268) before being
paid.®* The MEP reports that in 2015, there were 715 daily penalty cases
and the penalties totaled 569 million RMB ($83 million). There were
also more than 97,000 administrative penalty cases, with fines totaling
4.25 billion RMB ($623 million). This represented a 34 percent increase
over 2014.%

Second, the amended EPL includes a provision that protection of the
environment will be one of the metrics used when evaluating local offi-
cials for promotion. Already the MEP has begun to publish a monthly
list of the top ten most polluted cities, with the threat that promotion
opportunities for the heads of those cities will be limited.3¢ Whether
the central organization department, which is responsible for personnel
appointments, will actually use this information in its decision-making
process, remains unclear. A similar regulation on the books since the
mid-1990s failed to gain any significant traction.

In addition, the EPL allows the MEP to take tougher action against
officials and others who corrupt the environmental impact assessment
(EIA) process or otherwise fake data or improperly operate pollution
prevention equipment. Yet violations continue apace. In one MEP
survey, officials in several municipalities failed to include thirty or
more polluting industrial sites in their lists of sites to be monitored
and inspected. Even local environmental bureaus have participated
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in attempts to skew air pollution monitoring results. In Hanzhong in
Shaanxi Province, EPB ofhicials sprayed the air quality monitors with
water from a fire hose, believing that this would ameliorate the sky-
rocketing PM2.5 readings;®” and in Xi'an, officials stuffed cotton into
the air quality monitors.

Finally, the new EPL expands the ability of the public to bring en-
vironmental public interest lawsuits to court.®® Seven hundred NGOs
and government-organized NGOs earned the right to file environ-
mental public interest lawsuits. (In an initial draft of the amendments,
only one government-organized NGO had the right to launch a law-
suit.) In 2015, the country’s courts heard forty-eight environmental
public interest cases compared with a total of sixty-five in the previous
eight years. Some of these cases are also being brought against EPBs. In
Guizhou Province, for example, a court ruled against a local EPB for
failing to enforce laws on water pollution.®

Still, challenges remain for NGOs and lawyers interested in bringing
lawsuits against companies or officials for environmental wrongdoing.
Some environmental activists note that high legal fees and the broader
political crackdown on NGOs make their work more difhicult. In one
case, for example, the government-afliliated All-China Environment
Federation (ACEF) sued the Jinghua Group Zhenhua Decoration
Glass Limited Company in Shandong Province for emitting hun-
dreds more tons of sulfur dioxide, nitrogen oxide, and smoke dust
than stipulated by environmental regulations. The court ordered the
company to pay nearly $3.3 million in fines and apologize publicly for
its behavior.”® Winning the Zhenhua case, however, cost the ACEF
$75,000 in legal expenses and consultancy fees. While the ACEF has
access to government funds, there are very few, if any, NGOs that can
afford such fees.”

Even when the money can be raised and a court case won, there
is no guarantee that the government will not intervene to contravene
the decision. In one case, a citizen’s group in Shenzhen used a crowd-
sourcing campaign to raise almost $45,000 to hire lawyers to take the
municipal government to court and force it to release all the informa-
tion, including the environmental impact assessment, surrounding a
hotly contested waste-to-energy plant. The group won its case in the
Shenzhen Intermediate People’s court, but the Shenzhen government
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appealed the decision. The case is now “in limbo” in a higher level
court, even as construction of the project has begun.”

Chinese authorities also take a dim view of more sweeping indict-
ments of official culpability, and courts can simply refuse to hear certain
cases. In December 2016, a group of lawyers sued the Beijing, Hebei,
and Tianjin governments for failing to address air quality issues effec-
tively. For the lawyers, the broader principle at stake was clear: Is the
government above the law? One lawyer noted, “If the government is
not restricted by law, then what else can restrict it?” Thus far, a Beijing
court has twice refused to hear the lawyers case, and a court in Hebei
has yet to acknowledge a case that was filed.”

Breaking the Ties That Bind Us

The 2015 appointment of Tsinghua University President Chen Jining,
Li Ganjie’s predecessor, as minister of environmental protection, gave
credibility to the top leadership’s pledge to take the environment seri-
ously and heartened the country’s environmental activists. Chen was
the first environmental scientist to hold the most senior position in
the ministry, and he was one of the few senior officials, along with
his fellow technocrat in the Ministry of Science and Technology, Wan
Gang, to have studied or had experience abroad. He also displayed a
streak of independence rare in top government officials. In a January
2015 graduation speech he delivered for master’s and PhD students
at Tsinghua, for example, rather than draw on traditional Chinese
philosophers or Xi Jinping for inspiration, Chen referenced Malcolm
Gladwell’s book Outliers and noted that he purchased the book during
a trip to Taiwan.’*

A lifelong scholar and political outsider, Chen used his new position
to push hard for institutional reform of the environmental protection
bureaucracy. In a potentially far-reaching reform, advocated by many
Chinese environmental scholars, the government began to reduce the
reliance of local EPBs on local governments. Local EPBs have long been
crippled by their dependence on local governments and pollution fees
from factories for funding.”” Local officials often have close ties with
or financial stakes in local factories, giving them an incentive to pro-
tect polluting firms. As a result, they may bring pressure to bear on or
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sometimes bribe local EPB officials to avoid fines or closing polluting
factories. To break this corrupted system, Chen oversaw a number of pi-
lots that delinked local EPBs from local governments and instead made
the EPBs directly responsible to provincial environmental protection
departments.”

A second reform, of equal significance, is the effort to disentangle
the EIA process from the environmental protection bureaucracy. The
process has long been deeply corrupted, and its mismanagement has
had devastating repercussions. The case of the Tianjin warehouse explo-
sion noted in chapter 3 contributed to an important growth in popular
awareness of the importance of EIAs. On August 12, 2015, the Ruihai
International Logistics chemical warehouse in Tianjin exploded, leaving
173 people dead, as many as 800 injured, over $1 billion in damages,
and three hundred buildings destroyed. The warehouse had illegally
stored hundreds of tons of dangerous chemicals, including seven hun-
dred tons of highly toxic sodium cyanide. When it blew, it poisoned the
groundwater and soil well beyond the area of the explosion. The inves-
tigation that followed concluded there had been a number of violations
by Ruihai. It had, for example, begun handling hazardous chemicals
before it obtained a permit and continued to handle chemicals after its
temporary permit expired.

The accident also underscored one of the central weaknesses in
China’s environmental protection effort—public engagement. In the
case of the Ruihai EIA, local officials allowed the company to pay for
part of its own review. In addition, the EIA did not note that Ruihai,
in direct violation of regulations, had placed a warehouse merely a
half-mile from an apartment complex and a train station. Moreover,
that 100 percent of the 128 residents surveyed as part of the EIA wel-
comed the warehouse into their neighborhood suggests that residents
were not fully apprised of the dangers or were bribed to look the
other way.

Corruption in the EIA process runs throughout the environmental
protection bureaucracy. In 2016, the government’s anticorruption
drive netted, among others, former Vice-Minister of Environmental
Protection Zhang Lijun, along with three of his subordinates. The
charges were extensive: selling fake quality control certifications and
monitoring equipment, interfering in the project approval process,
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allowing projects to move forward without EIA approval, and per-
mitting changes to be made post-approval.”” Chinese environmental
NGOs undertook their own investigation of the EIA system as well and
uncovered an extensive web of fraud in which businesses and local EPBs
allowed unlicensed environmental impact assessment companies—
even some without any qualified engineers—to undertake EIAs. In
some cases, local environmental protection officials hired themselves
as inspectors. To help rectify the situation, Minister Chen moved to
decouple all the EIAs from the MEP so that departments could not
be both “athletes” and “referees.””® In March 2015, the Ministry an-
nounced it had punished sixty-three EIA firms for violating laws and
regulations.”

Despite Chen’s efforts, however, there was backsliding. In September
2016, proposed revisions to the Environmental Impact Assessment Law
appeared to weaken the law. The review of the draft law did not engage
the public, which was controversial, and removed the requirement that
companies go through the EIA process before moving forward with
any other parts of a project. In the revised law, companies can pursue
permits simultaneously. Several environmental lawyers have asserted
that this will lead to the failure of the EIA system:'° if other permits
are received first, the pressure for environmental inspectors to acqui-
esce to the entire project will be immense.””"! The challenge for the
MEP is daunting. An inspection of nearly 20,000 firms in twenty-
eight cities in the first half of 2017 found that approximately 14,000
failed to meet air pollution emission standards and more than 4,700
did not have the proper certification and/or were sited in unauthorized
locations.!??

Citizens United

Chinese officials will sometimes reference the horrible levels of air pol-
lution in Los Angeles in the 1950s and 1960s as a means of excusing
their own air quality problems as largely a symptom of economic de-
velopment. Indeed many of the same issues were in play: parents kept
their children out of school, and athletic events were cancelled when the
pollution became too overwhelming. In the history of how Los Angeles
improved its air quality, civil society played a central role. A women’s
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activist group, Stamp Out Smog, for example, was one prominent
group that held high-profile events, influenced public opinion, and
drove political change. Other NGOs and the scientific community also
provided hard evidence concerning the sources of pollution, in partic-
ular cars, that led California to advocate antismog controls on automo-
biles in the early 1960s.1%°

The Chinese government has suggested that it, too, would like the
engagement of its people in advancing the cause of environmental pro-
tection. Li Kegiang’s 2017 speech before the NPC was notable, among
other things, for the environmental call to action he issued to the
Chinese people: “Tackling smog is down to every last one of us, and
success depends on action and commitment. As long as the whole of
our society keeps trying we will have more and more blue skies with

”104 'The actions of the Chinese leadership, however,

each passing year.
do not always reflect such resolute words.

Under the Dome hit the Chinese Internet on February 28, 2015, and
within days more than 200 million people had viewed it. During the
nearly two-hour documentary, which many compared to U.S. Vice-
President Al Gore’s film An Inconvenient Truth and author Rachel
Carson’s Silent Spring, the former CCTV journalist Chai Jing, who fi-
nanced and produced, as well as narrated, the film, reported on the
country’s struggle with air pollution through a mix of on-the-ground
investigation and personal narrative. The personal touch struck a nerve
with online audiences. Pan Shiyi posted online that Chai Jing was a
hero: “My respect to the brave Chai Jing. She’s a heroine.”

Then Minister of Environmental Protection Chen called Chai per-
sonally to thank her for the video and stated publicly: “Chai Jing
deserves our respect for drawing the public’s attention to the environ-
ment from a unique public health perspective.” Only one day later,
however, the Shanghai Propaganda Department issued instructions to
the Chinese media and websites to halt all coverage of Chai and the
film, and the next day Beijing ordered its deletion from the Internet.!?
When asked about the documentary during a press conference, Premier
Li Kegiang made no mention of the film in his response but did admit
that the Chinese government’s progress on air pollution fell short of the
public’s expectations, adding that the government was “determined to

tackle smog and environmental pollution as a whole.”'%¢
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Chai Jing’s video, much like Pan Shiyi’s tweets on air pollution, is
emblematic of the contradiction in the Xi government’s approach to
civic engagement in environmental protection: the government wel-
comes public participation but only in support of government policy
and as long as it doesn’t challenge existing policy or appear to challenge
the government’s legitimacy. Particularly threatening in this regard are
individuals who command large followings and speak out on issues
in ways that move beyond a narrow technical complaint to address
broader values.

Chai’s crime may have been as simple as her call to the Chinese
people to take individual action to protect the environment. Chai had
a history of speaking out about individual rights. In a speech before the
Beijing Journalists’ Association in 2009, Chai spoke eloquently about
citizens’ rights: “A country is built upon individuals; she is constructed
and determined by them. It is only if a country has people who seek
truth, who are capable of independent thinking, who can record the
truth, who build but do not take advantage of the land, who protect
their constitutional rights, who know the world is imperfect but who
do not slacken or give up—it is only if a country has this kind of mind
and spirit that we can say we are proud of our country.”*” Or the video
may have run afoul of senior Chinese officials as a result of the attention
it generated and the connections it forged among netizens throughout
the country. Indeed, the video sparked calls online for environmental
protests, and at least two citizens who were part of a protest in Xi’an fol-
lowing the release of the video were arrested.!”® Chai Jing has gone un-
derground with no public commentary or appearances since the video
was deleted.

Still the Chinese people have carried Chai’s call forward. Parents
in several cities throughout China have asked schools to provide air-
filtration systems for their children, although, outside Beijing, few cities
have heeded their calls. The parents nonetheless press on, participating
in popular protests or other demonstrations of opposition—such as
placing masks on public statues.'”’

While Chai’s video crossed the invisible line that demarcates the per-
missible from the impermissible, most seasoned environmental activ-
ists, such as Ma Jun and Wang Canfa, are careful to push for change
in ways that Beijing deems helpful. Ma, a former journalist, focuses on
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greater transparency in environmental reporting and holding factories
and officials accountable for their environmental practices. In the mid-
2000s, Ma developed online maps of water and air pollution viola-
tions, focusing his energies on holding foreign firms accountable for
the water and air pollution of the factories along their supply chain. As
he explained to me at the time, targeting multinationals was politically
safe. Later, as trust in his work grew, he expanded his scope to include
both Chinese and foreign firms, although most of his work to raise
firms’ environmental practices continues to center on multinationals.
By 2017, his NGO had publicized over 800,000 violations by more
than 600,000 factories.

One of Mas most successful endeavors is a Bluesky Map app
launched in 2015 to engage the Chinese people in the air quality pro-
tection effort. The app allows the public to check on precise sources
of local air pollution and take action. Speaking before the Chicago
Council on Foreign Relations in November 2017, Ma described how a
listed Shandong Province—based iron and steel company—with several
polluting furnaces—initially refused to respond to Ma’s call to clean up
its pollution. Without recourse to the law, Ma said, he had the users of
his app tweet the violations via Weibo and tag in the Weibo account of
the local EPB. After a period of time, the EPB tweeted back to indicate
that it had penalized the company and called on it to fix the violation.
Yet the pollution continued; finally, after a few more months of citizen
activism via the app, the company shut down three of its furnaces.
Ma’s work likely inspired a group of Beijing residents to create their
own “sludge siege map” that identifies the locations of more than thirty
sludge-dumping sites in the city."® Ma also has partnered closely with
the U.S.-based Natural Resources Defense Council to pressure corpor-
ations to green their supply chain and to publish an annual Pollution
Information Transparency Index that ranks over 120 Chinese cities on
their transparency. Such work is politically sensitive for local ofhcials
but welcomed by leaders in Beijing.

Similarly, Wang Canfa, China’s indefatigable and renowned envi-
ronmental lawyer, began his efforts to hold local officials and factories
accountable for their pollution by launching lawsuits on behalf of villa-
gers, who had suffered negative health and/or economic consequences.
In 1998, he established the Center for Legal Assistance to Pollution
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Victims in Beijing, and by 2000 was receiving “over one hundred calls a
month” from citizens seeking legal help in navigating China’s environ-
mental laws.™ The work was challenging. Data were difficult to access
from recalcitrant EPBs; financial support was limited and mostly came
from outside China; and judges were often not trained to understand
the environmental issues at stake. Yet Wang persisted and, using his po-
sition as a delegate to the local people’s congress, eventually became the
architect of an entire system of environmental courts, whose judges are
required to be well-versed in environmental law. Now, he tells me, the
challenge is getting enough cases to fill the courts.

While Ma and Wang are sophisticated political actors with strong
connections to the Chinese government and the environmental protec-
tion bureaucracy, there are thousands of Chinese environmental NGOs
without their experience and political cover. Two environmental activ-
ists in Ningde, for example, were arrested on the grounds of prostitu-
tion after investigating the link between nickel mining and wetland
degradation."?

Moreover, the environment is not immune from the broader shifts
underway in the political system in China under Xi Jinping. The 2017
Law on the Management of Foreign NGOs, discussed in chapter 2,
makes support from foreign entities—traditionally the largest source
of financial and capacity-building support for Chinese environmental
NGOs—far more politically risky. At one point, Chinese environ-
mental NGOs received 8o percent of their funding from sources out-
side China. As one activist noted in an interview with the Guardian,
“The real purpose of the foreign NGO law is to restrict foreign NGOs’
activities in China and to restrict domestic NGOs’ rights in China
by cutting the connection between [the two].””® Indeed thus far, the
MEDP has yet to agree to serve as the supervisory body for any foreign
environmental NGO.

Some domestic Chinese NGOs will undoubtedly find alternative
sources of support. Friends of Nature, the country’s longest-operating
environmental NGO, for example, established an environmental public
interest fund to support litigation and received funding from Alibaba.!™4
Yet, one longtime foreign environmental NGO head suggested to me,
business brings a more results-oriented, short-time horizon approach
to the funding process. Support for skills training, environmental law,
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and other forms of capacity building will undoubtedly suffer in such
an environment.'”

In addition, environmental NGOs, as well as environmental data,
may be classified as issues of national security or entwined in the Xi
government’s concern over “‘hostile foreign forces.” Nongovernmental
organizations have become suspect because they are often advocates for
greater transparency, official accountability, and the rule of law, all of
which the Chinese government may view as subversive. As discussed in
chapter 2, as of 2016, responsibility for managing foreign NGOs has
shifted from the Ministry of Civil Affairs to the MPS. One Chinese cit-
izen serving in the Beijing office of an American environmental NGO
mentioned to me that negative comments about the work and the mo-
tives of his organization—long an important partner for both Chinese
NGOs and the MEP on energy efhiciency and climate change—had
started appearing online as part of the broader “hostile foreign forces”
narrative. The framing of environmental issues as issues of national se-
curity also extends to domestic NGOs. In one case in November 2016,
for example, Liu Shu, the founder of the Hunan-based environmental
NGO Shuguang, was arrested on charges of counterespionage, report-
edly providing environmental information to an “unidentified con-
tact.” Her work involves defending victims of pollution, and she had
been investigating the levels of heavy metals in a large lake."®

The Communist Party also called in 2016 for party committees to
be established within domestic NGOs to “guide political thought.””
According to one activist with whom I met in Beijing that year, these
committees are unlikely to play a major role in determining the activi-
ties of the NGO: “For the most part,” she argued, “the party commit-
tees will meet to discuss whatever new regulations or ideas the Party
wants them to discuss. It won’t affect those of us who are not Party
members.” Indeed, many Beijing-based environmental activists appear
relatively sanguine about the narrowing political space. As one com-
mented to me in mid-2017 during a conversation in Beijing, “We can
still do our work. We just won't take any money from foreigners, and
we will make sure that the work we do is in line with government pri-
orities.”"® Such an outlook is unlikely to spur the type of disruptive
activism that catalyzed Los Angeles’ environmental transformation in
the 1960s and 1970s.



180 THIRD REVOLUTION

The Campaign for Clean Air

Much like the leadership’s effort to address corruption or to develop
the electric car market, its plans for tackling air pollution include short-
and long-term campaigns. In advance of the G20 summit in September
2016 in Hangzhou, which brought together all the leaders of the G2o
countries, for example, local officials declared a week-long holiday, pro-
vided free travel vouchers worth $1.5 billion, and focused their energy
on sweeping out any sign of pollution. They closed and relocated fac-
tories, stopped all construction, and removed diesel-consuming buses
from the road. Powerhouse SOEs, including Baoshan Iron and Steel
and Sinopec’s Shanghai Petrochemical, either closed down for the dura-
tion or had production cut by so percent. Similar tactics were adopted
in advance of the seventieth anniversary of the World War II Victory
Parade in September 2015 and the APEC Summit in November 2014.
For the parade, in addition to closing down factories and constructions
sites, Beijing closed down nearly every steel mill, accounting for nearly
6.6 million tons in lost production.

Environmental experts are concerned that these short-term cam-
paigns may take the place of more sustained efforts to address the air
quality challenge. Polluting industries in Hebei, for example, were or-
dered to close down for forty-five days in fall 2016, likely contributing to
a much improved PM2.5 average concentration for neighboring Beijing
that year. The Chinese Academy of Engineering estimated that such
short-term measures accounted for about 20 percent of the improve-
ment in Beijing’s air quality.""” Plans are also in the works for provinces
such as Henan, Shanxi, and Shandong to close as much as 30 percent
of their aluminum-smelting capacity during November through March
to reduce the smog around Beijing.

Forced factory closures in one province to benefit another, however,
may contribute to political tensions. In March 2016 at the annual leg-
islative session of the NPC, a number of officials complained about
the pressures of a slowing economy and paying for environmental pro-
tection. Officials in Hebei, for example, reported that the effort to
fight overcapacity in sectors such as steel and cement coupled with

addressing pollution had cost the government $1.8 billion and 200,000
jobs.12
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China’s undeniable progress in advancing clean energy production
and consumption may also face some headwinds in a campaign environ-
ment, in which impressive timetables and targets are often set without
consideration for the actual conditions on the ground. Already, 40 per-

2l and in

cent of the world’s new renewable power plants are in China,
2016 China invested $78.3 billion in renewable energy—exceeding both
Europe ($59.8 billion) and the United States ($46.5 billion)."> Deputy
Governor of the People’s Bank of China Yi Gang has said that China
must make between 2 and 4 trillion RMB ($300 to $600 billion) in
“green investments” over the next five years, but the government can
only cover 15 percent of that. So the private sector, he suggests, will have
to do most of the financing.'® Private sector interest, however, will de-
pend heavily on whether China has put in place market incentives that
make it financially worthwhile for the companies to invest. That may
be difhicult to find in China’s current oversaturated clean energy envi-
ronment. Already, much of China’s clean energy capacity remains idle.
In 2016, the levels of wind power curtailment (capacity not utilized)
reached 43 percent in Gansu, 38 percent in Xinjiang, and 21 percent
in Inner Mongolia—three of the most wind-power-rich provinces and
regions. (In contrast, curtailment rates in the United States and Europe
are generally between o and 5 percent.) And a study by Duke University
researchers estimates that solar panels in China’s coastal cities are likely
suffering efficiency losses between 17 and 35 percent because of the air

pollution.'?

Top-down political campaigns—whether to curtail pol-
lution or to spur adoption of new technologies—are best in the early
stages in which mobilization is the primary objective. Over time, how-
ever, as in the clean energy sphere, failure to pay attention to on-the-
ground results and adopt policies in the face of new information yields

suboptimal outcomes.

The West Is Not the Best: The Economic Imperative

Finally, the leaders’ commitment to improved air quality is not uni-
form throughout the country: their primary focus is the wealthy coastal
region. In 2013, Chinese leaders deliberately excluded the western
provinces from mandated coal caps with the objective of continuing
to develop coal capacity and transmitting the power to the eastern
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provinces. Li Haofeng, the deputy director general of the coal industry
section of China’s National Energy Administration stated, “We will
create multi-function power supply centers in the west, where power
plants will use clean coal to provide power to the coastal cities.”*> Local
governments also continue to favor thermal power—even if it means
wasting wind and solar—because it provides jobs and therefore income
for the government.!?® Thus the Chinese government canceled eighty-
five new coal-fired power plants in 2017 and pledged not to approve
new projects in as many as thirteen provinces until 2018, but the other
eighteen provinces and regions—primarily in the interior and western
part of the country—presumably have greater latitude to consider new
coal-fired power plants. Moreover, China boasts forty-six highly pol-
luting coal-to-chemical plants, including coal-to-gas, in operation with
another twenty-two under construction. (These are industrial processes
by which coal is converted into other chemical properties, including
formaldehyde, acetic acid, and methane, among others.) Coal-to-
chemical projects are expensive and water intensive in regions that are
water scarce. They are seen, however, as a way for coal-mines to stay op-
erational. According to one estimate, overall, there are as many as 570
new coal-related projects slated for development.#

The results of this preferential policy are not surprising. Of ninety-one
cities with rising average PM2.s levels in 2015, sixty-nine were in central
and western parts of the country.'?® In addition, the government is still
committed to its growth target of doubling per capita GDP by 2020, a
target that cannot be achieved with less than 6 percent growth. In 2016,
data from 367 cities demonstrated that when credit loosened and invest-
ment kicked up again, so too did the levels of pollution. In Hebei, for
example, there was a 24.2 percent increase in concrete and 7 percent in-
crease in steel production, contributing to an increase in PM2.5 levels in
thirteen cities in the Beijing-Tianjin-Hebei region. Thus, China’s efforts
to address its air pollution become much less coherent when demands of
economic growth and the interior and western provinces are considered.

Do As I Say, Not As I Do

The Chinese leadership demonstrates little interest in considering the
impact of its development on air quality outside its borders. As it looks
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to clean the air to meet the demands of the middle class, it is also en-
couraging firms—often the most polluting enterprises including coal-
fired plants—to base production out of the country. Hebei Province
plans to move 20 million tons of steel, 30 million tons of cement, as
well as significant glass production outside of the country by 2023. It
already has inked an agreement to export roughly 11 percent of its an-
nual steel output to a new plant in South Africa.'” And large Chinese-
funded cement plants have been flooding into Tajikistan, increasing
Tajik production fivefold between 2013 and 2015.1%°

An investigation by the online environmental site China Dialogue
and the CEE Bankwatch Network, moreover, revealed that Chinese
banks and companies are supporting at least seventy-nine coal-fired
generation projects outside the country with a total capacity of more
than 52 gigawatts. This exceeds the 46 gigawatts of planned closures in
the United States by 2020."%! Energy giant Huaneng has announced
significant expansion plans for coal plants in South and Southeast Asia,
Russia, and Eastern Europe. Importantly, China does not apply the
same stringent standards for efficiency on its overseas plants that it does
at home.’?? In Kenya, a consortium of Kenyan, South African, and
Chinese energy firms is planning to build a large coal-fired power plant
fifteen miles north of a UNESCO world heritage site. It is estimated
that the new plant will be the country’s largest source of pollution.'”
Thus, as China’s leaders seek to ensure that wealthy coastal provinces
and municipalities rein in their coal production and consumption to
improve air quality, they are enabling the development of new coal ca-
pacity both in the western part of China and abroad.

These types of structural shifts suggest that Beijing’s commitment is,
in the first instance, to reduce air pollution in the wealthy areas, while
relegating many of the poorer interior provinces, as well as other devel-
oping countries, to decades more of worsening air quality.

Clouds on the Horizon

In October 2017, Western news media heralded Xi Jinping’s 19th Par
7 ping

Congress speech for its emphasis on the environment and qualitative

growth as opposed to economic development, noting that Xi used the

word “environment” eighty-nine times while mentioning the word
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“economy” only seventy times.!** Yet speaking at a news conference
at that same Party Congress, Minister of Environmental Protection Li
Ganjie suggested that the government would fall short in meeting the
country’s 2017 air quality targets and asked that the Chinese people “be
patient” as it would “take time to solve such a big problem.”® Li’s cau-
tion is well founded. In the midst of the Party Congress, the medical
journal 7he Lancet revealed that in 2016 China ranked second only to
India in deaths related to air pollution.

Separating real, sustainable progress in meeting Chinese air pollu-
tion reduction targets from apparent wins or short-term gains is chal-
lenging. Unlike its unwillingness to adopt institutional reforms in the
SOE or innovation sectors, the new Chinese leadership has put in place
a set of institutional changes that are likely to yield long-term bene-
fits, such as removing oversight for local environmental bureaus from
local governments, working to ensure the independence of the environ-
mental impact assessment process, strengthening the legal system re-
garding environmental protection, and raising the limit on the amount
of pollution fines that an enterprise pays. In addition, the government
has begun to open the space for limited market forces to play a role in
environmental protection by instituting an environmental tax that will
incentivize polluters to reduce emissions beginning in 2018.

At the same time, Beijing is sharply constraining the role of civil
society by silencing authoritative voices or activists who challenge gov-
ernment policy, invoking a national security overlay on environmental
protection, embedding party committees within NGOs to supervise
their activities, and limiting opportunities for cooperation with foreign
counterparts. The result of such actions will be an NGO community
that is less independent and capable of holding the government ac-
countable in the ways that helped launch the movement to clean the
air in the late 2000s.

The government’s continued reliance on campaigns will also likely
hinder the development of sustained change. While campaigns can be
useful mechanisms for encouraging short-term, high-profile results, they
are undermined in the long run by a failure to develop the incentives—
political and economic—necessary to sustain them. Without providing
incentives for businesses to adopt pollution control technology, local
officials and business leaders will continue to find ways around the
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regulations—they are concerned about the dual pressures of economic
growth and maintaining employment. There is also potential for the
objectives of different campaigns to conflict. Thus, when the govern-
ment decides to undertake another round of stimulus, pollution levels
kick up.

Moreover, while the areas Beijing has targeted for improvement may
demonstrate periods of improved air quality, much of this is achieved
by shifting the country’s pollution burden from the coastal provinces
to the less developed parts of the country. This strategy raises questions
about the government’s overall commitment to rebalancing the nation
away from fossil fuels, protecting the environment, and addressing the
public health concerns of the Chinese people.

Finally, China’s approach to the environment at home has significant
ramifications for the role it plays in addressing global environmental
challenges. Simply shifting its pollution from the eastern seaboard to
the western provinces and other countries, without reducing overall
fossil fuel use, for example, will not contribute to reducing the country’s
overall contribution to global climate change. China’s plans to con-
struct twenty-two additional coal-to-chemical plants, for example, will
add 193 million tons of carbon emissions annually—more than the total
carbon emissions of many countries. While China portrays itself as a
leader in addressing climate change, as well as other global challenges,
the reality of China’s contribution, as we will see in the next chapter, is
often quite different.



7

The Lion Awakens

Napoleon Bonaparte once said that China “is a sleeping lion,” and “when
China wakes up, the world will shake.” In fact, the lion of China has
awoken, but what the world sees now is a peaceful, amiable, civilized lion.

—Xi Jinping, March 2014

SOME FOREIGN OBSERVERS MIGHT question Xi Jinping’s description of
China as peaceful and amiable, but none would doubt his assertion
that the lion has awakened. China in the twenty-first century is a world
power, ready to claim all the rights that such status confers. While in
the past Chinese scholars and officials were careful to refer to China as
an emerging or regional power, most now say simply: “China is a big
power” (Zhongguo shi yige daguo, FEZ—"1KE). Xi Jinping was
among the first to signal China’s new place in the global order. During
a trip to Washington, DC, in 2012, while still vice-president, he pro-
posed to define the relationship between the United States and China
as a “new type of relationship among major countries” (xinxing daguo
guanxi, FIEKE K R).?

By most any measure, China today is a global power. It is the world’s
first- or second-largest economy after the United States (depending
on whether the economy is calculated in nominal or purchasing
power parity terms), contributing 15 percent of global GDP in 2015’
and 35 percent of global GDP growth during 2010-2015.% It exports
its goods, capital, and labor around the world, earning the title of the
world’s largest trading power. It is also a significant and rising source

186
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of foreign direct investment (FDI), seeking natural resources to fuel the
development of its industry and infrastructure and increasingly the tech-
nology and expertise that it believes will help raise its economy to the
next level. China’s military prowess also reflects its standing as a global
power. One of only five designated nuclear weapons states under the
Non-Proliferation Treaty,” China also boasts the world’s largest standing
army. With its investments in aircraft carriers, stealth fighter jets, and
one of the world’s few anti-ship ballistic missiles,® its ability to defend
itself and to project power further afield is significant and growing. Its
military spending ranks second only to that of the United States.”

Beyond these traditional measures of power and capabilities, how-
ever, Chinese President Xi Jinping has a stated and demonstrated desire
to shape the international system, to use Chinas power to influence
others, and to establish the global rules of the game. In this way, China
distinguishes itself from global economic powers, such as Japan and
Germany, and from other military powers such as Russia. Only the
United States has the range of economic and military tools matched
with global political aspirations that China now displays.

China’s desire to have its opinion consulted, heard, and followed
has an undeniable logic: it is an economic and military power with
20 percent of the world’s population. An ambitious China offers the
United States and the rest of the world the opportunity for greater
partnership, cooperation, and burden sharing to support global growth
and manage global challenges. At the same time, as we will see, China
is using its newfound status to shape regional and global institutions
in ways that better suit its interests and meet its objectives, in some
cases supporting traditional norms, while in others supplanting them.
Along with opportunities for greater cooperation has come the poten-
tial for significant new frictions between China and other international
actors—most critically, the United States.

The Historical Legacy

Four character chengyu (F1E), or idioms, are one of the delights of the
Chinese language. Typically they reflect some nugget of wisdom or tale
of morality derived from ancient Chinese myths or historical events.
Chinese leaders use them often to enliven their policy pronouncements.
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Former Chinese leader Deng Xiaoping popularized the aphorism a0
guang yang hui (F3)E57H) or “hide one’s capacities and bide one’s
time” in the early 1990s to sum up China’s foreign policy. The chengyu
dated to the mid-700s when Tang dynasty Emperor Xuanzong earned
his throne in part because he hid his talents from potential competitors.®
Deng also embedded the phrase in a much longer twenty-four char-
acter phrase: “Observe the situation calmly. Stand firm in our positions.
Respond cautiously. Conceal our capabilities and await an opportune
moment. Never claim leadership. Take some action.” (lengjing guancha,
wenzhu zhenjiao, chenzhuo yingfu, taoguangyanghui, juebu dangtou, yousuo
zuowei, {XFFINEE, TOAEFE, JTERGT, EOGITHE, 4R 2k,
HETER).?

Throughout the 1990s and much of the 2000s, successive Chinese
leaders followed Deng’s lead. They referred to China as a developing
country and emerging economy and stressed their desire for a peaceful
external environment so that China could continue to grow. They called
for “win-win” diplomacy and helped drive growth in the Asia-Pacific
region. And, above all, attuned to the concerns of their neighbors, they
cast their growing power as a “peaceful rise” (heping jueqi, F1F-YHiEL),
and when even that proved threatening, reframed it as “peaceful devel-
opment” (heping fazhan, F1F-K J&).10

The 2008 global financial crisis, however, catalyzed a disparate group
of economic and foreign affairs experts and officials who presented a
different vision. As the United States fell into a deep recession and strug-
gled to regain its economic footing, China appeared relatively unscathed,
bolstered by a Chinese people who saved rather than spent, and trillions
of dollars in foreign currency reserves. These officials believed that the fi-
nancial crisis represented an inflection point in world history: the decline
of the United States and the rise of China. China’s central banker Zhou
Xiaochuan captured the zeitgeist with his remark that perhaps it was
time for the world to move away from the dollar as the world’s reserve
currency.! And China’s official news service Xinhua underscored the be-
lief that the United States’ loss was China’s gain: “The changing posture
is related to the new reality. The depreciating U.S. dollar, sub-prime
crisis, and financial market instability have weakened the American po-
sition when dealing with China. In the meantime, China’s high-speed

economic growth has massively increased the country’s confidence.”
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The moment also tapped into a deeply held desire within China
for history to be righted. China’s one hundred years of humiliation
are deeply etched into the psyche of the Chinese people.”® The rev-
olutionary leader and president of China’s first republic Sun Yat-sen
described the sense of historical weakness felt by China during this pe-
riod in a speech in 1924: “Today we are the poorest and weakest nation
in the world, and occupy the lowest position in international affairs.
Other men are the carving knife and serving dish; we are the fish and
the meat.”" The tumultuous history of the country through the half-
century spanning the 1930s through the 1970s did little to address Sun’s
complaint about China’s place in the world.

The desire to overcome this sense of weakness and humiliation per-
meated the writings of many contemporary Chinese thinkers during
the 1990s and early 2000s. Renowned Tsinghua University professor
Yan Xuetong, for example, argued in 2001 that the country had a his-
torical mandate to regain its place as a global power: “The rise of China
is granted by nature. In the last two thousand years, China has enjoyed
superpower status several times . . . . Even as recently as 1820, just
twenty years before the Opium War, China accounted for 30 percent of
the world’s GDP. This history of superpower status makes the Chinese
people very proud of their country on the one hand, and on the other
hand very sad about China’s current international status. They believe
China’s decline to be a historical mistake, which they should correct.””

Not all Chinese foreign policy thinkers and officials, however, were
entirely comfortable with this more openly ambitious foreign policy.
The former president of China’s Foreign Affairs University Wu Jianmin,
for example, continued to favor Deng’s lower key approach and be-
lieved that it would better serve China’s need for economic develop-
ment and domestic stability."® And Wang Jisi, former dean of Peking
University’s School of International Affairs, argued that it was unlikely
that the significant gap in power between China and the United States
could be closed in the near future.”

While scholarly debate continued, the late 2000s marked a period
of increasing outward confidence in Chinese foreign policy. Chinese
officials, including then Premier Wen Jiabao, lectured the United States
on the American economy, instructing Washington to ensure that
Chinese savings invested in U.S. Treasuries remained safe.’® In China’s
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backyard, Beijing began to assert more forcefully its claims in the East
and South China Seas, both diplomatically and militarily. And as the
host of the dramatic 2008 Summer Olympics, despite press attention to
China’s problematic human rights and environmental records, China
got its first taste of the force of soft power.

The ascension of Xi Jinping confirmed the country’s growing am-
bition. Xi’s Chinese Dream seeks both the rejuvenation of the great
Chinese nation, as well as a commitment to build a PLA capable of
“fighting and winning wars.”"” In November 2014, Xi summoned the
country’s foreign policy and military elite to Beijing to hear him lay
out his vision for China’s foreign policy future. The speech, delivered at
the Central Conference on Work Related to Foreign Affairs, cemented
in the minds of those present Xi’s intention to move the country from
its status as an emerging or regional power to that of a global power.
As one official present at the speech noted, it was a “diplomatic man-
ifesto to secure the Chinese Dream.”” For more than two decades,
Chinese leaders had advanced the notion of China as a peacefully de-
veloping power. In Xi’s words, it was now time for China to embrace
“big country diplomacy” (daguo waijiao, KEHHE).> And in remarks
before the Politburo the following month, Xi argued that he planned
to “make China’s voice heard, and inject more Chinese elements into
international rules.””* More than any post-revolution leader, Xi staked
the legitimacy of the Communist Party at least in part on its ability to
reclaim a leadership role on the global stage.

All Roads Lead to Beijing

Central to Xi’s vision of a rejuvenated Chinese nation is a China that
sits at the epicenter of Asia and beyond. In September 2013, Xi Jinping
stood before officials, faculty, and students at Nazarbayev University in
Astana, Kazakhstan, and laid out his vision for a “New Silk Road,” or
economic belt along the traditional Silk Road.” The following month
while in Indonesia, Xi fleshed out his vision further, calling for a
“Maritime Silk Road” that hearkened back to Chinese Admiral Zheng
He’s expeditions to the Red Sea and east coast of Africa. With these
two projects, he laid out a grand-scale initiative One Belt, One Road
(OBOR) (yidai yilu, —7ff — %) later renamed Belt and Road Initiative
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(BRI) that, if successfully completed, could reshape the political and
economic landscape of not only Asia but also much of the Middle East,
Europe, and Africa.

Known now by its shorthand form, Belt and Road, Chinese officials
initially described the initiative as an infrastructure plan to connect
China to other parts of the world through ports, railroads, highways,
and energy infrastructure. The plan gained urgency as China’s economy
continued to slow and Beijing was faced with significant production
overcapacity in sectors such as steel, cement, and coal. The plan offered
at least a partial way out. As one Chinese scholar described the leaders’
intentions: “Many of China’s production sectors have been facing over-
capacity since 2006. The Chinese leadership hopes to solve the problem
of overproduction by exploring new markets in neighboring coun-
tries through OBOR.”® It also served as a clear rebuttal to the United
States, which, in 2011, had proposed its own New Silk Road initiative.
The Chinese vision quickly eclipsed its U.S. counterpart, with com-
mitments of tens of billions of dollars to the plan, compared with the
$15 million earmarked by the U.S. administration (as a contribution
to a larger World Bank project). The United States also incorporated
its contributions to Afghan reconstruction, which increased the level
of support by several billion U.S. dollars,?® but it still fell far short of
China’s vision.

In March 2015, the Chinese Ministry of Foreign Affairs joined
hands with the Ministry of Commerce and the NDRC to put this
vision on paper in an ambitious plan to revitalize the Silk Road. The
new BRI included sixty nations in Asia, the Middle East, Africa,
and Europe,”” encompassing up to 70 percent of the global pop-
ulation and 55 percent of the world’s GDP? (see figure 7.1.). By
2017, the BRI invited participation from all the countries in the
world. The project design expands well beyond infrastructure to
include connectivity through telecommunications and culture, the
development of financial and free trade accords, and the opportu-
nity for China to increase the use of its currency in global trade
and investment. According to Chinese analysts, China has devel-
oped a $40 billion fund solely to support BRI projects, alongside
pledges of over s100 billion in project financing through its banks.”
Almost nine hundred projects now fall under the BRI banner.?® (Not
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all BRI projects began after Xi’s 2013 announcement. Ministry of
Foreign Affairs official Shi Wei told me that projects that started be-
fore the announcement of the BRI may be included in the count.)
One former Chinese official characterized the BRI as “the most signif-
icant and far-reaching initiative that China has ever put forward.””!

The Chinese government has also fully integrated the BRI into its
domestic planning process. The Leading Group for Advancing the
Development of One Belt One Road was set up to oversee the coor-
dination of the plan within the bureaucracy; and the thirteenth Five-
Year Plan (2016—2020), which was ratified at the March 2016 NPC,
formally embraced the initiative as one of the major pillars of China’s
economic development, along with Internet Plus (the government’s
plan to apply Internet technologies to traditional industries such as
banking and commerce) and Made in China 2025.% More than half
of the country’s thirty-three provinces and autonomous regions have
also incorporated BRI into their strategic plans, and it is viewed among
Chinese officials as a mechanism for raising the standard of living for
many of the country’s poorer provinces.”> Even SOEs have developed
the BRI departments to ensure that the plan’s mandate is considered in
their investment decisions.

As with Xi Jinping’s rejuvenation narrative, the BRI also carries with
it memories of China’s historical greatness. The term “Silk Road” did not
come into being until the mid-1800s, when the German geologist and ge-
ographer Baron Ferdinand von Richthofen identified the trade and com-
munication network as Die Seidenstrasse, or the Silk Road.>* However, the
earliest caravans traveling between China and Iran date back to as early as
106 BCE (although some historians argue that the origins of the Silk Road
date back to 139 BCE when the Han Emperor Wudi sent one of his gen-
erals, Zhang Qian, on a diplomatic mission west to seck allies against the
Han’s enemies, the Xiongnu).” Over the next centuries, trade developed
along several different routes between China and Central Asia, establishing
what became known as the Silk Road, and the maritime routes that linked
the East and West became known as the Spice Routes. While much of the
trade was in goods—China traded silk for spices, grain, gems, vegetables,
and fruit—a trade in ideas, including art, technology, and religion, also
emerged.*® In addition, the Chinese provided the security for the trade
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routes; during the Tang dynasty, for example, the army posted garrisons in
Central Asia.”’

Given the importance of its historical roots, the current incar-
nation of the Belt and Road has assumed almost mythical status
among Chinese scholars and officials. I sat down with one of the
most thoughtful and prolific scholars on the BRI, the head of the
department of International Strategy within CASS’s Institute of
World Economics and Politics, Xue Li, and asked him about the
significance of the initiative. Xue asserted it was “the top design” of
Xi Jinping’s foreign relations. It stemmed, he suggested, from Xi’s
desire to “do something big” and contribute to his historical legacy.
Substantively, it represented an important shift in the self-identity of
China from an East Asian country to a central country of Asia that
included North, South, and West Asia. Xue decried the expansion of
the BRI’s mandate to the entire world, however, arguing, “If you put
it everywhere, it becomes nothing.” the BRI, he noted, also allows
the Chinese economy to be “open outside but not inside.”*® Other
Chinese scholars describe BRI as China’s answer to the U.S. “pivot”
or “rebalance to Asia.” The pivot, which was articulated by President
Obama in 2011, promised deeper U.S. security, political, and eco-
nomic involvement in Asia—a greater commitment of U.S. forces,
a formalized trade arrangement, and continued assistance to coun-
tries that sought to strengthen institutions of good governance.
Zhang Yunling, director of international studies at CASS, has ar-
gued: “With its long-term interests in mind, China sees OBOR as
a grand strategy. In my view, it can be considered China’s ‘pivot to
the West.””® Or as Major General Qiao Liang noted, the BRI is a
“hedging strategy against the eastward move of the U.S. pivot to
Asia.”40

Many countries have welcomed the Chinese initiative and its
promise of significant trade and investment opportunities, and several
European countries jumped on board quickly to establish themselves as
part of the BRI. The U.S. embassy in Beijing also has a special service
to help American companies think through opportunities to do busi-
ness via the BRI. Closer to home, the reception was less uniformly en-
thusiastic. The BRI is in many respects a traditional CCP top-down
campaign; in this case, however, it is conducted not only through
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the Chinese system but also through the political and economic systems
of others. In theory, participating countries will become tied to China
through trade and investment, culture, finance, and potentially even se-
curity. Those geographically closer to China, such as India, have expressed
concern about the degree of Chinese economic penetration or naval en-
circlement that the BRI may bring about.”! Even in Pakistan, tradition-
ally a close Chinese partner, citizens have expressed apprehension over a
number of issues, such as the lack of transparency in the negotiations be-
tween their government and Beijing, concessions for Chinese companies,
Chinese laborers taking Pakistani jobs, and the terms of repayment.*?

Chinese scholars also are not wholly convinced that BRI is a sound
strategy for their country. As Renmin University professor Shi Yinhong
has commented with reference to the BRI, “The state of affairs can
be described as ‘China: unilateral fervour; others: little, if any, en-
thusiasm.””# Shi has called on Beijing to ensure that BRI projects be
undertaken collectively to avoid worrying other countries; he is sensi-
tive to the potential for Chinese investment to raise hackles and pro-
voke nationalist backlashes, particularly if environmental, health, and
other social concerns are not addressed.* Shanghai Jiaotong University
scholar Zhang Junhua echoes Shi’s concerns, noting that the original
Silk Road emerged from “bottom-up” trade that was initiated primarily
by countries outside China. In contrast, he has argued, BRI is a “product
of Chinese neomercantilist thinking.” He has explained: “China’s
neomercantilism lacks sensitivity when addressing some issues in host
countries, particularly regarding culture, environment and ethnicity.
Beijing’s authoritarian approach may also impede effective cooperation
with democratic countries.”®

University of Central Asia scholar Kemel Toktomushev has expressed
reservations about the potential for elite corruption and rent-seeking
in countries without strong institutions of transparency and account-
ability.“® A study of the BRI's impact in Central Asia by Columbia
University professor Alexander Cooley underscores such concerns.
Cooley points to a backlash against Chinese investment, particularly
in places such as Kazakhstan and Kyrgyzstan, where stories of Chinese
corruption and scandals with infrastructure projects are contributing to
rising Sinophobia. In one high-profile case, Kyrgyz Prime Minister Temir
Sariyev was forced to resign in 2016 when a parliamentary commission
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reported that he had awarded a $100 million infrastructure contract to a
Chinese firm, even though the firm reportedly lacked the proper license
and had been underbid by Kyrgyz and Turkish competitors.?’

Whether BRI projects will actually make money also remains an
open question.*® Zhang Junhua points to the China-Pakistan Economic
Corridor (CPEC) as a prime example. The pledged investment totals
$46 billion, which is equal to 17 percent of Pakistan’s 2015 GDD, yet the
projects associated with CPEC are plagued by security concerns and in-
fighting within Pakistan. From Zhang’s perspective, it is difficult to un-
derstand the economic rationale for such significant Chinese investment
in such a poor and conflict-ridden environment. Pakistan itself decided to
cancel a $14 billion CPEC dam project with Beijing because of the condi-
tions Beijing placed on the deal including Chinese ownership of the dam,
the high operation and maintenance costs, and a promise that Beijing
could develop a second dam. Instead, Pakistan will pursue the project
on its own. While some Chinese companies, such as the Industrial and
Commercial Bank of China, have also expressed their doubts concerning
the economics of the BRI, MOFA official Shi Wei suggests that the BRI
is a fifty- to one-hundred-year project and believes that most Chinese
companies will adopt a long-term perspective, using the BRI platform to
get a foothold in a market that might not yet be developed.

China’s Institutional Web

Alongside the BRI, Xi Jinping has also moved to cement China’s
leadership position in the Asia-Pacific region through the creation or
support of a number of regional institutions. Most notably, during
the same trip to Indonesia in which he put forth the Maritime Silk
Road, he also proposed the establishment of an Asian Infrastructure
Investment Bank (AIIB).* Laying claim to China’s leadership in the
region, Chinese Finance Minister Lou Jiwei said of the AIIB, “This
is China assuming more international responsibility for the develop-
ment of the Asian and global economies.” By most accounts, the
infrastructure needs of the region are enormous—exceeding $8 tril-
lion.”! The two largest international banks committed to financing
infrastructure globally—the World Bank and the Asian Development
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Bank (ADB)—together support on average $so billion in projects
annually.

Xi Jinping did not conceive of the AIIB. A number of scholars
and officials, including the eventual head of the AIIB, Jin Liqun, had
floated the idea for a Chinese-led multinational bank for several years
without success. Xi’s support for the BRI, however, finally opened the
door for such a proposal to be heard. Drafted by former Vice-Premier
Zeng Peiyan, who now heads the China Center for International
Economic Exchanges, the proposal was debated internally for several
months. Some officials feared the AIIB would be a money loser or
that China would be unable to run a multilateral bank given its inex-
perience. Support from Middle Eastern governments, who said they
would participate and contribute financially to the bank, however, re-
portedly provided the Chinese leadership with the confidence to move
forward.>

China’s frustration with the inability of the international commu-
nity—in particular the United States—to reform preexisting inter-
national economic institutions, such as the IMF and World Bank, to
reflect more accurately China’s standing in the global economy also
contributed to its desire to forge ahead with the AIIB. In 2010, the
IMF had promised a restructuring of shares that would increase China’s
voting weight, as well as that of other emerging economies. Three years
later in 2013, however, the U.S. government, one of the IMF governors,
had still not approved the reform.> (The shift to increase China’s and
other emerging economies voting rights within the IMF to reflect more
accurately their contribution finally occurred in 2016.>)

While many nations welcomed the Chinese initiative, a few, in par-
ticular the United States and Japan, expressed some concern. Within
the United States, two questions arose: First, was China attempting
to subvert traditional institutions such as the World Bank and ADB
in favor of China-led institutions? Second, would the AIIB operate
at substandard levels by not observing the environmental, social im-
pact, transparency, and lending standards of the traditional banks? The
administration’s concerns were not without merit, as analysts such as
Shi Yinhong and Zhang Junhua have pointed out. Obama officials

urged their counterparts in other Western and Asian capitals to refrain
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from joining the AIIB, at least until there was greater clarity as to the
structure, purpose, and governing principles of the bank were clear.”

The Chinese responded that the AIIB and any other Chinese-pro-
posed institutions were not intended to challenge the existing inter-
national order but rather to complement it. Xi noted in an interview
with the Wall Street Journal just prior to his September 2015 visit to the
United States, “Many visionary people hold that as the global landscape
evolves and major transnational and global challenges facing mankind
increase, it is necessary to adjust and reform the global governance
system and mechanism.”*® The Chinese ambassador to the United
Kingdom further stated that the AIIB would act as “a supplement to
existing multilateral development institutions,” and would act “within
the global economic and financial framework, and follow established
international practices.”’” Blame for delayed reform of the international
system was placed squarely at the feet of the United States by Zhang
Yunling: “By delaying the restructuring of the IMF and opposing the
establishment of the AIIB, the United States seems not to accept the
changing demands of the international community.”®

Many voices in the United States also urged the Obama adminis-
tration to understand the AIIB as a Chinese contribution rather than
a challenge to the global system, further noting that China’s ability
to use the AIIB as a means of advancing uniquely Chinese objectives
or practices would be constrained by the fifty or more other coun-
tries participating. As Stanford University professor Phillip Lipscy ar-
gued: “The structural advantages that China enjoys in the AIIB will
be beneficial only insofar as other players take the institution seriously
and provide funding, skilled staff, and coordination. If the institution
is perceived as being unfair or nontransparent, it will become nothing
more than a shell organization through which China disburses bilateral
foreign aid.”

Initially most Western nations refrained from joining the AIIB. In
2015, however, the United Kingdom broke rank, reportedly without
any real consultation with Washington.®® For the United States, it was
an embarrassing diplomatic moment—one AIIB President Jin Liqun
publicly likened to a Shakespearean drama in which Great Britain had
long ago rejected the demands of the Roman Empire and was now re-
jecting those of the United States.®! Other European and Asian countries
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quickly followed suit. Only Japan, concerned about the implications
of the AIIB for its own leadership of the ADB, also remained outside
the AIIB.

While it is too early to assess the implications of the AIIB, the bank
has taken several steps to reassure potential critics that its standards
meet those of traditional multinational banks. The Chinese relied on
longtime World Bank lawyer Natalie Lichtenstein to help draft the
AlIB’s charter, and as the contours of the AIIB have taken shape, it
appears to have adopted governance principles similar to those of the
World Bank and ADB.%? Moreover, three of the AIIB’s four initial
projects, announced in 2016, are cofinanced with other international
banks, including the ADB and the European Bank for Reconstruction
and Development.

China has a number of other institutional initiatives underway as
well. It has become a driver of the Regional Comprehensive Economic
Partnership (RCEP)—a sixteen-country trade negotiation initiated by
the Association of Southeast Asian Nations (ASEAN) in 2011.> RCEP
would result in the largest free trading bloc in the world.®* Despite Xi’s
support for RCEP, however, he has already moved beyond it to propose
a Free Trade Area of the Asia Pacific (FTAAP). The original FTAAP
was proposed in 1994 by the United States at the Asia Pacific Economic
Cooperation (APEC) summit in Bogor, Indonesia, as part of the Bogor
Goals and was floated again at the 2006 APEC summit in Hanoi.®> In
2014, Xi Jinping raised the prospect of such an agreement at the APEC
summit, and the leaders endorsed what became known as the “Beijing
Roadmap for APEC’s Contribution to the Realization of the Free Trade
Area of the Asia Pacific.”%

Chinese Foreign Minister Wang Yi explained Beijing’s adoption of
FTAAP as an effort to “help to integrate regional bilateral and mul-
tilateral cooperation mechanisms and reduce the risk of overlap and
fragmentation.”®” Other less charitable views suggest China was trying
to draw attention away from the U.S.-backed trade agreement the
Trans-Pacific Partnership (TPP) (now led by Japan and Australia) and
to demonstrate that China can be an important actor in setting rules
and standards for the global economy.®

China has won plaudits from the region and much of the rest of
the world for its leadership in promoting economic integration in the
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Asia-Pacific region and beyond. Its moves to assert regional leadership
on the security front, however, have been less well received. In both the
East and South China Seas, where Chinese claims of maritime sover-
eignty conflict with those of other states, Beijing’s actions have been
widely perceived as provocative and even destabilizing.

From Staking to Securing

In 2011, PLA Navy Commander Wu Shengli, responding to a question
about the role of the United States in the South China Sea, made his
view eminently clear: “How would you feel if I cut off your arms and
legs? . . . That’s how China feels about the South China Sea.”® The
South China Sea spans an area of 1,351,000 square miles and is rich in
oil and gas, as well as stocks of fish, and as much as $s trillion of trade
passes through the Sea annually. Six nations in the region—China,
Taiwan, Brunei, Malaysia, Vietnam, and the Philippines—Ilay claim
to sovereignty over part or all the island chains within the Sea—the
Spratlys and the Paracels—as well as small atolls. China’s claims are
the most expansive—almost 80 percent of the area—demarcated only
by an ill-defined nine-dash line that dates to the 1930s and appeared in
1947 on an official Republic of China map.”®

In defense of its claims, Chinese officials cite historical records. The
Ministry of Foreign Affairs, for example, points to an 1868 Guide to
the South China Sea that presents accounts of Chinese fisherman in
the Nansha (Spratly) Islands, noting, “The footmarks of fishermen
could be found in every isle of the Nansha Islands and some of the
fishermen would even live there for a long period of time.””! The
Ministry also argues that China maintained administrative jurisdiction
over the Spratlys during the Qing dynasty, based on maps issued be-
tween 1724 and 1817.7* Chinese analysts argue that since the Chinese
nine-dash line was portrayed on maps prior to the establishment of
the modern international legal regime, current laws “should not ne-
gate China’s prior rights in the South China Sea.””? In their minds,
China should enjoy “both the legal rights stipulated in the UNCLOS
[United Nations Convention on the Law of the Sea], such as the EEZ
[Exclusive Economic Zone] and continental shelf, as well as historical
rights within the U-shaped line.””*
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Other governments dispute Chinese claims, noting that their own
maps and those of other countries do not reflect the Chinese under-
standing.”” In fact, some Chinese scholars have noted that their own
country’s claims are not airtight. To prevent any confusion, however,
the Chinese government has made clear that the publication or display
of maps that “do not comply with national standards” could potentially
result in prosecution.”®

U.S. Naval War College scholar Peter Dutton suggests that for
China, realizing sovereignty over the islands would not only provide
military and economic gain but also would offer “the healing of a sort
of psychological wound in the collective Chinese mind.””” The per-
ceived loss of maritime sovereignty due to Chinese weakness in the
past can now be rectified at a time of greater strength. Chinese Premier
Zhou Enlai declared China’s sovereignty over the Paracel and Spratly
Islands during the Allied peace treaty negotiations in August 1951.”3
Throughout the ensuing decades, gaining sovereignty within the nine-
dash line became a priority for Chinese military officials. China jock-
eyed with other claimants for control over various islands and reefs, all
the while trying to balance its military assertiveness with diplomacy,
including ratification of the United Nations Convention on the Law of
the Sea in 1996 and signing a Declaration on the Conduct of Parties in
the South China Sea with ASEAN nations in 2002.”°

Chairman Xi at the Helm

Xi Jinping has made enforcement of Chinese claims in the South China
Sea a priority. According to one source, even before assuming the pres-
idency he reportedly served as chairman of the leading small group on
the South China Sea beginning in 2010. During his tenure, Beijing
broadened the definition of China’s core interests—which traditionally
had included only Taiwan, Tibet, and Xinjiang—to include maritime
territory in the South China Sea.®® During this same period, the PLA
navy also conducted its first large exercise involving the South, North,
and East Fleets to demonstrate its power projection capabilities.®! At
the same time, on the diplomatic front, China recommitted to the idea
of trying to “shelve disputes and seek joint development” along the
lines of Deng Xiaoping’s approach.®
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Xi’s strategy involves both the strengthening of Chinese military
capabilities and more consistent positioning of Chinese forces in the
contested waters. Less than one month after assuming the position of
general secretary of the Communist Party, Xi gave a speech on board
the Haikou, a guided missile destroyer, which had previously patrolled
the South China Sea, calling for unity between a prosperous country
and strong military; and in early February 2013, a group of Chinese
naval ships conducted a training and patrol mission in the South China
Sea.® Xi also began to streamline the bureaucracy responsible for over-
seeing maritime domain issues to reduce competition and overlap.®*
His elevation of the air force and navy to a position equivalent to that
of the army also serves his objectives in the South China Sea.®

Beginning in December 2013, China undertook a large-scale dredging
and reef reclamation effort in the Spratly Islands. Over the following
twenty months, China dredged and reclaimed seventeen times as much
land as the other claimant states combined in the past four decades,®
for a total of 2,900 acres.®” Despite Xi Jinping’s claim that China does
not intend to pursue militarization of the islands, Chinese construction
in the Spratlys has included airstrips, military buildings, and artillery®
(see figure 7.2).

Chinese actions fueled tensions with several of the other claim-
ants. Conflict flared with Vietnam in May 2014 over the Chinese
placement of Haiyang Shiyou 981, an oil rig, 120 nautical miles off
the coast of Vietnam. The oil platform prompted violent protests in
Vietnam, and China withdrew the rig in July, several weeks ahead of
schedule, ostensibly over concern about potential damage to the rig
from typhoons.? China’s relations with the Philippines also grew in-
creasingly tense during this same period, as the two countries sparred
over control of Scarborough Shoal. China levied trade bans on impor-
tant goods from the Philippines; the Philippines, in turn, launched
a two-and-a-half year suit over Chinese claims in a tribunal at the
Permanent Court of Arbitration, which it won in July 2016: the court
said that Chinese claims to the broad maritime swath within the nine-
dash line had no historical or legal basis. Xi Jinping stated outright
that China would not recognize the ruling, and Chinese officials ma-
ligned the judges as biased. Nonetheless, according to one Chinese
think tank analyst who specializes in Chinese maritime issues, the
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ruling gave strength to those in the government who were seeking a
peaceful and legal basis for resolution of the conflict. Moreover, he
claims that many in the Chinese foreign policy community were em-
barrassed by the official Chinese attacks on the judges.”® International
pressure on China to recognize the court’s findings, however, abated
with the election of Philippine President Rodrigo Duterte in March
2016. President Duterte stated that he would set aside the ruling in
favor of improved economic relations with China.

Turning East

Even as China has found itself embroiled in conflict with several of its
Southeast Asian neighbors in the South China Sea, it has also engaged
in a similar conflict in the East China Sea with Japan over the Senkaku/
Diaoyu Islands. In the late 1970s, Deng Xiaoping had set aside the
conflict between the two countries, asserting: “It does not matter if
this question is shelved for some time, say, 10 years. Our generation is
not wise enough to find common language on this question. Our next
generation will certainly be wiser. They will certainly find a solution
acceptable to all.””!

In 2012, however, Shintaro Ishihara, the highly nationalistic and out-
spoken mayor of Tokyo, moved to purchase three of the contested is-
lands from a private Japanese landowner. He pledged to develop the
islands with port facilities and a typhoon shelter. In late August/early
September, the Japanese government moved to purchase the islands to
forestall Ishihara’s provocative play.”* Despite the underlying reason for
the Japanese government initiative, the move prompted criticism from
Beijing, as well as violent protests in several major Chinese cities, in
which Japanese businesses and cars were attacked and destroyed.”

The Chinese government also followed up with an initiative
of its own. In December 2012, China submitted claims to the UN
Commission on the Limits of the Continental Shelf arguing that
its EEZ in the area should be extended further than 200 nautical
miles to the edge of the continental shelf.?* Xi, himself, brought a
strong background to the issue, having directed a special task force
on the crisis in the Senkaku/Diaoyu Islands before becoming CCP
General Secretary.”” China also began referring to the Senkakau/
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Diaoyu Islands as China’s core interests. The Foreign Ministry noted,
“The Diaoyu Islands are about sovereignty and territorial integrity. Of
course, it’s China core interests.”’® And in a further provocative move,
on November 23, 2013, China declared an Air Defense Identification
Zone (ADIZ) in the East China Sea. (An ADIZ requires that planes
that want to fly through the area must notify the country claiming
the ADIZ and ask permission.) China’s claim overlapped with Japan’s
ADIZ, which it had held since 1968, as well as with that of South
Korea. While commercial planes acknowledge the ADIZ, U.S,,
Japanese, and South Korean military flights all do not.””

Regional security tensions remain high between Japan and China. In
2016, hundreds of Chinese fishing boats and coast guard vessels sailed into
areas near Japanese territorial waters, and China’s PLA air force repeatedly
flew their planes over contested waters. Diplomatic efforts to reduce ten-
sions have been sporadic. President Xi and Prime Minister Abe met on the
sidelines of the 2016 G20 Summit in Hangzhou, the first time they had
met in a year and a half. The two leaders agreed to accelerate a mechanism
for air and sea communications designed to avoid a military clash and also
pledged to hold initial preparatory talks for a resumption of discussion
on joint development of the gas deposits beneath the East China Sea.”
Despite the positive tone of these talks, in late September 2016, Japan
scrambled jets in response to a drill by China’s PLA air force in which over
forty planes passed through the East China Sea’s Miyako Strait, which sep-
arates Miyako Island from Okinawa. And in 2017, Japan protested China’s
oil and gas activities in an area in which the two countries’' EEZs overlap.

Fluid Politics

Beijing’s actions in the South and East China Seas contributed to create
a new security dynamic in the region. Regional actors flocked to the
United States to provide a counterweight to the newly perceived threat
from China. Washington strengthened ties with its formal allies, in-
cluding Australia, Japan, South Korea, and the Philippines, and under-
took new forms of defense cooperation with countries such as Vietnam
and India. In 2016, after a two-year hiatus, the United States reintro-
duced freedom of navigation operations (FONOPS) that transited
within 12 nautical miles of reefs on which China had constructed artificial
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islands to underscore the U.S. commitment to freedom of navigation.””
And in 2017, the Trump administration signaled that it would establish
a schedule for regular FONOPS in the South China Sea.

Regional naval powers such as Japan, Australia, and India also en-
hanced their security ties with each other, undertaking military ex-
ercises among themselves and in partnership with smaller regional
actors, such as Vietnam and the Philippines. Even countries from out-
side the Asia-Pacific region, such as France, pledged deeper engage-
ment in regional security to help uphold basic principles of freedom
of navigation.

Political dynamics in the region remain fluid, however, as leaders
seek the best path forward to realize their individual interests.
Philippine President Rodrigo Duterte put aside the Permanent Court
of Arbitration’s decision on the South China Sea and traveled to China
in October 2016 to mend ties and renew an emphasis on trade and in-
vestment. At the same time, he promised to downgrade military ties
with the United States and threatened to cancel the bilateral agree-
ment that permits U.S. use of five bases in the Philippines. (Some of
Duterte’s ire was likely due to the Obama administration’s criticism
of the indiscriminate nature of his war against drugs.) As a result of
President Duterte’s diplomacy, the Chinese coast guard has moved back
from its occupation of Scarborough Shoal and allowed Philippine fish-
erman to resume their access. However, President Duterte’s proposal to
protect the shoal as a maritime conservancy has been met with little en-
thusiasm by Chinese officials, who do not believe he has the standing to
determine the future of the Shoal. At the same time, President Duterte,
along with Vietnam’s President Tran Dai Quang and Prime Minister
Abe, all issued joint statements with President Trump during the latter’s
November 2017 Asia trip denouncing the militarization of the South
China Sea and calling for free and open access.

Chinese diplomatic initiatives have also made some progress. In
August 2017, China and the Association of Southeast Asian Nations
adopted a draft framework on a code of conduct for the South China
Sea. While potentially a positive step forward to realizing a meaningful
set of “rules of the road,” some outside observers have questioned
whether China is simply buying time as it completes its quest to assert
de facto control over the South China Sea.!?
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Some countries appear to be looking for new economic and security
partnerships with China, while others are becoming increasingly wary
of the intentions behind Chinese actions. In particular, the dramatic
acceleration of Chinese outward-bound investment under Xi’s direc-
tion has raised concerns in a number of advanced economies.

China Goes Global

Long complacent, even welcoming of Chinese investment, some in
the German government and business community began to see things
differently in 2016. Within the first half of the year, Chinese investors
made bids for twenty-four German companies, a rate of approximately
one per week.!”! By November, Chinese firms had spent almost 11
billion for German companies; the previous record was $2.6 billion
in 2014.12 While the number and value of the deals alone were note-
worthy, what drew scrutiny was the nature of the deals: they were
heavily concentrated in the technology sector, a source of national
pride and German leadership globally. One deal in particular, a bid
by the Chinese appliance maker Midea Group for leading German
robotics company Kuka AG drew attention from German officials.
Midea already owned a 13 percent share in the company and was
seeking an additional 25.1 percent from the German mechanical engi-
neering company Voith.'> Although the leadership of Kuka supported
the Chinese bid, outside observers voiced concern over the loss of a
technological lead in an area of core German strength. Others, such as
Germany’s economy minister, underscored Berlin’s unhappiness with
the lack of opportunity for German firms in China: “What we can’t
do is sacrifice German companies and German jobs on the altar of
open markets when in reality there isn't a level playing field. Open
markets require the same rules of the game.”** And a few raised con-
cern over the potential for some of Kuka’s partners to drop them over
the possibility that technologies might be transferred to China in the
process.'” By July, Midea had secured an almost 95 percent stake in
Kuka. The fallout of the Kuka deal—as well as the many other Chinese
acquisitions of German companies—however, has been significant. In
October 2016, the German government withdrew its approval for the
$741 million buyout by the German unit of China’s Fujian Grand Chip
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Investment Fund LP to acquire Aixtron SE, a German chipmaker, and
subjected it to a new regulatory review. German officials and business
leaders are worried about the hollowing out of their tech industry.
The German case is not unique. Countries everywhere grapple with
how to manage both the enormous opportunities and the challenges
presented by China’s expanding international trade and investment.

The Resource Curse

Throughout many commodity-rich economies in Africa, Latin America,
and Southeast Asia, China has long been a particularly important
source of growth in infrastructure and resource-extraction industries.
It ranks at the top of the world’s charts for natural resource consump-
tion: in 2015, it consumed 54 percent of the world’s aluminum, 48 per-
cent of the world’s copper, 46 percent of the world’s zinc, 28 percent of
global soybeans, and 12 percent of the world’s oil supply.'®® And even
as Chinese economic growth slows, Beijing remains the largest trading
partner for most of the world’s commodity-rich countries.

Beginning in 1999, Chinese President Jiang Zemin and Premier Zhu
Rongji articulated a “go out” strategy for Chinese companies, encour-
aging them to develop the resources necessary to fuel Chinese growth.
Chinese companies, both SOEs and private enterprises, became leading
investors in infrastructure throughout resource-rich economies to help
ensure access to the copper, iron ore, and bauxite that the country
needed for its own development.

For many countries, doing business with China held significant
appeal. China’s motto—“Don’t mix business with politics”—often
translated into a willingness to put aside environmental, labor, and gov-
ernance concerns to accomplish the work more cheaply and quickly.
Unlike the traditional development banks, such as the World Bank or
Asian Development Bank, the Chinese Development Bank and Export-
Import Bank of China did not insist on transparency in how loans or
grant aid were distributed.

As several Chinese scholars have noted with reference to the country’s
BRI plan, however, this type of Chinese investment has drawn partic-
ular scrutiny in a number of countries. Chinese analyst He Jingjun has
written that China’s relations with “rogue states” and its disregard of
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international labor and environmental standards has contributed to a
backlash from many developing countries.'’” Citizens in Peru, Zambia,
and Vietnam, among many others, have protested against Chinese pro-
jects, pointing to weak corporate social responsibility. And some coun-
tries, such as Argentina and Mongolia, have passed laws to limit certain
types of investment, in moves that while not solely targeted at China,
nonetheless arose as a result of concerns over Chinese investment.
Argentina, for example, passed a law that sharply limited the amount of
rural land owned by foreign entities,'®® while Mongolia passed a highly
restrictive regulation requiring government approval for foreign invest-
ments over $75 million or acquisitions of over 49 percent of shares in
“business entities operating in sectors of strategic importance.”'"’

While alarm bells have rung over the nature of Chinese investment,
it is easy to overstate the impact of Chinese investment to date. China
is an important, but rarely the lead investor in any region of the world.
Chinese investment in Africa, for example, ranked third in the number
of projects after the United Kingdom and United States, but first in
monetary value (for the first time) in 2016.""° In Latin America, China
also ranked fourth in FDI after the Netherlands, the United States, and
Spain."" Even in its own backyard, Southeast Asia, China ranked fourth
in non-ASEAN foreign direct investment inflows into ASEAN in 2015
after the European Union, Japan, and the United States."?

Resource rich countries also recognize that overcapacity in many
areas of Chinese industry may limit new Chinese investment in the
near term. President Xi has called for Chinese companies to “go out”
not in search of natural resources but for service and technology firms
that will support China’s rise as a competitive advanced economy.
Chinese investment in the United States during 2000-2015, for ex-
ample, totaled $62.9 billion, with the largest sectors being Internet
and telecommunications, real estate and hospitality, and energy.'
Chinese investment in Europe, which is also rising rapidly, mirrors
that in the United States: real estate and hospitality, information and
telecommunication technology, and financial services (although in
2015, investment in the automotive sector dominated as a result of
ChemChina’s purchase of Italian tire maker Pirelli)."# In 2015, China’s
Ministry of Commerce reported that Beijing’s investment in Africa
had dropped by 40 percent.!® At the same time, China’s outward
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EDI has increased from $60 billion in 2010 to over $200 billion in
2016,"" for the first time approaching the level of U.S. outbound in-
vestment. However, even such investment may slow. In December
2016, the Chinese government became concerned over the rapidly
increasing amounts of capital fleeing the country and began to place
capital controls on outward-bound investment, as well as to inspect
closely proposed deals to ensure that they were not simply a means
of getting money out of the country. At the same time, FDI flows
into China suffered a steep decline from 2013 to 2016 as many multi-
nationals found the country’s investment environment to be more
challenging (see figure 7.3).
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FIGURE 7.3 U.S. and Chinese FDI Inward and Outward Flows from

2005 to 2016
Source: World Bank, https://data.worldbank.org/indicator/BM.KLT.DINV.
CD.WDzend=2016&locations=CN-US&start=2005&view=chart
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Advanced economies, like their commodity-rich counterparts, gen-
erally welcome the influx of new capital, particularly during periods of
slow global growth. However many countries’ leaders are concerned
over the lack of a level playing field when dealing with China: many
sectors in China, such as energy, media, and telecommunications re-
main overwhelmingly closed to foreign merger and acquisition activity.
In addition, for some countries, the close ties between the Chinese state
and many enterprises introduces both economic and security concerns.

Uneven Playing Field

The significant presence of SOEs in China’s overseas investment drive
provokes widespread debate in host countries. State-owned enterprises
are viewed as unfair competitors—receiving large government subsidies
from Beijing. In addition, their links to the Chinese government raise
concerns over the transfer of sensitive technology and corporate gov-
ernance. While government reviews to prevent the transfer of defense-
related technologies exist in all countries, the deepening engagement
of Chinese companies in all sectors of the economy is likely to raise
new issues. For example, Chinese investment in university labs may
pose a new dilemma for universities in some countries. In the United
States, controls exist for labs that receive federal funding, but there is
no oversight for those that do not. This provides a new channel for
defense-related technology to be developed and transferred from the
United States to China. Issues of potential censorship or control over
American cultural content also surround Chinese firms’ purchase of
entertainment and cultural assets, such as Getty Photos and Legend
Entertainment."”

A 2016 Paulson Institute study by legal scholars Curtis J. Milhaupt
and Wentong Zheng engenders a different but equally important set
of questions regarding Chinese corporate governance. Milhaupt and
Zheng suggest that private firms are not necessarily protected from state
control and that ownership is not a significant determinant of firm en-
gagement with the state. As Milhaupt and Zheng describe, managers of
both private firms and SOEs benefit from close political and economic
ties to the state."" They reviewed the government and party affiliations
of the funders or heads of China’s one hundred largest private firms
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(by revenue) and found close ties to the state: ninety-five out of the
top one hundred private firms and eight out of the top ten Internet
firms have founders who are current or former members of national
or local people’s congresses or the People’s Political Consultative
Conferences."”

In addition to the political linkages between the heads of China’s
most successful private firms and the state, the Chinese government
also shapes the behavior of these firms by having significant shares in
the firms, or, in some cases, even forcing mergers. In one case, the SOE
Shandong Steel acquired a 67 percent stake in a private steel producer,
Shandong Rizhao Steel, in the face of significant opposition by the
owner of the private company.’’ Milhaupt and Zheng also note that
many well-known Chinese companies considered private have mixed
ownership, including Haier, TCL, and Lenovo.””! While SOEs are
more directly tied to the interests and demands of the state, nominally
private firms are also bound to the state by an intricate web of political
and financial ties. According to one European business official, it is well
known that some deals, such as Alibaba’s acquisition of the Souzh China
Morning Post, are undertaken in significant measure to support Beijing’s
broader strategic imperatives—in this case, its interest in shaping the
media narrative outside the mainland.

The nature of Chinese state involvement in the country’s economy
produces several challenges for the international community. As we saw
in chapter s, in the case of the electric car market, the state may pro-
vide a protective web that prevents foreign firms from competing on
an even playing field. At the same time, economic support from the
state enables Chinese companies to access resources beyond those of
their foreign competitors and to gain a potentially significant advan-
tage when competing to acquire foreign firms abroad. Moreover, the
political objectives of the Chinese state also drive foreign acquisitions
in both natural resources and advanced technologies, which heighten
national security concerns in some host countries.

The global nature of China’s economic interests also contributes to
Chinese efforts to protect the country’s investments and trade routes, as
well as safeguard the hundreds of thousands, if not millions, of Chinese
workers living abroad. For example, the Chinese military was forced to
evacuate tens of thousands of Chinese workers from Libya in 2011 and
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several hundred more from Yemen in 2015. As a consequence, Chinese
scholars and officials are revisiting the country’s historical reluctance
to establish military bases overseas and formal alliances with other
countries.

Allies and Bases or NOT

In 2010, renowned Fudan University scholar Shen Dingli published a
little-noticed article arguing that China should consider establishing
military bases overseas. Shen envisioned these bases as enabling China
to respond to threats such as countries trying to block China’s trade
routes or secessionist efforts outside the mainland (presumably he is
including Taiwan along with Hong Kong). He also suggested that they
would afford China opportunities to retaliate against an attack from
within the host country. Most important, Shen argues, these bases are
essential to the Chinese navy’s ability to restrict potential enemies’ ac-
cess to international waterways.'??

Shen’s view, at the time supported primarily by members of the
Chinese military and dismissed by many in the government, repre-
sents a distinct break from deeply embedded foreign policy principles
of noninterference in the domestic affairs of others and nonalignment.
Afraid to have others meddle in China’s affairs and to become entan-
gled in military conflicts that do not directly affect China, Beijing has
traditionally shied away from formal alliances and the establishment of
any overseas bases.

In 2016, however, the Chinese military established its first overseas
military logistics base in Djibouti. (Djibouti also hosts U.S., Italian,
French, and Japanese troops.) According to Chinese officials, the base
is designed to provide logistics and rest for Chinese troops and naval

3

vessels, so they can participate in UN peacekeeping operations,'? assist

in noncombatant evacuation operations, and provide support for the
BRI."* While Chinese officials stated that the Djibouti base does not
represent a shift in China’s traditional foreign policy principles, a prece-
dent now exists. The Djibouti base could be the first step in developing
Chinese bases in other places, such as Pakistan or Cambodia.

Bases represent in many respects a natural outgrowth of an increas-

ingly robust, outward-facing PLA. The PLA has sixty-seven military
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academies and trains well over one thousand foreign officers annu-
ally.”® Like American military academies, China’s National Defense
University offers a program for foreign officers; it was initiated in
2012. Latin America is particularly fertile ground: virtually all coun-
tries in the region that recognize China diplomatically send officers;
it the National Defense University, and some also send military offi-
cials to the PLA Army and PLA Navy command schools.”?® China is
also the third-largest source of global arms sales after the United States
and Russia—thirty-seven nations buy arms from China, with the ma-
jority of sales in Asia—and maintains military-to-military relations
with many, if not most of, its aid and investment recipient countries.'*’
In September 2015 it pledged $100 million in military assistance to the
African Union.!?

Beijing also participates in a growing number of joint military ex-
ercises. From 2002 to 2012, China participated in twenty-eight exer-
cises; in 2014 alone, China participated in thirty-one.”” Roughly half
of these exercises are with China’s partners in the regional security
organization, the Shanghai Cooperation Organization, that includes
Russia, Kazakhstan, Tajikistan, Uzbekistan, and Kyrgyzstan.?® It has
also expanded into new partnerships, undertaking joint exercises with
the Singaporean navy, Thai air force, and Malaysian military.”®' At the
invitation of the United States, China also participated in the 2014 and
2016 RIMPAC exercises.

As China has taken the first step toward relaxing its stance against
overseas bases, strategic thinkers have begun to debate the possibility
of China establishing a formal system of allies. Yan Xuetong advo-
cates that China needs both bases and military allies to maintain
political balance in East Asia. Although Yan suggests the greatest op-
portunity for such allies rests with China’s partners in the Shanghai
Cooperation Organization, such as Russia and the Central Asian
states, as well as with traditional Asian partners such as Laos and
Cambodia, he also recommends that China actively seek to establish
alliances with U.S. allies: “The more U.S. allies in this region be-
come China’s allies, the slighter chance for Washington’s rebalancing
strategy to achieve its goal.”’* As for some of the other nations of East
and Southeast Asia—]Japan, the Philippines, Vietnam, and South
Korea—Yan advises that China will need “to be patient to wait for
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the domestic change in these four countries which will change their
policy towards China.”!3

Russia also may provide a unique opportunity for Beijing to estab-
lish a more formal military alliance. The two countries were allied in
the 1950s, although the relationship soon deteriorated and culminated
in military skirmishes and a formal split in the early 1960s. Since that
time, the two countries have had a relationship of convenience. Despite
a deep reservoir of mutual suspicion, cross-border trade and invest-

134 In

ment from China into Russia soared during the 1990s and 2000s.
addition, the two countries have a long history of voting together in
the United Nations, particularly through the use of their veto power
on the UN Security Council. (Over the past decade, they have joined
hands to veto Security Council resolutions condemning political re-
pression in Myanmar and Zimbabwe, and several resolutions on Syria.)
Most often the two advocate noninterference and condemn overreach
by the Security Council.'®® Russian President Vladimir Putin refers to
Xi Jinping as a “very good friend and reliable partner” and uses the
words “close ally” to describe China.’*® China also stood aside when
Russia invaded Ukraine in 2013, electing not to criticize Moscow or
join in the international sanctions for Russias violation of Ukraine’s
sovereignty, and Russia has been noticeably silent on China’s behavior
in the latter’s maritime disputes with its neighbors. The two countries
have also made an effort to keep economic competition in Central Asia
at a minimum by finding common ground between China’s BRI and
Russia’s proposed Eurasian Economic Union.

Scholars such as Lingnan University’s Zhang Baohui point to a
more than decade-long strengthening of ties, including the two coun-
tries’” first land, air, and sea joint military exercises in 2005, in which
the Chinese PLA journal Peoples Liberation Army Daily (jiefangjun
bao, FETEAR) stated that the military exercise signaled strategic in-

t.)7 Since then, the two countries have undertaken a number of

ten
naval exercises together, and in the context of a China that seeks more
formal security partnerships, and a Russia that seeks to bolster its global
standing, the two countries may form a closer strategic partnership, if
not a formal alliance.

Still, Chinese officials routinely dismiss talk of an alliance with

Russia, noting that the two countries differ on a few issues and that
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some Russians resent Chinas growing influence and distrust Chinese
intentions."® Chinese scholars also have written dismissively of Russia’s
military prowess, arguing that Chinese military hardware is now, in
some cases, more sophisticated. Zhou Bo, an honorary fellow at the
PLA’s Academy of Military Science, argues, “China doesn’t need alli-
ances for survival” since allies are only necessary to safeguard against
potential aggression and “the non-alliance is one of China’s highest
moral grounds.” He also suggests that a Chinese alliance with Russia
would only serve to increase tensions for both nations with the United
States.

China’s relationship with North Korea has most closely approximated
a traditional alliance in the past. For decades, the Democratic People’s
Republic of Korea (DPRK) was considered China’s closest partner, and
the two countries have a mutual defense treaty. Beijing also remains
Pyongyang’s top trading partner, responsible for 70 to 8o percent of
North Korea’s trade, worth approximately $6.86 billion at its peak in
20141 Since 2009 China has also been the only nation to continue to
provide food aid,'*! and it is the source of an estimated 70 to 8o percent
of North Korea’s energy supplies.'4?

Since 2011, however, the belligerent and often erratic behavior of the
DPRK leader Kim Jong-un, has strained relations. Chinese leaders were
rattled by the execution in December 2013 of Kim Jong-un’s uncle Jang
Song-thaek, who was considered reform-oriented, a source of stability
and maturity, and was trusted by the Chinese.'*> Kim Jong-un and Xi
Jinping did not meet throughout Xi’s first five-year term in office.

Moreover, during 2016 and 2017, the accelerated pace of North
Korea’s ballistic missile and nuclear weapons testing programs, in-
cluding a nuclear test near China’s border. This, along with the assassi-
nation of Kim Jong-un’s half-brother, Kim Jong-nam (allegedly at Kim
Jong-un’s behest) and President Trump’s more aggressive U.S. posture
toward North Korea combined to persuade China to agree to progres-
sively tougher UN Security Council sanctions on Pyongyang, including
on North Korean coal, seafood, and iron ore exports.

Beijing also tried diplomacy to reduce tensions on the Korean
Peninsula. In March 2017, Chinese Foreign Minister Wang Yi proposed
a “freeze for freeze” in which the United States and South Korea would
suspend their large-scale military exercises in exchange for North Korea
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halting the development of its missile and nuclear activities. The pro-
posal failed to gain support from the relevant parties. However, Xi
Jinping continues to advocate for a diplomatic solution.

There is an active debate among Chinese scholars over Beijing’s policy
toward the DPRK. Hu Bo, a senior fellow at the Pangoal Institution,
for example, has argued that China has been too passive in the face of
the deteriorating situation and should strengthen its deterrent capabil-
ities and plan for the full range of eventualities. Hu implies that military
action may even be necessary to keep the situation from deteriorating
further.!4
one hand, China should maintain openness to improving ties with the
DPRK if the opportunity should present itself. Yet at the same time,
Shi is critical of China’s call for U.S.-DPRK negotiations for a peace
treaty in the wake of the DPRK’s nuclear tests. He argues that the pro-

In a highly unusual essay, Shi Yinhong argues that on the

posal was based on number of “highly doubtful” premises including

that the DPRK is developing nuclear weapons to deter security threats,
that the DPRK will believe in U.S. commitments, and that the DPRK
will not engage in strategic deception.!®>

According to a senior Chinese foreign ministry official, however, de-
spite the North Korean refusal to cease its testing program and provoc-
ative behavior, there remains strong backing among conservative CCP
officials for staying close to North Korea. For some, the primary driver
is fear of instability across the border that might spill into China; for
others, however, North Korea provides an important bulwark against
democratic South Korea and its ally the United States.

Prospects for Beijing to establish formal alliances with some of its
nominally closest security partners, Russia and North Korea, remain
challenging—Ilimited by mutual suspicion and/or competition. Perhaps
in part, as a result, Xi Jinping has also articulated an alternative no-
tion: a “Community of Common Destiny” or a “Community of Shared
Future for Mankind.”*® Rooted in ideals of greater interdependence
and integration among nations, such as that advanced by the BRI, Xi’s
vision calls for a new approach to international relations—one that is
rooted in shared, as opposed to, national interest.¥” Chinese foreign
policy analysts have been dispatched to expound on the idea in their
writings and in meetings with foreigners, producing a wealth of discus-
sion on the topic.
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While Xi’s proposal has been dismissed by some foreign analysts as
merely another aspirational call for a better world, 8 it is, in fact, an
attack on the traditional world order and U.S.-led system of alliances.
Xi argues that international relations should be premised on “partner-
ships rather than alliances’—alliances are an outdated relic of the Cold
War.'¥? For Xis idea to gain traction among countries wedded to their
historical alliances, however, it will require that China itself be per-
ceived as an actor that lives up to its own ideals: putting shared inter-
ests before its own, and providing an attractive model of partnership.
China’s difficulties in wielding soft power suggest that this will be a
daunting task.

China’s Not-So-Soft Soft Power

Central to Xi’s rejuvenation narrative is the ability of China to attract
other nations and people through its achievements, values, and culture.
In many respects, it has proved a far more challenging effort than many
in China had anticipated. The underlying cause of the leadership’s diffi-
culty in many instances is unavoidable—China’s political system.

On June 1, 2016, Chinese Foreign Minister Wang Yi went viral.
Standing before the Canadian press corps with Canadian Foreign
Minister Stephane Dion, Wang answered a question that had been asked
of and answered by Dion. The politically sensitive question concerned
Chinese human rights and the case of a Canadian citizen detained in
China since 2014 on espionage charges. Displaying distinctly undiplo-
matic behavior, Wang attacked the reporter, angrily stating: “Your ques-
tion is full of prejudice and against China and arrogance . . . I don’t know
where that comes from. This is totally unacceptable . . . other people don't
know better than the Chinese people about the human rights condition
in China, and it is the Chinese people who are in the best situation, in
the best position to have a say about China’s human rights situation.”"°

Even as China’s economy and military assume world-class status, its
political system hinders its quest for soft power throughout much of
the rest of the world. Wang’s outburst speaks not to the question posed
by the reporter, a form of which is asked at many official news confer-
ences, but rather to the challenge China faces in moving the interna-
tional narrative beyond its focus on issues of human rights and China’s
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repressive political system. Despite China’s best efforts, its quest for soft
power remains elusive.

Chinese officials first began focusing on soft power in the early
1990s; Harvard University scholar Joseph Nye’s book on the topic was
translated into Chinese in 1992, sparking interest and discussion among
Chinese scholars at the time."! It was not until 2007, at the 17th Party
Congress, however, when President Hu Jintao linked the rejuvena-
tion of China with the country’s ability to project soft power, that it
became a more formal component of Chinese foreign policy."* Soft
power meant commanding the world’s respect not only for China’s ec-
onomic and military achievements but also for its political and cultural
accomplishments.

Xi Jinping adopted Hu’s effort as his own. In 2014, he proclaimed,
“We should increase China’s soft power, give a good Chinese narrative,
and better communicate China’s message to the world.”>* Many of Xi’s
efforts have built on those of his predecessor—providing grant aid to
developing countries, fostering Chinese language and culture through
government-funded Confucius Institutes worldwide, positioning
Chinese media in critical foreign markets, and supporting Chinese
think tanks. In each of these areas, however, the very presence of the
state and state priorities often undermine the government’s efforts to
improve its soft-power standing.

Cultural Conditioning

A central element of China’s effort to promulgate soft power has been
the establishment of more than four hundred Confucius Institutes—
Chinese government-funded institutes to promote Chinese language in-
struction and cultural offerings worldwide. Yet the Confucius Institutes
have also become lightning rods for controversy. Western university
faculties have expressed concern that the Confucius Institutes compro-
mise academic integrity, for example, by pressuring universities not to
host controversial figures such as the Dalai Lama. In a few cases, such
as that of the University of Chicago, faculty opposition has led an insti-
tution to close its Confucius Institute.’>*

As George Washington University professor David Shambaugh has de-
tailed, China has also established an extensive global media presence to shape



220 THIRD REVOLUTION

the image of China outside the country: Xinhua News Agency has 170
bureaus abroad; China Central Television broadcasts in six languages and
has production operations in Nairobi, Kenya, and Washington, DC;">
and China Radio International covertly controls more than thirty radio
stations in fourteen countries, whose broadcasts are notable for their ex-
clusion of commentary unfavorable to Beijing. A report on the widespread
demonstrations in Hong Kong in support of free elections, for example,
stated that the demonstrations had “failed without the support of the
people in Hong Kong.”>

Chinese scholars are well aware of the limitations of their
governments efforts. Zheng Yongnian, now director of the East
Asian Institute at the National University of Singapore, suggests that
both Confucius Institutes and the Chinese media effort are “instru-
mental”—government-directed efforts at external publicity that “lack
substance and are sometimes counterproductive.” For Zheng, the only
way for China to develop real soft power is for the country to liberalize
its knowledge system by separating it from political control. He sums
up the situation in stark terms: “The reality in China is: the wealthier
the country, the more money the rulers control, the more severe the
poverty of thought, and hence the more the civilization declines.”™”

President Xi’s efforts to develop think tanks with “Chinese character-
istics” to counter what he believes to be a narrative about China dom-
inated by the West have encountered similar criticism. Xi originally
proposed the idea in 2013, but by 2015, he acknowledged that the effort
had not succeeded and announced a second initiative to create fifty to
one hundred high-end think tanks and centers capable of competing
internationally.® One such think tank based at Renmin University
has received private funding of $50 million and is headed by a former
Global Times editor. Yet far from welcoming debate and the competi-
tion of ideas between Chinese and Western think tanks, the former ed-
itor has called for Beijing to develop a blacklist of foreign scholars who
write critically of the regime."

Other Chinese scholars are also skeptical of Beijing’s ability to deliver
on Xi’s ambition. Hong Kong University of Science and Technology
professor Ding Xueliang offers a potent critique of Xi’s initiative: “Think
tanks exist to let scholars analyze, discuss about, and evaluate drawbacks
and mistakes in senior-level decisions, and to criticize or come up with
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potential policy alternatives and improvements. What is the point of
spending money and building think tanks if everyone simply ‘unswerv-
ingly supports, agrees, and follows’ the existing policy?”1°* Think tanks
earn their international reputation by being independent of govern-
ment influence, rooted in critical thinking, and open to discovery and
debate; otherwise, their work will be discounted. As Ding suggests,
limitations on public debate in China will almost certainly constrain
the ability of these think tanks to achieve Xi’s objective of conveying a
convincingly attractive picture of China today.

At a fundamental level, China’s efforts to promote soft power
are hampered by the nature of its political system. At the 19th Party
Congress, Xi Jinping proposed China as a model for other countries
to emulate, for the first time directly challenging the United States and
other liberal democracies as the political ideal. Yet it is not clear what
precisely constitutes China’s political model and whether other coun-
tries that are not led by a communist or otherwise authoritarian dicta-
torship can effectively follow China’s example. Moreover, as Wang Jisi
has argued, China’s internal problems, including economic inequality,
environmental pollution, and the lack of the rule of law, constrain the
appeal of a China model. He notes that the best way for China to im-
prove its soft power is to improve itself, and if China pushes too hard,
it will trigger a backlash from other countries.®!

China experienced such a backlash during summer 2017, when it was
reported that the communist party’s United Front Work Department
had sought to influence Australian politicians and the overseas Chinese
community to support Beijing’s political objectives. As a result, the
Australian government has begun consultations on how to develop laws
to safeguard against CCP influence in local and national politics. Still,
China is actively involved in training the next generation of political
leaders in a number of developing countries. In Africa, for example,
Beijing provides thousands of scholarships for African government of-
ficials to spend a period of time as short as two to three weeks or as
long as a few years studying in China. In South Africa, Beijing even
funds a party-building school to train members of the African National
Congress in areas such as cadre development and media relations.

Underlying Wang’s relatively negative assessment of China’s soft
power is also an understanding that soft power traditionally emerges
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organically—from values and ideals, from popular brands identified
with a certain country, and from a nation’s cultural achievements. To
be persuasive, they also need to reflect the reality of the country. The
repressive nature of China’s current political system, as well as its so-
cietal problems, limits its appeal globally. Its contemporary culture is
also constrained by political restrictions. The still underdeveloped and
under-resourced civil society sector in China further means that China
does not gain soft-power value from Chinese environmental, public
health, or service-oriented international NGOs that operate in the de-
veloping world. And while, over time, Chinese brands may well hold
global appeal, to date, only few, such as Alibaba and Haier, are recog-
nizable names, and the nature of their businesses—online services and
household appliances respectively—is unlikely to serve as a driver of
Chinese soft power.

China is not yet a leading purveyor of soft power in the traditional
sense. However, many countries celebrate China for its own brand of
soft power: an ability to identify and address the developmental needs
of other countries.

Bearing Gifts

One of Singapore’s most senior foreign policy officials expressed his
frustration as he explained to me why the United States was falling
short in Southeast Asia when compared with China: “The Chinese sit
down and go around the table and say, we will give you this, we will give
you that. They always come with gifts. You [the United States] never
do that” He is right. When Chinese leaders come calling, their visits
are often heralded by a multibillion-dollar aid and investment package.
Throughout the developing world, presidential palaces, soccer stadiums,
bridges, and hospitals all bear a Chinese imprint. For China, such ec-
onomic influence has long been an important element of its power. As
Renmin University scholar Pang Zhongying has commented, huairou
(PAZ)—which means pacifying and winning the hearts of foreigners
through tributary trade—is an ancient Chinese ruling strategy and is
better suited to China than the American concept of soft power.¢?
China does not publish project-level data or annual bilateral data
concerning its financing activities abroad,'®® which makes it difficult
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to know precisely how much China is actually doing in terms of ei-
ther FDI or overseas development assistance. It doesn’t comply with the
rules of the Organization for Economic Cooperation and Development,
such as ensuring that overseas development assistance has a grant ele-
ment of at least 25 percent. In addition, both Chinese and international
media tend to conflate pledged aid and investment with realized aid
and investment, contributing to an exaggerated sense of the level of
Chinese investment throughout the developing world.

Lowy Institute scholar Philippa Grant notes that 8o percent of
Chinese “aid” in the Pacific is in the form of concessional loans (loans
granted with particularly low interest rates and/or with long grace
periods for repayment) rather than grants or interest-free loans. Most
of these loans are tied to Chinese goods and services.'** Xi Jinping’s $60
billion aid package for Africa, announced in December 2015, included
an explicit commitment of $35 billion in export credits and loans and s
billion in grant aid. Chinese largesse thus rarely comes without a price,
but it generally results in projects that are completed far more quickly
than otherwise would have been the case.

While Chinese and foreign media typically laud Chinese foreign
investment and development assistance, Chinese citizens are not uni-
formly supportive of such largesse. In one instance, the Chinese public
criticized Xi Jinping’s support for a $2 billion South-South Cooperation
Assistance Fund given that China boasted a per capita GDP that
hovered around only $8,000. The government’s response to the criti-
cism stressed the political and economic benefits that China will receive
from such assistance: an improved international image, stronger bilat-
eral ties, and increased opportunities for Chinese exports.!®

As measured by polling data, China’s brand of soft-power engage-
ment has seemingly had mixed results. Africa boasts the highest popular
approval ratings for China, where roughly 70 percent have a favorable
view of the country. Elsewhere in the world, however, support is less
convincing. According to a 2016 Pew Foundation report, only 37 percent
of Americans hold a favorable view of China, a slight decrease from the
2015 favorability rating of 38 percent. (Opinions in Europe, nonetheless,
differ widely by country—with Greece posting a favorability rating of
57 percent and Spain only 28 percent. On average, however, European
countries surveyed hold favorability ratings for China roughly at the
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same level as the United States.) Asia, like Europe, demonstrates widely
disparate views: Australia reports a positive view of 52 percent, while
Japan ranks at the bottom of the global survey with only 11 percent of
Japanese viewing China favorably.!®® The mixed results reflect a variety
of factors such as the level of security and economic threat perceived by
people in the countries surveyed, as well as a fear of Chinese political
influence. Near-term events, such as trade disputes, also shape people’s
perception of Beijing.'” The results suggest that however positive China’s
intentions, other countries’ citizens are persuaded more by the results of
Beijing’s engagement. This same gap between intentions and actions or
rhetoric and reality emerges in China’s efforts to establish itself as a leader
in addressing global challenges.

The World Is China’s Oyster

The year 2014 marked China’s coming-out party in the world of global
governance. Xi Jinping called for China to play a more significant role
in contributing to meet global challenges, arguing that the country
should be prepared not only to help write the rules of the game but also
to construct the playground on which the game is played.!®8 His state-
ment marked another break from the Chinese tradition of assuming a
low profile in international affairs and a departure from Beijing’s oft-
repeated assertion that as a developing country, it could not claim a
leadership role in addressing global challenges. On issues as diverse as
climate change, the Ebola epidemic, Internet governance, and manage-
ment of the Arctic, China’s role in responding to global challenges and
establishing the norms that govern public goods is growing,.

In November 2014, after years of rejecting any public commitment
to reduce its greenhouse gas emissions, President Xi stood alongside
President Obama and the two leaders jointly committed their coun-
tries to take action to reduce their contributions to climate change. The
United States pledged to reduce its emissions by 26-28 percent below its
2005 level by 2025, and China pledged to achieve “peaking of CO, emis-
sions” around 2030 and to increase the share of renewables in its energy
mix to approximately 20 percent by 2030.1% Together China and the
United States, the world’s first- and second-largest contributors of CO,
emissions respectively, breathed new life into the sputtering climate
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negotiations. The following year, in the lead-up to the final round of
climate negotiations in Paris, Washington and Beijing produced yet an-
other declaration with side-by-side commitments, helping to bring the
global negotiations to a successful conclusion.'””

At the same time, China dramatically increased its contribution to
the fight against the Ebola virus in West Africa. Traditionally, China
has not been a major player in disaster relief or humanitarian con-
cerns, putting just 0.4 percent of its foreign aid toward humanitarian
relief.””" And when the crisis broke in spring 2014, China’s response
was underwhelming. It pledged just $161,000 per country."”? Criticism
from the international community came quickly. China was among
the largest trading partners and a significant investor in the three most
affected countries: Guinea, Liberia, and Sierra Leone.””? Yet other
countries’ assistance dwarfed that of China. The United States pledged
$313 million," the United Kingdom $202 million,"”® and the European
Commission stepped forward with $192 million. Even Cuba pledged
more financial assistance and twice the number of medical workers
offered by China.”” In the face of international pressure, particularly
from the United States and United Nations, China rethought its re-
sponse, stepping up to the plate with a more significant contribution—
both financially and in terms of medical assistance to the relief effort.
Eventually China provided a reported $120 million in aid to the af-

77 as well as 170 medical workers to Liberia.'”®

fected countries,!

China’s cooperation and leadership were critical to meeting the
threat of global climate change and Ebola. Yet its commitments did not
come easily, and its efforts were not commensurate with its capabilities.
China’s climate change pledge represented only minimal new commit-
ment over what the Chinese government had already planned to do;
and in the case of Ebola, the Chinese contribution was only 3 percent
of what the United States pledged. Nonetheless, both cases provide in-
itial evidence that Xi’s ambition for global leadership can be leveraged
in positive ways for greater Chinese participation in addressing global
threats.

China is less reticent about asserting its interests when it believes
its economic or security needs are directly at stake. In areas such as
Internet governance and overseeing the global commons, China
is positioning itself to play a far more significant role than in years
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past. Unfortunately, its interests bring it directly into conflict with the
United States.

Stalking the Cyber Realm

China’s perspective on Internet governance is almost diametrically op-
posed to that of the United States and other liberal democracies. China
supports a greater role for intergovernmental regulation of the Internet
because it grants primacy to the state in determining norm setting. The
United States and most other Western nations, in contrast, emphasize a
“multistakeholder” model that includes governments, civil society, ac-
ademia, business, and others.'”? China also uses the term “information
security” rather than “cybersecurity” to signal its desire that a much
wider range of online information should be regulated and controlled
by the state.'

Unsurprisingly given its efforts to control the flow of information
coming into China from abroad, China is very active in international
negotiations on cyber-governance. During the UN cyber negotiations
in 2015, China attempted—unsuccessfully—to advance its state-cen-
tered model of Internet governance and restrictive notion of Internet
freedom."! According to some negotiators, China sought to ensure that
state control over the Internet was enshrined in the final document, in
particular pushing for the word “multilateral,” which was considered
code for states making the rules. In the end, many of the changes or
points China wanted were not ultimately adopted, such as the add-
ition of a phrase on “the sovereign right of states” and the elimination
of phrases such as “freedom of expression” and “democratic.”®* The
document did include a sentence advocated by China, which stated,
“We recognize the leading role for governments in cybersecurity mat-
ters relating to national security,” but this was followed by another
line emphasizing the importance of the roles and contributions of all
stakeholders.'® At China’s own World Internet Conference just days
after the UN meeting, Xi reiterated his commitment to Chinese pri-
orities, noting: “We should respect every country’s own choice of their
internet development path and management model, their internet
public policy and the right to participate in managing international
cyberspace . . . . There should be no cyber-hegemony, no interfering
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in others’ internal affairs, no engaging, supporting or inciting cyber-
activities that would harm the national security of other countries.”!34
Xi’s comments suggest little chance that he will accept the norms es-
tablished in the nonbinding UN document, and, at the same time, he
is forging agreements with Russia and other states, such as Cuba, that
share his expansive understanding of the inherent dangers posed by a

largely unregulated flow of information through cyberspace.

The Arctic Is China’s Backyard

Heilongjiang, China's nothernmost province, is almost fifteen hun-
dred miles away from the Arctic. Despite this, and while no part of
China actually touches the Arctic, China has begun to insert its voice
into the regime governing the fate of the region and its resources. The
Arctic Council, which consists of the eight Arctic nations—Canada,
Denmark, Finland, Iceland, Norway, Russia, Sweden, and the United
States, as well as six indigenous peoples—was founded in 1996."%> While
China is not a member, in May 2013, it attained observer status, along
with India, Italy, Japan, Singapore, and South Korea.!3¢

China has quietly but insistently campaigned for a larger role in Arctic
governance. It has argued that under the United Nations Convention
on the Law of the Sea, the Arctic Ocean is a shipping commons.'®” Rear
Admiral Yin Zhuo, for one, has stated that the “Arctic belongs to all the
people around the world, as no nation has sovereignty over it . . . China
must play an indispensable role in Arctic exploration as we have one-
fifth of the world’s population.”®® China also has established an ex-
tensive polar research effort: its Polar Research Institute of China in
Shanghai has more than one thousand staff,'® and cooperative research
efforts are underway with research centers in at least five of the eight
Arctic Council member states: Sweden, Finland, Norway, Denmark,
and Iceland. The Polar Research Institute of China’s objective is to par-
ticipate in “relevant working group meetings of the Arctic Council and
increase China’s influence” in Arctic issues.””® In addition, China has
invested in resource-extraction projects in several of the Arctic coun-
tries; and Chinese government officials have stated that they plan to
expand their cooperation with Nordic countries from research to ship
building, shipping, and resource development."”! Chinese scholars have
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also contributed to the campaign by routinely describing their country
as a near-Arctic state or a polar power. Chinese scholar Tang Guoqiang
goes so far to suggest that China could act as a spokesperson for the
non-Arctic states, representing their views and interests in discussion
with the Arctic Council .*?

China’s interest in the region is straightforward. The region is rich
in resources: oil and gas, fish, and minerals, among them. According
to one estimate, it holds one-third of the world’s natural gas reserves,'
as well as uranium and significant reserves of rare earths. Rare earths,
in particular, are vital to Beijing’s plans to become a world leader in
clean technologies, and China is rapidly exhausting its own vast reserves.
Greenland alone has the capacity to meet 25 percent of world demand
for rare earths, and China has developed several natural resource in-
vestment projects with the country.® Smaller Arctic countries such as
Iceland are excited to partner with China given Beijing’s significant fi-
nancial and research capacity. China is also interested in the Arctic for
trade reasons. As the climate changes and the Arctic ice melts, three new
trade routes may open that will dramatically reduce cargo transport time
and help China avoid the security challenges of traditional routes such
as the Strait of Malacca. Already, Denmark and China are discussing
cooperation to explore these new routes. And Liu Cigui, the director of
China’s State Oceanic Administration, has linked China’s policy toward
the Arctic directly with its broader foreign policy goals, stressing its link
with Beijing’s objective of becoming a maritime power.!””

The Chinese are aware that their involvement, particularly in re-
source extraction, will be viewed with some suspicion. Chinese scholar
Jia Xiudong has tried to defuse tensions, noting, “China’s interest and
involvement in the Arctic are more for having options in case of emer-
gency rather than resource plundering.”'° Moreover, while Greenland
is resource rich but population poor, the country’s deputy foreign
minister has taken great pains to reassure the world of its political ca-
pacity: “We are, in mining terms, a frontier country. But we are not a
frontier country like frontier countries in Africa or South America.. . . .
We have evolved over 300 years a solid legal framework, a well-educated
population, rules, democratic institutions and a strong society.”"’

No single Chinese measure to enhance its economic, political, re-
search, or security position in the Arctic provides Beijing a voice in
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Arctic Council decision-making. Membership in the Arctic Council,
moreover, is preordained by geography. Nonetheless, by becoming a
major investor in the region, as well as a source of research capacity,
China is attempting to change the facts on the ground in a manner that
demands the other players take greater account of Chinese interests.

Conclusion

The question up for debate at New York University’s Skirball center in
mid-September 2017 centered on whether U.S. President Trump was
“making China great again.” My fellow debater Harvard Law School
professor Noah Feldman supported the proposition, arguing that
President Xi would fill the vacuum of global leadership left by President
Trump’s “America First” policy. Moreover, he argued, regional actors
were looking for a degree of economic stability that only China could
provide, again in the absence of U.S. leadership. For me, in contrast, the
answer was an incontrovertible no. No country can make another great,
and greatness is not a zero-sum game—when U.S. greatness dimin-
ishes, China’s does not automatically increase. In addition, I argued,
greatness has to be earned, and in the words of Winston Churchill, the
price of greatness is responsibility.

Xi Jinping seeks greatness for China. It is embodied in his call for
the rejuvenation of the great Chinese nation. The trappings are there: a
world-class military, a game-changing economy with world-class
technology, and a global footprint that matches—and perhaps even
exceeds—that of any other country. Yet, Xi’s quest remains largely un-
realized. He has established institutions such as the AIIB and BRI with
China in a position of leadership, but their value and import have yet to
be realized. His efforts at soft power have largely fallen flat as a result of
the inability of China’s political system to present a set of social norms,
political values, and cultural dynamism that attracts large segments of
the world’s population. Positive steps to build an economic commu-
nity in Asia are undermined by aggressive military actions in the re-
gion. And, as this chapter has argued, true responsibility, along the lines
Winston Churchill describes, largely eludes Xi Jinping’s China.

Yet for the United States and the rest of the world, Beijing’s more
ambitious foreign policy, when coupled with its efforts to wall off its
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domestic polity, demands a fresh approach. There are new opportun-
ities to leverage Xi’s ambition for leadership and important new obs-
tacles to forging a constructive relationship. Managing both requires
an understanding of China’s domestic and foreign policy dynamics and
how they intersect and conflict with U.S. interests.



8

The Road Forward

SPEAKING AT THE APEC summit in Lima, Peru, in November 2016,
Chinese President Xi Jinping assured the world that China would re-
main a standard-bearer for globalization. He stated: “Sealing off and
excluding others is not the correct choice . . . China will not shut the
door to the outside world but open more . . . . We're going to en-
sure the fruits of development are shared.” Xi’s words were welcomed
worldwide. If China were prepared to defend globalization against the
seeming threats of protectionism and isolationism emerging in much
of Europe and the United States, the rest of the world, or at least most
of the nations of APEC, were prepared to stand behind it. And, if there
had been any doubts concerning Xi’s commitment, they were allayed
two months later when Xi became the first Chinese president to travel
to the epicenter of globalization, the World Economic Forum’s an-
nual January gathering in Davos, Switzerland, and deliver yet another
rousing defense of globalization.

In several respects, China is already a leading pillar of the global-
ized world. It is the largest trading power in the world; tens of mil-
lions of Chinese travel abroad annually; and of the five permanent
members of the UN Security Council, it deploys the largest number
of peacekeeping troops in the world. Throughout the 2000s, China
also became one of the world’s top recipients of FDI, welcomed for-
eign universities and NGOs to assist in the country’s development,
and sent as many as half a million students to study abroad every
year. China’s military is also expanding its domain: it has established
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its first logistics base in Africa, enabling its military, for the first time,
to boast a global presence, and Beijing is developing ports in strategic
regions that serve not only commercial but also security interests. In
addition, Xi Jinping’s initiatives, such as BRI, the FTAAP, and the
AIIB extend well-beyond the Asia-Pacific region and establish China
as a creator of new institutions that promote a more globalized and
integrated world through lower tariff barriers for trade and greater
ease of investment. The current Chinese leadership has also assumed
a greater role in organizations such as the IMF and hosted the G2o,
the annual conclave of twenty of the most important economies in
the world.

Xi has also accelerated the drive of his predecessors to become a
global power through soft power. He has used Confucius Institutes to
spread Chinese language and culture throughout the world, initiated a
program to develop world-class think tanks that will present a Chinese
government perspective on the country’s domestic and foreign policies,
and supported an aggressive and well-funded state-run media cam-
paign to advance Beijing’s message.

Yet the China that has emerged under Xi Jinping is in equal measure
a threat to the underlying principles of globalization and to the lib-
eral world order. It demonstrates few of the attributes of a globalized
country, much less a global leader in support of liberal political and
economic values and institutions. Xi Jinping has sought to control the
flow of capital leaving the country, to restrict opportunities for foreign
firms to compete with domestic companies in critical areas such as
clean energy, and to force multinationals to transfer core technology in
order to do business in China. Contrary to the very essence of globali-
zation, Xi has moved to reverse the trend of greater flows of information
between China and the outside world. New regulations seek to restrict
the ability of professors to use Western social science textbooks or to
discuss Western ideas of governance and economics in the classroom.
The party increasingly circumscribes the range of foreign television
and other media content available to avoid the passive indoctrination
of the Chinese people with Western values. And new restrictions on
Internet content, as well technological advances, constrain the free
flow of information in the cyber world. The Law on the Management
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of Foreign NGOs establishes new boundaries for interaction between
Chinese civil society and their foreign partners, limiting the ability of
foreign NGOs to support their Chinese counterparts financially and to
undertake joint projects. China has demonstrated a willingness to ig-
nore the tenets of international law by rejecting the unfavorable ruling
it received regarding its sovereignty claims in the South China Sea.
Globalization implies the free flow of information, capital, and people,
which, in turn, contributes to an increasingly interdependent and inte-
grated world. The China that has emerged under Xi Jinping, however, is
ambitious to lead but embraces globalization insofar as it controls the flow
of ideas, as well as human and financial capital. While this rejection of an
open market for ideas and capital brings with it inefhiciencies and waste,
these are costs that the Chinese leadership is willing to bear to realize a
longer-term strategic vision. The United States needs to recognize that
Xi Jinping’s Third Revolution presents a new model of Chinese behavior
at home and abroad and adjust its expectations and policies accordingly.

How the United States Looks at China

Xi Jinping’s ambition for China to play a larger role in shaping the
world’s norms and institutions and to assert its presence more forcefully
in its own neighborhood has provoked a rethinking in the United States
(and elsewhere) about the nature of Chinese power and its implications
for the rest of the world. There is, however, very little agreement among
American scholars and policymakers as to China’s ultimate objectives
or the appropriate U.S. response. Some, such as American foreign
policy scholars Robert Blackwill and Ashley Tellis, suggest that China’s
intention is to threaten U.S. national interests, weaken its alliance
system, and replace the United States as Asia’s dominant power.? They
argue that a smart response would be for Washington to balance against
China as it once did against the Soviet Union. Such balancing would
include establishing preferential trading agreements with U.S. allies and
friends that consciously exclude Beijing; levying economic sanctions on
China if it does not reduce the level of state intervention in areas such
as currency and trade; preventing China from acquiring military cap-
abilities that would allow it to inflict “high-leverage strategic harm” on
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the United States; and strengthening the capacity of Washington’s allies
on China’s periphery.

Others, such as China military experts Lyle Goldstein and Michael
Swaine, argue that China does not seek to push the United States out
of the region; instead, China desires only to carve out a space for its
security commensurate with its rising capabilities.® Its assertiveness,
they argue, stems from fears, uncertainties, and insecurities, as well as
a certain amount of opportunism. In their eyes, Chinese actions are a
natural outcome of the country’s increasing capacity to meet the threat
it believes it faces from the United States’ long-standing dominance in
the Asia-Pacific region. They fault U.S. policy on the grounds that it
contributes to Chinese insecurity, which in turn, they argue, leads to
greater Chinese assertiveness.

The answer these analysts posit, rests in a strategic reassessment by
both the United States and China: Washington should “rethink its
objective of primacy” and Beijing should “recalibrate its own sense of
strength.” In their eyes, a broader shift in military capabilities and eco-
nomic power away from the United States and toward China, as well as
other emerging markets, is underway, meaning it is unrealistic to think
of the primacy of one nation. The United States should therefore find
a way to accommodate China’s rightful desire for a greater voice and
role in international affairs and institutions, while China should find
ways to reassure its neighbors. Such a recalibration of each side’s base-
line demands would then pave the way for a series of reciprocal actions
that could reduce tensions and mistrust, and build confidence through
mutual restraint.

A third camp, epitomized by China scholar Thomas Christensen, re-
mains agnostic concerning Chinese intentions, claiming it is too early
to understand clearly Xi’s intended endgame; the United States thus
needs to prepare for any eventuality. As Christensen argues, U.S. policy
should embrace the concept of a strong U.S. presence in the Asia-Pacific
region but pursue a more deeply committed version: Washington needs
to increase its diplomatic efforts to engage China in regional and global
governance, but simultaneously maintain a strong military presence in
the region. Any Chinese insecurity that might result from increased
U.S. military activity would probably benefit the United States by en-

couraging Chinese officials to be more accommodating. At the same
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time, Washington should provide China’s neighbors with the opportu-
nity to cooperate with the United States in security, economic, and dip-
lomatic relations without jealously begrudging their positive economic
and diplomatic relations with China.

While each of these perspectives differs in its understanding of
the nature of the U.S.-China relationship and its prescription for
U.S. policy, together they offer a set of important reminders for
U.S. policymakers as to how the United States should think about its
policy toward China. First, U.S. interests should be placed front and
center. It is easy for the United States to become reactive, formulating
policy largely in response to the stream of initiatives that seems to
pour out of China on a daily basis. Yet that gives every advantage to
China and leaves the United States without a strategy or context for
its policy. Second, the United States should constantly reevaluate its
long-term interests and capabilities in light of those of other actors.
China’s rise as a global power, particularly in the Asia-Pacific region,
has the potential to significantly reconfigure power relations over the
coming decade or more. The United States must think now about the
landscape of the Asia-Pacific region a decade out, the role the United
States wants to play, and what it will take to get there. Finally, the “en-
gage but hedge” approach, which has in one form or another been the
dominant U.S. policy toward China since relations were established in
1979, has the virtue of orienting the relationship on a positive trajec-
tory while nonetheless protecting U.S. interests in case China’s inten-
tions are malign.

This study adds a fourth consideration for U.S. policy toward China: a
focus on China’s foreign policy is not enough to guide U.S. policy.
American policymakers must also pay close attention to and address
the domestic changes underway in China, as well as their implications
for Chinese foreign policy and for U.S. actors’ opportunities in China.
The policy of the United States toward China for over four decades has
been premised on two assumptions: first, American values (and to a
lesser extent, interests) are universal and thus worthy of promulgation;
and second, notwithstanding some serious counter-indications, such as
the 1989 Tiananmen Square massacre, as China’s economy develops, its
domestic and foreign policies will evolve in ways generally supportive
of U.S. interests. For the foreseeable future, however, the opposite is
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true. Under Xi’s leadership, China’s domestic political and economic
landscape does not reflect progress toward an open, transparent, or
democratic system.

As such, China under Xi Jinping poses a set of distinct new chal-
lenges. First, Xi Jinping is not only more ambitious to lead in a global-
ized world but also seeks to project the current Chinese political and
economic development model globally. This raises the specter of a far
more difficult international environment for the United States in which
free trade, the free flow of information, and principles of good govern-
ance are routinely challenged by an ever-expanding set of authoritarian
nations.

Second, China’s innovation strategy, the BRI, and SOE reform reflect
non-market principles and behavior that pose a challenge to U.S. eco-
nomic interests at home, in China, and globally. The United States is
ill-prepared to compete against a China that has the political and eco-
nomic wherewithal to accept the suboptimal economic and efficiency
outcomes generated by non-market practices in the near term to try to
ensure market dominance over the long term.

And third, while China takes advantage of the openness of the
United States and other market-based liberal democracies to further
its economic interests and advance its political and cultural influence,
it increasingly constrains opportunities for foreign actors to participate
in China’s political and economic development. This has direct costs
for U.S. business, as well as for the ability of civil society, including
American cultural representatives, NGOs, and universities, to develop
relations with their counterparts in China—historically an essential
pillar of the U.S.—China relationship.

Working with and managing the relationship with Beijing,
therefore, requires not only consistent assertion of U.S. interests
and priorities and attention to China’s foreign policy interests but
also equal consideration of the country’s domestic political and ec-
onomic evolution. In some cases, the United States will need to
reinforce traditional approaches to managing its relationship with
China; in others, it will need to adopt new measures, some of which
have traditionally been rejected as not conducive to a robust U.S.—
China relationship.
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A Workable U.S.—China Policy

The policy of the United States toward China has been remarkably con-
sistent over the past four decades. From one administration to the next,
American presidents have sought to expand and deepen relations with
their Chinese counterparts, while at the same time advancing U.S. prin-
ciples of free trade, freedom of navigation, and democracy, both in
China and more broadly throughout Asia. In the 2000s, for example,
President George W. Bush’s effort to promote China as a “responsible
stakeholder” sought to ensure that China’s rise would support rather
than undermine the international institutions that had been established
and underpinned by these principles. President Obama’s pivot or rebal-
ance toward Asia also projected these same U.S. interests within Asia
through an increased military presence and security cooperation with
allies and partners; a proposed multilateral trade agreement, the TPP;
and political-capacity building in authoritarian countries, including
China, and nascent democracies, such as Myanmar. All of these ef-
forts—whatever form they assumed—rested on the assumption that
U.S. political, economic, and security interests were best served by the
United States investing in institutions and initiatives abroad that re-
flected U.S. values and priorities at home.

President Trump and his administration have raised questions about
whether this assumption is still relevant. The president’s “America First”
policy has translated into the withdrawal of the United States from sev-
eral of its commitments to global and regional leadership, such as the
Paris climate accord and the proposed TPP. President Trump has also
called for other countries to share more of the burden of addressing
global challenges, explicitly accusing them of not paying their fair
share. His comments and initiatives suggest that he does not hold the
same understanding of the intrinsic value of U.S. global leadership that
his predecessors did. He offers a narrower conception of when and how
the United States will lead, and he prioritizes immediate threats to the
United States rather than the development and exercise of institutions
to manage underlying challenges in security and trade.

Within the context of “America First,” the Trump administration’s
China policy has rested primarily on the pursuit of two priorities: first,
resolving the North Korea nuclear challenge, and second, leveling the
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playing field on trade. It has, for example, pressured Beijing to enforce
sanctions on North Korea more effectively, initiated an investigation
into Beijing’s practices on intellectual property and forced technology
transfer, attacked China’s subsidies to robotics companies, and threat-
ened to impose tariffs on Chinese steel imports. It also has pushed hard
on short-term, transactional initiatives to try to yield quick wins, such
as pressing Beijing for access to the Chinese market for U.S. beef.

Yet such an approach will not suffice to meet the larger and longer-
term China challenge. The Trump administration needs a strategic
framework for its relationship with China that establishes U.S. pri-
orities and the diplomatic, economic, and military approaches nec-
essary to realize them. Such a framework will support U.S. actors
in advancing their business or other interests and, by extension,
U.S. influence; provide a much-needed coherence and stability to
U.S. policy that will help prevent minor misunderstandings or mis-
calculations between the United States and China from spiraling
into much greater conflict; and offer U.S. allies the predictability
and surety they require to coordinate with the United States on dif-
ficult China-related issues.

Go Long

The Trump administration has not entirely forsaken the policy
framework of its predecessors. Despite the high-profile indications
of a significant shift in U.S. policy toward China and Asia, there are
also signals of underlying continuities in fundamental values and
priorities. In his speech before the APEC Forum CEO Summit in
November 2017 in Vietnam, President Trump called for a free and
open Indo-Pacific, rooted in a rules-based order.” Implicitly, the pres-
ident conceded that the United States benefits from its leadership
and partnerships in the region. More than s1 trillion of U.S. trade
flows through the South China Sea annually, making regional sta-
bility of paramount importance. Just a day later in the Philippines,
representatives of Australia, India, the United States, and Japan re-
vived the Quadrilateral Security Dialogue—a Japanese initiative
that had been dormant for a decade—in support of common stra-
tegic and economic principles and objectives in the region. Other
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members of the Trump administration, most notably Secretary of
Defense James Mattis and Secretary of State Rex Tillerson, have con-
sistently offered support for a more multilateral, principles-based
foreign policy, calling for the United States to retain its “enduring
commitment to the security and prosperity of the region based on
strategic interests, the shared values of free people, free markets, and
a strong and vibrant economic partnership.”®

Recognizing the changed context of both U.S. and Chinese political
environments, the United States should retain what has worked well for
its policy toward China while adapting to a new political reality. This
requires adopting a set of approaches that reflect a mix of new and old.
These include a renewed push in diplomacy that leverages Xi Jinping’s
ambition for global leadership, an enhanced effort toward multilater-
alism that nonetheless recognizes greater burden sharing, a greater will-
ingness to adopt punitive measures when China flouts agreements or
pursues unfair advantage, and a commitment to strengthen the capacity
of the U.S. government to understand the ongoing and often rapid
transformations in Chinese domestic and foreign policy. Informing and
guiding all these efforts should be a continued U.S. commitment to
its fundamental values, including democracy and respect for human
rights, a market economy and free trade, and support for the interna-
tional institutions that reflect these principles.

Diplomacy First

There are many examples of successful U.S. diplomatic efforts with
China that have yielded important benefits globally. With U.S lead-
ership, the two countries found common ground in advancing global
cooperation on climate change, arresting the spread of Ebola, and
preventing the development of nuclear weapons in Iran. Such coopera-
tion is inevitably hard won. However, Xi Jinping’s ambition for China
to assume a position of leadership in a globalized world has the poten-
tial to provide the United States with greater leverage in encouraging
China to do more on the global stage.

Two areas of pressing importance where both countries could exert
significant leadership and bolster their bilateral relationship are the
global refugee crisis and the North Korean nuclear threat. Although the
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United States itself is less a leader in responding to refugee crises than
previously—now seeking to limit the number of refugees it accepts—it
continues to provide significant financial support globally for refugee
support and relocation. China, however, has remained largely silent
as millions flee conflict in the Middle East. Even more inexplicably,
it has only reluctantly stepped up to help address the refugee crisis in
its own backyard: the more than 650,000 Rohingya flecing violence in
Myanmar and seeking refuge in Bangladesh. It has limited its support
to an offer to facilitate a bilateral dialogue between Bangladesh and
Myanmar and a cautionary statement that the crisis should not slow
down progress on the Bangladesh-China-India-Myanmar economic
corridor—part of Beijing’s BRI.” The United States, which has pledged
tens of millions of dollars in aid for the refugees, threatened sanctions,
and called for an investigation into the atrocities,® should call on China
as a regional and global power to do more. Much as it did in the case of
the Ebola epidemic, the United States should quietly draw attention to
Beijing’s limited response, press it to provide financial as well as other
assistance, and encourage it to use its extensive economic leverage in
Myanmar to help bring a halt to the violence. Moreover, a coordinated
response by the United States and China to provide assistance for the
Rohingya’s safe passage back to Myanmar, assurances of citizenship, or
resettlement elsewhere would send an important signal to Myanmar to
resolve the crisis. As transpired in the case of climate change, it could
also mark a first step in a broader international effort to address the
global refugee crisis.

Cooperation between the United States and China is also essential
in meeting the challenge of North Korea’s ballistic missile and nuclear
weapons program. Both countries have devoted significant attention to
the issue and agree on the objective of denuclearization on the Korean
Peninsula, but options are limited. The Trump administration has per-
suaded China to adopt increasingly tough trade and other sanctions on
North Korea, but the sanctions have yet to bring North Korea to the
negotiating table. A preemptive military strike on North Korea would
engender retaliation and devastating human and economic losses in
South Korea, along with the potential to draw both the United States
and China into military conflict. Simply allowing North Korea to con-
tinue on its current path directly endangers the security of the United
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States. And China’s double freeze proposal—in which the United States
and South Korea freeze their military exercises in exchange for North
Korea freezing its development and testing program—failed to engage
the relevant parties.

Nonetheless, a combination of diplomacy and sanctions led by the
United States and China remains the most viable path forward. Full
enforcement of current sanctions by China is a first and necessary step.
For its part, the United States should commit in earnest to a variant
of China’s “freeze for freeze” proposal, agreeing to some “modest ad-
justment to conventional military exercises”™ while the parameters and
sequencing of a potential agreement are determined. The United States
and China could also take a page from their own history of diplomatic
opening and use sports or culture to open the door to North Korea.
There is no clear path forward, but setting the stage for more formal
negotiations would be a first step.

Most U.S.-China diplomatic engagement operates not at the level
of grand bargains to address global challenges but at the more mundane
level of technical cooperation around the big issues of global govern-
ance. The United States and China cooperate on a wide range of issues,
including drug trafficking, cybercrimes and the dark web, counter-ter-
rorism, and clean energy, among others. While these cooperative efforts
do not often make headlines, they begin to build an institutional in-
frastructure for cooperation. And as one U.S. state department official
mentioned to me, “when you take politics out of the equation, cooper-
ation can be quite good.”

As China’s ambition and footprint expand, the need for technical
cooperation will grow. Future areas could include developing rules of
the road for limiting space debris or marine pollution in the Arctic,
both of which are building blocks in a much larger area of potential
conflict in global governance between the United States and China.
Another issue of particular importance is coordinating standards for
development finance. Working with Chinese development banks to
ensure Chinese companies adopt best practices in the environment, re-
garding labor, and in transparency as they advance the BRI is essential
to preserving the competitiveness of American companies. The United
States could further its economic interests in this regard by joining the

AIIB.
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While advancing U.S. interests through diplomatic engagement
with China represents the ideal in the Sino-American relationship, the
often differing values, priorities, and policies of the two countries ne-
cessitates that the United States also maintains a range of alternatives in
its toolbox. Partnering with allies and others in Asia, Europe, and else-
where is an important element of U.S. policy toward China. President
Trump’s call for greater burden sharing does not need to be understood
as a retreat by the United States from global leadership, but rather as
an opportunity for other regional powers to assume a greater role in

addressing shared challenges.

An Allied Front

One of America’s greatest strengths in its relationship with China is
its allies. Many countries in Europe and Asia share the United States’
interest in finding an effective set of policies to manage the challenges
posed by Xi’s more walled-off domestic environment and ambitious
foreign policy. The United States should seek to coordinate and coop-
erate with these countries to amplify its influence over Chinese policy.
Such partnerships will not be one-size-fits-all. Different issues will en-
gage different countries.

On the security front, China’s military expansionism in the South
China Sea and claim to sovereignty over Taiwan pose a significant
threat to peace and stability in the Asia Pacific region. With regard
to both issues, the U.S. priority must be to deter further efforts by
China to realize its sovereignty claims through unilateral actions.
This means developing a robust coalition of partners that includes
not only the other claimants in the South China Sea but also the
larger European military powers, such as France and Britain. These
countries have already been outspoken in their calls for China to
adhere to the 2015 Permanent Court of Arbitration ruling that re-
jected Beijing’s expansive sovereignty claims. Along with the United
States and Asian partners, these countries should form the basis of
a more active military effort in the South China Sea to preserve
freedom of navigation. In practice, this means consistent enforce-
ment and equal treatment of all claimants through frequent and reg-
ular FONOPS. The Trump administration’s decision to undertake
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such scheduled FONOPS is an important step, but it should be
pursued in conjunction with others to signal not just a U.S. or even
regional commitment to international law but a global one.

The United States should also support the decision of China and
ASEAN to begin negotiations on a code of conduct for the South
China Sea. However, the process of negotiation should not provide
cover for Beijing to continue in the meantime to militarize the features
it controls or otherwise expand its claims. If China resumes militariza-
tion of the features on which it has outposts, the United States should
not try to dissuade other claimants from further developing military
capabilities on the features they control.

The United States should also reiterate its commitments under the
Taiwan Relations Act, such as providing Taiwan with adequate arms for
self-defense. President Trump’s early statements regarding the U.S. po-
sition on Taiwan—first threatening to revisit the One China policy, and
later suggesting it could be a bargaining chip in a trade negotiation with
Beijing—sowed confusion. Here, too, the United States should seek
broader support among its Asian and European allies for upholding
the basic principle of Taiwanese sovereignty and its freedom to develop
without fear of Chinese coercion.

In the area of trade and investment, China’s Made in China 2025
seeks to prevent foreign competition in a wide swath of cutting-edge
technologies by absorbing leading technologies and technology firms
from abroad and at the same time preventing international firms from
competing in China. The first line of defense for the United States
should be to strengthen its own innovation capacity through govern-
ment-supported investment in basic research and the creation of an
incentive system—market based and otherwise—that encourages the
development and adoption of new technologies. The second line of
defense should be to protect critical U.S. technology assets. In late
2017, the U.S. Congress proposed new legislation to expand the role
of the Committee on Foreign Investment in the United States that
would help prevent countries—in particular China—from gaining ac-
cess to certain core U.S. technologies or sensitive information such
as financial data. As the United States seeks to respond to China’s in-
creasingly coercive trade and investment policies in the technology
sector, it should work with Germany, the United Kingdom, and other
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countries with strong technology sectors to develop common legisla-
tion on these issues, as well on related areas as investment by SOEs,
or foreign investment in university labs. In areas of technology where
national security is not at risk, the final line of defense should be to
push China to open its market or risk the United States closing sectors
of its market to Chinese technology firms.

A multilateral approach to China may also, in some instances, in-
clude China itself. The United States should approach the BRI as an
opportunity as well as a challenge. Washington should explore the op-
portunities offered by China’s BRI for partnership with China, as well
as with others. There are also opportunities to hold China, as the cre-
ator of the BRI, accountable for upholding best practices. One possi-
bility would be to host a multilateral summit on infrastructure.!” The
summit could focus on principles to guide social and environmental
impact assessments, transparency in the bidding process and financing,
and potential projects for multilateral cooperation. The BRI should not
become a free pass for China to export its overcapacity in highly pol-
luting industries or a means of employing its surplus construction labor
to the detriment of other countries’ labor interests.

For the United States, in particular, China’s digital road presents a
challenge. If fully realized, Chinese technologies will capture the full
range of digital opportunities, such as fiber optic cables, satellite sys-
tems, and e-commerce throughout much of the developing world.
The U.S. government should initiate a comprehensive review of the
digital technology infrastructure needs of Asia and support U.S. com-
panies” active engagement through trade delegations and Ex-Im Bank
financing. The U.S. government and firms have experience working in
India to develop smart cities that could be adapted to additional devel-
oping countries.

The Trump administration should also revisic U.S. participation
in the TPP. The remaining eleven nations have pressed forward with
a modified agreement without the United States. The White House
should review the TPP in its new incarnation and ascertain whether
there is the opportunity to join in or modify additional elements in ways
that better preserve U.S. interests. While the Trump administration is
focused on retaliatory measures against China, these have the poten-
tial to escalate into a trade war. The TPP remains, in principle, the best
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economic leverage the United States can exert to advance economic re-
form in China and realize a level playing field for U.S. companies over
the long term.

The United States should also partner with its allies in the region to
support through both word and deed a commitment to good govern-
ance including the rule of law, transparency, and official accountability.
For Chinese civil society, the U.S. model, as well as U.S. partnership and
support through the nongovernmental sector, has been instrumental in
opening the political space where it can operate. The United States,
along with its allies, should also speak out in support of Chinese activ-
ists. Here, too, Xi Jinping’s desire to be a leader on the global stage and
export the China model offer a new opportunity for other countries to
hold China accountable for its human rights practices and to ensure
that it does not try to use its growing influence to subvert human rights
discourse internationally.

China under Xi Jinping also seeks to influence the domestic politics of
other countries as those politics relate to China. The Chinese government
mobilizes students and other citizens living abroad to represent the inter-
ests of the Chinese government by, for example, spying on other Chinese
students, denouncing professors who offer contrarian positions, and pro-
testing against invited speakers who criticize China. It also seeks to use
its power to grant or withhold visas and project funding to shape how
foreign scholars portray China. The United States and other countries
should publicize Beijing’s efforts to intimidate overseas Chinese, as well
as foreign scholars; transparency is an important antidote to Beijing’s at-
tempts to limit free expression outside its borders. Moreover, universities
and think tanks should resist undertaking joint projects with Chinese
institutions if any participant is denied entry to China. Otherwise China
will continue to use its leverage to divide and conquer.

The importance of publicly supporting the foundational values of
the United States and other democracies within the context of the
U.S.—China relationship extends well beyond the borders of the two
countries. China’s expansionism via military, economic, and political
partnerships with other countries throughout the world provides Xi
Jinping with increasing opportunities to export the Chinese model of
authoritarian-led development. Such countries are likely to become
more natural allies of China on issues such as Internet governance and to
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make less reliable economic and security partners for the United States
over the long term. An important element of countering such a devel-
opment is for the United States and its allies both in Asia and Europe
to continue to support programs that build good governance capacity
globally through the rule of law, development of property rights, and
institutions that promote transparency, such as an open media.

When All Else Fails: Withhold, Sanction, and Reciprocate

American policymakers have long acted under the assumption
that if the United States remains true to its democratic values and
models best behavior—with an open and rules-based economy and
political system—China will eventually follow suit. Xi Jinping’s
Third Revolution has largely upended this understanding. Instead,
U.S. openness has become a vulnerability in the face of an increas-
ingly ambitious but walled-off China. China is able to expand its po-
litical, economic, and cultural influence in the United States while not
affording U.S. institutions and firms the same opportunities inside
its borders. In this manner, China’s domestic political and economic
practices under Xi Jinping have become a far more significant imped-
iment to the realization of U.S. interests than under previous Chinese
leaders.

When American interests are directly and meaningfully undermined
by Chinese actions, the United States should openly consider adopting
punitive measures, making clear to China the costs of noncompliance
with agreements or established norms. In some cases, the action may
be relatively low cost. For example, the Trump administration signaled
its unhappiness with a lack of Chinese progress in returning Americans
held in China by canceling the participation of one U.S. bureaucracy
in the cybersecurity and law dialogue, thereby depriving China of an
important public win back home.

Economic retaliation is also an important option. In September
2015, President Obama threatened sanctions against Chinese firms
over state-sponsored cyber-attacks on American companies. The result
was a formal, bilateral cyber agreement, and, according to a number
of experts, a noticeable diminution in the number of cyber-attacks on
American companies in the wake of the agreement.
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In the new era of Xi Jinping, the United States should also avail itself
of reciprocal action. Reciprocity has long been resisted by U.S. policy-
makers as precipitating a race to the bottom. However, when diplomatic
and multilateral efforts fail, it should be a viable option. For example,
the United States could consider constraining Chinese investment in
areas where Chinese sectors are significantly closed, such as telecom-
munications, transportation, and media, among others. In particular,
China is eager to bring its expertise in construction to the United States
to gain access to significant infrastructure development opportunities.
Washington should not open the door to partner with Beijing unless
it receives similar access in China. China has also long insisted that
foreign firms manufacture significant components in certain sectors to
have access to the Chinese market. The United States could likewise
demand that Chinese firms in these sectors manufacture within the
United States as the price of access to the U.S. market.

Similarly, in the cultural arena, including education and media, the
United States should adopt a policy of targeted reciprocity. The ability of
the Chinese government to establish Confucius Institutes, for example,
should be matched by a willingness on the part of China to accept
American government-sponsored entities, such as American Centers
in U.S. embassies that provide access to Western books, speakers,
and other cultural experiences. If not, the United States should close
the door to additional Confucius Institutes. Chinese visa denials for
American journalists and scholars should also be reciprocated with
denials for government-sponsored journalists and senior government
media and propaganda ofhicials.

Reciprocity may well emerge as a “lose-lose” proposition. However,
there is little advantage to the United States in retaining its openness to
Chinese influence, whether economic or political, if China is increas-
ingly closing its door to the United States. Reciprocity should remain a
tool in the U.S. toolkit, albeit one of last resort.

The Future Is Now

As the musical genius Tom Lehrer once proclaimed, “Be Prepared—
that’s the Boy Scout’s solemn rule.” When it comes to managing the
U.S. relationship with China, the ability to think creatively, to adapt
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U.S. policy quickly to new Chinese initiatives, and to see what might be
coming next are essential. This means developing a significant coterie of
China expertise throughout the government, both in Washington and
on the ground in China, and providing adequate training and budg-
etary support. This includes continuing financial support for American
students who seek to study in China. Despite the importance of China
to the United States and the world more generally, China ranks a dis-
tant fifth in popularity as an overseas destination for American students
after the United Kingdom, Italy, Spain, and France."

While arguing for more China expertise in the U.S. government
may seem axiomatic, it has special resonance for the leadership period
of presidents Trump and Xi. At the top of President Trump’s agenda are
two issues directly related to China—North Korea and bilateral trade
deficits—and China plays a role in virtually every issue of regional and
global significance. Yet the Trump administration has been slow to fill
positions with both direct and indirect China responsibility, leaving a
few talented ofhicials to bear the burden of managing an extraordinarily
complicated and challenging set of issues.

A deep reservoir of China expertise is also particularly necessary in
an era of Xi Jinping. Xi, more than other recent Chinese leaders, is
prone to both bold pronouncements, such as the BRI, and surprising
moves, such as the placement of an oil rig in waters contested with
Vietnam or the takeover of Scarborough Shoal. The United States will
be better positioned to keep up with or even counter such surprises if
it has the ability to pay close attention to early warning signs. For ex-
ample, a short piece by a prominent Chinese scholar floated the idea
of a Chinese policy shift with regard to military bases several years in
advance of Beijing’s decision to develop the logistics base in Djibouti.
Similarly, several Chinese scholars have suggested that in one form or
another China should consider establishing alliances or work to under-
mine the U.S.-led alliance system by promoting Xi Jinping’s vision of
a “Community of Common Destiny.” In either case, the United States
should begin thinking strategically about its current alliance structure
and what steps to take to address any vulnerabilities.

At the same time, the United States can gain leverage in negotiations
with China by understanding domestic dynamics within the country
around particular issues. On the issue of Chinas relationship with
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North Korea, for example, the Chinese government has confronted
substantial domestic pressure from Chinese foreign policy experts and
officials to work more closely with the United States. Thus, President
Trump might have avoided offering China trade concessions in ex-
change for greater Chinese pressure on North Korea in April 2017 had
he recognized that prominent voices in China were already pushing
the Chinese government to adopt a tougher stance toward Pyongyang.

Finally, while many Chinese revel in Xi’s efforts to clamp down on
corruption, propel economic growth, and expand China’s role glob-
ally, his mass campaigns and regressive reforms have also produced sig-
nificant pockets of discontent. Some segments of the Chinese public
are frustrated by the government’s inability to clean up the environ-
ment, restrictions on their ability to invest abroad, and constraints
on the Internet. Technology entrepreneurs are unhappy about the
government’s increasing intrusion into their business decisions at home
and abroad. Scholars are concerned about limitations on their freedom
to publish, teach, and travel. Activists for change—whether labor, legal,
or women’s rights—are unnerved by the dramatic increase in political
repression. Chinese officials complain about Xi’s power grab and the
arbitrary nature of many new regulations. And despite Xi’s unprece-
dented centralization of power, there have been efforts by powerful of-
ficials to unseat him as the country’s leader. With all of this, the United
States must remain attuned to the potential—however unlikely—for
China to experience significant social unrest.

The Future of U.S. and Chinese Leadership and Partnership

While President Trump preaches “America First” and withdraws from
international accords, President Xi calls for win-win solutions and de-
fends the shared benefits of globalization. The contrasting rhetoric of
presidents Trump and Xi makes it easy to jump to the conclusion, as
many analysts have, that as the United States withdraws from global
leadership, China stands ready to take its place. Yet that would be a
mistake. The United States may well be taking a step back from its
willingness to lead the way on addressing the world’s many challenges,
but China is not prepared to replace it. Global leadership requires a
willingness to subordinate one’s own narrow interests for the benefit of
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the larger community. It also means stepping forward to forge an in-
ternational consensus on thorny global issues such as terrorism or the
Syrian refugee crisis.

When put to the test, however, China has not yet stepped up to the
plate. The vacuum left by the Trump administration’s step back from
global leadership on refugees was filled by Canada and Germany; on
regional trade, by Japan and Australia; and on family planning serv-
ices, by the Netherlands. Even in China’s own backyard—addressing
North Korea’s nuclear proliferation or managing the refugee crisis in
Myanmar—China has not yet put forward a workable solution. China’s
leadership globally is largely confined to those issues where its interests
are easily advanced, such as economic development through the BRI or
security cooperation to prevent terrorist attacks or democratic revolu-
tions through the Shanghai Cooperation Organization.

Nonetheless, with Xi Jinping at the helm, China has become a trans-
formative power—reversing the previous thirty years of reform and
opening at home and a low-profile foreign policy abroad. China can
and should be an important U.S. partner whenever possible. The two
countries found common ground on climate change, the Iran nuclear
deal, and—to an important extent—North Korea. However, on a wide
range of issues, such as Internet sovereignty, human rights, sovereignty
claims over the South and Fast China Seas, as well as Taiwan, and trade
and investment practices, among others, U.S. and Chinese priorities,
policies, and values are not aligned. Moreover, China cannot be a leader
in a globalized world while at the same time closing its borders to ideas,
capital, and influences from the outside world. The United States, in
partnership with its allies and other partners, must continue to seek op-
portunities for cooperation but at the same time be prepared to counter
and confront China when Xi’s Third Revolution spills over into the rest
of the world, undermining the principles underpinning global security
and prosperity it purports to uphold.
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