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China: a bird's-eye view

The Economic Warfare School in Paris and the Japan University of Economics in Tokyo de-
cided in 2012 to bring together their own academic background to realize a study on China.
The objective of this one-year analysis is a better understanding of how China organizes
its policy for building a global power in the geopolitical, economic and military fields. This
French-Japanese research on China is a unique experience that does not know anything
similar yet. It leans on Japanese teachers’ renowned knowledge of Chinese environment

and on French authors’ information management analysis.
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To learn everything from China

Bernard Carayon

Bernard Carayon is a lawyer, former Member of French Parliament, Chairman of the Prometheus Foundation,
lecturer at Sience Po Paris, mayor of Lavaur in France. Author of several reports on issues globalisation, he is
known to the National Assembly for its intervention on economic patriotism, industrial policy, public policy, busi-

ness intelligence, intelligence and information technology.

The success of the Chinese model depends on a crossroad where the logic of a state, in-
carnated by the Communist Party, meets capitalist needs, power and profits, and the quest
for sovereignty and wealth, both in the collective sense as well as that of its principal ac-

tors...

In just 25 years, China has moved, from, what Christian Harbulot very appropriately calls
“The Industrial Middle Ages”, and has become the second most powerful economy in the
World.

Alain Peyrefitte’s book', was premonitory: China has become an alternative model, sui ge-
neris, which has nothing more to learn from the vagaries of Western policies on Competi-

tive and Strategic Intelligence.

Buoyed by a political power whose institutional, legal, technological and financial means
know no boundaries — neither democratic nor material — China’s policies on Competi-
tive and Strategic Intelligence provide a strategy for power for a State and its companies
through almost every imaginable means: identifying and protecting strategic sectors,
providing them with an army of hackers and particularly as a part of the PLA?, legal and
jurisdictional interlocks over markets, highly regulated access to the capital of national en-
terprises, comprehensive strategies for harnessing technology, systematically encourag-
ing counterfeit, commanding instability in the national jurisdiction environment in order to

weaken competing foreign companies and sending massive number of students to the best

' Peyrefitte, A 1973, Quand la Chine s'éveillera... Le monde tremblera, Fayard, Paris, France.
? People’s Liberation Army.
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universities in the world. China, for some years now, has no more lessons it can learn from

the West, nor is it dependent on the latter.

Its universities and research institutes have achieved the highest international levels. Its
sovereign fund, the China Investment Corporation (CIC), is worth 410 billion euros. Even
after re-evaluation, its currency remains highly competitive against the Dollar and the Euro.
In 2012 2, the number of patents submitted in China (560 681), by resident Chinese, sur-
passed the figures in the USA (460 276) and it is developing its own models to rank univer-

sities (Shanghai Ranking) as well as the world of finance (Dagong).

China has surreptitiously undertaken “the colonisation” of Africa, much with nods from most
of the leaders of the continent, where it has dug into essentially the global reserves in rare
earth minerals and thereby calling all the shots in this strategic market. Its out-dated diplo-
macy has turned offensive, and as a consequence, China sees its naval environment as
trading outposts. At the same time, China is inching closer to Russia for a common explo-
ration programme into the mineral and energy Eldorado of Eastern Siberia. And by orches-
trating a concert on common interest, it is building large-scale public infrastructure projects

in other developing countries.

Having developed a substitute * for Internet, China, like the USA for the past 40 years, is
working on a public policy on standards. On a similar note, it had found an alibi for impos-

ing its “standards” when it joined in WTO in 2001 and when it joins the OECD in the future.

The growth of the Chinese model gets rid of Western ethics with success and cynicism.
Corruption is rampant among public and private players (even though some political arrests
tend to change the scenario), social, environmental and human-rights constraints ° are
disregarded. Although in a communist regime the societal question is of secondary impor-
tance, there is a mature public opinion in China, armed with an appetite for consumption,

structured by constantly improving social networks and enlivened by Chinese students who

® World Intellectual Property Organisation 2013, World Intellectual Property Indicators - Highlights, p. 6,
http://www.wipo.int/export/sites/www/ipstats/en/wipi/2013/pdf/wipo_pub_941_2013_highlights.pdf

* All physical infrastructure and software used there depend on state run groups, such as Huawei and ZTE.
This allows Chinese authorities to control their use by their citizens.

® For example, in early 2012, Apple had to defend itself over reports of exploitation of Chinese employees
by its sub-contractor, Foxconn. The abuses were revealed by the NGO Fair Labor Association.
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have studied abroad and are returning home. Social conflicts, often hushed up by force,
are being taken up increasingly by NGOs and the Western media. China’s population is
ageing, its economic growth is slowing and the competitiveness of its industry is falling

amid rising salaries.

This is undoubtedly the moment for China, from whom we have so much to learn, to seek

inspiration in the Western model... of humanising capitalism.
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What reading grid to study China?

Christian Harbulot

Head of the School of economic warfare (Ecole de guerre économique, www.ege.fr) and international expert in
competitive intelligence, Christian Harbulot has been performing research on global strategies and economic
competition for over 25 years.In 1990, his work “Pro-active stance and economic warfare” drew Edith Cresson’s
attention. She was then the French Prime Minister and thereby appointed him as chief adviser of the Plan Gen-
eral Commissioner Henri Martre.With Philippe Baumard and Philippe Clerc together, Christian Harbulot wrote the
landmark report on competitive intelligence for France. He subsequently became Executive Director of INTELCO,
a subsidy of Défense Conseil International, for which he designed seminars and operational concepts on competi-
tive intelligence.After noting the gaps French firms had in global strategies and business intelligence, Harbulot,

with General Pichot-Duclos, founded the the School of economic warfare in 1997.

Since the late 1990s, many studies have been published on China. Most of them come
from international institutions that analyze this country in the well-defined framework of a

monocultural approach and generally in an economical, historical and political point of view.

These studies do not allow to fully understand how China has gone, in a quarter century,
from an industrial “Middle Age” to the world second economy. The conventional economic
standards are not sufficient to explain such a fast progression. Therefore it seems indis-

pensable to use a broader analysis scope through other frames of reference.

The links between sovereignty and economy

To understand China’s change, it is necessary’s to consider some past examples that have
perhaps served to Republic of the People, not as a paragon, but as a study case in order to
resolve the core problem: how to fill the gap of a lingering economy hit by a lack of power.

The Japanese model is particularly illustrative on this issue.

Set up after a long period of isolationism (1641 - 1853), the reform policy which was initi-
ated by the Emperor Mutsuhito cannot be separated from the fear of being colonized by
states of the Western world. This will of independence preservation is one of the determin-

ing factors in the rise of the country on the international scene during the twentieth century.
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Weakened militarily in technical terms for centuries while withdrawing on itself, the Empire

of the Rising Sun had several challenges:

- the development of an industrial and port infrastructure to modernize its army and
its navy,

- the transformation of the organization of society (revaluation of the role of retailers
in relation to the peasantry),

- the creation of a sphere of influence in Asia.

To compensate for their lag behind European industrial revolutions, the Japanese had to
seek some of the knowledge needed for development beyond their borders. This particular
approach is thereat symbolized by the slogan “rich country, strong army”. This objective
implied the creation of a defense economy in the broadest sense (military and civilian ship-
building, port facilities, modern weapons factories, transport logistics, energy). The mobi-
lization of private entrepreneurs was deliberately focused on the development of foreign

trade in order to create the foundations of a competitive market economy.

The shortcuts policy

To reach this goal, Japan had to catch up in most industrial areas. The recovery was pos-
sible only by creating shortcuts. Priorities of national interest (marine, ports, defense indus-
tries), needed to independence preservation, and required a quick refresher of knowledge
compared to the most advanced nations seen as a potential threat. Catching up with West-
ern economies became possible through what is called a shortcut practice that means ob-
taining the highest level of technical knowledge developed by countries in industrialization
process. By using such a tricky scheme, Japan merely reproduced a method initiated in the
West at the beginning of industrial revolution era, either to upgrade factories, or to break

arm’s length.

The shortcut practice was inducted in France in the aftermath of the Revolution. The revo-
lutionary wars had slowed the country’s economic development and limited investment in
research. Napoleon allowed offensive steps to reduce the backlog on the British manufac-

tures. The shortcuts covered illegal practices like machines clandestine import or stolen
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inventions and legal practices in the form of astonishment reports on British industrial and
commercial practices. At the same time, the French government reinforced customs barri-
ers in order to slow down an internal market invasion with more competitive products from

the other side of the Channel.

The discovery of the spinning machine in cotton-mill gave English textile factories a large
competitive advantage at the beginning of the Industrial Revolution. The interest aroused
by this invention spurred them to forbid its export so that their leadership position would
be kept up. Southern states cotton farmers in the Union decided to seize by all means this
new manufacturing process to make worthwhile the raw cotton theretofore shipped to Eng-
land. Another type of shortcut, the brain drain ® allowed Americans to break the English

cotton industry technological monopoly in the early nineteenth century.

In Japan, the use of shortcuts is reflected by optimizing the collection of all-round informa-
tion. The creation of industrial activities based in part on the transfer of technical knowl-
edge between the Western industrial countries identified by their Japanese counterparts as
well as looking for ideas to take from centers of excellence in industrial production abroad.
Such an approach is identifiable only if placed in the context of power ratio between Great
Powers. Researchers and Westerner experts are used to analyze situations based on pa-
rameters resulting from a relatively self-centered History perception. Colonization ” was not
perceived as an act of economic warfare in its own but as a natural extension of exchanges
globalism process initiated by the discovery of “new worlds”. On the contrary, the Japanese
reading of historical realities is significantly different. This difference in perception is the
source of many ambiguities and misunderstandings that strongly affect the comprehension
of the strategies of States in relation to the markets evolution. It emerges from this obser-
vation a trend among academic circles to deny or underestimate the importance and influ-

ence of power increase policies in the evolution of international relations.

® Emigration to the United States of an english textile technician is responsible for the reconstruction and
the copy of the weave machine by U.S. manufacturers.

" Harbulot C 2012, “The study of economic warfare and related issues”, in La inteligencia economica en in
mundo globalizado, Instituto Espafiol de Estudios Estratégicos 2013, CESEDEN, Madrid.
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The power increase through economy

In a different context from Japan, the development of contemporary China is in line with
this problematic of political shortcuts whose purpose is to ensure the sustainability of a
system opposed to the Western system. Since the establishment of the People’s Republic
in 1949, the strategy of the Chinese Communist Party leaders has been conditioned by
their constant wrestling with the capitalist world. The development of the Chinese economy
was designed according to criteria of socialist planning. There was therefore no question
of competition between market economies, but of complementarity between socialist type
economies. If the collapse of the USSR has questioned this differentiation in development
mode, it didn’t make disappear the geopolitical struggle between China and the United
States. China remains a military and economic potential risk to the United States and vice

versa.

To catch up with the industrialized countries, Communist China had no choice but to fol-
low a path parallel to the road taken by Japan in the Meiji era. The transition to a market
economy has forced the country to take shortcuts through the transfer of technology and
knowledge uptakes ° in industrialized countries. The maneuver execution speed (a century
for Japan, thirty years for China) emphasizes the intensity of the Chinese approach which
is comparable to Japanese and Korean approaches inasmuch as the development will is
inseparable from a political vision of power. In the case of Japan (Meiji era), the shortcuts
policy came in support of a desire to preserve independence. In the case of South Korea
(post Korean War), it was part of the prospect of playing field and overcoming North Korea.
In the case of China, the challenge was twofold: to change the economic model and reach
the highest level of the world economy. The common point of these three approaches is
the priority given to the conquest of external markets thereby piling up wealth in order to
consolidate military bases and geopolitical power. In all three cases, the shortcuts policy
was articulated with protectionist measures. For example in the case of China, the acquisi-
tion of local companies by foreign companies is subject to a mechanism that requires the
approbation of the authorities and the communication about these foreign takeover projects

to the Chinese competitors.

® Van Hoecke MP 2013, “Knowledge captations by companies in China”, Revue Stratégie et Sécurité.
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The doctrine of peaceful development

This shortcuts policy has been claimed by Japan in the preamble to its constitution which
states that knowledge has to be sought beyond the borders as articulated in the fifth article
of the Charter Oath, enacted in Japan at Emperor Meiji's enthronement on April 7, 1868:

“‘Knowledge shall be sought throughout the world in order to strengthen imperial rule”.

China tried to subtly get some profit from knowledge and innovation in industrialized coun-
tries that are ahead of the others, without, however, showing up the principle. The White
Paper ° titled “China’s Peaceful Development” promotes a soothing speech while display-
ing a clearly expressed intention to play a major role on the international scene. This open-
ing policy by optimizing foreign investment and attracting qualified personnel, answers to

the rate of power increase driven by Beijing’s economy for the last thirty years.

The opening on the world is conditioned by China’s overall policy three major fundamen-

tals:

- The will of independence.
- The defense of its national interests.
- The conditions of access to external energy resources.

In terms of technological development, China has chosen the investment path from abroad
into its territory, unlike Japan, which had a long restricted access to its economy for foreign
capital. This distinction is explained both by politico-historical differences and potential
discrepancies (area, population and infrastructure). Trends in financial and military realms
belong to the very chief principle. China wants to become a major global financial center.
This ambition is contradicted by the recurring debate about an under evaluated Chinese
currency. In the same vein, the diplomatic discourse on the search for harmony between

peoples is offset by the revaluation of military power ™.

® Publication published in October 2011 by the Information Office of the State Council of China Affairs. This
paper presents the development plan of China for the next ten years, its foreign policy principles, historical
and economic contexts, social realities and changes to be made, as well as the global influence it wishes
to exercise.

' The Chinese People's Army continues its modernization program. According to the Pentagon, the military
budget of China could reach $238 billion by 2015, roughly double of 2011's.
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If Japanese and Chinese development models are fundamentally different, there is a cer-
tain parallelism between their power increase policies through economy that is well sum-
marized by the comparison of Meiji era Japan’s slogan (“A rich country, a strong army”)

with China’s current (“Only power can protect peace”).
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I Problems with the economic de-
velopment and ancient regime

The development in China has been called for basically from two aspects and China has
enforced several measures since having determined enforcement of the Reform and Open-
ing Up policy in The Third Plenary Session of the 11th Communist Party of China Central
Committee in December, 1978. In other words, one is the aspect of movement from a de-
veloping country to a fairly-developed country/developed country and the other is the as-
pect called economies in transition with the introduction of the market economy system to
a socialist system. While being accompanied by various “fluctuations” in the interval of the
demand from two sides, China has been doing it rapidly and accomplished dramatic devel-

opment in utilizing the one-party rule system by the Chinese Communist Party to the full.

As is generally known, the essence of the Reform and Opening Up policy is the introduc-
tion of the market economy system to the socialist system. In the enforcement process, the
reform for systems under the ancient regime is carried out and they have been working on

construction of many new systems, maintenance of the law, system administration.

However, because China has done it rapidly and in dramatic ways, now many problems
are being realized both inside and outside the country, and it is not an exaggeration to say

that China itself is now standing at a big crossroads.

Therefore this chapter will, at first from the point of view of new system construction, the
maintenance of law and the system administration with the economic development men-

tioned above, develop an argument about two themes shown below.

In Section 1, Mr. Morimitsu develops an argument about government procurement in the
future in China, particularly defense procurement. Specifically, after having developed an
argument about directionality and the potential role of administrative accounting information
based on knowledge from government procurement in other foreign countries, in conclu-
sion he posits that it is possible that consideration of the administrative accounting informa-

tion should be regarded as an important examination item in national defense procurement
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in China henceforth.

Next, in Section 2, Ms. Jin develops an argument about various problems of the company
law that was established in 1993, undergoing a big revision and modification in 2005 after
enforcement of the Reform and Opening Up policy in China after having examined the es-
tablishment process and characteristics of contents. For example, because it was estab-
lished during a short period of time there is endemic confusion on the occasion of specific
operations since it is based upon theory and not practice, and lacking in detailed regula-

tions for enforcement.

Furthermore among the actual problems mentioned above, from the point of view of the
certain long-standing arrangements based upon what it is not an exaggeration to call a so-
cialist system even if it can be said that it is increasingly outdated in recent years, we take
a close-up view of two domestic issues and improve and develop an argument about two

themes shown below.

In Section 3, Mr. Yasugi will present an overview of the Chinese constitution that is the key

for political stability in China, followed by a summary of the historical context and functions

of the “leader,” “work unit,” “personal archive,” and “household registry” systems, together
with an examination of how they have changed. He will also consider the potential for these

systems to continue to function as a structure for social control.

Finally, in Section 4, Mr. Tada develops an argument about the stock circulation issues as
symbolized by the existence of a circulation share and a non-circulating share which has
been a longtime pending issue in the Chinese economy; especially with regards to the
stock market, he illlustrates measures in detail related to the stock circulation reform. By
indicating the point where the big change is not taking place in the actual situation, he cre-

ates an introduction to the problems of moving to a market-oriented economy in China.
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Introduction

Governments and public sectors make numerous contracts as independent economic bod-
ies to fulfill their missions. These contracts are called “public contracts”. They include con-
tracts of construction, entrustments of operations, and selling of properties and so on. In
these contracts, contracts whereby governments and public sectors purchase goods and
services are called “government procurement” or “public works procurement”, further, they

account for a large proportion of public contracts

Items which are procured by government procurement include a lot of categories, for ex-
ample, public works such as roads, airports, railroads, water and sewage, aquatic resourc-
es, defense. In other words, they include everything that maintains the bread and butter of

the nation with public money.

Public money spent for government procurement is the taxes that are gathered by the na-
tion, and they are finite resources. Therefore, implementation of efficient procurement and
achievement of value for money (VFM) are the duties imposed on governments and public

sectors.

It is notable that defense procurement can be seen as the encapsulation of government
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procurement because it buys all manner of equipment, goods and services (from warships
to grass-cutting equipment, medicine to consultancy services, food and fuel...), it is an ex-
cellent example of how a major public sector organization can recognize, adopt, adapt, and
develop new ideas and concepts within a rule-bounded environment, and produce consid-

erable savings in respect of value for money on behalf on the taxpayer (Baily & al. 2008).

Based on this view, this section argues about the development of Chinese government
procurement, especially defense procurement with the implications from foreign countries

concerning the direction and potential roles of management accounting.
The implications of the research focusing on defense procurement seem to contribute to

developments in other areas of government procurement. Therefore, in the government

procurement, this section focuses mainly on defense procurement.

The Current Situation in Defense Procurement

By the end of the Cold War Era, substantial changes have been brought to defense pro-
curement all over the world. For example, in the United States, in response to the changes
in the international environment, and the threats to U.S. interests, U.S. national security
and military strategy have immensely changed (Larson & al. 2001). In addition, there is a

long-term restructuring of the defense industry in the UK (Boyce 2000).

In these arguments, the condition commonly suggested is that the substantial reductions
were made in the defense budget in most governments all over the world. Furthermore,
this condition was salient in the Western countries. Therefore, many governments have
claimed that they have to implement government procurement, especially defense procure-
ment, efficiently and effectively with a limited budget. For efficient and effective defense
procurement, governments prepared numerous challenges, such as organizational reforms
(Boyce 2000, McDonough 2005), revising contracting arrangements (Przemieniecki 1993,
Kapstein & Oudot 2009) and so on.

However, procurement can’'t be completed only within governments, because, generally

governments do not maintain the manufacturing capacity by themselves, so that they have
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to buy goods and services from the outside to fulfill their missions. Thus there are a lot of
stakeholders around them, for example, prime contractors and their suppliers as the manu-
facturer of the goods and services, the Board of Audit as the auditor of contracts, and na-

tions as the taxpayer.

In government procurement, traditionally sealed bidding has been favored by government
as the purest embodiment of the ideal of free and open competition. Putting a set of speci-
fications out to sealed bid and automatically awarding the contract to the lowest bidder may
be viewed by some as the perfect way to introduce businesslike practices into government.

But it is virtually unknown in the business world itself (Kelman 1990, p. 62).

In the private sector, companies have learned the advantages of developing informal long-
term relationships to get the most value from vendors. Most firms have, thus, shifted their
focus from competitive bidding to building long-standing and stable relationships with
their counterparts (McMillan 1990, Richardson 1993), and various forms of collaborative
interactions between buyer and supplier (e.g., joint venture, strategic alliance) have been
discussed and promoted (Kogut 1988, Burdett 1992, Vollman and Cordon, 1998). In this
context, the concept of “partnering” has been discussed and developed. Such relationships
increase the incentives for vendors to perform well and to provide technical assistance.
Free and open competition is likely to diminish the value created by relationships (Kelman
1990, p. 62).

Such aspect is particularly notable in defense procurement items with a tendency towards
having high complexity, and therefore the construction of closer relations between govern-
ment as the buyer and industry as the manufacturer is a very important requirement in ef-

fective procurement.

Almost as if in response to this private sector development, the term “partnering” became
frequently used in defense procurement. For example, since the mid-1990s, “partnering”
has been used as a template for the development of the UK public procurement policy
(Erridge 1996, Erridge & Greer 2002, Nishiguchi 2007). The national defense budget for
each country (particularly Western developed countries), has shown repeated increase and

decrease with various factors. But in the situation where efficient and effective procurement
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is demanded, even now much reform is enforced assuming cooperative relations with the

industry.

The Situation in Chinese Defense Procurement

But, in China, the situation does not correspond to the trend in most countries. In recent
years, the defense budget in China is increasing, and there are few such countries in the

world.
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Lately the military spending of China has shown a tendency to explosively increase as | un-
derstand it from this figure, and such a country is almost unique worldwide. For reference, |

illustrate the changes in the defense expenditure of Japan of the same period as follows.
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However, China may not continue escalating the national defense budget as it is. Though,
the rapid expansion of the national defense expenditure of China depended on the rapid
growth of the GDP, in recent years the slowdown of the growth rate of this GDP has been

pointed out already (IMF 2013).

In addition, the influence of low birthrate and aging in China can not be avoided in future. |
would suggest that the economic growth of China will come to a deadlock from these fac-
tors sometime soon. Therefore, it is apparent that the defense procurement tracing the
course of the expansion current, will require effectiveness and efficiency. The thing that will
play an important role in future under such situation is management accounting informa-

tion.

The Roles of Management Accounting Information in Defense Procure-
ment

The management accounting information in the procurement process will serve in impor-

tant roles in this way as it is effective, and effective procurement has been demanded.

As the specifications of an item raised by the government are complicated, it becomes diffi-
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cult to make a judgment whether the specifications of such items are equal to the demands
of the government. Such a tendency is particularly notable in the defense procurement. In
addition, when it comes to weapons for national defense, something for which there is no
previous procurement experience exists, and clear grounds of pricing are necessary at the

time of the contract conclusion about such items.

In this case the existence of the cost accounting rule to give the pricing of the item for
which there is no market price on grounds becomes important. There is CASB (Cost Ac-
counting Standards Board) which is a cost accounting standard in U.S. national defense
procurement as an example of such a standard. Such a cost accounting standard plays an
important role for not only the pricing but also for the purpose of the accountability for the

nation which is a tax payer.

It is pointed out that CASB had a positive influence on not only pricing and accountability
but also cost accounting duties of the contract company. In the relations with the cost ac-
counting practice, the establishment of the cost accounting standard improves the cost
accounting method of the company, and it may be said that it lets contract firms pay more
attention to the improvement of the cost accounting system. | can consider that the request
for the disclosure report leads to improvement of the business in particular in that respect.
This is because a surge in interest in the issue of cost accounting on the occasion of dis-
closure reports provides a chance to review the cost accounting method of the individual
firms the comparison document with the company being provided other than a cost ac-

counting method again (Sakurai 1980)

In addition, the extra work load that there was not conventionally will be imposed to firms
based on a standard and it must be incurred as a rise factor of the office work cost. But this
formulates accounts system of the firms and gives them an opportunity to simplify an entry
and, therefore, must not overlook that there is the positive side to come to be able to man-

age the management duties of the company more appropriately (Sakurai 1980).
Besides, with the maturity of the domestic industry and the complexity of the raised item,

cooperation with the industry mentioned above is necessary. The appropriate sharing of

the management accounting information including the cost price information under such
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situations identifies opportunities for potential cost management that were not recognizable
in the government and the company simple substance as well as pricing and an account-
ability purpose and can point out that It contributes to the inter-organizational cost manage-
ment effort (Kajuter & Kulmala 2010). It is a study domain where in recent years the inflec-
tion of the extended management accounting information attract their attention between
such a plural organizations, and various arguments are done about the significance and
need, advantage. The management accounting information has imposed a duty for pricing
and accountability in national defense procurement initially, but, depending on the way co-
operation with the industry occurs, management accounting information can be assumed
to possess possibilities for bigger advantages. | may point out that adoptability of manage-
ment accounting information will be an important issue that we should examine in national

defense procurement in the future in China.

Conclusion

This section argued about the development of Chinese government procurement, especial-
ly defense procurement with the implications from foreign countries concerning the direc-

tion and potential roles of management accounting.

In recent years China has pushed forward with the expansion of defense spending with
rapid economic growth as a background, but one can point out that the growth that is so
rapid by various factors will come to a deadlock in future. If so; like many countries, ef-
ficient, and effective enforcement will be strongly demanded. Under such a situation, the
potential role and usefulness of management accounting information will greatly spread in-
cluding pricing and the accountability purpose. | would place the consideration of the man-
agement accounting information in the future national defense procurement of China as an

important topic.

As for the importance of the cooperation with such an industry, the role of the cost price in-
formation for securing rational price calculation and transparency, even fields outside of the
national defense procurement are similar. For example, there is not often a market price for
things that the public construction such as engineering works or the large-scale construc-

tion projects. In addition, regarding procurement of computer systems which the central
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government uses, long-term, close contract relations with a sorted supplier are desirable in
cases where here is a high degree of customization or in cases where updates are neces-
sary continuously. In this case it may be said that the knowledge obtained from the national

defense procurement gives a very useful point of view.
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Introduction

It was in 1903 that a company law was first enacted in China by the government of Qing
dynasty. Since then, some company laws were enacted in the first half of the 20th century
in China, such as the Company Law of 1914 by the Beiyang Government and the Compa-
ny Law of 1929 by the National Government of Nanjing. However, since People’s Repub-
lic of China as a socialistic state was born in 1949, there has been no company law for a
while in China, because the new government abrogated all of the existing law. Under such
conditions, the business enterprises were regulated exclusively by policies. Behind this
background is the history that China advanced the government-led planned economy on
the basis of “socialist public ownership”. “The stock company system” as a product of “cap-
italist private ownership” was thought to be excluded from China, which stuck with socialist
public ownership. As a result, “state-owned enterprises”, which were engaged in business
activities entirely under the control of the state as a single capital investor, took the central
role in economic development. Therefore, the state-owned enterprises did not establish
corporate governance or finance systems in a modern sense and there was no company

law which stipulated them.

In 1978, under the guidance of Xiaoping Deng, China changed its policy to the “reform and
opening-up” and concentrated all its energies into economic development. While the review
of the economic system, the state-owned enterprises reform and the development of legal
systems became an urgent issue, the policy of reform and opening-up made it possible for

foreign companies to expand their business to China. At that time, the foreign companies
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in China should have adopted the form of a joint enterprise as a limited liability company
with joint Chinese-foreign equity. However, there was no law which regulated this kind of
joint enterprise, and the Standing Committee of the National People’s Congress enacted
“the Law on Chinese-Foreign Equity Joint Ventures” on July 1979 in order to diffuse such
a condition. This law did not generally stipulate the rules for a limited liability company or a

stock company and was applied only to foreign companies.

With the reform and opening-up and the economic development, how the law which was
applied not only to some above-mentioned enterprises but also to stock companies in gen-
eral should be enacted and the traditional state-owned enterprises with the characteristics
of China should be changed for companies whose corporate governance system was com-
plete became an important issue. It is assumed that China became aware that many devel-
oped countries had established mature stock company systems, which had played a very

important role in the development of capital market and thus their own economic prosperity.

In order to deal with the changes in the domestic social environment, satisfy the demand
for an enactment of company law in China and catch up with global trends in corporate
governance, it became an urgent problem for the legislature in China to establish a sys-

tematic legal system and prepare various kinds of laws on companies or enterprises.

The Leqgislative Process of the Company Law of 1993

It took about ten years to enact the company law in China from the first planning for its
legislation to the enactment and promulgation of it. The work on the enactment of com-
pany law was initially started in 1983 and mainly the State Council attempted to make out
the draft for the company law. However, at that time, the clear answers were not provided
to the fundamental problems, such as the range of the application of company law or the
definition of a company, because there had been no economic entities as companies and
very few theoretical studies on company law since the birth of the nation in 1949. The State
Council finally decided that the enactment of company law was not ready and had to aban-
don it. Therefore, the State Council tried to prepare some drafts of “the rules for companies
with limited liability” and “the rules for companies limited by shares” on behalf of company

law but did not finally submit them to the legislature. In this way, the first attempt to enact a
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company law in China ended up in failure.

After that, Momentum for the enactment of company law got rolling again in the 1990s. Be-
fore the enactment of company law, the Commission for Restructuring Economic System
enacted and promulgated “the guideline for companies with limited liability” and “the guide-
line for companies limited by shares” in May, 1992. The State Council prepared a draft of
‘law on company with limited liability”, submitted it to the Standing Committee of National
People’s Congress (“the Standing Committee”), and put it on the table in August, 1992.
However, this law was not enacted, because the Standing Committee thought that they
needed to enact a general and systematical company law in order to prompt the develop-

ment of the socialist market economy in the future.

When the 14th National Convention of Communist Party of China was held in October,
1992, the existing planned economy was abolished and the course of market economy, the
so-called theory of socialist market economy, was established as a new national strategy.
This further increased the need to enact a company law. Actually, the Legislative Affairs
Commission under the Standing Committee started work on the enactment of company law
in late September, 1992, summarized its draft in February, 1993, and put it on the table at
the 30th meeting of the 7th Standing Committee in March of that year. The draft, after hear-
ing a wide range of views in the various fields, was modified several times and through de-
liberation at the 5th meeting of the 8th Standing Committee, the company law was enacted
and promulgated in December, 1993 (“the Company Law of 1993”). This law was put into
effect on July 1, 1994.

It should be noted that the “decision on some issues of the socialist market economic sys-
tems in China” was adopted at the 3rd plenary meeting held by the 14th Central Committee
of Communist Party of China in November, 1993 in the course of enacting the company
law. This decision referred to the clear property relations and establishment of “a modern
enterprise system”, which meant a stock company-based company system and had the
four features of “clear property rights”, “clarification of authority and responsibility”,” sepa-
ration between government and enterprises”, and “scientific management”. The Company
Law of 1993 plays a very significant role in supporting this kind of a modern enterprise sys-

tem.
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The outline of the Company Law of 1993

The Company Law of 1993 consisted of 11 chapters and 230 sections, specifically includ-
ing general provision, incorporation and organizational structure of companies with limited
liability, incorporation and organizational structure of companies limited by shares, issue
and transfer of shares of companies limited by shares, corporate bonds, financial affairs
and accounting of companies, merger and division of companies, dissolution and liquida-
tion of companies, branches of foreign companies, legal responsibility, supplementary pro-

visions.

It was actively discussed how the relations between companies and enterprise should
be understood and what the company form should include in the course of enacting the
Company Law. In the Company Law of 1993, unlimited liability companies and companies
of both unlimited liability and limited liability were not covered but companies with limited
liability and companies limited by shares were. It is said that behind the legislative move-
ment is a clear intention to clarify that the State will no longer have unlimited liability for
enterprises (Fei Li 1995). The Company Law of 1993, which initially specified the rules on
preparation of articles of association, organization of shareholders (general) assembly,
board of directors, board of supervisors, financial affairs and accounting of companies,
made an important first step toward the systematical further development of enterprise law

on the whole in China. The Company Law of 1993 has some features as indicated below.

Firstly, the Company Law of 1993 adopted a normative system in terms of incorporation of
companies (Qinzhi Cui 1994). Before the enactment of the law, the concession system was
adopted when enterprises were incorporated. The concession system got a lot of criticism
for difficulty in the incorporation of enterprises, because of excess interference from the
government in this regard and the complicated procedures of concession. The Company
Law of 1993, which relaxed the standards for the incorporation of companies, in principle
adopted a normative system and required a concession from the government only in some

exceptional cases.
Secondly, the Company Law of 1993 stipulated the rules on the minimum amount respec-

tively of a company with limited liability or a company limited by shares. For example, the
former shall be RMB 100,000 yuan to RMB 500,000 yuan according to the scope of busi-
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ness, while the latter RMB 10,000,000 yuan. Although the minimum amounts of the regis-
tered capital of these companies were reduced by the amendment of the Company Law in
2005, the minimum amounts of the registered capital remain intact for the purpose of pro-

tection of creditors.

Thirdly, the Company Law of 1993 stipulated strict rules on issue and transfer of shares of
companies limited by shares. For example, as to the issue of shares, when the company
issues new shares, after resolution by the shareholder general assembly, the board of di-
rectors shall apply for the approval of this matter by the department authorized by the State
Council or the provincial people’s government. Furthermore, the public issue of new shares
shall be approved by the Securities Regulatory Authority under the State Council. As to
the transfer of shares, shares held by the promoters of a company shall not be transferred

within three years from the date the company is incorporated.

Fourthly, the Company Law of 1993 stipulated various kinds of rules to protect the interests
of the staff and workers of the company. For example, the members of the board of direc-
tors of a wholly stated-owned company or a company with limited liability that is incorporat-
ed with the investment of two or more state-owned enterprises or two or more state-owned
investment entities shall include representatives of the staff and workers of the company.
A board of supervisors of a company with limited liability or a company limited by shares
shall be composed of representatives of the shareholders and an appropriate proportion of
representatives of the staff and workers of the company. When a company decides matters
closely related with the interests of the staff and workers, such as the payment for work
done, welfare, and insurance benefits. Furthermore, when a company decides major is-
sues in business operation, or formulates important rules and regulations, it shall listen to

the opinions and proposals of the staff and workers.

Fifthly, as mentioned above, wholly stated-owned companies shall take the form of a
company with limited liability, because the Company Law of 1993 also intended to shift
the state-owned enterprises to being companies whose modern enterprise systems were
complete. Thus, the rules on companies with limited liability are applied to state-owned
enterprises as a company with limited liability. However, because of the characteristics of

wholly stated-owned companies as a state-owned enterprise, the Company Law of 1993
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prescribed the various special provisions that applied only to wholly stated-owned com-
panies. For example, no shareholders assembly shall be set up in a wholly Stated-owned
company, and a state authorized investment entity or state authorized department may
authorize the company’s board of directors to exercise part of the functions and powers of
the shareholders assembly. However, matters regarding merger, division and dissolution of
the company, increases and reductions of the registered capital and the issue of corporate
bonds shall be subject to decision by a state authorized investment entity or state autho-

rized department.

The Company Law of 1993 also stipulated many rules which followed the models of ad-
vanced company laws of the world but were based on situations in China. It has played
an important role in establishing the legal position of the company as an economic entity,
regulating the company organization and its conduct, and developing modern enterprise
systems. Afterward, the company law was slightly changed several times, such as the par-
tial amendment of the rule on board of supervisors of wholly stated-owned company and
the new creation of the rule on the high and new technology companies limited by shares
in 1999, as well as the deletion of the rule on approval by the State Council in the issuance
of new shares at prices above par value in 2004. However, the company law was dramati-
cally amended, because the rapid economic development in China increasingly made it

impossible for company law to keep up with it.

The Leqgislative Process of the Company Law of 2005

Shanghai stock exchange and Shenzhen stock exchange successively came into being in
the early 1990’s, and the trading of shares, national bonds, and corporate bonds officially
started there. Since then, the economy in china has kept on further evolving. However, the
Company Law of 1993 could not keep up with the economic development in China and
many rules of this law became a barrier to company development. Some important issues
were raised that the too strict requirements for establishment of a company made it difficult
to found a company, that company scandals showed no sign of significant decline, because
the company law fell short of the rules on responsibility for directors, supervisors and se-
nior managers of companies, and that the company law was not sufficient to protect credi-

tors and shareholders, especially minority shareholders. The company law was amended
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in 2005 in order to deal with these issues.

First of all, the Standing Committee and the State Council tried to amend the company
law and the State Council set out to prepare the drafts of amended company law. After the
State Council thoroughly discussed the issues of company law with the interested depart-
ments as well as foreign experts in company law in United States of America, England,
German, Japan and Korea, it summarized the final draft on December 28, 2004. The draft
was submitted from the State council to the Standing Committee and put on the table at
the 18th meeting of the 10th Standing Committee. Finally, through deliberation at the 18th
meeting of the 10th Standing Committee on October 27, 2005, the new company law was
enacted and promulgated (the Company Law of 2005). This law was put into effect on Jan-
uary 1, 2006.

The outline of the Company Law of 2005

The Company Law of 2005 consisted of 13 chapters and 219 sections, specifically includ-
ing general provision, incorporation and organizational structure of companies with limited
liability, equity transfer of companies with limited liability, incorporation and organizational
structure of companies limited by shares, issue and transfer of shares of companies limited
by shares, qualifications and obligations of directors, supervisors and senior managers of
companies, corporate bonds, financial affairs and accounting of companies, merger and di-
vision of companies, dissolution and liquidation of companies, branches of foreign compa-
nies, legal responsibility, supplementary provisions. More than 90% of all of the provisions
of the Company Law of 1993 were amended and 41 new provisions were created in the
enactment of the Company Law of 2005. The main points of the Company Law of 2005 will

be described below.

Firstly, the provisions for establishment of incorporation were amended and newly created.
The Company Law of 1993 stipulated that the minimum amount of a company with limited
liability shall be RMB 100,000 yuan to RMB 500,000 yuan according the scope of busi-
ness, while, under the Company Law of 2005, it shall be RMB 30,000 yuan irrespective
of the scope of business. The amount of the initial capital contributions made by all of the

shareholders of the company shall be not less than 20 percent of the company’s registered
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capital and the remainder shall be paid for in full by the shareholders within two years from
the date the company is established (in the case of an investment company, it may pay the
remainder in full within five years). The minimum amount of a company limited by shares
was reduced to RMB 5,000,000 yuan, which made it easier to incorporate. Furthermore,
the Company Law of 2005 includes new rules on one-person companies with limited liabil-
ity, which are stricter than the general rules on companies with limited liability in order to re-
duce the deal risk and protect the counterparty. For example, the minimum amount of reg-
istered capital for a one-person company with limited liability shall be RMB 100,000 yuan,
and the shareholder shall make the capital contributions in one lump sum as stipulated by
the articles of association of the company. A natural person may only make investment for
the incorporation of one one-person company with limited liability. Moreover, where the
shareholder of a one-person company with limited liability cannot prove that the property of
the company is independent of his own property, he shall assume the joint and several li-

abilities for the debts of the company.

Secondly, the Company Law of 2005 includes a lot of rules to improve corporate gover-
nance systems and promote sound internal monitoring systems. It was pointed out that
the authorities of the chairman of the board of directors were too strong and the methods
of resolution by the board of directors were problematic under the Company Law of 1993.
Therefore, the Company Law of 2005 enhanced the function of resolution by the board
of directors and strengthened limitations on the authorities of chairman of the board of
directors. As for the board of supervisors, it could not satisfactorily fulfill its audit function,
because its authority was weak and the rules for them under the Company Law of 1993
were less effective. Thus, the Company Law of 2005 newly stipulates that the board of su-
pervisors and the supervisor of a company without a board of supervisors may put forward
proposals for removal of the directors or senior managers and may also inquire about or
put forth proposals on matters on which resolutions have been or are to be adopted by the
board of directors. Furthermore, the Company Law of 2005 specifies the duties of directors,
supervisors and senior managers, such as a duty to observe laws, administrative regula-

tions and the company’s articles of association, a duty of loyalty and a duty of diligence.

Thirdly, the Company Law of 2005 enhanced the protection of interests of shareholders

and adopted the doctrine of piercing the corporate veil. There has been an increased need
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to improve the disclosure rules, because access to the information about a company re-
quired to exercise the shareholder’s rights was not easy under the Company Law of 1993.
Therefore, in order to make it easier for shareholders to gain access to information about
a company, the Company Law of 2005 stipulates that a shareholder shall have the right to
consult and duplicate the company’s articles of association, the minutes of the meetings of
the shareholders assembly, the resolutions of the board of directors, the resolutions of the
board of supervisors, and the financial and accounting reports of the company. Moreover,
because the exercise of shareholder’s rights needs to be made easier and more effective
for the protection of shareholder’s interests, the calling procedures for shareholders (gen-
eral) assemblies were relaxed, the rules on proposals by shareholder’s and representative
suits were specified. On the other hand, because the shareholder’s rights can be abused,
the Company Law of 2005 stipulates that where the shareholder of a company abuses the
independent status of the company as a legal person, evades debts and thus seriously
damages the interests of the creditors of the company, he or she shall assume joint and
several liability for the debts of the company. Easier incorporation under the Company Law
of 2005 might increase the number of shell companies, which could be dealt with by the

doctrine of piercing the corporate veil.

Fourthly, the corporate governance systems of listed companies were enhanced and their
duties and responsibilities became stricter under the Company Law of 2005. Recently,
corporate scandals have often emerged in the securities market in China and continue to
have a very negative impact on the development of the national economy. The regulatory
authorities have dealt with corporate scandals caused by companies or their manage-
ment through criminal charges, civil liabilities or administrative punishments. Nevertheless,
there is no end to corporate scandals. Naturally, the regulatory authorities strengthened
the penalties or liabilities in order to deal with corporate scandals. However, because the
weak corporate governance of companies in China was thought to contribute to corporate
scandals, it needed to be improved. Thus, the Company Law of 2005 newly established
the rule on independent directors and secretaries to the board of directors. It also stipulates
that, with regard to such matters as transfer and assignment of major assets of a company
and provision of guarantee for another entity which are subject to resolution by the share-
holders general assembly, as prescribed by the company law and the company’s articles

of association, the board of directors shall, in a timely manner, convene a meeting of the
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shareholders general assembly, at which to hold a vote on the matters mentioned above.
Moreover, considering that controlling shareholders, directors, supervisors, and senior
managers often cause damage to their listed companies by the related party transaction,

the Company Law of 2005 improved the rule thereof.

The other rules on external audit, merger and division of companies, dissolution and so on
were amended and newly established, which meant that China had tried to address the

various kinds of issues on companies caused by economic development.

Conclusion

Since the company law was enacted in China, 20 years have passed. Meanwhile, the com-
pany law, through the three amendments, evolved into a law which had systematical rules
appropriate to modern society. With the development of company law, the securities law
(which was amended in 2005) was initially enacted in China in 1999, and these two laws
play an important role in providing the stable legal basis necessary for economic develop-
ment in China. Until today, under company law, the state-owned enterprises have shifted
to being companies which have modern corporate governance and finance systems, and
many private companies have been incorporated in China. The active economic activities
by the state-owned companies and private companies contribute to the economic develop-
ment in China. In this situation, many companies have listed not only on the domestic se-
curities market but also on the foreign securities market. Because these companies have
to comply with the laws both in China and the other countries which are applied to them,
they will have to further enhance the compliance systems or change the consciousness of

compliance.

The laws in China have been considerably developed within a short period of 20 years but
still have much room for improvement compared to those of developed countries, because
the legislative activities in China prioritized the appearance of law, such as the number of
provisions, to the quality of law. The company law also has many rules whose contents
are insufficient or which stipulate only the principal matters. Furthermore, the enactment of
rules which should be stipulated by the law is often delegated to the administrative agency.

Therefore, how the law should be actually used or operated is very uncertain and might
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involve significant confusion in practice. It should be further discussed in the future how
these issues will be resolved, the conflicts of each rule of the law will be corrected, and the

legal systems will be adapted to the society in China.

Referencies

Fei L 1995, “Legislative Consideration on Company Law”, China Law, No.01, pp. 22.

Qinzhi C 1994 “Basic Principles on Company Law in China”, Law Science Magazine, No.05, pp. 6.

Junhai L 1994 “The Features of Company Law in China”, Law Science Magazine, No02, pp. 16-17.
Hongwei W Wencai Shi, 1994, “A Comment on Draft Revision of Chinese Company Law”, Jurists’ Review,
No.05, pp. 17-21.

Minkang G 2005, “Modification Concepts of the Company Law”, Shanxi Science and Technology, No.02,
pp. 34-36.

Shuguang L 2004, “Models, Ideas and Revision of Corporation Law”, Cass Journal of Foreign Law, No.04,
pp. 401-406.

Yaowu B 1994, “The First Company Law in China- The Legislative Process of Company Law and its Basic
Features”, The Communication of the NPC Work, No.05, pp. 23-26.

42



3 Basis for Stability in Chinese Society. -Social Man-
agement System, created by Mao Tse-tung.

Satoshi Yasugi

Satoshi Yasugi, Ph.D., is Professor of Finance in the Graduate School of Business at Japan University of
Economics. He specializes in the study of financial innovation. From 1970 to 1999, he has worked for No-
mura Securities in investment banking and last 6 years in Nomura, he was COO of Nomura’s consulting

firm based in Beijing.

Basis for Stability in Chinese Society

China has unique systems for ensuring social stability. Under the Marxist-Leninist constitu-
tion, the democratic governance concentration system of political power, along with a politi-
cal system of single-party rule by the Communist Party, provide political stability while also
functioning as a control system for social stability. Specifically, the members of the “leader
system,” selected mainly on the basis of academic achievement, manage and administer
government, state-run companies, and other entities. They are also responsible for manag-
ing the rank and file employees, and running organizations. From the standpoint of society
at large, this is a segment of society comprising bureaucrats, corporate executives, man-
agers, engineers and other leaders, and society is effectively managed and controlled in a

top-down manner by these leaders.

Each citizen belongs to a “work unit,” such as a state-run company, non-profit business
entity, school, administrative office, or other organization. The personnel departments for
these units keep “personal archives” containing the personal history and other information
on each individual in the organization throughout their entire lives, organized by leaders,
ordinary workers, and retired staff. These archives are the basis for affirming that an indi-
vidual belongs to a particular unit, and to receive social security, livelihood assistance and
other benefits. The archives also record each individual’s work performance and degree of
sincerity, providing a psychological threat to the unit member that ensures individual loyalty

to the unit, and functioning as a system to control and manage society.

Public security authorities also strictly maintain “household registry” records on all urban

and rural residents, a system used to prevent adverse effects such as residents of rural
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districts migrating to the cities in an unsystematic manner and creating slums in the cities.

This system of leaders, work units, archives, and household registries functioned as a
system for social control in the reforms and systemic transformation of openness enacted
since 1979. However, even though there has been no change in the system of single-party
rule under the Communist party, the permeation of a market economy is leading to sig-
nificant changes in this system. Based on the so-called “Deng Xiaoping Theory”, there is
a movement to establish law-based social governance, aimed at eliminating the system’s
harmful effects. The government has put forward a policy of actively reorganizing these

systems.

Reforms are gradually moving forward, as “leaders” engaged in government duties are re-
placed by civil servants, leaders belonging to business entities are shifted to employment
under contract, and the practice of inviting talented persons from outside the organization

is established.

An increasing number of people are self-employed or work for foreign firms, and so do not
belong to any work unit. The proportion of such “unit-less” residents is increasing among
urban dwellers, and the unit system itself has lost one of its functions with the establish-
ment of a social security system centered on regional pensions from local governments.
Personal archives still have important implications for those in government or party admin-
istration, but the introduction of competitive personnel systems has made the archives less
significant for employees of companies and non-profit business entities. Restrictions on
residence under the household registry system have been relaxed with “temporary house-
hold permission” adopted to ease local imbalances in the labor supply as a result of eco-

nomic growth.

This paper will present an overview of the Chinese constitution that is the key for politi-

cal stability in China, followed by a summary of the historical context and functions of the

“leader,” “work unit,” “personal archive”, and “household registry” systems, together with an
examination of how they have changed. It will also consider the potential for these systems

to continue to function as a structure for social control.
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The Constitution of the People’s Republic of China

The current constitution of the People’s Republic of China begins with a preamble summa-
rizing the history of the Chinese revolution since the Opium War, followed by 138 articles
organized in the four chapters of “General Principles”, “The Fundamental Rights and Du-
ties of Citizens”, “The Structure of the State”, and “The National Flag, the National Anthem,

the National Emblem and the Capital.”

A provisional constitution was promulgated immediately following the establishment of the
People’s Republic of China, with four major revisions enacted to create the current version.
The formal constitution was adopted by the First National People’s Congress on Septem-

ber 20, 1954, and went into effect that same day. It comprised 106 articles in four chapters.

The constitution has been revised three times since its adoption, in January 1975 (second
constitution), March 1978 (third constitution), and December 1982 (fourth constitution). Mi-

nor revisions to the current fourth constitution were made in 1988, 1993, 1999, and 2004.

Many national constitutions have been formed in the process of establishing a constitution-
al monarchy, utilizing the power of the state to protect citizens from autocracy. The Japa-
nese constitution, for example, drawing on such documents as the 1215 Magna Carta and
the 1628 petition of rights, guarantees fundamental human rights in Article 97, which states
that “The fundamental human rights by this Constitution guaranteed to the people of Japan
are fruits of the age-old struggle of man to be free; they have survived the many exacting
tests for durability and are conferred upon this and future generations in trust, to be held for
all time inviolate.” The constitution further specifies the separation of legal, administrative,

and judicial powers (Articles 41, 65, and 76) as a framework to guarantee human rights.

Amid such trends in constitutional history, the constitution of the People’s Republic of Chi-
na, on the presumption of social classes, asserts that state power is held by “the people,”
centered on workers, and so can be understood to mean that power is to be concentrated
in the people. However, it does not recognize the separation of powers. The preamble in-
cludes such wording as “the system of exploitation of man by man [was] abolished and the

socialist system established,” “Marxism-Leninism, Mao Zedong Thought, Deng Xiaoping

Theory and the Important Thought of the ‘Three Represents,” the “continued fight against
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those forces and elements...hostile to China’s socialist system,” and “organization of the
united front.” The constitution also asserts in Article 1 that China “is a socialist state under
the people’s democratic dictatorship led by the working class and based on the alliance of
workers and peasants. The socialist system is the basic system of the People’s Republic
of China. Disruption of the socialist system by any organization or individual is prohibited.”
At the same time, the constitution maintains the political principal of “people’s democratic
dictatorship,” under which the people (the ruling working class) employ the principles of
democracy to exercise dictatorial authority over the governed class (those forces and ele-
ments, both at home and abroad, that are hostile to the socialist system and try to under-

mine it, as well as the capitalists that comprise the exploiting class).

In China under this constitution, the role of the separation of power as we understand it
does not function. That is to say, although the constitution guarantees individual freedom,
in the context of the coexistence of the state with its monopoly on power, and the individual
guaranteed freedom, the individual is powerless in comparison to the state. China needs a
framework to prevent state abuse of authority. This is the separation of powers (legal, ad-

ministrative, and judicial).
The propriety of this constitution is an issue to be decided by the Chinese people, but from

the standpoint of political stability, the constitution does firmly secure the political stability of
China.

Background, Functions, and Substance of the Leader System

Of the four systems for social control, the leader system has been reformed the most in the
wake of the market-oriented economic reforms since 1979. Prior to China’s 1979 economic
reforms, nearly all organizational bodies in China, including political parties, government
agencies, social organizations, and business entities, were administered and run by lead-
ers selected by the Communist Party or government organizations. The leadership system
was managed ostensibly to serve the ordinary employees and temporary workers. The
system was reformed after 1979, and since 1996 has been replaced by civil servant or em-

ployment contract systems.
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The Communist Party had emphasized the functions of the leader system since the found-
ing of the country, and organizational divisions of party committees were directly involved in
the leader appointments for nearly all organizations. At the time of the country’s founding,
appointments had strong military overtones, since the party was in the process of seizing
power. Leader appointments came to be made with an emphasis on family status, indi-
vidual belief, and social relations. For some time after the country’s founding, with the ex-
ception of the Liberation Army, organizational divisions of the Communist Party at all levels

handled the selection of leaders and other personnel appointments, without clear authority.

In 1953, the Communist Party Central Committee began formulating unified and clear reg-
ulations for leader appointments. The Committee established nine categories of leaders,
and specified the organizations for which each is responsible. From the 1960s, following
the rapid increase in the number of companies and business entities, along with the Com-
munist Party Committee, administrative bodies also established personnel divisions, and
began handling leader appointments in coordination with the Party. In principle, graduates
of four-year universities were employed by units designated by the university, and become
the leaders of those units. In the countryside, because of the shortage of regular university

students, graduates of three-year universities were also employed as leaders.

However, with the introduction of the civil servant system and employment contract sys-
tem in the 1990s, the leader system has gradually been reformed and abolished. Although
the leader appointment system is being replaced by these other systems, the idea of the
leader system, which has continued since the country’s founding, remains deeply ingrained
in Chinese society, albeit in a slightly different form. One aspect of this is the selection of
top political and business officials by the Communist Party. The Party also intervenes in the
appointments of civil servants, as part of a top-down chain of command based on the idea

of leaders guiding society.

Even though China has adopted market principles, under its unique structure broad-based
privatization is unthinkable, and as such there are many corporate and non-profit business
units held by the state. So long as state-owned units retain a dominant position as a social
force, some sort of method will be needed to select the leaders and administrators who

manage them. Barring a change in the Communist Party’s single-party rule, it is unlikely
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that there will be any major shift in the management method that has been in place since
the founding of the country, that of guidance from above by top officials and leaders select-

ed by the Communist Party.

Currently, even in China purely private companies engage in economic activities, and play
a major macroeconomic role. The founder or other individual concerned functions as the
corporate manager, that is to say the leader, because the ownership rights of the company
belong to the founder. In the case of county firms, the ownership rights belong to the col-
lective, or the town or village government, so ordinarily a government representative serves
as the corporate manager. Basically, since companies comprise people concentrated in a
community, in some cases the county government representative is able to amass individ-
ual power and wealth. But since the ownership rights belong to the local citizens, individual
abuse of power is limited. Listed companies with management control, as well as compa-
nies that are state owned but for which management has been entrusted to an individual,
can be said to be similar to county firms. Because at many listed companies the state is the
controlling shareholder, although structurally the corporate manager is selected at the gen-
eral meeting of shareholders, in practice a strong influence is exerted by the government
office with jurisdiction over the company, as well as the Communist Party, which directs the

government office.

In Japan as well, there are many cases in which public officers meddle or interfere with the
personnel appointments of purely private companies. This is particularly notable at licensed
industries such as banks. There are cases of companies requesting that the supervisory
authority dispatch a corporate manager, as well as government offices making implicit re-
quests to companies to rehire officials who have reached mandatory retirement. Similarly,
at Chinese state-owned companies, quasi-state-owned companies (such as listed com-
panies), and purely private companies, there are many instances of corporate executives
being dispatched from government agencies, including when a problem arises with the

manager.

Background, Functions, and Substance of the Unit System

The traditional means of political control in past Chinese dynasties was to place a govern-
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ment official at the provincial level to control and manage the region, without being directly
involved in the towns and villages at the lowest rungs of the political framework. Village
communities, linked through ties of blood or geography, were left to govern themselves.
Accordingly, the government was able to rule with an exceptionally small number of bu-
reaucrats. In the new China, unlike the dynasties of the feudal period, the government is

involved in rule and administration down to the smallest political entities.

However, in this method of control and administration the smallest organizations are ar-
ranged into work units, and indirect rule is maintained through these units, rather than
through direct rule by bureaucrats. Accordingly, the number of Chinese government offi-
cials (civil servants for the administration) is low compared to the population. Through the
unit system, the Communist Party created a framework in which the smallest divisions of
the party monitor and control the population. The units are the tools by which the govern-

ment and the Communist Party directly rule the people.

The units have three main functions.

1. As independent organizations, they are the main providers of goods and ser-
vices externally (broadly classified into government agency, non-profit business
unit, and corporate unit, depending on the goods or services provided).

2. Units function as the smallest divisions of the administrative framework. Based
on directives from their managing administrative agency, units provide admin-
istrative services to their members. (Units also provide members with such
services as ideological education from the Communist Party, which directs the
administrative agencies.)

3. Units are expected to provide members with public welfare and cultural services.

The function of the work units can be defined as the organization that acts as a go-between

for citizens (the governed) and the government (the rulers).

Each unit is connected to a higher-ranked agency. The Cabinet departments give instruc-
tions and convey information to the local government departments they oversee, so no
matter what the type of unit, following this trail upwards leads to the Cabinet, then to Par-

liament, and finally to the Communist Party Central Committee. As a result of this political
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structure, the units perform administrative functions based on guidance from higher-rank-
ing administrative agencies. Units are incorporated into the command line of administrative
agencies (government), as illustrated by the fact that property rights of the units belong
to the administrative units over them, and that the ranking given to units indicates its hi-
erarchical relationship within the administrative agency. Considering that according to the
ownership structure each company and non-profit business unit is obligated to pay surplus
profit to the higher-ranking agency to which it belongs, and that control over personnel ap-
pointments is exercised by a higher-ranking agency, the units are effectively under admin-
istrative control from the agencies above them, and under the guidance of these agencies

perform an administrative function for the unit members and the units themselves.

The Communist Party Central Committee decides on important matters of social devel-
opment, and assumes a guidance role for policy. Under the direction of the Communist
Party, administrative agencies formulate and implement specific plans. In such a political
structure, political control naturally extends to the units incorporated into the administra-
tive command line. However, at corporate and non-profit business units the principle of the
inseparability of government and business has been discarded, and a policy of separating
the two has become established. Communist party matters that cannot be integrated with
government administration, such as preparation of materials for ideological education, have
no impact on unit members unless they are conducted by the Communist Party branch or

committee established in the unit.

Accordingly, the units that support the foundation of Chinese society are undergoing a cer-
tain transformation, and their functions are likely to be consolidated into their original func-
tion. However, under the current political structure, and in terms of public awareness, the
units will continue to play an important role in society. In the process of transitioning to a
market economy, whether units should continue to play this role is a major issue in China.
Whether the work unit structure will continue to exist, and if it does, what changes will oc-
cur, and how this will affect the social behavior and relations of the people who comprise

the units, are issues to be examined going forward.
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Background, Functions, and Substance of the Archives System

China has since ancient times had a tradition of keeping records, and archives are one of
the important matters managed by the state. In China today, the definition of archives, as
prescribed by law, is “historical records in various forms, including writings in different lan-
guages, pictures, diagrams, audio-visual..., whose preservation is of value to the State and
society and which have been or are being directly formed by State organs, public organiza-
tions and individuals in their political, military, economic, scientific, technological, cultural,

religious and other activities.” (Archives Law, Article 2, enacted 1988)

The Chinese term is usually translated as “archives,” and typically refers to writings that
are original sources, have a function of conveying information, contain knowledge, and
have value. The archives kept in the national archives repositories are in principle made
public after 30 years, though archives involving the security or vital interests of the state,
and other archives which remain unsuitable for disclosure after their formation, may be
open to the public after more than 30 years. Citizens and organizations possessing lawful
identification may use archives which are open to the public. (Archives Law, Article 19) In
China today, archives kept by the state are classified into three types according to when
they were formulated—archives since the establishment of the People’s Republic, archives
on the history of the Revolution, from the May Fourth Movement in 1919 to the founding of

the country in 1949, and historical archives on former regimes.

One type of archive is the personal archive, concerning the records of individuals. The ori-
gin of these personal archives is thought to be the archives on Communist Party leaders
prior to the founding of modern China. Precise rules on leader archives were established
during the first round-table discussion convened in 1956, when standing rules for the cre-

ation and management of leader archives were distributed.

Personal archives are categorized by type for leaders, workers, students (middle school
and older), and military personnel. The type with the greatest significance is the leader ar-
chive. Large envelopes marked “Archive Packet” and containing documents are an every-
day sight in China. Ordinary personal archives are stored in these envelopes, and kept in
the records room of personnel departments. The leader personal archives on high-ranking

officials, influential Communist Party members and other key persons, which are kept
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by the administrative division of the Communist Party Central Committee, are digitized,
stored, and effectively utilized for significant state appointments. In 1980, the administra-
tive division of the Communist Party Central Committee formulated rules on handling the
archives of leaders and company workers, specifying the materials considered necessary
for creating and storing personal archives. Materials specified for archives included records
of personal thoughts (self-written), materials for joining the Communist Party and relation-
ship with politics (political history), and the presence of any major political issues in family
or social relationships. Any history of anti-establishment conduct, either by the individual or
a family member, would likely result in unfavorable treatment within the work unit based on

the archive material.

It was widely reported in Japan that persons labeled as dissidents at the time of the Cul-
tural Revolution were rehabilitated afterward, and in China, where the personal archive is
institutionalized in society, it is easy to understand the necessity of correcting the archives
to restore reputations. However, factors noted previously, such as the abolishment of the
leader system and the waning influence of the work units with the development of the
market economy, have led to the gradual breakdown of the original system to utilize the
archives. As a result, with the exception of top personnel, the archives themselves function

less effectively as a system for control.

Background, Functions, and Substance of the Household Registry
System

Residence restrictions under family registers did not exist at the time of the founding of the

country, but instead were part of the legislative process for the household registry system
in the early 1950s, after the country’s founding. Household registries were systematized to
manage family registers, separating urban and rural areas, though peasants were able to
emigrate freely to the cities. During the first five years or so from the founding of the coun-
try, population movements from the villages to the cities were not excessive, and did not

exceed the labor demand.
However, under the first five-year plan through 1956, copied from the Soviet Union, agricul-

ture was remodeled along socialist lines, with rapid collectivization. Agricultural production

in some villages collapsed as a result, and many farmers from impoverished areas relocat-
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ed to the cities. This mass exodus from the villages to the cities became a social problem.
In December 1957, the Communist Party Central Committee and the Cabinet jointly issued
a directive restricting movement of the rural population to the cities. This directive ordered
public security agencies to strictly manage the household registry system, prohibited food
distribution departments from providing rations to anyone other than those with an urban
household registry, and ordered regional governments to send peasants who had migrated
to the cities, or who worked in an industrial job, back to the area of their original registry.

Such an administrative response did not exist at the time the country was founded.

In 1985, the Ministry of Public Security issued regulations for temporary urban residence,
providing specific procedures for people to temporarily reside in cities for one year (currently

three years), and officially allowing the migration of labor from villages to cities.

Unregulated population flow from the villages to existing large cities continues to be tightly
restricted, but in small regional cities and areas designated for development, the govern-
ment is allowing on a trial basis the lawful transfer of registries from villages to cities in cer-

tain situations and under certain preconditions.

Politics and Society in 2030

As this paper has shown, China’s unique systems for social governance and control, with
the exception of the household registry system, are being significantly transformed or abol-
ished with the shift to a market economy. Reform of the political system can also be ex-
pected, and if this is realized the systems for social governance are also likely be reformed,
particularly those systems that a market economy will expose as having only been superfi-
cially reformed. One example might be the selection of local government officials and other
high-ranking leaders by election rather than de facto appointment by the Communist Party.
Accordingly, the leader, work unit, archive, and household registry systems can be under-

stood as products of the changes taking place in Chinese society.
Rational Chinese, taking a long-term perspective, and in the process of firmly implementing

a market economy to create an economically strong country, enacting political reforms, and

attaining power for China as an internationally influential state, will most likely replace the
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systems for social governance and control in place up to now, and rebuild them with highly
transparent, law-based systems. However, since the various government and social sys-
tems are currently in effect, the period when they will be reformed is in the distant future,
far beyond 2030. Rather, if China is able to overcome the corruption that accompanies au-
tocracy, one gets the sense that the systems of our democratic society might be absorbed

by this Chinese model.
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4 The internal problems of China:
“All the Stock Circulation (f|%#£ 7 & ) Reform”"!
and the “Ancient Regime”

Minoru Tada

Now, a relation between a state and state owned enterprises of economies in transition or a developing
country is my primary concern. | am researching about it of such as China, South Korea, and Vietnam. This

research is also the part.

Introduction

China has agreed to open an international securities business on the occasion of the WTO

entry in December 2001.

However, various problems have arisen from inside and outside, especially regarding a
stock system that includes peculiarities following the enforcement of the Reform and Open-

ing Up policy. The problems include these:

1. The high circulation share ratio of the listed company, which makes the operativ-
ity in a stock market easier to set.

2. Existence of a kind of stock that infringes on the principle of “one-share monova-
lence,” such as may be seen by circulation shares and non-circulating shares.

3. An irrational investor structure, which has a concrete, extremely high individual
investor ratio and an extremely low institutional investor ratio. Based on these
characteristics, it has high inducibility of short-term action, otherwise known as
high speculativeness.

4. A structure in which the original useful functions of a stock system, such as the
monitoring function by an investor, cannot operate effectively.

5. The problem of insider trading, including the role of a fund manager.

" All the stock circulation i%#X4&) ” is a situation in which, notwithstanding shares issued by same com-
pany, two kinds of shares, a non-circulating share and a circulation share, exit. The differences of various
rights for shareholders, including the price produced, create a situation in which “it was divided and placed”
in Chinese notation.
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A Stock System in China

From the 1980s to the second half of the 1990s, China was in the process of introducing
policy to create a market economy system under the socialist system, which is said to be
the essence of a policy of Reform and Opening Up. At the time, a very strong political re-
quirement of maintaining a strong socialist system existed. As the mainstay of the socialist
economy, the state-owned enterprise secured the predominance of a certain “omnidirec-
tion” to the national economy and guaranteed the existence of the supreme proposition. In
all industrial domains, the state-owned economy secured the predominance and played a

strong role in driving industry.

The state-owned enterprise’s loss-making-operation constitution serves a very critical role
in the reform of state-owned enterprises. This constitution breaks from the deficit constitu-
tion and has been deemed one of the most important political themes since the Reform

and Opening Up policy was enforced.

However, the result was poor and called for the next step, which involved pressing for re-
quirements of an opposite system. As a result, it was necessary to maintain a socialist sys-

tem and introduce a market economy simultaneously.

Under this situation, the establishment of the modern enterprise system, which has a main
policy of introducing a stock system, attracted attention as a trump card in reforming state-
owned enterprises. As a result, the stock system in China achieved a major development
during the second half of the 1990s.

However, in the enforcement of this system, the problem of ideology emerged. Specifically,
it is presupposed that “3 Large Worries ( —K$H.(» )" existed in the government when state-
owned enterprises were reformed by the introduction of a stock system.” These worries

were:

1. Does the issue of stocks induce a privatization problem?

2. Does the issue of stocks lead to the spill of national assets?

"2 Chuan Ziheng (2006):3
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3. Does the leading status of the state-owned economy swing after stocks are is-
sued?

Various original systems were incorporated to clear these problems in China and involved
determining when a stock system would being carried out and how to succeed in efforts to
maintain consistency while using a slogan called maintenance of a socialist system. In the
process, the most serious problem produced was the existence of a circulation share and a
non-circulating share. Although issued by the same company, these shares are exactly the
same but involve “a different share, a different price, and a different shareholder’s right.” In
China today, the various problems mentioned previously have resulted in generating a neg-

ative inheritance for maintaining a socialist system that is turning into an “Ancient Regime.”

In the enforcement of the stock system in China, a major policy conversion was put into
action. The turning point was evident in the slogan “strategic adjustment in the distribution
of the state-owned economy,” which was introduced in the third item of “the determination
about the serious problems of the reform and development of state-owned enterprises” ap-
proved at the fourth general meeting of the central council held in the 15th gathering of the
Chinese Communist Party in September 1999. The result of the implementation of several
policies based on the slogan became the foundation of dramatic developments that have
taken place in the Chinese economy in the 2000s. The main contents of the epoch-making
change in policy reserved the predominance of the “omnidirectional” national economy and
changed its enforcement to a form that specializes in a specific industrial domain. In other
words, it carefully selected the industrial domain where the national economy should se-

cure predominance.

Specifically, this domain is considered “the important company in connection with the key,
high-tech industry of natural monopoly that provides important public products or services

with which a state is safely concerned.

The policy of specification to the industrial domain that should be secured and maintained
as the predominance of the state-owned economy got off the ground to some extent in
2003. The National Assets Administration Bureau, which until then was only part of the
Ministry of Finance, was reproduced as the organization of the State-owned Assets Su-

pervision and Administration Commission (of the State Council) as a stronghold to prevent
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the spill of national assets. Making an effort to build the management system for full-scale,
state-owned assets was started, and the greatest number of new directional properties in

the history of Chinese economy appeared after the enforcement of the Reform and Open-

ing Up policy.

Currently, a central (state-owned) company™ is selected by the commission in the specific
industrial domain to function as a powerful organization of the State Council under the di-
rect control described as the “super shareholder” who enables unified management of the
national assets of the leading state-owned enterprise in the domain. In this way, the reform

of state-owned enterprises has rushed into a new stage.

The composition of shareholders before All the Stock Circulation Re-
form

These gross political changes have prompted growth in the securities market and stock

system in China after the enforcement of the Reform and Opening Up policy.

Although various difficulties remain in the stock system in China, the fundamental problem

is the existence of circulation shares and non-circulating shares.

The institutional measure ensures the existence of non-circulating shares represented by a
national stock. This national corporation stock prevents the loss of state-owned assets on
the occasion of demutualization by state-owned enterprises, maintains the right of control
for the state-owned enterprise as the mainstay of the socialist economy, and prevents per-

fect privatization.

While non-circulating shares are necessary for the maintenance of socialist system, in the
international economy they are recognized as a big problem. In the present stage, many of

these shares have already been canceled and hardly exist in the securities market.

3 Central companies are the most important state-owned enterprises that the central government controls
directly. While State-owned Assets Supervision and the Administration Commission of each local govern-
ment level is founded separately, district state-owned enterprises are selected. In this way, the system in
which state-owned assets management is performed has already been established.
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“All the stock circulation reform” is a policy aimed at abolishing the non-circulating share.
The information that follows looks back upon the history of “all the stock circulation reform”
and examines the actual condition of stocks issued in each listed company before and after

implementation of this reform.

A ratio of 63.7% is given to all non-circulating shares issued in Shanghai Stock Exchange,
and a ratio of 55.4% is given in Shenzhen Stock Exchange in January 2006." Examples
of central companies managed by the State-owned Assets Supervision and Administration

Commission directly are outlined here:

Baoshan Iron & Steel Co., Ltd., is a subsidiary-listed company of Bao Steel Group Corpo-
ration, which is the steel interest’s major company. The largest shareholder at the end of
2006 was Bao Steel Group Corporation, a state-owned enterprise and parent company,

which owns 78.3% of shares."

Dongfeng Motor Group Co., Ltd., is a subsidiary-listed company of Dongfeng Motor Cor-
poration, which is a major motor vehicle industry. The largest shareholder in January, 2007
was Dongfeng Motor Corporation, the state-owned enterprise and parent company, which

owns 60.1% of shares.®

China CSSC Holdings Limited is a subsidiary-listed company of China State Shipbuilding
Corporation, which is the major shipbuilding industry company. The largest shareholder at
the end of 2007 was China State Shipbuilding Corporation, the state-owned enterprise and

parent company, which owned 61.06% of shares."

An example of an energy-related central company with a basis of public supply is PetroChi-
na Company Limited, a major oil-related company and a subsidiary-listed of China National
Petroleum Corporation. Its largest shareholder at the end of 2006 was China National Pe-

troleum Corporation, the state-owned enterprise and parent company, which owns 88.21%

" SSE Monthly Market Statistics, January, 2006:18 and SZSE Monthly Report, January, 2006:18
" http://www.cninfo.com.cn/gszx/sdgd600019.html, accessed July 10, 2007

'® http://www.cninfo.com.cn/gszx/sdgd600006.html, accessed July 10, 2007

" China CSSC Holdings Limited 2007 annual report:27
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of shares.™®

China Shenhua Energy Company Limited is a subsidiary- listed company of Shenhua
Group Corporation Limited, a major company in the coal industry. The largest shareholder
at the end of 2006 was Shenhua Group Corporation Limited, the state-owned enterprise

and parent company, which owns 81.21% of shares.™

As shown above, the structure of Group Corporation, a central company (state-owned
enterprise), holds more than the majority of issued stocks in the form of non-circulating

shares by a subsidiary-listed company.

“All the stock circulation reform” was carried out for the purpose of canceling the existence
of non-circulating shares to correct such abnormal circumstances. The history of this re-

form goes back to 2004.

The composition of shareholders after All the Stock Circulation Re-
form

First, in order to put “Some opinion about reform and opening of capital market and promo-
tion in stable development” promulgated by the State Council in January 2004 into practice,
“The notice about the problem in connection with experimental enforcement of all the stock
circulation reform for a listed company” which noticed experimental enforcement of all the
stock circulation reform, was promulgated by the China Securities Regulatory Commission
in April 2005. It was notified of its related posts, such as a listed company, a shareholder,

and a securities exchange.

Next, “The opinion about performing experimental enforcement of all the stock circulation
reform on the success” and “The opinion about the instruction for listed companies which
makes a national stock a control stock of all the stock circulation reform” by China Securi-
ties Regulatory Commission and State-owned Assets Supervision and Administration Com-

mission were promulgated in March 2005.

'® PetroChina Company Limited 2006 annual report:59
'® China Shenhua Energy Company Limited 2006 annual report:82
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Afterward, at the first term, four companies were selected, with Sany Heavy Industry Co.,
Ltd., a major machine development company for construction of Shanghai, in the lead.”® At
the second term, as the model case of a total of 42 companies, Shanghai International Port
Group Co., Ltd., a major land and water container transportation company of Shanghai,

was selected.” At that point, all the stock circulation reform was tentatively carried out.

These experimental enforcements received success, and in August 2005, “The opinion
about the instruction of all the stock circulation reform for listed companies,” a general plan
about all the stock circulation reform, was released by the China Securities Regulatory
Commission, State-owned Assets Supervision and Administration Commission, Ministry of
Finance, People’s Bank of China, and Ministry of Commerce in their joint signatures, and

the basic policy was shown.

“The method of administration about all the stock circulation reform to a listed company” by
China Securities Regulatory Commission and “The notice about the problem of the man-
agement to shareholder’s right of the national stock in a listed company for putting all the
stock circulation reform in practice” by the State-owned Assets Supervision and Administra-
tion Commission were promulgated in September 2005. “All the stock circulation reform”
was enlarged to include all the listed companies that were issued an A share and had no
specific range. At last, the policy of reform toward the pending problem of circulation of

non-circulating share was completely implemented.

The concrete procedure used is shown in the third clause (4) of “The notice about the prob-
lem in connection with experimental enforcement of all the stock circulation reform for a

listed company” This procedure was previously described this way:

“The formation of an extraordinary shareholders’ meeting is accepted by 2/3 or more par-
ticipation of the shareholders who have voting rights, and a bill of all the stock circulation

reform for the board of directors is approved by 2/3 of the circulation shareholders who

* Shanghai Securities News (May 09, 2005): Coverage record of four listing companies selected as experi-
mental enforcement of all the stock circulation reform and whose shareholder circulation share at the first
term.

2" Xinhua News Agency (June 09, 2005): Listing companies as models of the experimental enforcement of
all the stock circulation reform at the second term.
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have voting rights”

The fifth clause (1) states:

“Non-circulating shareholders of listed companies who enforce all the stock circulation
reform experimentally shall consent that listed dealings or transfers will not be carried out
within less than 12 months since their non-circulating shares have acquired the right of

listed circulation.”

The fifth clause (2) also states:

“A shareholder who holds 5% or more of non-circulating shares in all issued shares of a
listed company that is enforcing all the share circulation reform experimentally will deal in
shares through a securities exchange after the matter of consent in the preceding clause.
The shareholder shall agree not to exceed 5% of the all issued shares of the company

within less than 12 months and will not exceed 10% within less than 24 months.”

Finally, the fifth clause (3) states:

“The listed companies enforcing all the stock circulation reform experimentally shall submit
an advertisement to that effect within two business days and continue indicating their intent
to stop dealing in shares from the day the fact was generated until the quantity of dealing
in shares through a securities exchange reaches 1% of all issued shares of the company

concerned.”

Moreover, the bill of all the stock circulation reform is shown in the above-mentioned notice

as

“The listed companies that are enforcing all the stock circulation reform experimentally will

determine the solution plan of all the stock circulation independently.”

In the solution plan of all the stock circulation, it is possible to incorporate the contents of

consent that include the original rules with each company in addition to the fundamental
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rules.

The contents of a bill of all the stock circulation reform adopted by several companies of a

central company showed that the non-circulating share ratio was high.

A definite provision of a non-circulating shareholder who approved a bill of all the stock cir-

culation reform for Baoshan Iron & Steel Co., Ltd., is as follows:

“The shares of Baoshan Iron & Steel Co., Ltd., owned by Bao Steel Group Corporation, will
not be put in listed circulation or transferred from the day Baoshan Iron & Steel Co., Ltd.,
acquired the right of listed circulation to within less than 12 months and will not be put in

listed circulation within less than 24 months.

It is possible for Bao Steel Group Corporation to transfer through a securities exchange in
a range that does not exceed 5% of all issued shares of Baoshan Iron & Steel Co., Ltd.,
and with a selling price of not less than 5.63 yuan ( JT ) per share within 12 months (the

third year) after 24 months as mentioned above.

The shares of Baoshan Iron & Steel Co., Ltd., held by Bao Steel Group Corporation, from
the day Baoshan Iron & Steel Co., Ltd., acquired the right of listed circulation to within three
years afterward, maintained 67% or more of all issued shares of Baoshan lron & Steel Co.,
Ltd.

However, after putting a bill of all the stock circulation reform into practice, Bao Steel Group
Corporation did not receive additional shares of Baoshan Iron & Steel Co., and the restric-

tion about listed circulation or transfer of shares did not apply.

A definite provision of a non-circulating shareholder having already approved a bill of all the

stock circulation reform of Dongfeng Motor Group Co., Ltd., is as follows:

“A non-circulating shareholder of this company consents to the minimum regulations de-

%2 Notice of resolution of the board of directors of Baoshan Iron & Steel Co., Ltd., at the first special share-
holders meeting, 2005 (Description of a bill of all the stock circulation reform):14, translation by a writer
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fined by law and recognizes the following specialties: From the day a bill of all the stock
circulation reform was put into practice to within less than 36 months afterward, the non-

circulating shareholder will not list or transfer shares through a securities exchange.””

A definite provision of a non-circulating shareholder having already approved a bill of all the

stock circulation reform of China CSSC Holdings, Ltd., is as follows:

“1. All the non-circulating shareholders of China CSSC Holdings, Ltd., agree not to release
those shares in listed circulation or transfer them within less than 18 months from the day

the company acquired the right of listed circulation.

2. After the above provision is fulfilled, non-circulating shares of China CSSC Holdings Ltd.,
may be sold through a securities exchange, providing the dealing quantity of those sold
within 12 months does not exceed 2.5% and those sold within 24 months does not exceed
5% of the all issued shares of China CSSC Holdings, Ltd.

3. Under the premise of observing the second point mentioned above, all non-circulating
shareholders must prepare an advertisement to that effect within two business days from
the day the fact was generated until the quantity of shares dealt through a securities ex-

change reaches 1% of all issued shares of China CSSC Holdings, Ltd.”*

As mentioned above, the important portion of a bill of the all the stock circulation reform
approved in each specific shareholders meeting was introduced by the three central com-
panies. The main point is that the circulation shareholder consented “the right of circula-
tion” of the old non-circulating share to the non-circulating shareholder. In other words, the
non-circulating shareholder, namely the large state-owned group enterprises acting as an
authorization company or the high-ranking State-owned Assets Supervision and Adminis-
tration Commission, has the final judgment whether the shares concerned are actually or

unlawfully released to a market.

% Description of a bill of all the stock circulation reform of Dongfeng Motor Group Co., Ltd.(the full text):20,
translation by a writer

 Description of a bill of all the stock circulation reform of China by CSSC Holdings Ltd. (a revised
edition):15,translation by a writer
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Because institutions can emit non-circulating shares, even with restrictions, all the stock
circulation reform is epoch-making and deserving of esteem. However, the judgment to do
so is left to each organization. State-owned enterprise or state organs clearly are unable to
eliminate the influence of the state, so a major fundamental change in the old rule structure

will not be seen.

How has the composition of shareholders been affected since the enforcement of the re-
form agenda was passed a little more than seven years ago? Details from the annual re-

port of each company mentioned above provide insights.

Baoshan Iron & Steel Co., Ltd., issued all stocks of Baoshan Iron & Steel Co., Ltd., as a
circulation stock. The largest shareholder is still Bao Steel Group Corporation, which holds

76.68% of shares and maintains an overwhelming majority.*

Dongfeng Motor Group Co., Ltd., issued all stocks of Dongfeng Motor Group Co., Ltd., as a
circulation stock. The largest shareholder is still Dongfeng Motor Corporation, which holds

60.1% of shares.®

China CSSC Holdings Ltd., issued all stocks of China CSSC Holdings Ltd., circulation
stocks. The largest shareholder is still China State Shipbuilding Corporation, which holds
60.06% of shares.”

In the case of PetroChina Company Limited, the infrastructure of the energy-related com-
pany has a basis of public supply. Non-circulating shares remain (0.22% of all the issued
stocks), but most of the non-circulating shares serve as circulation stocks. The largest
shareholder of PetroChina Company Limited is still China National Petroleum Corporation,

which holds 86.35% of shares *® and maintains an overwhelming majority.

Regarding Shenhua Energy Company Limited, non-circulating shares remain (0.9% of all

the issued stocks), but most of the non-circulating shares serve as circulation stocks. The

* Baoshan Iron & Steel Co., Ltd., 2012 annual report:27,29, translation by a writer

% Dongfeng Motor Group Co., Ltd., 2012 annual report:28,29

% http://stockdata.stock.hexun.com/2009_sdgd_600150.shtml, accessed August 06, 2013
% http://stockdata.stock.hexun.com/2009_sdgd_601857.shtml, accessed August 06, 2013
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largest shareholder of Shenhua Energy Company Limited is still Shenhua Group Corpora-

tion Limited, which holds 73.01% of stocks * and maintains an overwhelming majority.

Conclusion

The composition of shareholders before and after “all the stock circulation reform” has

been examined, mainly by a central company in state-owned enterprises.

Using the stock system as a trump card policy of a reform of state-owned enterprises suc-
ceeded in demutualization by carrying out packaging of a state-owned enterprise’s prime
assets. ° In that sense, most of incorporated companies in China inevitably established
state-owned enterprises as the central units at the time the stock system was enforced.
Defined as maintenance of a socialist system, the existence of the state is necessary when
a mechanism functions whereby a state-owned enterprise is main equity, plays a role of an
authorization company, and uses its position as a means of holding extensive shares. As a
result, the listed company is under the powerful rule of a state-owned enterprise as a par-

ent company.

The listed company exists under composition of rule involving “the state (the State-owned
Assets Supervision and Administration Commission in 2003 and afterwards), a large, state-
owned group enterprise (a central company or a district state-owned enterprise), and a
subsidiary-listed company of a large, state-owned group enterprise.” In the present condi-

tion, any change is essentially ignored.

Ultimately, the result of “all the stock circulation reform” is only a superficial abolition of a
non-circulating share. Under the current conditions, any movement toward change has not

been achieved.

However, calls for steadfast maintenance of a socialist system have been greatly reduced,
and the focus on ensuring and maintaining the predominance of a state-owned economy in

the specific industrial domain has been shifted to other areas.

* http://stockdata.stock.hexun.com/2009_sdgd_601088.shtml, accessed August 06, 2013
% In case of China, the demutualization of a state-owned enterprise has been carried out by a mean called
“packing” in the main.
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In which direction did it shift? The state-owned enterprise as a main driving force in an im-
portant group of enterprises is expressed more concretely as an advance guard point that
drives economic policies for development of the Chinese economy in an authoritarian de-

velopment system.

Although more substantial changes in the composition of rule of the state as a large, state-
owned group enterprise or a subsidiary-listed company of a large, state-owned group en-
terprise are not seen, the purpose is changing greatly. Economically, China is being largely
released from the spell of the socialist system, but politically, it remains in the old system
involving one-party rule by the Chinese Communist Party. Therefore, we can see signs of

clear progress and development in China.

Although the significance of a state-owned enterprise in a specific industrial domain is

transfiguring, the magnitude of the state’s involvement is an undeniable fact.

In order to realize the goal of steadfastly maintaining a socialist system while enforcing
the Reform and Opening Up policy, the Chinese government has carried out excessive
participation and regulation not only to economic areas, such as reform of state-owned en-
terprises and a stock system, but also to various other fields and domains. However, those
regulations have changed greatly and have loosened and become meaningless in the vari-
ous situations over the course of time, expansion, and development of an economic scale.
These changes have led to increased power of the people, social development, and weak-

ening of the one-party rule of the Chinese Communist Party.

The necessity for “all the stock circulation reform” originates from an old structure called
the socialist system, or “Ancient Regime,” during the second half of the implementation of

the Reform and Opening Up policy.

China faces a variety of problems that have resulted in various peculiar systems for cor-
recting inconsistencies that have arisen from introducing a market economy system while
trying to implement the Reform and Opening Up policy into the old economic structure. |
have wanted to argue as a writer it is just as the symbolic problem that “all the stock circu-

lation reform” for the abolition policy of non-circulating share.
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Other economic issues are arising, including the social security system, a labor shortage
caused by an aging population and a low birthrate, and a Rural Workers ( 22 1.) . These

urgent problems are critical to society in China and need to be addressed quickly.

In view of these issues, it is necessary to revamp the socialist system, which has turned
into the “Ancient Regime” in new China, and various old systems used in the first half of
the Reform and Opening Up policy. The conversion of the regime would make it possible to
progress and put the “New Reform and Opening Up policy” into force. This process will in-
volve finding a solution to the problem of democratic politicization for the Communist Party

of China, which continues one-party rule.

The enforcement of “The New Reform and Opening Up policy” and its success or failure re-
mains to be seen. China has the ability to become a “major nation” in the economic world,
or it can remain buried in a mountain of serious political, economic and social problems for

the foreseeable future.
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I The geopolitical context

Throughout History, some States have been forced to rely on the economy to overcome
their geopolitical weaknesses. In Asia, three countries illustrate this situation: Japan, South
Korea and China. Japan in order to avoid Western colonization, South Korea to deal with
the communist threat of North Korea, and China to break the capitalist encirclement. In-
creasing power based on economy is often a conspicuously absent parameter from the an-
alytical frame traditionally used in International Relations, which tends to give much more
prominence to political and military fields. This weakness can largely explain why many
experts in the field have not been able to detect the magnitude of the rise of major Asian

countries like Japan, China and South Korea in recent years.

In 1978, China is in a very complicated strategic context (height of the confrontation be-
tween the United States and the USSR). Given its military weakness and failure of the
policy of non-alignment, Beijing had no other choice but to turn to the economic sphere
in order to exist on the world stage. China opted for a pragmatic and non-ideological ap-
proach to get the necessary materials and knowledge required for the development of its
power. To avoid being designated as an aggressive power, it is building from the mid-2000s

the image of a stabilizing power.
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1 China’s relations with the other diplomatic
heavyweights: the economics behind geopolitics

Jean-Francgois Dufour
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(Complexe, Bruxelles, 1999) and Made by China, les secrets d’'une conquéte industrielle (Dunod, Paris, 2012,

and Springer-Verlag Italia, Milano, 2013).

For the first fifty years of the People’s Republic, which anniversary nearly coincided with
the return of Hong-Kong to the Mother-Nation, China’s diplomacy was dominated by tradi-

tional geopolitical questions of military power and political influence.

At a time when the country’s main exports were Mao Zedong’s Little Red Book and
reverse-engineered MiG jet fighters, relations with the other main powers of the Globe fo-
cused on military confrontation, for those who were neighbors (India in 1962 and Russia in

1969); and on support to revolutionary movements or hostile countries for others.

A change of perspective

Nevertheless, in 1997, the aforementioned takeover of Hong-Kong already showed that

China’s diplomacy wanted to take a new dimension in consideration.

At the end of the first experimental stage of its economic reforms, the country knew it was
to take a new rank on the international economy — an international economy that had been
transformed, itself by the end of the Cold War, and the new era of Globalization. Negotia-
tions about Hong-Kong were thus heavily influenced by a will to preserve the financial and
logistic platforms that the soon-to-be Special Administrative Region offered to Guangdong,

China’s uncontested economic powerhouse at that time.
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Fifteen years on, this moderation of traditional geopolitics by new considerations linked to
the economy, has spread to China’s relations with all of the other “Heavyweights” on the

international scene.

China’s relations with the US and Japan, as well as with its fellow “BRIC”-Brazil, Russia
and India — all remain strongly influenced by an heritage that goes back much farther than
the People’s Republic. But all now also take into account the economic interests of the
country. Bilateral relations are thus the result of a balancing between competition for tradi-

tional geopolitical influence, and cooperation for preserving economic stakes.

Russia: oil in the mechanics of diplomacy

Russia may constitute the most blatant illustration of that evolution.

On the long term perspective, relations between these two giants that share 3.645 kilome-
ters of frontiers, remain heavily uncertain and potentially conflictual. China has not forgot-
ten that, during its XIXth Century spoliation, Russia was the main beneficiary in terms of
territory - integrating 1 million square kilometers of formerly Chinese territory, through the
Aigun Treaty of 1858 and the 1864 Convention on NorthWestern Borders. The conflict for
leadership on the Socialist World between the People’s Republic and the USSR, that cul-

minated in the short 1969 border war.

Notwithstanding that historical context, reformed China’s relations with post-USSR Russia

have been strongly influenced by mutual economic interests.

From weapons to hydrocarbons

The process began on a quite traditional geopolitical frame, at the beginning of the 1990s.
China then became one of the main buyers for weapons produced by a Russian defense
industry that had just been deprived of its former captive markets of the Warsaw Pact. The
Su27 fighter became a symbol of this new collaboration, permitting the People’s Liberation
Army Air Force to reach a new level of equipment, at the time it maintained activity at Suk-

hoi plants.
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But the new course of China’s economy in the 2000s was to give a much more important
dimension to its relation with Russia. As China emerged as a new economic powerhouse,
it appeared that its resources in a certain number of fields — beginning with hydrocarbons —

would be insufficient to fulfill its needs.

In that new context, the fact that its Russian neighbor is the World’s main producer of both
crude oil and natural gas took a new significance. And the fact that this potential, relatively
close, provider was short of cash, at a time when China piled money thanks to its trade

surpluses with the West, was a happy coincidence.

Oil and banking giants take center stage
In the years 2000, the China Development Bank (CDB), China’s policy “superbank®, thus
dethroned the weapons import agencies as China’s most influent actor in Sino-Russian re-

lations.

The importance of the negotiations in which it was involved appeared fully in 2009, in a
four-party strategic agreement. Along with the CDB, it involved CNPC (China National
Petroleum Company, the holding of PetroChina) on the Chinese side; and crude oil pro-
ducer and transporter Rosneft and Transneft on the Russian side. The agreement stated
yearly deliveries to CNPC, for 20 years, of crude oil produced on Rosneft’s Siberian fields,
through a pipe-line built and operated by Transneft. In exchange, the two Russian oil com-

panies obtained huge credits from CDB, with a cumulated value of 25 billion dollars.

In March 2013, Xi Jinping’s first foreign visit as President of the People’s Republic con-
firmed the importance of this new Russian oil diplomacy. One of the main results of his stay
in Moscow was the signing of new agreements between Rosneft and CNPC, for doubling
deliveries from the Siberian oil fields, to 30 million Tons yearly. The CDB was still an impor-
tant part to the deal, as at least 2 billion dollars of new credit were granted to Rosneft on
that occasion. The visit also included signing of agreements between CNPC and Gazprom.
The Russian gas giant agreed to deliveries to China that have to be specified, but that
should be over 40 billion cubic meters per year. These giant hydrocarbon contracts were
the most striking results of Xi’s first presidential visit, illustrating the importance of econom-

ics in the new Sino-Russian relations.
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On the long term, rivalry will remain between the two giants. But as long as China’s indus-

trial powerhouse needs fuel, the economic factor will deeply impact bilateral diplomacy.

India: from border confrontation to trade war threats

India is the other diplomatic heavyweight with long borders (3,380 kilometers), and lasting
border problems (dating back to 1914 and the MacMahon Line) with China.

The tensions here, complicated by alliances with third parties (the US for India, and Paki-
stan for China), and by the question of Tibet, are more vivid. As late as April 2013, an
incursion in disputed territory by a Chinese commando provoked an uproar in India, and

reminded the World of this potential for conflict.

Intelligence targets economics
Nevertheless, this incident just preceded an official visit that was a proof of the importance
China gives to that bilateral relation. In May 2013, New Delhi was the destination of the first

foreign visit of Li Kegiang as Prime minister of the People’s Republic.

On the other side of the border, the nature of the main reaction of India was also a sign
of the new role of economics in the bilateral relation. India did not take any military action
against the border incident that was decried as a Chinese provocation. But just one week
before Li arrived in New Delhi, India’s National Security Council (NSC) publicly issued a
report that attacked Chinese telecom equipment providers Huawei and ZTE. Developing
arguments similar to that of US Intelligence (see farther on that Chapter), it called for na-
tional alternatives to the imports of Chinese equipment, under the motive these could imply

a threat for the functioning of national infrastructures.

Interlinked questions

Li Keqgiang’s visit to New Delhi had much less results than Xi Jinping’s visit to Moscow
some weeks earlier. But its main results were declarations of intention on two questions
that were implicitly linked. One was on the will to resolve the border dispute between the

two countries; and the other on developing trade, through more opening of both markets.
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Although this may change depending on the evolution of China, economics today have
come to the same level as traditional geopolitics when Beijing envisages its relation to In-
dia. The potential of the Indian market for Chinese exports is important enough to balance

the border conflict.

Japan: one step farther — and back to traditional geopolitics?

Whereas economics have recently become at least as important as traditional geopolitics
in China’s relations with other diplomatic powers, its relation to Japan shows a quite differ-

ent profile.

There, the preeminence of economics over traditional politics begun much earlier - as soon
as the 1980s. But on the contrary, there seems to be a receding of their preeminence to-
day, and a shift back toward more traditional geopolitics. The main reason is that economic
relationship between both countries has radically changed on the course of the past 30

years.

Low profile for take-off

Although China’s relation with Japan is undoubtedly the most sensitive and conflictual of
all, because of the inheritance of the half century that ran from the Shimonoseki Treaty of
1895 to the end of Japanese occupation in 1945, it was also the earliest one to be moder-

ated by Emerging China’s new economic priorities.

Excluding Hong-Kong data, Japan was the most important foreign direct investor in reform-
ing China, with 11.5% of FDI amounts cumulated from 1979 to 2011 (against 10% for the
US, that rank number 2). And Japanese influence on the industrial take-off of China has
been even more important than suggested by that figure. Several sectors that played a
key role in the early stage of China’s industrial emergence in the 1980s and 1990s — such
as electronics and appliances — benefited from decisive (wanted or unwanted) technology

transfers from Japanese firms.

In 1998, Jiang Zemin’s visit to Japan, the first by a President of the People’s Republic,

showed that China was ready to make efforts toward easing of tensions. When pioneer
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Japanese firms in electronics or appliances were joined, as investors in China, by others
from the car, rail or chemical industries in the 2000s, the full benefits of a relatively low pro-

file on confrontation with Japan appeared.

Inversions
Nevertheless, as mentioned above, a more recent evolution shows that economics, al-

though they strongly influence the diplomacy of China, do not erase the old geopolitics.

In the wake of the World financial crisis, China has dethroned Japan from the 2nd rank in
the World economy. And the dependency relation between both economies has tended
to inverse. In 2012, whereas Japan accounted for 7.4% of China’s exports, China, with
18.0%, accounted for a much larger share of Japan’s exports. And even though Japanese
investments still play an important role in China, Chinese investments have begun in Ja-
pan, in vulnerable sectors as electronics and appliances - that were the pioneers the other

way thirty years earlier.

In that context, traditional geopolitics have resurfaced. Confrontation about the Diaoyu/
Senkaku islands led to demonstrations directed against Japanese firms or their products in
China in 2012.

The economic preoccupation of China is no more important enough to contain traditional
politics. On the opposite, these seem to be usable as an economic weapon, to limit market
share of Japanese products in certain sectors, such as the car industry, that was heavily

impacted by the movement of 2012.

The USA: an in-between relationship

China’s relation with the US, widely considered as the one between the world’s actual and
future superpowers, has fully integrated the new parameter of China’s economic emer-
gence. Nevertheless, there also, time has come for traditional geopolitics to regain ground.
But, contrarily to the relation with Japan, initiative there has not come from the Chinese

side but from the other party.
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Complementary interests

For thirty years - from President Nixon’s historical visit to the former enemy in 1973, to the
buying of the PC branch of IBM by Lenovo in 2004, that was the first Chinese takeover of
an important US firm —, complementary Chinese and US interests have paved the way for

a spectacular bettering of relations.

Traditional geopolitics still resurfaced, sometimes strongly. The freezing of relations after
the Tiananmen repression in 1989, the Taiwan Strait missile crisis of 1996, the Belgrade
embassy bombing in 1999, or the Hainan incident in 2001, all showed that confrontation

was still possible.

But the strong development of trans-Pacific commercial and industrial ties, clearly became
decisive for both countries. In 2012, the US absorb, as China’s second Overseas market (the
first if the EU is not considered as one entity), over 17% of its exports. And US firms ac-
count for 10% of FDI cumulated in China from 1979 to 2012 (excluding Hong-Kong data).
Although the trade relation is heavily unbalance, China is nonetheless the second Over-
seas market for the US (far behind the EU), with nearly 11% of US exports outside NAFTA.
And FDI from China, even if it remains at a relatively low level (it has reached 6.5 billion
dollars for the sole year 2012), has come to play a decisive role for some cash-strapped

post-crisis US industrial firms.

Broader picture

Over the last ten years, nevertheless, this relation has seen a notable evolution, deter-
mined by a mix of elements, half-way between economics and traditional geopolitics. But
the initiative has not come from China, but from the other party. As soon as 2005, the US
showed that they considered their growing economic ties with China to be part of a broader

geopolitical picture, which implied intervention of politics.

2005 saw the first important manifestation of that point of view, with the Unocal affair. Just
as CNOOC (one of the three State-owned oil firms of China) intended to buy the California-
based group, general uproar of US Representatives (Democrats and Republicans united),
who said this may threaten the US energy independence, convinced it to retreat. On the

following years, clear signs followed, that Washington considered a certain number of in-
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dustrial domains outside China’s reach, with telecom equipments taking center stage. Of-
ficial or implicit vetoes against Huawei and ZTE, the two fast growing “champions” of China
in that field, escalated into a report of the House of Representatives Intelligence Commit-
tee, describing the Chinese telecom giants as “threats against national security” in October
2012.

The last episode to date of that confrontation came with the accusations of Chinese cyber-
spying in 2013. There again, the uncertain limit between economics and traditional geo-
politics came to light. The White House first accused China of spying on US firms, before
a Pentagon report affirmed that US government bodies were also targeted. And finally Chi-

nese spying on US weapons systems was pointed.

Geopolitics and economics in areciprocal influence

Notwithstanding this escalation, there is no “all out” commercial war between China and
the US. At the same time Washington vetoed Chinese contracts in some fields identified as
strategic, it did not oppose important Chinese acquisitions in other domains. Chinese firms
have thus taken positions, implying technology transfers, in sectors as shale gas, electric

vehicles batteries or non-Defense related aeronautics.

Traditional geopolitics and economics exert a reciprocal influence on the relationship be-
tween the Chinese and US superpowers. Common economic interests strongly moderate
confrontation that would arise from a simple point of view of influence rivalries. But as soon
as these same economics can be linked to traditional geopolitical considerations — such as
oil providing or cyber security -, those take back center stage, reminding that the market in

itself does not determine the way the global economy — and the World - works.

China-Brazil: the perfect partnership?

Among the emerging diplomatic powers of the Globe, Brazil is the one that presents the

best potential for cooperation with China.

Both countries have a very limited common history, and thus no conflictual inheritance, as

it is the case with the other “BRIC” (Russia and India). Both tend to focus on different re-
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gional spheres of influence (South America and East Asia), avoiding the risk of a clash (as
it is the case with Japan and the US). And their respective economic specialization profiles

make them perfect partners in theory.

Complementarity

In 2012, China has become the number one supplier of Brazil, as of many countries, ac-
counting for 15% of its imports. But what makes a big difference with many other countries
is that on the same year Brazil had a comfortable trade surplus (of 7 billion dollars) with

China, that has also become its first client, accounting for 17% of Brazilian exports in 2012.

Brazilian ores, agricultural products, and oil sold to China, more than compensate manu-
factured goods (led by electronics and industrial equipment) bought from China. Oil diplo-
macy, as applied to relations with Russia, is also at work there: in 2009, the China Devel-
opment Bank (CDB) granted national oil company Petrobras 10 billion dollars of credits, in

exchange for guaranteed deliveries to China.

Economic conflict potential
Nevertheless, on the long run, relations between the two countries may be a little more

complicated than it appears at first sight.

The first problem appears on the Chinese side. It concerns the fact that Brazil takes center
stage in a structuring of the international ores market, that is problematic for China. Vale,
the firm controlling 85% of Brazil’s iron ore production, is (with the anglo-australian groups
BHP Billiton and Rio Tinto) one of the three giant firms exerting a de facto control over in-
ternational ore prices. As Vale has been privatized in 1997, the problem is not directly dip-
lomatic. But indirect control of the Brazilian State over the giant miner remains important.
And conflict between it and the Sate-owned steel giants of China could lead to tensions

between Brazilia and Beijing.

On the Brazilian side, the problem comes from the traditional risk of a resources-rich coun-
try, of being cornered on that specialization. Raw materials producers Vale or Petrobras
fully benefit from China’s demand. But Brazilian groups in manufacturing areas, such as

Gerdau for steel or Embraer for aerospace, are, or will be, confronted to China’s “champi-
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ons” as competitors. On the long run, it seems probable that Brazil will not satisfy itself with
a position of raw material provider for China. Tensions with China could there come from

economics, where there was not any classical geopolitical motive for confrontation.

Wether you look at Russia, India, Japan, the US or Brazil, relations of China with the other
heavyweights of the diplomatic scene are definitely strongly influenced by economics to-

day. But this doesn’t mean they will be quiet.
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2 The African policy of China

General Francois GONNET

Career officer in the ground forces, General (2S) Francgois Gonnet has worked in various African countries with re-
sponsibilities ranging from command of troops, intelligence and diplomacy & cooperation as defense attaché. Af-
ter leaving active duty, he served as Director of the European planning team to strengthen the capacity of African
peacekeeping at the strategic level, in the framework of the partnership between the European Union and Africa.
He puts today, as a consultant, his African expertise to potential investors on the continent. He also exercises his

mentoring for students of the School of Economic Warfare.

Frangois Gonnet is patented in higher military education (School of War), holds a Master of African Studies in Le-

gal Anthropology (University of Paris I) and a Masters in Strategy & Competitive intelligence (EGE Paris).

If the reasons that lead China to invest in Africa and those who lead it to accept the Chi-
nese penetration has already been extensively discussed and described, it is useful to fo-
cus on the strategy implemented by Beijing to conduct its African policy by identifying ways
and means and by measuring the effects in order to check the validity of the concerns it
raises. Indeed, the Chinese presence in Africa is sometimes presented as a threat, some-

times as a hope for the continent, whether by Westerners or Africans themselves.

An African policy which is part of an overall strategy

By throwing in a speech in Shanghai, in December 1978, its policy of reform and opening
up, Deng Xiaoping adopted a new method compared to its predecessor and no longer re-
lied on its own strength, as the Maoist slogan says “better use the outside world leverage

to undertake the development and enter into modernity”. (de La Maisonneuve 2012).

He will specify the objectives in time, including the 20/20 goal: 20% of global GDP and
20% of the world population®'. It was about moving in fifty years from 1% to 20% of global
GDP and bringing the Chinese population from 25% to 20% of the world population. If the

current economic strategy is the continuity of the one initiated by Deng and must be inter-

%" The Chinese population currently represents not more than 19% of the world population and the Chinese
GDP, second in the world since 2010, close to 10% of world GDP.
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preted according to political imperatives (the security and development of the country), Bei-

jing has used an unusual mix of practices to achieve this goal.

A global multifaceted strategy
The most visible expression of this strategy is to align its behavior with that of Western
powers in a classic exercise of power. However, the exercise mode of the power is not the

most common or the most effective in the eyes of the Chinese.

Their strategy usually plays on more nuanced registers inspired by tradition and prudence.
It comes to “marry the spontaneous course of things that enables the design of strategic
direction no longer in terms of action but reaction” (de La Maisonneuve 2012): Beijing also
practices soft power to the Chinese (the rian shi li), where use of mental strength is much
higher and more effective than physical force. It has three aspects: the oil stain that con-
sists in going out of the borders, seduction through cultural influence and intrusion into the
heart of partners or competitors systems, as evidenced by the recent case of penetration
in U.S. confidential sites. China plays all these registers to implement, particularly in Africa,

two types of strategies:

- An “octopus strategy” where it extends its tentacles across the continent to facili-
tate and boost its economic development®, in order to supply materials opportuni-
ties to the ‘factory of the world’. It relies on a diplomatic network which is constant-
ly growing, a Chinese Diaspora of 60 million people of which about one million in
Africa, Chinese companies setting up abroad or buying up rivals, and considerable
financial reserves.

- Afstrategy of seduction” which aims to promote speech and socialist culture with
Chinese cultural characteristics, relying in particular on the New China News
Agency (Xinhua), the State broadcaster CCTV and the Confucius Institutes. It is
intended to raise the profile of the PRC which is conscious of being unloved or
misunderstood by the western world and offer an alternative to the American way
of life to which it is subjected.

Now Africa is one on which Beijing can deploy the most effectively and most easily this

strategy, due on the one hand to the significant resources it contains and diplomatic sup-

% According to the International Energy Agency (IEA), China has become the first energy consumer in 2009
with 2,252 billion TOE.
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port it can provide to the PRC, and on the other hand because of the old solidarity South/

South, maintained today between emerging countries.

An evolutionary strategy adapted to the penetration of the African continent

This strategy applies in three key areas: diplomacy and support of Chinese policy in inter-
national affairs, the search for raw materials and the search for new markets for Chinese
goods. The relative importance of each of these priorities has evolved over time. Still iso-
lated on the international scene in the late 1950s, China has sought diplomatic support by
building relationships with future African States and taking advantage of the development
of South/South relations resulting from the Bandung Conference in April 1955. With the
support of African States, the PRC has subsequently obtained a permanent seat in the
Security Council of the United Nations in 1971%° and the organization of the 2008 Olympic
Games. Reciprocally, Africa is supported by China to try to get a permanent seat in the Se-

curity Council of the UN.

Today, Beijing seeks above all to ensure the supply of energy to meet its enormous needs
and find opportunities to sell its manufactured goods. Its main objectives are the acquisi-
tion of oil (in 2006, 34% of oil used in China was imported from Africa) and the acquisition

of minerals (25% of cobalt and steel produced in Africa go to China).

But since 2005, the PRC is also interested in wood and agricultural land in order to en-
sure the feeding of a billion and a half people, while its territory holds 12% of arable land™.
Meanwhile, thanks to its admission to the World Trade Organization (WTO) in December
2001%, where it has comparative advantages, China has seen its trade with Africa jumped
from $10 billion to more than 200 billion between 2000 and 2012%°.

It is by using these comparative advantages and displaying its non-interference in the inter-

nal affairs of African States that has carved the lion’s share with them.

% In place of the Republic of China (Taiwan) which occupied the seat until then.

* The arable lands area is decreasing due to urbanization in the country.

* Yuan's real exchange rate undervalued. Non-convertible currency and fixed rate with the dollar. Low
wages and low social taxes.

% According to He Wenping, head of the African office at the Institute of West-Asian and African Studies (part
of Chinese Academy of Social Sciences).
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The Forum on China-Africa Cooperation (FOCAC or FCCA), established in 2000, also
gave a strong impetus to the development of Sino-African economic relations. It helped to
institutionalize the African policy of China henceforth stamped by the seal of continuity and
creativity. Every three years, the leaders of 49 African States and the Chinese authorities
can launch new initiatives and new projects. This Forum, which facilitates bilateral coopera-
tion between each African State and Beijing also allows to expand cooperation in the fields
of national security, culture, education and training of human resources. Evolutionary, the
Chinese penetration strategy in Africa is also implemented with pragmatism on all chess-

boards.

An African policy of soft power implemented with pragmatism

Officially proclaimed at the 17th CCP Congress in October 2007, soft power has been pre-
sented as “a fundamental tool to improve China’s image abroad and increase international
competitiveness” (IRSEM 2012). Its implementation in Africa is characterized by the variety

and complementarities of targets, actors and instruments they use.

Determinants of Chinese penetration in Africa

What determines the Chinese penetration of an African State is essentially a function of
the relative interest it presents for Beijing which results from a combination of factors that
can be represented as follows: (S| + PI + DI + TI)/WC, that is to say, the addition of strate-
gic interest (Sl) related to the existence of strategic resources for Beijing (Sudan, Angola,
Nigeria), a political interest (PI) based on the relative political clout of the country in the co-
mity of nations and its influence on other African countries (RSA), a demographic interest
(DI) which takes into account the expected demographic changes (Nigeria, Ethiopia) and
a territorial interest (Tl) that combines the size, geographical position and available land
of the considered country (Tanzania, DRC). Countries that combine many of these assets
are those in which China is the most committed. China enters often into various sectors
as oil & gas industry, infrastructure industry, finance & banking; which represent its largest
projects in Africa (besides RSA, Nigeria, Angola, Algeria, DRC). The interest so accrued
may be affected by the involvement or the implantation of Western countries (WC). This
does not mean that China is not interested in African States in which Western countries

have a strong presence, but it penetrates without restraint those in which they are absent
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for various reasons (dictatorial regimes placed on the bench of the international community
or country at risk where its competitors are reluctant to invest). In this fourth category of
countries to which Beijing is interested primarily, Sudan and Zimbabwe are two emblematic

cases.

The actors of Chinese penetration in Africa

The first actors whose involvement should be emphasized, are political leaders or precur-
sors (Richer 2012). During his ten years in office, President Hu Jintao has made four State
visits to Africa and visited 18 countries with an important visit in early 2007 (12 days, 7
countries visited and 38,000 km)37. Before being invested on the head of State, his succes-
sor, Mr. Xl JINPING met February 17, 2013 at the Great Hall of the People in Beijing, Ms.
NKOSAZANA Dlamini-Zuma, President of the Commission of the African Union then im-
mediately invested, he went to Africa where he participated in the BRICS summit in RSA,
and then moved to Tanzania and Congo. Similarly, for 20 years, first trip overseas of the
Chinese Foreign Minister systematically includes Africa. These trips are an opportunity to
provide new loans to launch large constructions or to open schools, hospitals and other

structures built by China.

The entrepreneurs formed by the major Chinese State companies are the second vector of
Chinese penetration in Africa. These are major oil companies associated with local compa-
nies and capable playing subcontractors for Western oil companies or large construction
companies involved in the realization of economic and social infrastructure projects® or
large banks. Many other Chinese companies are active in the areas of exploitation of min-

erals and agricultural land.

The men on the ground are the third type of player. It is characterized by its variety as it in-
cludes cooperating (managers and engineers skilled in the projects), Chinese workers em-
ployed by Chinese companies or joint ventures especially in public works projects, young

volunteers to participate in micro projects, military more often involved in missions peace-

% Egypt, Gabon and Algeria in January 2004; Morocco, Nigeria and Kenya in April 2006; Cameroon, Libe-
ria, Sudan, Zambia, Namibia, South Africa, Mozambique and the Seychelles in February 2007; Mali, Sen-
egal, Tanzania and Mauritius in February 2009.

% According to the World Bank, China gets 31% market share for civil engineering contracts relating to ten-
ders released by International organizations (World Bank, African Development Bank).
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keeping (Liberia, Western Sahara, Cote d’lvoire, Eritrea) or monitoring elections (Malawi,
DRC), all present for a given period under contracts. Other Chinese nationals are present
in a more sustainable way, these are either traders or off-the-law or traffickers who illegally
exploit minerals or engage in poaching (ivory, in particular). All these non-State actors have
an important role in the field of public diplomacy, instrument that can serve the image of

China or penalize it, according to their behavior.

The instruments of Chinese penetration in Africa

Although she has not waived, the PRC is gradually replacing donations (especially military
equipment) and debt write-offs, mostly used at the time she sought the political support of
African States, by two types of loans. Subsidized loans at preferential rates, for which the
difference between the agreed rate and the base rate is the responsibility of the Chinese
government, are awarded after considering the profitability of the project. Concessional
loans secured on natural resources (oil, minerals) whom repayment terms are set out in
the agreement (in principle 20% of production) are generally related to the establishment of
joint venture (JV), vectors of strategic alliances forming the basis of Chinese direct invest-
ments (FDI) (see Figure 11-2-1)*°. They put up with a remarkable pragmatism “hybrid opera-
tions such as strategic partnerships and alliances to reconcile their financial and techno-
logical resources with their international strategic goals while minimizing their risk.” (Dzaka-
Kikouta 2012). The multiplication of JV (see Table II-2-2) in Africa is a triple goal for China.
First, market penetration and securing supplies of petroleum and mining products through
what is known as the “Angola mode™’. These JV can also help to deploy a procurement

strategy and vertical integration by exploiting crude oil*'

or conquer foreign markets and
strategic assets by taking advantage of regional trade agreements such as the agreement
of free trade ECCAS*. Chinese financial groups have also begun, via JV, the process of in-
ternationalization to acquire strategic assets in Africa at the example of ICBC (see Table II-

2-3). Chinese firms prefer mergers-acquisitions (as opposed to ex nihilo creation), but this

¥ In 2009, percentage of FDI projects launched by Chinese state owned companies in Africa reached third
world rank with 21.4% of total projects.

“ It carries a “package deal” in a complex offset mechanism which allows the exchange between oil and
mining contracts and infrastructure projects. JV example: Sonangol Sinopec International (SSI) between
Sinopec (55%) and the Angolan state owned, Sonangol (45%).

“! China National Petroleum Corporation has delivered to the Chad its first refinery with a capacity of
20,000 barrels /day in June 2011.

2 A Chinese group, Fuzhou Huasheng Textile, was allowed to open business in the DRC in 2011 and sup-
ply the important mosquito nets domestic market and also the ECCAS neighboring countries.
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situation could change in light of the government’s strategy in China for the establishment
of special economic zones (SEZs). Seven SEZ (five in sub-Saharan Africa and two in North
Africa) are being developed and the long-term goal is to reach a total of fifty throughout
sub-Saharan Africa (Nséké 2012) (see Table 11-2-4). The development Fund China-Africa®
supports the creation of these SEZs developed under the responsibility of official Chinese
consortiums. They are an interesting example of concentration of FDI and are platforms
for the export of manufactured products to third markets (Africa and China excluded). They
have a positive impact in terms of development for Africa (investment, employment, social
and environmental impact and transfer of skills). It is also a way to circumvent the implied
restrictions imposed by EU and U.S. on Chinese products and enjoy the benefits of exports
from Africa. This new cooperation model allows China to further strengthen its position in

Africa.

Afrique du Sud
Soudan
Nigéria
Zambie
Algérie
Congo (RDC)
le Maurice
Zimbabwe
Niger
Ethiopie
Tanzanie
Egypte
Angola
Kenya
Ghana
Madagasecar
Botswana
Guinée
Mali

Congo
Gabon
Ouganda
Libéria
Tchad

Guinée équatoriale

Mozambique

!!!!!!!lllllllllIIIII||“|

Figure 11-2-1; Profitable African Countries of 95% of the flows of Chinese direct investment (the end of 2011)
(Source:Chinese Ministry of Trades or MOFCOM)

3 China-Africa Development Fund was established in June 2007 with an initial asset of a billion of dollars
provided by the BDC. Close to $10 billion have been invested by Chinese companies in Africa through this
fund.
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COUNTRY JOINT VENTURE CHINESE AFRICAN SECTOR/
COMPANY COMPANY INDUSTRY
SUDAN KHARTOUM CNPC Khartoum Qil
REFINERY détient 40% de Refinery Owned 40% of
COORPORATION KRC Coorporation Khartoum
(KRC) Refinery
Coorporation
CONGO . SICOMINES. China RAailway Gecamines Mineral Resource
Group Ltd (32%) Exploitation
Sinohydro contract of 10
Corporation million tons of
China Railway Sino- copper and
CongoMining Ltd 600 000 tons of
(68%) cobalt
ANGOLA Sonangol Sinopec SINOPEC SONANGOL Exploitation of
International (SSI) (55%) (45%) offshore oil blocks
vs. concessional
loans estimated
between 5.5 and
8 billion $
CHAD Société de CNPC Société des Qil deliveries to
raffinage de (60%) Hydrocarbures refinery
N’'Djaména du Tchad a 99-years JV
(SRN), (SHT).

Table 11-2-2; Chinese-African joint venture examples

(made by the author from various sources)

COMPANY

Exim Bank

40% of the portfolio with credits in Africa
Finance 259 projects in 36 countries
Liabilities 2005 of 6,5 billions$

Industrial & Commercial
Bank of China (ICBC)

Bought 20% of Standard Bank Group of South Africa (5,6 billion$)
Offices in 18 african countries

(BDC)

China Development Bank

Set up China Africa Development Fund (5 billion$)
Liabilities 2005 of 1 billion$

Dayuan International Ltd
China BeijaEscom
International Ltd

Created a JV with Espirito Santo Commerce, subsidiary of Espirito
Santo Financial Group in 2004.
Office in Congo in 2011

Table 11-2-3; Largest chinese banks in Africa

(made by the author from various sources)
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and Trade Cooperation Zone

COUNTRY GROUP / FTZ SHAREHOLDER AND ET
SECTEUR D'ACTIVITE

ZAMBIA Chambishi Non ferrous Metal China non ferrous mining Co.

Mining Group Industrial Park (>95%) and a zambian state

owned mining company (<5%).
Minerals non ferreux, services
and industries (Lusaka area).

NIGERIA Guangdong - Ogun Economic Chinese companybased in

Guangdong (82%), Ogun State
Gouvernment in Nigeria (18%).

Light industry, products
For farming

MAURICE ISLAND

Tianli (désormais Jin Fei)
Economic and Trade
Cooperation Zone

Chinese companies
(100%): Tianli and two majors
companies.

Manufacturing products and
services.

NIGERIA

Lekki Free Trade Zone

Four chinese companies
As CADF (60%) and Nigéria
(40%).

Automotive parts,
products textile, light industry

ETHIOPIA

Eastern/Oriental Industrial Park,
Jiangsu Qiyuan Investment
Group

Chinese companies (100%) :
Groupe Qiyuan and two small
companies

Building products and
Iron products

Table 1l-2-4; Chinese areas of economic cooperation and foreign trade in Sub-Saharan Africa

(Source: les modeéles africains — <www.afriqueexpansion.com/les-zones-economiques-speciales>)

Conscious of its perfectible image on the African continent, China is also based on the

cultural instrument to expand its influence through scholarships (21,000 African students

in 2007), vocational training and forums that intercultura

44
|

designed to enhance mutual un-

derstanding and friendship that Beijing wants to see deep in the heart of the two peoples.

But the ultimate weapon in this area is the development of the Confucius Institutes Class-

rooms. End of 2012, there were on the entire African continent, in 26 countries and regions,

* Successful China-Africa Young Leaders Forum and China-Africa People’s Forum which recently took

place in Beijing, respectively before and during the fifth ministerial conference of the forum on china-africa
cooperation (FOCAC).
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31 institutes and 5 classes that are intended to showcase Chinese culture, develop learn-

ing of Mandarin and deliver specialized training.

A successful African politics but which reached its limits

The strengths and successes

The size, speed and diversity of Chinese penetration in Africa strike minds and are the hall-
mark of an unquestionable success of China in Africa. The figures speak for themselves:
Africa’s exports to China increased from $59 to 73 billion between 2010 and 2011 and in
2011, 18% of Africa’s total trade is done with China, against 4.5% in 2002. In 2012, accord-
ing to the Chinese Minister of Commerce, 2000 Chinese companies have made direct in-
vestments in Africa (Li 2012) as they were a thousand in 2009. Beyond the numbers, China
has been particularly successful in securing its supplies of strategic energy sources and
developing its political influence on the continent. The reasons for this success are based
both on China’s own strengths and the opportunities it has seized. Among the former, let’'s
quote centralization at the highest level of the State that facilitates the definition and imple-
mentation of a public assistance and a structured and coherent political discourse, when
a contrario the European Union, despite a strategic partnership signed with Africa, is still
struggling to define an African policy. The march of China’s success is based on three pil-
lars: non-interference policy that meets the African heads of State, financial strength which
allows an aggressive investment policy, and the priority given to infrastructures that meets
the basic needs of African States. Among the opportunities that Beijing has seized it should
be noted the withdrawal of Western companies in countries at risk or whose regime is
considered wrong and the image, politically exploited, of a southern country that emerges
when Western countries are in crisis. According to organizations such as the OECD and
UNDP, China also contributes to African growth, since each percent increase in the rate of
GDP growth in China has led to an increase of at least 0.3% GDP of sub-Saharan coun-
tries with low incomes and an increase of 0.4% of GDP in middle-income countries. Finally,
China plays on two strengths: speed of execution (from decision to final realization) and

technology transfers through the SEZ.

Limits and failures

Despite proven successes, China faces difficulties in the implementation of its African poli-
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cy that contribute to mitigate its effects. They are due to the behavior of Chinese actors, the
difficult development of Sino-African cultural exchanges and of a growing awareness by
Africans of a new form of colonialism. Several cases of repatriation at the request of local
authorities (Chad), aggression (Zambia) or removal (Sudan) of Chinese executives have
been reported. They reflect the tensions that exist between Africans and Chinese whose
modes and rhythms of work are very different and the discontent caused by the lack of lo-
cal labor employed by Chinese companies, by working conditions of this local labor and
the absence of environmental protection. Moreover, despite all efforts by Beijing to spread
Confucianism, Chinese’s influence in Africa is much lower than the one of the United
States or than the former colonial powers, and the Chinese community remains grouped
and isolated®. Finally, if Africa finds benefits to the growth of trade with China, they are
profoundly unbalanced*® and the role played by the latter in the global manufacturing is
also likely to exclude the continent. This creates African reactions not only in words, as Mr.
Lamido Samusi, Chairman of the Central Bank of Nigeria, recently did by urging Africans to
revise their relations with China (Samusi 2013), but also in deed, as Lagos which applied
a 3 years old law (Nigeria’s local content), which imposes that a large majority of activi-
ties related to oil and gas be ensured by of local workforce. Other measures®’ are taken
by other countries to limit Chinese influence on African economies, the ADB assists for its
part States to renegotiate contracts with multinationals that exploit the wealth of the African
basement. On the other hand, if China contributes to the development of Africa, she’s not
the only one and she must increasingly rely, in addition to the Western powers, on its part-
ners/competitors from the BRICS (see Table 1I-2-5) and other new entrants are going to

become serious competitors.

* For example, in Ethiopia where major infrastructure tasks were carried out by China, in particular the
AU headquarter, Chinese workers did not mix with the local people and enjoying special flights booked for
them for their holidays in China.

“® In 2007, 86.7% of Chinese importations from Africa were energy products and 5.3% minerals.

“" For example, Angola and its oil company Sonangol suspended negotiations in 2007 for the building of a
refinery and decided, by “economic patriotism”, to realize alone this project to reduce its dependence on oil
importation.
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COUNTRY FDI APD OBS
BRAZIL 2000: 2,28 billion $ 500 millions $ Mainly in portugese-
2006: 28 billion $ speaking countries
INDIA 2006: 9,7 billion $ 20 millions $ (2009) FDI: 13 billions on
2011: 16 billions $ average between
2007 and 2011
RUSSIA No reliable data Only in the case of

humanitarian
assistance
100 millions $ (2008)

SOUTH KOREA 249 millions $ (2005)

TURKEY 2,3 billions $ (2006) 25 millions $

Table 11-2-5; New comers in Africa

(made by the author from various sources)

Aware of the limitations of its current policy, China plans to expand its involvement in Africa
in the field of peace and security on the continent by developing a strategic partnership
with the AU that could compete with that of the EU and Africa.

Conclusion

By playing on the strengths and weaknesses of its competitors, China has succeeded over
the last decade in its implantation in Africa with a strong desire to offer a credible alterna-
tive for Africans of the one proposed by Westerners and organizations such as the IMF and
the World Bank considered to be in their hands. It is the success of the Beijing consensus
versus the Washington consensus that promotes good governance as a prerequisite for
development. However, this success seems to have reached its limits and Beijing, in ad-
dition to competition becoming stronger in the exploitation of resources and the develop-
ment of trade with Africa, the PRC will have to be more concerned about the safety of its
citizens, as showed in the Libyan crisis*®, and a certain unpredictability of its African part-
ners. But China will continue to take an interest in Africa, of which she needs to defend its
interests with the power that is henceforth its own. She still leads with pragmatism a policy

»49

that is part of an overall strategy to fill the “Mandate of Heaven™ and achieve the “Chinese

“*® China had use in an emergency various means to successfully evacuate close 20 to 30 thousands citi-
zens.

* The “Mandate of Heaven” is, as the building of national unity and the establishment of a central govern-
ment in charge of security, one of two majors’ objectives that China has set itself for centuries. It forces
state leaders, under pain of being rejected, to supply the basic needs of the people (dressing, eating, hous-
ing, moving). These objectives are now completed by a third one, the Chinese dream, recently promoted by
Mr XI JINPING. It consists to overtake Western countries without sacrificing its own way of development.
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dream”. However, its purpose seems neither world domination, nor its integration into the
world system of which it has neither the culture nor the experience, but an alternative to
it and the challenges that lie ahead, internal or external, by maintaining the power of the
CCP.
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Though the current relationship between Brazil and China is mainly economic, a political
dimension has to be considered. Based on their specific geo-political situations, needs and
specific orientations, these BRIC members share convergent interest in shaping a new
world order in a way that doesn’t match so well with the Western pattern. Increasing coop-
erations between these two powers appear as strategic to counter-balance historical and
till now dominant international economic flows and political influence. For them both, the
“concept of empire” sounds consubstantial within their history. The new “Middle Empire”
that dominates the world sounds as an evidence for China while Brazilian soft influence
and economic development is spreading fast not just in South America but worldwide too.
A basic strong relationship between supplier and buyer has recently initiated business
between China and Brazil. By now exchanges and cooperation are growing very quickly

within brand new areas.

A so recent history

First official contacts between China and Brazil began in 1974 through a Joint Communi-
cation for the Establishment of Diplomatic Relations. But it remained incipient. For Brazil,
which hosts a two millions nippo-descendent community, links and cooperation with Asia
were basically focused on Japan. By the end of the nineties, China suffered the Asian crisis
simultaneously with the Brazilian one, but things changed drastically by the beginning of
Century Twenty First, which is the very start of an expansion that drove these countries to

be recognized as emerging economies among the ten largest ones in the world.
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All along years 2000’s, Brazil and China adopted a bilateral model for cooperation based
on economic complementarity from a main commodities supplier to a starving commodities
buyer. To strengthen it, China’s commitment with Brazil institutionalized gradually. Presi-
dents Lula and Hu Jintao signed a Brazil-China Joint Action Plan for 2010 to 2014, an im-
portant milestone on the increase of relationship between the two countries. By the way, a
Ten-Years Plan for Cooperation from 2012 to 2021 which pointed out priority areas and key

projects in science & technology, innovation, economy and global exchanges, is in process.

Until recently, Brazil and China were pure strangers to each other, but over the past thirty
years many things have changed within bilateral relations: type of agreements, objectives
pursued and cooperation mechanisms on quantitative and qualitative levels. By now their
partnership diversificates and grows simultaneously of the main commodities flows. One
might identificate kind of implicit complicity between these “emerging new comers” within
the international political scope, which claim for own and independent views and values,

sometimes that contradict traditional Western ones.

Trade and Investments: High speed economic development on an un-
balanced basis

In 2009, China became the main trading partner of Brazil, bigger than the U.S. or the Euro-
pean Union. Between 2007 and 2011, Brazilian exportations to China increased by 312%
(from $23 to 77 billion), while exportations from China grows about plus 160% (MRE 2012).
Brazilian sold to China mostly commodities (85% in 2011), especially iron ore, soybeans,
crude oil, wood, and sugar. Brazil bought mainly manufactured products from China, quite
50% were IT, but significant also came from organic chemicals, cars, iron and steel (MRE
2012). By their nature these exchanges might be read as the one between an industrial
country (China) that transforms and sell, with an under-developped one (Brazil) which pro-
vides rough materials. The huge potential and realities of the emerging Austral giant, made

a major partner for the starving commodities emergent Asian giant.

From 2010, Chinese FDI (Foreign Direct Investment) intensified and diversified in Brazil,
becoming significant in mineral, oil, gas and coal fields. Before 1990, Brazil accounted for
only 3.5% of Chinese investment in Latin America, but reached 62.7% of the total in 2010
(CEPAL 2011). This year, 93% of this capital came from Chinese Central State-Owned En-
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terprises. This stressed the strategic dimension of the partnership for China. The Brazilian
Ministry of Development, Industry and Foreign Trade pointed out that since 2003 Chinese
investments reached approximately 41 million dollars. Although the electronics and two
wheels sectors include the highest number of projects, metal, oil, gas and coal sectors hold

approximately 77% of the advertised features, respectively, 21 and 10 million.

To supply its demanding domestic industry, China is beginning to invest by creating infra-
structures for production in Brazil. By now China does not limit itself in joint ventures or
acquisition of national companies, but may act as a competitor within domestic Brazilian
markets. Such a step means a significant change compared to before 2011. 10 of the 16
investment projects announced same year refer to construction of factory plants or re-
search center (CEBC 2011). In addition, cooperation is going beyond bilateral trade and

investment, including science & technology.

Agreements in Science, Technology & Education

For both countries, science, technology and education represent strategic issues for eco-
nomic development and competitiveness. Therefore, several important actions have been
implemented on a bilateral basis. First cooperations began in 1988. The CBERS Program
(China-Brazil Earth Resources Satellite) resulted from a partnership between the Brazilian
National Institute for Space Research (INPE) and the Chinese Academy of Space Technol-
ogy (CAST). Launched satellites monitor climate, but also provide information to improve
the management of water resources for farming, and to better efficiency of agricultural
machinery. Tax collection, licensing and images for environment monitoring of environment
are also included within the set of applications in Brazil. It is easy to grasp the reasons of
these agreements between the “Farm of the Word” (Brazil) and the main economy in need

of agricultural products.

Another partnership links the Chinese Academy of Agricultural Sciences (CAAS) with EM-
BRAPA (Brazilian Agricultural Research Corporation) to increase knowledge on the local
sanitary and phytosanitary systems control to better and adapt Brazilian products to the
needs of Chinese markets. This program includes creation of joint laboratories in China

and Brazil to foster research in biotechnology, plant genetics and biofuels. In 2009, the
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Federal University of Rio de Janeiro (UFRJ), through its Coordination of Graduate Pro-
grams in Engineering (COPPE), opened a research center in Beijing in partnership with
Tsinghua University to develop technological cooperation in biotechnology, climate change
and offshore oil exploration. This agreement is, supported by BNDES (National Bank on
the Social and Economic Development), Ministries of Foreign Affairs, Science and Technol-
ogy and the China-Brazil Business Council. For China, the objective is to ensure a stable
and long term suppliers agriculture products in addition to other commodities. S & T coop-
erations are not limited to agriculture and space. A Brazil-China center in research and in-

novation in nanotechnology is currently considered as a project to be set up.

In 2012, Ministries of Education signed a memorandum linked to the Brazilian program Sci-
ence Without Boundaries (Ciencia sem Fronteiras) which offers 5,000 scholarships for Chi-
nese and Brazilian students in undergraduate, graduate courses and as visitor research-
ers. The number of Brazilian students in China is very small in comparison with other
countries. Within this program, they reach around 5,000 studying in the United States, and
France hosts 2,700 academic program beneficiaries. However, the memorandum signed
by the Ministries of Education in 2012 aims China being soon one of the main destinations
for Brazilian students, even within famous French or German schools of engineering local-
ized in China! In early 2013, China and Brazil announced investments for joint researches
on clean energy. The Brazilian participation in the project is linked to the China-Brazil Cen-
ter for Climate Change and Innovative Energy Technologies. The model is based on the

creation of partnerships between companies and universities.

Economy and Finance: diversification, expansion and independance

Besides the increase in trade and the direct investment in strategic sectors, China shows
interest in cooperation in financial sectors. The scope is quite wide: actions to strengthen
macroeconomic policy dialogue, to reinforce cooperation in multilateral financial forum,
to expand bilateral financial exchanges and facilitate trade financing, to promote the use
of national currencies in bilateral trade are part of this cooperation between countries. In
2012, the CEO of Bank of China (BOC) in Brazil gave an interview to the Brazil-China
Commerce Department where he pointed out that the Bank of China has been operat-

ing in the host country since 2008, providing short-term loans as well as financial support
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for projects. Primarily, it elected sectors related to commodities that represent most of the
trade, but the CEO declared they wished to include telecommunications, car industries and

improvements of infrastructures.

The Bank of China has doubled its balance sheet in just one year operating in Brazil.
Most customers are Brazilian companies such as the majors Vale do Rio Doce, Petrobras,
Braskem and CSN (National Steel Producing Company). In April 2013, Brazil and China,
through their Central Banks, signed a local currency swap agreement with the amount of
60 billion of Brazilian Reais (190 billion Yuan, or about U$30 billion). The goal was to pro-
tect the trade and investment between the two countries from dollar variations. In order
to boost and facilitate business opportunities, the Brazil-China Business Council (CEBC)
provides relevant information for the Sino-Brazilian economic actors. Publications of CBEC

are available both in Portuguese and English.

New areas for cooperation: Language, Culture, Sports...

Until now, language and culture do not represent a strong issue within the China-Brazilian
cooperation. For their direct exchanges, both countries want to promote the use of Man-
darin and Portuguese rather than the English as far as possible. They support the project
of compiling and editing a Portuguese-Chinese dictionary using the database “Le Grand
Ricci”, the famous Chinese-French dictionary. Sao Paulo State University (UNESP) and the
Institute of Latin American Studies of the Chinese Academy of Social Sciences (CASS) are
linked by a Cooperation Agreement to provide texts in Mandarin and English. It was signed
during the 5th Conference of Confucius Institutes, which occurred in Beijing, December,
2010. By now, UNESP is the only higher education institution to host a Confucius Institute.
Founded by Chinese Government Agency, Confucius Institutes spread Chinese culture and

language in foreign universities.

In 2010 Brazil and China decided to cooperate and to gather experience by organizing
large-scale sporting events. China welcomed the Olympic Games in 2008 and Youth Olym-
pic Games in 2014, while Brazil is organizing the World Cup in 2014 and the Olympics in
2016. Doing so, both countries want to capitalize positive worldwide image, spreading soft

power. To facilitate business, scientific and cultural exchanges, China granted Brazil the
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status of “authorized destination” which avoids prejudice through Chinese immigration ser-
vices. Currently, the number of Chinese descendants in Brazil is estimated at 190,000, of
which 120,000 live in the State of Sdo Paulo. Local media in Sdo Paulo in 2012 celebrated
the 200th anniversary of Chinese immigration in Brazil, and highlighted that the Chinese
community in Sdo Paulo have brought numerous contributions, including: typical restau-
rants, technique of acupuncture, martial arts, Chinese horoscope as well as contributions

in the medical field.

Fifteen brotherhood agreements between Brazilian and Chinese cities facilitate exchange
between the two cultures. The latest one involves the state capital of Rio Grande do Sul,
Porto Alegre, becoming sister city of Suzhou in China. Porto Alegre is interested about
fishing industry experience from Suzhou, and the Suzhou Government is wishing to learn
about public transportation and solid waste treatment from Porto Alegre (CBEC 2013). One
of the largest Chinese bank, ICBC (Industrial and Commercial Bank of China), is willing
to sponsor a soccer team in Porto Alegre, Grémio Futebol. But, it is not only in terms of
sponsorships that Chinese banks are operating in Brazil. Some important initiatives pro-
moting the use of local currencies are also being implemented to strengthen and facilitate

exchanges between these countries.

Convergence in strategic issues

In addition to the bilateral cooperation agenda, it occurs that Brazil and China share simi-
lar, though sometimes surprising, commitments as regard as broad multilateral issues such
as climate change or guns control. They act in favor of inter-regional cooperation between
Asia, Latin America and the Caribbean (MRE 2010), but also with Africa. Their represen-
tations often converge at United Nations, World Trade Organization or G20, claiming in-
dependent positions in differentiation to main stream Western positions. Both countries
support cooperation programs for developing countries. They advocate for the safeguard
of their rights, interests and independence, and refuse foreign interventionism even in case
of hot crises, including civil wars. Within the international political area, they constantly em-
phasize the necessity of dialogue and mutual trust in order to give greater contribution to

stability, development and peace within the world.
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It is obvious that the strategic economic relationship between Brazil and China aims to
position them both as independent actors within a new economic and political order. For
China, the partnership with a stable Brazil sounds as a vital issue to secure the supply of
natural resources in volume and diversity which are required to maintain its growth rates.
Among the main characteristics and motivation of the expansion of Chinese direct invest-
ment, is the need to secure access to abundant commodities. But this was just an initial
step. The art of war is like water, wrote famous Chinese strategist Sun Tzu, once a breach
opened, water might spread everywhere, and especially where topography calls for it. On
a voluntary basis, China seeks systematically to better competitiveness and technology for
its companies through acquisition of foreign ones. Simultaneously it does increase political

influence, and secures own interests through mutual agreements.

Thus, the involvement of a growing number of Central State-Owned Enterprises (SOESs)
within the productive Brazilian sectors reveals an obvious coordinated plan inspired by the
Chinese Government itself. This orientation that diversifies access to natural resources
does not appear as temporary but a long term economic policy. With the logic of a “game
of Go player”, Chinese investments in Brazil are overtaking former limits and specific areas
and forms, including operating subsidiaries to compete on domestic markets. The Austral
emergent expects from Chinese Foreign Direct Investments to provide higher value in vari-
ous productive sectors of the country. Yet in the segments of agribusiness, mining, steel
and oil, Chinese FDI strengthen the supply chain for exportation within the model of devel-
oped country that buys to a commodities supplier. Brazilian Government would also expect
that Chinese companies operating in domestic agribusiness, not only export soybeans, but
also manufactured goods from this production chain (MDIC-RENAI 2011). A nationalistic
Brazilian tradition of protection of the inner markets might represent a limit, or at least a
constraint as regard as the economic expansion of the “Middle Empire” within the Austral
one. Brazilian worldwide companies may also enter in competition with the aggressive ex-

pansion of China at home and abroad.

Since the 2000’s, the scope of Brazil — China trade and partnerships is growing and diversi-
fying fast spreading, from agriculture and mining (commodities) to finance, space, science
and technology, innovation and education. For them both, this means developing indepen-

dent partnership abroad from the West, aiming to shape new world order where they would
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play more important role than a historical one. The old, yet renewed, “Middle Empire” and
the emerging Austral Giant share a tacit alliance to counter-balance Western powers’ views
and supremacy. Doing so, they rely on, and sustain, regional alliances and South to South
cooperation providing alternatives for economic development. Apart language and culture,
which do not represent yet a strong cooperation field until now, this partnership is to last
and expand. On an economic level, China needs Brazilian natural resources and agricul-
ture potential, and Brazil considers China as a major market for exportation. One issue
for Brazil is whether it would go on selling raw or transformed value-added products? For
China, next steps in Brazil would be to deepen presence through diversificated companies
that become part of the domestic landscape. Partnership between China and Brazil still

has a lot of potential and future.
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Il The Chinese hard and soft power

China became aware of the importance of military by been soundly defeated by the British
empire during the Opium Wars at mid-19th. Since that time, China understood that a great
power could not exist without a strong military basis. Nevertheless China is not the US. As
the American country chose to build its power upon a gigantic military base, China tried
to avoid conflicts during the second half of the 20th century. With a few exceptions (India
during the 60s and Vietnam during the 70s), China remained an inoffensive country with
an out-to-date army. However if China’s current power is based on economics, the country
cannot neglect the military sector as there is always a risk that geoeconomical struggles
could turn into traditional military confronts. The transformation of Chinese economy, lead-
ing to a new international role for Beijing, imposed the country to be a credible global pow-

er, including in the military field.

The transformation of war and its corollary, the transformation of the military, are the sub-
ject of an intense and deep strategic thought. Talented authors such as Colin S. Gray are
currently interrogating the future of war. The development of the cyberspace as a conflict
area, the importance of irregular warfare since the end of the Cold War and the persistent

terrorist threat are some of the strategic issues an important country like China is facing.

The main challenge in the transformation of Chinese military tool is to become a 21st cen-
tury high technology army without forgetting its strategic legacy. As fluidity or indirectness
have been drivers of the Chinese strategic thought along centuries, the development of a
cyberoffensive capacity and the reform of the military model have to be coherent with the

legacy of Mao as of Sun Zi.
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Although China has a long history for more than three thousand years, The PRC is a newly
built communism country on the basis of the traditional thought and strategy of the Chi-
nese. The PRC is now attracting the eyes of the world because of her amazing economic
growth. At the same time, the more countries have become pay more attention for the

negative influences on the international society.

This paper tries to make the analysis on the reality of the Chinese military power and its in-
fluence on the surrounding countries form the viewpoint of Japan. Japan, as one of the sur-
rounding countries of China, has not only imported many various cultures from China and
also waged the wars with her. Japanese viewpoint would be beneficial for other countries

because of the lessons learned through the long history of the communication with China.

Traditional Power of China

GDP & Population

In the history of China, many dynasties got appeared, rising and experienced the height of
its power for about fifty years, then became falling, and finally disappeared from the history.
The Chinese history has experienced this type of cycles at the interval of several hundred
years. In those cycles, the prosperity and the population on the continent of China changed
dramatically. Over most of the past two thousand years China has accounted for between
22 and 33 percent of world GDP. But the economic power of China sharply fell down ac-

cording to the collapse of the social order. For example, in 1950, the next year of the end
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of the Civil War, China’s share of the global GDP fell, reaching 4-5 percent, where it stayed
until 1973 (Maddison 2001, Appendix B, p. 263) .

The population has also been changing dramatically. In the Warring States period (403
-221 B. C.), the total population of China had already reached to about twenty millions. In
Han Dynasty, the population reached about sixty millions in 2 A. D. After that, the popula-
tion fell down dramatically to twenty millions in the one generation, because of the popula-
tion collapse caused by the civil war and the famine. The population of China increased in
the stable and prosperous society in Han, Tang, Song, Qing Dynasties, reaching about six-
ty millions. In the 17th Century, the population of Qing Dynasty reached one hundred mil-
lion, in the 19th Century, reached about four hundred millions. And China also experienced

dramatic decrease of the population, reaching less than twenty millions several times (Kato).

The most militarized civilization and formidable than the Soviets

China has been very militarized from the ancient times, because of the frequently happen-
ing civil wars, the rebellions and the invasions by the surrounding tribes, which resulted in
the population collapse. In China, there had been more than 6,000 battles in 4,000 plus
years from the twenty-sixth century B. C. to the end of Qing Dynasty. This figure was more
than one-third of the total numbers that had happened around the world during the same
period (Guangging & Youzhi 2005, p. 3).

China has had a huge amount of force. For example, Shihuangdi (259-210 B.C.), Initial
Emperor, in Qin Dynasty, commanded about one million personnel. The total force of
China, including all of the warring states in those days, is estimated about 5,300,000. This
huge amount of the force is far outhumbered the force commanded by Caesar, reaching
twenty to thirty thousands. China also invented and developed the revolutionary arma-
ments like the gunpowder, the advanced crossbows and the rockets propelled by the gun-
powder; and besides, they deployed and used them in a huge amount in the battle fields.
Although China was almost colonized by the lack of the military power coping with the
modernized western countries after the eighteenth century, it would be better not to forget

the fact that China has historically been seriously militarized civilization.

The U. S. confronted with the Soviet Union in the Cold War Era. Which nation does have
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the greater power, the PRC or the Soviet Union? The PRC has the almost similar amount
of the territory to that of the U. S. The Soviet Union had the 2.3 times more of that of the
U. S. But the most important factor deciding the national strength is GDP. Because it is not
only the most useful indication of the economic power of the nation, but also decides the
capability to invest the construction of the military power. In terms of GDP, the Soviet Union
could not succeed to overwhelm the U. S. The best record of the Soviet Union’s economy

was nearly a half of the GDP of the U. S.

According to the IMF, in 1990 China’s GDP share of global economy was at 5.61 percent,
increasing to 11.02 percent in 2000, 14.39 percent in 2005, and an estimated 15.83 per-
cent in 2007 (International Monetary Fund 2007). In 2020’s, the China’s GDP would be-
come larger than that of the U. S., if the annual economic growth of China maintain more
than 7 to 9 percent. The population of China is about five times larger than that of the U. S.

The Soviet Union had almost the similar amount of the population to that of the U. S.

In total, the Soviet Union had almost the same power as the U. S., on the assumption of
its vast territory has the same importance as GDP in the national power. Considering the
importance of the GDP and the population, China would become about five times more
powerful than the U. S., because China will have almost the same GDP in the 2020’s, on
the other side, she has the five times larger population and the same size of the territory.
China should become more formidable than the Soviet Union for the U. S. in neat future,

and especially for the adjacent countries of China like Japan, Korea and Taiwan.

Until when will China be formidable and what should we do?

The average duration of the most powerful and prosperous period of the dynasties is about
fifty years according to the Chinese history. The pressure on the surrounding countries
caused by the growing China would be kept for more than ten to twenty years, because the

economic growth began in the late 1970’s under Deng Xiaoping’s leadership.

After 2030, China will become a society occupied by more than two hundred million aged
people and the population of China will begin to decrease (Ooizumi 2011, pp. 3-10). China
will surely lose the momentum of the economic growth and the military expansion. Accord-

ing to the lessons from the Chinese history, the PRC will be suffering from the civil war or
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the rebellions after 2030. The most important issue on the national security of the neigh-
boring countries should be how to endure the increasing pressure of the Chinese military

challenge until 2030.

Mao’s Strateqy

Active Defense Strategy

The rise and fall of the dynasties on the continent of China brought the Chinese philoso-
phers some unique view on the history. They considered the human history as the cyclic
change in the mixture of the positive aspect of all events within the universe, Yang, and the
negative one, Yin. The Chinese people would never give up in the worst situation, because
they believe Yang will surely come back again in some day. They would always be cau-
tious not become arrogant about the height of the best situation, because Yin has certainly

already stolen up behind them.

Such a view on the history based upon the dualism has prevailed among all factions of the
Chinese philosophers, including the most famous ancient military strategist, Sunzi. Mao
Zedong was also influenced by this view in his strategy. Mao viewed a war as the highest
form of struggle for resolving contradictions, when they have developed to a certain stage
(Zedong December 1965b, p. 180). He also said that “A war is the continuation of politics
by other ... means. When politics develops to a certain stage beyond which it cannot pro-
ceed by the usual means, war breaks out to sweep the obstacles from the way” (Zedong
1967, p. 152).

He asserted that the seizure of power by armed forces, the settlement of the issue by war,
is the central task and the highest form of revolution (Zedong May 1967, p. 219), and only
with guns can the whole world be transformed (Zedong November 1965a, p. 225). Thus,
Mao seemed the military force as the only decisive means to resolve the political contradic-

tions between the imperialism states.
However, he also put the great importance on the politics and other non-military factors.

This shows the dualism. The PRC leaders and the strategists emphasize the importance

called Sanzhan, including phycological warfare, propaganda campaign to the masses and
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the legal warfare, those are very effective to collapse the adversary metal strength.

As the other side of the dualism, Mao formalized the Active Defense Strategy. This strat-
egy contains three stages; the first stage is our strategic defensive; the second one is our
preparation for the offensive confronting the enemy’s defensive posture; and the final one
is our strategic offensive and enemy strategic withdrawal (Zedong May 1967, p. 472). On
the defensive stage, Mao asserted; we sometimes have to retreat to avoid our casualties
caused by waging war with the overwhelming enemy. If possible, we should disturb the en-
emy in order to wear down the enemy strength. The preparation stage is the hardest period
for China during the long protracted war. During this stage, we should alter the balance of
power, by wearing down the enemy enough to launch the offensive with the advantageous
power. On the offensive stage, we should pursue the annihilation of the enemy (Li 2004,
pp. 98-130).

This Active Defense Strategy is in effective under the modernized local conflicts, such as
those concerning the sovereignty of the disputed territories. This strategy adapting to the
conflicts over the sovereignty of the territories puts more emphasis on the offensive than
the Mao’s Active Defense Strategy for the reunification of the mainland China. The Peo-
ple’s Liberation Army would not give up their assertion to the sovereignty for the disputed
territories, including Senkaku (Diaoyu in Chinese) Islands. Senkaku Islands were incorpo-
rated into Japan’s territory according to the International Law with the legal procedures in
1895 by the Japanese government. At that time, Qing did not declare any protests to the
incorporation. The PRC abruptly began to assert their sovereignty to Senkaku Islands in
1971, only after the discovery of the submarine oil field by ECAFE (Economic Commission
for Asia and the Far East) in 1968.

The similar situation has already observed in the South China Sea. The PRC is disputing
the islands with Vietnam and the Philippines, both waged the battle, and other neighboring
countries. The PRC would not give up their illegal request for the sovereignty to the islands,
and if the balance of power is seemed to become overwhelming to the adversary, they will
not hesitate to occupy the disputed area with their force by surprise. Once succeeding in
the occupation, they would by no means bring back the territory. This shows the inherent

endurance of the Chinese leaders to accomplish their aim in the long run, and their will to
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use force to do it without any hesitation if there is an opportunity.

Nuclear Forces Combined with People’s War

Another principle of Mao’s Strategy is “Liang-Dan Yi-Xing.” This means the Ballistic Mis-
siles with Nuclear Warheads and the Artificial Satellites. Peng Dehuai, Commander of the
Chinese Volunteer Force dispatched to Korea during the Korean War, opposed to Mao’s
People’s War Concept, because of the severe experience of waging war with the mod-
ernized U. S. Forces. Peng asserted the need to modernize the PLA conventional forces
by learning from the Soviet Forces. On the other hand, Peng would accept the extended

nuclear deterrence of the Soviet Union.

However, Mao rejected the Peng’s request for the modernization. Mao, as the leader of
newly built the PRC, would not accept the reliance of the nuclear deterrence on the Soviet
forces. Mao decided to develop the nuclear bombs and the ballistic missiles under the sup-
port of the Soviets. All supports provided by the Soviet side were withdrawn, as the result
of the confrontation between the PRC and the Soviet Union in 1960. In spite of it, the PRC
independently succeeded to develop the nuclear bombs and various kinds of the ballistic
missiles by the early 80’s (Xueyuan 1991, pp. 136-138). Mao established the foundation of
the sovereignty and the independence of the PRC from the U. S. and Russia by attaining

her own nuclear deterrence power.

On the other hand, Mao would defend China from the invasion especially by the Soviet
Army along the long border with the Soviet Union by the People’s War Strategy. On Peo-
ple’s War Strategy, Mao said “What is a true bastion of iron? It is the masses, the millions
upon millions of people who genuinely and sincerely support the revolution.” (Zedong 1966,
p. 150) and he also said, “The operations of the people’s guerrillas and those of the main
forces of the Red Army complement each other like a man’s right arm and left arm.” (Zedong
1967, p. 238). However, People’s War Strategy should impose the burden of the guerrilla
warfare and the casualties on the civilians; and besides the enemy should be allowed the
invasion in the depth of the Chinese territory to wear down their strength (Li 2004, pp. 103-
107).

People’s War Strategy has a great influence on the PLA military strategy today. For ex-
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ample, the Chinese strategists now consider the information warfare as a new type of Peo-
ple’s War. And they put the emphasis on the mobilization of the cyber militias from the IT
specialists in the civilian sectors. They also assert that information warfare is not only a war
using the computers but also a new special war mobilizing radio communication and Inter-
net technology (Military Science Institute 2005, pp. 339-340). The PLA strategists put the
emphasis on the creation and the development of People’s War Theory under the current
national defense circumstances. In order to match the request for war with the advanced
technology, to accomplish the ideal and perfect mobilization system and the intimate corpo-
ration between the PLA and the civilian sectors is indispensable (Military Science Institute
2005, pp. 498-501). China is also emphasizing integration of defense and civilian sectors
to leverage output from China’s expanding science and technology base (US Office of
Secretary of Defense 2013, p. 47). This reflects the traditional total mobilization system of

People’s War Strategy.
Another example of People’s War Strategy is “Ciaoxian Zhan”, which means war without

any limitations. This strategy is based on the idea that every useful measure in the civilized

society should be utilized as weapons (Liang & Xiansui 1999, Chapter 7).

Deng Xiaoping’'s Modernization of the PLA

The PLA modernization

Deng Xiaoping got the supreme power after the catastrophic Great Cultural Revolution led
by Mao. Under Deng ’s leadership, the “Four Modernizations,” consisting of agriculture,
industry, science and technology, and national defense, were promulgated in 1973. Since
1978, China embarked on a fundamental process of reform and modernization that has
resulted in an unprecedented rate of economic development. China has been successful in

attracting vast amounts of foreign direct investment (Khalilzad et al. 1999, p. 1).

Revamping the military was, however, seen as “a long-term strategic program, and put the
fourth priority of the “Four Modernizations.” No dramatic upsurge in the level of Chinese
defense spending or effort occurred in the late 1970s and early 1980s. Instead, attention
centered on redesigning the armed forces so that they would be capable of absorbing and

effectively using more advanced weapons and equipment (Khalilzad et al. 1999, p. 37).
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In 1975 the CMC (Central Military Commission) concluded that a massive Soviet invasion
was more of a myth than reality. With Mao’s support and Deng’s guidance, the CMC imple-
mented a three-year plan of force reduction, cutting the overall forces level of the PLA from
6.1 to 4.5 million. The army was reduced by 32 per cent, strategic missile force by 27.2 per
cent, and the air force by 13.4 per cent. Only the navy increased its number of sailors (Ji

1999, pp. 32-33).

In 1983, Deng proposed that the PLA's war strategy be altered from preparation for an
early all-out war with the USSR to one of ‘steady development’ in a changed international
environment. The Soviets were mainly focusing on the European theatre and preoccupied
by the threat posed to it by hardline US policy. Thus the PLA enjoyed historic opportunity of

development and reform: the PLA was no longer forced to keep a giant army (Ji 1999, p. 4).

In July 1975, when Deng Xiaoping surveyed the PRC military, he summarized the prob-
lems of the PLA in five words: “bloating, laxity, conceit, extravagance and inertia.” (Xiaop-
ing 1984, p. 27). The PLA did not perform well against the Vietnamese in 1979. Thereafter,
first Deng and then his successors Jiang Zemin and Hu Jintao continually sought to shrink
the total number of PLA personnel; reestablish and then upgrade the military education
system; build a noncommissioned officer corps; gradually create a more secure nuclear
deterrent; reduce the dominance of ground units in the force structure and decision-making
system; elevate the positions and capabilities of the strategic and missile forces (second
artillery), navy, and air force; revolutionize the technological level of all services and func-
tions such as logistics, intelligence, command, control, and communications; and increase

mobility and joint operational capabilities (Lampton 2008, p. 39).

The Rising of the Resources after the Tiananmen Incident

The resources devoted to military modernization rose in the 1990s as China’s economy
gained strength, as communist regimes in Eastern Europe and the Soviet Union collapsed,
and as mutual strategic suspicion between Beijing and Washington increased following the
June 4, 1989, violence in the PRC, the Tiananmen incident, in which the PLA had played a
decisive role. Officially announced military budgets from 1990 largely rose by double digits

(Lampton 2008, p. 40).
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Beijing fears that the United States would intervene to protect Taiwan if the PRC used force
against the island. However, a lack of response by the PRC would undermine the regime’s
legitimacy with its own people. Given this dilemma, Beijing’s chosen course has been to
increase its military strength in hopes of deterring a Taiwan declaration of its independence

and, failing that, deterring a U.S intervention (Lewis & Litai 2006, especially ch. 8).

Moreover, the 1991 display of U. S. military superiority in the gulf War, the 1996 dispatch
of two U.S. carrier groups to the waters off Taiwan, a move that Beijing found it difficult
to respond to, and the 1999 Kosovo War also created a rationale for increased military
spending. Finally, a major contributor to rising military spending has been the need to keep
military pay somewhat competitive with compensation in the civilian sector. Beijing’s 2006
defense white paper acknowledged the protracted nature of the military modernization task
by saying that the goal was “building informationized armed forces and being capable of

winning informationized wars by the mid-21st century (Lampton 2008, pp. 39-40).

US Office of the Secretary of Defense describes in Annual Report to Congress in March
2013 that, “Beijing announced a 10.7 percent increase in its annual military budget to $114
billion, continuing more than two decades of sustained annual defense spending increases.
Analysis of data from 2003 through 2012 indicates China’s officially disclosed military bud-
get grew at an average of 9.7 percent per year in inflation-adjusted terms over the period.
China has the fiscal strength and political will to support defense spending growth at com-
parable levels, despite lowering its economic growth forecast in 2012 to 7.5 percent from 8
percent in 2011. Continued increases will support PLA modernization efforts and facilitate
China’s move toward a more professional force. Using 2012 prices and exchange rates,
the U.S Department of Defense estimates that China’s total actual military-related expen-
diture for 2012 falls between $135 billion and $215 billion.” (US Office of Secretary of De-
fense 2013, p. 45).

As long as the strong political power of the PLA will be kept, the trend of the military budget

increase will be maintained, even if the economic growth becomes lower.
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The Maritime Strategy Development from the Coastal Navy to the Offshore
Navy

Deng Xiaoping made an on-the-spot inspection on the sea to a state-of-the-art destroyer
equipped with missiles in 1979. He declared that we had the right to assert our interests
in the issues in the Pacific Ocean. Then he wrote down a slogan appealing to construct a
strong navy with the capabilities of conducting modern operations (Changxue 2013, p. 125).
Deng appointed Liu Huaqing as Supreme Commander of the PLA Navy, and ordered him

to construct such a modernized navy in 1982 (Changxue 2013, pp. 33-35).

Liu showed the strategic guidance which the reform of the PLA navy should base on. Ac-
tive Defense and Offshore Operation (Jinhai Zuozhan) were the guidance shown by Liu
(Changxue 2013, p. 86). There are several reasons in addition to the threat by the U. S.
intervention, why the PLA has to construct a strong navy and why Liu showed such guid-

ance.

The presence of a large and growing percentage of China’s GDP in coastal areas vulnera-
ble to air and sea threats is a concern Beijing is addressing (Ruozhou 1998, pp. 1-2). From
1978 to 1980, 32.7 percent of China’s GDP was located in coastal areas; by 1995-97, that
percentage had risen to 41.7. Doctrinally, therefore, Beijing wants to push the space for
potential conflict offshore. This requires enhanced naval and air capabilities, as well as the
means to command, control, and coordinate fast-moving and far-flung forces (Lampton
2008, p. 41).

Another reason is the nation’s increasing dependence on important imported strategic re-
sources, notably oil, that are concentrated in volatile areas, especially the Middle East. It
is an increasing concern in Beijing. The U.S. Department of Energy estimates that by 2025

the PRC will be 73 percent dependent on oil imports (Lampton 2008, p. 41).

Liu indicated the six principles in the PLA navy strategy, as follows: The first principle is to
match the multilayered system of the theoretical principles; The second one is to materi-
alize the strategy given by the CMC; The third is to reflect the inherent requests of navy
construction and future operations; The fourth is to base upon the objective needs brought

by the development of the naval circumstances; The fifth is to respond to the requests from
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the circumstances of the strategic status and the posture of the maritime battle field in the
Chinese defense districts on the sea; The final one is to meet with the increasing demand
brought by the improvement of the China’s status in the international society (Changxue
2013, pp. 118-119).

Liu said: Comrade Deng Xiaoping clearly indicated the orientation on the two fundamental
issues, the strategic characteristic and the basic area of the naval operations. The charac-
teristic is defensive, and the area is the offshore sea. According to this orientation, we have
to make sure that our naval strategy is to defend the offshore area, and it belongs to one

type of the area defense strategies (Changxue 2013, p. 125).

Liu also said: It is needless for China to pursue the blue water navy to attain the hegemo-
ny. Our objective is to maintain the unification of our nation, and to defend our territory and
sovereignty, to cope with the local conflicts on the sea, and to deter and defend the possi-
ble invasion from the sea by the imperialism and the hegemonism. The primary operational
area for the PLA navy of the hour is the offshore sea which is encircled by the first island
chain, including Yellow Sea, East China Sea, and South China Sea. All of this area is under
the administration of China according to the international maritime laws, and including the

inherent territories of China like the islands in South China Sea.

According to advancing the level of the economic power and the science and technology,
the naval power should become much stronger. The operational area of the PLA navy
should be gradually extended to the northern part of the Pacific Ocean and the second
island chain. Our navy will conduct the operational phase in which both we and enemy
launch the offensive, according to the doctrine of the Active Defense campaign (Changxue
2013, p. 126).

This Offshore Active Defense strategy is the basic theory leading the construction and the
operational concept of the PLA navy today. The U. S. analysts fear the appearing strategy
of the PLA, called the Anti-Access/Area Denial (A2/AD) Strategy. Although this strategy is
the concept estimated by the U. S. side, it has clearly been resulted from the Offshore Ac-

tive Defense declared by Deng and executed by Liu.
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The threat of the A2/AD in the western Pacific Ocean

China’s leadership has supported former paramount leader Deng Xiaoping’s dictum from
the early 1990s that China should, “observe calmly; secure our position; cope with affairs
calmly; hide our capabilities and bide our time; be good at maintaining a low profile; and
never claim leadership.” This guidance reflected Deng’s belief that Chinese interests are
best served by focusing on internal development and stability while steering clear of chal-

lenging or confronting major powers.

Rising of Power and Change of the Strategy

However, some Chinese scholars question whether Deng’s policy approach will continue to
win support as China’s interests increase abroad and its power expands. China’s perceived
security interests have changed considerably since Deng’s era to include a heavy reliance
on maritime commerce. China’s improving naval capabilities enable roles and missions that
would have been impossible for the PLA to pursue just a decade ago (US Office of Secre-
tary of Defense 2013, p. 20).

Today the PRC became the country having the largest GDP except the U. S. Some ana-
lysts estimate that the GDP of China will surpass that of the U. S. by 2030. Analysis of
2000-2009 data indicates China’s officially disclosed military budget grew at an average of
11.8 percent in inflation-adjusted terms over the period, while gross domestic product (GDP)
grew at 9.6 percent (US Office of Secretary of Defense 2010, p. 41). If this trend is kept,
the resources allotted to the military will become larger than that of the U. S in ten years,
because the U. S., now suffering from the huge amount of the budget deficits, is obliged to

cut the defense budget for five hundred billion dollars in ten years.

In August 2011, President Obama and Congress struck a grand bargain to raise the U. S.
debt limit known as the Budget Control Act of 2011 (Public Law 123-25). This law imme-
diately placed ceilings on discretionary “security” spending. In implementing the Budget
Control Act’ s spending ceilings, the White House’s Office of Management and Budget is
reportedly looking to trim as much as $489 billion more from the Pentagon’s budget over

the next decade (Foreign Policy Initiative 2011).

Earlier this decade, China began a new phase of military development by articulating roles
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and missions for the People’s Liberation Army (PLA) that go beyond China’s immediate ter-
ritorial interests. Some of these missions and associated capabilities have allowed the PLA
to contribute to international peacekeeping efforts, humanitarian assistance and disaster
relief, and counter piracy operations. Other investments have allowed the PLA to pursue
anti-access and area-denial strategies. Still others appear designed to improve the PLA's
ability for extended-range power projection, although China’s ability to sustain military pow-

er at a distance, today, remains limited (US Office of Secretary of Defense 2010, p. I).

The Background of the Anti-Access/Area Denial Strategy

The PLA strategists conceive that the U. S. Forces are strengthening their envelopment
around the PRC, especially in the north-eastern Asia-Pacific area, as Hilary Clinton de-
clared in Guam on January 8, 2011. The PLA strategists assert: In order to accomplish

their aim, the U. S. Forces are taking several measures as follows;

The first measure is to construct the so-called “three island chains,” the chains for the
military envelopment zones. The first island chain starts from Kyushu, Japan in the north,
to Malaysia in the south, including Republic of Korea, Japan, one of the PRC provinces,
Taiwan, the Philippines, Indonesia, Brunei and Singapore. The core of the second island
chain is Guam where the largest U. S. Air and Navy bases in the western Asia-Pacific are

stationed. The core of the third islands is Hawaii;

The second is to strengthen the military alignment in the Asia-Pacific. “Tianan Incident,” the
incident where the ROK navy vessel was sunk, and the sovereignty issue of the Diaoyu
Islands between China and Japan are especially utilized for strengthening the Japan-U. S.
military alignment and the ROK-U. S. one. By the exchange of the information, the corpo-
ration in the logistics, and the bilateral military exercises, the de facto military alignments
among the U. S., Japan and ROK is constructed. Its aim is not only to threaten the North

Korea but also to defend and deter our intention;

The third is by conducting the bilateral and multilateral exercises surrounding China, to
threaten the safety of our country. The objectives of the offensives in those exercises were
clearly China. And besides, during the U. S. exercise with the ROK and Japan in 2010, the

U. S. Navy aircraft carrier group entered into the Yellow Sea area. They became the real
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threat against the safety of our country, although they did not commit the violation of the

territorial waters of China (National Security Policy Committee 2011, pp. 118-119).

The PLA is preparing for the new types of war and operation in the current local wars; joint
operation, non-contact and asymmetric operation, firepower war, information war, quick
maneuver operation, command-and-control war, special operation, aerospace war, am-
phibious operation, air-raid, air defense, biological war, psychological war, ecological war,

and chemical war (Military Science Institute 2005, pp. 186-206).

The Threat of the Medium-Range Missile Forces

On firepower war, as the 2010 Quadrennial Defense Review Report notes, “China is de-
veloping and fielding large numbers of advanced medium-range ballistic and cruise mis-
siles, new attack submarines equipped with advanced weapons, increasingly capable long-
range air defense systems, electronic warfare and computer network attack capabilities,
advanced fighter aircraft, and counter-space systems” (US Department of Defense 2010,
p. 31).
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Figure 1lI-1-1 & 2; (US Office of Secretary of Defense, 2012, p. 40, 42.)

Among them, the missile forces have shown the most dramatic increase in the quantity and
the quality. According to the US DOD report, the Chinese missile force in 2012 is as fol-

lows:
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System Missiles Launchers Estimated Range
ICBM 50-75 50-75 5,500+ km
IRBM 5-20 5-20 3,000-5,500 km
MRBM 75-100 75-100 1,000-3,000 km
SRBM 1,000-1,200 200-250 < 1,000 km
GLCM 200-500 40-55 1,500+ km

Table 111-1-3; (US Office of Secretary of Defense, 2012, p. 29.)

The Second Atrtillery has deployed more than 1,100 SRBM s (Short Range Ballistic Mis-
siles) to garrisons across from Taiwan and is fielding cruise missiles, including the ground-
launched CJ-10 land-attack cruise missile (US Office of Secretary of Defense 2013, p. 38).
Cross-Strait economic and cultural ties continued to make important progress in 2009. De-
spite these positive trends, China’s military build-up opposite the island continued unabat-
ed. The PLA is developing the capability to deter Taiwan independence or influence Taiwan
to settle the dispute on Beijing’s terms while simultaneously attempting to deter, delay, or
deny any possible U.S. support for the island in case of conflict. The balance of cross-Strait
military forces continues to shift in the mainland’s favor (US Office of Secretary of Defense
2010, p. I).

Concerning the number deployed China’s missiles in the range of within 3,000 km, includ-
ing the GLCM (Ground-Launched Cruise Missile), it reached about 280-620 based on the
above assessment in 2012. On the other hand, the United States will retire the nuclear-
equipped sea-launched cruise missile (TLAM-N). The reasons why the United States de-

cided to do so is explained as follows:

This system serves a redundant purpose in the U. S. nuclear stockpile. It has been one of
a number of means to forward-deploy nuclear weapons in time of crisis. Other means in-
clude forward-deployment of bombers with either bombs or cruise missiles, as well as for-
ward-deployment of dual-capable fighters. U. S. ICBMs and SLBMs are capable of striking
any potential adversary. The deterrence and assurance rolls of TLAM-N can be adequately
substituted by these other means, and the United States remains committed to providing
a credible extended deterrence posture and capabilities (US Department of Defense April
2010, p. 28).

The retirement of the U. S. TLAM-N will bring the limitation in the number of the U. S. Forc-

es missiles ranging within 3,000km with the nuclear or conventional warheads deployed
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in the western Pacific. The deployed warheads will be limited to the ALCM (Air-Launched
Cruise Missile) s, and bombs equipped with the bombers deployed in Guam and the fight-
er/bombers of the aircraft carriers. It will lead the inferiority in the numbers of the warheads

deployed in the Asia-Pacific to those of the PLA.

On the aircraft carriers, the most serious concern for the U. S. Forces deployed in the re-
gion within 3,000km are the MRBM (Medium-Range Ballistic Missile) called DF-21D. China
continues to field an ASBM (Anti-Ship Ballistic Missile) based on a variant of the DF-21
(CSS-5) MRBM that it began deploying in 2010. Known as the DF-21D, this missile pro-
vides the PLA the capability to attack large ships, including aircraft carriers, in the western
Pacific. The DF-21D has a range exceeding 1,500 km and is armed with a maneuverable
warhead (US Office of Secretary of Defense, 2013, p. 38).

As the result from the retirement of the TLAM-N and the threat of the DF-21D, the credibil-
ity of the U. S. extended deterrence for Japan and the ROK, would be decreased in near
future, in spite of the reassurance of the credibility by the U. S. side. In that situation, the

order and stability in the Asia-Pacific might become unstable.

The Threat of the Asymmetric Wars

The strategists of the PLA put the great emphasis on the asymmetric wars. They assert
that: In such a war, the inferior side finally got the victory for about 30 percent of the wars.
There are many aspects of the non-symmetries; power, operation domain, period, equip-
ment and technologies, and methods of the operations. In the Post-Cold War era, the
asymmetric warfare represents the new characteristics of information war. We should ana-
lyze and research the asymmetric wars. Today by using the missiles, the inferior side can
defend directly against the superior side indirect attacks like the strategic bombings (Military
Science Institute 2005, pp. 229-234, 261-267).

According to this thinking, despite the decrease of the effective attacks caused by the de-
ployment of the MD (Missile Defense) systems in the U. S. and its allies, for the PLA, the
missiles should be kept as one of the most reliable asymmetric direct attack measures

against the superior forces like the U. S. Forces.
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The PLA has made a great effort to win the local conflicts under the circumstances of the
military information operations, especially after the Iraq War in 2003. The PLA strategists
recognize that information war is the most important aspect of the new types of wars, and
the operation domain should include the aerospace and the cyber space Military Science
Institute 2005, pp. 469-480).

For attacks on U. S. C4ISR (Command, Control, Communication, Computer, Intelligence,
Surveillance and Reconnaissance) Systems and to defend their C4ISR Systems, they have
developed and conducted the clandestine cyber operations in the peacetime, as one of
the operation domains and the methods supported by the advanced IT technologies in the
new asymmetric war (National Security Policy Committee of China 2010-2011, pp. 58-79).
China is executing the vigorous activities to increase their space capabilities, especially for
the military purposes like the anti-satellite attacks. They are also developing other soft-kill
measures, including covert operative, jammer and EMP (electromagnetic pulse) (Cliff et al.
2007, p. 111).

The hard-kill capabilities for the amphibious assault operation, the special operation and
the submarine attacks, under the support of the modernized joint forces, are put a great
emphasis, judging from the trend of their military force construction (US Office of Secretary
of Defense 2013, pp. 6-11). Although the elements of the hard-kill methods and the soft-kill
ones mentioned above should be effectively combined each other, the total effects brought
by these war capabilities could increase the probability of the success of the A2/AD strat-

egy in the western Pacific.

And besides, the U. S. forces rely on the vast transportation networks for the logistic sup-
port spread among the allied countries in the western Pacific. This reliance brings the seri-
ous vulnerability to the U. S. Forces. If the allied countries reject the use of the U. S. bases
in their countries, the U. S. Forces will not support the forward deployed forces. Because
Japan, South Korea and Taiwan located within 1,500 km from the coast of China are in the
range of the Chinese MRBMs and cruise missiles, those countries might reject the use of
the U. S. bases when threatened by China with their missile forces, additional to the spe-

cial force attacks and the cyber-attacks, without any engagements of the military forces.
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The U. S. Estimate of the Anti-Access/Area Denial Strategy & its Coun-
ter Measures

The U. S. Estimate of the Anti-Access/Area Denial Strategy

The U. S. government estimates that states are developing anti-access and area-denial
capabilities and strategies to constrain U. S. and international freedom of action. These
states are rapidly acquiring technologies, such as missiles and autonomous and remotely-
piloted platforms that challenge our ability to project power from the global commons and
increase our operational risk (US Department of Defense February 8, 2011, p. 3). China is
clearly involved in those challenging states. This shows that the China’s ability to defend
the offshore sea of China encircled by the three island chains, has been estimated to be ef-

fective by the U. S. side.

A combination of ballistic, cruise missiles, aircraft, and covert operative attacks on run-
ways, aircraft, shelters, and other critical facilities could render U. S. airfields in Okinawa,
South Korea, and the main islands of Japan unusable, particularly in the days of a conflict.
In addition, ballistic missile, cruise missile, aircraft, covert operative, jammer, antisatellite,
EMP, and computer network attacks could degrade command-and-control or early warning
capabilities for forward-deployed forces, particularly air forces operating from bases within
about 1,500 km of China, to the point that the theater commander would choose to move
them farther away (Cliff et al. 2007, p. 111).

Even if Chinese anti-access measures did not result in the outright defeat of the United
States, they would likely make it significantly more costly for the United States to operate
in the region. Moreover, it is possible that these costs could rise enough that, even if U. S.
decision-makers were confident that the Unites States would eventually prevail in a conflict

with China, they might be unwilling to pay those costs.

The United States, however, can take a number of actions to counter Chinese anti-access
threats. Strengthening passive defenses at air bases, deploying air and missile defense
systems, strengthening defenses against covert operatives, and bolstering allied air-
defense capabilities will reduce the vulnerability of air bases to anti-access attacks. Diver-
sifying basing options for aircraft will diminish the effects of such attacks. Air and missile

defense systems, strengthened defenses against covert operatives, improved allied defen-
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sive capabilities, improved information-security practices, and efforts both to deter and to
mitigate the potential effects of high-altitude nuclear detonations can reduce the vulnerabil-
ity of C4ISR systems (Cliff et al. 2007, pp. 113-114).

The U. S. Counter Measures against A2/AD

The US Air Force and Navy together are developing a new joint air-sea battle concept for
defeating adversaries across the range of military capabilities. The concept will address
how air and naval forces will integrate capabilities across all operational domains to coun-
ter growing challenges to U. S. freedom of action. As it matures, the concept will also help
guide the development of future capabilities needed for effective power projection opera-
tions (US Department of Defense February 2010, p. 32). This new concept known as “Joint
Air-Sea Battle Concept,” is, however, the only a concept. It is not guaranteed by the bud-

get. Offshore balancing is control.

The shortage of the budget influences most seriously on the R & D (research and devel-
opment). As global R & D investment increases, it is proving increasingly difficult for the
United States to maintain a competitive advantage across the entire spectrum of defense
technologies. We cannot afford everything we might desire: therefore, in the future, the
Department must balance capability portfolios to better align with budget constraints and
operational needs, based on priorities assigned to warfighter capabilities (US Department
of Defense February 2010, pp. 76, 94).

U. S. President Obama made remarks to the Australian Parliament on November 17, 2011.
He said in the remarks that: Reduction in U. S. defense spending will not come at the ex-
pense of the Asia Pacific. We will keep our commitments, including our treaty obligations
to allies. And we will constantly strengthen our capabilities to meet the needs of the 21st
century. Indeed, we are already modernizing America’s defense posture across the Asia
Pacific. It will be more broadly distributed — maintaining our strong presence in Japan and
the Korean Peninsula, while enhancing our presence in Southeast Asia. Our posture will be
more flexible — with new capabilities to ensure that our forces can operate freely. And our
posture will be more sustainable, by helping allies and partners build their capacity, with
more training and exercises. The closer relationship between U. S. and Australia will be

brought and it will allow us to respond faster to the full range of challenges. Meanwhile, the
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United States will continue our effort to build a cooperative relationship with China. And we
will seek more opportunities for cooperation with Beijing, including greater communication

between our militaries (Office of the Press Secretary November 17, 2011).

In the remarks, the U. S. efforts to rebalance the military resources to cope with the new
situation in the western Pacific, in other words, the rising threat of the A2/AD are appeared.
The gravity of the U. S. Forces deployment will be getting back to the safer rear area like
Australia and the Southeast Asia from Japan and South Korea. On the other hand, in order
to save the resources, the more contributions by the allies are requested in the exchange

for the transfer of the U. S. military experience through bilateral trainings.

Hilary Clinton published her opinion in November 2011. She said that: We are moderniz-
ing our basing arrangements with traditional allies in Northeast Asia - and our commitment
on this is rock solid — while enhancing our presence in Southeast Asia and into the Indian
Ocean. For example, the United States will be deploying littoral combat ships to Singa-
pore, and we are examining other ways to increase opportunities for our two militaries to
train and operate together. And the United States and Australia agreed this year to explore
a greater American military presence in Australia to enhance opportunities for more joint

training and exercises (Clinton 2011).

Clinton’s statement declared the strong will of the U. S. to keep its forces in Asia-Pacific.
Responding to the political decision and Joint Air-Sea Battle Concept, the strategists in the
U. S. are proposing the concept of Offshore Balancing and Offshore Control. Both concepts
take the limitation of the resources and the new military situation in the western Pacific into
consideration. The possibilities of how much and when these concepts are realized are
uncertain. Representatives of the three military services indicated that they would be strug-
gling in 2014 to restore readiness. For example, the Air Force for the first time in its history
is implementing a “tiered” approach to unit preparedness. About one-third of the service’s
forces that are not deployed or preparing to deploy will be “standing down” and rated un-
ready. The move will affect a number of nuclear-capable forces, with some B-2 bombers
(Everstine & Weisgerber 2013).

Will these measures really not affect the credibility of the U. S. extended deterrence? If the
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U. S. extended deterrence becomes less credible, the U. S. allies will have to construct
their own military forces to deter the threat of China and to defense against the invasion of

the PLA.

Conclusion

New Secretary-General Xi Jinping stated on November 15, 2012, that he would make ev-
ery effort to realize a great revival of the China race. Socialism looks like one of the tools
for realizing such a nationalistic aim. He declared that the objective for the modernization
of the PLA is the construction of firm defense and strong military forces adapted to the na-
tional security and interest. He also said that we should fundamentally realize the mechani-
zation and make a great advance in the construction of the information-oriented military by
2020. That the security of ocean, aerospace and cyber-space should be paid attention con-
tinuously is pointed out. The PLA will continue to pursue the construction of the capabilities
enough to win the local wars under the information-oriented condition. The missile forces

will be put the emphasis.

Consistency of the military strategy and the firm will among the leaders to make the endur-
able effort to realize it is the marvelous characteristic of the PLA. The PLA is trying to seize
the exclusive control in the South and East China Sea. The PLA will accomplish its objec-
tive to control the sea encircled by the three island chains in a long-term. U. S. Forces are
suffering from the defense budget cut, and the forward deployed forces might gradually de-
crease, in spite of the statement to keep the American commitments to the allies in western

Pacific.

If the U. S. does not accept the challenge by the PLA pursuing the control of the larger
area, spread beyond the first or second islands chain, some conflicts, including use of mili-
tary forces will happen in the future. At that time, the allies will be urged to defend by them-

selves for some period or eternally.
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The activities of Chinese cyber espionage or cyber conflict are more and more on media.
In the United States, two reports of an American company (Mandiant) and a Pentagon
report in spring 2013 have designated China as the author of a considerable number of
cyber attacks against the United States. American politicians, including President Obama,
have directly accused China after those reports have been released. Earlier, in the sum-
mer of 2012, the report by French Senator JM Bockel said that in France risks associated
with the use of network equipments (eg, servers, wireless relay) made in China should not
be acquired for French and European infrastructure. In addition, several Asian countries
have recurring disputes with China (including Japan and Taiwan) because their companies
and official websites are frequently the target of Chinese cyber attacks. These attacks at-
tributed to China are both acts of espionage (theft of data) and offensive acts to disrupt the
operation of information systems (especially those of government, business or groups from

countries having disputes with China).

Through these numerous cases of cyber attack, China would implement a coherent and
coordinated cyber strategy. However, it is necessary to emphasize that it is currently im-
possible, if not impossible, to determine the origin of a cyber attack if it is sufficiently so-
phisticated®. This difficulty is at the origin of the cardinal principle of cyber strategy: non-

attribution. Being unable to identify the perpetrator of an act, if it takes some precautions,

% In this regard we note the existing porous border between cyber terrorism and cyber crime conducted by
“patriots” independent groups.
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fundamentally changes the rules of strategic calculations. Moreover, China is far from
being the only country engaged in so-called computer offensive operations. All the world’s
major military powers (United States, Israel, Russia, France ...) have an cyber strategy in-

cluding, formally or classified, this type of operations.

The attacks in cyberspace are conventionally divided into three categories: the war for
information (espionage), the war against information (sabotage) and the information war
(subversion). China has implemented successively these three tools. Essentially from mili-
tary origin in western countries, China cyber strategy follows a very specific development
cycle that we will present. In fact, the cyber strategy follows the changing needs of the Chi-
nese leaders. Thus, the Chinese cyber strategy was originally based on an internal prob-
lem of cyber controlling population, before moving towards an approach of economic cyber
espionage to support the development of the country, and finally lead to more capacity and
acts in military cyber conflict to sit the emergence of China as a major military power. It
should be noted that these tools do not replace each other, but are the successive layers

of Chinese cyber strategy.

Cyber control of population

The Internet was introduced in China under the auspices of Deng Xiaoping. Nevertheless,
it was well aware that the Internet was a factor that accelerates the development of China
as well as a political risk factor that would encourage the dissemination of diverse ideas as
well. Deng Xiaoping also said here that “if you open the window for fresh air, you have to

expect some flies to blow in.”

Cyber strategy of China had a very specific evolution because it was initially centred on
what we describe as cyber control: this includes domestic censorship and surveillance of
dissidents. During the development of the Internet in the early 2000s, China had two fun-
damental characteristics that distinguish the major Western powers: the lack of a military
operation outside the borders and freedom of expression very controlled. The potential of
cyber space has first been used for internal purposes of censorship and control of ideas.

But this control has also led to the emergence of giant online corporations in China.
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Cyber control as part of the protection scheme.

Chinese political control within cyberspace is to protect the system by eliminating the
presence on the Internet as well as opponents of hostile ideas regime. Here we must un-
derstand the concept of regime in the broad sense which includes institutions, politicians
and political action, as well as the events that could raise public outrage and lead to social
unrest (e.g. bribery of a local police chief, the ostentatious wealth of elites, pollution ...).
The term therefore covers more “China” as a whole, as a political and social entity, than the
organization of political power. In this respect it is interesting to note that in China, the term

“censorship” has been replaced by the word “harmonization”.

To address this problem, the government has developed in the 1990s (and published in
2000) under the Ministry of Public Security, a program called “Golden Shield” (Golden
Shield Project) on domestic surveillance under wide scope (Internet monitoring and surveil-
lance of public spaces). This program was subsequently dubbed Great Firewall with refer-
ence to the Great Wall of China, which remains a powerful geopolitical representation of
China.

This program includes two types of censorship. The first is a priori censorship, based pri-
marily on a technical network filtering (URL/DNS, keywords address). Thus, a number of
keywords are subject to an automatic censorship in social networks, forums, search en-
gines, websites, connections ... This censorship can be total (blocking access to content,
the entire site or specific pages) or partial (filter results®'). Some sites try to identify the
“sensitive” words (e.g. China Digital Times) despite the changing nature of a part of the list
by the news. There are two types of sensitive words. First those who are a permanent sen-
sitive issue for the government (e.g. falun gong, pornography, names of dissidents, issues
related to Tibet, Xinjiang or Taiwan ...) and those corresponding essentially to issues of
news (e.g. a contentious court case, a temporary pollution, a localized strike ...) which are
temporary threats that the state is trying to curb to prevent their dissemination in the public

opinion.

There is a second type of censorship: censorship afterwards. This is done primarily on

*" It is possible for example to compare the results of research /X8 X%[ ] Z44 (Tiananmen June 6) on
google.com and baidu.com, the difference is striking.
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the content (forums, social networks, and Internet websites) and is usually simply deleting
the targeted content. The targets here are mostly criticism of the government and calls for
disturbing public order (protests, strikes ...). To cope with inflation publication of content
on social networks, China has 20 to 50,000 police experts (in addition to teams of censors
employed by the sites themselves). Beyond the number of contributors, the number of so-
cial networking sites makes them complicated control. If other countries are only seen a
handful of sites, China has a very large number (should be made to non-exhaustive over-
view in Annex 1): China now has over 500 million users, when U.S. not count only 250 mil-
lions! However, according Jed Crandall (2013) (professor at the University of New Mexico
specializing in Chinese Internet censorship), facing the sharp increase in the number of
Internet users, it seems that censors are moving more towards a strategy for controlling the

spread of certain topics blocking.

In addition, content managers are fully involved in censorship. Indeed, the government
makes companies legally responsible for posted on their sites and services contained.
They are therefore forced to collaborate with the authorities is to exercise in China. Thus,
Yahoo has already provided information on dissidents, Google filters the results of queries
made on its website, Skype has built a device for censorship in its program for China, We-
ibo regularly censor posts and profiles on government orders (Xuecun 2013). Companies

therefore employ censors, whose numbers can go up to a thousand people.

Finally, China also has at its disposal an invisible army whose numbers would be close to
300,000 people. These people are officially called “Internet commentators” (%% 1Ei4 51/
2% it 51 ) but are known as Wu Mao (five mao, referring to parts 0.5 yuan) because they
would be paid 0.5 yuan per message posted. Their task is to control the content and pub-
lish oriented content. They are used especially for sensitive issues likely to evolve in pro-
test of the government (eg Taiwanese democratic character of the regime) or to stream pro
government content on Internet. In 2011, Amnesty International said through its Secretary-
General that the China and Iran were investing “considerable resources into pro-govern-

ment blogs and content.”

Cyber control as part of digital sovereignty

Many foreign sites are unavailable in China (Google services, Facebook, blogging plat-
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forms, information sites, adult ...)*’. This answered the needs for authorities to filter con-
tents. It is simpler to block a handful of large sites that control all pages, especially when it
comes to blogging platform or sharing sites content. However, there is a desire to emerge
major players in the Chinese Internet and in this way strengthen the Chinese digital sover-

eignty.

The table below shows the Chinese Internet giants by industry. While most of these com-
panies are unknown outside experts, it should be noted that in spring 2013 QQ had 798
million of active accounts with a peak connection 176 million simultaneous users, and Wei-

bo (micro blogging platform) has 503 million users with 46.2 million daily users.

Type Leading player in China Global player
Search Engine Baidu Bdﬂ!! Google

C2C eCommerce Tacbao WEF eBay
Instant messenger (s} ﬂm MSN Messenger
Video hosting Tudou, Youky ()88 YOUNUNR v uTube
Picture hosting Yupoo, Bababian Yv/'2°0  EipdE  Flickr
Student SNS Xiaonei LB | Facebook
Working Class SNS  51.Com, Kabxin it Myspace
Business SNS Tianji, Wealink  B1 ZEATR pormeesm Linkedin
Portal Sina, Sohu Shadan BB vanoo!
Micro blogging Weibo: Sina, Tencent, Sohu 33 [l &, & Twitter

Source; weblasia

figure 111-2-1; Giants of Chinese Internet

China’s restrictive policy provide results with the emergence of the Internet giants. How-
ever, these giants don’t get out of their borders at the moment. Although it has some sur-
prising similarities with graphics foreign counterparts (e.g. Google and Baidu, Renren and
Facebook), it would be dishonest to attribute the success of these sites only to digital pro-

tectionism. Chinese sites have for the most adapted their functions to suit the Chinese surf-

°2 Non-exhaustive list available https://en.qgreatfire.org/search/blocked
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ing habits and improved users features, which explains the relatively low success of sites
like Facebook in China despite the possibilities to circumvent the “Great Digital Wall” (use

of VPN or proxy).

Economic approach

We have seen that the Chinese cyber strategy was initially developed according to the
first priority of government: control of public opinion. But in the 1990s, China also aims to
develop its economy and to push its industry to produce higher value added products. This
process can only be achieved through innovation and research and development (R & D).
Given the disappointing results of R & D in the 1980s, China has decided to launch a broad
policy of industrial espionage. It is therefore natural that the country added a layer to its
cyber strategy as a component to capture the economic data that we can call more directly
espionage. However, China has also developed a Technological and Industrial Base spe-

cializing in cyber technologies (hardware and software).

Cyber espionnage

China is endowed with offensive cyber capabilities for economic espionage. In this regard,
the Mandiant report® largely presented espionage that targeted the United States. The
main sectors are high-tech industries and those of defense (which often belong to the cat-
egory of high technology). The priorities in these areas follow general priorities of five-year
plans®. In the attacks presented by the Mandiant report, at least four of the seven strategic
areas have been targeted. In May 2013, the Pentagon has for example revealed (Nakashi-
ma 2013, US Department of defense 2013a & b), that hackers operating from China have
managed to penetrate the government agencies and companies in the defense sector sys-
tems that stored information about weapons programs (Patriot missiles, Aegis radar, Black
Hawk helicopter, F-35 ...).

These actions have two interests for China. First, they can save a significant R & D budget.

* The company Mandiant published on February 16, 2013, a report (APT1: Exposing one of China's Cyber
Espionnage Units) identifying a unit of the Chinese army would engage in extensive espionage operation,
mainly against companies and Anglo-Saxon organizations.

% Every five years China will publish a development plan including among others a list of some sectors pri-
oritized by the state.
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Second, China can incorporate information collected in its own programs directly. For ex-
ample there is strong suspicion that China is inspired by information on the F-35 to design

faster its own stealth fighter.

These actions are generally made by two types of actors: the units of the Chinese army
(the Mandiant report and refers to the 61398 unit based in Shanghai), and groups of “patri-
otic” hackers generally very close to the authorities (even if they are not military, and if their
incomes are not directly or mainly provided by the State). Units of the Chinese army use
processes similar to conventional hackers (eg. social-engineering social engineering-end
phishing-phishing). However they differ in two points: the human and material resources
are without common measure with independent groups, and a strategy clearly directly re-
lated to the interests of the Chinese government and industry. In addition, to the knowledge
of Western countries, there has been no destruction of data for extortion or financial scams.
These elements tend to direct suspicion toward government structure. Through these units,

China is therefore ensures that technology transfer voluntarily or involuntarily will...

Nevertheless, as pointed out by the Chinese authorities, it is extremely complicated to
determine with certainty the origin of a cyber attack and the greatest caution is required
before laying charges in the matter. The non attribution is indeed the basic principle of the

cyber strategy, as we have already reported.

The support of a Cyber Technology and Industrial Base

One of the characteristics of the economics of China is the strong relationship between the
central authorities and firms, including those that are not public companies. The latter ben-
efit greatly from information obtained by the intelligence services on technologies and their
competitors. In return, they also work with the intelligence services and are involved in the

process of gathering information.

The Chinese economic espionage process has two parts. First, Chinese companies pro-
viding terminals and network components (routers, modems, cables ...). These can have
a control on data passing through their products®. But we also found a large number of

subcontractors in China which may include programs in components and products manu-

% Security issues will be addressed in the next section on cyber defense.
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factured (not assembled) in China. Microsoft, for example, revealed in September 2012
(infoDSI 2012) that computers assembled in China were infected by viruses from their fac-
tory. These viruses were found in particular programs to access computers and key loggers

(software that tracks everything typed on the keyboard).

It is mainly because of these problems that the report of Senator Bockel appeared in
France in the summer of 2012, called not to buy some Chinese equipment for telecom in-
frastructure and networks, citing the companies ZTE and Huawei: they are involved in the
provision of network routers heart. Huawei and ZTE have been “banned” from equipment
markets in the United States. Both companies have also been targeted by a report of the
Committee on Intelligence Congress (October 8, 2012). England has also taken measures
such as the United States, Canada, Australia. There has been, since the spring of 2013,
a series of investigations conducted by the European and Indian authorities to these two

companies accused of dumping or espionage.

In recent years, a trend observed in China to develop its cyber espionage to expand trade
issues (pricing, marketing plans ...) and political (documents prepared by the delegations
of various countries for some international summits). Acts of cyber espionage had been
carried out for example in 2011 by China against France to obtain data relating to the G20

France presided.

Nevertheless, China, because of its domestic market and its business model, has man-
aged to build an industrial sector of information technology: China has become the largest
exporter in 2004 of information technology in up to $180 billion. In 2012, there were more
Chinese than American publications on information technology. Finally, in 2010, China has
developed the most powerful supercomputer in the world (with a power of 2.5 petaflops)
Tianhe-1A, built by the Changsa National University of technical defence (even if it was
since passed). From this point of view, it has built its independence from Western suppli-

ers, mainly Anglo-Saxon. Thus, it has established sovereignty in cyberspace.

Geopolitics and defense in cyberspace

Become a leading economic power, China is now seeking to sit its global power by

134



strengthening its military capabilities. The Chinese authorities have therefore developed
military capabilities of computer control. This does not mean that these abilities are mainly

directed against the United States.

Overall power and informational strategy

The rise took place in the 2000s. If there is much talk in the West about the book of colo-
nels Liang Qiao and Xiangsui Wang “Unrestricted Warfare”, it is first of all because it is one
of the few texts translated. It focuses mainly on the results of the first Gulf War in 1991,
and shows that the Chinese are aware of the superiority of Americans on information tech-
nology. They believe that the war can not be confined to only military. More importantly, the
authors develop their approach by the informational war. For China, the meaning is more

important that the pipes that convey.

The book was published in 1999, the year of the bombing “by mistake” of the Chinese em-
bassy in Belgrade. We can see there the announcement of a rivalry between China and the
United States. But while they “build the Chinese enemy” (Conesa 2011), it must be noted
that Beijing refuses to enter into this dialectic and practice the art of evasion, which reflects

its overall strategy.

Mention may also studies reporting the National Defence University, the Academy of Mili-
tary Sciences and the number of research centers. Also, note “The science of military cam-
paigns - ZhanYixue - 1% %# -”. The latter stated that “control of the information flow of the
opponent and the conquest of superiority in this area is the strategic and tactical priorities
of the Chinese People’s Army” (Danjou 2012, Zang 2001).

From this point of view, the informational strategy is serving a comprehensive strategy
(Poirier). This informational strategy therefore includes elements of cyber war and informa-
tion. The war against the information finally arrives. It distinguishes two aspects, which are
central in the West when they appear second in Chinese: technical mastery, and military

development.

The shield and the sword

Beyond the support to a policy of developing a defence industry (via cyber espionage), the
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development of cyber capabilities of China also improves defence as the offensive capa-

bilities of Chinese power.

First, cyber espionage government defence and its partners (public and private) can know
the military doctrines that may apply its enemies. This allows both to benefit from the re-
search on teaching others to improve their own teaching, but also how could be carried out
military offensives against him and thus be better prepared. In addition, the flight technical
data on military equipment potentially hostile major military powers like the United States,
allows knowing more precisely the capabilities of the enemy which is crucial to prepare

cons technical and technological, tactical, operative or strategic.

But China’s actions in the cyber sphere against other countries also have much more ag-
gressive than the theft of data. Indeed, China is also conducting operations to destabilize
systems of foreign countries. Thus, the smart grid and U.S. power plants were attacked in
2013. After several months of investigation the Pentagon attributed the attacks to the Chi-
nese army. Actions committed so far allow China to test both its offensive capabilities and
send a signal to potential attackers. First, it conducts trainings to check and improve its
ability to cause damage in the territory “enemy” through cyberspace, as well as to test re-
sponse procedures that have targets against attacks. But it also helps to show his abilities,

to make a show of force to try to deter the ambitions of aggression against China.

It is thus a strategic rhetoric that addresses the challenger. It is not yet entering an escala-
tion of violence just to show the capabilities, real or imagined. Indeed, no major cyber oper-
ation sabotage was so far attributed to China: hacking of Estonia in 2007, the Stuxnet op-
eration in 2010 or Shamoon attack in 2012 are attributed respectively to Russia the United
States and Iran. However, it should be noted the operation Aurora, which was updated in
January 2010 and has been attributed to China using a spy software to steal source code

of products from targeted companies.

This option can be interpreted in two ways: a strategic restraint a result appeasement, or,
for now, an inability to develop such a scale actions or technologically developed. Indeed,
despite the rise in quantitative power of China, we can still wonder about the real Chinese

military capabilities. Certainly, they will say otherwise (aircraft carrier, nuclear submarine
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launcher vehicle, a new generation fighter), but they have never been observed in a situa-
tion or actually tested. Efforts are obvious, but we are not sure now the actual technology
equivalence with Western equipment. By analogy, it is assumed that what is true for con-
ventional weapons is perhaps for advanced cyber weapons. This hypothesis refers to the
situation in the summer of 2013, and does not prejudice the possibility of development and

technological upgrading by Beijing.

Organisation
It is extremely difficult, from open sources, to describe the Chinese cyber defence organi-
zation: unlike the West, we do not have an organizational GCHQ (UK), a ANSSI (France)

or describing the joint between a cyber command and NSA (United States).

It seems that the Chinese system (Danjou 2012, Stokes, Lin & Russell Hsiao 2011) has
incorporated all aspects of electronic warfare in the forth third And fourth Offices of Gen-
eral Staff of the PLA, the first being to simplify, specializes in the collection of electronic
information and the second in countermeasures or attack. These offices enable operational
research units and countermeasures in five Chinese Military Regions (Jinan, Lanzhou,

Chengdu, Guangzhou and Beijing).

In 2010, the PLA created what could be a centralized command operations “cyber war”
(zhongguo renminjiefangjun xinxi baozhang jidi) that can be translated as “the basis for the
information security of the PLA” (BSIAPL). But the PLA remains quiet on the subject. How-
ever, we can report the incorporation in 2011 of the Communications Department of the
PLA in this organism can hypothesize that the Xinxi Baozhang Jidi is a new command and
coordination specially dedicated to “cyber-war”. Finally, a cyber defence force, called “blue
team”, has been officialised in May 2012. It would count thirty people under the military

command of the Canton area.

According to a March 2012 report (Krekel, Adams & Bakos 2012), the third department of
the General Staff of the Chinese army count up to 130,000 people (the highest rating). The
61398 unit, also called the second office is responsible for intelligence operations on North
America, when the 61046 unit (called the eighth office) would focus on Europe. According

to the report Mandiant, twenty groups of hackers would operate from the Chinese territory.
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The document has particular focus on one of them, which it called “APT1” and that is pre-
cisely located in a building in Shanghai. According to the report, APT1 would be the 61398
unit, since only one state would be able to mobilize long-term (traces observed for seven

years) as many people located in the same place and having such activity.

Here we see two points that appear to suggest that the Chinese have much greater ca-
pacity (beyond the fact that there is uncertainty about the proportion of detected attacks).
First, there are at least two economic and military units specialized in geographic areas of
interest to China to collect political intelligence, but there are probably other for technologi-
cal powers such as Japan, Korea, Russia, India ... In addition, companies are increasingly
multinational and therefore use English in more of their documents, it facilitates the actions
of the Chinese (especially since there are more Chinese Speaking fluent English, espe-

cially among computer science graduates, the French or German).

Sino American Confrontation

Superpower feeling threatened by the emergence of a second giant, the United States
came increasingly into opposition on issues of cyberspace with China. Regularly accusing
of espionage and publishing reports in charge, they believe that China is a major threat.
It would be unfair to ignore all the major Western powers have instituted similar devices
that is China. NSA, U.S. agency in charge of cyber spying and telecom directly employs
over 38,000 staff (which must be added the many sub-contractors), and the 14 U.S. intel-
ligence agencies 14 have prerogatives in economic espionage. Finally, Verizon Business
and PRISM, made public in May and June 2013, shown that the U.S. NSA had secrets and
legal agreements with major telecommunications operators and social networks (Facebook,
Apple, Google, Amazon, Skype...) to monitor communications within the Patriot Act, the
fight against terrorism. However, this does not absolve the Chinese jurisdiction since Bei-

jing organized, as we have seen, methodical cyber espionage.
Facing U.S. accusations, China says it is regularly the victim of cyber attacks, and it relies
on this to prove his need to defend himself and his inability to attack others. There is cer-

tainly some truth in this speech, but also a part of subterfuge.

To counter the American discourse, China did not remain inactive. Thus, against the U.S.
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Internet regulation by organizations highly dependent on U.S. authorities (ICANN), China
and Russia offered to cooperate in the development of international rules. In proposing a
treaty regulating the Internet under the guise of an international organization such as ITU,

China aims to reduce U.S. capacity for.

Conclusion

Thus, China is a real cyber power. It might once have been emerging; realism led it to as-
sert that it has now emerged. Its cyber strategy firstly focused on the control of internal
information. This strategic line used censorship, but also the establishment of national plat-
forms, thereby excluding large foreign and especially U.S. carriers. This is an information

strategy which first insisted on top of cyber spectrum (cognitive layer).

This strategy was then focused on the economic aspects, first developing means of mas-
sive economic espionage and, for China, economic warfare and cyber conflict have large
intersections. This economic cyber espionage is deployed worldwide. Simultaneously,
cyberspace has been an industrial strategy to implement a technology industry including
manufacturers (drivers, routers, and infrastructure) but also assembly (mobile devices,
PCs, servers). Thus, China has managed to conquer its independence from the dominant

industrial cyberspace that were the U.S. actors.

The last phase appears under development: it is the cybernetics tool traditional defence.
If the media were very interested in the 61398 unit, it is likely that the internal challenge is
not there, but in the development of products involving cyber to develop major weapons

programs.

Chinese cyber capabilities are distinguished from resources available to other major cyber
powers by significant experience in combating cyber by content (producing positive con-
tent, discredit opponents...). As such, we can emphasize the attempt to influence interna-
tional opinion on the Internet through the website anti-cnn.com, famous 4th-media. This
site was created in 2008 to present the initial errors of the Western media regarding the
treatment of disorders of the events in Tibet. Initially focused on the Chinese and Tibet, this

site is subsequently developed in English and has expanded its products to all the subjects
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on which China is challenged (conflict in South China Sea presence in Africa...). The site
also publishes a large number of articles attacking image of great power rivals China to
show again the difference between the attitude of these countries and the one of China.
The English version of the site hosts articles mainly from foreign journalists, but is mostly
administered and hosted by the Faculty of Journalism at the University of Beijing. It will
be interesting to see if and how China will develop its capacity to fight the online contents
when linking skills in internal affairs with those related to the development of international

power.

The Chinese strategy of positioning the content can be explained by two reasons. First, we
find in Chinese strategic culture a tropism for the content rather than the container, the long
term over the short-term and the fluid on the solid. On the other hand, this strategy is for
China a virtual obligation as at the international level the country has little influence on the
layer 1 (main infrastructure, the role of ICANN) and a fairly limited decision the (U.S. origin

international protocols (ISA)) layer 2.

However, one should not misunderstand. While the United States are building a “China
threat”, it also gives the impression to replicate the geopolitical scheme of the Cold War
with the Soviets. However, the Chinese do not pay this mimetic dialectic. First, they proba-
bly do not have ambitions as a global power could have the Soviet Union. Their geopolitical
goals “classic” seem pretty close to their borders. It should not be forgotten that China is
the Middle Kingdom, and sees the world as “barbarians” it did not really need to dominate.
It is much more concerned with its padding. From this point of view, the maritime borders
are much more concern for her around the two seas Chinas, one of the East (between
Korea, Japan and Taiwan) and the South (Philippines, Vietnam, Indonesia). Here, a cyber
conflict is going on, even if it is barely perceived in Western countries, and cyber fighting
held regularly between the powers in the region. The real cyber aggressive posture of Chi-

na is probably there, much more than in the Sino-US confrontation.
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IV The China soft power

After the Sino-Soviet schism, Communist China tried to compete with the Soviet sphere of
influence in the world by recognizing communist dissident movements. This attempt was a
failure because the influence of the pro-Chinese groups was limited. However, the promo-
tion of non-alignment after the Bandung Conference in 1955 allowed it to build relation-
ships with Third World countries and benefit from decolonization to forge ties with African

nations.

The demise of the communist bloc forced China to rethink its strategy of international influ-
ence. In the new geopolitical context of the early 90s, China had a number of disadvan-
tages: the image of a totalitarian country inherited from the Cold War, the need to leave a
certain isolationism, the decline of Maoism as a vector of ideological thinking, language

barriers, a relationship with overseas Chinese politically based.
Incidents that marred the route of the Olympic flame in 2008, especially in Greece and

France have raised awareness to the Chinese authorities that soft power was a weapon

that went beyond the framework of diplomacy.
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1 China Cultural Influence

Jean-frangois Susbielle

Jean-Francois Susbielle is a consultant in strategy and creative thinking. He teaches geopolitics and geo-econo-

my at Sciences Po Paris, Grenoble School of Management and EGE Paris.

The “West” never fails to remind that China’s image is irredeemably damaged.

One, it is not a “democracy” but a communist dictatorship, two it has no respect for human

rights, there is censorship and freedom of speech is repressed.

With such “values” and political system, China is anything but an attractive model.

However in the emerging world, this rhetoric has little if no impact at all thanks to China’s
economic might. The last twenty years, China’s robust economy has lifted entire continents
out of poverty and on the road to prosperity. In Africa, Central and South-East Asia, Aus-
tralia or Latin America, in Brasilia, Manila or Caracas, all echo “China, | love you” or rather
“China te amo”. Beijing’s strict compliance with UNO charter of non-intervention in internal
affairs, contrasts favourably with the “Western values” enforcement scheme of the US. In
emerging countries, a win-win all-in-one economic partnership is what makes China popu-

lar and attractive, not classical opera or Du Fu’s poetry.

While in the “West”, where China is still perceived a totalitarian and predatory regime with
mercantilist goals, Beijing will bet on its cultural influence to turn reluctant partners into will-

ing “panda huggers”.
But the ultimate cultural battle takes place in China’s own backyard, around the China Sea,
a region of 2.2 Bn people stretching from Japan to Indonesia and from Vietnam to the Phil-

ippines.

A spontaneous cultural integration is at work, based on sharing rather than hegemony. And

while China threatens its neighbours with its maritime claims, an Asian cultural community
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is in the making, competing with America’s influence, and indirectly benefitting to China.

Unigue cultural assets

China can count on its heritage and History to promote an image of harmony-seeking and
benevolent nation. But in the West, China produces antagonistic feelings. As much as it

fascinates, it also induces fear. And fascination and fear are never far apart.

Uninterrupted History and culture
What we call the “West” is the result of a succession of civilisations that each had to die so
the next could arise. Chinese History is cyclical and resilient, made of chaos and renais-

sance as the Mandate from Heaven (Tianmin) is passed from a dynasty to the next.

The “Spring and Autumn” period (-722 to -476) is contemporaneous to Homer and Py-
thagoras in Greece. The “100 schools of thoughts” produces Confucius (Kong Fuzi or mas-
ter Kong from -551 a -479), Lao Zi (Taoism). As far back as antiquity, the corner stones of

Chinese culture are already in place.

Between fascination and fear

Italian traveller Marco Polo’s silk road to Beijing in 1275 is the first to translate the fascina-
tion that China has on a “Westerner”. Later, Jesuit Matteo Ricci introduces Confucianism
and Taoism to Europe. During the Enlightenment, European philosophers, Leibniz, Voltaire
or Kant, are highly impressed by the Confucian model of social organisation and meritoc-

racy.
The real culture shock comes with the Opium wars (from 1839 to 1860) and the partial col-
onisation of China by Western powers. China’s porcelain, pagodas and other “Chinoiseries”
become a hot favourite in European palaces.

But this positive image can turn negative, and fascination flip to fear.

China’s “anthill” never fails to scare. After the Boxer war (around 1900) and the defeat of

Russian navy by the Japanese (1905), the “yellow peril” narrative develops. China’s multi-
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tudes are presented as hostile, wanting to destroy the West — like in Sax Rohmer’s Dr Fu
Man Chu novels. Postcards with “slow slicing” (lingchi) and other Chinese tortures circulat-
ed around Europe as proof that behind the inscrutable mask, Chinese were deceptive and

cruel.

This Western dual attitude of fascination and fear is at work to this day. The best example
being Michael Pillsburry, a mandarin scholar who led a passionate romance with China
in the wake of the 1972’s Nixon-Kissinger visit to Beijing, before turning a major hawk in
Donald Rumsfeld’s team. Why such a dramatic about turn? With 1989 Tiananmen events,

Pillsburry said he had suddenly discover the Chinese true colour...

Chinese cultural sphere
Chinese culture and its Confucian — Taoist model of harmony is naturally present in what
is called Greater China, Hongkong, Taiwan or Singapore, but also in Japan, Korea or Viet-

nam.

From 1949 to this day, Hongkong and Taiwan have become a rich repository of Chinese
culture. Though Japan was never attacked by China, the latter gave Japan its culture,
writing, bureaucracy, urbanism or architecture. Nara or Kyoto are patterned after China’s
northern capitals. Korea was heavily influenced as early as the Han period, while Vietham

spent the first millennium under China’s rule.

In South East Asia, Cambodia, Burma have been at times under Chinese domination.

These ancient cultural links play an important role in community-building around the China

Sea.

Promoting Chinese “cultural values”

China will use the fascination of its cultural assets to try to win Western public opinions,
combat the effects of “China bashing” and extend its influence. Because when it comes
to investing in Greek ports, buying European technology companies or American utility

groups, one had better look like a benevolent harmless power, rather than a deceptive
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predator.

Chinese influence is often government-backed, but it is also spontaneous, the latter being

the most efficient.

Chinese traditions in world culture

Derived from Taoism, many Chinese traditions have made their way into world culture and
contribute to the peaceful image of the Middle Empire. A country that promotes spirituality,
harmony with nature and society, and cures patients with soft medicine techniques cannot

be aggressive. At least that is the plan.

Tai-Chi-Chuan, a slow relaxation technique, Traditional Chinese Medicine (acupuncture,
herbs or massage) are popular with Western urban professionals. Feng Shui (literally wind
and water) is fashionable with Western architects and home designers. Chinese horoscope

and its 12 animal signs makes a nice complement to traditional horoscope.

Chinese martial arts (wushu) - Kung-fu and its Shaolin temple mythology — are now an

Olympic discipline.

Harmony is key. Harmony with nature (Taoism), harmony with the flows of energy (chi),
harmony in the family and social order (Confucianism). And therefore harmony between a
rising China and the rest of the world. Unlike 20th century’s new industrial powers Japan
and Germany, China’s rise will not generate conflicts because China’s ultimate goal is har-

mony.

Chinese popular culture

Hongkong cinema contributed much to China’s international image. It started in the 70’s
with what can be considered the first global universal hero, Bruce Lee. His successor
Jackie Chan tried (with mixed results) to put his international fame at the service of China’s

poor image during the Beijing Olympics.

Hongkong Martial arts movies, Wuxia, started in China in the 30s and gained fame in Asia

in the 60s. Thanks to Ang Lee’s 2000 blockbuster Crouching Tiger, Hidden Dragon, the
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Wuxia genre reached international appeal.

Hongkong choreographer Yuen Woo-ping became hot favourite of Western films like The

Matrix, Mission Impossible and Kill Bill.

In China, 5th generation directors Zhang Yimou or Chen Kaige popularised ancient History

and traditions to international audiences with stunning costume period movies.

Government backed policies

In 2002, at the 16th CPC Congress, - reinforced in 2007 at the 17th Congress -, culture is
identified as a major component for both national unity and international strategy of influ-
ence. From this day, China encourages cultural exchanges of arts, movies, music or sports
and the “Year of Chinese Culture” are held around the world. Unesco has granted China 33
World Heritage sites, the third highest figure. Abroad, the Cultural Departments in Chinese

embassies are busy signing cooperation agreements

But Beijing, acting like a corporate brand name, also sponsors events that will benefit its
image, like the Buddhism International Forum since 2006. An easy way to associate its im-

age with Buddhist values of peace, non-violence and harmony.

Chinese New Year celebrations, also sponsored by China with undisputed success, are

now part of festive calendars of many Western countries like London, New York and Paris.

But the most visible arm of Beijing’s “cultural diplomacy” is a network of some 400 Con-
fucius Institutes, whose mission is to “promote Chinese language and culture” around
the world. They are obviously patterned after the Alliance Francgaise, British Council, or
Goethe-Institut with an important difference. Unlike their foreign counterparts, Confucius
Institutes are hosted - and some times co-financed - by local universities, which has raised

concerns of possible industrial espionage and other intelligence gathering activities.

Limits of Chinese cultural diplomacy
For more than a decade, China has massively exploited its heritage and History in the hope

to build a positive image that would win over other countries. But this strategy is a double-
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edged sword as it contrasts with the actual situation of culture in modern China. When “dis-
sident” writers, painters and artists like Ai Weiwei are jailed, when freedom of expression is

muted, China’s insistence on focussing on old assets becomes more than suspicious.

Why trust a country that keeps referring to its antiquity and doesn’t allow a vibrant cultural
scene at home? This is casting a shadow on the “peace and harmony” rhetoric based sole-

ly on legacy History.
On October 2, 2010 in Athens, Chinese PM Wen Jiabao was congratulated by European

countries for his support to ailing Greek economy. But a week later, human rights activist

Liu Xiaobo was awarded the Nobel Peace Prize in Oslo...

Cultural integration in the China Sea

The China Sea - East and South - is the mare nostrum (common sea) of many countries:
the Asean+3 group (Asean + China, Japan and South Korea) as well as Taiwan or North

Korea.

It is the home of 2.2 Bn people producing a combined GDP of USD 16.5 Trillion, on par
with the United States and the European Union. The region is on track to economic and
cultural integration, which presents the biggest challenge of all for America. China is now
each and every country’s largest trading partner in the group, and currency agreements to
use the Yuan for bilateral trade poses a lethal threat to the US dollar. Traditionally, all three

currencies, Yuan, Yen and Won have their origin in the same Chinese character.

In the China Sea, cultural integration is a spontaneous and uncontrolled aggregator. China
is not the organiser of this phenomenon. It is not even an important player compared to
the major powerhouses of Japan, South Korea, Taiwan and Hongkong. But on the sideline,

China is comfortably collecting the dividends of 3000 years of cultural influence.

A culture of sharing
China Sea’s cultural integration plays a great role in creating a feeling of community that

European Union will never achieve. In fact, there is no trace of European-style rivalry, but
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rather a natural propensity to share, exchange and pool cultural resources, in a region that

was for centuries under Chinese influence.

Cross cultural sharing covers TV series and games, music, movies and actors: K-pop, J-
pop, Japanese cosplay, Taiwanese TV games, Hongkong dramas, and of course anything
Korean, like pop band Girls Generation or TV series. A mainland program like “I'm a singer”

was passionately followed by Taiwanese audiences, helping to mend cross-strait relations.

America’s main challenge

Post war America made extensive use of its entertainment industry to impose its cultural
model to Europe as a means to counter the attraction of communist USSR model. Today,
Chinese consumers long for the American way of life and cultural codes. Though Beijing
protectionist laws limit the number of foreign movies, Hollywood with half a dozen block-

busters manages to rack up half of the revenues.

But this time, America faces a greater challenge. A culturally integrated China-centric Asia
— recouping the Co-Prosperity Sphere of Japan’s Showa legacy — would put an end to US
world dominance and send the US dollar into the doldrums. It would also severely under-

mine Washington’s efforts to keep its 50 000 strong military forces in the region.

While China’s claims over the South China Sea and the Senkaku islands justify the Ameri-

can presence, the battle for cultural dominance might eventually decide its long term fate.

Conclusion

Inside China, Beijing is struggling to contain America’s influence as the US has become the
desired model of prosperity. But in Asia, Beijing can count on unexpected allies in the form

of its former cultural sphere to eventually sack America out of the region.
As for the rest of the world, China has yet to convince of its peaceful intention by allowing

its culture scene to bloom freely. Otherwise, its charm strategy will be mistaken for another

attempt to “win without fighting”, as Sun Zi recommends.
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2 Soft power “with Chinese characteristics”

Pierre GUEYDIER

Pierre Gueydier is research professor at the Centre for the Sociology of Innovation - Mines ParisTech. He also

teaches at the Catholic University of the West - Angers

“The natural effect of commerce is to bring peace. Two nations that trade together become
mutually dependent [...] and all unions are based on mutual needs.” Montesquieu, De I'esprit
des lois, 1748

In an article of Foreign Policy in May 2013, the famous Joseph S. Nye, Professor Emeritus
of Harvard and the father of the concept of “soft power”, welcomed, with justifiable pride,
the fact that his theory published in 1990 had passed into the common language of interna-
tional relations. Even Vladimir Putin and Hu Jintao are no longer reluctant to officially use
it during meetings at the highest level. What a long way indeed in the minds by these two
simple words in more than twenty years. We will focus here on receipt of this concept by
China since the 2000s and see that Chinese strategists, by adopting this term, have signifi-
cantly changed its original meaning. The singular episode of relations between China and
the Vatican on the eve of the Beijing Olympics, will illustrate this chinese doctrine of “the

use of soft power.”

The global success of the concept of soft power

This is an essential feature of American intellectuals specialized in international relations,
than to be able to build concepts and powerful intellectual standards which can summa-
rize situations of rare historical, geopolitical and social complexity. “End of story”, “Clash of
Civilizations”, “war against terror”, “Cold War”, “Axis of Evil", “Soft power”, then ... “Smart
power” often appear as much part of the diplomatic and academic marketing as fiction or

self-fulfilling prophecy.

But in the area of simplification, nothing really goes as planned and the empirical reality

never matches the slogans. It is precisely what Jospeh Nye regrets in his recent article:

151



China and Russia excessively use the term soft power but - needless to say - with bad un-
derstanding and without, he says, hope of success. Perhaps to reassure himself, Jospeh
S. Nye does not hesitate to call Russia “declining power” and deny that chinese “civil soci-
ety” has any effective role in soft power. Finally, according to Nye, the American soft power
finds its strength in the fact that it comes from the civil society and not from a state initia-
tive. In contrast, the “authoritarian states” are not credible because of their tendency to pro-
paganda. For Nye, indeed, “the best propaganda is not propaganda,” but the decentralized

action of civil society, the private sector and individuals.

Globalization easily allows the deterritorialization of ideas. The original definition of soft
power, despite its universal allure remains very ethnocentric. What is the soft power of
the 1990s such as Joseph Nye expresses it? In line with the historical trend of realism, for
which social facts are determined by the balance of power and are the result of a combi-
nation of these on the international scene, Joseph S. Nye offers at the outlet of the cold
war, a theory of the paradoxical power: the exercise of power on the international scene
by attraction with the use of non-coercive means to achieve its goals in particular by cul-
ture, political values and diplomacy. Joseph S. Nye was blamed by many for his naivety
and misleading idea that only the soft power could determine an effective foreign policy.
Indeed, the shock of September 11 will have to bring some revision of the theory of “the
end of history,” Hegelian idea awkwardly became popular because of Francis Fukuyama in
which the concept of soft power has emerged. The military enterprises of American power
in the 2000s contradict in facts the soft approach of Nye but nevertheless underline its
relevance. This outburst of hard power will encourage Nye to revise his theory to evolve
to the concept, no less obscure, of smart power which involves the full range of soft and
strong means to maintain American power at its level. On January 13, 2009, Hillary Clinton,
during her hearing before the Committee on Foreign Affairs of the U.S. Senate, will use this
“inclusive” theory as the doctrine of U.S. foreign policy on Obama’s first term: “we must use
the so-called smart power, that is to say, the full range of tools at our disposal (diplomacy,
economy, military, politics, law, culture) using each of them or a combination of all these

tools. With smart power, diplomacy will be the vanguard of foreign policy”.

In 2004, Jospeh S. Nye begins to look at what he perceives in Chinese foreign policy as

the soft power (Nye 2004). But do we speak to each side of the Pacific of the same thing?
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The characteristics of the Chinese foreign policy are they a translation of the concept of
soft power or did they exist before them? Are they a bad copy of the idea of American strat-

egist or a historical habit of the Middle Kingdom?

A chinese style soft power

As already stated Montesquieu: The natural effect of commerce is to bring peace. We will
not dwell here on the superlatives that characterize the last fifteen years of Chinese eco-
nomic development. But a key question that the theory of soft power does not explicitly ad-
dress remains: trade is the spring of soft power or hard power? Military and war metaphors
are plentiful when we talk about the “China threat.” It must also be noted that historically
China is a little belligerent power in the military sense of the term, or even colonial. At least,
in contrast with the Western powers. Among the myths of the chinese “friendly power”, the
figure of the browser and explorer Zheng He (1371-1433), whose 600th anniversary was
celebrated by China in 2005, is the model of “largely peaceful” nature of China. As claimed
by Wu Jianmin, president of the Institute of Diplomacy and former Chinese ambassador
to France, “600 years ago, at the time of Zheng He, China was the world power in military
terms, scientific, cultural, and finally economic. However, the Chinese have not used their
military superiority to conquer other countries, to reduce them to the status of a colony. This
shows that good agreement is part of Chinese culture and the rise of China has essentially

a peaceful nature”.

Unlike Western thinkers who like to invent new words to describe the reality of international
relations, such as the soft power, the chinese ancient tradition has extreme attention to
words, the richness of their calligraphic representation, their depth and their stability over
time. “Agreement”, “Harmony”, “Sweetness”, “Friendship”, “Agreement”, “Mutual Respect”
are terms which seem outdated and naive to Westerners but are on the contrary, by their

semantic authority, cardinal values for Chinese thinkers and society as a whole.

This is so the vast movement of “re-confucianisation” the inseparable Chinese society of
the most dramatic economic consequences and the image projected by this Nation. The
intensification of the academic research on Confucius wanted by the National Popular As-

sembly and the dazzling swarming of Confucius Institutes around the world are the most
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visible fruits.

For this “essentially peaceful” nature of Chinese history and the central figure of Confucius,
what Chinese authorities now call soft power is actually quite far from the concept of
Jospeh S. Nye 90s. It seems, rather than a slavish adaptation of the idea of Nye, that Chi-
nese authorities have found a flexible term that can formalize a set of directions of foreign
policy that refer to both the long history of China, its willingness to support its influence on
the world stage primarily through trade and affirm peaceful dimension of its intentions. This
is the seventeenth Party Congress in 2007, which will enroll in the official terminology the
term soft power, already present implicitly in 2002. In 2009, Hu Jintao in front his ambassa-
dors has formalized this “soft power” of China by the discourse of the “four forces” valid for
both domestic and foreign policy: the political influence (yingxiangli) economic competitive-

ness (jingzhengli), affinity for China (gingheli) and moral virtue (ganzhaoli).

The definition of soft power by the Chinese is much broader and holistic than Nye. This
term, as seen from China, means any power beyond the strict military and security sphere.
Means considered by Nye as coercive will be integrated into the Chinese doctrine of soft
power. Development aid, investment, participation in multilateral organizations will be an
opportunity for a “soft use of power” (Li 2009), more accurate definition of soft power “with
Chinese characteristics”. The holistic approach (Bashan 2012) is characterized by the
continuum between domestic and foreign policy which aims at the establishment of a har-
monious society as the refusal of outside interference with symmetrical principle of non-

interference and respect mutual towards third countries.

Another specificity, the Chinese soft power is focused on a primarily cultural soft power
(Wenhua ruanshili) integrated in the official language of the CCP by Hu Jintao in 2007
term. Traditional cultural values of China are the spiritual foundation, philosophical and eth-
nic regarded as the most valuable asset and source of Chinese soft power: “The competi-
tion of cultural power is the heart of the competition of soft power” (Li Haijuan 2004). While
American entertainment industries are a vector of American soft power, the Chinese put at
the center of Chinese characteristics tri-millennial values of their culture to make the matrix
of harmony among nations. Finally, the idea that hard and soft power must unite to produce

a smart power appears to be a very old doctrine in China. it seems possible to trace in the
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famous strategist Sunzi and his Art of War, the idea that military action is not only a com-
ponent of this art (Hunter 2009), but not the most important part. The extended soft power
“Chinese” also fills gaps in the field of hard power, such as deficiencies in military high-tech

equipment.

Did China practice soft power for decades without knowing it? The widespread adoption of
the term by political elites during the 2000s remains paradoxical. The use of the concept
can stop on a wide range of internal and external policies and action at the same time the
loan to the Western sphere forced the Chinese authorities to constantly position in refer-
ence to the U.S. definition returns through a mirror, the idea of “China threat.” This complex
posture and probably inherited from the colonial period forces the Chinese analysts “to
minimize or ignore the function of soft power to influence others aggressively” (Li 2009), “as

they are busy using it to oppose the theory of the “China threat” (Bashan 2012).

The case of China-Holy See Relations

After these general remarks, we would like to mention the example of relations between
China and the Holy See. This case seems interesting because it is not a question of trade
relations, the powerful economic incentive component that serves as a vehicle “off-road” on
Chinese power does not apply in this case. Beijing, until the early 2000s was definitely not

requesting the establishment of reconciliation with Rome.

In line with the Chinese political tradition, internal religious matters can not suffer any in-
terference, the CCP controls the patriotic religious associations representing each religion.
Contrary to common belief, there is indeed a genuine Chinese Christianity, albeit very
small, but since the seventh century introduced by Nestorianism in 635. An lItalian Jesuit
Matteo Ricci (1552-1610), who reached the status of a “scholar” at the imperial court, is
even one of the few foreigners to be officially considered one of the fathers of Chinese his-
tory. But Christianity, acclimatized long and becoming Chinese, will see its image tarnished
by the colonial wars by the Western powers in the nineteenth century picture. The profound
trauma suffered by imperial China will inevitably part of national historiography Christianity
and Catholicism in particular as having been “introduced by the guns.” Based on this colo-

nial memories, Maoism and the Cultural Revolution are going to brutally suppress all reli-

155



gions for a forced march toward secularization which, however, will fail to eradicate three
thousand years of profound religious and spiritual feelings of the Chinese culture. Since
the 50s, the increase of the Christian population, mostly Protestant, is spectacular (8000%
from 1949 to 2007).

Concerning Catholicism, almost all of whom were Western ecclesiastical structure - the first
six Chinese Catholic bishops were ordained in 1926 - the coming to power of Mao in 1949,
leads the exile of European clergy and many faithful in Taiwan and the severance of dip-
lomatic relations. The Catholic Church in China is characterized by two entities with more
or less porous borders: a patriotic church as an association whose executives - includ-
ing bishops - are appointed by the CCP and a church called “underground”, which denies
membership to the Patriotic Association, recognizes the Pope as the supreme authority
and survives in an almost underground. For the Chinese political authorities, the interfer-
ence due to external power to China, especially in the appointment of bishops, is strictly
inconceivable to the values of government supported by the concept of patriotism, loyalty
to the nation and harmony of society. For his part, the Holy See, which measures the size
of the issue of Christianity in China is sparing no efforts to try to find a compromise on the
appointment of bishops. John Paul Il will not stop to try and find an entrance door to China,
particularly through the French Cardinal Roger Etchegaray, tireless personal ambassa-
dor, who will manage to establish deep relationships with friends Chinese interlocutors in
line with the Jesuit Matteo Ricci. But the leading role of John Paul Il in the anti-communist
struggle in Europe will not be able to blink the Chinese authorities also engaged in counter

diffuse interference of Evangelical Churches in American patronage.

The lack of interest of China to step toward the Holy See will evolve from July 31, 2001,
when the Olympic Games are awarded to the city of Beijing. Messages sent to China on
this occasion are very clear: this award is in the nature of a final exam to fully integrate
Chinese power in the international arena and give it the title of “great power.” Among the
criteria for election are those of human rights, including religious freedom which is an im-
portant symbol in particular the United States. Strength of this observation and the simul-
taneous theory of soft power “with Chinese characteristics”, the strategists will identify the
Roman authorities as a prime target: if the Pope himself recognizes that religious freedom

in China is progressing and he wishes good luck - he blessed? - The Olympics, no one can
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deny that China has met the political criteria set by the final exam of the Olympic Games of
2008.

The election of a new pope in the person of Benedict XVI in April 2005 will be an opportu-
nity for the Chinese authorities to deploy their soft power, but this time without the use of
trade. First, the CCP will release its requirements on the appointment of bishops which is
of crucial importance to Rome on the theological and political level. From the accession of
Benedict XVI to the Pontifical charge no Chinese bishop will be ordained without the prior
consent of the Holy See. The balance is extremely subtle: a discrete channel is opened
between the two partners. Beijing and Rome agree unofficially on a list of three names that
the Chinese authorities submit to the Vatican for the appointment of a bishop. Among the
three names appears the one that makes the consensus. Rome confirme secrétement son
choix et Pékin fait 'annonce officielle, puis Rome ratifie le choix du public. This meticulous
mechanique gives gradually its fruits and Rome favorably welcomes the bureaucratic prog-
ress, despite being strongly warned by of the Cardinal Zen of Hong Kong, veteran of rela-

tionships between Chinese political and ecclesiastical authorities.

In 2007, Benedict XVI sent a public letter to the members “of the Catholic Church in China”,
which reaffirms the unity of the Catholic Church in China, implying that the old division be-
tween church and patriotic underground will eventually fade based on a new generation of
believers and clergy who have not experienced the persecution of the Cultural Revolution.
Publicly, the spokesman of the Supreme Pontiff, recognizes that there is no more religious
“persecution” in China within the meaning of deportations and mass arrests, although some

cases of imprisonment raise questions.

The highlight of the merger between China and the Holy See will manifest on May 7, 2008
during a concert at the Vatican by the China National Symphony Orchestra and chorus
of the opera concert in Shanghai. Without diplomatic relations, the two countries can not
publicly organize official meetings, but in this case, the cultural exchange will symbolically
seal the friendship. The subtlety and genuine “soft power” of music - the Chinese orches-
tra played Mozart’s Requiem, favorite composer of the Pope - and the high position of the
head of the delegation, the daughter of Deng Xiaoping, in person, will encourage the pontiff

to give what the Chinese authorities hope. His speech resumed the next day in the Os-
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servatore Romano and all the Chinese media salute “the” great cultural tradition “of China
which reflects” the history of a people with values and noble aspirations “and especially
address” greetings to all the people of China who are going to live with the next Olympic
Games an event of great value to humanity”. A few weeks of the opening of the Olympic
Games, the Pope’s words validate the objectives of religious freedom progress in China by
one of the world’s largest religious authorities who “reign” on a spiritual “empire” as impor-
tant quantitatively as China. But as warned by Cardinal Zen, the improvement was short-
lived, anytime soon Games and Shanghai World Expo were completed, the takeover of
the CCP on the appointment of bishops was very brutal from 2010. In this situation, feeling
betrayed, Rome responded vigorously by excommunicating the bishops ordained without
his consent. Not since 1949 and despite many controversial cases, a Chinese bishop had

been excommunicated.

This episode is symptomatic of the evolution of the Chinese strategy of soft power that
is able without the use of trade and economic levers “to get what she wants through its
power of attraction and without using coercive means”, according to the original definition
of soft power by Joseph S. Nye. By adopting the American term, China could have been
be locked in a legal trap and could have tried to imitate, and finally submit to the theories
of North American international relations. But by acclimatizing the concept to the Chinese
mentality, enlarging, by linking to old practices and associating immediately to domestic

politics and hard power, the student may have exceeded the master Joseph S. Nye.
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V The geo-economic issues

For a country, the strategic orientation towards geo-economics must not be a choice but
an obligation. The structure of international relations with the existence of one or more su-
perpowers, a hazardous geopolitical context or the need to change the paradigm of power
could lead to the creation of a strategy based on economics rather than on military. Middle
ages merchant republics, 16th century Britain or 19th century Japan are good examples of

a successful geo-economical strategy aiming to the development of a country’s power.

If such a strategy could appear less harmful and offensive than a military-based one, it im-
poses the creation of strong ties with suppliers and clients as they became substitutes for
allies. For 35 years, China creates a bunch of relations with a large panel of other countries
in order to sustain the development of its economy. With a production-driven economy dur-
ing the 80s and the 90s, an efficiency-driven one during the 2000s and now an innovation-
driven economy, China jumped in the ranking of GDP from the 8th rank to the 2nd and is

now aiming for the 1st.

With a near 1.5 billion inhabitants, China needs food, energy and a whole range of pri-
mary goods to feed a still growing population and to fuel its economy. China is obligated
to strengthen and to diversify the relations with its partners and suppliers with the risk of a
geo-economical confrontation with other emerging or Western countries, themselves rely-

ing on a large bunch of suppliers.
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The rise of China since the 80s has been conditioned by the country’s ability to secure
natural resources supplies. As China wanted, during the 80s and the 90s, to become the
“world’s factory”, the resources needed to fuel its economy were quite easy to find. But
as the country is becoming a great power since the 2000s, the diversification of China’s
economy has changed the demand in both a qualitative and quantitative way. In order to
fill its needs, China is obligated to plan a global strategy to gain access to resources and
to secure supplies. With a specific geoeconomical approach in terms of targeted countries
and resources, using the close ties state-companies, China is developing a “chess and go”

strategy, mostly oriented against US influence.

The need of metal and energy resources

The transformation of China’'s economy

For the last twenty years, China’s economy has changed from a planned communist econ-
omy inherited from Mao Zedong to a fully integrated market economy. This change mostly
occurred during the 90s when China chose to join several international economic organi-
zations. At the end of 2001, a few months after the 9/11 events, China made the choice of
integration to the global market by joining the WTO and further developing what is today
known as “socialism of market” (Sanjuan 2011, pp. 175-182). This new economic doctrine

is the combination of traditional Chinese political and economic thought and the compul-
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sory adaptation to world’s economic reality and the needs of a globalized market (Sanjuan
& Trolliet 2010).

However this evolution is not simply inherited from the fall of USSR. After Mao’s death in
1976 and the ousting of the Gang of Four in 1978, Deng Xiaoping became the new ruler of
China. Under Deng’s rule, China transformed itself in order to become a more open coun-
try, at least in an economic perspective. Contrarily to Mao’s opinion, Deng believed that
China needed to insert itself in the market economy without forbidding its particular politi-
cal and social orientations. During the 80s and the 90s, Deng reforms led to the creation of
national companies, economic structures and helped to transform China into an exporting
country (Bergere 2012, pp. 82-88).

Nevertheless, during Deng’s rule — from 1978 to 1992 — China remained an agrarian and
heavy industry oriented economy. Mao’s economic legacy has transformed into a burden
during the 90s as China was very much like the former USSR: a primary goods and simple
manufactured goods economy. Chinese products had a very low added value and China

was simply a giant factory for the most advanced countries.

As China’s GDP grew in an exponential manner from 1978 to present day, from less than
1000 billion RMB to near 20 000 billions RMB, China’s economy started a deep transforma-
tion during the 2000s. Nowadays Chinese political leaders, viewing their country becoming
the 2nd global economic power and aiming to the first place, are wishing to make China a
technologically advanced country and to change from a factory to a high-technology pro-
duction and development center (de la Maisonneuve 2012). This strategy is benefiting from
the very high revenues of Chinese companies as well as from the global economic growth
of China with a two digits number of year-on-year growth (+11% in 2012). The Chinese
leaders are now encouraging the development of the highest technological sectors such as

aeronautics, defense, telecommunications, biotechnologies, space or renewable energies.
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Figure V-1-1; China’s GDP evolution

Qualitative and quantitative needs

As China wants to transform the core of its economy, the country is facing a new dilemma.
Until the mid-2000s, the specialization of economies from innovation based European,
American and Japanese economies to production based emerging economies ensured
a difference regarding resources demand. Nevertheless, the transformation of emerging
countries’ economies, especially the BRIC, is now leading to a global competition for the

same resources.

In the Chinese view there is a double problem as the increase of the demand is made in
both a quantitative and qualitative way. For the 50 last years, the country experiments a
spectacular population growth leading China to become the world’s most populated country
with near 1.5 billion inhabitants. With 15% of the world’s population, China is more a conti-
nent than a country and has a demographic weight that could only be challenged by India.
China’s demography, which is the basis of China’s actual economic power, is also its most
important burden. As the resources needs became critical, the government issued at the

end of the 70s the One-child policy to slow down the population growth (Bosquet 2009).

This policy, often enforced with resolution, succeeded in the limitation of the population.
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Nevertheless, China’s population continued to grow, even if it grows slower than during the
60-70s. With an increase of 500 million inhabitants between 1980 and 2010 without any

territorial modification, except Hong-Kong, China is facing a resources problem.

Moreover, for the last 10 years, thanks to its economic rise, China has also experimented
a qualitative transformation of its needs. The two-digits continuous economic growth led
to the creation of new wealthy classes regrouping several millions of “red millionaires” and
bourgeois. In proportion those new classes remain very few but there is a global movement
of enrichment leading to the emergence of a consuming middle-class. The development
of a national individual car market, of houses equipment and of an electronic market with
companies like Lenovo or Haier, is a natural consequence of this social modification of Chi-
nese population (OECD 2009, pp. 93-124).
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Figure V-1-2; Evolution of Chinese population’s cars

China: an endless hunger?

If the One-child policy seems to have some positive results regarding the limitation of the
population’s growth, it has merely no impact on the qualitative needs. The non-stop growth
of the population, combined with the qualitative evolution, is today leading to a syndrome
of “endless hunger” (L’huillier 2007, pp. 37-50.).
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The evolution of China’s resources demand is not only a matter of private consumption.
The modification of the country’s economic structure and the emergence of high tech com-
panies is leading to a change in the resources demand structure. During the 80s and the
90s, China kept its role as “the world’s factory” with technology-limited production units
and simple-material-consuming heavy industries. This very polluting economic structure is
slowly transforming for 6-7 years into a light industrial high-tech based model. The devel-
opment of high technology companies in China is a natural consequence of the country’s
economic emergence. If China is believed to reach the 1st global economic rank by 2020,
it would be with an important transformation of its economic structure. Defense (Norinco),
transportation (CASC, CSR Corp., Geely), IT (Huawei, ZTE), computers (Lenovo), space
(CASC), energy (CNNC, several wind and solar companies) ... are the new flagships of
China’s economy. Yet those companies, regarding their development, are becoming global
consumers of a large number of primary goods, from oil to rare metals like rhodium, tita-
nium, indium or palladium. Those resources, unequally distributed through the planet, are
the stake of a global competition between high-technology companies. China is now joining
this geoeconomical battle likewise other emerging countries while it was originally a battle

fought between Western countries.

China’s resources geopolitics and geoeconomics

Oil & gas: from Central Asia to Middle East

As China became in 2011 the world’s first oil importer (de la Maisonneuve 2012, pp. 159-
173), the country became in the same time one of the most important actors in the energy
sector. Chinese thirst for oil forces the country to deploy a global and complex geoeco-
nomical strategy to secure its supplies. Yet, China has important oil and gas resources. For
example in 2011, China was the world’s 4th oil producer after Russia, Saudi Arabia and
the United States; the very same year, China produced more oil than Iran with 4289 thou-
sands of barrels per day (Iran: 4234 tbpd). But if China is an important producer it also is a
very important consumer. As Chinese economy is developing, and as China’s population’s
needs are transforming with the economic boom, the country has become a net importer
since the middle of the 1990s and will be the world’s first importer — and consumer — at the
eve of the 2010s.
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To fill its needs, China has to develop a comprehensive energy strategy, using political
influence, national oil companies and economic attractiveness. China’s oil companies’
international deployment reveals a global strategy dedicated to ensure the country’s sup-
plies (Lewis 2007). The three national oil companies: CNPC, Sinopec and CNOOC are
today trying to compete with the traditional majors such as Exxon-Mobil, Shell or Total for
the possession of exploration-production concessions all over the world. First of all in Asia,
those companies are deploying both in a maritime and a terrestrial perspective (Mitchell
2010). Backed by the Chinese State which uses its sovereign instruments of influence and
diplomacy as well as the wealth of its development banks (CNDB) and sovereign funds (CIC)
(Salidjanova 2011), those companies have become global oil & gas players for the last five
years. Today CNPC, Sinopec and CNOOC, are present at all the stages of the oil & gas
value chain, from upstream to downstream, including on high technology areas such as

deep-water exploration, biofuels, LNG or petro-chemistry.

As global players, Chinese oil companies are present all over the world with a particular
presence in the South countries. As their needs became more and more important, Chi-
nese national oil companies signed agreements with national oil companies from the Gulf

countries such as Saudi Aramco (Saudi Arabia) or NIOC (lIran).

The diversification of sources is one of the main strategies used by Chinese companies to
ensure a satisfactory level of supplies. Since the mid-1990s Chinese national oil compa-
nies extend their global position from Asia (Myanmar, Iran) to Africa and eventually Latin
America and Central Asia. The development of China-Angola and China-Nigeria relations
ensured the country a leading position in the most important oil producing countries of Af-
rica (Vines, Wong, Weimer & Campos 2009). At the same time the implementation of dip-
lomatic and economic relations between China and Central Asian countries (especially Ka-
zakhstan), through the Shanghai Cooperation Organization, led to the creation at the end
of the 2000s of a Kazakhstan-China pipeline network, soon connected to several countries
of Central Asia (Li & Wang 2009).

This global strategy of developing terrestrial routes from Central Asia and maritime routes,

mostly from the Persian Gulf and Africa’s Indian coast, aims to create a global and diversi-

fied supplies network to China in order to secure the country’s supplies.
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China and “rogue States”: opposing the West in geoeconomics

In order to avoid a direct geoeconomical conflict with the West powers during the 90s and
the 2000s, China first chose for its supplies to create close ties, political as well as eco-
nomical, with States often considered as “rogue”. This idea here was that China will not
suffer any concurrency with Western countries if it tried to implant in these market areas.
This indirect strategy led China to create partnership with countries such as Angola, Libya,
Iran, Myanmar or Sudan. This very particular behavior in international relations has been
China’s trademark since Mao’s era. The support of dictatorial regimes in Asia (Myanmar)
or Africa (Zimbabwe, Sudan), originated from a near non-aligned position for the last 30
years, is now becoming counterproductive for China. As today’s China is the 2nd most
important economy and aiming to the first position, it cannot continue to support countries
continuously violating Human rights if it wants to appear as a contributor to the world’s sta-

bility and balance of power.

As a consequence the country is now changing its orientation to a more consensual be-
havior. China’s position towards Iran reveals a global change in the country’s geopolitics.
During the 1980s-2000s Iran remained China’s first oil supplier in an oil-for-protection deal
(Downs 2012b, pp. 26-27). As Beijing ensured Teheran to remain untouched from the
United Nations Security Council sanctions, Teheran supplied Beijing with oil and gas. Nev-
ertheless as Chinese needs in oil became more and more important, Beijing chose to get

closer to more producing countries such as Saudi Arabia or Nigeria.

As the global role of China is changing alongside its weight in the global economy, this
‘rogue states” strategy is no more an option. Nevertheless China is facing a dilemma as
the country needs to maintain good relations with its most ancient partners in order to avoid
them to go to another emerging country like Russia, and, at the same time, is obligated to
develop relations with other important primary goods producers. The best example is the
position of China between Iran and Saudi Arabia. As the need for oil is developing, Beijing
is becoming more and more closer to Riyadh as Saudi Arabia became in 2011 China’s first
oil supplier. Nevertheless China needs to maintain a good relation with Iran (Dorraj & Cur-
rier 2008, pp. 66-80.), especially with the Chinese strategy to connect Iran to its Central
Asian pipelines network. As Iran and Saudi Arabia are deadly enemies, China’s position

is more and more complicated as each of the supplying country is influencing Beijing to
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cease the relations with the other.

China's crude oilimports by source, 2011
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Figure V-1-3: China’s Oil imports; source: Energy Information Administration

From Africato Latin America: Chinese mining companies and the South

China’s position in mineral industry is the same as in oil & gas industry. The country be-
ing one of the first base® and some rare®” metals producer is now obligated to import ever
more rare metals and to extend the international deployment of its mining companies in
order to secure its supplies. Helping the development of great international mining opera-
tors, whether directly state-owned (Baosteel, Chinalco) or not (Jinchuan Group), the politi-
cal leaders of China are trying to secure the supplies of the compulsory industrial and rare
metals for the Chinese industry. Those industrial companies absolutely need a large num-
ber of metals such as Titanium (aeronautics), Nickel (IT), Copper (IT), Lithium (IT, automo-

bile, energy), Niobium (energy) or Rhodium (energy, automobile) in order to continue their

% China is the world’s 1% crude steel, coal, aluminium, tin, zinc and tungsten producer.
% China is also one of the first world producers of germanium, gallium, indium and molybdenum.
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economic and technological development. As most of those metals could only be found in
satisfactory quantities outside China, Chinese mining companies, although originally cre-
ated in a regional basis to extract the minerals of the country, are now deploying all over

the world.

China’s Production and Consumption of Copper
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Figure V-1-4: China’s copper production and consumption; source: USGS.

Moreover, today’s China is still using a “South-South cooperation” rhetoric in order to cre-
ate and maintain ties with Southern countries, often very rich in primary goods such as
Bolivia, South Africa or Nigeria. This new global strategy, also employed by Brazil in Africa
and South America, aims to create an artificial bound between countries that were out of
the globalization fluxes during the end of the 20th century. As Western countries are still
seen in a great number of countries as the former colonizer, the emerging countries are
now trying to use this reference to a painful past to attract the countries to them. By creat-
ing an artificial empathy and solidarity — in combination with a large panel of development
funds used to develop the countries’ infrastructures® — Chinese authorities are gaining the

sympathy of a great number of African and South American countries.

% Chinese companies also use their financial power to create non-economic infrastructures such as the
Abu Ushar (Sudan) hospital financed by the CNPC oil company.
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Chinese companies, backed by the Chinese State, managed to develop their positions in
primary goods producing countries all over the world, African and Latin American countries
appear to be their primary targets (Peru, Bolivia, Chile, Sierra Leone, Zambia, Zimba-
bwe...). Peru for example, one of the most important copper producers, signed an agree-
ment in 2008 with the Chinese national company Chinalco to develop the Toromocho mine.
This copper mine, with 7.3 million tons of estimated copper reserves, is expected to start
producing in 2013. The project, financed by China’s state-owned China Development Bank
(CDB) and Export-Import Bank of China (Eximbank), will cost near 4 billion USD. China
Minmetals, the country’s first metal trading group, created a joint-venture with Chile’s na-

tional copper company Codelco to extract copper from Northern Chile.

Developing the Chinese companies’ position in producing countries isn’'t the sole strategy
of China’s government. Using the tight link between state-owned companies and financial
institutions, Chinese government aims to control a large part of international operators. In
2009 China Minmetals acquired the Australian group OZ minerals and in 2011 the Cana-
dian company Anvil Mining, making the Chinese group one of the most important metals
trading group in the world. This group, which is now present in 44 countries, is operating all
along the metal value chain as for ferrous than for non-ferrous metals (copper, tungsten,
rare earth, tantalum). In 2009, Chinalco tried to invest near 20 billion USD in the Australian
company Rio Tinto, one of the major metal producers in the world, in order to gain control
over the company but the deal was finally rejected as Chinalco appeared to the Australian

government and Rio Tinto’s executives too much interventionist.

A global view

The development of Chinese economy absolutely needs a constant supply of primary
goods at the best price. As their value is continuously increasing with the maintain of West-
ern countries demand and the increase of emerging countries one, China needs to use a
large panel of instruments. Assessing that most of China’s great companies belong to the
state, a global strategy has been developed by the political leaders of the country. The
management of those companies being over the rule of the SASAC (State-owned Assets
Supervision and Administration Commission) they could interact more completely sector-
to-sector. At the same time, most of the State-Owned Enterprises (SOE) CEOs are having

a political responsibility such as Jiang Jiemin (Downs & Meidan 2011, pp. 3-21), CNPC’s
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CEOQO, holding the rank of Vice-minister and being a member of Central Committee of
China’s Communist Party 18th congress, the executive organ of the Party. The interaction
between the politics and companies is total as each one could participate to the definition
of the country’s strategy. For example there is no Energy or Oil Ministry, China’s oil & gas
strategy being the resultant of each Chinese oil company’s own strategy (Downs 2008,
p. 134).

This “controlled chaos” behavior has been created by the Communist Party Rulers during
the 90s to ensure that no company director or minister could become too much powerful by
supervising entirely such a critical sector. As the Chinese national oil companies and min-
ing companies were created competitors with each other, only the cooperation of all actors,
political as well as economical, could ensure success. If the State isn’t directly piloting the
companies, their position under the SASAC, the need of funding issued by State-controlled
banks and funds (CDB, CIC, Eximbank...) and the compulsory support of the diplomatic
network in foreign countries, ensure the government to keep a central position (Lieberthal
& Lampton 1992). This arbitration position is the most interesting particularity of the Chi-

nese central State in China’s geoeconomical strategy.

An improving global strategy

Sea, land, routes and tubes

Finding the resources and securing their possessions is just the first part of securing the
country’s supplies. In order to maintain a continuous flux of resources to the Chinese ter-
ritory, national authorities need to control all the logistic side of the value chain whether
terrestrial or maritime. Traditionally, China is more a terrestrial country than a maritime
one. Except from the era of Admiral Zheng He (14th century), China never had a powerful
navy and tried to extend its territory southward towards Vietnam, India and Myanmar and
westward towards Central Asia following Genghis Khan’s paces. Nevertheless, with the
development of its industry with its integration to the world market, China has to develop
a powerful maritime sector since the 90s. This sector became so important that China can
today be considered as the first commercial maritime power in the world; half of the first 10

world’s harbors in terms of capacity are in China® and the country possesses the most im-

% Shanghai, Hong-Kong, Shenzhen, Ningbo, Canton and Qingdao.

171



portant commercial fleet in the world® and is the world’s first shipbuilder.

With the increase of oil & gas needs, China also has to develop further the oil maritime lo-
gistics. Saudi Arabia, Persian Gulf countries and Africa being the most important oil suppli-
ers for China, Chinese national oil companies (CNPC, CNOOC, Sinopec) in collaboration
with national shipping companies (COSCO, China Merchants Energy Shipping) are creat-
ing a logistical system to bring raw or refined products to China. This oil shipping global
system has developed during the 90s and the 2000s. With the increase of natural gas de-
mand, China is today developing a similar system for LNG from Australia and Qatar (Loca-
telli 2004, pp. 119-130).

Yet China has to face an important problematic: securing the shipping lines. Importing oil
& gas, mostly from Persian Gulf and Africa leaves China with two strategic dilemmas: the
Hormuz Strait dilemma and the Malacca Strait dilemma. The development of a more and
more maritime approach to supply security is forcing the country to be more and more in-
volved with maritime security in the Indian Ocean and in South China Sea. The creation of
a powerful navy for the People’s Liberation Army, with aircraft carriers and nuclear subma-
rines, along with the “string-of-pearls” harbors, is mostly intended in a geoeconomical per-
spective as some kind of Chinese local adaptation of Alfred T. Mahan’s theories (Mazzucchi
2013, pp. 78-84).

But China is at the same time creating a complete network of terrestrial pipelines for oil &
gas in order to decrease and limit the impact of the Malacca and Hormuz straits dilemmas.
As the western provinces of China such as Xinjiang could still be considered as a frontier
land (Pannell 2011, pp. 105-118), China is developing relations with Central Asian coun-
tries since the end of the Cold War. Those relations are today the basis of a global energy
network. Kazakhstan, Turkmenistan and Uzbekistan are already part of the Chinese sup-
plies system. The oil and gas pipelines, created and operated by CNPC, help maintaining a
continuous hydrocarbon flux to China and are the basis of a more important network in the

whole Central Asia that could become China’s master move in the next years.

% More than 2000 ships are flying the Chinese flag and contrarily to Panama and Liberia, those two coun-
tries having more ships under their flag, Chinese ships are mostly possessed by national interests.
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Securing the supplies: chess or go?

The problem of securing China’s supplies remains open. China is today at the crossroads
and has to choose between a chess approach, direct and aggressive, and a go approach,
indirect and smooth. In reality as no exclusive approach could be possible, China has to

mix both of them into an adaptive strategy.

Contrarily to the United States, China is not today a very impressive military power, espe-
cially in the naval domain. If the United States can secure their supplies using the menace-
in-being constituted by their military capacity, China, for the moment, doesn’t have this
option. Nevertheless military power is compulsory for China in order to secure its supplies,
fight against piracy and defend its economic interests in South China Sea and Indian
Ocean (Komiss & Huntzinger 2011, p. 12). The transformation of the Navy of People’s Lib-
eration Army into an oceanic force seems to be China’s new military top priority. The con-
struction of nuclear submarines (SSN and SSBN) and the creation of an air-sea capacity
with the country’s first aircraft carrier, are the milestones of this new navy. As it's intended
to protect the maritime supply lines, whether hydrocarbons or minerals, this developing
navy will use the ‘string-of-pearls’ (Zajec 2009, pp. 59-67) system to remain close to the
country’s strategic nexuses: Hormuz and Malacca straits. Nevertheless China could not for
the moment be considered as having an oceanic capacity. Building a ship is just the first
part of this development and China has to develop doctrines, to create a complete air-sea
integrated system, to conduct exercises and to train its men. So China could only be seen

as a naval power in a long term perspective.

Diversification seems to be one of the keys to securing the supplies of China. As the coun-
try is looking away from Iran, the mining and oil companies are securing positions in all the
continents. In the same time, the development of new technologies at a large scale such
as LNG for the importation of natural gas allows China to diversify the routes and sources
of supply. Those routes being the very first problem for China, the country’s officials are
also trying for a few years to put in place a “go strategy” based on the development of a

new network of pipelines.

The existing pipelines running from Kazakhstan, Uzbekistan and Turkmenistan could only

be seen as a first step in the Chinese planned network as the country is having great
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projects in this area. The development of commercial and diplomatic relationships with
Afghanistan are creating an important influence of China inside Afghanistan as Beijing
managed to seize all the contracts for the exploitation of copper mines and gas resources
(Downs 2012a, pp. 65-84). This new relation between the two countries was sealed by the
admission of Afghanistan as observer in the Shanghai Cooperation Organization (Rousselot
2011, pp. 117-132.) in 2012 at the Beijing summit®'. Added with the close ties between
China and Pakistan, developed since the withdrawal of US influence in the country (Kabraji
2012), we can see the development of a global Central Asia strategy extending from Iran to
Pakistan, and from Kazakhstan to China. One of the main projects is the creation of a pipe-
line running from the Bandar Abas harbor in Iran to China, built by the Chinese National
Petroleum Company to secure the country’s supplies. Another Chinese project could follow
the way intended for the US project TAPI; an important pipeline running from Tajikistan to
Afghanistan, Pakistan and India, linked with the Iran-China pipeline. This pipeline, planned
by Unocal in the 90s, the creation of this new network could lead to a complex system
intending to secure China’s oil and gas supplies and to gain control over Indian supplies.
This “go strategy” with its two goals of securing Chinese supplies and giving the country
the control over Indian and Pakistanis supplies could lead to a turmoil in the global oil &
gas geoeconomics by diverting Central Asia from Russian influence, creating China an
important power in the Indian Ocean and reducing US influence in the region (Henry, Os-
owski, Chalk & Bartis 2012).

" Jran and Pakistan are also observers at the SCO whereas Kazakhstan, Uzbekistan are full members.
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China’s supply security stategy

L String-of-pearls harbor
—— Existing oil pipeline =====Projected oil pipeline

—— Existing gas pipeline smm== Projected gas pipeline

Figure V-1-5; China’s supply security strategy map

Conclusion

The Chinese military concept of “unrestricted warfare”, originating from a 1999 book, has
been discussed in the West since its publication. In this book, economic warfare is included
among the soft conflict forms and this very particular way of war seems to be adapted to
China’s supply security strategy. As the world has entered an economic conflict era where
companies are becoming the spearheads of states’ power increase strategy, China, with its
particular way of new State capitalism, is among the most aggressive countries. The fight
for the resources is becoming tougher as emerging countries try to develop high-technolo-
gy companies. Following the “going-out policy” defined during the 2000s to encourage the
internationalization of Chinese companies (Yueh 2012), CNPC, CNOOC, Sinopec, Chinal-
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co or China Minmetals are becoming more and more global players.

As a geoeconomical confrontation between China and other powers, first of all the United
States of course but also the other emerging countries in their influence area®, is more
and more likely to occur, China has to develop a strong supplies security strategy in order
to continue its development. This strategy, part of chess and part of go, is intended as a
global strategy. Using companies, banks, development funds but also diplomatic ways and
the development of an oceanic navy, to compete over the US. It would take years to com-
pletely put in place such a strategy, especially the military part, nevertheless the speed of
Chinese development binds the country to become more and more aggressive in a geo-

economical way.
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2 Rare Earths Elements Anticipation Strategy

Augustin Roch
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strategies of financial actors as well as implications for the real economy.In addition, he is a lecturer at the School
of Economic Warfare in sociodynamic strategy and is director of the Collection AEGE at La Bourdonnaye Digital
Edition.

China and rare earths elements (REE) are a relevant example of an anticipation strategy
to use the resource as a trigger for technological and industrial — and thus political — devel-
opment. Moreover, we can analyze consequences and challenges of this for industrialized

consumer countries.

Limits of a productivist strategy

Over the past three decades, China has developed its mining industry to feed the country’s
development. Thus, the exploitation of REE large reserves was part of the need to provide
hundreds of thousands of jobs for its people. Also, technological advances allowed by REE
are fully revealed along with the development of Information and Communications Tech-
nologies (ICT) and new forms of alloys, in the 1990s. In the same way, during the decades

1980-1990, domestic production is mainly export-oriented.

Thus, China gradually gets a near monopoly of the REE gross production (95 to 97% of
world production) due to its important and valuable geological resources, unbeatable pro-
duction costs (low labor costs and authorities “tolerance” about highly polluting extraction
methods) and a strong political will (planning). This “productivist” strategy allows China to
flood the world market, forcing competitors (United States, Australia...) to close their mines
in the 2000s.

However, many limits appear, prompting the state to redefine its strategy in 2009. Indeed,

REE exploitation generates fast geological depletion and pollution, less and less accepted
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by locals. The alarming increase in illegal mining® is associated with security problems. In
the same way, overcapacities and REE prices drastic fall over the last two years undermine
the profitability of Chinese mines. Also, at the international level, China is now confronted
with consumers awareness (governments and companies) about their dependence vis-a-

vis Chinese REE, encouraging them to implement corrective action.

Thus, China’s new strategy is the result of a pragmatic analysis of the 1980-2000 develop-
ment model and its consequences, also taking into account the industrial and political chal-
lenges of the first half of the 21st century. Indeed, China is seeking to build its competitive
advantages in “industrializing industries” the next two decades (metallurgy, automobile,
IT, renewable energy, aerospace, defense...), depending in part on the rare earth industry.
More specifically, China redefined its goals, building on its role as the dominant producer to
structure nationally and internationally throughout the rare earths value chain. Accelerating
its move upmarket — no longer a mere exporter of raw resources but through the value of
manufactured products — China is developing its national technological and industrial capa-

bilities, strengthening the value-added content of its exports.

The need to think in terms of value chain to understand the new Chi-
nese strategy

Reflect on the entire value chain® helps to catch the relevance of the new Chinese strat-
egy but also — and especially — to understand deadlocks and problems faced by Western

consumers.

Indeed, most observers unduly focus on the Chinese REE gross production, and thus the
country’s reserves (over a third of identified reserves in the world), arguing that they are the
main Chinese assets. Therefore, boosting exploration and production in areas of the world
that have recoverable reserves (former Soviet Union countries hold 20% of the reserves,
the United States 14% and Australia 6%) allows reducing the Chinese near monopoly.

However, the current development of various exploration and production projects (Austra-

% According to Chinese authorities, illegal mining represents around 10,000-20,000 tons per year.

% The supply chain for rare earth elements generally consists of mining, separation, refining oxides into
metal, fabrication of alloys and the manufacturing of magnets and other components, industrial consumers,
end users.

179



lia, United States, Gabon, Madagascar, Malaysia...) would only shift the pressure on other

links in the value chain.

Indeed, taking into account the entire REE sector, showing its complexity and segmenta-
tion, other points of weaknesses for industrial consumers may be highlighted. Thus, China
is the only country to locate the entire value chain on its territory and currently holds the
majority of technologies and patents dedicated to the separation/metallurgy of rare earths®.
In contrast, other countries (Japan, USA, France, Germany...) have skills and abilities in
certain segments, usually those for finished and semi-finished products such as magnets,

alloys...

Thus, industrialized countries are not only weakened by a lack of production on the nation-
al territory but also by the inadequacy or absence of links related to refining and the manu-
facture of alloys, critical capabilities for the development of ore production. If it is possible
locally (economically recoverable resources), but the next steps are not present/available,
then production is impracticable or transformed into the country with this kind of capacity,

that is to say China.

A polymorphic strategy to make China the center of everything

China currently focuses on strengthening its grip on the various links of the value chain,
cross-industry and international. The long-term objectives pursued by the Chinese state

and state entities are economic and political®

, inevitably combined: strengthening the role
of Chinese actors in the sector, at the national level but also internationally; ensuring long-
term high prices and controlling price volatility; structuring REE consuming industries and
encouraging resource users to relocate their processing/industrial production, or research

and development (R & D), on Chinese soil.

% About 90% of the metal alloys are produced in China and China manufactures 75% of the neodymium
magnets and 60% of the samarium magnets.
% Beyond those commonly advanced: fight against pollution, safeguarding jobs...
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At the national level

Structuring national production and the supply chain

According to the National Development Plan of the rare earth industry, established by the
Ministry of Industry and Information Technology, covering the period 2009-2015, China
wants to limit domestic production to 120,000-130,000 tons and greatly reduce REE ex-
ports®” in order to secure national industrial consumers’ supply. While China was exporting
to 75% of its production in the early 2000s, quotas for exports now account for a maximum
of 24,000 tons/year®®. As a reminder, world production has been falling over the past two
decades to about 3,000-4,000 tons.

Similarly, the government directly manages 19 REE production areas. Since 2009, it seeks
to organize regionally the production, made by state-owned companies, and rationalize the
industry by encouraging dozens of producers to merge while limiting development projects
(production, refining...). Although there are a dozen of companies®, mostly state actors,
Baotou Steel Rare Earth High-Tech is the main company. Listed on the Shanghai stock
exchange but controlled by the state, it holds rare earth reserves in Inner Mongolia (about
75% of all Chinese reserves) as well as technological know-how in metal separation. More-
over, the Baotou Research Institute, with 300 scientists, combines civilian and military re-

search programs.

Finally, China has developed a REE strategic reserve in 2010, with a capacity of 100,000
tons’®, under the joint leadership of the Ministry of Land and Resources and the Ministry of
Finance. This decision is unique from the world’s leading producer’'. Indeed, the estimated
cost is US$3 billion and is to report to the low REE market, by value™, thus raising the is-
sue of economic and political goals of such a project. Nevertheless, goals are clear: secure
the resource for its industrial companies, orientate/make the price of the resource and grip

consumers.

% China did the same strategy for tungsten, antimony and magnesium, in the last decade.

% Only twenty producers or trading companies have a license to export.

% Minmetals and Chinalco hold reserves in Jiangxi; Jiangxi Copper and China Nonferrous Metal Industry’s
Foreign Engineers & Construction Co. hold Sichuan and Guangdong reserves.

7 Some people say capacity could reach 200,000 tons.

™ It's not a surprise either because the State Council proposed the creation in 2003.

"2 Estimated at US$1.5 billion in 2010, analysts predict the REE market value could reach 3 billion in 2015.

181



Avoid unwanted foreign intrusion

Along with the gradual opening of the domestic economy, China would like to establish a
mergers and acquisitions control body, under the authority of the National Commission for
Development and Reform Commission and the Ministry of Trade”. The goal is to “ensure
national security”, that is to say, to control all foreign investment in strategic sectors, includ-
ing resources. According to the Government, the evaluation criteria of investment would be
related to the impact of these on the economic and social stability of China and the coun-

try’s ability to continue R & D on technologies related to national security.

The creation of such a body would strengthen anti-monopoly law, adopted in August 2008,
supervising more strongly opportunities for foreign investment in Chinese companies’,
particularly in the mining sector, which already has a restrictive legislation. Indeed, invest-
ments in REE exploration and production are prohibited’. In contrast, the “encouragement”
to joint ventures with Western firms exists — and tends to be promoted — in the treatment of

ores, for appropriate products/high-tech processes.

Thus, in 1990s, Rhone-Poulenc, now Rhodia (Rhodia Silcea, dedicated to REE), has part-
nered with producer Baotou Luxi, and holds 41%. The French gradually expanded pro-
duction facilities and R & D centers in the chemical application, electrical and electronic
components... Similarly, in October 2009, OSRAM, a Siemens subsidiary specialized in
lighting, and China Rare Earth Holdings Ltd. created a joint venture in China, managed by

the German, in order to produce and sell products made with phosphorus for the industry.

Thus, alliances between Chinese producers and Western consumers could intensify in the
future, in a win-win relationship: security of supply and demand, cooperation in mining to
improve efficiency, significant financial contributions in a capital-intensive industry... How-
ever, the Chinese want to increase the added value of their manufactured products. So,
there is an indirect pressure to encourage Western industries to develop their activities on

site, including high-tech sectors, especially R & D functions.

® Announcement in February 2011.

™ The Ministry of Trade has not the exclusive investigation of cartels or monopolies. Other ministries are
also involved, thereby strengthening the law.

’ In China, exploration and production licenses are delivered by the Ministry of Land and Resources.
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At the international level

Knowing that consumers’ willingness is to diversify their raw resources supplies, China
seeks to strengthen its monopoly in this segment — or at least become vital — and thus
to control foreign deposits. For example, China Non-Ferrous Metal Mining, in September
2009, has attempted to acquire Lynas, specializing in REE extraction, but this attempt was
rejected by the Australian authorities because of a potential monopoly over global produc-

tion.

However, these efforts are likely to increase in the coming years, the Chinese basing on
the weaknesses of Western businesses: small, undercapitalized after years of disinvest-
ment in the sector but with significant proven and probable reserves. Indeed, China does
not want to make the same mistake that OPEC (Organization of the Petroleum Exporting
Countries) following the two oil shocks, in the 1970s. The surge in oil prices helped capital-
ize on the rent but also triggered an increase in investment in exploration and production,
made by firms and Western countries. Subsequently, the development of the deposits in
the North Sea and the Gulf of Mexico offset the OPEC influence.

Consumers seekinq solutiqns: heterogeneous actions for random re-
sults and inevitably rooted in the long term

Security of supply for industrialized countries is a key strategic requirement for the future of
their national technological and industrial base. Beyond actions commonly undertaken (in-
vestments in exploration and production on the national territory or abroad, R & D in order
to reduce or fully replace the amount of REE used, recycling...)’®, it turns out that industrial-
ized countries have different acuity of Chinese strategy and its impact on a particular seg-
ment of the value chain where they have interests. This disparate acuity shapes actions to

get back leeway””.

Thus, the United States have boosted the development of domestic rare earth industry

’® The complaint by the United States, Japan and the European Union to the World Trade Organization
against China’s export quotas for rare earths could also be cited. It’s still ongoing and has not led China to
ease its strategy for the moment.

" In France, rooms for manoeuvre need to be imagined. But, first, private and public actors must have an
awareness of that kind of issue. And, then, a common willingness to avoid waste of means.
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through new legislations’ supporting the strategy of vertical integration of the private
company Molycorp, one of the few producers in the country: from mine (Mountain Pass,
closed in 2002) to the alloys manufacturing, through partnerships or acquisitions of players
in Japan and Europe (Silmet)... Strengthening metallurgists on the national territory (Elec-
tron Energy Corporation producing magnets based on samarium and gadolinium) is also a
priority and, more generally, a weaknesses inventory is made. The issue of (re)creation of

strategic reserves is also in progress.

In Japan, keeping some advantages in the processing of rare earths, it favors access to
the raw resource. In fact, the state and companies cooperate on REE exploration programs
on the national maritime domain or the creation of a strategic reserve of rare earths, repre-
senting six months of consumption. At international level, partnerships are forged like that
between Toshiba and Kazatomprom. Already involved in the supply of uranium, the two
companies want to continue this relationship in the operation of certain rare earths (dyspro-
sium and neodymium) in Kazakhstan™. In such agreements, the state support is not only
diplomatic but also financial, through the agency Japan Oil, Gas and Metals National Cor-
poration®. Similarly, the Japanese trading companies are involved in the process of secur-
ing. In November 2010, the Australian rare earth producer Lynas has signed an agreement

with Sojitz (major importer of rare earths) to provide 8,500 tons over ten years®'.

Finally, Germany also has a policy of partnerships, especially with Russia and Kazakhstan.
In exchange for better access to the resources of this country, German companies deploy
technologies and know-how to improve the country’s infrastructures. Germany has also

»82

established an “agency for raw materials™, in 2010, to inform national companies about

the location and availability of resources (including a rare earths production project in

78 After the U.S. Department of Defense and industrial interests were the first to highlight the dependence
on Chinese REE, the General Accountability Office estimated that it took 15 years to rebuild the domestic
industry, by changing legislation on mining, giving financial aid, setting up measures in the training of ge-
ologists, skilled workers... and by purchasing of patents and licenses held by Chinese companies.

7 Similarly, in 2010, Japan and Vietnam have completed the agreement for the construction of two nuclear
reactors with cooperation in the exploration and production of rare earths on Vietnamese soil.

% Although part of the Government, the JOGMEC keeps its autonomy (own budget and administration).

® Lynas, with the agreement, secures the long-term demand and a source of funding, estimated at US$300
million.

® The Rohstoffagentur is part of the Federal Institute for Geosciences and Natural Resources, who reports
to the Ministry of Economy.
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Madagascar), while supporting politically and economically in their industrial projects in the
producing countries. This initiative was completed in 2011 by creating a shopping resource
company®, whose shareholders are twelve major industrial companies and smaller busi-

nesses from the Mittelstand (small and medium enterprises, export-oriented).

Conclusion

The analysis of the REE Chinese strategy, over the last three decades, reveals the coun-
try’s ability to think the issues of wealth and power over the long term, in their globality and
over whole value chain, i.e. reasoning and applying an effective strategic planning. In con-
trast, the heterogeneity of solutions implemented by consumer countries is striking. Mostly
because awareness of their weaknesses, and thus the consequences of China’s strategy
on the national technology and industrial base, is not complete, for some in particular (for
example: France). In addition, actions, requiring continued engagement, inevitably have
random effects. However, vulnerabilities of REE-dependent Western industries induce that
the obligation of result is real and urgent. Otherwise, economic decline (but also, politi-
cal, social or societal) will continue and relegate countries concerned in the background of

those who make history.
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3 Electricity and nuclear issues in China
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“Energy is not only [an] economic resource, but [a] strategic and political resource as well.”
The Chinese academy of sciences couldn’t have made clearer the energetic issues for the

country than with this formula from its roadmap to 2050.

With a population in demand of improved living conditions, the Chinese State is forced to
economic growth as a way to ensure social stability. Energy represents a key element for
the development of the country, and at the same time a critical issue in the international

competition for primary resources.

Challenges are even more obvious regarding electricity, symbol if any of man’s power over
energy, allowing a wide range of use and an unmatched flexibility. This versatility, however,
requires a commitment over the long, and even the very long term due both to the huge
investments required and to the longstanding environmental consequences tied to each of
its production modes. Thermal production, from coal, oil or natural gas releases massive
amounts of carbon into the atmosphere with practical consequences of a global scale; hy-
droelectric dams impair entire valleys, and China with nearly 2 million people relocated due
to the Three Gorges Dam has established new references in these views; nuclear energy
rises specific safety issues and produces wastes, radioactive for very long duration... As
for renewable energies, which can have their own environmental repercussions, they are,
yet and for the foreseeable future, unable to reliably match the required levels of produc-

tion.
The scale of the efforts exhibited by China into nuclear energy is characteristic of its long-

term vision on issues considered as strategic. Over the past two decades, China has de-

veloped with strong determination its research and development skills and its industrial
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capabilities in the nuclear area. These efforts clearly denote the ambitions of the country
toward atomic energy, intended to meet its domestic demand as well as to conquer new

international markets.

Electrical energy in China

Electricity consumption

China has become in 2009 the first worldwide energy user and ranked second in 2011
behind the United States for its electricity consumption with 4700 billion of kilowatt-hour®,
5 times more than Japan and 10 times more than France. Divided by the population, the
per capita electricity consumption has increased in China by 25% since 2001%, catching
up on world average in 2009. However it is still four to five times lower than United States’,
and two to three times lower than the French or Japanese consumption. Notably while this
per capita consumption continuously increases in China, it has stalled, or even receded, in

OECD countries due to the economic crisis and energetic efficiency measures.

Electricity usage is also very different: in OECD countries, industry represents less than
one third of the average electricity consumption, whereas it amounts to two third of China’s
use of electricity; therefore its critical part in the economy of the country. In the same time,
residential consumption represents 32% of electricity in OECD countries, versus less
than 16% in China. However these raw figures mask profound disparities as, according to
the Chinese government, one third of the electricity is considered to be used by only the

wealthiest 10% of the population.

Even without considering that Chinese electricity consumption might rise up to the level
of the most electro-intensive States, all aspects of China’s electricity market offer a huge
growth potential, from electricity production to transmission and distribution, and through all

ways of consumption, first and foremost domestic use.

For instance, the potential opened by electric mobility in China is huge: development of

public transportation, subway within the cities and high speed train between them, is boom-

8 source: CIA, The world factbook 2012
® source: World bank 2010
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ing. Prospects are not so clear regarding individual mobility, electrical car still being held by
many technological uncertainties, but China is already the first worldwide market for electri-

cal bicycles.

Production

Chinese electricity production is mostly dominated by fossil energies which represent 80%
of the installed capacity, almost entirely coal power plants, oil and natural gas being allocat-
ed to more strategic use. Hydroelectricity amounts to 16% of the total electricity produced,
nuclear to 1 to 2%, and the remaining part of the electricity mix is provided by renewable
energies: wind, marine energies, biomass and photovoltaic. China imports a minor part of

its electricity, around 0.1%.

To face its internal demand, China has no other choice than developing in parallel and
massively all possible electricity generation modes, first and foremost coal, meant to re-
main the main power source for many more decades, despite its heavy toll on air quality in
the country. Last years have seen concentrations in power plants, with the shutting of older
and more polluting units in favor of more modern and powerful ones. Development of natu-

ral gas plants is anticipated to limit greenhouse gas emissions.

With the potential of the Yangtse hydrographic basin and of the Tibetan rivers, China’s hy-
droelectric capabilities are still far from being fully developed, but times appears to be to a
rethinking of the impact of oversized plants built during the past decades. China has mas-
sively developed the other renewable energies over recent years, especially wind power
which installed capacity has doubled each year since 2005. It should be reminded however
that these energies are intermittent by nature, putting in perspective their effective contribu-

tion to the Chinese production.

Atomic energy bears the promise of huge amounts of electricity — 1 kilogram of uranium
provides more power than 10 tons of coal — as long as safety conditions are thoroughly en-
sured and as its particularly noxious wastes are properly taken care of. At present, China
counts 17 nuclear reactors on 5 different sites, about thirty are being built and twenty more
are projected. Most operational reactors have been connected to the electric grid after year

2000, and most projected ones will be before 2020. This is more than 70 million kilowatts
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of installed capacity ensured to the country until over the middle of the century, and more

units are considered.

All Chinese electronuclear sites are located on the borders of China’s sea, close both to
the reliable cooling supply of the ocean and to the large centers of population of the east
of the country, huge consumers of electricity. Before 2011, about ten reactors were con-
sidered to be installed inland, riverside, but the accident of Fukushima lead to postpone all
projects not already under construction. Chinese authorities have since confirmed that the
projects planned far from the coasts would not resume before the end of the twelfth five-

year plan, which means not before 2016.

Failures into the energetic system

China experiences chronic electricity shortages during peak periods, particularly in winter
in the northern regions and summer in the south and east. Insufficiency or even failure of
production capacities doubles with inefficiencies in the electric distribution network leading

to cutouts.

During the first decade of the century, China has tripled its power production capacities to
reach 988 million kilowatts in 2010, without however being able to satisfy its internal de-
mand. Each year, production is a few tens of million kilowatts short to answer the needs
the country; the amount of seventy million kilowatts have been mentioned for 2013, almost

the total annual increase in capacity for the last past years.

Government-set price for electricity is amongst the first parameters invoked to explain the
persistent gap between demand and offer: prices are kept low to sustain the manufactur-
ing sector, not really encouraging energy efficiency. Since upstream, prices for primary
energies are less regulated, profitability for new means of production is not guaranteed,
discouraging investments especially from foreign origins. To counterbalance these effects,
Chinese government has decided in 2012 to implement a progressive pricing system for

electricity, intending to discourage high residential use.

Meanwhile, Chinese power production units happen to suffer from coal shortages, due to

insufficient transportation capacities in some regions, whether it be by road or by train. In-
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deed, coal mines are located mostly in the north of the country whereas main load centers
are located in the large cities of the east, and in a country as wide as China it is not easy to
bring power plants closer to the mines. High voltage transportation lines are expensive and
lengthy to install, above all very tricky to deploy on such long distances, typically over 1000
km. Incidentally, hydroelectric plants face the same problem to deliver their power to the

users, the large dams being mostly located in the south western part of the country.

To this intrinsic distance problem adds a structural weakness from the organization of the
distribution sector. The system relies on six local companies whose interconnecting capaci-
ties are insufficient to allow an overloaded area to get help from its neighbors to support its
demand. China has assessed this weakness and has engaged a large program of develop-

ment with the goal to double its high voltage interconnecting capacities.

Environmental concerns

The tremendous economic growth of China has not left natural environment unharmed: in-
ternational press periodically recounts of massive industrial pollutions of the rivers, the real
time measurement system maintained by the American embassy in in Beijing often reaches
levels of air quality®® qualified of unhealthy, the scandal of melamine infected milk in 2008

has touched thousands of children and probably caused many deaths...

This general deterioration of the environment with insufficient regulation and sanitary con-
trols in China often lead to public protestations or internet campaigns. With the rise in the
large eastern cities of the country of a middle class craving for better life standards, the

Chinese government will have to take into account growing environmental concerns.

Production of greenhouse gases represents another major concern for the Chinese au-
thorities, for the sustainability of the country’s economic growth as well as for its interna-
tional public image. Along with disturbances in the energetic system, global warming could
bring water flooding in large areas of its coastal territory, drought in other parts, changes in
ecological systems... Since 2006 China has become the world largest producer of carbon

dioxide and nuclear energy appears as a solution to contain the rise of these emissions.

86

http://beijing.usembassy-china.org.cn/agirecent3.html
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In this context, the reaction of Chinese government after the accident at the Fukushima nu-
clear plant in 2011 has been both firm and prompt. Less than a week after the tsunami lead
to the loss of cooling in the Japanese reactors, Chinese authorities froze all authorization
for new projects of nuclear plants and launched a massive plan of control and reinforce-
ment of all the units, whether in operation or under construction. Even more noticeable, the
first Chinese “nuclear safety plan” was in 2012 proposed to public approbation before get-

ting into effect, a very rare procedure in the country.

This rapid reaction suggests an extreme attention from the Chinese state to avoid the de-
velopment of a movement of public defiance towards nuclear energy. The twelfth five-year
plan reaffirms a “more efficient development of nuclear power under the precondition of

ensured safety”.

The Chinese nuclear program

Origins

The origins of the Chinese nuclear program tracks back to the middle of the 1950’s, in-
tended for military goals. By a nuclear cooperation agreement with the Soviet Union, China
benefited from knowledge and technology transfers leading to engage the construction of
an experimental heavy water nuclear reactor in 1956. In the same time, China launched
itself into a uranium prospection program, and started research projects for nuclear enrich-

ment and fuel conversion process.

Despite in 1958 the cooling-off of the relations with USSR, China carried on its military pro-
gram, succeeding in 1964 its first test of an atomic weapon based on uranium, and there-
fore asserting its mastery of isotopic enrichment process. In parallel, collaborations be-
tween the two countries had kept going regarding the civil use of the atom and lead to the
construction of several research reactors. China signs the Nuclear Non-Proliferation Treaty
in 1968.

If the decision to engage into a civil electronuclear program originates in 1974, the choice

for the first reactor of the site of Qinshan in the coastal province of the Zhejiang was only

settled in 1982. Construction really started in 1985 under the impulse of Deng Xiaoping’s
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reforms, leading in 1991 to the operational start-up of a 300 thousand kilowatts reactor.

In the meantime, political and logistical infrastructures required for a nuclear sector are get-
ting in place, and many state departments or companies (NNSA, CNNC... see below) get
their origins in this period. China rejoins the International Atomic Energy Agency (IAEA) in

1984, thereby allowing an international monitoring of its civilian nuclear installations.

Present situation

Different technological solutions are available to produce electricity from nuclear reactions:
for convenience they are commonly grouped under the expression of “generations” trac-
ing the evolution of the nuclear reactors both in terms of power and safety. Let’s recall that

present reactors are designed for a 50 to 60 years lifetime.

Most reactors currently in operation, in China as in the rest of the world, are second gen-
eration units, mostly based on an enriched uranium and pressurized water technology.
Actual Chinese nuclear plants owe much to a cooperation with France engaged during the
years 1980: reactors derive extensively from the “Réacteurs a Eau Pressurisée” (REP) in
operation on the French territory since the 70’s, in a China localized version, modernized in
particular regarding to the command system. In addition China operates a few units issued
from collaborations with Russia or Canada, related to the will of Chines state to keep active

cooperation with these countries and benefit from technology and knowledge transfers.

Concepts for third generation reactors have been defined by the international commu-
nity since the 90’s. Delivery to China of such units led to a strong competition between
the French Areva, the American Westinghouse and the Russian Atomstroiexport. West-
inghouse benefited from the first contract to build four nuclear reactors, having accepted
to transfer the technology of its AP1000 before even building a single unit in the United
States. At the same time, two EPR from Areva are under construction and should too begin

their operation by 2014.
A great deal of research work worldwide concurs — and competes, on an industrial point of

view — to define the fourth generation of nuclear reactors, and different designs are still un-

der study to achieve a better fuel efficiency, generate fewer wastes and guaranty an even
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better operational safety. China contributes to this global effort to identify the best solutions,

which could lead to operational industrial plant by the years 2030.

Chines nuclear industry

An independent civilian nuclear program relies on several elements, each equally neces-

sary:

- Astable institutional structure which sets the strategic goals, defines safety regula-
tions relevant to the whole nuclear sector and appoints — and support — the control
bodies,

- Un industry proficient in the different technological fields required to build, maintain
and operate nuclear installations,

- Industrial production capacities to manufacture nuclear fuel and dispose properly
of the wastes,

- Aresearch and development environment able to support all sectors of the nuclear
power industry.

Institutional bodies
In the middle of the 90’s, the ninth Chinese five-year plan engaged the conversion of the
nuclear defense industry into a civilian electronuclear program. The state remains the ever

present actor, in all the aspects and at all the levels of the sector.

At the top of the state system, the National Energy Administration (NEA) defines the goals
for China’s energy policy. Directly related to the National Development and Reform Com-
mission, heir of the former Planning Commission, the NEA controls all the investments
related to the power sector. All companies involved in nuclear electricity are owned by the
Chinese state through the State-owned Assets Supervision and Administration Commis-
sion (SASAC), but industrials in the area, nuclear operators, research and development
centers... are all directed by the NEA. Last but not least and a critical function for the nu-
clear sector, the NEA delivers the “road ticket” which is the official approbation required to

engage any new project of nuclear plant.
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The policy for civilian nuclear power is defined by the China Atomic Energy Authority (CAEA)
which depends from the industry and information technologies ministry. The CAEA is also
in charge of representing China to international bodies regulating the nuclear field, and par-
ticularly to IAEA.

Responsibility for nuclear safety control bears on the National Nuclear Safety Administra-
tion (NNSA) which depends, significant fact, from the environment protection ministry.
After the road ticket delivered by the NEA, it's the NNSA which grants the building license,
controls the construction process and finally delivers the commercial license for any new

nuclear power plant.

Let’s stress out in this context, the peculiar position of the China National Nuclear Corpora-
tion (CNNC, which multiple assignments will be detailed below), heir of the former nuclear
industry ministry which provided China with the military nuclear capacity. By its history and
influence, its size and involvement in multiple civilian and military programs, and by the
influence it maintains in the state system, CNNC’s action extends way beyond the part of
a “simple” electricity operator, even if it administers the majority of Chinese nuclear power

plants.

Industry and operators

Main players

Over the more than thirty electricity operators of China, only five hold 10% or more of the
national market. However these five “Gencos”, for generation companies, play a minor part

in the nuclear sector.
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The historic heavy player in nuclear energy is the aforementioned CNNC. Created in 1988
and under direct control from the CAEA, the China National Nuclear Corporation is a hold-
ing based in Beijing, which numbers a staff of more than 100 000 peoples and gathers 186
industrial companies and societies in the nuclear field, as well as 18 research and engi-
neering institutes. CNNC manages ten operational power reactor and about fifteen others

are under construction or projected.

The other large nuclear power company has in April 2013 changed its name to China Gen-
eral Nuclear Power Corporation (CGNPC) to reflect is national ambitions, the “G” formerly
refereeing to the Guangdong province where it originated from. CGNPC had been cre-
ated in 1994 originally to handle the nuclear program of its home province, which stays a
45% shareholder of the company, at equal shares with CNNC. Established in Shenzhen,
CGNPC numbers 17 000 employees and more than twenty subsidiaries, amongst which

research and engineering laboratories and a mining company for uranium exploration.

CGNPC exploits eight nuclear reactors and is involved in the building of more than fifteen

others, among which two EPR at Taishan, third generation units design by the French
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Areva. This project, departing from the nation’s official choice of the American AP1000 as a
reference base for its third generation reactors, demonstrates CGNPC'’s strategy to place
itself as an independent actor from CNNC in the development of nuclear power in China.
Taishan’s units are the purpose of a unique partnership in the Chinese nuclear sector as
they will be operated by a joint venture with the French Electricité de France (EDF) as a
30% stakeholder.

Along with these two companies which operate all of the actual Chinese nuclear power
plants, several other new entrants intend to place themselves in the atom sector beginning
with joint project with CNNC or CGNPC before engaging into independent ventures. All of
them are major players in the Chinese power sector, amongst the five cinq Gencos: China
Datang Corporation, China Power Investment Corporation (CPI), China Huadian Group
and China Huaneng Group all number more than 100,000 employees and are historically

placed in the building and operation of thermal or hydraulic power plants.

The whole the power industry in the nuclear field in China is organized through holdings,
each big power company controlling his own subsidiaries covering all of the critical indus-
trial competencies and the necessary research centers. Industrial strength for nuclear sec-
tor, heavy industry, mechanical and nuclear construction... are mainly concentrated around
the cities of Harbin, Chengdu and Shanghai, giving China the ability to master most of the

production process of reactors, at least for second generation units.

International ambitions

China’s international ambitions into the nuclear field are not recent since a power reactor
based on the design of the Qinshan unit has already been sold — and built —to Pakistan in
the 90’s. The extension of this program by two more units, currently under construction,
has raised political issues, since China joined in 2004 the Nuclear Suppliers Group (NSG%)
and is not supposed to sell nuclear equipment to countries which have not signed the Nu-

clear Non-Proliferation Treaty.

¥ The NSG is a group of nuclear supplier countries that seeks to contribute to the non-proliferation of nu-
clear weapons through the implementation of guidelines for nuclear-related exports.
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Since this first export experience, Chinese industry has acquired the design, construction
and operation knowledge for bigger second generation power plants. China now pos-
sesses all rights and licenses over these reactors and may offer to export units from 600 to
1,400 thousand kilowatts of power. Programs under course over the third generation aim
the same goal with modern and more competitive reactors, but which will not be available
to export until a demonstration unit has been built on the Chinese soil, leaving at least a 5

years delay to the competition.

Confided by its large number of nuclear units in operation, which might rank world second
before the end of the decade, China is already ready for the nuclear international market
and should be expected to figure in good position in future international calls for proposi-
tions. No doubt China will put together all its strengths to gain contracts, at least for the in-
ternational status to be present amongst the very private club of the worldwide suppliers of

civilian atom.

Nuclear fuel

The only fissile element naturally available on Earth is the 235 isotope of uranium, only
present in quantities of the order of 0.71% in the uranium ore extracted from the mines.
Most power reactors worldwide operate with enriched uranium, a fuel containing a 3 to 5%
proportion of uranium 235. The development of an independent nuclear power program
thus requires an access to uranium ore and enrichment facilities to produce the nuclear
fuel, but also capacities to treat or at least safely dispose of used materials at the output of

reactors.

Prospecting

If Jiangxi seems to have provided raw material for the Chinese military nuclear program in
the years 1950-60, half a dozen mines are now in operation throughout the country. China
has announced by the end of 2012 the discovery in Inner Mongolia of the largest uranium
field on its soil, and other large deposits are still expected to be found especially in Xiniji-

ang.

Before these announcements, China’s uranium reserves, on which official sources are very
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scarce, were estimated in 2009 at 3% of the world stock and the country ranked amongst
the first ten worldwide producers. Over and above these significant resources, China is
involved in prospecting operations outside its borders, especially in Mongolia and in Africa,
and ties partnerships with main producing countries such as Australia which is believed to

detain nearly the third of the world reserves.

Enrichment and preparation

Enrichment is the most sensitive operation in the fuel preparation process: if a level of 3
to 5% is enough for power generation, mastering these technologies empowers to reach
higher enrichment rates and opens military applications of the atom. All the technologies
related to uranium enrichment are therefore the object of an attentive control by the inter-

national community under the supervision of IAEA.

Built with the help of USSR in the 60’s, the first uranium enrichment plant in China relied
on the state of the art technology available at that time of gaseous diffusion. Russia again
provided the two main plants now in operation, opened in the years 90’s and 2000’s in
Shaanxi and Gansu provinces and based this time on centrifugation technology. Lately
in February 2013, China inaugurated its first centrifuge entirely conceived and built in the

country, asserting its independence on these strategic technologies.
The different plants for uranium enrichment all depend from CNNC, as well as the process-

ing units China Jianzhong Nuclear Fuel (CJNF) and China North Nuclear Fuel (CNNF) for

preparation of the nuclear fuel.

Isotope separation and recycling

Out of the reactor, used nuclear fuel is mainly composed of non-fissile uranium but also
contains a small part of new elements, produced by the fission of uranium nuclei or re-
sulting from transmutation after absorbing neutrons generated by the nuclear reactions.
As France and Japan, and contrary to the United States, China has chosen a closed fuel

cycle, considering the used nuclear fuel as a valuable product and not only as a waste.

Fuel recycling consists in isolating fissile atoms still present, that may be reused to produce
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energy again, and separating radioactive materials with short, medium or long lives (from
a few tens to a few million years) to optimize their consecutive treatment or storage. It is a
complex and heavy chemistry due to the high level of radioactivity and chemical toxicity of
the elements dealt with. It is also a very sensitive process in the way that it leads to isolate

significant quantities of highly concentrated fissile elements.

Once again CNNC bears the Chinese efforts in that field. In April 2013, the company

signed a letter of intent®

with the French Areva, representing an important milestone to-
ward the supplying of a recycling plant similar in concept to those already in operation at la

Hague in France and at Rokkasho in Japan.

CNNC through its subsidiary Everclean Environmental Engineering is also involved into
conditioning and storage activities of radioactive wastes. Already equipped with several
disposal centers for its short and medium life wastes, China still need to set up by 2030 an
underground disposal repository for its high activity wastes. A geological granitic site in the

north-west of the Gansu province seems actually to be favored.

Research

Inherited from its military program, China benefits from significant capacities in research
and development in the nuclear sector, now devoted to sustain its nuclear industry. Ef-
forts aim first and foremost at ensuring a lasting development of the nuclear industry by
mastering each and every technology necessary in the three strategic fields of the sector:
fuel, reactors and recycling. The policy for atomic research is defined, and to some extent
financed, by the ministry of science and technology (MOST) which also sets the country’s

international policy for cooperation in science and technology.

But China also sets itself more distant goals toward fourth generation nuclear power, unre-
cyclable wastes transmutation and even mastery of controlled thermonuclear fusion. The
scientific roadmap to 2050 regarding research for energy aims to the development of com-

mercial units by 2035 for fourth generation and 2050 for fusion.

% See for e.g. http://www.world-nuclear-news.org/WR_China_approaches_reprocessing_commit-
ment_2604131.html
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If these goals may be seen as ambitious, not to say more considering fusion, it is worth be
noted that China has the ability to marshal huge financial and human strengths to advance
rapidly. Researchers in the nuclear field can be counted by tens of thousands, exploring
virtually all possible paths to future reactors. China already operates one sodium cooled
fast breeder reactor built with a strong hand from Russia and operated by scientist trained
on a similar — now shut — installation in France, one high temperature helium cooled pebble
bed reactor from a German technology, and some other experimental reactors are project-

ed or under construction.

Last of all China runs a tokamak, an investigative reactor for fusion energy designed with a
technological support from Russia. After joining in 2003 the international ITER consortium,
Chinese scientists have been contributing to the construction of the experimental reactor
being built at Cadarache in France, with a particular involvement in the engineering mat-

ters.

Afterword

The Chinese nuclear sector is out of standards on the international scale, whether it be by
its amazingly rapid growth during the last two decades or by the amplitude of the financial

and human means involved.

While countries with a long history in nuclear power face doubts from their population to-
ward the civil use of atom, China is engaged into an intensive development program of its

industrial capacities to answer its urgent actual and future needs.

The big question for tomorrow will be the reaction from the Chinese population: already
facing an out of range pollution of its air and soils, will it see in nuclear power a solution to
purify its atmosphere or a new factor of environmental threat? And in that later case, what

would be the reaction of Chinese authorities?
Whatever situation, it would only have a slight incidence on the nuclear companies all over

the world: they already know that they will be facing a terrible competitor in the sector, and

that China has strong assets to gain markets.
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If China arouses a certain fascination, this is due to the fact that its economical develop-
ment occurred whilst sheltered, as it were, from the ups and downs of the world economy.
China’s economy is best known for its GDP growth rate, industrial performance, improved
living standards for large numbers of the population as well as its dazzling rise in power
rather than for uncertainties relating to food and agricultural product supply since the late
1990s. The hypothesis of China reaching its goal to establish world leadership is increas-
ingly studied, leading a substantial number of economists to consider China as key in
shifting the world economy’s centre of gravity (Boillot & Dembinski 2013) (Aglietta & Bai
2012). This prospect raises the following question: is the superpower status to which China
aspires compatible and tenable with a higher level of food dependency? This brings up the
whole set of problems relating to the industrialization of a country and the repercussions on

the agricultural sector.

This constitutes the main theme of this chapter which will initially discuss the present state
of Chinese agriculture and the evolution of its main sectors of production, which appear
unable to respond satisfactorily to the dynamics of the interior consumption of food and
agricultural products. This causes agri-food imports to increase, contrasting with the global
foreign trade surplus. The evolution of the Chinese agricultural policy will be dealt with in

the second part of the chapter. In addition to the central issue of food self-sufficiency, this
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second part will examine the potential repercussions of political decisions on farming popu-

lations.

China’s food supply dilemma

Up to the present time China has had two big agri-food related ambitions. The first was to
ensure a self-sufficiency rate of approximately 95% in cereal crops (essentially wheat, corn
and rice), in oilseeds (particularly soy) and in tubers. The second goal has been to achieve
the status of a great exporting nation in agri-food products. Looking at the demography, the
rise in living standards and agri-food foreign trade, it seems that the Chinese economy is

moving further away from achieving these objectives. Where is China at today?

The dynamics of grain production in China justifies an examination over time and can be
linked to the development of Chinese agricultural policy, particularly the area directly con-
cerning grain production® . We will select 1978 as our starting point, the year the econo-
my’s structural reforms began, using the China Statistical Yearbook as a resource. Grain
production during the period from 1978 to 1996 can be broken down into three phases:
from 1978 to 1984 growth was at a rate of 4.9% per year, then only 1.2% per year from
1985 to 1992/93, following a strong decrease between 1985 and 1989. In total, the produc-
tion growth rate between 1978 and 1996 amounted to 65.5%. Chinese production experi-
enced another decline after the year 2000 with 462 million tons, falling as far as 430 million
in 2003, matching the production level of 1991. Some observers of this evolution saw it as
the start of a weakening in China’s food supply performances. According to these observ-
ers, the decline in grain production did indeed open the way to an increase in Chinese food
dependency on the outside world. Furthermore, the stagnation in yields expressed in tons

per hectare provides an explanation for the slump in grain production after 2000.

In fact, grain production increased again from 2004, from 469 to 517 million tons in 2011,
an increase of almost 22%. Does this represent a trend reversal implying a decrease in
China’s food dependency rate? An answer to this question requires a slight detour into an
analysis of the evolution and composition of Chinese consumers’ food rations. The steady

economic growth that distinguishes China has brought change in the lifestyle of many Chi-

% According to Chinese nomenclature, “grains” corresponds to cereals, soy, tubers and legumes.
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nese households. Poverty has greatly decreased and standards of living have improved.
The proportion of the population disposing of a daily income between $6 and 10 has thus
grown from 4.8 to 25.5% between 1995 and 2007, and the same for the higher category of
$10 to 20 per day from barely 1% to 19%. The birth of a middle class in China has come
hand-in-hand with an accelerating urbanization rate since the 1990s with more than 50%
of the population living in towns, i.e. close to 700 million inhabitants. These socio-economic

dynamics have many repercussions on consumption patterns.

Indeed, China has undergone a process of nutrition transition. During the 1960s, the an-
nual food availabilities per inhabitant were of approximately 1500 kcal, composed essen-
tially of plant products, particularly cereals (wheat, rice), manioc, potato or legumes (beans,
peas). The beginning of China’s economic structural reform kickstarted a process of nutri-
tion transition which has continued to this day. Formerly centered on plant products, food
consumption of Chinese households has diversified, with an increase in the consumption of
meat products (cattle, pig and poultry meat) and dairy products. By around 2010, total food
availabilities measured close to 3000 kcal per day per inhabitant, which includes a high
proportion of animal calories. In addition to the demography and urbanization of China, the
opening of trade and the arrival of big retail companies have played a decisive part in this

process of nutrition transition (Chaumet & Pouch 2012).

The increase in the consumption of animal products — specifically poultry and pig — leads
to an accompanying increase in the consumption of crop production. In order to increase
production volumes, demand for cereals and soy for animal feed rises. For example, China
now accesses more than 55% of the world trade in soy, particularly in the form of beans
originating from Argentina or Brazil (figure V-4-1). The structure of Chinese agri-food im-
ports also shows a large increase in the purchase of wine and alcoholic beverages after
2000.

This produces two major consequences for the stability of global agricultural markets. By
occupying a leading position in imports, China is single-handedly able to force agricul-
tural prices up, exposing the poorest importing countries more and more to higher import
costs. The first consequence involves China’s level of dependency in the main agricultural

products. Presently, the highest rate in dependency is found in soy products, alongside
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oils. Chinese agricultural production is clearly struggling to satisfy the increase in demand,
whether it emanates from consumers or livestock farmers. Moreover, the impact of public
health crises amplifies the recourse to imports, as illustrated by the case of melamine milk
contamination. Consequently, between 1990 and 2010, dairy imports increased by around

4,000%.

Chinese imports of agricultural products
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Figure V-4-1;

The second consequence concerns the evolution of China’s agri-food trading with the rest
of the world. Again, after the year 2000, the trade balance tipped into long-term deficit, in
contrast with the high surpluses achieved in manufactured goods trading™. Only processed
products show some resistance to the decline in trade, whereas primary agricultural prod-
ucts have settled into a state of chronic deficit (figure V-4-2). Between 2010 and 2011, the
trade deficit in agricultural products deteriorated by 20 billion dollars. The share of agri-food
products within the total of Chinese exports collapsed between 1990 (approximately 13%)
and 2011 (less than 3%). However, the proportion of agri-food imports remained stable

over the same period, around 7% of total imports. This highlights the fact that the Chinese

% In the manufactured goods sector, China is now the leading exporter in the world, having overtaken Ger-
many.
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economy cover ratio indicator (import/export percentage) has deteriorated, from 250% in

1993 to 46% in 2011.

This general picture suggests that close attention be paid to the agri-food foreign trade
situation of China in the years to come. The indicators presented above demonstrate how
this country’s ambitions for power could be thwarted by the level of food supply dependen-
cy in relation to the rest of the world. Indeed, besides soy and beef, recent increases in rice
and corn imports give rise to some concerns regarding on the one hand China’s capacity
to sustainably feed its population, and on the other hand the repercussions that Chinese
purchasing could have on global agricultural price levels in the long run. China has become
an overall importer of rice since 2010 and corn imports tripled in 2012. Chinese authorities
are consequently at risk not only of food dependency but also of destabilization among the
small farming population, whose income could suffer greatly if the rate of imports continues
at the same level (Aubert 2005, pp. 69-83) (Morton 2012). Therefore what role will agricul-

tural policy have to play?

China's agri-food balance with the rest of the world
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Role and evolution of agricultural policy and China’s food self-suffi-
ciency level

Agriculture’s role and place within the Chinese economy has developed greatly since the

end of the Second World War and serves partly to explain China’s capacity to feed itself,

even though the farming sector began its liberalization thirty-five years ago.

Agricultural policy: inexistant before 1978

From Mao Ze Dong’s arrival in power to the start of reform in 1978, the main role of agricul-
ture was to provide resources for the country’s industrialization, by transferring surpluses
to the towns and industry. The roles traditionally given to agriculture within developing
countries were hardly fulfilled at all (Johnston & Mellor 1961). While agriculture enabled
an increase in calorie availability per inhabitant, the Chinese diet evolved little, remaining
centered on grain consumption. In addition, cereal imports were stable between 1973 and
1980. Supply of materials for industry also increased slightly, but industry labour supply
could not be put to use in the agricultural sector during this period, mainly because of the
Hukou system, which limited rural migration. Raising rural incomes became impossible due
to the low prices fixed by the authorities and the lack of incentives to increase production.
Furthermore, the in-flow of foreign currency by exporting agricultural products was never a
goal for the authorities, international trade serving only to acquire those goods that could
not be produced in the country (self-sufficiency policy). Also the structure of Chinese agri-
culture evolved very little, the proportion of grains decreasing from 88% to 80% of agricul-

tural area between 1957 and 1978, and from 83% to 73% of added value in agriculture.

Chinese agricultural policy reached a turning point in 1978, with reform focusing on ag-
riculture before other sectors. The first reform phase dealt with institutions and prices, in
order to provide incentives for farmers, something which had been previously lacking. The
People’s communes were gradually dismantled and the household responsibility system
spread throughout the country, theoretically leaving the choice of production to the farmers
themselves. Land, being collective property, was assigned to households for a period of
15 years, later extended to 30 years. At the same time, the authorities increased the prices
paid to producers with the intention of inciting them to further develop their farms and also
to boost their incomes. From 1984, the aim of the second reform phase was to liberal-

ize the trade of agricultural produce. Second category products (fruit, vegetables, animal
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products...) could be sold freely in the markets and corresponding quotas were abolished.
Only grains, constituting the first product category alongside cotton, remained within State
control until 2004. Moreover, grain policy was chaotic, revising the quota system and modi-
fying price levels for farmers on several occasions, liberalizing trade before reversing the
decision (1993-1994) and at every change provoking major variations in production, until
actual liberalization occurred. As a whole, these reforms enabled not only the successes
described above in terms of production and food supply but also in terms of reducing rural
poverty, with the number of people in rural areas below the poverty line decreasing from
260 million in 1978 to 89 million in 1984 (Fan et al. 2000).

A major change of direction after 2000

From 2000 onwards Chinese agricultural policy changed direction once again. Whereas
farming and rural areas were largely ignored in the 90s, they were given top priority in Chi-
nese policies after two specific events: firstly China’s entrance into the WTO in December
2001 that opened borders and put local and imported products in competition with each
other, and secondly the change in leadership within the Chinese communist party in 2002,
who decided to move away from the previous leaders’ policy with its sole focus on increas-
ing GDP. The main priority of the 11th five-year plan (2006-2010) was to build “a new so-
cialist countryside”, to serve as a starting point for the new policy regarding rural areas as
a whole. In addition, since 2004, all the “n°1 documents” (jointly published at the end of
January every year by the Communist Party and the Chinese government) as well as every
annual policy orientation statement, have been entirely focused on rural issues, highlight-
ing the importance given to this sector by the Chinese authorities. The big objectives of
Chinese agricultural policy are: securing food supply for the country, which in China means
self-sufficiency for certain strategical products, improving income and living standards for
the rural population, crucial in maintaining social and political stability while the income ra-
tio between rural and urban people is still from 1 to 3 (figure V-4-3), and the longer term ob-
jectives that are to provide healthy high quality food, to protect agricultural resources and

to promote sustainable development (see Referencies).
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Evolution of rural and urban incomes in China
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Figure V-4-3; Source: GEB-Institut de I'Elevage according to China Statistical Yearbook

These objectives coincide with a central issue in China, that of the “san nong” (the 3 nong)
upon which rural policies are focused: agriculture (nongye), where the goal is to increase
production, farmers (nonmin) whose incomes the authorities are working to increase, and
the rural environment (nongcun) for which the main priority remains infrastructure modern-
ization. The budgets allocated to these three areas have multiplied by 8 in 10 years, ex-
ceeding 1,000 billion RMB in 2011 (figure V-4-4).
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Central government buget for agriculture and rural areas

Source: GEB-Institut de I'Elevage according to Chinese Ministry of Finance

o

figure V-4-4; (in billions of Yuan)

It is unlikely that the new political leaders, who took up office at the end of 2012, will rap-
idly undertake another major directional change as the 12th five-year plan (2011-2015) is
already underway. This latest orientation of Chinese agricultural policy can be broken down
into several sections. When entering the WTO, China’s agricultural trade strategy consisted
of authorizing import increases only on certain “non-strategical” products (soy, meat), by
imposing tariff rate quotas on cereals. In this way agricultural production can focus on stra-
tegical products, like grains, in order to maintain self-sufficiency in this sector. In addition,
at the time of entering the WTO, China negotiated the right to subsidise up to 8.5% of the
agricultural production value. Progress was thereby achieved in both integration into inter-

national trade and improvement of farmers’ incomes.

Chinese authorities proceeded with the liberalization of cereal trade in 2004 by abolishing
price controls and allowing companies to buy and sell on the free market. However, trade
in cereals was not completely left to the mercy of the world market. The Chinese authorities
kept several means of intervention such as minimum purchase prices in conjunction with a

system of national reserves, tariff rate quotas, and ways to limit exports (export taxes and
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VAT refunds on cereal exports). Numerous budget measures were taken to support agri-
cultural producers. Rural taxes that were “the peasant’s burden” were unified and gradually
abolished. Direct payments to cereal producers were established in 2004, after trials from
2002 onwards. If the declared goals were to support cereal production and increase farm-
ers’ incomes, it would appear that only the latter has been effective (Huang and al. 2001).
Subsidies for inputs and improved seeds as well as the purchase of agricultural machinery
were also implemented during the years after 2000. The authorities’ concerted efforts to
maintain self-sufficiency in grains, while liberalizing trade, limited the effects of the natural
tendency for agriculture to move towards productions that are comparatively advantageous

on an international level.

These supportive measures as a whole have enabled a steady progression in grain pro-
duction. However, the evolution of Chinese agriculture towards higher productivity and
lower production costs is faced with two challenges, which are both sides of the same coin.
The first challenge is to modernize and increase the size of farms, in order to help farmers
out of poverty and establish a modern agricultural system. Due to concessions made to
the WTO, China cannot protect and maintain small farming structures as Japan and Korea
have been able to do. However, enlargement is hindered by the present property law sta-
tus which makes it difficult to establish large farms and also by the fact that land remains a
safety net for migrants (mingong). Rural exodus, although necessary to provide manpower
for the industry and service sectors, represents the second challenge. This movement
is dependent not only on economic growth to guarantee opportunities in secondary and
tertiary sectors but also on land rights currently in force in China. Land policy is therefore

more than ever a key feature for the development of Chinese agriculture.

A deficit that will inevitably grow

In spite of all the authorities’ efforts, the agricultural and agri-food deficit will probably con-
tinue to worsen as demand progresses and supply is hindered by constraints. China’s mac-
roeconomic evolution has a role to play in the growing agricultural deficit. According to the
OECD and the FAO, the growth in GDP should be maintained above 6% over the next ten
years, doubling the income per head, and thereby leading to a sharp increase in consumer
product demand, particularly in those of high income elasticity (OECD-FAO 2012). More-

over, growing urbanization (more than 50% of the Chinese population was urban in 2011
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and the UN projects 70% in 2030) will cause change in dietary habits and will increase the
pressure on animal production. Finally, the evolution of agricultural production methods,
with the decline of farmyard pig and poultry operations alongside the development of large
farm units (mostly based on intensive indoor production), increases the proportion of cere-

als required for animal feed and intensifies the pressure on agricultural land.

Agricultural production therefore faces many challenges. Land that is suitable for cultivation
is dwindling because of urbanization, land requisitioning by local authorities and infrastruc-
tures due to the explosive development of car ownership in China. China lost 8.2 million
hectares of land since 1997 out of a total area of 120 million hectares in 2010 (de Schutter
2010). The 11th five-year plan drew a limit at 120 million hectares and this figure was main-
tained in the 12th five-year plan. A large portion of the remaining agricultural land is dam-
aged by the excessive use of fertilizers, polluted (heavy metals...) or affected by erosion
(almost 40% of land), despite protective measures that are increasingly coming into force.
Water reserves are rapidly dwindling, particularly in the north of the country, threatening ir-
rigation that is required by almost 50% of cultivated areas. Indeed, agriculture accounts for
60% of China’s water consumption. Water availability varies greatly from one year to the
next (a difference of 33% between 2010 and 2011), and the effects of climate change could
be severe in the northern and north-eastern areas of the country (Wang and al. 2009).
Two economical factors will also contribute to an increase in imports by lowering the price-

competitivity of Chinese products:

- The demographical issue will push up the cost of labour across all sectors as the
working age population numbers drop, and will raise the price of Chinese products.

- At the same time, the increase of the Yuan exchange rate, inevitable over the me-
dium to long term, will lead to cheaper imports.

The constraints that burden China’s food supply are therefore set to become more pro-

nounced and could constitute an Achille’s heel in the winning strategy of this economy.
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Return of Geo-economics: for how long?

Geo-economics: cyclical concept and realities

In its most general meaning, the concept of geo-economics is generally used when at-
tempting to capture the linkage between economics, geopolitics and national security. The
word emerged in 1990 at the end of the Cold War when the importance of military power
relative to economic power was fading in the immediate aftermath of the fierce competition

between the US and Japan in the 80'.

Its first use is attributed to Edward Luttwak in whom views GDP, trade surpluses, currency
reserves... are key factors to assess the balance of power. In the wake of Luttwak’s defini-
tion, some authors (Pascal Lorot...) suggest in their definition that a difference in nature
between geopolitics and geo-economics would separate them and that economic matters
would be the new drivers of world order, while the traditional strategic component of power
would decline fading gradually. Other authors highlight “the renewed centrality of econom-
ics to political power” or “conversion of economic assets into political influence” (Grevi

2012).

For the purpose of this article, a broad definition will be used, pragmatic enough to describe
real world phenomena in the view that geo-economics is not different from geopolitics. It
should be seen as a complement, a widening of the prism that enhances its analytic power,

giving more focus on economic phenomenon relatively to traditional power components.
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The point defended here is that there are rises and falls in the use of the concept linked to
the cyclical evolution of the phenomena described, but that, ultimately, economics cannot
be really converted and replace politics (domestically and in the relations between states),
even if in a short to middle term perspective it may be used as a powerful proxy in the real
world. Looking at recent history, a surge in geo-economics (as analytic angle and phenom-
ena) can be seen at the beginning of the 90’, followed by a weakening of interest during
the internet and new economy bubble. With the rise of the BRICs and specifically since the
GFC and its long tail, geo-economic concerns are again at the front of the stage. The ques-

tion is: for how long?

Geo-economics features and pressures
Several phenomena can be considered linked or particularly characteristic of the return of

geo-economic approach:

- Shift to a multipolar world (rise of China),

- Global financial unbalances (reserves and surpluses vs deficits/debts),
- Scarcity and aggressive resources policies,

- Rise of state capitalism.

They last three illustrate well the economic side of power and the macro-shift in its balance.

This article will focus specifically on state capitalism.

State capitalism and the example of Chinese SOEs

Success of an alternative model of governance

The surge of the BRICs and other emerging markets, going with a subsequent diversifica-
tion of economic and political power across the world, have led to a large debate about the
advantages of authoritarian capitalism (“Beijing Consensus”) in a post-Washington Con-
sensus world. Authoritarian capitalism is not limited to China and includes Russia as well
as many central Asian countries and energy-rich countries of the Middle-East. Moreover,
the economic success of East-Asian countries (Singapore, Taiwan, Kore...) can also histor-
ically be related to this model. Though the political purpose being different, a clear distinc-

tion should be made between authoritarian and state capitalism, the apparent relationship
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gives arguments to those claiming its superiority in a context of crisis-stuck West.

The central question relates to the role of the state in the economy leading to a significant
change in attitudes across the world with regards to its advantages and disadvantages.
Following the GFC, the role of the state has increased in every part of the world with a
noticeable expansion of TNC having a variable degree of state’s stake in their ownership,
even in countries with old tradition of liberal capitalism (UNCTAD 2011). A serious debate
is taking place in the West to assess this new form of hybrid 21st century capitalism and its
potential adoption reactively or proactively, given the success of China (The Rise of State

capitalism 2012).

In the countries where it is prevalent, state capitalism is usually associated with state-
owned enterprises (SOE) including state-owned banks (SOB), sovereign wealth funds
(SWF), parastatal agencies, industrial policies and national champions, protectionism, cap-
ital control, currency interventions... Taken one by one, all these elements do not sound
astonishingly new but it is rather their combination, their size and the intent behind their

use that could be considered specific.

According to lan Bremmer (2010), state capitalism is not the re-emergence of the failed
planned economy neither is it a take-off stage or a temporary support aiming at the recon-
struction of an economy. It is rather a long term and strategic policy instrument where the
state dominates markets primarily for political gains, that is to say the holding of power
by elite (Russian FSB, Communist Party, ruling families in the Gulf...). In those countries,
leaders know better than elsewhere the merits of markets and only want to marshal its use
to serve their own purpose of political domination on their own people. Even if international
expansion is pursued through acquisition of various assets abroad, the main focus remains
internal rather than external. Russia and China no longer seek to dominate the world mili-
tarily: war is bad for business. Therefore, the main threat would not be military but on free
markets with enormous risk of distortions and economic dependence in open economies
like the US or the EU. During the cold war the impact of soviet decisions on western econ-
omies was limited; now a political decision taken in Moscow, Beijing or Abu Dhabi could

have an impact on the whole planet.
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The major question: the sustainability of state capitalism

Consequently, the advantages of authoritarian and state capitalism could be summarized
by the efficiency of state-led development in the take-off period as the state can take rapid
decisions, show clear strategic directions and concentrate its resources on focused invest-

ments. That is the reason why state capitalism remains popular.

However, once the take-off stage is over the long-term economic efficiency is a clear chal-
lenge. The point is that resources distribution and allocation are inefficient, particularly
when a certain level of development is achieved. Waste can be colossal. When the tech-
nological frontier is approaching, the role of private sector becomes critical. Innovation,
considered as a process of trial and error cannot be achieved only through top-down direc-

tives.

Another shortcoming is the over-reliance on big SOEs and all the issues that follow: direc-
tors not chosen for their managerial skills but for their political links, market distortions with
diverse kind of advantages and dominant positions, precedence given by the financial sys-

tem and eviction of SME for access to credit... (see below the Chinese SOEs case).

Room is here insufficient to discuss in details those questions; the future will tell whether
state capitalism will last in its current form and maybe spread to the West, evolve in an

East-Asian form of development or collapse.

Beside the economic arguments, another resilience factor that could mitigate the natural
evolution toward a private-sector led economy should be considered: the constitution of
a strong politico-financial elite linking government, state enterprises and banks. As often
seen in history, these elites will try to patrimonialize the state to ensure a grip on it and an

outlet for their children.
Nevertheless, what can be said at this step is that political survival of these systems is
conditioned by the continuous delivery of growth and this is the reason why the long-term

sustainability of state capitalism in its current form does not seem very likely.

Still, in a short-term perspective, it is difficult to deny its pressure; a good illustration will be
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provided by the example of one of its main tools, the SOEs in the Chinese case.

Overview of Chinese SOEs and implications from a geo-economic point of
view

Macro background

According to a World Bank’s report (2012), significant enterprise sector reforms have un-
derpinned China’s growth performance during the last decade leading to a reduction of
the state sector. The state sector’s share in the number of industrial enterprises (annual
sales>5mRMB) fell from 39.2% in 1998 to 4.5% in 2010. In terms of industrial assets the
respective numbers are 68.8% and 42.4% while for employment they are 60.5%% and
19.4%. Their share in export decreased to 15% in 2010 from 57% in 1997. As a result, the
share of SOEs in industrial output amounts to 27% in 2010 and is expected to decline fur-
ther to 10% by 2030. This shift to the private sector was centered on small and medium-
sized companies while the flagships of the economy (about 120 large SOEs) were orga-
nized under the authority of the SASAC in the highly strategic (and officially designated as

such) sectors of defense, electricity, petroleum, aviation, banking, telecom...

Weight
Beyond the foregoing numbers, it is necessary to assess more in-depth the real weight and

power of SOEs and state control.

A first observation is that China is climbing rapidly the levels of ranking and has now the
second largest concentration of Global 500 companies after the US and before Japan, 2/3
of them being SOEs and often very inward oriented instead of being multinational corpora-
tions. It is difficult to give a straight-forward answer to the question of the state’s control
scope in the economy because one of the main SOEs’ features is that they constitute large
networks extending from the 100% pure state-owned enterprise to cooperatives, local com-
panies, joint-operation enterprises, mixed private-public companies, affiliates not registered
as SOE... In statistics, only wholly state-funded firms are recorded as such and that is why
it is necessary to broaden the scope to get a full picture of real state influence. They also
often have for example links with state-controlled universities without having any equities

links. In manufacturing the direct role of SOEs has been diluted but is still prominent in ser-

218



vice sector for example. In conclusion, some researches (Milhaupt 2012) show that if one
makes reasonable assumptions regarding the service and construction sector and takes
into account other forms of public controlled enterprises not registered as SOEs, the level

of about 50% of state controlled GDP seems a good approximation.

Structure

The SOEs are vertically integrated groups, with a hierarchical shareholding structure (few
cross-ownership), a focus on one business or sector and few diversifications. This is the
main point of contrast with the Japanese keiretsu which are diversified and have horizon-
tal links. They are typically organized around a core company, a listed company, a finance
company, and a research institute. The core company, often the results of corporatization
of former ministry departments, is itself 100% owned by the SASAC and acts as a holding
with a coordination role between the different entities and the state. The listed company is
the external face of the group, often a single firm with only a minority of share traded on
stock exchanges. It is the focus of the public and the media but represent only a part of
a broader ensemble. The finance company is a non-bank institution that provides a wide
range of financial services to the group members (deposits, loans, payments, insurance,
foreign exchange, underwriting of securities...). Finally the research institutes are the place
where R & D, particularly applied researches related to the group activities are conducted.

There are often collaborations with universities on specific projects.

State goals and consideration of market conditions

Beside these complex aspects of extensive network, key in understanding Chinese capital-
ism, the diverse kind of subsidies and advantages they receive, are other important and
well-known features of the SOEs. The main categories are direct subsidies (capital injec-
tion), preferential loans (favorable interest rates, concessionary funding for foreign acquisi-
tions...), tax reductions/exemptions, preferential access to raw material and other inputs
(below market prices, export restrictions on steel-making raw materials, rare earth...), pref-
erential regulatory treatments (disclosure regulation, preference in government procure-

ment...).

Another key question is the goals and the management of the SOEs. In theory the SASAC
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judges management performance on the basis of financial performances, and thus, there
are incentives for market-oriented and commercial behavior. However, the Communist
Party through its “Central Organizations Department” (COD) chose the top management
and influences the choice of directors so that top corporate managers of SOEs simultane-
ously hold important positions in the government and/or in the Party. Therefore, managers
are also judged by the COD including an assessment of the achievement of state plans,
which means that, even if profit is not unimportant, profit maximization is not the primary
motivation. SOEs are pursuing both market oriented and state goals. The “go global” policy
reflects this global strategy with its goals of securing natural resources, promoting capital
accumulation, accelerating technological innovation, improving international competitive-
ness by promoting Chinese brands... These strategies can be pursued at the expense of
profitability as SOEs have no real requirement for dividend or return and can engage in ex-

clusionary pricing or market share maximization strategies.

Indeed, the profitability of Chinese SOEs remains well below non-state firms. The ROE of
SOEs (The World Bank 2012) increased during 1998-2007 but fell sharply more in 2009
than the non-states firms whose average ROE stands 9.9 percentage points above that of
SOEs. Relative to the private sector, SOEs consume a large proportion of capital, raw ma-
terials and intermediary inputs to produce relatively small share of gross output and value
added. In addition, a large share of SOEs profits comes from a few where profitability is

often related to limits on competition, access to cheaper capital, land and natural resources

The Chinese risk in a changing world

Black Swans

The 12th FYP proposes an ambitious rebalancing of Chinese economy between growth
and sustainability, production and consumption, infrastructures and innovation... After 30
years of catching-up, China has an urgent need to change its growth model as it has ex-
hausted the gains of first-generation policy reforms. From a political and economic point of
view it is estimated than the country needs to continue to deliver a 7% growth to keep un-
der control the social contract and push up the necessary reform allowing China to jump to

the next step and join the team of high-income countries.
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Nevertheless, even if one can reasonably estimate that China has the potential to achieve
this challenge, nothing is less sure beside the fact that the world is entering a dangerous

zone in the next five years for the global economy and order.

Referring to the prospective study “Global trends 2030” (National Intelligence Council
2012), several potential Black Swans -discrete events causing large-scale disruptions- are
identified, among which Euro/EU and China collapse. As Black Swans they are only risks
among others (pandemic, cyber/WMD attacks...) and not forecasts. However, in a geopo-
litical and geo-economic perspective, they have such a major impact while their likeliness
being far from science-fiction, that a focus on them can help to better figure out the future

challenges to be overcome.

Chinese key challenges

There is a large consensus on the fact that the Chinese economy will decelerate due to a
shrinking of the labor force, a lesser contribution of accumulation of capital and a decline
of total factor productivity as absorption of imported technologies has reduced the distance
to the technological frontier. Therefore, the second generation policy reforms are likely to

have a smaller impact on growth.

The question is to what extent and above all, how suddenly? The World Bank is forecast-
ing a gradual decline of GDP growth rate from an average of 7% for 2016-2020 to 5% by
2026-2030. However, several private institutes see growth decelerate around 5% as soon
as this decade. A sudden slowdown could stress inefficiencies and unmask liabilities in
banks and enterprises, precipitating a fiscal and financial crisis not to mention social unrest
due to the fading prospect of income increase. China has the brighter prospect among the
BRICs but also the biggest hurdles. One key structural problem is the risk of staying stuck
in the middle-income trap. Historically, many countries entered the middle-income range
but few achieved the further leap to high-income as advantages like low-cost labor and
easy technology adaptation fade. The condition is to find new growth drivers and succeed
in the transition to an innovation based economic model through reforms. If China fails, it
will remain a major player in Asia but with influence dissipating and its weakness being the

biggest uncertainty.
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Major areas of reforms are well identified: rethinking the role of the state in the economy,
extending social security and reversing the rising income/asset inequality less and less
bearable with low growth, strengthening the social system with better fiscal resources...
As for the role of the state, it covers a wide range of issues extending from restructuring
state enterprises and banks, developing the private sector, promoting competition, reform-
ing land use, labor market and financial markets. For enterprises, the focus is on limitations
of use of public resources, introduction of modern corporate governance, separation of
ownership and management and increased completion. As for the financial sector reforms
would require commercializing the banking system, allowing interest rates to be set by mar-

ket forces, deepening the capital market and developing the supervisory infrastructures.

How likely China will success or fail?

One the biggest challenge: reform of SOEs

Among other concerns related to China’s ability to succeed in its transition, the reform of
SOEs is considered key but difficult to achieve according to many observers and this for

several reasons. On this point, few analysts are optimistic.

First, the cost of reforms is an important obstacle. Reforms of the late 1990s that have tar-
geted many small state companies finally closed are estimated to a cost of more than 20%
(The World Bank 2012) of GDP at the time. It shows how costly and difficult restructuration
of state enterprises can be. One major concern is the lack of transparency and opaque
accounting practices that can hide huge hidden liabilities. Another key element is the low
profitability or some SOEs that have benefited of preferential financing condition but could

face insolvency if exposed to normal market conditions

Furthermore, as already mentioned, the weight of SOEs with their networks and the en-
trenchment of state capitalism have created a powerful elite class and stakeholders that
are not eager to let their interest weakening. SOEs are dominating the country’s key sec-
tors and have no incentives to accept a transfer of wealth and power to the private sec-
tor. Those interest groups have a lot to lose, particularly in the financial sector, in change
in capital allocation and investment decisions. Implementation of reforms would suppose

leadership, determined will, and coordination across ministries but it is unlikely in the cur-
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rent Chinese political environment that a strongman or a group of leaders would be able to

overcome these interest groups.

The financial system is another major concern about the scope and pace of reforms. The
system was used for many years to pursue state economic strategy and as such, highly
politicized, but in return of high economic growth, the sector is how plagued by inefficien-
cies, distorted funding cost and eviction of entrepreneurship. The state has directed lend-
ing for infrastructure and corporate investments at the expense of consumers and deposi-
tors and with the need to finance the spending of the 12e FYP, the government is not likely
to loosen its grip on the system in coming years. Moreover, since the GFC and the credit-
financed plans to boost growth, non-performing loans and assets are likely to have become

a sizeable problem, rendering financial reforms more difficult.

All these elements are not very positive from the reforms point of view. Even if changes
are going to be implemented, it will be as usual with China at a very gradual pace and a
strengthening of government control over the financial system is more likely than the con-

trary

Does china have enough time?

The continuous delivery of sufficient growth to smoothly implement the reforms needed
and the increase of living standards are the conditions for the PCC'’s legitimacy to remain
in power. Indeed, without growth the Chinese model has little to offer to its people. Another
indicator of the dangerous nature of the zone China in entering, is that it is approaching the
threshold of $15,000 of GDP per capita (PPP) which is often a trigger for demand of de-

mocratization.

A unique weakness can be stressed here: the low level of consumption in the GDP. This
factor is well known and has historical roots entrenched in the country development strat-
egy. Nevertheless, compared to most countries and even in a historical perspective, Chi-
nese evolution is a special case with consumption to GDP rate under 50% during the 1995-
2010 period. The rebalancing of the economy is aiming to correct this structure but how

long time will it take? Beside increase of income, the critical factor is of course the building
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of a sufficient social security system but the problem is exacerbated in the cultural context
of China where spending beyond one’s mean is simply not natural. Therefore those kinds
of evolutions need a generation rather than a few years to yield effects. The same can be
said about China’s attempt to build a more balanced power not over-reliant over econom-
ics: even if the country is increasing its military spending at a pace that its neighbors judge
threatening, how long time will it take to catch-up the US, say in number of aircraft carriers:

at least one generation?

Political and historical reasons of likely weakening

The advantages of authoritarian regimes and state capitalism have been discussed above
from the point of view of effectiveness in economic development; they are mainly due to
the fact that economics is serving a clear political strategy with a rapid decision process
compared to democracy. Here, a look at Chinese political history with the help of Francis

Fukuyama (2012) seems interesting.

In its book, Fukuyama analyses the essence of political development of the major world
regions around the 3 axis of state building, rule of law and accountability, the balance and
historical evolution of the three depending on each country. In the case of China, he argues
that state building was effective at a very early stage, that rule of law was/is not absent but
just “good enough” for business purpose for example. As for accountability, he explains that
in dynastic China, it was flowing upward rather than downward as local officials were only
looking toward the emperor for recognition of their performances without caring downward
about ordinary people lacking judicial or electoral power. On the other side, the emperor,
surrounded by its courtiers and mandarins, had to use eunuch as a network of spies to be
kept informed of the real state of this huge country. Therefore the main problem of this sys-
tem is that ordinary people with bad officials at the local level had to appeal directly to the

emperor in case of abuse, which was of course not easy but possible.

Fukuyama points out that contemporary China is not so different from dynastic times. At
the top, excellent leaders and the PCC watching a high quality bureaucracy especially in
the upper reaches, but in between a wide intermediate body not always the same qual-

ity. In modern China also, the majority of problems does not come from a tyrannical cen-
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tral government but from local government with abuses on peasant lands, safety rules in

school construction, environmental damages...

This sheds light on one major problem of authoritarianism and state capitalism: the quality
of leaders. In Chinese history this is called “the bad emperor” question. It means that the
shape of the country depends on the constant supply of good leaders, which is of course
not always possible and lead to disasters as Chinese experience teaches us with the em-
press Wu for example. And this is the reason why Fukuyama thinks that political account-

ability would prevail over authoritarianism.

Beyond geo-economics: weakening of China and changing nature of
power

Limits of geo-economic approach

This article began with some definitions of geo-economics in order to analyze the phenom-
enon of state capitalism which is a good illustration of the concept. The limitations of geo-
economics as a concept and as a strategy will now be examined followed by a broadening

of the scope toward the future

The first point could be that geo-economics tends to focus too much on economic factors
and neglects other factors of power. As said above, this tendency often reflects the percep-
tions of the time and can be very relevant for certain periods like the beginning of the 90’ or
the current period in the long tail of the GFC and the rise of BRICs powers. However, on a
longer term it can underestimates other factors, especially when they are changing in na-

ture.

The second limitation is the focus on a logic of conflict and zero sum game thinking (“what
I win is what you lose”) which implies beggar-thy-neighbor behaviors. These strategies and
policies have existed and are of courses still existing but the economic development of the
world since 15th century simply cannot be explained this way. Economists and strategists
may focus more on one approach than the other, but is seems obvious that positive-sum

outcomes also exists and are driving trade, investment and growth in a win-win manner.

Firms and particularly multinational corporations are the main actors of globalization and
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are driven by individual rationality and profit seeking. Even if it is known that they are not
completely rational, limited in their information and also sensitive to power issues and the
interest of their different stakeholders, the main drivers for their trade and investment deci-
sions remain wage differential, rising productivity, move of clients and competitors, con-
sumer demand, access to technology and resources... All these factors have contributed
to create a world-wide, extremely complex and entangled network of supply-chains that
forms the backbones of modern production systems and cannot be easily removed or over-
passed for strategic reasons. In this sense the “pull” market factors does not necessarily

converge with “push” strategic interest.

What is meant here is only that there are several logics to be watched. Interdependence
is a reality that mitigates strategic pressure and the strength of geo-economic approach or

state capitalism. It does not mean that the mitigating forces will always win.

Europe and China weakening scenario: all eggs in one basket
Some major challenges for China were stressed above with the risk that it will not neces-
sarily be able to sustain its economic growth through its state capitalism model, and thus

take the place it could deserve as a great power.

Here a parallel could be drawn with Europe. At the beginning the European project was po-
litical: a union that would end the century long wars on the continent. However, the peoples
of European countries not being ready for the fusion of their sovereignty and for a common
defense, it was decided that economics would come first and that once interdependencies
are deeply entrenched, political union would be more easily accepted with time. This model
has worked well, with more or less success across time and severe delay, but is now com-
ing to an end with the crisis hitting Europe. This is not any longer a problem of debt but of
massive unemployment and therefore a political crisis undermining the institutions. Europe
is now economically ill and politically divided more than ever. It is returning to its traditional
situation of fragmentation and competing nation-states. This is why the likelihood of the Eu-
ropean Black Swan is rising and, should the EU survive, it might end being only an empty

shell like the League of Nations in other times.

The point related to the Chinese situation is the over-focus on economics. Now that Chi-
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nese miracle has passed its peak, Europe and China have to rediscover that geopolitical
questions and domestic politics cannot be ignored. As long as the economy is prosperous
and keeps its promises, weaknesses can be set aside. When the tide goes out, the rocks
begin to show. Japan also experienced a similar path throwing all its forces in (geo)-eco-
nomics while leaving nearly unaddressed the other aspects of power. And Japan did not

have the multiple challenges China has.

A better balanced power, the (relative) re-emergence of the US
One of the major questions in future thinking is the role of the US by 2030 and further. Ev-
erybody acknowledges that the weight of the US will decrease relatively to the rise of other

powers and the formation of a multipolar world. The problem is to which extent?

Continuing with the scenario of a weakening China in a world where neither Japan nor the
EU could counterbalance the US, then, this world could offer the picture of a much better

position of the US than generally assumed because power is only relative.

Usually the shift to the East and Asia is taken for granted in discussions but several ele-
ments advocate for a greater resilience than anticipated of the West, at least in its US ver-

sion:
- The shale gas and energy revolution in the US with its great impact on production
cost.

- The US-Latin America-EU energy triangle concept that could marginalize other
region (yet to be materialized).

- The rapid increase of wages in Asia relatively to productivity and the lack of skilled
workforce (Asia no longer cheap nor available).

- Constraint on supply chains (distance, hidden costs, natural disaster and other
risks) and rise of robotics reducing the needs for outsourcing in developing coun-
tries.

All these factors have already begun to yield effect with some industries reshoring in the

US or simply shoring like some EU energy-intensive companies.
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However, the most important aspect seems to be the balanced and the changing nature of
power where it is difficult to deny to the US the preeminence compared to other “econom-

ics-mainly” powers.

A good illustration of this could be the image of a future balance of powers found in the

publication “Global Trends 2030” prepared by the National Intelligence Council (figure V-5-
1).

Percent share of global power
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Internet/Communication Technologies
Research & Development

Government Revenue
Human Capital
International Assistance

Foreign Direct Investments
Trade

Muclear Weapons

GDP (purchasing power parity)

Military Spending
Energy

United China India Japan United France Germany Russia
States Kingdom

Source: International Futures Model.

Figure V-5-1; Components of power in 2030 (National Intelligence Council 2012)

Of course, it is only anticipation while several scenarios are possible and one could argue
that this is a US view, which nobody denies. Nevertheless, it illustrates well the specific
advantages of the US, what makes it unique among the great power: the variety, this com-
bination of hard and soft power that lacks to other powers. Even if the absolute figures of
this representation are only assumptions with different outcomes possible, it is unlikely that
China catch up the US in military power. As for the soft power, what has China has to of-
fer particularly if the economy weakens, compared to the power of the US to attract talents

and ensure leadership in science and technology? The traditional fundamentals of power
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(GDP, population, size...) are no longer sufficient in a world of multifaceted and amorphous

networks.

Conclusion

This article is an attempt of future thinking where a scenario has been chosen among oth-
ers, highlighting the challenge to overcome for China, the symbol of geo-economic thinking
and strategy, and the possibility of its weakening. This scenario seems to have reasonable

probabilities to occur but one should acknowledge that it is only a scenario.

If the Chinese economy really weakens to a political crisis level, the country could become
unpredictable and aggressive. There is not sufficient room here to develop other scenarios
but the purpose was to show the interest and limits of geo-economics and the necessity of

diversifying the sources of power, particularly in the 21st century.

Whatever the future, what can be said for sure at this turning point of history, is that politics

is back in all parts of the world.
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VI Technological challenges

China understands that science and technology is a key competence for future economic
growth. In this chapter state-of-arts of science and technology and science and technology
policy in China are overviewed. Chinese challenge to create innovation for future is also

investigated. The chapter describes 6 features for this purpose.

From the point of the view of geopolitical changes in science and technology NIS (National
Innovation System) is important. Especially in China science and technology policy is dom-
inant among NIS toward future. China’s NIS appears to be shifting from the “statist” model
to the “laissez-faire” model led by companies, but in reality, NIS is still dependent on the
government’s science and technology policies. Moreover, China is a totalitarian, state capi-
talist country, and there is danger that techno-nationalism may easily link with other types
of nationalism to sustain the government’s control. The fact that China aspires to become
a leader in innovations that are backed by new science and technology, means that China
tacitly approving the dissemination of new innovations. While it is possible to manage in-
novations within NIS at the time of their creation, it is impossible to manage their conse-
quences. Furthermore, innovations are not necessarily created within the country. Associ-
ated with the geopolitics of science and technology, we must not only pay special attention
to the innovation system of each country, as represented by NIS, but also carefully monitor
the social and political impact of new innovations. In response to the advent of the Internet,
which was developed in the U.S., China maintains the status quo and filter dissident voices
at the brink of its borders. Although it has had to pay the price, China has succumbed to
the Internet. If China were to become a leader in science and technology and a giant in
innovations backed by the fruits of such accomplishments, it must take sound steps to ac-
cept the terms of technological globalization and identify its own characteristics in science

and technology—in other words, devise a method to localize technology.

Among the influstructures which are indispensable for future growth electric power system
is investigated. Chinese power grid development is not enough and is poor comparing to
the economic growth. China is challenging influstructure development in three fields such

as strong grid, smart grid, and super grid. In their development of power grid they are aim-
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ing strong grid at first to achieve power transmission from generation ares to comsumption
ares. By applying UHV AC transmission technologies, high voltage DC system and system
control technologies which are maily developped in other countries. They applied these
technology in their wide country. Smart grid is also under development with other countries
to realize future frexible grid. China is conducting many smart grid pilot projects in distribut-
ed ares. They are developping smart meter, telecommunication technologies for domestin
and global application in future. China can realize these grid concepts in near future. China
is also aiming export their electric power to Europe especially Germany where no nuclear
power is developped. They plans to develop super grid tu Europe with UHV technologies.

Their challenge is at first domestic but global in future.

Chinese government is keen to develop not only nuclear energy and big size natural gas
thermal generation but also renewable energy, such as wind, solar, bio-fuel, and small
hydro for their future energy development. In terms of renewable energy issues, there are
two perspectives: application as energy supply market to Chinese society and manufactur-
ing business of Chinese industry. The main possibility among several renewables in China
is solar or photovoltaic (PV) energy. These years big market of solar energy was Europe
including Germany and Belgium. But the price of electricity was appreciated by renewable
energy application and then Europ is now reluctant to develop much renewables. Now Ja-
pan and China are the biggest market for them. In terms of solar cell business Germany
manufacturers including Q Cells enjoyed the top share. But because of the market shrink
their business is getting worse. Japanese manufactures including Sharp are not competi-
tive in solar cell business. And now Chinese companies such as Yingli Green become top
blue chips. However they have several issues such as trade dispute, price and cost, high
efficiency product needs... Chinese government supports their industry so far. For these

years China will keep their position in PV industry.

As for the fourth area the future of China manufacturing is investigated. The estimate of the
competitive strength in manufacturing of the 2030s in China is difficult. Therefore the fol-
lowing items based on the plant survey and the interviews to the president of China manu-

facturing are discussed:

1. The foreign manufacturers and the china manufacturers.
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2. The national strength enhancement and the China manufacturing industry.
3. The real ability as the world factory
4. Would the china manufacturing industry be able to dominate the world?

As a result, China will support the world economy to exert great influence in the world poli-
tics. Therefore, it's going to be China’s leading manufacturing industry in the world. There
are, however, there are two issues in China’s manufacturing industry. The first issue is the
impact of the one-child policy, which began 35 years ago. Young people are no working in
the manufacturing industry. The second issue is the multi-ethnic country that has lived for
thousands of years. When China’s economic growth makes progress, these two issues will
be the Achilles heel in the future. China will perform one of two choices. Two choices are
the over-concentration management and the distributed management. The good scenario,
China becomes the nation such as the United States, there will be possible to be in manu-
facturing industry to lead the world. On the other hand, such as when the Soviet Union
became Russia, the pessimistic scenario would secession. At that time, manufacturing is
subject to considerable damage. That direction is going to be speculatively in within the

next five years.

Next feature is pharmaceutical industry in China. The Chinese government currently in-
vests heavily to promote health care reform, and one third of the investment is said to be
spent on improvement of its medical infrastructure. And the council proposes to speed up
the establishment of pharmaceutical and public health systems. The plan aims to raise in-
dustrial concentration by improving national policies and promoting integration and reorga-
nization within the pharmaceutical industry, and to hone competitiveness in the global mar-
ket by supporting companies’R & D capabilities. The sales of these companies, however,
range from 1.6 to 3.2 billion dollars. This is far from the global top-tier benchmark of 10 bil-
lion dollars in sales. So far, the management strategies of major companies have empha-
sized the domestic market with a focus on cooperation with domestic medical institutions.
These strategies include scale merit-derived mass production for the domestic market, and
product differentiation through a form of exclusivity given to research results obtained at

universities and government institutions. Chinese companies will aim at expanding shares
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in the growing domestic market. Chinese firms could gain a toehold in the global market
by doing so. It is difficult to predict what the Chinese pharmaceutical industry will look like
in Year 2030. Assuming the current economic growth will continue at the current pace,
Chinese pharmaceutical companies may make it into the world’s top pharmaceutical com-
panies. For that, China not only needs to achieve its economic growth but also needs to

establish a new business model in the increasingly severe pharmaceutical industry.

The 6th feature of science and technology challenge is influence of Chinese Information
and Communications Technology (ICT) on the world. ICT in China is currently a prominent
representative of high-tech industries, and plays a very important role in the promotion of
social employment and economic growth, adjusting industrial structure and changing the
mode of development and maintenance of national security. A broad overview of the influ-
ence on the world is analysed with detailed drill-down of ICT market, ICT Industry, and
ICT Technology in China. The insights are broken down into the following four general cat-
egories: Government policy and promotion, patents and Chinese standardization, cyber-
attacks and state intervention, and Chinese global ICT companies. Chinese government is
promoting the integration of “Informatization” and “Industrialization” in order to open a path
of new industrialization with Chinese characteristics. The integration of the two is a process
whereby information equipment, products and technology are widely applied in industrial
R & D, production, circulation and management in order to promote the development of
digital design, intelligent manufacture, production automation, marketing network and man-
agement information. The next challenge in the economic battlefield is the globalization
of Chinese enterprises. Many Chinese companies have gone global through mergers and
acquisitions, establishing capabilities beyond cost leadership, and other measures. There
is no doubt that the next generation of ICT standards, in accordance with evolving stan-
dards, will bring new birth of Chinese ICT giant companies. Chinese ICT will certainly have
an increasingly significant influence on both economic and social development both within

China and worldwide.
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1 Science and Technology in China: A Study from a
Geopolitical Perspective

Hirokazu ISHIMATSU

Hirokazu Ishimatsu earned his doctorate (knowledge science) from Japan Advanced Institute of Science and
Technology. He is currently an associate professor at the Graduate School of Business of Japan University of
Economics. His research fields include technology management in the information and telecommunications in-
dustry, with a focus on technological standardization and diffusion strategies. In addition, Ishimatsu proposes and
conducts active research on the geopolitical study of science and technology that seeks to understand the distri-
bution of the knowledge of science and technology, and to discern the power balance among states and compa-

nies.

Introduction

Science and technology impact the power balance among states, or geopolitics. Here, this
phenomenon is referred to as the “geopolitics of science and technology”. This paper first
surveys the international changes in today’s geopolitics of science and technology. Next,
the national innovation systems possessed by each country are positioned at the core in
an analysis of the geopolitics of science and technology. Finally, the case of China is taken
up from the standpoint of policies on science and technology, which play an important role

in national innovation systems.

The Geopolitics of Science and Technology

Geopolitics is an academic discipline that seeks to understand the sustainable develop-
ment of a country on the basis of its geographical relationship with other countries. The
geopolitical spaces studied in geopolitics are areas in which disputes among states might
occur. Over the years, geopolitics has expanded its focus from land to sea, air, and outer
space. One driving force behind this expansion is clearly the development of science and

technology®'. Moreover, the rapid development of information and telecommunications

" In the present manuscript, “science” refers to the discovery, systematization, and explanation of objective
rules and principles among matters, “technology” refers to means for the actual application of theories, and
“science and technology” refers to the overall entity of science and technology.
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technology since the 1990s, as represented by the Internet, has introduced cyberspace as
a new subject of study in the field. At the same time, the advent of the Internet has trans-
formed the essential meaning of national boundaries, which were heretofore understood to
be drawn based on the geological concepts of distance and time. Consequently, space in

geopolitics has dramatically evolved from physical to virtual.

Military and economic power also shapes today’s geopolitics. At the same time, current
initiatives in science and technology offer a basis for understanding geopolitics a decade
or two into the future. The distribution of knowledge of science and technology provides
extremely important intelligence in thinking about the future of geopolitics. Therefore, the
geopolitics of science and technology are important in offering a fundamental perspective
that impacts the future of existing geopolitical spaces, including land, sea, air, outer space,

and cyberspace.

Previous studies in geopolitics have focused on science and technology that has a direct
connection with military or “hard” power, such as rocket and nuclear engineering. This has
limited the discussion of comprehensive knowledge of science and technology—which inte-
grates perspectives from other fields—as merely “soft” power (Nye 2004). Indeed, science
and technology constitute a part of “soft” power, and they can be discussed within such a
framework. However, as stated above, their significance greatly differs from other kinds of
“soft” power in terms of their ability to catalyze geopolitical changes. As pointed out by Fer-
guson and Mansbabh, it is appropriate to treat science and technology as independent fac-

tors that influence international politics (Ferguson & Mansbach 1999).

Geopolitical Changes in Science and Technology

As discussed thus far, science and technology are geopolitical. Heretofore, developed
countries, such as the U.S., European countries, and Japan, have acted as leaders in sci-

ence and technology. Today, these two fields are undergoing major geopolitical changes.
The first change is the multi-polarization of the locations at which science and technology

knowledge is produced. Until the 1980s, the triad of the U.S., Europe, and Japan was the

primary producer of scientific and technological knowledge. Subsequently, countries like
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Taiwan and Korea industrialized in the 1990s, and by the 2000s, Asian countries such as
China and India began to focus on the education, research, and development of science
and technology as they too made economic progress. As a result, the producers of science
and technology knowledge have become multi-polarized. China, the main subject of this
paper, has come to rank among the top three countries in the world when considering just
the quantity of knowledge it produces; China’s share of the volume of academic papers in
science and technology in 2010 (the percentage of academic papers against the total num-
ber published worldwide) ranked second, following the U.S. China also ranked third in the
world in the number of patent applications, following Japan and the U.S. (White Paper on
Science and Technology 2012). Dr. Rita Colwell, the former director of the National Science
Foundation (NSF) in the U.S., described this geopolitical change in science and technol-
ogy as a “silent Sputnik” (Colwell 2008). Sputnik, an artificial satellite that was successfully
launched by the former Soviet Union in 1957, demonstrated that the Soviet Union had the
capacity to launch ballistic missiles and that it occupied a superior geopolitical position en-
compassing outer space. The launch incited “Sputnik shock” throughout the western world.
The U.S. has acknowledged that a geopolitical change that could match the impact of this
“Sputnik shock” is silently progressing in the field of scientific and technological knowledge

(“silent Sputnik”), and has taken measures accordingly.

The second change is “brain circulation,” referring to the phenomenon in which people
from countries that are still developing in terms of academic research study abroad at the
top universities in the U.S. and then return to their home countries. This “brain circulation”
is vigorous, especially between the U.S. and China. In fact, of the approximately 50,000
students who earned a doctorate in the U.S. in 2007, the two largest groups were from
Chinese universities—571 from Tsinghua University and 507 from Peking University. In re-
sponse, China has implemented the hangui policy, which encourages Chinese researchers
outside the country to return home. Even if they do not return, knowledge transfers take

place across the borders through networks with the home country (Saxenian 2007).

The third change is the perspective from which phenomena such as the aforementioned
multi-polarization of the production of scientific and technological knowledge and “brain
circulation” are understood in the context of relationships among states. This involves the

simultaneous globalization and localization of technology. Globalization of technology is a
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phenomenon in which technology spreads by transcending national borders and, as a re-
sult, the use of technology, as well as research and development, become integrated on a
global scale. At the same time, localization of technology refers to the concentration of re-
search and development activities of a particular technology in a specific region. These two
phenomena are progressing simultaneously around the world. For example, globalization
of technology includes the international spread of the Internet and mobile phones. Mean-
while, localization of technology is ongoing in cases such as the concentration of world-
class information and telecommunications companies in Silicon Valley in the U.S. and bio-
technological companies near San Francisco and Boston. According to Yamada, although
economic activities continue to globalize, technology will not cease to localize due to three
factors: (1) geographical proximity is important in the tacit transfer of scientific and techno-
logical knowledge; (2) synergy effects (Porter’s cluster theory) are created through the con-
centration of companies in a particular region (Porter 1990); and (3) at the state level, each
country has its own National Innovation System (hereafter “NIS”) (Yamada 2001). NIS is “the
set of institutions that (jointly and individually) contribute to the development and diffusion
of new technologies” (Sharif 2006) and encompasses various systems, both official and
unofficial, including government policies on science and technology, industry, and trade,
relationships among companies, relationships among industry, academia, and the govern-
ment, as well as finances, taxes, intellectual property rights, and education. This paper will

focus on the third factor, or NIS.

Techno-nationalism and Techno-globalism

The above section discussed geopolitical changes in science and technology. Among the
transformations taking place, in the field of international relations, previous studies used
the polarizing views of techno-nationalism and techno-globalism in understanding the si-
multaneous development of globalization and localization of technology (Ostry & Nelson
1995).

In general, scientific and technological policies of techno-nationalism refer to a body of poli-
cies aiming to protect and foster technologies that are implemented preferentially in strate-
gic fields selected by the government in order to secure a superior position for the country

in science and technology. The case of Japan in the 1960s and 1970s is often cited as an
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example of successful techno-nationalism.

On the other hand, techno-globalism not only acknowledges the development of technol-
ogy beyond national borders and the exchange, integration, and interdependence of actors
in research and development as irreversible, but also values these as a process that ben-
efits all states, companies, and citizens. As such, this approach upholds their further devel-

opment.

Since the 1990s, the world economy has rapidly globalized. However, not all countries’ sci-
entific and technological policies have turned to techno-globalism. In fact, the science and
technology policies actually implemented by a country usually reflect various components
of techno-nationalism and techno-globalism rather than a dichotomy between the two ap-
proaches. A country must demonstrate unrivaled uniqueness to be invited into the global

network of science and technology; in other words, the country must “glocalize.”

Analysis of a country’s NIS will aid in understanding how these two approaches are inte-
grated in the country’s science and technology policies. As discussed earlier, NIS is a fac-
tor in technological localization when a country seeks to demonstrate the uniqueness of its
technology. Moreover, Ostry and Nelson (1995) have pointed out that “national innovation
still differ in many aspects, reflecting differences in history, the relative importance of na-
tional security and other objectives in guiding a nation’s policy, and other variables” In this
regard, too, we can judge that an analysis of NIS is geopolitically effective. In the next sec-
tion, we will discuss China’s NIS, the main subject of this paper, and describe the charac-

teristics of Chinese policies on science and technology.

Characteristics of China's NIS

One way to understand NIS is to use the triple helix model (Etzkowitz 2008), which focuses
on actors that play a main role in NIS. Three main actors comprise NIS in this model: uni-

versities, industry, and the government.

This triple helix model is composed of two opposite models that describe the relationship

among the three actors. One is the “statist” model, in which the government controls the
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universities and industry. The other is the free “laissez-faire” model, in which industry, uni-
versities, and the government are independent of one another, and collaboration among

them is weak. Figure VI-1-1 & VI-1-2 shows these two models.

Government

Figures VI-1-1 & 2: S & T in China : The statist model & The laissez-faire model

The Republic of China was established in 1949 under the one-party rule of the Communist
Party; at that time, just like its fellow communist country Soviet Union, China’s NIS fit the
“statist” model. Subsequently, along with economic development, China’s NIS underwent
transformations in stages. As a result, universities and industry, led by private companies,
have come to play a major role in innovation in lieu of the government (Xiwei & Xiangdong
2007).

However, this view must be questioned, as universities and industry remain under the
control of the government. In the Chinese education system, private universities were ac-
credited from 2003. To this day, the majority of universities are national and public and
are under the control of the government. Moreover, it has been frequently pointed out that
Chinese companies that lead research and development activities in the industry, such as
Huawei and Lenovo, have a strong connection with the government, evidenced by the re-

lationships between company executives and top-level Communist Party officials. Huawei,
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for example, has recently experienced trouble with the U.S. in the wake of allegations that
its telecommunications devices sold overseas are sending various types of information to

the Chinese government.

China is a totalitarian state led by the Communist Party. Moreover, its economy is based on
state capitalism, meaning the state intervenes in and manages capitalism. As pointed out
by Bremmer, the surest path for state capitalist governments toward politically sustainable
economic development is to continue to micromanage entire sectors of their economies to
promote national interests and to protect their domestic political standing (Bremmer 2010).
Therefore, the government plays an extremely important role in NIS under state capital-
ism. Sun and Liu have stated that China’s NIS is characterized by the fact that “[it serves
as] an innovation model and tool that was established and led by the government” (Sun
& Liu 2010). Therefore, China’s NIS appears to be shifting to the “laissez-faire” model on
the surface, but in reality it continues to embody the “statist” model. Moreover, as a result,
the degree of techno-nationalism in China is stronger than that in advanced “laissez-faire”
countries. Hereafter, we discuss the policies of science and technology, which the govern-

ment unilaterally controls as an actor in NIS.

The above section discussed geopolitical changes in science and technology. Among the
transformations taking place, in the field of international relations, previous studies used
the polarizing views of techno-nationalism and techno-globalism in understanding the si-
multaneous development of globalization and localization of technology (Ostry & Nelson
1995).

China’s Policies on Science and Technology Today

The government’s policies on science and technology are important determinants of the fu-
ture of China’s science and technology, as the government continues to play a leading role
in its NIS.

Today, China is in the middle of implementing a fifteen-year medium- to long-term plan as

its policy on science and technology, beginning in 2006. The plan was announced by then-

Premier Wen Jiabao at the Fourth National Conference on Science and Technology, which
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began on January 9, 2006. The plan calls for the fulfillment of the following goals by 2020:

- Development of technologies for energy and water resources, and for environmen-
tal protection.

- Acquisition of core information and production technologies.
- Catching up with the most cutting-edge technology in the field of biotechnology.

- Acceleration of the development of space technology, aeronautical technology, and
marine technology.

- Reinforcement of both fundamental and strategic research.

In the field of science and technology, the plan positions the following eleven areas as core
fields:

- Energy and resources.
- IT and services.

- Water and mineral resources.
- Healthcare.

- Environment.

- Urban development.

- Farming.

- Public safety.

- Production technology.
- National security.

- Transport.

Among these goals and core fields, particularly characteristic in terms of geopolitics are the
inclusion of items that could directly trigger resource and military nationalism—resource
and military technologies, respectively. Because China’s political system is ruled by a single
party, there is inherent danger that techno-nationalism could easily link with other types of

nationalism. For example, since 2005, China has imposed regulations on the export of rare
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earth on the grounds of resource protection. However, time and again, it has been pointed
out that this reflects resource nationalism. Moreover, if Huawei were indeed intercepting
information, as discussed earlier, it would constitute a case in which techno-nationalism
has linked with military nationalism in cyberspace. In these ways, we cannot forget the
possibility that the Chinese Communist Party could manipulate techno-nationalism, led by
policies on science and technology, and link it with other types of nationalism to maintain
the regime. We must take proactive steps to increase participation in international research
collaborations to prevent the easy formation of such links (Serger & Breidne 2007), and the

international society must carefully monitor such developments.

The Future of China’'s Science and Technology

As discussed above, China is taking big strides forward to become a leading country in sci-
ence and technology as a national policy. Most likely, China will continue to post a higher
volume of activities in the development of science and technology, as gauged in the num-
ber of academic papers and patent applications. However, we must question the quality of
this output, as revealed by the fact that China has yet to receive a Nobel Prize in the sci-

ences at the time of this writing.

This is because China is a totalitarian state and its society tends to show strong signs of
authoritarianism. Major scientific discoveries are made by challenging and shifting existing
paradigms (Kuhn 1962). Therefore, it is necessary to challenge existing authority. Regard-
ing this matter, the British magazine The Economist has pointed out the qualitative draw-
back of the system in the book “Megachange: The World in 2050”: “China’s authoritarian
regime will stunt the development of creative research, which requires thinking revolution-

ary enough to undermine the authority inside out” (The Economist 2013).

Moreover, the future of China’s science and technology can be speculated from civilization
theory. Historian Niall Ferguson states that western civilization succeeded in dominating
the world due to the interplay of the following six elements: (1) competition, (2) science, (3)
property, (4) medicine, (5) consumer society, and (6) work ethic (Ferguson 2011). Most like-
ly, the only element that has taken root in China is the fifth, or consumer society. As for the

second element, science, China has been making efforts for its development, as already
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discussed. In terms of the first element, competition, there remain transparency issues by
which businesses can benefit from their connections with the government; as for the third,
property, awareness is still low, as reflected in copyright issues. Moreover, medicine, the
fourth element, has yet to become fully available to the general public in local regions.
Finally, there is still room for development for work ethic, the sixth element. Unless poli-
cies are promoted to mutually develop these six elements, China cannot become a leader
in science and technology in the true sense of the word, meaning excellent in quality and

quantity.

Conclusions

This paper attempted to study geopolitical changes in science and technology by focusing
on NIS as a unit of a country. The study is valid in making speculations about the future of
science and technology. In conclusion, China’s NIS appears to be shifting from the “statist”
model to the “laissez-faire” model led by companies, but in reality, the government’s influ-
ence remains strong, and NIS is still dependent on the government’s science and technol-
ogy policies. Moreover, China is a totalitarian, state capitalist country, and there is danger
that techno-nationalism may easily link with other types of nationalism to sustain the gov-

ernment’s control.

There are issues that must be considered in using the analytical unit of NIS itself. NIS is an
approach to foster innovation within an institutional framework. In this context, NIS is the
cause and innovation is the result. However, NIS, which involves policymaking in science
and technology, cannot remain static. Once an innovation created somewhere is spread
on a worldwide scale, it will impact NIS itself, and also the government. In this context, in-
novation is the cause and NIS and changes in the state are the result. Therefore, NIS and
innovation are in a dynamic relationship in which they impact one another. In thinking about
the geopolitics of science and technology, we must of course analyze NIS. However, in ad-
dition, we must identify the types of innovation that are projected to become widespread in

the future and analyze how they would impact NIS and the state.

The fact that China aspires to become a leader in science and technology, and a giant in

innovations that are backed by new science and technology, means that China is tacitly
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approving the diffusion of new innovations. It is impossible to project in advance the social
and political implications of the diffusion of innovations. Therefore, while it is possible to
manage innovations within NIS at the time of their creation, it is impossible to manage their
consequences once they are diffused. Furthermore, innovations are not necessarily cre-

ated within the country in which they are ultimately diffused.

In considering the geopolitics of science and technology, we must not only pay special at-
tention to the innovation system of each country, as represented by NIS, but also carefully
monitor the social and political impact of new innovations. Both tasks are required in study-

ing the geopolitics over the medium- and long-term.

In response to the advent of the Internet, which was developed in the U.S., China has
introduced the Great Firewall to maintain the status quo and filter dissident voices at the
brink of its borders. Nevertheless, despite the inconveniences that it poses to the Chinese
government, China has succumbed to the Internet. No country can escape the wave of

new technologies that are sweeping throughout the entire world.

In order for China to become a leader in science and technology and a giant in innovations,
it must take sound steps to accept the terms of technological globalization and identify its
own characteristics in science and technology—in other words, devise a method to localize

technology.
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subishi Electric Company, where he held several important roles at power system analysis, control and planning
department. He belonged to the Central Research Laboratory and was named as Executive General Manager
of Power System & Transmission Engineering Center of Mitsubishi Electric Company. While working in the busi-
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gineers (IEEE), a member of Engineering Academy of Japan (EAJ).

The Chinese power grid is still not sufficient compared to the rapid growth of electric en-
ergy suppy. In their development of the power grid they are aiming for a strong grid at first
and a smart grid in future. At the same time they are keen to develop international trans-

mission highway (Liu, Zhenya 2012) as a super grid.

Strong Grid

A power grid combines the functions of electricity transmission, trade, and optimized allo-
cation all in itself, therefore plays an increasing role in energy safety, efficiency and energy
conservation... In recent years, State Grid Corporation of China (SGCC) has quickened its
step in building an open, synergized, and highly efficient technical innovation system, and
made overall breakthroughs in key energy and electricity technologies with focus in UHV

(Ultra-High Voltage transmission, 1000kV) technology.
The first overall breakthrough for strong grid is in UHV techologies and application. China

has built four test bases (namely UHV AC(alternative current), DC(direct current), High

Altitude, Engineering Mechanics) and two R & D centers (namely Large Grid Simulation,
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DC System Design). Compliance with high standards and large-grid test and research
system for UHV have been formulated. China has mastered the core technologies of UHV
AC and DC transmission as well as whole set of equipment manufacturing, with leading
results achieved globally. Before 2012, three UHV DC projects, including Sichuan-Jiangsu,
Sichuan-Zhejiang and Xinjiang-Henan lines, as well as Anhui-Shanghai UHV AC lines were
under rapid construction. By 2015, China will complete the UHV AC backbone network that
connects China’s large generation areas and main load centers. China will complete 15
trans-regional DC transmission projects with 260 GW capacity per year. With these, they
can transmit 1200 TWh power per year and accommodate 145 GW more power into the

power grid.

Smart Grids

The second breakthrough is in smart grid construction. Smart grid is a sophistically inte-
grated grid within power network and information network. China has completed the wind/
solar/ power storage and transmission pilot project complex in Hebei province; China has
advanced technology for combined control of new energy. Before 2012, the wind and solar
installed capacity had exceeded 50,000 MW and 2,500 MW respectively. In Bohai Rim and
Yangtze River Delta, China built an intercity service network for charging and battery swap,
including 243 stations, 13,000 charging poles, which can serve 80,000 cars. China has in-
stalled 92.6 million smart meters, which can collect data from 10 million customers, and it
is expected to install 20,000 ~ 30,000 more every year ahead. In cities like Beijing, Tianjin
and Shanghai, many smart grid pilot projects are built, including smart substations, storage
systems, network convergenceof power and information, smart distribution, smart building,
and smart home appliances. China has also built a smart power dispatch system with grid
panoramic monitoring, and dynamic analysis, which are applied to 220kV and above grids

to realize integrated dispatch.

Smart Grid Technologies

Smart Meters

The power grid in China is undergoing a fundamental upgrade, focusing on the develop-

ment of a smart grid. A primary element of this transformation is the deployment of inter-
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active technologies, including smart meters for residences and businesses. The installed
base of smart meters in China will reach 377 million by 2020, growing from 92.6 million in

2012. The penetration rate for smart meters will reach 74 percent in 2020.

The State Grid Corporation of China (SGCC), the government-owned electric utility that
leads the market by a large margin, is the main force behind efforts to construct the coun-
try’s smart grid. Moreover, building a smart grid is a key goal for many provinces and cities

under the country’s recent Five-Year Plan, which continues through 2015.

The greatest smart grid growth in China will occur in transmission system upgrades, with
transmission investment reaching a cumulative total of more than $72 billion by 2020. The
Chinese government and SGCC have emphasized their intention to invest in high-voltage
DC and transmission upgrades in order to solve the country’s power imbalance issues.
China aims to provide electricity to urban and rural areas by delivering generated power
sources from developable hydropower located in the mountainous southwestern region, as

well as wind and solar resources concentrated in the northwest.

In China there started many industrial restructuring in smart meters business. One of the
many collaborations among companies is Atmel® Corporation, a leader in microcontroller
and touch solutions, and Wasion Group, a leading supplier of advanced energy metering
products and solutions. They announced the two companies have signed a memorandum
of understanding (MoU) to develop smart electricity meters and data concentrators utilizing

highly integrated power line communication (PLC) solutions developed by Atmel.

According to market research firm Pike Research (Pike Research in 2013), 17.9 million
smart meters have been deployed since Q2 2012 in China as the largest driver. The joint
development between Atmel and Wasion helps drive adoption of standards-compliant
smart metering solutions in worldwide markets based on field-proven and cost-effective
narrowband PLC technology. Atmel and Wasion Group collaborate on product develop-
ments based on the Atmel ATPL210, ATPL220 and SAM4SP32A, the world’s first single-
chip compliant system-on-chip solution based on an ARM® Cortex™-M4 processor-based
microcontroller (MCU) core with 2MB of Flash memory, supported by Atmel Studio 6 inte-
grated development platform (IDP).
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Energy storage

A partnership between the Snohomish PUD in Washington State and 1 Energy Systems
developed and deployed an approach to energy storage aimed at helping electric utilities
increase their use of renewable energy and improve overall reliability. Under the partner-
ship, 1 Energy Systems will provide a one-megawatt battery energy storage system, built
on a Modular Energy Storage Architecture (MESA). The system, based on commercially-
available, advanced technology batteries, will be housed in a standard shipping container,
which is installed at a PUD substation. Alstom Grid and faculty at the University of Wash-

ington are also collaborating on the project.

The project brings major equipment and software companies together to establish the ap-
propriate industry standards and interfaces to make storage more economically and op-
erationally viable. This approach is much different than other energy storage projects in
the past and should result in the expanded application of plug-n-play type energy storage
systems to help solve the expanding needs of today’s electric grid that depends more and

more on intermittent resources such as wind and solar (Memoori 2011).

PON technology in China

China’s big utility is testing passive optical networking technology with a nod to capabilities

that extend beyond grid reliability. It's one of five intriguing smart grid projects in China.

An interesting piece in the MIT Technology Review highlights a smart grid pilot that State
Grid Corporation of China is rolling out to test passive optical networking (PON) technol-
ogy, described as high-bandwidth data wiring that can be run inside electric power cables
without interference. The thinking is that the technology can not only make the electric grid
more efficient and reliable, but could also be a conduit for delivering high-speed Internet,
TV and telephony. As the article points out, there’s difference of opinion on whether it’s

something U.S. utilities would or should consider.

SCADA System

China’s smart grid development drives massive revenue growth in the power Transmission
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and Distribution (T & D) Supervisory Control and Data Acquisition (SCADA) systems mar-
ket in the coming years, according to research and consulting firm GlobalData (GlobalData

July 2013).

SCADA industrial control systems gather data from sensors and instruments located at re-
mote sites and transmit and display the data at a central site for control or monitoring. The

systems also collect and analyze data in real time, which is integral to smart grid networks.

GlobalData predicts the Chinese SCADA market value to soar from $3 billion in 2012 to
$20 billion by 2020, at a compound annual growth rate (CAGR) of 27 percent, resulting in
Asia increasing its share of the global market from 45 percent in 2012 to 61 percent by the

end of the decade.

China’s aim to become the world leader in smart grid technology will prove the key driving
force in SCADA revenue growth, with the country’s T & D infrastructure investments un-

matched globally, according to GlobalData.

However, as the reliance upon smart grid systems grows, the threat of cyber-attacks be-
comes ever more significant. Developing effective security against threats such as the
Stuxnet and Night Dragon attacks is the greatest challenge facing the global SCADA indus-
try today, according to the firm, as the use of malware and viruses is becoming increasingly

common, raising the future risk of attacks on SCADA control centers.

China’s drive to develop its smart grid expansion will result in China increasing its share
of the global market from 45 per cent in 2012 to 61 per cent by the end of the decade, say

analysts at consulting firm GlobalData.smart grid

Smart grid investment to double by 2018

China’s need to address its imbalanced energy supply is making it the world leader in
smart grid development. Coal remains China’s primary source of power generation and 76
per cent of the country’s coal resources are located in Shanxi, Inner Mongolia, Shaanxi,
Xinjiang, and other northern and western regions. However, the country’s energy consump-

tion needs are mainly concentrated in the more industrialized economies in the eastern
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and southern regions. Navigant Research in the US estimates that smart grid development

in China will generate $127bn in cumulative revenue from 2013 to 2020.

The Chinese government’s current energy strategy calls for “strengthening the construc-
tion of the smart grid” and this is resulting in considerable investment and development in
the country’s power infrastructure. “The area of strongest smart grid growth in China will be
transmission upgrades, anticipated to reach more than $72 billion in revenue by 2020 on a

cumulative basis,” said Bob Lockhart, senior research analyst at Navigant.

Global smart grid investment grew 7% in 2012 to US$13.9 billion according to figures from
Bloomberg New Energy Finance. In terms of geographic spread, the sector mirrors photo-
voltaics with the U.S. clinging to top spot but due to be replaced by China in 2013, in large

part thanks to a willingness to invest in smart grid technology by the Chinese government.

Some $4.3bn was invested in smart grid technology in the U.S. (down from $5.1bn in
2011). On the otherhand a big smart metering procurement program from the Chinese na-
tional State Grid company was the main driver behind $3.2bn of investment in the People’s
Republic, up from $2.8bn in 2011.

Investments in smart-grid technologies that boost efficiency and curb energy waste rose
7 percent last year to $13.9 billion, driven by spending in China, according to Bloomberg
New Energy Finance. China raised investments by 14 percent to $3.2 billion, largely be-
cause of a smart-metering program, according to the London-based research company.
It forecasts Chinese spending on smart grids will outstrip the U.S. in 2013, where it fell 16

percent to $4.3 billion.

Smart Communities Projects

China is enhancing the smart grid concept to smart cities and communities. There exist

many smart grid and smart communities projects going in 2013 in China such as:

- Tanghai, Tangshan, Hebei is one of the biggest urban development under the con-
cept of smart city.

- Tianjin.
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Huainan, Anhui.

Chongqing.

Changsha, Hunan

International Transmission Highway

From a global perspective in some countries and regions, the energy resources and de-
mands are unevenly distributed and far away from each other, thus requiring large-scale
and remote transmission of electricity. Based on the above recognition and the practice in
China, building an intercontinental transmission highway and electricity trade market with
advanced UHV AC and DC transmission technology is a strategic move to push forward
the optimized allocation of global energy resources and sustainable energy development

as well as energy security.

As for the perspective of energy demand, Europe is among the world’s largest energy con-
sumers. Its energy consumption in 2011 takes up 23% of the world’s total, second only to
Asia Pacific (39%). In recent years, Europe has been devoted to green and low-carbon
development. Europe is taking proactive measures to optimize energy structure with a bias
to renewable energies. Its target is to bring renewable resources in 2020 to 20% of total
energy consumption mix. Meanwhile, under the impact of Fukushima nuclear disaster, Ger-
many, Switzerland and Italy have renounced their own nuclear programs. Germany even
decided to close all nuclear reactors within 10 years. Given these situations, Europe faces
new challenges of energy supply. There will be huge energy shortages waiting for new en-
ergy replacement. It is estimated that Europe’s dependency on imported primary resources
will reach 65% by 2020, and up to 70% by 2030. UHV transmission, as a safe, economic,
efficient and mature transmission technology, will make optimization of global resources
possible. For £800 kV DC projects, transmission power is 8000 MW, and economic trans-
mission distance could reach 2500 km. For 1100 kV DC projects, transmission power is

11,000 MW, and economic transmission distance could reach 5000 km.

Looking around regions nearby Europe, China’s Xinjiang autonomous region, Russia’s

Siberia, CIS countries and Mongolia are very rich in wind, solar and hydro power, with big
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potential for development, yet relatively low local demands and costs. These regions are
generally 4000~8000km away from European countries. They are well suited to become
the future large power source bases, with clear advantages in applying long-distance pow-
er delivery all the way to the load center in Europe by UHV DC transmission technology.
Given the transmission distance and factors such as the transmission loss and capacity,
direct transmission and relayed transmission are considered as two possible transmission
patterns, and there are three options of transmission plan when it comes to realizing this

intercontinental highway.

The first option is to bundle up new energy and local gas power in Xinjiang of China. Then
this huge amount of electricity will be transmitted 5600km to Germany by £1100 kV UHV
DC lines, with a transmission capacity of 11,000 MW (or even 22,000MW with double-

circuits on the same tower).

Option two is to bundle up gas power in Kazakhstan with new energy in Xinjiang, and deliv-
er this power 4700km to Germany by +1100 kV UHV DC lines, with a transmission capacity
of 11,000 MW (or even 22,000MW with double-circuits on the same tower).

The third option is to bundle the hydro, wind and gas power in Siberia, then deliver it by
+1100kV UHV DC transmission lines to west Russia, and from there on, relay this power
to Germany by +800kV UHV DC lines. The transmission distance is about 6400 km, and
transmission capacity is 11,000 MW (or even 22,000MW with double-circuits on the same

tower).

Compared with the cost of directly connecting offshore wind power of North Sea to Ger-

many, all the above mentioned three options have competitive advantages.

In the future as the European super grid progress, China will deliver power to this super
grid through UHV grid, and then though this super grid to every nation in Europe. For this
intercontinental transmission line, the annual transmitted power total could reach 66 TWh,
a huge relief and compensation for the electricity gap incurred by the denuclearization of
Europe, and a push for the European target of low carbon development. In the first phase,

China can deliver renewable power bundled up with conventional power. Then, with future
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progress and breakthroughs in energy efficiency, new materials, and energy storage tech-
nology, China could anticipate that renewable power can be transmitted from central Asia,
Middle East and North Africa to Europe on a massive scale. Meanwhile, UHV technology
can also be applied in the America, Europe and Africa intra- or inter-continentally for re-

source optimization.

Building intercontinental transmission highways is feasible in technology and good for safe-
ty and efficiency. In recent years, UHV transmission technologies have undergone rapid
development and are now turning mature. Our well-operated UHV AC and UHV DC proj-
ects have withstood harsh tests of frost, lighting, rainstorm and high wind since 2009 and
2010, which is a strong proof for the reliability and safety of the UHV technology. China has
built a world-class large power grid simulation analysis system and launched simulation
calculations for large hydro, thermal, wind, nuclear, and UHV transmission, including 11500
nodal points, 2260 generators and 35,900 lines. China has mastered advanced large pow-
er grid control and system protection technology. Along with the application of smart grid
control technology and improvement of equipment reliability and management level in the
future, UHV large grids will be safer and more reliable. The future power grid upgrade and
structure optimization in Europe will enhance the accommodation capacity and security

level of the grids so as to satisfy the needs of multi-infeed DC system with large capacity.

Building intercontinental transmission highway has significant economic, social and en-
vironmental advantages. First, it can effectively boost economic growth. Nowadays, the
world economic recovery is still weak. Building intercontinental UHV project will boost in-
vestment, innovation and development in electrical equipment, metallurgy, building materi-
als, new energy and new material industries. Second, it can promote energy saving and
emission reduction. A transmission line with transmission capacity of 11GW could provide
66TWh clean energy to Europe each year. In other words, every year, China could save 21
million tons of standard coals, reduce 60 million tons of CO2 emission and 360,000 tons of
SO2 emission so as to change the development mode to a low-carbon and greener way.
Third, it helps realize energy complementation. Due to vast geographical size, time differ-
ence and large diversity of load centers as well as power resource structure, intercontinen-
tal transmission highways could realize cross region capacity compensation, load shedding

and mutual back-up. Fourth, it also works for promoting common development. The inter-
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continental transmission highway will leverage resource advantages in Asia and Africa as
well as the economic advantages in Europe, increase employment opportunities, narrow

the North-South Gap and promote common development of world economy.

Conclusions

Chinese power grid is under construction in terms of strong and smart grid. Their network
will be sufficiently supplied in these years. It makes China competent in industrial circum-
stances. At the same time using their technologies developped through such innovations

they can provide an inter-continental transmission highway to Europe via super grid.
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3 The positioning strategies on renewable energy -
Solar Energy

Hiroshi Suzuki

He joined Japan University of Economics in April 2012 as a Professor and Director of Meta-Engineering Research
Institute. His research is on innovation and Meta-Engineering. Before joining Japan University of Economics he
worked for GE Energy from 2003 as Technology Executive with broad knowledge of power and energy infrastruc-
ture and a global network of academics in utility/industrial market. He had been in charge of new business devel-
opment, mining opportunities for Digital Energy Products in particular.Prior to joining GE, Hiroshi was with Mit-
subishi Electric Company, where he held several important roles at power system analysis, control and planning
department. He belonged to the Central Research Laboratory and was named as Executive General Manager
of Power System & Transmission Engineering Center of Mitsubishi Electric Company.While working in the busi-
ness arena, Hiroshi was a Visiting Fellow of National Institute of Science and Technology Policy of the Science
& Technology Agency, and is of Nihon University MBA Course. He conducted power system planning in 1979, in
Advanced Systems Technology of Westinghouse Electric Corporation. He earned his Ph.D. degree in electrical
engineering from the University of Tokyo in 1974 and is a Fellow of The Institute of Electrical and Electronics En-

gineers (IEEE), a member of Engineering Academy of Japan (EAJ).

Introduction

Chinese government is keen to apply renewable energy, such as wind, solar, bio-fuel, and
small hydro for their future energy development. In terms of renewable energy issues,
there are two perspectives: application as energy supply market to Chinese society and
manufacturing business of Chinese industry. The main possibility among several renew-

ables in China is solar or photovoltaic (PV) energy.

In this paper the state-of-the-art of PV market in China and business of Chinese manufac-

turing are described and future strategy perspectives are estimated.

In the coming years it is necessary to deal with these three major trends in the solar indus-

try:

- In 2008, the global solar market was for 80% in Germany, Italy and Spain. In com-
ing years 80% would not be in those countries but in East Asia.
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- Energy utilities are starting to worry about the challenges of integrating increasing
amounts of distributed energy resources.

- Itis moving from being policy driven to being a competitive energy source with new
business models based on self-consumption and electricity storage integration.

These trends call for action and through the challenges China needs to optimize the busi-

ness development and strategy for these new realities.

International Renewable Energy Agency (IRENA) has announced China has decided to
join. China is the world’s largest producer of power generation capacity to reach 1140
GW. It is also the world’s top level in the production of facilities and use of wind, solar, and
hydro. Taking IRENA to advance the international efforts for the dissemination of renewable

energy, China’s accession is an important step.

Renewable Energy Market

Renewable Energy Fund
To the Ministry of Finance of China, in order to pay the appropriate subsidies to companies
that are doing renewable energy, the State Council seems to have prompted the establish-
ment as soon as possible of a renewable energy development fund. National Development
and Reform Commission official said it expected to be able to solve the problem can be
achieved by the end of 2013.

Recently, for the healthy development of promising industry, the State Council Executive
Committee has submitted a request for six items. In which, by expanding the scale of re-
newable energy, the fund has been set up that spread to ensure grants. Currently, officials
of various fields have continued with consultation under the surface of these issues, and of-
ficials of Development and Reform Commission, predicted that resolution is to be achieved
by the end of 2013.

Feed In Tariff Scheme
Bloomberg New Energy Finance (BNEF) prospected the solar market in the world after

China to Japan. This occurs by Feed-in Tariff (FIT) of power paid off in these countries.
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According to the investigation report of BNEF, solar power in 2013 is at 6.1 — 9.4 million
kilowatts, and expected to exceed 3.2 — 4.0 million kilowatts original in China. BNEF de-
scribed as “revised upward because of development plan and was stronger than the initial

forecast, solar cell shipments of October-December period in 2012 soared”.

Acceleration of market development is based on increasing facilities of 10-1000 kW using
idle land or roof of a building. Solar power market of 6.1 — 9.4 million kilowatts in China in
2013 is compared to 3.3 — 3.9 million kilowatts in the United States forecast. In the case

the order would be no. 1 China, two Japan, three Germany based upon amount introduced.

In solar cell market size based upon amount of money, US based IHS has announced the
prospect that Japan could become the top spot in 2013. Germany, which was the first place

in the 2009-2012 year, dropped to third place. Second place is China.

China aims to have 35 GW by 2015 in installed capacity of solar power. This means it is
raising to four times the 2012 year-end strength of 8 GW. In the statement of (equivalent
to the Cabinet) State Council, it expressed intent to raise by 10 GW per year in the power

generation capacity in 2013 — 15.
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Renewable Energy Manufacturing Business

2012 Module Supplier Countries Change from
Rank 2011

1 | Yingli Green China +1

Energy

2 | First Solar us +2

3 | Suntech China -2

4 | Trina Solar China -1

5 | Canadian Solar Canada -

6 | Sharp Solar Japan -

7 | Jinko Solar China +2

8 | JA Solar China +7

9 | SunPower usS -1

10 | Hanwha SolarOne | China -3

Table VI-3-1; Top 10 PV Module Suppliers in 2012 (NPD SolarBuzz, January, 2013)

As for the world solar panel business, Chinese companies have shown the presence with
overwhelming amount of production (Table VI-3-1). In various statistics, Chinese compa-
nies such as JA Solar, Suntech Power, and Yingli Green Energy which occupies the top of

the production volume ranking.

On the other hand, demand was concentrated in the developed countries such as Eu-
rope and Japan. This was because policies forced reductions of emissions of greenhouse
gases, and therefore the spread of renewable energy is essential. Governments have been
urged to stimulate demand and purchase power generation systems, such as purchase

subsidy of the solar panel.
Faced with aggressive Chinese bias Q-Cells, Germany’s largest and the best in the world

for the production of key components of the panel bankrupted in 2011. Displeasure with

China bias is increasing in Europe and the United States.
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Production of thin film solar cells with crystalline silicon

Solar cell world production volume had reached 30GW units in 2011, but it was 28.6GW
in 2012. In 2012, it dropped 11 percent from 2011 and showed negative growth for the first
time. It happened by the influence of the amount of stock in early 2012. In terms of the re-
gional production volume, it was China and Taiwan 19.2GW, Japan 2.6GW, Europe 1.4GW,
America 0.9GW, and 4.6GW of other regions.

Production volume in China and Taiwan was world leading for the sixth consecutive year,
as a global solar cell supply base; China is driving to continue the world production of solar
cells. Global market share in China and Taiwan was 67.1% in 2012 up from 65.6% in 2011.
The top 20 solar photovoltaic (PV) module suppliers accounted for almost 70% of global
PV shipments in Q1°13(NPD, SolarBuzz, January 2013). The continued consolidation of
solar PV manufacturers is creating opportunities for the leading tier 1 module suppliers.
The market share of the top 20 module suppliers increased significantly in Q1°13 to 70%,
up from 58% in Q1°12.

As the solar PV industry continues to show increasing globalization of end-market demand,
tier 1 solar PV module suppliers are implementing aggressive overseas marketing strate-
gies to increase market share. This is most evident among the top 10 Chinese tier 1 PV

module suppliers such as Yingli Green Energy, Trina Solar, Jinko Solar, and Renesola.

The top 10 Chinese suppliers have been less successful in countries where there is strong
competition from domestic module suppliers or attractive solar PV policy incentives. In the
US and Japanese solar PV markets, for example, local manufacturers still rank at the top
for domestic PV module shipments. Over the last four quarters, US based manufacturers
First Solar and SunPower were the leaders in module shipments to the US market. In Ja-
pan, leading domestic PV module suppliers Sharp, Kyocera, Panasonic, and Solar Frontier

also outperformed Chinese competitors during the same time period.

Solar PV module supply to the US and Japan is contrasted with the dominance of tier 1
Chinese module suppliers in European countries, emerging solar PV regions, and in China
and Australia. Over the four quarters in 2012, for example, almost 50% of modules shipped

to the Australian PV market have been supplied by a small group of tier 1 Chinese manu-
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facturers led by Trina Solar, followed by Renesola, Suntech, China Sunergy, and Canadian

Solar.

Leading European tier 1 PV module suppliers, such as Conergy and SolarWorld, continue
to target European and North American PV markets that are characterized by brand rec-
ognition and higher pricing levels. However, this strategy comes at the expense of global
penetration, as their market share within the top 20 module suppliers declined from 10% in
Q112 to 7.5% in Q1°13.

Price and Cost of PV cells (HIS Report 2013)

While solar PV module pricing levels continue to vary across the key solar PV end-mar-
kets, the average sales price for the top 20 tier 1 suppliers showed signs that of stabilizing
at $0.76/Watt in Q1°13. This compares to $1.03/Watt in Q1°12.

Chinese panels are increasing in price due to the EU’s anti-dumping tariffs. As a result,
high-quality modules from South Korean and Western suppliers are becoming more com-
petitive. The stabilization of module prices during Q1’13 was driven mainly by a geographic
shift in demand from end markets during the quarter, with strong demand from higher price
countries such as Japan preventing further global declines. However, pricing continues to
vary considerably among different countries and for the various module technology types
being supplied. The European Union’s anti-dumping tariffs are driving up prices for Chi-
nese solar modules, marking the end of a fast growth period made possible by inexpensive

photovoltaic products.

Average pricing for Chinese crystal polysilicon modules in Europe rose by 4% in June
2013 to €0.54, up from €0.52 in May (NPD SolarBuzz, April 2013). The increase follows a
steady price decline since the first quarter of 2009 (aside from a seasonal uptick in Febru-
ary 2013). With the plan to reduce government subsidies in Germany starting in April 2012,
low-cost PV modules from China took over as the engine of growth in the European solar
market, enabling the continued expansion of installation. The end of the era of low-cost
Chinese modules is likely to cause many companies engaged in the engineering, procure-
ment and construction of solar systems to go out of business in 2013. The EU Commis-

sion imposed tariffs on June 2013 5 of 11.8%, which correspond to a net value of €0.05 to
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€0.055 per watt. The additional cost has translated directly into an increase in prices for

buyers.

Prices are now rising due partly to the closing of a loophole that allowed them to bypass
the tariff. Some Chinese suppliers in May 2013 and early June used Croatia’s transition
from a non-EU to an EU member state, declaring modules shipped to Croatia before July 1

as duty-cleared goods. The circumvention, however, is no longer available.

As a result, average tariffs on imported Chinese solar modules could rise on average by
47.6% between Aug. 5 and Dec. 31 in 2013. If the 47.6% tariff goes into effect, global sup-
ply lines and pricing for solar modules will be shaken up dramatically. Chinese suppliers
initially would suspend almost all shipments to Europe. In order to continue serving the Eu-
ropean market, they then will try to shift production capacity to locations outside of China
by using overseas branches or via agreements with non-Chinese module makers. But even
if they succeed in this, the supply disruption is likely to cause module prices to increase by

12 to 20% during the following months.

High-end pricing for modules have already cleared European customs to amount to €0.60
to €0.65 per watt. These are modules that would normally be subjected to the 11.8% duty
but came through duty free due to their clearance before June 6, 2013. Such a level of
pricing makes high-quality modules from South Korean and Western suppliers more com-
petitive with Chinese-made products. Because of this, European module buyers are likely

to switch to these alternative sources.

On the global scale, the price increase in Europe has been compensated by declining
prices in Japan. Chinese modules sold to Japan dropped below $0.70 per watt on average
in June 2013, the first time in history they have been at such low levels. Chinese suppliers
are competing furiously and driving prices down in Japan, despite restrictive regulations
on imports and quality. Chinese solar manufacturers that are still trying to sell the cheap-
est panels have failed to adapt to an industry seeking more efficient products. Panel prices
have plunged, and now make up less than half the cost of a system. Customers are no
longer seeking the cheapest solar panels; they want the cheapest solar energy. Most solar

companies compete on price. SunPower has transitioned to selling energy. Chinese pro-
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ducers have been accused of selling panels in Europe and the U.S. below cost. Offering
ever-lower prices has become a money-losing strategy for most solar companies, Werner
said. All of the China-based manufacturers in the 17-member Bloomberg Industries Global

Large Solar Energy Index are expected to report losses in 2013.

Other Costs: expenses including labor and customer acquisition make up a greater portion
of the cost of solar systems. Spending less on photovoltaic components won’t have much
effect on the bottom line. SunPower’s panels use cells that convert as much as 24 percent
of the energy in sunlight into electricity. The company expects to reach 25 percent in a few
years. Yingli Green Energy Holding Co. sells panels with efficiency rates as high as 15.4
percent. Higher efficiency “allows you to produce more energy over time. SunPower typi-
cally charges more for its panels and the higher efficiency justifies the price tag. Panel pric-
es make up about 20 percent to 25 percent of the cost of a solar system, compared with as
much as 70 percent in 2010 and 2011.

Failure of PV companies

BEIJING Suntech, one of the world’s biggest solar panel manufacturers has defaulted in
March 2013 on a $541 million bond payment in the latest sign of the financial squeeze on
the struggling global solar industry. Suntech Power Holdings’ announcement was a severe
setback for a company lauded by China’s Communist government as a leader of efforts
to make the country a center of the renewable energy industry. The company is explor-
ing strategic alternatives with lenders and potential investors. A sharp drop in solar panel
prices over the last several years has erased the profits of solar panel makers around the

world.

Other major Chinese producers including Yingli Green Energy, LDK Solar and Trina So-
lar have reported heavy losses. That has prompted expectations that the government will
intervene and force companies to merge or shut down. Prices of polysilicon wafers used
to make solar cells plunged by 73 percent from 2010 to 2012. The price of cells fell by 68
percent and that of modules by 57 percent. Major manufacturers amassed debts of $17.5

billion, according to Maxim Group, a research firm in New York City.

Deep-pocketed Korean conglomerates are moving into the solar industry, adding still more
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competition. Chinese producers also have been hit with U.S. anti-dumping tariffs imposed
to offset what Washington says are improper subsidies from Beijing. European solar pro-
ducers also have filed anti-dumping complaints, with the European Union asking for higher
tariffs on Chinese imports. In July 2013 Suntech announced the closure of its U.S. factory

in Goodyear, Arizona, and the elimination of 43 jobs.

Disputes and Issues of Chinese PV companies

While the trade friction with Europe is intensifying, solar panel industry in China is rushing
to markets in the U.S. and European markets other than those with the trade friction, such
as Southeast Asia and Japan. It's going to be a key to whether they can establish a model

for service in high value-added areas in the future.

Solar panels made in China are exported at a price cheap unfairly; EU (European Union)
decided a temporary injunction to impose sanctions tariffs on anti-dumping interim. The EU
decided as a result of the investigation, that solar panels made in China are sold at a price
about 88% cheaper than the market price, and therefore suspicion of dumping is strong.
Regarding the sanctions tariff, caution was voiced from the UK and Germany, but since
Chinese-made panels accounted for 80% of the market share in the EU, employment and

industry would be hit hard by the decision.

Chinese trade officials met with the European Commission to discuss ways in which the
two trading partners can avoid a worsening anti-dumping dispute regarding Made in China
solar panels. A provisional tax on Chinese-made panels is expected to be applied in early
June 2013 as long as the European Commission does not change the policy. The Euro-
pean Commission has opened an anti-dumping probe against Chinese solar glass makers
following a request by European manufacturers, in the latest row between China and its

Western economic trading partners, the EC said.

Strategies of China

Chinese solar PV manufacturers are eyeing a possible move to Greece in an effort to miti-
gate the impact of EU anti-dumping tariffs. Chinese operations at the Port of Piraeus in Ath-
ens could help. They are considering transferring part of their production lines to Greece

in an attempt to circumvent EU anti-dumping duties on their products. Representatives of
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Canadian Solar, Yingli Solar and Huawei recently travelled to Athens, Greece, in order to
have direct talks with local PV manufacturers over the prospect of setting up manufacturing
collaborations in the country. Such collaborations could take the forms of manufacturing
their products in Greece, renting existing Greek industrial premises and acquiring shares
in Greek industries. The dominant scenario is for Chinese manufacturers to transfer as-
sembly of their products in Greek territories. To that end, they could rent existing Greek PV

industrial bases or build new ones in collaboration with Greek manufacturers.

The aims of Chinese manufacturers are as follows: Firstly, assembly lines do not require a
lot of staff, thus Chinese PV modules can remain substantially cheap and competitive. Sec-
ondly, Chinese manufacturers have access to the Piraeus Port, the biggest port in Greece
located next to the capital city Athens. China’s state-owned global shipping giant China
Ocean Shipping Co. (Cosco) runs half of the port. Initially, Cosco launched operations in
Greece the Piraeus Port’s Pier Il in 2009, signing a deal which put Eur500 million into the
coffers of the cash-starved Greek government. Since then, Cosco has converted the Pi-

raeus port into a successful business and has posted remarkable results.

Developments regarding the ongoing trade dispute between the EU and China will show if

China needs to map a new ‘silk road’ for its photovoltaic products to Europe.

Conclusions

China is enjoying the top share of PV cells business and promoting PV application in their
market. However they have several issues such as trade disputes, price and cost, high ef-
ficiency product needs... The Chinese government has supported their industry so far. For

the next few years China will keep their position in PV industry.
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4 Competitive Strength in Manufacturing - The Fu-
ture of Chinese Manufacturing

Keizo Sakurai

Keizo Sakurai received his Ph.D. in “the Management to Technology” from Yokohama National University. He has
been a full professor with the Graduate School of Management of Japan University of Economics since 2012. 30
years, He has been doing the product development and production management in Japan manufacturing com-
pany. He also has done research on China manufacturing company. He interviewed to the president of the 20
companies of China manufacturing company in the three years from 2010.He analyzed the work time of assembly

industries in China in 2011.

Overview

| think that estimating of the competitive strength in manufacturing for the 2030s in China is
difficult. The competitive strength in manufacturing of the 1970s in Japan was great. How-
ever, | was not able to predict the decline in competitiveness of today. One of the reasons
for the decline is the rapid changes due to globalization that began with the 1990s . There-
fore, | think prediction of the future is very difficult. However, | would assess for the follow-
ing items based on the plant survey and interviews with the president of China manufactur-
ing (Sakurai 2011, Sakurai 2012).

1. Foreign manufacturers and Chinese manufacturers
2. National strength enhancement and the Chinese manufacturing industry
3. The real ability as the world factory

4. Would Chinese manufacturing industry be able to dominate the world?

Foreign manufacturers and Chinese manufacturers

China has carried out the policy of market economy, the inspection of Deng Xiaoping and
the policy of special economic zones since 1986. Foreign manufacturing companies have
made inroads into the Chinese market as a result. The companies from the three Scandi-

navian countries and Eastern Europe had made inroads into the Chinese market before
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1986. And the companies in Western Europe, the U.S. and Japan have made inroads
into Chinese market since 1986. Engineers of foreign manufacturers taught the basics of
manufacturing of material, processing and manufacturing technology to the engineers of
Chinese manufacturing (Saito(2009)). Subsequently Taiwanese companies of OEM sup-
pliers of Western companies have made inroads into Chinese market. Korean companies
of neighboring countries have also made inroads into the Chinese market. Many Japanese
companies have made inroads into the Chinese market since the 2000s. China has carried
out the policy of market economy, has changed companies to private ownership from state
ownership. As a result, China attracted foreign manufacturers, and was able to promote
technology transfer. China was able to improve productivity and increase technology in
this way. There is not preferential treatment of foreign manufacturers in China after WTO
accession. However, there is preferential treatment of engineering and built-in software for
foreign manufacturers in China.l think the modernization of China has achieved the results

by this state policy.

Companies were classified as state-owned enterprises, private enterprises, collective-
owned enterprises after market economic policies (Saito 2009). | analyze the private enter-
prises in this paper. The state-owned enterprises are in energy and fundamental industry,
those companies can not be operated by the company president. The origin of private com-
panies were classified as (1) state-owned enterprises, (2)village enterprises, (3) foreign
companies, (4) merger companies, (5) private company from the base. The pure Chinese

companies are (1) and (2) and (5). Companies derived from foreign capital are (3) and (4).

Haier, Lenovo, Huawei are world-famous Chinese companies. Haier (consumer electron-
ics) is a (4) type. Lenovo (PC manufacturer) and Huawei (communication manufacturer)
are (5) type. The two companies were entrepreneurs in the 1980s. These companies have
grown through M & A. This paper will focus on manufacturing companies ((1) (2)) that had
been entrepreneurs before 1986 in pure Chinese companies. This is because many of
these manufacturing enterprises are established by the work of foreign companies from to-
day. The problem in the future is to prevent foreign manufacturing companies moving out of
China. According to the research of the author, there were 3500 Japanese manufacturing
companies in Dalian City 20 years ago. However, there are just 1400 today. The transfer

to other countries of the foreign manufacturers affects the development of Chinese private
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enterprises. | think that the manufacturing companies in China have been put in a very se-

vere situation.

The reason is that the user of the Chinese market, is not satisfied that the car just move.
The user of the Chinese market will require the functionality at the same level as devel-
oped countries. If the foreign manufacturing companies go out of China, the manufacturing
enterprises in China will not be able to transfer value-added technical capabilities from the
foreign manufacturers. Chinese will be looking to buy products manufactured in countries
other than China. In that case, | think the problem of how to support living standards for

Chinese people occurs .

National strength enhancement and Chinese manufacturing industry

The prosperity of the manufacturing industry is a barometer of national power in any coun-
try. We can not live if we do not use the products and services that humans have created
in the past. Therefore, | think that a high proportion of secondary industry (=manufacturing)
in gross domestic product (=GDP) is important. | compare the industry composition ratio
of GDP of China and Japan from half a century ago. The primary, secondary and tertiary
industry in GDP of Japan and China in 1955 were each the same 45%, 25% and 30%. But
the composition ratio of the two countries after 30 years has changed greatly. The compo-
sition ratio of China in 1985 was 17%, 28% and 55%, the composition ratio of Japan was
9%, 33%, and 58%. China’s manufacturing industry in 1985 was textile industry and heavy
industry supported by Eastern Europe. On the other hand, Japanese manufacturing indus-
try was called “the factory of the world”. Japanese manufacturing industry in 1985 was
the automobile and consumer electronics and heavy industry. Since then, China has been
implementing the policy of market economy, and the composition ratio of China in 2011
was 10.0%, and 46.6%, and 43.4%. China’s manufacturing industry was now called the
“factory of the world”. On the other hand, the composition ratio of Japan was 1.2%, 24.2%,
and 74.5%. The composition ratio of secondary industry is reduced, and the composition

ratio of tertiary industry was much higher.

| show the industry composition ratio of nominal GDP in Table VI-4-1.1 show the world rank-

ing top 10 and the value for Indonesia in Table VI-4-1.
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There are two facts that can be read from Table VI-4-1. For China it is the fact that it is in
the process of evolving to secondary and tertiary industry from primary industry. However,
China is different from the pattern of countries in the world rankings 10 in Table VI-4-1. Chi-
na is similar to the composition ratio of Indonesia The primary industry ratio in China is high
in comparison with the growth process of the other industrially advanced countries. | think

this is due to the policy that China does not allow rapid internal population movements.

A think tank has performed a forecast of China’s GDP. It has been written that the GDP of
China will become largest in the world overtaking the GDP of the United States between
2020-2050. For example, it is written China will become largest economy in the world in

2030 by “21st Century Public Policy Institute”.

Table VI-4-1; The industry composition ratio of nominal GDP
(Unit: percentage)

world ranking 2 1 3 4 5 6 7 8 9 10 16
Country China | U.8.A | Japan | Germ | Franc | Britai | Brazil | Russia | laly India | Indon
any =] n esla
The primary 10.0 1.2 12 0.9 0.2 0.7 47 3.7 02] 141 | 127
Thesecondary | 466 | 166 | 243 | 308| 188 | 234| 235 280 247| 257| 399
The tertiary 434 | 822 | 745 683 | 81.0| 759 | 718| 683 | 7T51| 602 | 474
(breakdown)
Farming 10.0 1.2 12 0.9 0.2 0.7 47 3.7 02] 141 ] 127
Mining 39.8 1.9 01 262| 126 | 166 9.2 | 187 21 7.7
Manufacturing 11.2 | 18.6 23.5 13.2 15.7 | 25.7
Building 6.8 3.5 5.6 46 6.2 6.8 5.6 6.0 7.9 6.5
Wholesale / 92| 116| 143 | 16.0| 186 | 189 16.7| 20.6 17.8
Retall 571
Finance 53] 20.3 4.9 44 4.7 9.6 3.5 55| 181 9.6
Service 276 ] 194 | 105| 156 15.7 71| 124 9.4
Other 28091 227| 359 374| 421 | 31.7| 147 41.0| 366| 421 | 10.6

Note: The author created the above based on the GDP data for 2011 of JETRO.

Then | have examined the technology of the manufacturing industry. | compared the tech-
nology of the science and production. The technology of science is not necessary to re-
duce manufacturing costs. The power of 1.3 billion people is going to be a major force in
that regard. In fact, that the technology of science is high can be understand from the fact
that China has the technology to fly a manned satellite, and the technology to produce a
nuclear bomb. Can China complete all on its own critical control technology? Can China

acquire manufacturing techniques for implementing the technology? It is not necessary to
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have their own technology. If there is money in the global society of today it is possible to
acquire external procurement. If national power is strong, the technology is transferred in-
evitably. China should be recognized as being at the top level of the world most advanced

technology.

| have examined the technology of production. There is a need to mass produce in a rea-
sonable way products such as consumer goods products (consumer electronics, automo-
biles...) and industrial goods (machine tools, plant equipment...). The performance of in-
dustrial goods becomes a technical evaluation of the one. Table VI-4-2 is the machine tools

made in China that | took in a certain factory in 2011.

Table VI-4-2; Machine tools made in China (at a company in Dalian)

When machine tools made in China are compared with those made in Japan,the life is
one-fifth and the cost is one-tenth. The performance (function / price) is doubled for most
made in China against most made in Japan. The control mechanism is they what they were

equipped with was made in Japan. It can therefore not be said to be purely Made in China.

The author did a factory survey and interviews. Three facts were found as a result.
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1. The technology for molding steel is the same as industrially advanced countries.
The technology for molding,casting and forging is the world’s top.

2. The quality of industrial products (Machine tools, pumps, motors and power
units...) is a little lacking. The technology of industrial products is inferior to that
of industrially advanced countries.

3. The productivity for consumer goods (consumer electronics, automobiles...) is
low, the quality is poor.The consumer goods can be used.

The important thing is the fact that the labor costs are cheaper and the overall cost perfor-
mance is good. However, the effect of cost performance is reduced five years later. | think
that productivity and quality improvement will be important in five years. With chemical

products,it can not be said that the level is still high.

Here, | enumerate the checkpoint of national strength enhancement.

1. Can China understand the technical details of all domestically and can China
produce domestically? Yes China has reached a level where this can be domes-
tically.

2. Can China make control mechanisms and built-in software? Yes currently, China
has implemented foreign incentives to enhance that part. So it will be able to do-
mestically in the next 10 years.

3. Are there the engineering capabilities? Yes there is. Because there is the tech-
nological capability to fly manned

4. satellites.

China can ensure the technical level of the industrially advanced countries in the same
level within the next 10 years. | think China will be a level where this can be achieved all on

their own.

The real ability as the world factory

I will report the results of two empirical studies. (September 2011 survey) | will analyze the
power of the world as a factory in China. The first is a work time analysis of the processes

in the electrical and automotive industries. The second is a management interview survey
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of Chinese manufacturing enterprises.

Working time analysis of assembly industries
| analyzed the assembly line of the Japanese automobile and the consumer electronics in-

dustry in China (Sakurai 2011,Sakurai 2012). | show the analysis results in figure VI-4-3.

Table VI-4-3 is the comparison of the working time for a Japanese company and for a Chi-
nese company in the same industry. | look the 2011 working time of a Chinese company
as 100%. | compared the difference in working time for Japanese companies and Chinese
companies in China in 2011. Japanese companies can produce in a 25% shorter time than

Chinese companies. It is about the same working time when it comes to 2015.

The white background in table VI-4-3,1 show the net working time . The shaded background
of table VI-4-3 shows the working time for quality assurance. The working time for quality
assurance includes the tasks of self-inspection, process inspection, final inspection, and
maintenance work. The quality assurance working time of the Chinese company is 10%,
while that of the Japanese company is 25%. The working time for quality assurance is
about 20% in automobile companies in Japan. The productivity of Japanese companies is

more than 30% better than companies in the other countries in 2011.
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Table VI-4-3; Working time analysis of assembly industries

( Chinese company VS. Japanese company )

& | 201 100 %.
S

2 | 2015 70 %.

5

5

E— 2011 50%. 75 %

e 2015 49%- T4 %

Note: Study created by the author.

Management interview survey of Chinese manufacturing enterprise

| interviewed the president of some Chinese companies. The interview content is technol-
ogy transfers between Chinese companies and foreign companies. The interview targets
are as follows. The manufacturing technology of the infrastructure include casting, die cast-
ing, forging, pressing, cutting, polishing, sheet metal and welding. There is a difference in
the attitude towards technology at a rate of dependence of Japanese companies in China
manufacturing enterprises. The ratio of dependency was decided based upon a rate of

sales amount of Japanese companies in the total amount of sales for several years.

The recognition of the president are as follows.

1. The president of these Chinese companies where dependency on Japanese
companies dependence is high, says “The technology improvement is the quality

improvement”.

2. The president of Chinese companies where dependency on Japanese compa-
nies dependence is low, says “The technical improvement is the acquisition of
proprietary technologies”.

3. The president of Chinese companies where dependency on Japanese compa-
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nies dependence is low has a tendency to disregard profits due to technical im-
provement.

Would Chinese manufacturing industry be able to dominate the world?

| think that there is a possibility that China manufacturing industry can dominate the world.

Deng Xiaoping advocated the dual Chinese system and 30 years have passed. The dual
Chinese system is acceptable capitalist economic system in the communist political system

under the one-party rule. The dual system is made up with exquisite balance.

It is the same with the statement that “it doesn’t matter if a cat is black or white if it can
catch a mouse, it is a good cat” . Today, the economic activity of the state in a capitalist
economy does not work well with the action of only the private sector. The head of state
in a capitalist economy is a salesman in order to grow his economies, he is acting in the
forefront of economic negotiations with multilateral. It is a product of globalization. At that
point, one-party regime would be a powerful weapon. One of the reasons that Japan, USA,
EU are in economic crisis is due to the fact of majority rule approach democracy politics. It
will be the economic policy of half-baked compromise-oriented. For example, about 30,000
casting factories in China are dotted about. The Chinese government is planning to reduce
in the near future to 10,000 . The reason, the government’s announcement is efficiency
using electrical energy and environment-friendly. But if the companies with casting technol-
ogy leave, other companies truncate as without value. Companies of the casting technol-
ogy improvement, are helped with the cost by the Chinese government. | do not know the
movement in industries other than casting. From this case, | think manufacturing will grow
under the one-party rule. | think that there is a possibility that China manufacturing industry

can dominate the world

China’s GDP is second in the world. Perhaps in the near future, China will overtake the
United States. As a result, China’s GDP is going to be first in the world. People say “GDP
per capita in China is low”. The mechanism of the global economy is dominated by the total
value of trade between countries. The mechanism is not dominated by the value of GDP
per capita . Today, If Japan and the United States went be to zero trade with China, the

two economies would be paralyzed . Therefore, the power relationship between countries
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should be evaluated by total GDP . No doubt, China will become the world’s top economy
by 2030. As a result, China will support the world economy and exert great influence in
the world politics. Therefore, it's going to be China’s leading manufacturing industry in the

world.

Conclusion

There are the problems in China’s manufacturing industry. The reason is twofold. The first
issue is the impact of the one-child policy, which began 35 years ago. Young people are
not working in the manufacturing industry. This is a serious problem. | studied the manufac-
turing companies in Dalian and Shanghai about six weeks in 2011 and 2012. The president

of manufacturing companies said “| can not hire employees”.

The second issue is the multi-ethnic country that has existed for thousands of years (Wang
201)). The United States is a multi-ethnic country. However the United States is a multi-eth-
nic country made by immigrants from 230 years ago. On the other hand the Soviet Union
was also a multi-ethnic nation. However, the Soviet Union has changed into Russia. The
Soviet Union has divided into dozens of countries. When China’s economic growth makes
progress, these two issues will be its Achilles heel in the future. According to some reports,

domestic infighting in the interior is continuing.

China will perform one of two choices. Two choices is the over-concentration of manage-
ment and the distributed management. China in the future will depend on the decision of Xi
Jinping of the top of the new administration (Nihon Keizai Shimbun Inc. 2013 ). The deci-
sion-making of politics is to act human thinking. Thus prediction is impossible. In best case
scenarios, China becomes a nation such as the United States, and it will be possible that
manufacturing industry leads the world. On the other hand, such as when the Soviet Union
became Russia, the pessimistic scenario would be secession. In such a case, manufactur-
ing would be subject to considerable damage. That direction could be plausible within the

next five years.
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Introduction

According to WHO Global status report on noncommunicable diseases 2010, it is found
that non-communicable diseases such as cardiovascular diseases, diabetes, cancer and
chronic respiratory diseases are expected to increase 15% from 2010 to 2020, and that
a significant rise in the youth of low-income countries is also predicted. This report was
formulated as a part of the 2008—-2013 “Action Plan for Implementing the WHO Global
Strategy on the Prevention and Control of Noncommunicable Diseases”, which World
Health Assembly had agreed in 2008. The report suggested that advancing public health
and economic growth will increase life style-related diseases. These diseases, known as
“lifestyle related diseases” in English, “maladie de comportement” in French, or “Zivilisa-
tionskrankheit” in German, represent a group of diseases whose onset and progression
are affected by people’s lifestyle such as dietary, exercise, rest, smoking and drinking. The
diseases pose a common health problem for the developed countries. Most notable is obe-
sity, which could cause diabetes, cardiac diseases and cerebrovascular diseases, because
it may pose a future challenge even in the developing countries as the people develop a
taste for Western meals amid globalization, and are susceptive to food satiation and unbal-

anced diet because of the changing diet and lifestyle.

Another risk is that diseases endemic in the tropical-to-semitropical zones may spread to
the countries in the temperate zones because of the environmental destruction entailed by
global warming. The Japanese Ministry of the Environment (Ministry of the Environment
2006) and Infectious Disease Surveillance Center (Ichiro Kurane 2009) have issued warn-
ings in this regard. In particular, mosquito-borne infectious diseases such as malaria, den-

gue fever and West Nile fever may increase due to global warming, according to some re-
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ports. However, the risk of such infectious diseases requires careful assessment because
it is determined not only by the temperature but also secondary factors such as regional
water distribution and desertification affected by the amount of rain-fall and of insolation.
Infectious diseases that are expected to increase because of global warming include: 1.
vector-borne infections such as malaria, dengue fever, West Nile fever, Japanese enceph-
alitis, Rift Valley fever, tick-borne encephalitis and hantavirus pulmonary syndrome; and 2.
environment-borne infections caused by polluted-water, most notably, diarrhea caused by

cholera and the like (Ministry of the Environment 2006).

In any case, it is important to understand that the global disease structure may change by
Year 2030, transforming needs for therapeutic drugs. The production capacity should im-
prove to supply enough therapeutic drugs, and prevention and treatment measures should
be implemented at a national level. Thus, government must implement necessary policies

for the pharmaceutical and health-related industries to meet the needs.

Therapeutic Needs and Drug Development

Drug development has drastically changed its trend today since the end of the 20th cen-
tury. Specifically, human gene analysis starting around 1995 was made a significant differ-
ence by enabling us to describe diseases at gene or protein level. This innovation caused
a paradigm shift in drug discovery technology. Now, we can take molecularbiology-based
therapeutic approaches to study disease-causing genes and protein abnormalities, and
to examine the resulting biotransformations. With a shift toward innovation-centric drug
discovery, so-called “bio-pharmaceuticals” has been invented and are now being applied
in clinical settings. The production of bio-pharmaceuticals (Figure VI-5-1) shows that new
technologies from antibody libraries to antibody engineering to mass culture technology
to fermentation engineering to bioengineering are now required in addition to the develop-

ment of the conventional low-molecular compounds.
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Figure VI-5-1; Innovative drug development process of the biomedicine (Ministry of Economy 2009)

e Culture methods are often yet to be established.

eEstablished culture methods are patented in other countries.

eQuality control is difficult.

eEXxperts are needed.

eBecause manufacturing requires advanced techniques, expensive investment may
need to be made at an early clinical phase.

Table VI-5-1; Differences between biopharmaceuticals and low-molecular compounds (citing and partially editing
Reference (Ministry of Economy 2009)

Biopharmaceuticals are rapidly gaining share as new therapies in the disease areas where
the conventional drugs fail to offer sufficient therapies. The number of biopharmaceutical
products listed in the global sales ranking, which was just 1 in 2000, increased to 4 in 2007
and 7 in 2012 (figure VI-5-2).
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1 Omeprazole Atorvastatin
2  Simvastatin Clopidogrel Sulfate
3  Atorvastatin Salmeterol Xinafoate/
- . Fluticasone Propionate .
4  Amlodipine Besilate Salmeterol Xinafoate/
5 - Fluticasone Propionate

5  Pravastatin Sodium

) Rosuvastatin Calcium
6 Loratadine
7 Llansoprazole
8

. Esomeprazole
9  Celecoxib Magnesium Hydrate
10 Fluoxetine Valsartan

Sitagliptin Phosphate
S iiomadicihe Olanzapine Hydrate

Figure VI-5-2; Biomedicine in the world sales ranking (Ministry of Economy 2009, Soichiro Giga 2006)

The global market size for biopharmaceuticals increased more than fourfold over the 5
years between 2003 and 2007 from 8 billion to 33 billion dollars. The sales accounts for 4.6%
of the total pharmaceutical market (Ministry of Economy 2009), and are expected to steadi-
ly rise in the future. The biopharmaceutical products currently available in the market are
delivering certain therapeutic results for intractable diseases such as rheumatoid arthritis,
Crohn’s disease and other autoimmune diseases, cancer and chronic hepatitis C. The con-
ventional therapeutic drugs failed to deliver sufficient and satisfactory treatments for these
types of diseases. Many other disease areas await the development of novel therapeutic

drugs (figure VI-5-3), placing high hopes for biopharmaceuticals.
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Figure VI-5-3; Unmet Medical Needs (Japan Health Sciences Foundation 2010)

However, because biopharmaceuticals are generally expensive, we need to note that the
medical expenses and drug costs put an economic burden on the government and pa-
tients. While more patients benefit from the pharmaceuticals, soaring medical expenses will
pose a larger fiscal burden. To curb rising medical expenses, switches to biosimilars must
be encouraged after patent expiry of biopharmaceuticals. To strategically foster the phar-
maceutical industry also requires a sense of balance as we need to aim to foster mega-
pharmas capable of drug discovery as part of industrial policy and to promote the use of

biosimilars to curb rising drug costs at the same time.

Disease Structure and Pharmaceutical Market

Clinical applications of biopharmaceuticals are advancing as new therapies to meet unmet
medical needs. It is also important to improve prevention measures for a series of lifestyle-
related diseases and therapies for infectious diseases. Furthermore, considering the shift
toward generics after patent expiry of blockbuster drugs, we predict key product lineups in

the future global pharmaceutical industry in Table VI-5-2. Above all, we need to enhance
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research capability to help to speed up drug development processes and make them more
efficient. Such enhancements include the development of drug discovery biomarkers and

disease-model animals.

Backgrounds and Events Corresponding Pharmaceutical Product Groups

To meet unmet medical needs Next-generation molecular targeted drugs

Advancement of biotechnology Biopharmaceuticals

Threats of infectious diseases such as the new | Next-generation vaccines, novel therapeutic

strain of influenza drugs for infectious diseases, AIDS therapeutic
drugs, therapeutic drugs for unknown infectious
diseases

Changing lifestyle Pharmaceutical products for preventing and
treating diseases associated with changing
lifestyle

Rising costs of medicine and pharmaceuticals | Generics

worldwide, fiscal burden Biosimilars

Improvement of pharmaceutical production | Drug substance (bulk)

system

Global population aging Therapeutic drugs for dementia with new mode

of action, pharmaceutical products for
alleviating peripheral symptoms of dementia,
anti-aging pharmaceutical products

Other pharmaceuticals

Table VI-5-2; Pharmaceutical Categories with Expected Market Growth (compiled by the Author)

Of course, we need to focus investment on new drug development. But more reliable evi-
dence will certainly be more important than ever before. Thus, we particularly need to con-
duct large-scale clinical trials, to improve clinical trials, and to strengthen cooperation with
medical institutions in Asia. Furthermore, we need to increase well-equipped facilities with
clinical trial capabilities. Above all, we need to establish companies that support the con-
duct of clinical trials, a national review system to support commercialization after clinical tri-
als, and to develop a system for industry-academia collaboration. China needs to enhance
its capability to conduct large-scale clinical trials for Asian populations in cooperation with
US, Europe and Japan. The country also needs to improve its arrangements and practices

of clinical trials in light of the international standards.
As figure VI-5-2 shows, the global pharmaceutical sales ranking fluctuates quickly, mak-

ing prediction difficult. Patent expiration is clearly one of the main factors that significantly

change the ranking. Other factors include changing disease dynamics, advancement of
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development technologies, trends of pharmaceutical industries in the developing world and
changing markets. These elements are complexly intertwined with one another to change
the ranking. As many global pharmaceutical companies will set out Asia-focused strategies,

we would like to closely monitor the future trend.

Ranking of Pharmaceutical Companies in the World

Year 2012 marked a turning point in the global pharmaceutical market. This was mainly
because all top 10 pharmaceutical products by sales worldwide in 2011, the key products
of major global pharmaceutical companies, saw patent expiration in the year, spurring the
shift toward generics. For example, the sales of Lipitor® (atorvastatin calcium), a hyperlipi-
demia drug, plunged to 5.03 billion dollars in 2012, less than half the 2011 sales of 10.86
billion dollars. Simple calculation indicates 5.83 billion dollar-worth prescription has shifted
to generics in the year alone. Likewise, other major products that used to sell more than 2
billion dollars a year significantly declined their annual sales after patent expiration. Eight
out of top 20 companies suffered decreased sales. Only exceptions that enjoyed increased
revenues among the top 10 were Roche (Switzerland), Johnson & Johnson (US) and Ab-
bott Laboratories (US) (Table VI-5-4). This suggests that global pharmaceutical companies
that invented blockbuster drugs cannot recover lost revenue after patent expiration un-
less they develop key non-low molecular products such as biopharmaceuticals. Expected
market growth in Asia will reinforce this trend. That is to say, the shift toward generics after
patent expiration is expected to accelerate mainly in the developing countries. Information

strategy is required to secure sales early prior to patent expiration in the growing markets.

Chinese pharmaceutical companies tend to operate under complex intra-group capital ties
by owning affiliated pharmaceutical wholesalers and pharmacies (Mizuho Corporate Bank,
Ltd 2010). This means that a typical Chinese pharmaceutical company serves as an inte-
grated business entity, encompassing not just manufacturing but also distribution and retail
functions. Such a business category is quite different from that of US, Europe and Japan.
Table VI-5-3 indicates the ranking of pharmaceutical companies in China by sales. Similar
data are also available from other sources. What is common to all data is that rankings
fluctuate quickly, and that Chinese companies do even not stay in the same tier, whether

be top or middle, unlike the more stable global ranking. Because of the diversified services
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that they provide, sales figures alone are insufficient to allow an accurate comparison of
Chinese businesses. With advancement of pharmaceutical companies in China, the trend
is expected to continue for some time. M & As and merger integrations may form Chi-
nese megapharmas and specialty pharmas. According to data by pharmaceutical product
category (Soichiro Giga 2006), the rankings of pharmaceutical products by sales differ
between areas ranging from infectious disease drugs to cardiovascular disease drugs to
gastrointestinal disease drugs to anti-cancer drugs. Foreign companies make it into the top
group in some areas. However, when we examine the total sales of therapeutic drugs for
the 4 categories, infectious disease drugs rank first with 35.8%, whereas anti-cancer drugs
came last with 7.4% (Soichiro Giga 2006). This resembles the global market of a decade
ago. Therefore, with the change of the disease structure in China, some disease areas
expect market growth, offering chances for companies to strengthen in the manufacturing
and marketing in the particular areas to grow their revenue. With many variable factors, the
ranking of pharmaceutical companies in China by sales is expected to fluctuate drastically

in the future.

Table VI-5-3. Drug industry of the sales amount high rank in China

Report M.Watanabe T.Noji et als) Y.Tsuruta et al s)
et al 10)

2004 2009 2010 2012
1 f%ﬁ%ﬁﬂﬁﬁﬂﬁ KM 