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The General Secretary of the Communist Party of China (CPC), Xi Jinping,
has declared his rule to be a ‘New Era’ #f i+4X. The Party’s Third Historical
Resolution of 2021, which cemented Xi’s place in history, declared his
leadership ‘the key to the great rejuvenation of the Chinese nation’. The
Party distinguishes the New Era from the two previous eras in the history
of the People’s Republic of China (PRC). In the first—the Mao Zedong era
(1940-78)—China stood up and threw off the yoke of Western and Japanese
imperialism. The second era—the Deng Xiaoping era (1979-2012), which
includes the administrations of Jiang Zemin and Hu Jintao, Xi Jinping’s
immediate predecessors—is recognised for its successful economic reforms
and rapid industrial development. The third era (2013-), the era of Xi
Jinping, promises to be the one in which China is restored to its place as
one of the world’s great and powerful nations. This goal is encapsulated in
the ‘China Dream’ and the two centennial goals that Xi Jinping set for his
administration; namely, that China would become moderately prosperous
by 2021, the 100th anniversary of the founding of the CPC, and an advanced,
high-income economy and global power by 2049.!

A new era of new eras

According to the official narrative China’s ‘New Era’ began when Xi Jinping
was anointed party boss in 2012. But arguably, the new era was cemented
in place in 2023 when Xi Jinping, already declared to be the Party’s ‘Core’,
commenced his third five-era term as General Secretary of the CPC.?
Abandoning the collective leadership that characterised the Reform period
and the two-term rule it established, from 2023 the CPC concentrated power
in the hands of one man, who continued to strengthen the Party’s control
over the state to carry out his vision for the ‘great restoration of the Chinese
nation’ ¥ 4 K&k k & 5%.

If the year 2023 consolidated Xi’s New Era, it saw new eras of other
kinds begin for China too. Following widespread anti-lockdown protests
across China’s cities in November 2022, China’s leaders abruptly ended the
zero-COVID policy that was characterised by harsh lockdowns and other



draconian controls on movement. Despite initial optimism that the end
of restrictions would renew China’s lost economic dynamism in the new
year, business continued to languish on several fronts and unemployment
skyrocketed, particularly among youth. The official youth unemployment
rate hit 21.3 percent in June 2023 before the government stopped
publishing statistics.> Some estimates, taking rural youth unemployment
(typically excluded from official measures) into account, placed the youth
unemployment rate as high as 46.5 percent.*

Asthey have done in the past, Chinese youth expressed their frustrations
on social media with slang and memes, progressing from the ‘lying flat’ 4%
-+ of years past to ‘let it rot’ # 2. Xi chided disgruntled youth and told them
to ‘abandon arrogance and pampering’ and embrace the Maoist spirit of
self-sacrifice. On Youth Day in May 2023, a front-page article in the Party
mouthpiece People’s Daily repeatedly told Chinese youths to learn to ‘eat
bitterness’ *2 % —basically, to stop complaining and suck it up.® Chinese youth
reacted to such official exhortations by mockingly describing themselves as
‘garlic chives’ i X (i.e. exploitable resources that grow again after being cut
down); towards the end of 2022 they revived an even darker self-definition
first mooted in the 1980s: ‘human minerals’ A# .6 China’s university
graduates—unable to find suitable employment—likened themselves to
Kong Yiji L& 2, the miserable scholar-turned-beggar depicted by the
revolutionary writer Lu Xun 4% (1881-1936) more than a century ago.
This is the subject of Annie Luman Ren’s investigation in ‘Why are China’s
Unemployed Graduates Comparing Themselves to Lu Xun’s Character?’.

China’s middle-class population, which has grown from roughly
15 million at the beginning of the century to between 350 and 700 million
people, for decades had ridden the economic boom that transformed China
from a poor, largely rural country into the world’s second-largest economy.’
Many built wealth through property ownership, helped by steady increases
in property values in recent decades. But in 2023, the property sector, once
a key driver of the Chinese economy and household wealth, experienced a
sharp deterioration as major developers teetered on the edge of default and
property values declined.
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In November 2023, the story of a Chinese couple named Li Jun W&
and Liang Liang %% went viral on social media. The couple were small-
town migrant workers who moved to the capital city of Henan province,
Zhengzhou, in 2021, where they purchased an apartment off plan that would
be due for completion by 2024. Exhausting their savings for the deposit,
the couple also took out a mortgage of more than RMB 1 million, with
monthly repayments of RMB 6,293 for 30 years. After signing the contract
in November 2021, the couple enthusiastically shared the news on Douyin
(the sister app of TikTok), saying, ‘Soon, among tens and thousands of lights
in the city, finally there’s going to be a light that only shines for me.’® At the
time, their words inspired millions of others struggling to lay down roots in
a large city.

But things did not go as planned for the couple. During waves of COVID-19
lockdowns that forced business to shut for months in 2022, Li Jun’s monthly
salary was reduced by half. The couple’s combined income fell under RMB
10,000 per month. Then news came that their real estate developer, Sunac—
China’s third-largest property developer—missed the deadline for coupon
payments on a US$742 million offshore bond in May 2022.° Construction on
Li Jun and Liang Liang’s future home halted. Yet the couple had to continue
to repay their mortgage (in China borrowers begin paying mortgages for new
properties as soon as the contract is signed) plus rent (RMB 1,500) for their
current dwelling. Money became even tighter when the couple’s daughter
was born in October 2022. A year later, in November 2023, the couple’s plight
gained wide attention as they shared dramatic details of their struggles with
Sunac: Liang Liang claims to have been assaulted by staff members of the
sales centre when demanding a promised refund and ended up in hospital
with minor injuries, and Li Jun, who was recording the incident, had her
phone snatched and her livestream was cut off.*°

In a widely shared commentary that was later censored, an influencer
on Bilibili concluded: ‘The story of Li Jun and Liang Liang taught young
people that even the most hard-working, most law-abiding and most
optimistic Chinese citizens don’t deserve to live the Chinese dream. There’s
no hope left for others. Thank you, Li Jun and Liang Liang, for showing us
the cruel reality that is China today."!



Headquarters of Sunac China Group, Beijing
Source: N509FZ, Wikimedia

Despite the sombre verdict, there may still be hope that Li Jun and
Liang Liang will one day move into their apartment—in September 2023
Sunac announced that it had won approval from creditors to restructure
about US$9 billion of debt.? However, experiences such as the couple’s and
the decline of the property sector more broadly have dampened consumer
confidence, which is essential for the growth strategy known as ‘dual
circulation’, announced in 2020, that seeks to balance state investment and
export-led growth with domestic demand. As Jiao Wang notes in ‘China’s
Macroeconomy in 2023: An Overview’, China has been grappling with the
challenge of slow and uneven household consumption recovery in the
post-pandemic period. After reaching an all-time high of 127.00 points in
February 2021, China’s Consumer Confidence Index dropped to a record
low of 85.50 points in November 2022 after the Twentieth Congress that
cemented Xi’s third term. Despite a brief upturn to 94.9 in March 2023, it
subsequently dropped to below 90 and remained there to the end of the year.

Another cloud over the Chinese economy that darkened in 2023, and is
closelylinked to property sector woes, was the scale oflocal government debt.
Local government debt had been building for years before spiralling under
zero-COVID policies as the burden of testing and monitoring the population
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fell to local governments.!®* The value of outstanding local government bonds
hit, by some estimates, RMB 50 trillion in 2023, representing a twenty-fold
increase over the past decade, and, notably, this figure does not include
other sources of government debt generated through local government
finance vehicles (LGFVs) and shadow banking.'* At the start of the year, debt
servicing commitments exceeded income for 12 out of 31 province-level
administrations, and the burden continued to grow throughout 2023.1

The local government debt crisis has driven cash-strapped governments
to cut pensions, reduce contract work, and delaying payment of salaries for
civil servants, teachers and postal workers.'® In February, retirees in Wuhan
and Dalian took to the streets to protest cuts in government-provided medical
insurance for seniors.'” In ‘China’s Local Government Debt’, Jean C. Oi traces
the local government debt crisis to China’s state policies during the COVID-19
pandemic, which enforced fiscal discipline and deleveraged the real estate
sector. In the summer of 2020, Beijing had implemented the ‘Three Red
Lines’ policy =4%#r 4, which prohibited real estate firms from borrowing
beyond set limits. This undermined the previously successful business
model of property developers who had become accustomed to easy money,
and squeezed revenues from land sales, which had become a vital source of
income for local governments.

Although China’s GDP was expected to grow at 5 percent in 2023, much
stronger than many other countries, business and consumer confidence was
hard hit and headwinds for the economy remained strong. The Xi Jinping
administration has laid out an ambitious economic policy agenda as it seeks
to move China up the value chain and towards high-income status, but it will
struggle to achieve its goals unless businesses are investing and consumers
are spending.

China also needs to grow the wealth of its rural population. The Xi
administration claims to have lifted 99 million people above the official
poverty line of 4000 yuan (US$620) per annum ($1.69 per day). Yet as
Ben Hillman notes in ‘From Poverty Elimination to Rural Revitalisation:
The Party Takes Charge’, this figure is less than the World Bank’s threshold of



$2.15 a day, and far below the World’s Bank recommended national poverty
threshold for upper middle-income countries such as China, which currently
stands at $6.85.1

Animportant way to grow incomes and the middle class is to incorporate
rural migrant workers who have flocked to the cities to work in factories
and on construction sites. Yet, as Dorien Emmers and Scott Rozelle argue
in ‘Inequality in China: The Challenge of Common Prosperity’, China has
failed to invest enough in the education and health of the rural population
for decades. Having a large population of uneducated workers was not a
problem while China was moving from low- to middle-income status. But
such shortcomings in education and health will likely threaten China’s
future growth.

An overall sense of malaise and uncertainty about the future crystalised
in spontaneous public grief over the death on 27 October of former state
premier Li Keqgiang # 5%.3%, which some quarters interpreted as a collective
mourning over the collapse of the Chinese Dream. Li, who was sidelined by
Xi in favour of loyalists, was seen by many as an adherent of Deng’s ‘Reform
and Opening Up’ policies, in contrast to Xi, whom they see as pulling back on
reform and closing China to the world.'® Several sudden leadership changes
compounded the uncertainty, as Willy Lam argues in ‘The Mystery of Xi’s
Disappearing Officials’. The high-profile disappearances of former state
councillor and foreign minister Qin Gang %"l and former defence minister
General Li Shangfu Z 4% in August prompted questions about Xi Jinping’s
ability to run the party-military apparatus. Lam warns that the instability at
the highest levels could undermine efforts to address economic headwinds.

Xi Jinping’s response to the policy challenges that crystalised in 2023
has been to double-down on centralising governance of the state by the CPC.
The Party has increasingly taken control of social and economic policy,
expandingits presence in private companies, schools, and civic associations as
well as local urban and rural communities. Even multinational corporations
have been subjected to increasing political pressure and economic coercion,
as Debby Chen writes in ‘How Multinational Corporations are Coopted into
Becoming China’s Agents of Repression’.
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The most notable interventions have been in the tech sector, which
suffered a wipe-out of US$2 trillion in market capitalisation, leading to
widespread speculation about the Xi administration’s commitment to market
reforms and the future of innovation in China. Yet, as Rogier Creemers
explains in ‘The Dreary and the Dramatic: What Happened to China’s
Platform Economy?’, this regulatory wave was not a sudden whim of Xi’s,
nor was it triggered by Alibaba founder Jack Ma’s public criticism of the
financial regulator. Creemers points out that since 2018, the Chinese state
has sought to impose regulatory measures on the fintech sector such as exist
in the European Union and elsewhere. What happened, he argues, should
be understood as a ‘rectification’: the introduction of a new governance
paradigm for a sector that Chinese authorities view as highly strategic and
therefore in need of effective regulation and state supervision.

At the start of 2023, the Party released its Document No. 1 on rural
affairs, which highlighted a more dominant role for the Party in rural
governance as part of its ambitious ‘rural revitalisation’ % 4+# > agenda
for the countryside. In ‘From Poverty Elimination to Rural Revitalisation:
The Party Takes Charge’ in this volume, Ben Hillman explains the important
changes underway in China’s 700,000 villages. After four decades in which
self-governing village committees and directly elected village leaders played
a leading role in decision-making, village-level party branches and village
party secretaries are now taking charge of all key decisions on village
affairs, including economic affairs. The centralisation of rural governance
under the leadership of the Party has been buttressed by the expansion
of ‘rural enforcement teams’, which gained wide attention this year with
viral videos featuring rural enforcement teams (known colloquially as the
nongguan &%) confiscating farmers’ livestock or forcefully removing crops.
Tan Zhao discusses the expanded responsibilities and powers of the rural
enforcement teams in ‘Are the Nongguan Coming? The Evolution of the
Rural Comprehensive Administrative Enforcement Team in China’s Rural
Governance’. Tan Zhao links the expanded role of the rural enforcement
teams in 2023 and rising complaints about their heavy-handed tactics to



leadership concerns about food security. He also notes that the management
of its local agents continues to be a challenge for the Party as it intervenes
more in local social and economic affairs.

A new era of global ambitions

The year 2023 also marked a new era in China’s global ambitions. On 18 May
2023, as leaders from the world’s seven advanced economies gathered in
Hiroshima for the Group of Seven (G7) summit, Xi Jinping welcomed the
heads of state of five former Soviet republics—Kazakhstan, Kyrgyzstan,
Tajikistan, Turkmenistan and Uzbekistan—in the historic city of Xi’an,
Shaanxi province, for the inaugural China-Central Asia Summit. As evening
fell, Xi and his wife Peng Liyuan hosted a welcome ceremony and banquet
inspired by the traditions of the Tang dynasty inside a sumptuous garden
complex built on the site of an imperial garden dating back to the Tang
(618-907). Standing in front of the brightly lit towers and pavilions, Xi
outlined his ‘vision of a China—Central Asia community with a shared future’
and proclaimed ‘a new era’ of ties between China and Central Asia.?°

Chinese state media quickly hailed this meeting as a triumph of China’s
regional diplomacy. For Beijing, Central Asia is key to its trillion-dollar Belt
and Road Initiative (BRI), launched a decade ago. The region is critical for
China in terms of trade (which reached a record US$70 billion in 2022),
natural resources (Kazakhstan has some of the world’s largest oil fields
outside the Middle East) and, not least, maintaining control and security in
far-western Xinjiang, which borders Central Asia.*

The pomp and circumstance of the China-Central Asia Summit is one
marked example of how China envisages itself on the global stage. The city
of Xi’an had been chosen for its historical and political significance. Once the
capital city of the Tang dynasty, a period characterised by cultural openness
and economic prosperity, Xi’an (then known as Chang’an) was the eastern
starting point of the ancient Silk Road, a cosmopolitan centre welcoming
Persians, Arabs, Indians, Koreans, Japanese and others to China for trade,
education and cultural exchange.
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Nearly two decades ago, heartened by their country’s newfound strength,
scholars in mainland China turned to the past for inspirations for a uniquely
Chinese approach to the theory and practice of international relations. Most
notably, Professor Zhao Tingyang & iTIa at the Chinese Academy of Social
Sciences remoulded the ancient Chinese ideal of Tianxia X T, or ‘All-Under-
Heaven’, into a new vision for the international system that is ‘explicitly
inclusive and implicitly puts China at its centre’.?? Reverberations of the
Tianxia belief can be observed in the catch-all slogan of ‘Community of
Shared Destiny’ #i& 4 Fl4k first proposed by Xi Jinping in 2013 during his
first official visit to Russia as the new leader of China’s party-state.?

Tang Paradise, a Tang dynasty themed park in Xi’an where the China-Central Asia Summit took place
Source: rawpixel.com

While China has already pivoted away from the bellicose wolf warrior
diplomacy that characterised Xi’s second term in office, under Xi’s third five-
year term, it is likely that China will continue to promote its own vision of
a global order on an even grander scale. Kevin Magee observes in ‘From
Riyadh and Tehran to Beijing: China’s Diplomatic Role in a Changing World’
that in 2023, China took on a series of new initiatives in areas where it
hitherto played little or no diplomatic role, including brokering a peace deal
between Saudi Arabia and Iran, as part of its new approach to diplomacy.


http://rawpixel.com

In ‘The Belt and Road’s Midlife Crisis: Perspectives from Latin America
and the Caribbean’, Ruben Gonzalez-Vicente reflects on how ten years of the
BRI has reshaped the politics of development in the region. He characterises
the BRI as being in a state of midlife crisis and questions whether it will
be supplanted by the Global Development Initiative (GDI) announced by Xi
in 2021. The GDI, along with two follow-up initiatives—the Global Security
Initiative (2022) and the Global Civilisation Initiative (2023)—has been
described by the Financial Times as ‘China’s boldest move yet to enlist the
support of the “global south” to amplify Beijing’s voice on the world stage’.?

For Graeme Smith, China has been using Australia’s colonial history
in the Pacific to ‘tell the China Story well’ #4F ¥ B# ¥ and to strength ties
with Pacific Islands nations. In ‘The Frontiers of History: China Discovers
the Pacific’s Dark Colonial Legacy’, Smith calls on the Australian government
to deal with its Pacific history with honesty and make reparations where
appropriate, which would help to blunt China’s criticisms.

Australia-China relations: Fifty years on

In November 2023, Prime Minister Anthony Albanese became the first
Australian leader to visit China since 2016. Beijing hailed the visit as ‘a
new starting point’ of China-Australia relations, coming after a period of
turbulence that marked much of the Coalition’s time in Canberra.?> Among
the more symbolic actions of the visit was Albanese’s trip to the Temple
of Heaven’s circular Echo Wall, where he took a photo that paid homage
to Gough Whitlam’s ground-breaking visit to Beijing 50 years ago, which
marked Australia’s recognition of the PRC.

Beijing’s decision to remove the tariffs on Australian barley it had
imposed in 2020 in August and to review dumping tariffs of 218 percent
on Australian wine helped to pave the way for Albanese’s visit. In ‘Ending
EconomicSanctions: The Role of Chinese Industry Associations in the Removal
of Barriers on Australian Barley and Wine’, Scott Waldron, Darren Lim
and Victor Ferguson examine China’s decision to remove the barley tariff.
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The authors also present fresh analysis that includes consideration of the
influential role of domestic interest groups and lessons for future trade
negotiations.

While trade relations have improved, the trilateral security pact
between Australia, the United Kingdom and the United States known as
AUKUS continues to a point of contention between Australia and China. This
is the subject of Edward Sing Yue Chan’s ‘How Fearful is China’s Military
Rise?’ In ‘Caution and Compromise in Australia’s China Strategy’, Benjamin
Herscovitch discusses the mix of tactical caution and policy compromise in
the Labor government’s China policy.

Voices from the ‘other’ China

The year 2023 also marked the ten-year anniversary of the ‘Southern Weekly
Incident’ % % & X ¥ #, when China’s most influential and outspoken liberal
newspaper found itself at odds with the Guangzhou Ministry of Propaganda.
The annual New Year editorial #7 4 #X3% published by this Guangzhou-based
weekly had been a popular and influential tradition. Entitled ‘The Chinese
dream, the dream of constitutional rule’ + B %, £3%, the original 2013
New Year editorial called on the party-state to fulfil promises made in the
1982 constitution to allow independent courts and the rule of law.?8 Instead,
the paper was forced to run a commentary prepared by the provincial
propaganda department praising the Communist Party. This sparked a
three-day anti-censorship protest outside the paper’s headquarters and
a nation-wide dialogue about press freedom.?” A 2023 commemorative
piece published in Taiwan concluded: ‘The Southern Weekly Incident was
a watershed, it foreshowed the arrival of a new age ... looking back now, it
signified the shrinking boundaries and scope of Chinese journalism.’?

The same diminishing space for candid discussion has been felt by
millions of Internet users in China. Although censorship has always been
prevalent, the advent of the Xi Jinping era marked a turning point for the
Chinese Internet, with the Party instructing social media platforms to play a
more active role in serving the Party’s interests. As early as August 2013, Xi



recognised that ‘The Internet has become the main battlefield for the public
opinion struggle’.?® Since then, virulent nationalists fed on diets of ‘positive
energy’ and ‘the declining West’ have come to dominate public discussion.
Alarmingly, in ‘Chinese ‘Incels’? Misogynist Men on Chinese Social Media’,
Qian Huang shows that an increasingly gender-conservative media and
educational system under Xi, combined with increasing gender imbalance
and decreasing social mobility, have helped to foster widespread misogynist
discourse on the Chinese Internet. This has damaging implications for
China’s gender equality.

Yet no matter how simultaneously clamorous and suffocating China’s
media landscape can appear, voices of humanity and decency, of wit and
good humour, can still be heard. This includes Chinese-language podcasts,
which, relatively free from official attention, have attracted more than
85 million subscribers tuning in to listen to authentic real-life accounts and
nuanced, civilised discussions.*® In this volume, we feature two translations
from a popular Chinese language podcast, Gushi FM # ¥FM. In one story,
‘Loneliness, Death and Desolation: Why I Return to Antarctica Time
and Again’, the narrator Cao Jianxi ¥ # % describes his experiences working
as a member of China’s Antarctic Scientific Expedition, offering a personal
account of China’s pursuit of becoming a ‘polar great power’.%

In another story, ‘How AI Changed the Way We Work’, employees
from different industries share changes to their work routine brought on
by AI. While some feel as if they are being washed away by the changing
technological tide, others are surfing the wave with great excitement.
By offering these two translations, we hope to present what Geremie Barmé,
the founder of the China Story, describes as voices from the ‘Other China’:
a China of ‘quiet dignity and unflappable perseverance’, where ‘myriad
expressions and ideas continue to exist’, despite ‘a political party that would
bend all to its will’.®2
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The disappearances of former state councilor and foreign minister Qin
Gang#4 Rl in June 2023 and the former defense minister General Li Shangfu
F#4% in August raise questions about the supreme leader Xi Jinping’s
personnel management. A score of senior officers from the Rocket Force and
departments in charge of weapons procurement also got the sack, prompting
widespread speculation that they were being investigated for graft. Cadres
in both the Rocket Force and the logistics departments are considered more
prone to corruption because large sums of money changed hands when they
were procuring equipment.

Given his apparent lack of expertise in economic and financial affairs,
it has long been assumed that Xi’s forte rests in pulling together a personally
loyal clique of capable cadres. A master of Machiavellian-style palace
intrigue, within ten years of assuming power, he had ensured that his clique
dominated all major offices in the party-state apparatus.!

However, both former foreign minister Qin and General Li—aswell asthe
disgraced commander and political commissar of the Rocket Force, Generals
Li Yuchao # %4 and Xu Zhongbo # % % —had been considered Xi protégés.
The failure to disclose fully to the public the reasons behind their demise
testifies to problems Xi is facing in running the party-military apparatus.?
The lack of due process in senior-level appointments and sackings under Xi
has opened him to criticism by other ‘princelings’ (the offspring of the PRC’s
founding fathers). In the run-up to the celebration of the 125th anniversary
of former state president Liu Shaoqi’s x| - 4 birthday, Liuw’s son, General Liu
Yuan x| /&, published an article entitled ‘Affirm and insist upon the system
of democratic centralism; strengthen the construction of organization and
institutions’ in the official journal Research on Mao Zedong Thought. General
Liu—who reportedly does not see eye to eye with Xi—seems to be critiquing
Xi’s dictatorial ruling style.® Given that his father was persecuted to death by
Mao at the start of the Cultural Revolution, General Liu’s statement might
have been more pointed than it seemed.

In general, the party-state apparatus since the 20th Party Congress has

been dominated by apparatchiks (political officials responsible for issues
including ideology, national security, personnel and propaganda) and not



technocrats (often English-speaking cadres who might have been trained
abroad in science or technological fields or economics, and who understand
economic principles, modern financial tools and international trade). While
quite a few of the current Xi-appointed Politburo have at least bachelor’s
degrees in technology-related subjects, they have built their careers in party
affairs, especially ideology or organisation. The best example is the vice
premier in charge of finance and economics, He Lifeng 4T %, who worked
with Xi for more than ten years when the latter was based in Fujian.* He
has Xi’s full trust, but he is not a technocrat and is a newcomer to policy-
making in the areas of finance and international economics. He is therefore
a far cry from his predecessor, former vice premier Liu He *|#4 (in office
19 March 2018-12 March 2023), an economist with a masters degree in public
administration from Harvard. Liu He was in charge of negotiations with the
United States over tariffs and other financial issues during a particularly
tense time in bilateral relations. Liu He was also a close adviser to Xi before
retiring.’> Meanwhile, the older generation of technocrats employed by then
premier Zhu Rongji and his successor Wen Jiabao in the late 1990s and early
2000s—including former People’s Bank of China governor Zhou Xiaochuan
J8 ) and minister of finance Lou Jiwei # %45 —have all stepped down due
to age requirements.

Qin Gang, former minister for foreign affairs of China, addresses the Human Rights Council
Source: UN Geneva, Flickr
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The rise of the ‘national security faction’

The only Politburo Standing Committee (PBSC) member accompanying Xi
during his recent summit with US President Joe Biden on 15 November in
San Francisco was Cai Qi ##. Although ranked fifth in the PBSC pecking
order, he controls the police-state apparatus in his capacity as a vice-
chairman of the Central National Security Commission ¥ £ E X% 4% i &
as well as being the head of its General Office. His formal title is head of
the CPC Central Committee Secretariat ¥ 3t ¥ s 4 i2 & ; other members of the
Secretariat include Minister of Public Security Wang Xiaohong £ # and
Minister of State Security Chen Yixin % —#f. It is the first time in CPC history
that heads of the ministries of public security and state security have had slots
on the Secretariat, signifying the centrality of security to Xi’s administration.
Moreover, Cai is director of the CPC Central Committee General Office
¥ k&R 44T 246, which controls all party-related decision-making
and implementation. The General Office is the nerve centre of the entire
party apparatus. It is the first time that a PBSC member has held this critical
position. Cai is also responsible for the well-being and safety of Xi in his
capacity as head of the Party General Secretary’s Office B & £ /& 4~ /7.6

There is speculation that a subtle power struggle has erupted between
Cai Qi’s faction of national security apparatchiks and Premier Li Qiang’s
Z3% State Council bureaucrats. Li Qiang is ranked No. 2 in the PBSC pecking
order, just behind Xi. Yet his performance as premier—in theory the person
responsible for the whole economy—since assuming the post this year has
been low-profile and lacklustre, especially compared to his predecessor
Li Keqiang # %3, who was deemed a committed market-oriented
reformer. Li Qiang has said publicly that the role of the State Council is
to implement decisions made by top party committees—for example, the
Central Commission on Finance and Economics—headed by Xi. Under Xi’s
instruction that party organs should take the lead in policy formulation, the
status and power of the State Council has been truncated.



Li Qiang (a former governor of Zhejiang province, where Xi worked from
2002 to 2007) represents the Zhejiang subfaction of Xi Jinping’s faction. Cai Qi
and He Lifeng represent the Fujian subfaction (where Xi worked from 1985
to 2002). Appointments since the 20th Party Congress have demonstrated
that the senior cadres of the Fujian subfaction have outnumbered those of
the Zhejiang subfaction.”

Policy-making mismanagement

Xi’s failures in managing high-level personnel and his apparent lack of
success in putting together a team that can reverse the economic slowdown
has been responsible for a series of ill-conceived policies, discussed below.

Putting national security concerns above attracting foreign
directinvestment

The weeks after the Biden—Xi summit in San Francisco witnessed more
multinational corporations pulling out of the PRC. The purported ‘smile
diplomacy’ pursued by the Xi delegation in the United States produced
very little in terms of reviving the domestic economy. Foreign investers
and businesses are aware that the Ministry of State Security has stepped up
its harassment of foreign firms, particularly those handling due diligence,
accounting and consultancy. It has launched a propaganda campaign urging
Chinese citizens to report foreign spies, liberally defined, and even issued
an instruction warning businesspeople (domestic and foreign) ‘not to short’
the stock market.® Several senior staff (including Americans) working for
the China-based offices of multinationals have not been allowed to leave the
country. Despite repeated requests from the CPC administration, Washington
has yet to relax efforts to cut China off from US investment (including wealth
funds) and from the global supply chain in high-tech areas such as IT, Al
and pharmaceuticals. According to JPMorgan, in the second quarter of 2023,
foreign direct investment fell to its lowest level in twenty-six years.? It is
likely that the pace of foreign direct investment leaving China will further
accelerate.'® Yet even when Beijing talks about luring back multinationals, it
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has announced no favourable policies such as allowing them a bigger share
of the market or giving them more flexibility in moving foreign exchange in
and out of China. The Free Trade Zones advertised by the Chinese government
in the past few years have failed to attract significant investment from
multinationals, meaning that they are not attractive to potential investors
in China. Initial public offerings (IPOs) of Chinese firms in both China and
Hong Kong have also shrunk in both numbers and size of capital.™

President of China Xi Jinping and U.S. President Joe Biden
Source: &= % &, Flickr

Too little, too late in saving the real estate sector

It was only in mid-November 2023 that the State Council announced one
trillion yuan of low-cost financing to help a select list of struggling real estate
firms to restructure their loans and ensure that they complete unfinished
apartments already sold to customers. This is a case of too little, too late.'
After Evergrande, the biggest developer in the PRC, announced its insolvency
in late 2021, other property firms, including HK-based Country Garden and
China Vanke, followed. Yet the party-state apparatus has done nothing to
stop these overleveraged firms from continuing to draw huge loans from
friendly state bankers and to raise bonds (for which they cannot even make



the minimum interest payments). It is understood that these firms pay hefty
bribes to bankers and bond issuers for their services.!®* Anti-graft operations
have yet to start.

In September 2023, in response to massive complaints from home
buyers—including millions who faced difficulty paying mortgages for
unfinished apartments—Beijing dangled the possibility of the state rolling
out ‘subsidised housing’ % %. Under the so-called Singapore model, by
which the government provides good-quality subsidised flats to residents,
state-backed housing would play a big role in China’s housing market. This
would put to an end the monopolisation of the housing market by developers
of expensive ‘commodity flats’ & & /4. At this stage, details are lacking. State
Council Document 14 on the this subject simply states that there will be a
return to ‘subsidised’ housing. At time of writing there have been no detailed
announcements as to who will be entitled to subsidised housing.'*

Widening social economic unrest

After the official statistics showed that youth unemployment had risen to
21 percent in the first quarter of 2023, the State Statistical Bureau stopped
releasing new figures on this sensitive issue.'* Findings by a Peking University
professor claim that as many as 46.5 percent of young people are jobless.®

A related point is the shrinking population. Government subsidies
amounting to RMB 3,000 or more for urban couples to have a child are
not working because raising a child in a city has become prohibitively
expensive even for middle-class families—not to mention labourers who are
struggling to make ends meet. As with the sudden ban on tutoring schools
and restrictions on the hours students can spend on online gaming, it is a
case of poor planning and untimely execution of policies.!” These decisions
have not been popular and have hurt business confidence.

As a result of unhappiness with such policies and the economic
downturn, protests have increased in dozens of cities and towns. Protestors
include laid-off workers, labourers who fail to receive their pay cheque in
time, distressed mortgage payers, and depositors who can not withdraw
money from accounts with local government banks.*®
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Meanwhile, local administrations have piled up debt amounting to
92 trillion yuan (see ‘China’s Local Government Debt’, page 35).1° Local-
level government bankruptcies mean that not only civil servants and
teachers but also police and people’s armed police (PAP) members cannot get
their salaries. A big chink in the armour of China’s surveillance and police
apparatus has appeared. In response, various levels of party cells have asked
state-owned enterprises (SOEs) to revive their own security teams, which
were active during the Mao years.2’ Called renwubu A &3k (people’s militia
departments), these security teams are paid for by SOEs but also keep an eye
on law and order in their areas.

The increasing police-state atmosphere has particularly alarmed some
of the 400 million members of China’s middle classes. The increasingly
stringent control over the movement of foreign currency in and out of the
country has made it difficult for Chinese who want to emigrate to Western
countries.?’ But this has not stopped frustrated Chinese from taking
dangerous and often illegal paths to leave China. The number of ‘refugees’
or ‘escapees’ from China trying to reach the United States by traversing
dangerous terrain in South and Central America testifies to the loss of faith
among many Chinese in the communist system.??

As of this writing, the Xi leadership has still not convened the much-
anticipated Third Plenum of the 20th Central Committee. Usually, third
plenums, which discuss economic and sociopolitical policies and reforms,
are called in October or November. Xi’s failure to assemble and keep a
capable leadership team, or to introduce timely measures to address the
nation’s multifaceted problems, have cast on doubt Xi’s ability to remain a
‘leader for life’—and even, perhaps, the Party’s own ‘mandate of heaven’.
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China’s economy experienced a bumpy journey in 2023, with fluctuations in
each quarter. In the first quarter, GDP growth reached 4.5 percent, exceeding
market expectations and marking a strong start to an economic recovery
following the three-year COVID-19 prevention and control policy regime. In
the second quarter, it grew by 6.3 percent, which, considering the low base of
the previous year, was not particularly impressive. The quarter-on-quarter
growth stood only at 0.8 percent, much lower than market expectations.
Despite pessimistic speculation about the second half of 2023, GDP growth
for the third quarter reached 4.9 percent, beating expectations once again.
Although investment in the property market has continued declining since
2022, services, consumption and private business investment, particularly
in the high-tech industry, contributed to robust growth in the third quarter.
In the fourth quarter, China achieved 5.2 percent GDP growth, which was
also the annual GDP growth rate for 2023. This figure is close to, but about 1
percent lower than, the pre-pandemic level, indicating an overall solid but
incomplete recovery. Overall, the performance of China’s economic growth
in 2023 has made China the largest driving force of the global economy,
likely contributing to more than 30 percent of global economic growth.!

Trade, high-tech industry and the services sectors showed resilience in
2023’s post-pandemic recovery. In 2023, China’s goods export volume grew
by 0.6 percent compared to the previous year, while goods import volume
experienced a 0.3 percent decline, likely reflecting a weaker domestic
demand. High-tech manufacturing in areas such as solar cells, service robots
and integrated circuits continued to grow steadily. In November alone, their
output surged by about 45 percent, 33 percent and 28 percent respectively.
Large high-tech manufacturing enterprises saw a 6.2 percent increase in
added value relative to the previous November. The strong growth in the
high-tech industry can be attributed in part to continuous support from the
Chinese government. Beijing has recognised the potential of high-tech firms
in driving economic growth and innovation, and this support is expected to
continue in the near future.

In 2023, growth in the services sector gained significant momentum,
driven by increased consumer and business demand as China removed
COVID-related restrictions and reopened provincial and national borders.



The services sector grew by 5.8 percent, outperforming the other two
pillars of the economy, agricultural (1.3 percent) and industrial production
(4.6 percent).

China still faces significant challenges in several areas, including
declining property investment (which has a flow-on effect on other industries,
such as construction, architecture, real estate services, infrastructure and
the financial sector), weak consumption growth and the risk of accumulating
debt, all of which pose short-term risks to the Chinese economy.

Freight by a harbour
Source: Kurt Cotoaga, Unsplash

In 2023, real estate investment declined by 9.6 percent, slightly
less precipitous than the decline the previous year (10 percent) but still
considered a deep contraction. Property sales declined by 8.5 percent, which
was significantly less severe than the contraction in 2022 (24.3 percent).
Throughout the year, the real estate climate index, a monthly economic
indicator measuring the overall prosperity of the real estate sector, was
stuck in the below-95 region, indicating very low prosperity for the sector.
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The contraction in the property market stems from a series of policy
crackdowns that started in late 2020, notably the ‘Three Red Lines’ policy
designed to mitigate the danger to the economy from developers’ mounting
debt. Beijing has since repeatedly emphasised that housing is for living in,
not for speculation, reaffirming its determination to control the housing
market. Despite a continuing decline in residential investment, the real
estate sector showed signs of recovery in 2023, thanks to more positive
government policies. For example, in January, the government announced
a 21-point action plan aimed to improve the balance sheets of high-quality
property developers. It has a strong focus on easing financial pressures of
what they considered ‘high-quality’ developers. An important part of the
plan is to ensure the completion and deliveries of houses from developers
to buyers within the contracted timeframe # 2 #. The plan sets up special
bonds and loans to support the said completion and deliveries. Another part
of the plan is to relax the borrowing constraints set out by the ‘Three Red
Lines’ policy and provide debt extensions to good-quality developers. Thirty
pilot real estate developers will be the first to implement those new policies.

Beijing also eased mortgage rules and relaxed requirements for first-
home buyers to boost buyer confidence.? The government even stepped
in to tackle imminent collapses of property developer firms of systemic
importance. The most prominent example was that the government dealt
with the near bankruptcy of Evergrande, one of China’s largest real estate
developers. Beijing’s heavy intervention in terms of debt restructuring
and negotiation with global stakeholders ensured that Evergrande did not
experience a full collapse, which might have caused a chain reaction that
dragged down the real estate sector or even the banking sector more broadly.

The golden days of rapid property market expansion might be over. The
era of high-leverage, high-debt and rapid market expansion created risks too
huge to be ignored. The recent contraction caused pain and losses to many
real estate firms, but was part of the process of establishing a sustainable,
albeit much smaller, market with better-quality property developers and
closer government oversight.



Local government debt poses another potential catalyst for a debt
crisis in China. Beijing’s deep concern over the scale and sustainability
of local government debt led to a reform of the local financial regulatory
framework announced in March 2023. The Chinese government has also
initiated a gradual restructuring of local government debt, including
rolling over existing debts, extending loan terms at lower interest rates, and
issuing special-purpose bonds to fund large infrastructure projects. Local
government debt restructuring is a complex issue. It must strike a balance
between preventing large-scale crises and establishing sustainable paths for
local government budgets (‘China’s Local Government Debt’, page 35).

China has been grappling with the challenge of slow and uneven
household consumption recovery in the post-pandemic period. Despite
increases in total retail sales and services, the consumption of durable
goods and big-ticket items remained sluggish in 2023. Chinese households
appeared hesitant to spend. The National Bureau of Statistics Consumer
Confidence Index (CCI) has remained below 100 since April 2022, suggesting
a pessimistic sentiment among consumers. While the CCI inched up to 94.9
in March 2023, it subsequently slid down to below 90 and remained there to
the end of the year.

The share of household consumption in China’s GDP has been
historically lower than in other countries of similar economic development
levels, standing at 56 percent, compared to 66 percent in India and 67 percent
in Thailand. The average consumption-to-GDP ratio in most advanced
economies is around 80 percent. The COVID-19 pandemic exacerbated the
situation because of its impact on household balance sheets. The Chinese
government has implemented a series of fiscal and monetary policies, but
these primarily affected businesses rather than households. Partly that
was due to China’s inadequate social security network, which prevented
the government from directly extending support and relief to households.
The sluggish recovery of household consumption is therefore primarily a
structural issue rather than a cyclical one. Long-term structural reforms in
social security, income redistribution and the household registration system
are needed to address this issue.
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In 2023, China’s China Consumer Price Index (CPI) grew only by 0.2
percent, and the Chinese Producer Price Index (PPI) declined 15 months in
a row. The prospect of very low inflation with an elevated debt poses more
challenges to Beijing in stimulating the economy to restore it to its pre-
pandemic growth level (the consensus on China’s growth potential is 5-6
percent). Beijing has highlighted the critical role of internal circulation in
promoting economic growth in the post-pandemic era as part of the Dual
Circulation strategy first introduced in May 2020 by President Xi Jinping.?
The goal of the Dual Circulation strategy is to foster a complementary and
synergistic relationship between the domestic market (internal circulation)
while maintaining openness to the global economy (external circulation)
and integration with it.

China Shipping cargo
Source: Anja Bauermann, Unsplash

On 11-12 December 2023, at the annual Central Economic Work
Conference in Beijing, China’s leaders outlined the country’s economic
priorities for 2024.5 Echoing the former leader Deng Xiaoping’s famous
slogan, ‘Development is the hard truth’ X /&% # i #2, this year’s conference
prioritised ‘Maintaining High-quality Development as the New era’s “Hard
Truth” « 4o &3 & i & X kA A #7 it 49 538 32, reiterating the party’s belief
in the absolute importance of growth and development—but also high-
quality growth that is sustainable, innovation-driven and consumption-led.



Since 2021, the central government has repeatedly emphasised the triple
pressures of demand contraction, supply shock and weakened expectations
for the Chinese economy. These pressures stemmed from various sources
including the disruptions caused by its draconian lockdown policies around
COVID-19, an unfavourable external economic environment, and rising
geopolitical tensions. The 2023 Central Economic Work Conference reiterated
those challenges and identified real estate, local government debt, and
small and medium financial institutions (such as small and medium-sized
banks, rural and community banks, and urban cooperative banks that serve
regional or underserved segments of the population and are therefore more
prone to economic shocks) as key areas of risk and advocated a coordinated
national-level approach to resolving these problems.

Regarding the real estate sector, the conference proposed to establish
a new development model for property developers, likely by 2024. As
for local government debts, Beijing called upon major provinces to make
their contributions to the overall debt restructuring effort. In addition,
the conference reaffirmed the priorities of anchoring expectations and
promoting growth and employment through active, likely stimulative,
fiscal policy and prudent monetary policy. Notably, it placed anchoring
expectations ahead of promoting growth and employment in the official
statement, which has been interpreted as showing that Beijing’s growing
concern over weakened household and business confidence had surpassed
its concern over slowing growth and promoting employment. Accordingly,
one could expect to see more policies that are targeted to support household
consumption and income, and reforms aimed at addressing inadequacies
in the social security networks and household registration system, although
the reforms will likely be gradual and incremental.

Looking ahead, the Chinese economy is experiencing increasingly
difficult challenges. Faced with the challenge of a volatile external
environment, the central government has identified the domestic market
as the key driver of growth. The million-dollar question is how to build
the demand and supply network to ensure a circular flow in the domestic
economy. China’s structural challenges, including broadening the reach of
its social security system, making its household registration system flexible
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enough to allow a rational flow of labour between localities, the ageing
population and rising labour costs, cannot be swiftly resolved. The three-
year COVID-19 lockdowns and controls protected the world’s most populous
nation from an unimaginable public health disaster and its economic
consequences but disrupted China’s long-term growth trajectory. Technology
and innovation, including in the digital economy, delivery services and the
tech-intensive green trio of solar batteries, lithium-ion batteries and electric
vehicles, hold the potential to drive growth. Navigating the challenges to
achieve the party’s stated goal of becoming a moderately developed economy
within a decade will require political resolve.
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The hidden debt of China’s local governments, which is held by entities
called local government financing vehicles (LGFVs), has rattled financial
markets. Now some worry that it could threaten the entire economy. While
there is no official data, one estimate of LGFVs debt puts it at 59 trillion yuan
(US$8.25 trillion) at the end of 2022.! The International Monetary Fund
estimates that the total might be even higher, more than 70 trillion yuan
(US$9.79 trillion).? To put these numbers in perspective, another estimate puts
local government debt held by LGFVs at nearly half of China’s total GDP in
2021, or about twice the size of Germany’s economy.® A more recent estimate
has upped the number closer to US$10 trillion, which would be roughly double
the GDP of Japan.* These off-the-books LGFV borrowings are almost the same
size as official (on-the-books) central and local government debt combined.>
While we do not know the precise figure, we do know that the prospects for
local government finances are going to remain dire unless the real estate
sector—the major source of local government financing—rebounds. The
severe decline in the cash flow from the real estate sector to local government
means that an increasing number of LGFVs will face liquidity risks, unable to
pay their debts as they become due.

For most readers, the most puzzling thing about China’s local government
debtmightbe why itis considered ‘hidden’ and whylocal government financing
vehicles (LGFVs) are holding the bag for local governments. To understand
this, it is necessary to understand what LGFVs are and why the collapse of the
real estate sector has created such problems for them. The bigger question is
why China’s powerful central government let this problem grow to this degree.
Why didn’t Beijing do something about it earlier? LGFV debt skyrocketed
during the zero-COVID policies, so is the pandemic to blame? Finally, what is
Beijing doing about this crisis, and is it enough to solve the problem?

LGFVs and ‘hidden’ debt

While local government debt is common in all countries, China’s story is
unique in several respects. First, if one looks at the on-the-books debt of
local governments, the situation is manageable and relatively stable—one



would not know there was a debt problem. What makes the China case so
curious but also worrisome for Beijing is that the local government debt that
has skyrocketed is ‘hidden’. In this context, the adjective hidden’ does not
imply that the debt is illegal, but rather that it is off-the-books or unrecorded.
Local governments do this off the books because Chinese law forbids them
from bank borrowing. To circumvent this restriction, local governments
were allowed by Beijing to create institutional middlemen to borrow on
their behalf—these are the special purpose vehicles, called local government
financing vehicles (LGFVs), which incur and hold this ‘hidden’ debt. It is these
LGFVs that now are teetering on default. Hence, while this debt is technically
‘hidder’, it is an expected and condoned outcome of a deal made between
Beijing and the localities.

To understand why and how LGFVs are left holding the bag of local
government debt, one needs to go back to the early 1990s when Beijing
reformed the fiscal system, which had been in place since 1980. The 1994
fiscal reform stemmed from the 1980 fiscal system, which was called a
revenue sharing-system. The reason why that system proved to be such a
potent incentive for local state-led development was that there was a category
of taxes and fees, called extrabudgetary revenues, that localities did not have
to share but could keep in their entirety. The most important and the fastest
growing of these revenues was the collective and individual enterprise tax,
which took off with the development of the township and village enterprises,
the TVEs. It was these TVEs that allowed China’s economy to take off. The
problem was that all the new revenue from this sector was staying in the
localities. By the early 1990s, Beijing was only receiving less than a quarter
of total revenues.

To grab a bigger share of total revenues, in 1994, Beijing restructured
the fiscal system by dividing taxes into those that would go exclusively to the
centre, those that would go to the localities, and those that would be shared;
this is known as the ‘tax-sharing system’ %-#.#]. The hitch was that this
1994 fiscal reform would leave localities with insufficient tax revenues to
meet their basic expenditures. Localities would face an annual fiscal gap—a
shortfall between the amount of tax revenues left to them and their fiscal
expenditures. The then vice premier of China, Zhu Rongji %4 7, and others,
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including the then minister of finance Xiang Huaicheng # ¥, recognised
the problem and knew that localities needed new incentives to pursue local
state-led development to make up for the revenues that were taken away.

Zhu Rongji came up with a grand bargain that would allow Beijing to
have its cake and eat it too. Beijing could recentralise tax revenues, and the
localities would be given the rights and tools to raise new non-tax revenues
that they could keep to replace the extra budgetary funds that were taken
away. To make the bargain operable, localities were given the right to run
local state banks and then establish LGFVs to circumvent the legal prohibition
on government borrowing.®

The dependence of LGFVs and local
governments on the real estate sector

Local governments established LGFVs as middlemen to borrow on their
behalf. LGFVs were also tasked with selling land to real estate developers,
who then paid land transaction fees to local governments. Using land
to generate revenue is known as ‘land finance’ £33t 8. This strategy
allowed localities to fill the fiscal gap left by the 1994 fiscal reforms, which
recentralised taxes to Beijing. Yes, localities had to borrow and incur debt,
but the steady stream of revenues from land transactions allowed them to
repay debt and have funds to drive growth.

Problems began with the Global Financial Crisis, when China
implemented its stimulus package to keep the economy going. Nominally,
the stimulus package provided RMB 4 trillion. In reality, however, the
central government provided only 30 percent of that amount, and local
governments were expected to find the rest.” All of that borrowing created a
huge debt burden for local governments around 2013 when many of those
loans started to come due. To help repay these debts, local governments
started to issue bonds. Although debt was becoming more burdensome, it
was manageable because land finance was still viable as the housing market
continued to boom.



Construction sites have been left empty or half built since Beijing implemented the ‘Three Red Lines’ policy
Source: Markus Winkler, Unsplash
The current crisis stems from the collapse of the real estate sector,
when the demand for land vaporised, rendering the land finance strategy
inoperable. Because of their dependence on thereal estate sector forrevenues,
its collapse left local government budgets with no incoming revenue stream.
LGFVs must now borrow more on behalf of their local government to ensure
the continued operation of public services and to service existing loans.
Some localities have already had to cut back on social services or laid off
government employees because of fiscal shortcomings. But the other options
are also limited because there are now also restrictions on the ability of
LGFVs to issue bonds if they are already holding too much debt.

COVID-19 and the current crisis

One might think that the current local government debt problem can be
blamed on COVID-19. The costs of testing, isolating and treating COVID-19
was borne almost entirely by local governments. Yet COVID-19 does
not sufficiently explain the problem. While COVID-19 certainly raised
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expenditures for local governments, it was pandemic-era state policies,
which enforced fiscal discipline and deleveraged the real estate sector, that
triggered the crisis of local government debt. The mountains of debt facing
local governments across China are largely an unintended byproduct of
these policies. A few factors came together, including COVID-19, to create
a perfect storm that then magnified and made intractable an institutional
problem that had its origins in the mid-1990s.

Before COVID-19, starting in 2016, Beijing had already begun to tamp
down the real estate sector with a deleveraging campaign that tried to limit
the sector’s borrowing and ensure that borrowers would have cash on hand
to repay debt. The arrival of COVID-19 led Beijing to pause its efforts to
enforce fiscal discipline. From about January to June of 2020, the central
authorities provided substantial aid to localities to offset some of the costs to
local governments during the initial phase of the pandemic, such as special
low-interest COVID-19 bonds 7% 4% %) @ 4.

Ironically, it was China’s success in tackling COVID-19 during the first
six months that set it on the road that led to the local government debt
problems. After a rocky start in Wuhan, Beijing was highly rated by the
Nikkei COVID-19 Recovery Index for its handling of COVID-19, as measured
by case numbers, vaccination rates, mobility and functioning economic
life.® Beijing became so confident that in the summer of 2020, the central
government returned to its pre-COVID-19 economic agenda to try to enforce
fiscal discipline on the real estate sector and curbing debt more generally,
especially that of local governments.

Beijing implemented the ‘Three Red Lines’ policy =4-4r4, which
prohibited real estate firms from borrowing beyond set limits. Overnight,
the developers’ heretofore successful business model of borrowing to grow
became inoperable. This left them with few or no new sources of funding
to keep operating or repay debt, leaving many scrambling to sell assets for
quick cash. Some stopped building, leaving construction sites empty or half
built. Suppliers went unpaid. Some developers defaulted, but few were
buying land from local governments. But the consequences did not stop with
the developers not being able to get loans. Because homebuyers in China had



start making mortgage payments before construction was complete, once
they realised what was happening to the real estate developers, they went
on mortgage strikes, refusing to make further payments out of fear that they
would never get a finished apartment.

Ultimately, the failures of the real estate companies meant that
revenues from land sales and preparation sank to almost nothing, leaving
local governments cut off from the source of non-tax revenue that made up
the gaps in funding of their local budgets each year. The impact of the loss of
land sales revenues was made worse by the decrease in tax revenues after
central authorities cracked down on the tech and the afterschool tutoring
sectors during this same period.

The final factor that contributed to the perfect storm was the arrival of
anew COVID-19 variant, Omicron, in January 2022. The resulting lockdowns
further cost local governments as COVID-related expenses for testing,
quarantining, and treatment soared, while revenues plummeted due to
the near halt of most economic activity. It became increasingly difficult,
if not impossible, for local governments to repay their debts and cover
rising expenditures. The real estate sector and housing market have yet to
recover despite the end of zero-COVID restrictions at the end of 2022, as the
economy—after a brief bump in activity—has remained in a slump.

To make matters worse for local governments, Beijing pushed aside
concerns about curbing local debt. In an about-face, it instructed LGFVs to
take up the slack from the demise of the real estate sector and make land
purchases, even if it mean going into more debt, to provide revenues for
local government coffers. It remains unclear what LGFVs are doing with
this land. Reports suggest that few have actually used that land for new
development. Recent reports reveal that although some LGFVs did buy land,
others faked these transactions to comply with upper-level directives.’ These
must have decided that they simply did not have the funds to do so, nor did
they want to assume more debt. We await details of how local governments
dealt with these directives, which are simply trying to make the on-the-books
local government budgets look stronger even if the off-the-books borrowing
skyrockets even further.
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Why did Beijing not stop this hidden debt
problem earlier?

Since 2014, when the costs of the stimulus package loans became evident,
Beijing has been trying to rein in local government debt. This included
Beijing swapping out the LGFV bonds, which were most costly in terms
of interest with shorter maturity dates, to longer maturing, lower-cost,
centrally approved and guaranteed local government municipal bonds
that could be more easily repaid. Importantly, these municipal bonds were
strictly limited in the amounts issued and required approval by the upper
levels. The assumption was that if they cleaned up these existing bonds and
required approval for the municipal bonds, the centre could control local
government debt. After the bond swaps, in 2018 another campaign was
started to get rid of hidden debt, including having local governments sell
assets or stakes in state-owned enterprises (SOEs). But none of the many
attempts were successful because none addressed the root of the problem:
the flawed fiscal system instituted in 1994 that left localities with a fiscal gap.
The approved municipal bonds were insufficient to cover local fiscal needs.

Banks such as ICBC are now offering 25-year loans
Source: Adrian-Grycuk, Wikimedia Commons



The point that must be understood is that LGFVs and their borrowing on
behalf of local government was an expected outcome of the grand bargain
to mobilise support from the localities for its 1994 fiscal reforms. Beijing
even assured localities that they should not fear upper-level intervention
in revenue-generating activities, as long as they sent up the requisite tax
revenues. This also explains why Beijing had no official accounting of local
government debt until 2011. Beijing had agreed that it would not seek to
know the details.

What Beijing is doing to resolve the crisis

Allowing the establishment of LGFVs was an effective short-term workaround
for local government borrowing. As indicated in the introduction, the terms
‘legal’ or ‘illegal’ are useless in understanding their actions because they
were condoned and created to get around official prohibitions against
local governments borrowing from banks. But the grand bargain between
the centre and the localities that allowed their creation also has created
ambiguity around who is responsible for repaying LGFV debt and allows
Beijing to pretend that local government finances are not in jeopardy.

As financial analysts around the world have become more rattled by the
sheer size of this hidden debt and the possible consequences for the larger
economy, Beijing has tried to calm markets by describing it as enterprise
debt (LGFVs are state-owned enterprises) and denying that it counts as local
government debt. As China’s Ministry of Finance has said, the liability for
LGFV debt ‘lies with the entity thatissued it’.?* It added, local governments do
not bear the responsibility to repay the debt of LGFVs and other state-owned
enterprises’, citing the amended Budget Law in 2014. That means, however,
that there is no explicit guarantee of payment; that is, local governments
never promised to pay this debt. This ignores the fact that local governments
also have what is called implicit debt, which is debt that they may pay if the
original borrowing cannot pay. To thwart any hope of a central government
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rescue, the ministry has explicitly said: ‘If it’s your baby, you own it. There
will be no bailout from the central government.’'! Such statements seem at
least implicitly to recognise that the problem will be the local governments’.

At the same time, Beijing has taken steps to buy more time for LGFVs
and local governments to repay their debt. Banks have been asked to give
LGFVs new loans with ‘ultra-long maturities and temporary interest relief
to prevent a credit crunch’. Instead of the ten-year loans previously given
to LGFVs, banks, including some of the big four such as ICBC and China
Construction Bank, are now offering 25-year loans.!? But this strategy has
moved huge risks onto the banks. As a result, Goldman Sachs downgraded
its rating of China’s big banks,'* which led to a rout in bank stocks on foreign
exchanges.'

None of the above strategies solves the institutional problem of
local government debt in China. The state can formally separate local
governments from their LGFVs, but at the end of the day, somebody must
take responsibility for their debts. But even if someone takes over existing
LGFV debt, more local debt will reappear each year because of how the
fiscal system is structured. Beijing must reconfigure the system or find an
alternative source of revenue to plug the fiscal gap.

China realises that a property tax like that in the United States where
the revenue would belong to the localities is a solution. A few cities have
limited pilot programs, but Beijing keeps delaying its implementation. Such
a tax would alienate a rising middle class, and in the current context it would
further hurt a depressed housing market.

Ultimately, to end hidden debt, Beijing must address the fundamental
flaws in the system established by the 1994 fiscal reforms. Without thorough
fiscal reform, the problem of local government debt, hidden or not, will
persist. It might be time for Chinese leadership to stop kicking the can down
the road. There is no other sustainable solution.
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It is no coincidence that Desmond Shum’s Red Roulette has been one of the
most popular books among China watchers to come out in recent years. For
many of us, his lurid descriptions of the drama and debauchery taking place
among the great and gilded in Beijing are as thrilling as The Godfather, a
real-life version of Downton Abbey (or perhaps, more appropriately, Crazy
Rich Asians)—a professionally justifiable guilty pleasure. Yet such depictions
also often come with an almost conspiratorial tone, in which the real drivers
of Chinese government decision-making are the personal interests of senior
Party leaders and their cliques of hangers-on, and the backstabbery going
on between them.

One of the most fertile grounds for such personalised speculation
in recent years has been the regulatory offensive against the platform
economy. Why, for instance, did Jack Ma & = disappear from public view
for three months after the Ant Financial IPO—slated to be the largest in
history—was cancelled?! Did Xi Jinping personally axe the deal because
Jiang Zemin’s grandson, Jiang Zhicheng /= & &, was a major investor through
Boyu Capital, a private equity firm he co-founded, as one shot in a larger,
internecine battle?? Did Tencent get into trouble, as an academic colleague
attempted to convince me at a conference, because it had been prominently
posting information favourable to Li Keqiang in the run-up to the 20th Party
Congress? What happened to Bao Fan &/, the rainmaker for big tech
investment deals, who resurfaced in early March 2023 after being reported
as missing by his firm in late February? It was subsequently revealed that he
is assisting authorities with an inquiry into Cong Lin, the former president of
Renaissance Holdings, an investment company he founded.?

The standard story presented by foreign news media of what became
known in the West as the ‘tech crackdown’ is as follows.* Xi Jinping got angry
with Jack Ma after the latter gave a speech in October 2020 to the good and
the great in China’s financial sector at the Bund Summit of China Finance
40, a leading economic think tank. Ma belittled regulators and government
banks as being behind the times, directly opposing the message of greater
regulatory prudence delivered by Wang Qishan at the same meeting, that
same morning. Seeing an opportunity not just to take an uppity Ma down
a peg but also to take a swing at the interests of the Jiang family, Xi killed



off the Ant Financial IPO and, for good measure, fired off a barrage of rules
to constrain other platform companies and ensure absolute Party control
over the digital sector. Predictably, this crackdown has gone too far. Faced
with catastrophic consequences in the platform economy,® and economic
malaise across the board, the leadership is now seeking ways to roll it back
and return to growth.5

Jack Ma disappeared from public view after the Ant Financial IPO
Source: Paul Kagame, Flickr

Thiscommonnarrative attempts to provide an explanation for something
Western observers have found difficult to fathom: why would China inflict so
much damage on the most innovative sector of its economy? Moreover, it is
an explanation that confirms our prior assumptions: authoritarian states are
going to do authoritarian things, Xi Jinping is the puppet master of the entire
Party apparat, Chinese policy decisions are primarily taken in view of top
leaders’ personal political interests, and as long as those decisions diverge
from the dictates of neoliberal market economics, they are predictably
misguided and incompetent.
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The problem with that story, however, is that it is highly selective in
many instances and plain incorrect in others. This regulatory wave was
not a sudden whim of Xi Jinping’s but had been in preparation for quite
some time. The drafting of the Personal Information Protection Law MAAZ
B:A%47 %, for instance, started in 2018.7 In 2019, the State Council published
a document outlining the problems and abuses it saw existing within the
platform economy, and listing the regulatory tasks intended to be undertaken
as well as the ministries to which those would be assigned.® In other words,
anyone claiming that the regulatory offensive came from nowhere simply
was not paying attention.

The problems identified in this 2019 document and elsewhere are
real. For example, the success of platform companies depends on legions
of immiserated delivery drivers and gig workers, as well as overworked
programmers and software engineers.® Third-party merchants, reliant on
platform firms for their businesses, suffer from onerous contract obligations
and monopolistic practices.’® Telecommunications fraud, enabled by
platform firms’ lax data protection practices, is rife.'* Poor risk management
practices in fintech (i.e. financial technology) had already caused the
meltdown of the P2P (i.e. peer to peer) lending industry, evaporating the
savings of millions of retail investors.!? Stricter regulations on the fintech
industry were already being drafted, and it is scarcely believable that Jack
Ma and Ant’s legal department did not have a fairly solid understanding of
what the new requirements were, or how they would affect Ant’s business
operations. If that is the case, Jack Ma’s speech was not the trigger for central
authorities to embark on regulatory measures they otherwise would not
have. Rather, it might have been an unsuccessful last-ditch effort to use his
personal influence to stave off regulatory interventions that would damage
Ant’s profitability and Ma’s wealth, and one that only slightly accelerated
moves that would have happened in any case.

Those elements are, however, far less dramatic and eye-catching than
the disappearance or detention of high-profile CEOs or gossip about palace
intrigue. Moreover, to assess them requires consistent engagement with the
drudgery of analysing Chinese policy and regulatory documents—a Calvary
the great Belgian Sinologist Simon Leys (Pierre Ryckmans) memorably



described as ‘akin to munching rhinoceros sausage, or to swallowing
sawdust by the bucketful’.?®* Doing so reveals a stack of dozens of texts, issued
by multiple Party and government organs, which paint a somewhat more
complex picture, where there is no single discernible cause or motivation,
nor even clear evidence of much interagency coordination. Regulations in
fintech, for instance, have evolved nearly in parallel with interventions in
the realm of competition, or protection for consumers and workers more
generally." Some of the fintech rules resemble market regulation initiatives
undertaken elsewhere, most notably in the European Union. The Personal
Information Protection Law, for instance, reproduces many of the General
Data Protection Regulation’s (GDPR) terms, concepts and mechanisms,
defining largely similar legal grounds for personal information processing,
introducing similar procedures for data transfer abroad, and imposing
similar levels of punishment for violations.!> New Chinese regulations on
competition in the platform sector contain similar definitions for large-scale
‘gatekeepers’ to Europe’s Digital Markets Act.®

Traversing the turgid prose of such documents is time-consuming.
Journalists, think tank experts and even academics are rarely able to
concentrate on tracing single policy areas across time, beholden as they are to
the demands of their editors, to news cycles and to the demands of immediate
hot takes. The Chinese written language, too, forms a layer of encryption:
many non-native readers (myself included) simply process Chinese
documents far more slowly than texts in English. In those circumstances, it
is easier to reach for a standard narrative, spice it up with details of the latest
scandal, and serve while it is piping hot. Deep engagement with the matter
at hand does not necessarily carry a reward: ‘Chinese regulators attempt
incremental improvement of working conditions for gig workers’ is a far less
attractive headline than ‘Xi Jinping assaults Jack Ma’s empire’.

Doing the work requires taking Chinese policy thinking around certain
questions seriously, and recognising that it might diverge from Western
instincts for reasons other than the wielding of blunt authoritarian power.
Consumer-oriented onlineservicesmightbeseenasthe pinnacle ofinnovation
in the United States, but policy-makers in Beijing disagree somewhat. Beijing
recognises that big tech has contributed in no small way to enhancing the
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convenience of Chinese citizens’ daily lives but, at the same time, does not
believe that it makes a durable contribution to the fundamental qualities
of the Chinese economy. Instead, China’s techno-industrial policy under the
Fourteenth Five-Year Plan (2021-25) focuses on upgrading the efficiency and
productivity of the manufacturing industry.'” Platform firms are expected to
support that effort, for instance, by providing innovative services in logistics
and supply chain management. Cryptocurrencies, in the eyes of Chinese
regulators, moreover, are mere vehicles for non-productive speculation and
law-breaking, and consume vast amounts of electricity to boot.’®* No wonder
they have now been banned completely.

Chinese authorities view the fintech sector as highly important and therefore in need of effective and
strict regulation
Source: Dong Fang, Wikimedia

Beijing’s willingness to damage the fintech sector, which has lost more
than US$2 trillion in market capitalisation, for instance, becomes a lot more
explicable when it is recognised that nearly all publicly traded Chinese
fintech companies are listed on stock exchanges outside mainland China.
The shareholders receiving a haircut are therefore far less Chinese than one
might initially think. However, to admit that Chinese authorities might have



good reasons for acting in the way they do implies that the Western political
and economic model is not universally applicable, and undermines an easy
dismissal of Chinese policy solutions. The fact is that China acts in many
ways similar to, say, the European Union, and the bureaucracy in Beijing is
beset by the same pathologies that trouble Washington, Brussels, Canberra
or any other capital.

A similar problem lies in discussions of the ‘end of the crackdown’.
This phrase seems to imply that the regulatory campaign was temporary
and that the normal order of business will resume. This is incorrect: it is
better to understand what happened as a ‘rectification’: the introduction of
a new governance paradigm for a sector that Chinese authorities view as
highly important and therefore in need of effective and strict regulation.
Safety requirements in cars are not an effort to stop people driving but to
ensure they are not killed or maimed so often while doing so. Not only are
the new rules here to stay but so also are the structures designed to enforce
them. The State Administration of Market Regulation, China’s relatively new
competition regulator, has established a new Anti-Monopoly Bureau and
hired scores of new enforcement personnel.*

The definitive end of this rectification came in the northern summer
of 2023. Regulators imposed fines of RMB 7 and 3 billion respectively on
Ant Financial and Tencent for a series of regulatory infractions.? Ant was
also ordered to shut down its mutual-aid insurance arm Xuxiangbao. In an
accompanying statement, the People’s Bank of China stated that ‘most of
the prominent problems in the financial business of platform enterprises
have been corrected’ and that it would now focus on everyday supervision
rather than major regulatory overhauls. In the subsequent weeks, a series
of events demonstrated that the platform economy was back in Beijing’s
good graces. Premier Li Qiang 3% hosted a seminar on the sector’s ‘healthy
and sustained development’ attended by the CEOs of Meituan, Xiaohongshu,
Huolala, Alibaba Cloud, Douyin, Pinduoduo and JD.com, among others. This
was the first time the premier had directly met platform companies since
2019. The policy measure was, however, clear: in his speech, Li highlighted
the sector’s potential but also called on platform companies to invest more
in research and development, particularly of ‘core’ technologies, to integrate
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with manufacturing businesses and develop the industrial internet.?! In
return, government would increase investment, streamline bureaucratic
procedures, and maintain regulatory predictability. This proposed quid
pro quo was formalised in a Central Committee and State Council policy
document on the development of the private economy published a week
after this conference.?? The Beijing municipal government subsequently
published draft policies to support the platform economy, which included
faster licensing procedures, relaxed codes of conduct for live-streamers,
and the establishment of demonstration zones for best business practices.?
Interestingly, the measures also announced a higher level of ‘error tolerance’,
under which companies would be warned earlier and given more time to
redress identified compliance issues. The State Administration of Market
Regulation, too, has signalled that it will regularise oversight to avoid sudden
actions that disrupt normal operations.?*

However, none of these measures should be taken as evidence that
Chinese authorities intend to roll back any of the measures that were
introduced. If that results in the sector’s profitability being permanently
depressed, so be it: those profits would have come from unsustainable or
undesirable practices anyway. Instead, the platform economy is encouraged
to move towards practices that policy-makers are in greater favour of,
particularly the industrial policies included in the Fourteenth Five-Year
Plan, which focus on using digital capabilities to upgrade the manufacturing
sector, and on supporting strategic and emerging technologies. One can
reasonably disagree with that logic, but we need to recognise why it exists
in the first place.

The inability or unwillingness of much Western commentary and
analysis to engage with the drudgery of deep policy analysis relates both
to our human fondness for a good yarn and to a predisposition for making
sense of China in ways that are psychologically comfortable to those of us
who closely identify with the Western liberal order. However, that comes
at a cost: we are less able to make sense of the Communist Party of China’s
motivations and actions. This influences not only our direct engagement with
China but also the broader world with which it is inextricably intertwined.
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Informal economic sanctions reinforced by state-sponsored consumer
boycotts have made the Chinese market volatile for multinational
corporations (MNCs) over the past decade. MNCs must be careful not to
offend Beijing and nationalists in the People’s Republic of China (PRC).
Nonetheless, a definition of what it means to ‘offend China’ &4 is rather
elusive. Examples range from refusing to procure cotton from Xinjiang,'
and defending employees’ freedom of speech in support of anti-government
protesters in Hong Kong,? to failing to conceal the freckles of an East
Asian-looking model in a fashion advertisement.® Chinese consumers even
accused a Chinese condiment producer of offending China by including in
its domestic products food additives not used in its exported products due to
different food safety standards in the two markets.*

A recent example of ‘offending China’ involved alleged discrimination
against mainlanders by the cabin crew of Hong Kong’s flagship airline,
Cathay Pacific. On a Cathay Pacific flight from Chengdu to Hong Kong on
21 May 2023, three flight attendants were accused of mocking a passenger
who confused the English words ‘carpet’ and ‘blanket’. ‘If you can’t say
“blanket”, you can’t have it one flight attendant said. Another added,
‘Carpet is on the floor.” The conversation was overheard and recorded by
another Chinese passenger, who was sitting near the cabin crew’s rest area.
The clip was posted on Xiaohongshu /J:4. 4 (an Instagram-like social media
platform) the next day and went viral.

Making fun of the passenger’s English was misconduct; however, it is
not known whether the crew member treated the passenger less favourably
when they requested a blanket. Within a day, Cathay Pacific issued three
public apologies in simplified Chinese and Mandarin to the passengers
involved and to mainland consumers. Chief Executive Officer (CEO) Ronald
Lam ## % declared that the airline ‘had a zero-tolerance approach to
any serious breach of the company’s policies and code of conduct’ and
announced the three flight attendants had been dismissed.’ He also stressed
that passengers with diverse cultural backgrounds must be respected. To
prevent similar incidents in the future, the airline would review its flight
attendants’ training.® As part of this reform, in July, the airline began to
recruit flight attendants from mainland China.”



Despite prompt action by the airline, the scandal was elevated to a
political controversy, unleashing a flood of mainland Chinese grievances
against Hongkongers. Political actors and state media took turns condemning
the airline. Hong Kong Chief Executive John Lee F %4 reprimanded Cathay
Pacific for the cabin crew’s disrespectful words, claiming they had hurt the
feelings of the people of both Hong Kong and mainland China® and tarnished
Hong Kong’s reputation as a courteous and hospitable place.® Other Hong
Kong government officials and lawmakers lined up to express anger and
disappointment at the airline to ensure that their stance on the incident was
communicated to Beijing.

Cathay Pacific’s alleged discrimation against mainlanders was elevated to a political controversy
Source: Issac Struna, Unsplash

Chinese state media characterised the incident as an exemplar of
Hongkongers’ weak national identity and Cathay Pacific’s arrogance.
Xinhua warned that consumers would vote with their feet. From a business
perspective, the incident cost Cathay not only its reputation, but also one of
its markets.’® China Central Television (CCTV) claimed it was not an isolated
incident and criticised Cathay Pacific for neglecting the root of the problem
in their governance.!! An online commentary published by the People’s
Daily condemned the airline for worshipping foreigners and looking down
on mainland Chinese twenty-five years after the city had returned to the
‘motherland’ and the more recent imposition of the territory’s National
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Security Law. The commentary also attributed Hong Kong’s prosperity to the
Chinese state’s support and Chinese tourists’ spending. It demanded Cathay
Pacific ‘take heavy-handed measures to rectify the situation, establish rules
and regulations, and fundamentally put an end to this iniquitous corporate
culture’.’? A Global Times commentary accused Hongkongers of having ‘a
colonial mentality in their hearts’. It urged the Hong Kong government to
develop a strategic plan through education and public communication to
achieve decolonialisation of its society.'®

Cathay Pacific is a subsidiary of British conglomerate Swire Group, but
30 percent of its shares are held by Air China. The airline was one of the MNCs
that faced tremendous pressure amid Hong Kong’s political turmoil in 2019,
which was sparked by a proposed extradition bill that would have destroyed
the legal firewall between Hong Kong and mainland China.* A labour and
market strike was called for 12 June 2019—the day the Bill was expected
to pass. Working from home was rare before the COVID-19 pandemic,
but HSBC, Standard Chartered, the ‘Big Four’ accounting firms, and other
corporations permitted employees to have special work arrangements on the
day of the strike, signalling their acquiescence to employees’ participation in
the protests.

Cosmetic company Lancdme faced pressure following the 2014 Umbrella Movement
Source: Wpcpey, Wikimedia



Political tensions escalated over the next few months and another strike
was called for 5 August. Some 2,300 staff in the aviation sector, including
1,200 Cathay Pacific employees, joined the strike. At least 200 flights were
cancelled.’ Two days later, the Hong Kong and Macau Affairs Office of the
State Council and the Liaison Office of the Central People’s Government
Office in Hong Kong jointly organised a closed-door meeting with 500 pro-
Beijing members, including business elites, in Shenzhen.! In this united-
front meeting, Chinese officials asserted the protests had developed ‘colour
revolution characteristics’, which sent an unequivocal signal from Beijing
that it would intervene in the political chaos in Hong Kong.!” After attending
the meeting, several leading conglomerates that had previously been silent
about the protests swiftly displayed their loyalty to Beijing. Hong Kong’s
General Chamber of Commerce and the Real Estate Developers Association
made statements denouncing the escalating violence in the movement.'® In
the same week, the Civil Aviation Administration of China demanded Cathay
Pacific bar any cabin crew who participated in or supported the illegal
protests from working on flights to the mainland. The aviation authorities
also ordered the airline to submit crew members’ identification information
for their approval before the crew was rostered onto any flights entering
China’s airspace.’ As well as the censure from state media, netizens called
for a consumer boycott.?

John Slosar, then chairman of Cathay Pacific, initially defended the right
to freedom of expression of his staff.?* Faced with political pressure and
financial jeopardy, both Slosar and Cathay Pacific’s CEO Rupert Hogg handed
in their resignations. More than thirty employees of Cathay Pacific and its
subsidiary Dragon Airline were dismissed due to their political stance on the
protests. Among them was union chairwoman Rebecca Sy, who had worked
as a flight attendant for seventeen years and was immediately dismissed
for lamenting the resignation of the CEO on her private Facebook account.
Sy believed the private posts must have been passed on to management by her
colleagues.? Similarly, several Cathay Pacific employees publicly stated they
had been summoned by management and questioned about their private
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social media posts on the protests before being dismissed.?* Employees who
breach company regulations can expect to be disciplined, but the extent of
Cathay Pacific’s intrusion into employees’ private lives was alarming.

Cathay Pacific’s travails in both 2019 and 2023 present one of many

examples of Beijing pressuring companies that operate in China to act as its
agents in sanctioning individuals’ political views. The following cases—one
of which dates back almost twenty years—indicate how economic coercion,
fortified by consumer nationalism, has led MNCs to suppress freedom of
expression on behalf of the Chinese state:

Yahoo! (2004): Human rights organisations, including Amnesty
International and Human Rights Watch, accused Yahoo! of providing the
Chinese government with Hunan-based journalist Shi Tao’s /7 # email
communications with Democracy Forum, a New York-based website.
He had sent them censorship directives related to the Tiananmen
Incident’s fifteenth anniversary from an anonymous email account. Shi
was sentenced to ten years in prison for leaking state secrets.*

Lancome (2016): The cosmetic company abruptly cancelled a
promotional concert featuring Denise Ho 17483, a Hong Kong singer
who supported the 2014 Umbrella Movement, after pressure from the
Global Times and threats by Chinese consumers on social media of
a boycott.®

Cambridge University Press (2017): The press temporarily blocked
readers in mainland China from accessing more than 300 China
Quarterly articles at the request of China’s General Administration
of Press and Publication. The publisher restored the articles after
widespread criticism from academia worldwide.?

US National Basketball Association (NBA) (2019): A tweet on 4 October in
support of the Hong Kong protests by Houston Rockets executive Daryl
Morey led to a broadcast blackout of matches in China. The Chinese
Consulate in Houston issued an online statement to condemn Morey’s
tweet and demanded the Rockets clarify the team’s stance.?” Chinese
netizens also called for the dismissal of Morey.?® Morey apologised
for his tweet. In NBA’s initial statement on 6 October, it regretted that



Morey’s views ‘deeply offended many of our friends and fans in China’.
Two days later, NBA Commissioner Adam Silver defended Morey’s
freedom of expression in the wake of pushback from US politicians.?
CCTV stopped airing NBA games from October 2019 to March 2022,
except for one match in October 2020.3°

*  BNP Paribas (2019): The Global Times denounced Hong Kong-based BNP
Paribas lawyer Jason Ng for his Facebook posts supporting the protests
in the city and denouncing the police’s management of them. Chinese
netizens accused Ng of being a ‘secessionist’ and demanded the bank
sack him. The bank apologised for Ng’s comments and emphasised that
they ‘did notreflect the view of BNP Paribas’. Ng subsequently resigned.

e HSBC (2023): HSBC terminated the bank accounts of the League of
Social Democrats (LSD) without explanation along with the personal
accounts of several LSD members. The LSD is the only opposition party
that has maintained small-scale street activities in Hong Kong since the
introduction of the National Security Law. LSD leaders were approached
by national security police about their protest plans for ‘sensitive dates’,
such as the anniversaries of the Tiananmen Incident and Hong Kong’s
handover to China, and China’s national day. The homes of some
members were raided ahead of those sensitive dates.32

Companies must comply with domestic laws where they operate. Doing
business in or with China, however, comes with an additional requirement:
be careful not to offend the authoritarian state. The above cases show the
Chinese state and its consumers not only effectively compel MNCs to play by
authoritarian rules and norms while operating in the PRC itself, but also insist
that MNCs operating abroad censor the political views of their employees.
MNCs may believe that profit justifies their political compliance; however,
the effects of such a compromise on the erosion of democratic values and
freedom of expression are borne by the liberal world at large. The more
dependent a company is on the Chinese market, the more susceptible it is to
coercion. Not many MNCs are willing to do anything that will endanger their
access to the Chinese market. Google is one of the few exceptions. The tech
giant ultimately refused to be complicit in China’s censorship requirements
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and quit the lucrative market in 2010.3 Despite an attempt to re-enter the
Chinese market with a censored search engine, Dragonf{ly, the controversial
project was dropped in 2019.3

China’s spectacular economic growth and rising power have given it
more resources to reshape norms and standards in the global order. Many
studies have investigated the influence of China’s foreign direct investment
and foreign aid on target states.®> Emerging research pinpoints how the
Chinese government weaponises its domestic market to achieve political
goals.?¢ More work needs to be done to show how the Chinese government
coopts and coerces MNCs to enforce its authoritarian values and policies—
and the implications of this on the liberal world order. As consumer and
shareholder activism for environmental and social justice expands to
include human rights—by, for example, boycotting products produced
by Myanmar junta-linked businesses—it will be interesting to see how
companies negotiate the demands of their home markets and those of the
world’s largest one.
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According to World Bank data, only a handful of economies have risen from
middle- to high-income status since 1960, when economic catch-up growth
in many developing economies took off.! Examples include South Korea,
Singapore, Israel and Ireland. Some countries that were high income in
1960 remain so today, such as Canada and France. Some that were poor, like
Cambodia and Tanzania, have stayed poor. Many countries have stayed at
middle-income status for decades, seemingly unable to reach high-income
status.? They are in what is called the Middle-Income Trap, and this may
include China too.

How does China compare to these other countries trapped at the middle-
income level? Since the beginning of reforms under Deng Xiaoping in 1978,
China has undergone remarkable development. After four decades of strong
economic growth, China has become the second-largest economy (in terms
of nominal GDP), the largest exporter and the second-largest importer in the
world.® However, China’s growth, even with double-digit growth rates, has
relied heavily on unskilled labour. Most of the workers who have fuelled the
country’s rise come from rural villages and have never gone to high school.
For all of its investment in physical infrastructure, for decades China failed
to invest enough in the education and health of a large share of its people.*

One key factor that may account for disparate development paths
among nations is education. According to the Organization for Economic
Cooperation and Development (OECD), in 2015 in countries that graduated to
high-income status (i.e. they escaped from middle income), 72 percent of the
working age population (18-65 years) had completed secondary education
when the country was still at middle-income status.® In countries stuck in
the Middle-Income Trap, the share of the working-age population with a
secondary education is much lower—only 36 percent on average.

Having a large supply of educated workers ensures that enough talent
exists to meet and drive demand for high-value goods and services that drive
an economy when it becomes a high-income one, thereby sustaining growth.
When too many unskilled workers are squeezed out of upgraded industries,
their wages tend to stagnate or fall, curtailing demand and hampering



growth. This eventually leads to serious social problems, such as higher
rates of unemployment and increased crime and social unrest. Nations with
socially polarised work forces also suffer from political instability.

Young children in rural areas may be unprepared to learn complex skills as they age
Source: Samuel Vigier, Flickr

Shortcomings in education and health
threaten China’s growth

Education attainment metrics help reveal China’s potential future
development and growth trajectory. The share of uneducated workers in
China’s labour force is larger than that of virtually all upper middle-income
countries. According to China’s own 2015 micro-census data, there are
between 450 to 500 million people in China between the ages of 18 and 65
who have never attended one day of high school, which is 70 percent of the
labour force. This makes China one of the least educated middle-income
countries in the world.®
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A large population of uneducated workers was not a problem while
China was moving from low- to middle-income status. Unskilled labour was
in high demand. Unskilled wages were low, and low-cost manufacturing and
construction were growing. But China’s growth model has been changing
over the past decade or more. Unskilled wages are much higher, so foreign
investors have begun to shift their attention towards other countries with
cheaper labour. China’s own massive push to automate (also to avoid having
to pay for labour that became increasingly expensive since the mid-2000s)
also is rendering low-skilled workers redundant. Construction jobs have
tapered off as investment in infrastructure cools as well. China’s unskilled
workers may become increasingly unemployable (and have actually begun
to see wages falling) as the economy upgrades.

The only destination for China’s unskilled workforce—new entrants
to the labour force and laid-off workers alike—is the informal (or blue-
collar) service sector. Data from the 2018 China Statistical Yearbook shows
that informal employment is currently the fastest growing sector in China,
increasing from 33 percent in 2004 to 56 percent in 2017.7 A rising supply
of unskilled workers (along with only moderately growing demand for
services) means stagnating wages. With strong demand for skilled work in
the white-collar sector, higher wages are going to those with higher levels of
education. This result appears to have a large number of similarities to what
happened in Mexico in the 1990s (although there are differences): Mexico
had solid macroeconomic performance, export success and an accumulation
of physical capital. However, despite these strengths, the nation’s poorly
educated labour force and the emergence of a dominating informal economy
swamped and dragged down the development of the formal economy.
Despite rapid growth in the 1970s and 1980s (which ended with Mexico
being admitted to the OECD as a rapidly developing upper middle-income
economy), Mexico has almost experienced no growth since the mid-1990s
and today is a clearly a stagnant middle-income nation.

Recognising the critical need for secondary education, China’s
government expanded access to high school throughout the country in the
mid-2000s.8 High school attainment among the youngest cohorts in the labour
force is close to 80 percent. But hundreds of millions of less educated people



will remain in the labour force for the next thirty years.® The government
will face huge challenges trying either to retrain workers or to provide a
social safety net.

The quality of China’s expanded secondary school education is also
uncertain. Almost all low-skilled labour comes from rural areas, where
school and health systems are under-resourced due to the legacy of
national policies.’® The household registration (hukou F =) system played
an important role in the widening of China’s rural/urban disparities. The
system was introduced in the 1950s as a way of managing labour and
population flows in an economy that was being run by central planners (as
opposed to markets). Although hukou-related restrictions on labour mobility
were relaxed gradually after the early 1990s, the system continued to limit
educational, health and employment opportunities for rural hukou holders.
Moreover, historically higher shares of public investments in infrastructure
and services have been channelled towards urban areas in China. As a result,
many of China’s new secondary school graduates attended poor-quality
vocational high schools and are not learning the maths, science, computer
and language skills that China will need in the future in its labour force if the
nation graduates to high-income status.

Systemic shortfalls in education and the health of young children
in rural areas may also render many young people unprepared to learn
complex skills as they age. Large-scale field studies showed that more than a
quarter of Chinese school children were anemic; one out of five were myopic
(and did not have eyeglasses); and one out of four children had intestinal
worms. Soil-transmitted helminth infections are a threat to the nutritional
status of children and their cognitive development.!!

Increasingly, studies recognise that early childhood (up to three
years old) is a sensitive and critical stage, foundational for lifelong human
development.? In the international literature, delays in early childhood
development have been associated with decreased cognitive functioning
and lower labour productivity in adulthood.!* Empirical evidence from
China specifically demonstrates that the rural/urban education gap in the
country emerges during the first years of life, when rural children start
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lagging behind in their development.'* A systematic review and meta-
analysis calculated that the risks of delay to early cognitive development and
language function for children younger than five years of age in rural study
sites across China amount to 45 percent and 46 percent, respectively.?

Most of the workers who have fuelled the country’s rise come from rural villages and have never gone to
high school
Source: Wang Whale, Unsplash

A safe home environment with sufficient learning opportunities, healthy
nutrition and responsive caregiving are essential for healthy development
during early childhood. An optimal home is a clean and safe environment,
sensitive to the nutritional needs of young children and equipped with
developmentally appropriate objects, toys and books that provide
opportunities for children to play, explore and discover. However, survey
results have shown that parental investment in cognitively stimulating
parenting practices and child nutrition in rural China is low. No more
than 25 percent of the rural caregivers in large-scale field surveys in rural
China report frequently reading or telling stories to their young children.¢



Another study in China’s rural areas found that no more than 30 percent
of the caregivers provide a diet for their children that satisfies the WHO’s
minimum dietary diversity criterion.?’

Parenting training programs focusing on cognitive stimulation can
benefit the developmental opportunities of young children in developing
countries.!® Pioneering studies from the 1970s and 1980s, with long-term
follow-up, include the Jamaican Nutrition and Cognitive Stimulation Program
(or Reach Up and Learn). They found evidence of lasting positive impacts of
small-scale parenting interventions on a range of adult outcomes, including
lifetime educational attainment.!® The promising results incentivised
researchers and policymakers in the 2010s, in particular after the United
Nations introduced Target 4.2 of the Sustainable Development Goals,
which would ‘ensure that all girls and boys have access to quality early
childhood development by 2030’, to replicate such interventions in resource-
poor settings around the world.? Over the past decade, evidence from
randomised controlled trials has confirmed the effectiveness of parental
training experiments in resource-poor settings in a range of developing
regions, including in rural China.* Therefore policymakers no longer debate
the effectiveness of parenting programs, only how quality child and family
services can be delivered cost effectively, sustainably and at scale.

China’s government has announced its intention to steer China on a path
of ‘people-centred development’ towards Common Prosperity. In 2010 China
became the second largest economy in the world after the United States,
and claims to have eradicated extreme poverty in 2020.22 Despite achieving
these milestones, 600 million Chinese had a monthly per capita income of
US$140 or less in 2020,2 and regional and rural/urban inequalities have
widened over the past decades.? In the face of these remaining challenges,
China’s central leadership has promoted the phrase ‘Common Prosperity’
# R &# since 2020.% This signals an intent on the one hand to curtail
income inequality and excessive wealth accumulation by individuals and on
the other to help people achieve a better standard of living.
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Investing in the developmental opportunities of disadvantaged children
is crucial to improve equality of educational opportunity and social mobility
and to build the large, high-skilled labour force China will need to support a
strong, innovation-driven economy in the future. Providing young children
with a fair start in life is crucial to address the ‘principal contradiction
between unbalanced and inadequate development and the people’s ever-
growing needs for a better life’ that China’s society faces today.? This
principal contradiction was highlighted as the main stumbling block that
needed to be tackled for further social development by Xi Jinping during his
report to the 19th National Congress of the Communist Party of China in 2017.

Why we should want China to succeed ... or at
least not to fail

The risks of a stagnating China would reverberate far beyond its shores.
China’s sheer size—one-fifth of the world’s population—means that what
happens there will have outsized implications for foreign trade, global
supply chains, financial markets and growth around the globe. There are
political perils, too. An economically insecure China might boost nationalism
to maintain legitimacy. No assessment of China’s growth is complete without
considering the implications of China having hundreds of millions of
underemployed people in its economy for the foreseeable future.
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Xi Jinping boosted the prominence of rural affairs when he came to power
in 2013 and outlined his vision for China’s future development.! That vision
was built around the ‘Two Centennial Goals’: first, that China would become
a moderately prosperous country by 2021, the year of the 100th anniversary
of the founding of the Communist Party of China (CPC), and second, that
China would become an advanced, high-income and strong country by
2049, the year of the 100th anniversary of the founding of the People’s
Republic of China.

To achieve the first centennial goal, the Party needed to address rural
poverty since the highest concentrations of poverty were in the countryside.?
In 2013 Xi Jinping launched the Targeted Poverty Alleviation Programme
# 44k %, which shifted poverty targeting from regions to households.? Once
target households were identified, each was allocated a government official
who was tasked with lifting household members above the absolute poverty
line of RMB 4,000 (US$620) per person per year. Their careers depended upon
it. Assigned party members would try to help people find jobs and sell their
produce, and sometimes simply gave people money. The Party also directed
government agencies to invest in rural infrastructure and provide grants
to rural areas where there were large numbers of poor households. Local
government leaders who failed to eliminate poverty in their jurisdictions
would not be eligible for promotion.

In 2021 Xi declared ‘complete victory’ in the struggle against extreme
poverty, announcing that 99 million people had been raised above China’s
official poverty line as a result of the targeted poverty campaign.* The
announcement enabled Xi to claim that his first centennial goal had been
met, even though the livelihoods of many hundreds of millions of farmers
remained very modest. China’s official poverty line of 4,000 yuan (US$620)
a year is equivalent to $1.69 a day, which is less than the World Bank’s
threshold of $2.15 a day, and far below the World’s Bank recommended
national poverty threshold for upper middle-income countries such as
China, which currently stands at $6.85.5 If applying this threshold, barely
half of China’s population would sit above it, as former Chinese premier Li
Keqgiang observed at a 2020 press conference (see ‘Inequality in China: The
Challenge of Common Prosperity’, page 65).5


https://press.anu.edu.au/publications/series/china-story-yearbook/china-dreams
http://www.scio.gov.cn/gxzt/dtzt/2021/rljpdzgsjbps/
http://www.xinhuanet.com/english/2021-02/26/c_139767705.htm
https://www.worldbank.org/en/understanding-poverty
https://www.globaltimes.cn/content/1189968.shtml

Following the 2021 declaration of victory against poverty, Xi Jinping
raised the profile of the campaign to ‘revitalise the countryside’ % 4+# %,
which would become the Party’s new catchcry for rural development and an
essential component of China’s march towards Xi’s second centennial goal.
AsDocument No. 1(2023) noted, ‘The most arduous and heavy task of building
a modern socialist country in all respects still lies in the countryside.”

Roadside billboard in Yunnan province: ‘Where there is black, sweep it, where there is no black, eliminate
evil, and where there is no evil, cure disorder’
Source: Ben Hillman

Since its launch in 2021, the significance of rural revitalisation for
China’s national development strategy has become increasingly apparent.
Rural revitalisation matters for ‘dual circulation’: China’s plan for future
growth to be driven as much by consumer demand as by exports. It matters
for employment—new rural enterprises are being touted as job-generators
for new graduates. It also matters for ‘common prosperity’: the need to
address the still wide gap between rural and urban incomes. And in the
wake of US/China tensions and heightened concerns in Beijing about China’s
high dependence on food imports, rural revitalisation matters for food
security. The program also intersects with the Xi Jinping administration’s


https://english.www.gov.cn/policies/policywatch/202302/14/content_WS63eb0acbc6d0a757729e6bbc.html
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economic policy slogans ‘green development’, ‘ecological civilisation’ and
‘beautiful China’. Rural revitalisation envisages beautiful and sustainable
villages where people will want to live and visit.

Xi’s second centennial goal includes a vision of China as an ‘agricultural
superpower’ K3k 32 E, Party documents emphasise the need to modernise
farming practices and develop new agricultural technologies. Document
No. 1 (2023) outlined nine tasks for China’s ‘rural revitalisation’, including
the stabilisation of grain supply, increased domestic production of key
agricultural products such as soybeans, and the expanded use of modern
agricultural technologies.® Investments in rural infrastructure will continue
under the program, but most government subsidies will be directed toward
new local industries.

The Party’s plan for achieving its ambitious rural revitalisation agenda
is to put itself in charge, reasserting party authority in the countryside in
much the same way the Party has expanded its control over other social
and economic domains in recent years. Document No. 1 (2023) emphasises
the important role of the Party in rural governance, calling for full
implementation of policies empowering the village party branch to lead the
village (in place of the elected village committee). Village party secretaries
are now required to take over the formerly separate position of village
leader under a party policy known as ‘two burdens on one shoulder pole’
# &) 42 ¥ — A #. This policy requires township officials to orchestrate village
elections to ensure that the village party branch secretary wins. Because the
village party secretary frequently now stands unopposed in such elections,
only minor positions, such as deputy village head or village accountant,
are contested.®

The Party has also used a law-and-order campaign to chase ‘undesirable’
candidates out of consideration for village leadership. The campaign to
‘Sweep Away Black and Eliminate Evil’ 42 2% & ran from 2018 to 2020 and
has now been streamlined into local government and police work.?® In rural
areas the campaign targeted ‘village tyrants’ 4 %, who had built their own


https://english.www.gov.cn/policies/policywatch/202302/14/content_WS63eb0acbc6d0a757729e6bbc.html
https://www.worldscientific.com/doi/abs/10.1142/S1013251121500065

independent kingdoms and amassed power outside the state governance
system. Villagers who had been ‘dealt with’ as part of the campaign typically
became ineligible to run for village office.

During the week of 24-28 April 2023, the CPC’s Central Party School
organised its first nation-wide training program for China’s village leaders.
Offered via video link and run through 3,568 classrooms across the country,
the training covered five main topics: ‘developing and strengthening the
village-level collective economy’, ‘party-building leading rural governance’,
‘doing in-depth and detailed mass work’, ‘strengthening village party
organisation into a solid fortress’, and ‘building a beautiful, Red village’.
A Xinhua news report of the training cited Kong Qingfan, party secretary
of Tongfa village, Qing’an county, Heilongjiang. According to Xinhua, party
secretary Kong ‘believes that the village Party organization secretary must
truly become the “leading goose” of rural revitalisation, and the grassroots
party organisations must truly become the “backbone” of the people,
shouldering their mission and responsibility in line with the [party’s]
original intention’ (i.e. original revolutionary spirit, chuxin #7:3).1!

To further strengthen party organisation at the grassroots, the party
has dispatched a plethora of cadres from government agencies and public
institutions, including universities, banks and state-owned enterprises
(SOEs). Xi Jinping has revived and expanded the position of first secretary
# —%12, an official who is deployed from outside the village and whose
mission is to strengthen the leadership and management capacity of the
village party branch and village party secretary. A first secretary is meant
to serve as a trainer, mentor and ‘missionary’ of the Party.’? According to
the National Rural Revitalisation Commission, in 2023 more than 400,000
first party secretaries and supporting work team personnel were deployed
across 26 provinces.!®* The first secretary is typically supported by a work
team T4FFK, a mechanism the Party uses to support the rapid adoption
of major policy initiatives, which means that millions more public sector
employees are being rotated into China’s villages to forge ahead with the
Party-led rural revitalisation agenda.


http://www.xinhuanet.com/mrdx/2023-05/16/c_1310719123.htm
https://www.cambridge.org/core/journals/china-quarterly/article/missionaries-of-the-party-workteam-participation-and-intellectual-incorporation/C1925841D59304362B68D83D704F9874
https://www.cambridge.org/core/journals/china-quarterly/article/missionaries-of-the-party-workteam-participation-and-intellectual-incorporation/C1925841D59304362B68D83D704F9874
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Rural revitalisation calls forinnovation and entrepreneurship in agriculture and agribusiness
Source: gi xna, Unsplash

By putting the Party back in charge, the Xi administration’s approach to
governing the countryside is consistent with the Party’s wider recentralising
agenda. In the countryside, however, it represents a break with four decades
of rural governance in which self-governing village committees and directly
elected village leaders played a lead decision-making role in village affairs.
While party secretaries remained a strong presence in some villages
where they were known as the ‘first hand’ —#e.F, the Party’s influence was
otherwise much diminished in the post-collective countryside.*

In reasserting its authority in China’s villages, the Party has created
new risks and challenges for itself. For one, it will not be able to shift
blame for policy failures to village leaders or village committees since
party representatives now control those positions. Although the Party has
criticised corruption and cronyism by elected village leaders, it is not clear


https://www.journalofdemocracy.org/articles/the-end-of-village-democracy-in-china/

how village party leaders, working in the same social and cultural milieu and
under similar pressures and constraints, will be immune to such behaviour.?
Second, the costs of grassroots party building are staggeringly high: just the
salaries of 400,000 deployed party functionaries in 2023 alone would cost an
estimated 24 billion yuan (US$3.4 billion) before costs of deployment and
administration.'® Millions of first secretaries and work team members have
been mobilised to strengthen the Party’s grassroots capacity to lead the rural
revitalisation agenda, but effective capacity-building will take years and
the costs of deployment will place an increasing strain on fiscal resources,
especially if China’s economy continues to fall short of expectations, as it did
through much of 2023. The strain is felt most acutely by local governments
that are heavily indebted and unable to raise new revenue through land sales
as they did in the past (see ‘China’s Local Government Debt’, page 35)."

Most importantly, rural revitalisation calls for innovation and
entrepreneurship in agriculture and agribusiness. The last time the Party
inspired such innovation in the countryside was in the 1980s when it
disbanded the communes and got out of farmers’ way. Rural China then took
off and kickstarted the Chinese economic growth miracle.'® It is not clear how
a centralised approach to governing the countryside will encourage private
investment and cultivate innovation in rural business and technology. If the
Party continues with the top-down grant-making schemes that were rolled
out for previous rural campaigns, farmers will absorb the funds, but it will
not necessarily generate sustainable new initiatives.*

In imagining China as an agricultural superpower, Xi Jinping and the
party leadership have dared to dream big. But in sending the party in to
take charge, they have followed a playbook that has become standard since
Xi came to power. Whatever the political or policy problem—the Party
organisation will fix it. To guide party functionaries in their work, in October
2023 the Party Publicity (formerly Propaganda) Bureau released yet another
book of quotations by Xi Jinping. Titled Extracts from Xi Jinping’s Discourses
on Grassroots Governance, the book highlights the importance of party
intervention to ‘improve the system of governance in the countryside’.


https://www.thechinastory.org/chinas-local-government-debt-fallout-from-a-perfect-storm/
https://www.journals.uchicago.edu/doi/abs/10.1086/681812?journalCode=tcj
https://www.scmp.com/news/china/politics/article/3240262/chinas-xi-jinping-says-communist-party-control-too-weak-rural-areas-new-book-reveals
https://www.scmp.com/news/china/politics/article/3240262/chinas-xi-jinping-says-communist-party-control-too-weak-rural-areas-new-book-reveals
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With the Party in charge, the success of China’s ambitious rural
revitalisation campaign will likely mirror the success of the country’s wider
economic policies, over which the Party is asserting increasingly centralised
control. It begs the same question that we might ask of the economy more
broadly as China emerges from the ravages caused by COVID-19-related
restrictions: can a centralised and tightly controlled political system
provide the conditions necessary for a leap to high incomes and advanced
economic development?
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In April 2023, videos featuring uniformed rural enforcement teams known
as nongguan R¥ forcefully confiscating farmers’ livestock or taking down
trees went viral on Chinese social media. ‘The nongguan are coming! K&
% T became a trending topic, often followed by the phrase ‘the peasants are
panicking’ KK 7.1

Nongguan is the unofficial name for the rural comprehensive
administrative enforcement teams k% 447 B A A (‘rural enforcement
team’ hereafter), whose responsibility is to supervise and improve law
enforcement in China’s vast countryside. People use the term nongguan
to show they view these teams as the rural equivalent of the infamous
chengguan ».%, the urban management and law enforcement force, which
has been often criticised for harassing and bullying street vendors in urban
areas, causing injuries and even deaths.? The fact that the nongguan wear
similar official uniforms to chengguan further reinforces public concern
that nongguan are overly empowered and bound to behave as negatively
as chengguan. Subsequently, rumours such as ‘the nongguan are collecting
property management fees’ or ‘the nongguan are making peasants apply for
licences to farm’ began to spread online, expressing widespread anxiety over
the extent of the nongguan’s power and jurisdiction over rural areas today.

In fact, rural enforcement teams are not new. When the 1993
Agricultural Law was revised in 2002, the revision indicated that ‘the
Agricultural Departments of county and higher-level governments shall,
within their jurisdiction, improve the construction of administrative
enforcement teams that shall practice comprehensive administrative
enforcement and improve the efficiency and standard of enforcement’.> My
field research reveals that many places have had rural enforcement teams
for more than two decades. For example, in a county in China’s coastal
Zhejiang province, rural enforcement teams were established in 1998 under
the county’s Agriculture Department; their main task was to supervise the
‘agricultural product shops’ &K # /&, ensuring that the products they sell, such
as seeds and fertiliser, were certified. Other county bureaus, such as the
Department of Water Resources and the Department of Forestry, also had
their own enforcement teams whose tasks involved rural law enforcement.
In one county in Anhui province, the task of enforcing rural laws was



shared by the county’s Agricultural Department, Forestry Department and
Animal Husbandry Bureau, each of them forming their own independent
enforcement teams. Hence, although rural enforcement teams have long
existed in China, their bureaucratic affiliation and scope of enforcement has
varied from place to place.

Many places in China have had rural enforcement teams for more than two decades
Source: Rod Waddington, Flickr

In 2018, following the Third Plenary Session of the 19th CPC Central
Committee, the central government initiated a comprehensive reform of
rural enforcement teams, which aimed to integrate the jurisdiction and
forces relevant to rural enforcement that had been scattered among a variety
of bureaus or departments into the rural enforcement team, highlighting
the team’s ‘comprehensive’ 4 4 feature.* Earlier that year, the Ministry of
Agriculture was replaced by the newly created Ministry of Agriculture and
Rural Affairs, with the new ministry integrating some of the management
responsibilities previously under the jurisdiction of other bodies such as
the Ministry of Land and Resources, the Ministry of Water Resources and
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the National Development and Reform Commission, which also became
directly responsible for managing rural enforcement teams.’> Accordingly,
the teams at the local levels were required to use the unified name of ‘rural
comprehensive administrative enforcement teams’, and their jurisdiction
and staff were adjusted in accordance with the reforms. A county government
in Shandong province, for example, established a new rural enforcement
team on the basis of the county’s Agriculture Department’s Office of Fertiliser
Management and selected a team of staff from the county’s Department of
Comprehensive Administrative Enforcement to join the team.

Subsequently, the central government issued a series of documents
to institutionalise the rural enforcement teams. In 2020, the Ministry of
Agriculture and Rural Affairs issued the ‘Catalogue of Tasks for Rural
Comprehensive Administrative Enforcement’ R4 &47 B A F R F R
% to clarify the teams’ duties.® These run to a total of 251 items relating
to fertiliser, seeds, animal husbandry, agricultural machinery, fishing and
land use. Most items belong to the traditional duties of rural enforcement
teams to maintain a healthy rural market and production environment, but
supervising land use appears to be a new task. According to the catalogue,
rural enforcement teams now need to supervise two types of rural land:
farmland ## 3 and residential land £ %3, and to focus on two types of illegal
activity: (1) the illegal possession of farmland for non-farming purposes and
damage to ‘growing conditions’ # 44 & # (Item 222) and (2) illegal possession
of residential land by individual households (Item 223). Notably, the Ministry
of Agriculture and Rural Affairs has, on several occasions, stressed that the
rural enforcement teams must follow the catalogue and not overstep their
jurisdictions.’

Other central documents have focused on the enforcement processes
of rural enforcement teams. In 2021, the ‘Regulations on the Process of
Rural Administration Sanction’ K478 43 #245#M. 2 were issued, which
stipulated how rural enforcement teams should handle and impose
administration sanctions.® In 2022, the ‘Guidelines for the Basic Equipment
of Rural Administrative Enforcement’ 4 B R A7 Bk R A E & &35 F47 4
listed five main categories: (1) ‘basic equipment’, such as law enforcement
vehicles and agricultural product rapid inspection vehicles &/ kit



%, (2) ‘evidence collection equipment’, such as body and other digital
cameras; (3) ‘emergency equipment’, such as satellite phones and handheld
megaphones; (4) ‘self-protection equipment’, such as protective clothing and
first aid kits; (5) and ‘other equipment’, such as signal jammers.® The rural
enforcement teams can also discretionally select some of this equipment
‘depending on their work needs’ #&4#% T & % & 4%-. In 2023, the ‘Management
Measures on Rural Comprehensive Administrative Enforcement’ Rk 25 447
Bk 4% further elaborated on the process, standard and methods
for the purpose of ‘reinforcing the management of rural administrative
enforcement organizations and staff’ and ‘regulating rural enforcement
behaviors’.10

These new documents suggest that while the party-state sees rural
enforcement teams as vital to rural governance, it also realises the
importance of regulating them. This is indeed important considering the
types of tasks rural enforcement teams carry out and how they deal directly
with rural residents. As the catalogue indicates, the rural enforcement
teams are expected to continue to play their traditional role in combating
counterfeit rural products and maintaining a healthy market for rural
products. According to the Ministry of Agriculture and Rural Affairs,
between 2020 and 2022, they helped prevent economic losses to farmers of
nearly RMB 1.5 billion."* At the same time, rural enforcement teams have
been assigned more tasks that they previously did not need to carry out,
such as supervising rural land. In the county in Zhejiang where I conducted
fieldwork, the rural enforcement team did not need to deal with illegal
construction on rural residential land before the reform, which used to fall
under the jurisdiction of the county’s Department of Land and Resources.
When I visited in October 2023, it had become an essential part of their work.

It also appears that the party-state increasingly views rural enforcement
teams as essential to strengthening food security, a top priority for the
leadership. In March 2023, a nationwide campaign for guaranteeing food
supply involving the administrative enforcement teams kicked off with a
conference in Changsha, Hunan province. There, the Deputy Minister of
AgricultureandRural Affairs, DengXiaogang *F - Al stated that the campaign’s
goal was to mobilise the rural enforcement teams to devote themselves to
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‘safeguarding’ #+% #*#t national food security.’? An interesting coincidence
is that while the comprehensive reforms around rural enforcement began
in 2018, it was after April 2023, not long after this campaign launch, that
videos of nongguan’s intrusive actions went viral on the internet—leading to
the widespread misunderstanding that the nongguan had just been created.
Some videos purported to show nongguan destroying vegetable farms and
cutting down fruit trees, although they came from unconfirmed sources.
Some netizens attributed such actions to the ‘Returning Forest to Farmland’
1B A& 4t policy for increasing grain production. It remains unclear whether
such actions are in line with central government expectations or whether
they reflected arbitrary local government decisions. In September 2023, the
Ministry of Agriculture and Rural Affairs published a report titled Successful
Cases of ‘Guaranteeing Food Supply’ Conducted by Rural Enforcement Teams
AERLZSTEIE AR #A 4.3 All the examples were about
the combating of fake or uncertified rural products. None involved land.

Rural enforcement teams are viewed as essential to strengthening food security
Source: Matt Briney, Unsplash



The party-state has clearly noticed the negative perceptions of rural
enforcement teams among the general public. Also in September 2023,
the Ministry of Agriculture and Rural Affairs held another conference on
‘Constructing the Work Style of the Rural Comprehensive Administrative
Enforcement Team’ /R ik 4% &-4T BUHUE FAARAE R %% 3% 4, which stressed the
importance of following principles such as ‘enforcement in accordance with
the law’ #& & # % and using ‘civilised methods’ L #A#7%.14 However, to what
degree the rural enforcement teams will abide by these requirements and
rules remains a critical issue. In the management of chengguan, although
the central government has also required them to conduct ‘fair and civilised
law enforcement’ »iE SR, coercive and excessive enforcement actions
still often occur, giving rise to intense social unrest. The causes are, of course,
complex, including uneven qualifications % /i among chengguan staff, weak
supervision, and intensive pressure imposed by top-down evaluations.
These issues may likewise exist for managing rural enforcement teams, with
some of them even more difficult to tackle considering that they are enforcing
laws that exist at the grassroots level of China, in other words, furthest from
the central government. Hence the question: are the nongguan coming?
The answer likely depends on whether the party-state can effectively develop
its capacity to manage and supervise these enforcement staff, which often
not only entails efforts from the state but also the empowerment of peasants.
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In October 2016, more than 1,000 veterans rallied outside the Ministry
of National Defence in Beijing in the People’s Republic of China (PRC) to
demand better government support. In February 2017, a similar incident
occurred outside the offices of the Central Commission for Discipline and
Inspection, also in the capital. The next year, more than 1,000 veterans from
a dozen provinces gathered in Luohe city, Henan province, to support a
fellow veteran whom they believed had been harassed by local police after
petitioning Beijing over her husband’s post-service job assignment. In June
2018, more than 2,000 veterans convened in Zhenjiang city, Jiangsu province,
for a similar cause. In October that year, violence broke out in Pingdu city,
Shandong province, when veterans armed themselves with wooden sticks
and fire extinguishers and clashed with police.

These events highlight a growing sense of dissatisfaction among
veterans E&FA (former members of the People’s Liberation Army,
including officers and soldiers) and frustration with the government’s
handling of their concerns. Such public displays of discontent on the part
of veterans have gained the attention of international media, with the
Voice of America describing such activism as a thorn in the flesh of the
party-state.! A Hoover Institution report asserts that the ongoing activism
‘must be a source of intense anxiety for [President] Xi Jinping and the
leadership’.2 Kevin J. O’Brien, a China expert at the University of California,
Berkeley, cautions that when such ‘disaffected insiders’ feel that the system
is not serving them well, their discontent could be a sign that the regime is
corroding from within.3

Activist veterans are indeed a cause of concern to the Communist
Party of China (CPC), as they possess unique features that make them more
threatening than other protest groups. First, official propaganda hails
veterans as heroes and defenders of the nation-state. Their public defiance
of state authorities could signal declining solidarity among the groups
considered to be in closest accord with the regime. Their contentious actions
could also shake other people’s faith in the system and embolden other
protest groups. Second, veterans have exceptional disruptive capabilities, as
they have acquired organisational, communication, and combat skills in the
armed forces. The fact that they would have served with people from around



the country makes them more capable than other social groups of organising
cross-regional collective actions. When these well-trained personnel redirect
their energies from external enemies to state authorities, their actions can
have severe implications for grassroots stability.

Although veteran activism can be disturbing, they do not constitute
a genuine threat to the rule of the CPC. As part of a group that is broadly
sympathetic to the regime, activist veterans primarily focus on addressing
defective policies and policy implementation, rather than toppling the
regime or seeking structural political reforms. The Ministry of Veterans
Affairs, established in 2018, may not be able to address veterans’ concerns
in full or straight away, but it does provide alternative institutional channels
through which veterans can voice their grievances, such as petitions rather
than street protests.

Disturbing but not politically threatening

Veteran activism is not a new phenomenon. There are accounts of veterans
engaging in conflicts with low-level bureaucrats in the Mao Zedong era. For
example, from January 1955 to February 1956, the Ministry of Interior (later
the Ministry of Civil Affairs) received 43,363 petition letters, 90.9 percent of
which were from veterans. Veterans also made 15,318 visits to the ministry.
Halfthe topicsraised in visits and letters related to job assignments, 20 percent
to job changes or position adjustment, 15 percent to livelihood hardship, and
15 percent were about miscellaneous issues such as marriage.* Veterans also
expressed their anger outside institutional channels, including by ‘refusal
to accept assigned jobs, surliness and uncooperative behaviour during and
after assignment, or leaving their village to seek urban jobs through personal
connections and other informal means’.’ In the post-Mao era, veterans
reliant on pensions that did not keep up with inflation and quickly lagged
behind average wages in the expanding private sector struggled to adjust
to the socioeconomic changes. Many found themselves left behind while
other groups, such as private entrepreneurs, progressed. They complained
about poverty, unresolved medical problems, and a lack of recognition
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for their service to the nation. Of course, veterans’ grievances and claims
varied by the location, duration, and types of service. For example, veterans
who had been involved in wars and nuclear tests—collectively called ‘two-
participating veterans’ # %% %—focused on demanding state compensation
for their sacrifices. Former officers mainly demanded recognition of their
status as ‘state cadres’.

Since the 1980s, veterans have become one of the most prominent
of all disaffected groups in Chinese society. They have employed a wide
repertoire of tactics to make their voices heard, including writing letters
to state leaders, petitioning, contacting journalists, publishing online blogs,
and mounting street demonstrations. In some cases, they have established
informal fraternal organisations and launched cross-regional collective
actions. In the early 2000s, the party secretary of the Law School at China
University of Political Science and Law noted that the central leadership
viewed veterans’ activism as the second-largest source of social instability.
In 2012, a public security official ranked veterans’ protests the third-largest
source of social instability after dispossessed farmers and the unemployed.®

There is a growing sense of dissatisfaction among veterans
Source: Jens Schott Knudsen, Flickr



However, despite state authorities’ concern, and the commentary of Western
experts such as those quoted above, veterans have never constituted a
substantial threat to the Party’s rule. Why?

First, veterans-turned-protesters constitute only a minority of the
veteran population in China. We get the impression that veterans are highly
militant mainly because their actions are more disruptive than the actions
of others and thus more likely to attract international media attention.
Media bias has led to a distorted picture of state-veteran interactions in
China. In fact, military service remains an important channel for upward
social mobility, although its political and economic benefits are no longer
as significant as in the Mao era. Zhang Chunni 4%, a sociologist from
Peking University, has analysed the China Family Panel Studies ¥ B % &
it #7718 %, a nationally representative social survey. Writing in 2015, Zhang
found that military experience brought lifelong benefits, such as educational
attainment, marriage, political credentials, economic advantages, and
swifter career advancement.” Similarly, my fieldwork finds most elderly
veterans are proud of their service. Many of those from lower-class families
changed their destinies through service. For example, ‘Wei’, a veteran whom
Iinterviewed for myresearch, was born into a poor rural family in a northern
province and, due to hardships, his parents sent him to the army at an early
age in the 1960s rather than to school. After service, he was transferred to
a state-owned machinery factory and later appointed as a division head
in his home county’s Public Security Bureau, where he obtained an urban
residence permit and CPC membership. He retired as a state cadre and is now
entitled to a monthly retirement pension. His experience is common among
the veterans I interviewed. They are largely grateful to the government, and
some are willing to see their children and grandchildren join the armed
forces as well. Although Wei revealed his sympathy for protesters in the
Zhenjiang and Pingdu incidents, he characterised their actions as ‘irrational
and unacceptable’ REA%, &L R T %,

Among the outspoken veterans, it is important to note that different
individuals and groups have distinct grievances and claims, and their
protests thus pose different levels of threat to sociopolitical stability. There
are three types of veteran activism.
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I. Individually specific activism

Some veterans’ claims are particularistic, such as individual requests for
recognition of status. For example, during the Cultural Revolution, many
civil affairs offices were ransacked by Red Guards and veterans’ dossiers
were destroyed accidentally. In the post-Mao era, many veterans’ and
martyrs’ families were hard-pressed to prove they deserved the preferential
treatment due them for their service. For instance, ‘Yang’ served in a nuclear
test unit but could not prove his identity or access regular subsidies until his
former comrades-in-arms stepped in to help by petitioning the provincial
government in 2019. In another case, ‘Zhang’, a 90-year-old veteran at the
time of interview in 2019, revealed that he had repeatedly sent petition
letters to different levels of state authorities about his political status, but
received no response. He had defected from the Nationalist Party and joined
the CPC during the Civil War and was later involved in the Korean War.
He retired at the rank of platoon commander #& and was eligible for job
placement in state institutions, but he was instead sent back to his village
as an ordinary farmer in the 1960s for unknown reasons. He has since
demanded the government recognise him as a ‘state cadre’ and provide him
with a monthly pension. His case was not resolved at the time of interview.

Others have been similarly frustrated. In 2007, the Chinese government
began to provide regular pensions to veterans who had taken part in officially
listed wars and nuclear tests. However, not all battles or nuclear tests are
recognised. In one case, a veteran from Beijing’s Miyun county petitioned
to be recognised as a combatant in the Battle of the Paracel Islands & i) #f
B A 2R+ in 1974. The local Bureau of Civil Affairs at first denied this,
saying there was ‘no original record’ in his dossier. In 2014, the veteran
petitioned the municipal bureau, but was declined again as his affiliated
unit was ‘not included in the official list’. In other cases, such as during the
Support Vietnam, Resist America ##4t% campaign, many soldiers were
sent on to the battlefield in plain clothes and anonymously, frustrating the
later verification of their identity.



This type of grievance is less likely to develop into collective action, as
it is relatively difficult for any individual to find large numbers of people
with similar grievances. In addition, such issues can be more effectively
addressed through institutional channels than by disruptive means such
as petitions. The government seldom perceives as threatening such isolated
and individual activism for personal redress.

Il. Locality-specific activism

Local officials’ distorted policy implementations constitute another source
of grievance. For example, volunteer soldiers & /&% or non-commissioned
officers + % used to spend at least one decade in service and the demand
for job assignments was huge. From 1978 to 2011, most demobilised soldiers
were entitled to posts in state enterprises or public institutions. However, as
enterprise and administrative reforms progressed, many local authorities
were unable to assign jobs to all eligible veterans. As a result, veterans
with connections to civilian bureaucrats obtained decent posts, while
others missed out. Moreover, there were cases where veterans’ job quotas
were misused or sold to third parties by corrupt officials. One of the most
notorious cases was the ‘fake veteran’ incident in Daging city, Heilongjiang,
in 2001, in which 3,000 non-veterans were found to have bought veteran
identity papers for fifty thousand yuan apiece. More than 2,000 had already
assumed posts assigned by local bureaus of civil affairs.

Conscripts face similar problems. In 2013, the director of the Preferential
Treatment and Resettlement Office #£#-% & #~% in Taihe county, Jiangxi,
was discovered to have embezzled more than two million yuan in pension
funds earmarked for deceased and disabled veterans, conscripts’ families,
and demobilised soldiers.® In 2016 in Leizhou city, Guangdong, 300 of 529
recipients of war-related subsidies were found to hold fabricated credentials.
A further investigation revealed a criminal ring within the bureaucracy, and
the deputy chiefs of the Civil Affairs Bureau and its Preferential Treatment
and Resettlement Office were later prosecuted. In 2018, in Rong’an county,
Guangxi, twenty-nine pension recipients were found to be fake nuclear
test veterans.
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This type of grievance tends to trigger parochial protests or ‘skip-level’
petitions # % Ei7 in which discontented veterans bypass local authorities
and directly approach those at a higher level—usually the municipal or
above. For example, in September 2017, 180 veterans in Hunan province
protested fake veterans appropriating their employment quotas. Although
such protests can disrupt local stability, they seldom develop into broader-
based movements, such as cross-regional protests.

I1l. Category-specific activism

Policy changes have also frequently aggrieved some categories of veterans.
The most typical case involved former officers who lost their cadre status in
the 1990s. From 1993 to 1999, the government experimented with a policy
that deprived military-transfer cadres # # 3¢ of their cadre/administrator
status in state enterprises, and downgraded them to ordinary workers.
Meanwhile, for officers demobilised during this period, the state offered only
a ‘one-off compensation allowance’ —k % % 4, ranging from 30,000 to
100,000 yuan, but no further benefits such as job assignment and retirement
pensions. These two groups were collectively labelled ‘demobilised and
transferred officers’ (DTOs) £ # % %.

In 2011, the state annulled the trial policy and reinstated preferential
benefits for newly discharged officers but refused to restore cadre status
and benefits for DTOs. This aborted policy experiment created one of the
most active veteran protest groups in China. A study based in a county in
the Yangtze River Delta revealed that military-transfer cadres’ petitions
constituted nearly 60 percent of total petition cases from 2000 to 2002, and
85 percent from 2003 to 2006.° The state still consistently refuses to restore
their cadre status, and these former officers remain one of the most vocal
protest groups.

Category-specific activism is more disturbing to the party-state than
that driven by individual or localised claims. This is because the grievances
involved are widely shared across the country, and the protests primarily
target central authorities. It is more likely to lead to the establishment of
nationwide networks such as fraternal associations, and even coalitions



formed with other groups of people within or connected with the regime,
such as Maoist intellectuals, retired cadres, or senior People’s Liberation
Army officers. This is the most unsettling form of dissent for the ruling elites.

However, even these groups have no real intent to topple the CPC or
the party-state, because their demands for compensation and privileges are
only legitimate and recognisable under the current regime. Stressing that
they have devoted their best years to it, they assert that the regime has a
moral responsibility towards them. State workers laid-off in the late 1990s,
when the CPC deepened its market-based economic reforms, could similarly
claim that they had worked hard to build the country with little material
reward, so the state had a moral responsibility towards them. Therefore,
despite veterans’ unique capacity for mobilisation at scale and significant
disruption, they are not a threat to the regime.

The Ministry of Veterans
Affairs was established in
2018 to supervise nearly all
veteran-related matters
Source: Mingjia Zhou, Flickr
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The rise of the Ministry of Veterans Affairs

In March 2018, Chinese President Xi Jinping commended military personnel
as the ‘Most Adorable People’ &% # A. He emphasised that military
service should be respected and ‘heroes should not have to shed tears after
shedding blood’ 7~ %k 3& 4 B 7l X778 . In the same month, the Ministry of
Veterans Affairs &% £ A ¥ 431 was established, taking over responsibilities
previously shared among different ministries, such as the Ministry of Human
Resources and Social Security A7 # /R 54 2-# K3t and the Ministry of Civil
Affairs RKE3.

The new ministry now supervises nearly all veteran-related matters,
including employment assistance, vocational training, retired cadre
resettlement, preferential treatment 4 ##H, and the commemoration of
martyrs. By April 2021, 640,000 local branches of veterans’ service centres
& 1% E AMR4F < had been created across the country. The ministry drafted
the Veterans Protection Law 2% & A4% % % in 2020, which addressed issues
such as entitlement to medical care. It has also initiated substantive actions
to assist veterans. For example, in 2019, a rural veteran recalled that local
officials had not visited him for more than a decade, but after 2018, they
started visiting him on major dates, such as Chinese New Year and Army Day.
On these visits they usually gave him gifts such as wall calendars, honorary
medals, bags of rice, and slices of pork. The newly founded County Bureau
of Veterans Affairs has also started organising vocational training and job
introduction sessions for local veterans.

It is too early to judge whether the new ministry can achieve its stated
goals, but such an institutional reform signals a strong state commitment to
veterans’ affairs and may temporarily appease discontented veterans. Many
described the ministry as their ‘maternal family’ # % A and chose to make
claims via this institutional channel. For example, in 2019, the ‘Minister’s
Mailbox’ #f K454 received 25,601 letters, covering a range of issues such as
employment, pensions, and disability assessments.’® The soaring number of
petition cases could create an excessive workload for frontline bureaucrats, but
the new ministry itself provides an alternative channel for veterans to speak
out about their interests, and could deter them from continuing street protests.



Conclusion

Veterans’ activism should not be viewed as a significant political threat, given
that even the most contentious veterans are not seeking political reform or
regime change, and the new ministry is designed to systematically address
their grievances. Where their grievances cannot be addressed institutionally,
they are still likely to protest or reach out to potential allies, including active-
duty military personnel and retired cadres; if they remain aggrieved, they
pose a threat to the internal cohesion of the regime.

In 2023, the Chinese Government continued to pay special attention to
veterans’ affairs. During the Two Sessions # 4 in March 2023, the Government
Work Report Bt TAE 44 stated that different levels of government should
continue providing support for veterans with social welfare, employment,
and other benefits. Given the growing unemployment rate in the (post-)
COVID-19 era, the report called for extra attention to the employment of
college graduates, veterans, and migrant workers. The ministry and its
grassroots service centres JR% ¥4 or stations JR4-3k post their activities
on their websites and social media, especially their efforts in providing
employment assistance, commemorating martyrs, and glorifying veterans
and their families. The government also initiated some innovative measures,
such as inviting veterans to serve as village party secretaries % % 4.

Moreover, to pre-empt veterans’ protests, the ministry and its branches
keep their online petition portals and service centres open to veterans.
They also hire loyal veterans to work as part-time thought instructors &7
#% % 71, helping maintain regular contact with local veterans, detecting their
grievances, and dissuading them from taking to the street. These measures
seem to be working for the time being, as veterans’ overt protest actions
have not been so widely reported recently. However, this cannot be seen
as the end of veterans’ activism. Many fundamental grievances, such as
military-transfer cadres’ loss of status, have not seen any substantive policy
changes. Therefore, the effectiveness of the new ministry in accommodating
veterans remains to be seen.
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For graduates in search of a job in China, March and April are traditionally
the busiest hiring season. This golden window of opportunity has even
acquired the nickname ‘golden March, silver April’ & =4k v9.! But this year’s
job-finding season proved exasperating for many, with the National Bureau
of Statistics reporting that in March 2023, unemployment among urbanites
between the ages of 16 to 24 had risen from 18.1 percent in the previous
month to 19.6 percent.? By June, this figure rose further to 21.3 percent,
meaning that more than one in every five young people living in cities
was jobless.® Right before the National Bureau of Statistics suspended the
release of unemployment figures for youth and other age groups in order to
‘optimise labour force survey statistics’ in August, an economics professor
at Peking University, Zhang Dandan, published a report estimating that as
many as sixteen million young people might be unemployed, bringing the
real youth unemployment rate closer to 46.5 percent.*

At the same time, China is producing more university graduates than
ever. An estimated 11.6 million students, the largest cohort ever, graduated
in June 2023, and the number is expected to grow in the future.’

Faced with growing competition and slimmer prospects of finding a job,
China’s graduates have turned to the internet to vent their frustration and
find support among those experiencing similar hardships. In early March,
a video went viral on Douyin, the Chinese version of TikTok, of a graduate
weeping and questioning the point of her university education after more
than 800 job applications, 30 job interviews—and still being without a job.5
In the same month, a comment on Weibo resonated with millions:

People say education is a stepping stone towards something better, but
lately I found it to be a high platform from which I can’t climb down.
It is the scholar’s gown that Kong Yiji refuses to take off.’

Kong Yiji L& 2 is the title as well as the central character of a short
story by Lu Xun %% (1881-1936), who is widely considered to be the greatest
Chinese writer, essayist and polemicist of the twentieth century. Writing as
someone who was schooled in China in the early 2000s, ‘Kong Yiji’ was a
text that we all had to read and memorise in the ninth grade, the last year



of China’s compulsory education. Set in a tavern in a fictional country town
called Lu (modelled on Lu Xun’s hometown Shaoxing in the coastal Zhejiang
province), Kong Yiji stands out among the tavern’s regulars for being the
only customer who wears a scholar’s ‘long gown’ #—a symbol of his
elite status—but who also drinks yellow rice wine standing up, something
only poor manual labourers (the ‘short-coated class’ 4&&#) would do.
Throughout the story, Kong is mocked for his refusal to take off his dirty
and tattered gown as well as for his sham morality—Kong maintains that
stealing books doesn’t count as theft. He is also ridiculed for his useless
learning—Kong knows how to write one character in four different ways
and can recite passages from the Confucian Classics, yet he was never able
to pass the imperial examination and obtain stable employment. Pathetic as
Kong Yiji might be, we were nonetheless taught in class that he was a victim
of both the ‘oppressive feudal society’ and the imperial examination system
that stifled individual creativity and perpetuated social inequality.

Visitors at Lu Xun’s hometown in Shaoxing
Source: Gisling, Wikimedia
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‘Kong Yiji’ debuted in the April issue of La Jeunesse #7 # % (New Youth)
in 1919, a magazine created by Chen Duxiu 4 %, one of the founders of the
Communist Party of China (CPC). The goal of the magazine was to enlighten
and educate a new generation of youth fit to create and govern a modern,
democratic China. Strangely, however, this laughable character from China’s
inhuman past whom Lu Xun and his compatriots so vehemently mocked and
sought to overthrow would resonate with millions of young Chinese today.
Following that post, a new genre of internet writing arose under the hashtag
#3L2 T X # or ‘Kong Yiji Literature’, used by those who see their university
education as a burden that prevents them from taking jobs seen as beneath
their qualifications. ‘Had I not gone to university, I’d be content to work at a
factory, tightening screws at an assembly line ... but there’s no “ifs” in life’
wrote one netizen.® ‘When I first read the story of Kong Yiji as a child, I didn’t
know its meaning. Now I realise that I am Kong Yiji!’ exclaimed another.®

State media quickly attempted to change the new narrative around
‘Kong Yiji’, which, to their eyes, was overly negative in its depiction of
opportunities open to educated young people in China today. On 17 March,
China Central Television (CCTV) published an online commentary entitled
‘We must look seriously at the anxiety behind “Kong Yiji Literature™.'
The commentary, while acknowledging the stress and competition young
graduates face, stresses that ‘Kong Yiji’s tragedy lies not in the fact that he
was educated, but in his refusal to take off the scholar’s gown and work hard
towards improving his circumstances. The gown is not just a garment, but
“a shackle around his heart™ & sk #r 4. The piece ends with the usual boost
of ‘positive energy’ it 4 ¥, solemnly declaring that ‘those with ambition will
not remain trapped by their scholar’s gown’."!

Two related news stories filled with even more ‘positive energy’ soon
appeared on various state media: one of a 28-year-old graduate who quit her
tedious white-collar job and who now earns more than 10,000 yuan (roughly
AU$2,000) a month by collecting and recycling scrap. The other story was
about a couple, both college graduates, making more than 9,000 yuan in one
night as street food vendors.



Netizens were quick to question the validity of these stories. ‘Surely
the 9,000 yuan is their income, not net profit,” someone asked.!? But it is
the condescending tone of the CCTV commentary that caused emotions to
run high. ‘So [you’re claiming] Lu Xun wrote the story to criticise Kong Yiji?
Weren’t we taught that it was to criticise old China?’ one netizen retorted.*
‘It was you who made me put on the scholar’s gown in the first place, now
you are telling me to take it off?” wrote another, referring to the fact that for
years, the party-state has actively promoted success stories of young students
from impoverished backgrounds improving their circumstances by studying
hard and getting into a good university.**

Enraged by CCTV’s commentary, Guishange #%.L (literally ‘Ghost
Mountain Brother’), a content creator and singer on China’s video-sharing
platform Bilibili, wrote a sarcastic song entitled ‘Sunny, Happy Kong Yiji’ fa 5t
7 #15LZ T in which he recasts Kong as a present-day patriot whose sanguine
outlook is nonetheless a mask for his helplessness. As the modern-day Kong
tells his audience in the tavern:

I keep my face clean, but my pockets are empty

So I put on my gown and scribe for the powerful 'n’ wealthy

I thought work would be easy, but it’s 996

Working six days a week, twelve hours a day

When I had the nerve to ask for my pay, they called me malicious and
the cops dragged my sad arse away

Optimism’s my armour, but tears flow behind this mask
I'm sunny, happy Kong Yiji; sunny, happy Kong Yiji'®

The song attracted more than three million views before the censors
took it down just one day later, while suspending Guishange’s account.
Posting on another platform, Zhihu, Guishange later said his only means of
making money had been cut off; his savings were previously used up to pay
for his mother’s hospital bills. He had been planning to earn some money
as a delivery driver, but his car broke down. ‘They’ve forced me into a dead
end, and for what? Just because I told the truth?’ he asked.¢


https://chinadigitaltimes.net/chinese/693937.html
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Nearly a century ago, Lu Xun had already observed that ‘When the
Chinese suspect someone of being a potential troublemaker, they always
resort to one of the two methods: they crush him, or they hoist him on a
pedestal’.’” The irony, of course, as pointed out by the eminent Sinologist
Pierre Ryckmans (aka Simon Leys), is that Lu Xun himself was subjected to
both treatments: ‘When he was alive, the Communist commissars bullied
him; once he was dead, they worshipped him as their holiest cultural icon.”®

A record number of 11.58 million students are expected to graduate and enter the job market in 2023
Source: ANU Image Library, Flickr

An even greater irony is the rich afterlife that Lu Xun’s writing continues
to enjoy—now through multiple media—for a writer who, when he was alive,
was constantly tormented by suspicion of the act of writing. In fact, Lu Xun’s
dying words to his son were, ‘Don’t ever become a pseudo writer or artist’.!°



The fact that ‘Kong Yiji’ is still widely discussed and debated more
than a century after it was originally written can be seen as a vindication
of Lu Xun’s penetrating insight and the unrelenting frankness with which
he depicted the China of his day. It is also, ironically, the consequence of
the CPC’s feverish canonisation of Lu Xun as its patron saint of literature.
During the Cultural Revolution, Lu Xun was the only author other than Mao
Zedong whose works were allowed to be read in public. The ubiquitous
phrases ‘Chairman Mao has instructed us ...” and ‘Mr Lu Xun once said ...’
were political slogans synonymous with continuous revolution and political
correctness.?? Even until recently, students in China had to study at least one
text by Lu Xun per semester.? Both the text and its prescribed meaning also
had to be carefully memorised and subject to repeated testing.

Lu Xun has been so forcefully drilled into the consciousness of multiple
generations that it is no surprise people would turn to him for every new
ordeal they experience. After the military crackdown on student-led
protests against corruption and for democracy and free expression around
Tiananmen Square in 1989, many recalled Lu Xun’s remarks on the 18 March
shooting of student protesters by Beijing security forces in 1926: ‘Lies written
in ink can never disguise facts written in blood.”?? During the hunger strike
that was part of those protests, supporters hung a banner next to the young
people refusing food and water painted with a famous line from Lu Xun’s
short story ‘Diary of a Madman’ 42 A B iZ: ‘Save the children!’?

Lu Xun is thus the voice of both official and unofficial China. During the
COVID-19 pandemic, both state media applauding young volunteers trying
to prevent rumours circulating about the virus as well as supporters of the
‘Blank Paper’ protests of late 2022 quoted the same message from Lu Xun to
China’s future generation: ‘Ignore what the cynics have to say. Make your
voice heard and your actions seen, like a firefly glowing in the darkness
of night.’#

Unlike other writers of the ‘leftist canon’, Lu Xun never painted a
future utopia in his writing; he was far too sombre to indulge in any form
of daydreaming or to embrace any sect or ideology that made promises of
a brighter future. He wrote only about the China he knew. At first, this was


http://media.people.com.cn/BIG5/n1/2020/0218/c40606-31591414.html
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the China of his childhood, a small country town within a giant empire that
was crumbling into pieces, filled with pitiful characters like Kong Yiji and
strange tales of ghosts and murders told by his nanny, A-Chang. Later, it
was the nominal republic plagued by civil unrest and tyranny as well as a
cultural and literary tradition that, in Lu Xun’s eyes, was not only irrelevant
but also thwarted China’s modernisation. A true iconoclast, Lu Xun went as
far as calling for the eradication of the Chinese writing system, declaring:
‘If Chinese characters are not exterminated, there can be no doubt that
China will perish.’?

To make way for a better, modern China, Lu Xun was painfully aware
that his own writing would be doomed along with the rest of the tradition he
so detested. As he wrote in 1919,

Let the awakened man burden himself with the weight of tradition and
shoulder up the gate of darkness. Let him give unimpeded passage to
the children so that they may rush to the bright, wide-open spaces and
lead happy lives henceforth as rational human beings.2

In this scenario, the gate of darkness eventually drops, crushing the
weight-bearing hero into pieces.?”

The self-effacing aspect of Lu Xun’s thought produced some of the most
haunting and passionate images in his writing. For instance, there are the
nihilistic flames that reoccur in his collection of prose-poems, Wild Grass:

A subterranean fire is spreading, raging, underground. Once the molten
lava leaks through the earth’s crust, it will consume all the wild grass
and lofty trees, leaving nothing to decay?®

Then,inthesame collection, thereistheimage ofaself-devouring serpent:

There is a wandering spirit which takes the form of a serpent with
poisonous fangs. Instead of biting others, it bites itself, and so it perishes?®

Had he been alive today, Lu Xun would have been horrified to discover
all the ‘museums, plaster busts, spin-off books, dedicated journals, plays,
television adaptations, wine-brands’ operating in his name.** He would have



been even more shocked that young people still felt the need to evoke his
work. After all, a China that clings to the culture and language of its past was
a wushengde Zhongguo % 7 # ¥ &, a ‘voiceless China’, as Lu Xun famously
told an audience at the Hong Kong YMCA in 1927.3 Although he was mainly
speaking about the need to move away from classical Chinese, an outdated
mode of expression permeated with Confucian authoritarianism, Lu Xun,
who had received a traditional Confucian education, saw himself as part of
that decaying tradition when he urged the youth to ‘push aside the ancients,
and express their authentic feelings’ so as to transform China from its state
of ‘voicelessness’.?

When asked about Lu Xun in 1990, the exiled Chinese writer Zha Jianying
% 3£ 3 said: ‘The fact that he’s so relevant is very sad.”® More than thirty
years later, in 2023, Lu Xun’s legacy endures—a poignant reminder that the
struggle for a liberated, authentic voice persists under Xi Jinping’s China.
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In 2020, Yang Li # %, a Chinese female stand-up comedian, rose to national
fame with punchlines addressing China’s gender inequality and biting jokes
about Chinese men, most famously: ‘How can some men look so ordinary yet
be so confident?” While her piercing humour resonated with many Chinese
women, it was not so well received by many men. A male user on Chinese
social media claimed Yang ‘was repeatedly insulting all men and preaching
hatred, inciting internal conflicts among the masses, and creating gender
opposition’.! An endorsement deal with Intel fell through due to threats to
boycott the brand by many Chinese men on social media platforms such as
Sina Weibo. She also received death threats via social media.? These men’s
resentment of Yang Li is part of the general pushback on Chinese social
media against women who support feminist causes and criticise deep-seated
patriarchal attitudes and widely accepted misogynistic male behaviour.?

Such collective, aggressive attitudes towards women’s rejections and
criticism resemble the dominant sentiments in the Incel Movement in
Western countries. Incel refers to ‘involuntary celibate’; the term started
life as the name of an online safe space for women struggling to find
romantic partners, but later became a self-referential term among young
men who express rage at women for denying them sex.* Incels discuss their
misogynist beliefs in online forums, where they might become radicalised
by the manifestos of ‘incel heroes’ like Eliott Rodger, the son of a Hollywood
filmmaker who killed six people and himself in 2014, and injured fourteen
others, declaring himself ‘the true victim in all of this’. Andrew Tate, the
American-British self-proclaimed misogynist influencer currently facing
trial in Romania for rape, human trafficking and forming an organised
crime group to sexually exploit women, is another exemplar.

Incels have developed their own memetic narrative system, categorising
women as either Becky or Stacy, while men who have no difficulty finding
sexual partners are Chads.® Chad represents the supposedly desirable
masculinity in American society: muscular and sexually attractive due to
their genetically masculine features. Stacy is hyperfeminine, attractive
and only dates Chads, while Becky is the average-looking feminist. These
categories originated on Reddit but have been popularised in recent years.®



Online misogyny has been on the rise in China due to a number of
factors. A crucial one is the underlying strong patriarchal attitudes and an
increasingly gender-conservative media and educational system under Xi.
This trend is signalled by Xi’s speech on the Women’s Congress in November
2023, in which he emphasised the importance of love and marriage, fertility
and family’ without discussing women as members of the work force.”
Another factor is the gender imbalance caused by the one-child policy and
preference for male heirs, leading to uncounted female infanticides and
nearly 34 million more males than females (the general sex ratio being
105.07 male to every 100 females).® Social and economic stagnation over
the last decade means that many have no hope of finding a girlfriend or
wife, especially given that prevailing ideas around gender and marriage still
uphold men as the main breadwinner, and women are perceived to prefer
men with wealthy backgrounds, higher education and property.

Research has shown that men from prefectures with a greater gender
imbalance, and under pressure in the competitive marriage market to be
able to offer a woman financial security, are more likely to commit crimes
with financial reward such as robbery, burglary, drug dealing and illegal
business dealings.® China’s most gender-skewed cohort—in 2021, the 15-to-
19-year-old age bracket, with a male:female ratio of 116:100—coincides with
those most inclined to misogynistic and anti-feminist views similar to those
of Western incels.

While there is no equivalent Chinese term for ‘incel’, some comparable
terms include the relatively outdated, playful and self-deprecating term diaosi
J7 £ (literally ‘pubic hair’), referring to young men who are disadvantaged
in romantic or sexual relationships compared to those who are gaofushuai
&% )b (‘tall, rich and handsome’), a term with echoes of ‘Chad’. Misogyny,
including the blanket sexualisation and objectification of women, can be
observed in the diaosi narrative and public discussion—such as scoring
women based on their appearance, feminine traits and sexual experience—
but the violence that characterises Western incel culture is mostly absent,
with some exceptions, discussed below.
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After Yang Li’s popular punchline ‘so ordinary yet so confident’, many
Chinese women started using pu nan %% (‘ordinary men’) or pu xin nan
%42 % (‘ordinary yet confident men’) to describe average, misogynist and
overly sensitive men. For example, a female user shared the screen shot of
her WeChat conversation with a blind date, captioned ‘Let me show you a pu
xin nar’. In the conversation, the man listed the traits he deemed attractive
about himself, and after the woman did not reply to him for a few days, he
asked her: ‘Are you worried that you don’t deserve me?’ Similarly, Chinese
women have also used words like zhi nan ai & % % (‘straight-men cancer’)
and guo nan B % /484 (literally ‘this country’s men’; the second way of
writing the characters further belittles Chinese men as insects :£) to criticise
misogynist men.

Online misogyny has

been on therise in China
Source: Ewan Yap, Unsplash



Unlike in the United States and other Anglophone countries, there are
no specific forums or platforms where misogynist men in China gather for
the sole purpose of discussing their hatred of women. Instead, they manifest
themselves on most of China’s social media platforms, including Sina Weibo,
in different ways and for different reasons, often in response to reports
of gender-related violence or other incidents. On Zhihu, the most popular
user-generated question-and-answer website in China, questions related to
gender issues tend to generate polarised debates, with misogynist answers
and responses often dominating.'® For example, many users use ‘easy girl’ or
‘slut’ to answer the popular question ‘How do you feel about or understand
the women who date or marry foreigners?’ Other sites where misogynistic
discussion and interaction is common include the video-sharing site Bilibili,
which hosts a subculture around Japanese anime consisting largely of young
men, and Hupu, China’s most popular forum for sports fans, with more than
90 percent male users, who rank female celebrities on their appearances
and discuss relationship issues in addition to chatting about sports. All of
these platforms accidently evolved into sites with a significant presence of
misogynist men because of their large male user bases and the attention
economy; that is, a tendency for the most extreme or sensationalist content
to attract the most attention.

There are high-profile KOLs (key opinion leaders) among the anti-
feminist influencers and incel heroes. One is Zhu Zhou #/t (often referred
to as Teacher Zhu ##%JF and Teacher Precious £=Z#J%). Zhu Zhou had
around 495,000 followers on Sina Weibo in 2023.!* In his posts, he shows
off his wealth, criticises feminists and the idea of female independence,
promotes the practice of ‘successful men’ spreading ‘good genes’ by
producing children with as many ‘high-quality’ women (younger than
23 years old, B-cup breasts, model-level beauty, more than 165 centimetres
or pretty virgins more than 162 centimetres tall) as possible and, worst of all,
claims that men should attack women who do not fulfil their ‘reproductive
duties’ with sulphuric acid. Such violent threats against ‘non-cooperative’
women are not censored by platforms unless there is a mass reporting from
platform users.
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Different from the Western incel narrative begrudging women’s
preference for the physical masculinity of ‘the Chads’, misogynist men on
Chinese social media begrudge women for their desire to date or marry
wealthy men, yet typically express envy rather than hatred against such men.

The combination of sexual and economic frustration is illustrated
in comments made after the suicide of Su Xiangmao 7% ¥ %, founder of a
successful Beijing IT company. Men on social media quickly shamed Su’s
ex-wife Zhai Xinxin Z &k as ‘greedy and vicious’ for demanding a large
divorce settlement; they blamed her for Su’s suicide, doxing and harassing
her online. Such narratives of ‘gold-diggers’ harming ‘innocent men’ support

their argument that Chinese women are greedy and evil.

Misogynistmen on Chinese social media also take issue with feministsand
the rise of feminism in China (despite acknowledging that at least feminists
don’t ask for a bride price). They regard feminists’ speech and campaigns
as ‘stirring conflicts between two genders’ ##t 52 % and ‘organised
by “foreign agents” 3%sh#% 7 to subvert China’. Such antagonism against
feminism is conveniently combined with nationalism and chimes with the
Communist Party’s hyper-vigilance against social instability, its tendency to
blame dissent on foreign agents and its own hostility to feminism. Influencers
on Sina Weibo such as ‘God’s Eagle’ L4 %/ and ‘Meridian Knight’ +4
1& + repeatedly use such narratives to justify their trolling, harassment and
reporting 24k of feminists.'? For example, Meridian Knight wrote a series of
posts accusing Chinese feminists, including Li Pin &#7 and other #MeToo
activists, of being manipulated by ‘Western forces’ to destablise and destroy
China.’® Due to their close alignment with the party-state’s nationalist,
anti-Western and anti-liberal narrative, such speech is usually condoned
and even promoted by mainstream state-run media outlets. For instance,
in 2020 April, Beijing Evening News—an official media outlet operated by
the Publicity Department of the Beijing Municipal Committee—issued an
editorial that called out feminists as toxic and harmful to Chinese society.™
The state’s efforts to keep Chinese society stable in its family-based social
structure and solve the issue of low birth rates also provides a supportive
environment for sexist and misogynist opinions and statements.



As elsewhere, cyber bullying and online aggression also encourage
offline violence. In 2020 December, a male university student attacked three
female classmates with sulphuric acid in a class.’> While the exact reason
for this attack was never publicised, in the comments section under the
relevant news story, many assumed the victims were to blame for being
‘unattainable’—meaning refusing their attacker’s advances—and celebrated
the ‘punishment’ they got. Then there was the incident in June 2022, where
four women were violently assaulted by a group of men in a barbecue
restaurant in Tangshan, Hebei province, after these women rejected one
of the men’s sexual advances. Similarly, in September 2023, two women
were violently attacked by a drunk man in Yiyang, Hunan province, after
they refused to share their contact information with him.!¢ In both cases,
the violent and graphic security footage where these men repeatedly and
brutally dragged down, hit and kicked the women was shared widely
on Chinese social media and shocked many Chinese citizens, especially
women.'” Online public discussions demonstrated Chinese women’s anger
and fear when facing the rise of misogynistic male violence.® Due to the
obvious brutality, there were few comments supporting the attackers,
but the attackers were blamed for their gangster-like violence instead of
the gendered violence they imposed on the women. However, there were
comments blaming the women for ‘being stupid to fight back and infuriate
the attackers’.

Chinese social media incel narrative stems from sexual and economic frustration
Source: Kaihao Zhao, Unsplash



120 An increasing gender imbalance, decreasing social mobility and the
121 dominant misogynist ideologies and discourses left to flourish by the party-
state means that more young men are likely to express their grievances
online in misogynist discourses and that there will be more conflict around
gender issues on Chinese social media. This is alarming because the social
consequences are real and severe. While there is an official attempt to tamp
down online violence in general, the misogynist discourses do not receive
any special attention. Xi’s crackdown on civil society and the mainstream
narrative of fearing ‘feminism as Western ideology’ means that feminist
voices in opposition to misogyny are either silent or silenced. More research
is needed to investigate this phenomenon, and government and civil society
should work together to slow down, stop and reverse this trend.
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CHAPTER 5:
VOICES OF THE
ORDINARY PEOPLE

The following translations are excerpts from two episodes of the popular
Chinese-language podcast StoryFM # ¥FM. With a subscriber base of over
two million, the podcast, hosted by Kou Aizhe & %%, is celebrated for
inviting Chinese people from different regions and backgrounds to tell their
own story, in their own voice.

The editors
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Kou Aizhe: The short happy Antarctic summer ends too soon and is
followed by a long winter.

Many scientific researchers return home to China at the end of summer
as most Antarctic research can only be done in the summer months. Only
a small number of staff are left at the research station for what is known
as ‘winter-over’ A& %' Cao Jianxi used to be one of the team members
wintering over at the research station, responsible for ensuring that the
research station operated normally during the winter months.

‘Wintering over’: A gruelling experience

Once we are wintering over, everyone’s workload is much lighter. Someone
like me, who is in charge of the kitchen, only has to make sure meat and
vegetables are brought in from the storeroom and ready for cooking
the next day.

We rise much later in winter as the sun only rises after ten o’clock in the
morning, when it is almost time for lunch. Between lunch and dinner, we
have plenty of time to ourselves.

I’d often sit by my bed, wrapped up in a warm blanket to play online
games or watch movies. There was a particular actress, I can’t remember
whether I saw her on TV or in a movie, but I was very fond of her at that
time, and thought her very beautiful.

She has very oriental features, with a delicate ‘melon-seed’ oval face. She
appeared wearing a crimson veil and appeared against a red background.

I took a photo with my mobile phone and would often stare at it, my
heart heavy with loneliness and the yearning for a companion.

Although there were other people at the station, our interactions were
minimal. In this sort of closed environment, the longer we stayed together
the more silent and withdrawn we became, with no desire to connect with
anyone, just amusing ourselves alone in our rooms.



Exploring the Frozen Frontier in Antarctica
Source: Cassie Matias, Unsplash
Those who are more extroverted, especially the older ones, seemed less
affected by the isolation. The younger team members tended to be more
quick tempered, and would ignore the others if they were in a bad mood.

At times an older team member would walk into the dining hall and,
sensing the negative vibe, would attempt to lighten the mood by telling jokes
or asking people how they were going.

But the strange thing is, they would get no response from the others. As
you can imagine, under such circumstances, that made most team members
feel even more depressed.

It was also common to see conflict among team members. I personally
experienced this: as the period of isolation grew longer, the more my
relationship with my direct superior deteriorated. At the start, we got along
well because we were polar research centre co-workers.
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But later, because of the nature of our working relationship, he made
more demands on me than others. Sometimes it was over small things like
cigarettes or alcohol. I would get annoyed and feel like he was mistreating
me or that he wasn’t looking after me. As time went by, our relationship
worsened with every such incident.

As a result, my relationship with the station master deteriorated as
well. Even when winter was over, we could not repair our relationship. In
normal life, if we run into problems at work, we can always go home or go
for a drink or a meal with friends after work to relieve our stress. But in
the extreme conditions of the Antarctic, that isn’t an option. We are always
together. If something goes badly today, tomorrow we still have to continue
working together. Frustrations build up and never go away.

Food

Kou Aizhe: In Antarctica, growing crops is strictly prohibited.? All
crops are considered ‘exotic species’ that risk damaging its unique
environment. Of course, the harsh conditions in Antarctica are not
conducive to growing crops either, so supplies of food and other
necessities are completely dependent on infrequent transport links to
the station.

The popular Chinese saying goes, ‘Food is the people’s heaven’. Even
when they are at the ‘end of the world’, those stationed in Antarctica are
determined not to compromise on their enjoyment of food. It is at times
like this when culinary creativity is at its most prolific.

My job asamanager at the research station means I amlike the ‘housekeeper’.
I manage all the storerooms, especially the kitchen store. Every day, I would
go to the kitchen to prepare supplies, like alcohol, other drinks, rice and
flour. Our dishes mostly consisted of dried goods from the north-east of
China because they could be kept for a long period of time. It was rare to
have green leafy vegetables. Usually we’d eat bean curd strips, seaweed and
other dried goods that had to be soaked in water first.



Among the twelve of us who stayed behind in the winter months, there
was a chef by the name of Old Zhu. He used to be the main chef on board the
[icebreaker and resupply ship] Xue Long.

Before each meal, one of us rang the bell outside the dining hall.
Sometimes it was me, sometimes the chef himself or one of the kitchen
hands, and then everyone would come to eat.

At the station, big steel trays were used for serving meals, which usually
consisted of three dishes, such as chicken or black fungus stir fried with
sliced pork belly, and a soup, typically egg-based with seaweed, which was
vacuum packed; all we had to do was to steep it in hot water first.

We also had desiccated vegetables, but no matter what we did with
them, they were flavourless.

Sometimes we would have barbeques outdoors using large steel plates
and long iron skewers. Barbeques were fun, especially after the tide receded
and lots of abalones were left stranded on the rocks. We would barbeque
abalones on a large metal plate as if they were lamb on skewers. Those
abalones were the best I have ever eaten—extremely tender.

When celebrating festivals or birthdays, we would prepare more dishes,
sometimes a dozen or so, in smaller portions and served on white porcelain
plates. We would lay them out on a table covered with a white tablecloth,
plus flowers for decoration. The flowers were plastic, but it looked pretty.

To celebrate the birthdays of our teammates, Chef Zhu would also bake
a cake. The station manager would pass a birthday card around for everyone
to sign. On each card would be twelve signatures, making it something
worth keeping.

On special occasions like the Mid-Autumn Festival, I would also make
banners that read ‘China’s 22nd Antarctic Scientific Expedition Team at the
Great Wall Station Celebrating Mid-Autumn Festival’. I would print out the
Chinese characters individually on A4-size sheets and pin them together on
a scroll of red cloth to make a long banner.
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End of winter

Kou Aizhe: The first time Cao Jianxi spent the winter at the polar
research station, he had a calendar pinned up in his room and he would
stare at it for ages every day, studying it minutely, counting down the
days until his return home.

But as the end of wintering over drew nearer, Cao had mixed feelings.
On the one hand, he was dying to see his family and friends. Over and
over, he’d imagine the scenes of meeting them all again in detail.

On the other hand, human society became like a beautiful dreamscape.
The long separation from society instilled a sense of anxiety in Cao, who
worried whether returning to a normal life would ever be possible.

After more than a year’s wait, the day finally came for Cao to finish
wintering over.

When I was in the Antarctic, I never thought I'd go back again. But back in
China, I found myself having difficulties adapting to society. Like a prisoner
who has been released after a long jail term of more than a decade or so,
I found it hard to get used to a life of freedom and was nostalgic for the
prison environment.

After many months of trying to adapt, I decided to return to the South
Pole. Society was a little hard to fit into.

Life and death

Kou Aizhe: In 2007, Cao Jianxi boarded the icebreaker Xue Long, to join
China’s 24th Antarctic Scientific Expedition to the South Pole. The first
destination was Zhongshan Station. If Cao’s first ‘wintering over’ at the
Great Wall Station had only subjected him to mental anguish, venturing
into the interior of Antarctica was a severe ordeal that tested both his
body and spirit.




Zhongshan Station was the second scientific research station that
China built in the Antarctic. It is located in East Antarctica and is
4,986 kilometres away from Great Wall Station, making the distance
between the two research stations even greater than that from
Shanghai to Urumgqi. What’s more, the climate in Zhongshan Station is
much harsher.

It was during the 24th Expedition that Cao had the most dangerous
experience of his life.

In Antarctica, you never know where the danger lies until you come face
to face with it. The further you travel into the interior, the more dangerous
it becomes. Accidents are common, especially for those venturing onto the
endless plateau of snow, ice and glaciers for the first time.

When the icebreaker Xue Long arrived at Zhongshan Station with our
research team, we had to start unloading 10 to 20 nautical miles from the
station. This is because the Xue Long could only drive through ice up to 1.1
metres thick. We had to use snowmobiles and sledges to transport our cargo
from the vessel to the station.

This zone is notorious for its haphazard formation of ice sheets,
resulting from huge blocks of old ice bonding together and refreezing. This
makes the structure of the ice non-uniformly thick, with some places thick
and others thin.

As a precaution, having two drivers (a pilot and a co-pilot) operate an
oversnow vehicle is the norm. This boosts safety because in an emergency,
one person can radio in a report.

At the time, a very experienced chief mechanic, Mr Xu Xiaxing, decided
to drive an oversnow vehicle on his own, so as to allow the other members
of the team to rest. He didn’t take a sledge, which signified it was an empty
vehicle. We’d put caterpillar treads on it while it was still in the hold, and it
was the best equipped of all the vehicles. The crane moved it from the hold
onto the ice.

Mr Xu wanted to move the vehicle to another spot and began driving.



130
131

Loneliness, Death and Desolation

Translation by Peishan Yann

CHINA’S NEW ERA

CHINA STORY YEARBOOK

Our assistant expedition guide Wang Hailang was on duty in the
control room of the Xuelong. He witnessed the whole episode. The vehicle
began moving forward when it suddenly stalled and began spinning. Then,
suddenly, it started sinking.

When Mr Xu discovered his oversnow vehicle had stalled, he thought all
he had to do was pump the accelerator to get the vehicle to lurch forward,
as he had done before. But this was a totally different situation: the area’s
ice layer was too thin. Underneath, it was already broken into ice debris.
The vehicle started sinking rapidly, as if the wheels were shovelling up
ice from below.

When the oversnow vehicle first started sinking, Mr Xu didn’t panic.
He still thought that hitting the accelerator would solve the problem by
propelling it forward and freeing it from the ice. But before he realised it,
the vehicle had sunk to a considerable depth and a stream of bubbles began
to burst forth from its interior. Only then did terror enter his heart, and he
thought of his family. He realised the peril he was in and feared this would
be the end of him.

Water gradually flooded the car. He prepared to escape but couldn’t
open any of the windows or its sunroof owing to the pressure of the water.
Pushing open the door would be futile for the same reason.

However, the window on the driver’s side could slide back and forth. By
chance, Mr Xu managed to push that window open. Water rushed into the
car and completely flooded the interior.

He then tried to escape through the sunroof.

The sunroof was like that of a family car, except it was not able to open
fully. It could only be cracked open to a 5- or 10-degree angle at most.

Mr Xu decided to stand on the vehicle’s middle console and push up as
hard as he could to force the sunroof open. The connecting rod of the sunroof
gave way completely, opening the only possible escape route for him.

He tried to float to the surface, but he continued to sink. His boots
were caught.



Those boots were specially designed to withstand a temperature of
around minus 30 degrees Celsius so they were extremely bulky and heavy.
But he eventually managed to free himself from them. He’d used up almost
all his energy and swallowed another mouthful of ice-cold sea water.

After he had made his escape from the sunroof, he swam upward with
all his might, until he heard his head bump against the ice debris, and
knew he’d reached the top. He raised his hand and ascertained he’d found
the ice hole.

Therescue team still hadn’t reached him, but he climbed his way out onto
the dry ice all by himself. He managed to make two steps before collapsing.

As a result of this, all the work of the research team came to a temporary
stop. Everyone was at a complete loss. The whole team’s spirit sank to an
all-time low.

Return to Antarctica

Kou Aizhe: After his fourth expedition to Antarctica, Cao Jianxi resigned
from the Polar Research Centre. Not long after, he moved to Australia
and began a new phase of his life.

After leaving China, I didn’t think about returning to Antarctica. I threw
myself into an entirely new life. I got married and devoted my time and
energy to raising a family.

At first, I wasn’t nostalgic or keen to think about those days. Nor did
I want to dig out old photos and videos. However, with the passing of time,
I began thinking more and more of the memories of those events.

In Antarctica, under such harsh conditions, a small group of us still
managed to work together using our own skills to complete our mission.
There is a sense of camaraderie in having been through thick and thin
together, akin to that of having been comrades-in-arms on a battlefield.
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I feel like this deep connection is too precious to be discarded or
forgotten. It is so rare in one’s life to have relationships built on shared
experiences of life and death.

By chance, a friend asked if I was interested in working on board a cruise
ship specialising in tours to Antarctica. The steep increase in the number of
Chinese tourists in recent years has raised the demand for people like me,
who know Antarctica and speak English and Chinese.

At first, I didn’t take this opportunity seriously, but when night came,
I thought more deeply and got very excited. Things big and small that
happened when I was living and working in Antarctica, the friendship and
connection with teammates, started to play out in my mind. If I returned,
I would be return to my old circles.

I felt an urgent desire to go back, a bit like how I felt the first time I was
bound for Antarctica after college. But before I ventured back, the cruise
company decided that I should travel to the Arctic a few times first. As a
result, I visited Iceland and Greenland several times. Some six months later,
I was finally on my way back to Antarctica.

When the cruise ship arrived at Antarctica, the sight of the snow-capped
mountains and glaciers in the far distance made me extremely emotional,
and tears welled in my eyes.

Penguins in Antarctica
Source: Martin Wettstein, Unsplash



When I went ashore, I felt that every rock and stone was familiar. I also
ran into a teammate who once wintered over in the same year with me at the
research station. He was very happy to see me and cooked some noodles for
us. I felt extremely happy and excited. I really hadn’t expected that.

In that distant place, I returned to where I first started, as if some
mystical power was at work, or perhaps this is just what is meant to be.
When Heaven opens a door for me, I linger hesitantly at the doorway, but
when I finally decide to cross the threshold, I keep going.
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Kou Aizhe: Late in 2022, ChatGPT, an artificial intelligence (AI) chatbot,
made a sudden yet impressive debut, sparking a wave of discussion
in 2023. Suddenly, the spotlight was on the world of generative AI
technologies, which use artificial intelligence to generate speech,
images, videos and more. These technologies, often referred to as AIGC
(Artificial Intelligence Generative Content), have also gained attention
across various industries alongside ChatGPT’s skyrocketing popularity.

In the first six months of 2023, a wave of new technological advancement
swept into the workplace. But what changes has this wave brought
to the professional landscape? And how have these changes affected
individuals within the workplace? We’ve invited four people from
different industries to share some of the transformations they’ve
experienced at work.

Our first speaker today, ‘Big Dragon’ (Da Long), is the founder of a small
company. He was proactive in introducing AIGC tools to the workplace,
which has already become the norm.

Al saves us money

Hello, everyone. My name is Zhu Bolong, and people around here call me
Big Dragon. I'm the founder of a tech company, and we currently have about
20 employees. Our main business centres around dance-related fitness,
games and training. Back in 2016, we switched from teaching dance offline
to online. In 2020, we directed our focus towards motion-sensing dance
games that could be played on home TVs.

I majored in computer science at university. Although what I learned
was not related to algorithms, I've always been interested in the tech
industry. After just a week or two experimenting with ChatGPT, my business
partner and I realised the huge potential of AI drawing tools.



We worried about facing competitors who could utilise AI more
effectively and potentially push us out of the market. So, starting in February
2023, we made it a requirement for all our employees to start exploring the
use of these Al tools. They had to learn even if they needed to put aside their
regular tasks.

My business partner’s office is a few cubicles away from mine. One day,
I was in my office when suddenly I heard him yell, ‘This is amazing!” along
with the F-word. I went over to his office to find out what was happening.
I couldn’t see his face at first because his dual-monitor set-up blocked my
vision. But as I got closer, I saw him kneeling in front of his computer.

Still facing the screen, he said, ‘You see this? It’s way better than what
I can draw.” My business partner started his career as a cartoon artist, and
he’s worked as an animation director. He takes a lot of pride in his artistic
ability. But on that day, it was like AI completely ‘broke’ him. He said,
‘There’s no way I can compete with this. I might as well team up with it.’
I told him, ‘All right. In the coming months, you can put most of your focus
into exploring it and making it even better.’

Over the next month and a half, my business partner spent roughly 6
to 8 hours every day studying these Al drawing tools, often staying at the
company until around 10 or 11 in the evening. They excited him immensely.
Sometimes, I would also be in the office in the evening, and I’d hear him
eating while the computer was busy creating pictures. He would often
exclaim with surprise mid-mouthful.

Even before he familiarised himself with the use of prompts, plug-ins
and so on, he achieved an impressive 50 percent or so increase in work
efficiency. Now, several months on, we can almost generate what we want
instantly, which is truly astonishing.

Initially, our colleagues from the technical team were quite dismissive
of ChatGPT. When they heard that ChatGPT could assist with coding, they felt
there were plenty of open-source codes online and that the code of ChatGPT
didn’t necessarily adhere to coding standards better than theirs. However,
once they mastered it, they realised that it could replace at least 30 percent
of their workload, which is quite significant.
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Our colleagues in the operations department initially attempted to use
ChatGPT for writing, including articles for WeChat pages and video scripts.
Similar to the initial experiences of our technical colleagues, when they didn’t
know how to communicate effectively with ChatGPT, the generated content
turned out overly artificial and formulaic. It lacked depth and substance.

I then showed them how to use Al to write about China’s 5,000 years
of dance history with a summary of several important periods. I first used
their method to ask Al to write on the topic and showed them the copy. Then
I said: ‘This is your way of thinking. Let’s try it my way.’ I gave ChatGPT
the prompt ‘Imagine you're a stand-up comedian. Please summarise China’s
dance history in a stand-up comedy style’, then it generated something quite
different. My colleagues immediately understood that you can get ChatGPT
to role-play, to write in a certain style and to word-count, paragraph and
other requirements. This experience transformed their understanding of Al.
It actually functions like a real human assistant. Once my colleagues learnt
to communicate with it in the same way we communicate with humans, they
were able to quickly put Al into effective use.

After that, my business partner and I have put ourselves in the position
of the company’s managers and applied Al tools to our daily work to see
what problems it can solve and how much efficiency it brings. Then we had
to take action.

Therewassomeone in our companywhowasresponsible for design-related
work. This does require a certain degree of originality, but his main job was to
make poster images, characters and background effects. In February 2023, we
discovered that AI could do this very well, and, unlike when using creativity
tools such as Chuangkit, we don’t need to consider copyright issues with Al.
When a colleague in the operations department discovered that he could
complete this part of the design work through Al without designers, I contacted
him directly to confirm whether he could complete the work by himself. After
getting a definite answer, I went to the designer.

I called him to the stairwell to have a chat. At first, he thought I wanted

to talk about something related to his current work. I said: ‘No. You know we
are using Al now, and your position is consumption-oriented, not a revenue-



generating one. What we need are employees who can bring in web traffic
or profits to the company.” Considering the optimisation of the personnel
structure, I said to him, 'm sorry. Your current position is no longer
required. You can either transfer to another position or you can leave.’

He said that he needed some time to think. A day later, he came to me
and said that he wanted to try a position in operations. But after another
day, he said he’d decided to give up. He said, ‘I feel like even if I put in a lot
of time on this new job, I still may not make much progress. I'd rather leave.’
The whole thing was brutal, and it was the first time I made a lay-off decision
so quickly. Nonetheless, I still believe I made the right call because it was Al
that replaced him.

Later, I heard from someone in the operations team that the sacked
colleague was hit hard by the experience. He couldn’t find a new job for
several months and stayed in his apartment every day. He was aware that he
had been replaced by Al. Moreover, the apartment he rented was in the same
building as our company, only a few floors above us, and he had just paid the
rent. I felt really sorry, but there was nothing that I could do. We didn’t save
a lot of money from his salary, but it was enough for a subscription fee to
Midjourney [a generative artificial intelligence program], so now everyone
else in our company can use it freely.

Later, we realised that we still needed a full-time UI designer to monitor
the computer. It does seem cruel that we hired someone exclusively for the
purpose of assisting the computer.

Only one week after the job was posted, we received close to
150 résumés, which was pretty scary. Our colleague responsible for
recruitment interviewed approximately 20 to 30 of them. Almost all were
high performers, but they lowered their salary expectations themselves.
Al gives us advantages in recruiting people and negotiating salaries.

During the interviews, we told them that there was the possibility that
their positions would be replaced by Al. Our current focus is on recruiting
individuals who aren’t at the A-level but are at the D-level with the potential,
with AT’s assistance, to do A-level work. In this way, our costs can be
greatly reduced.
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One of the candidates lowered his monthly salary requirement from
RMB 12,000 to 8,000. He had previously worked in Beijing, where he could
earn about RMB 15,000. Returning to Chengdu, he was hoping for RMB 12,000.
I asked. ‘What is your salary expectation now?’ He replied, ‘RMB 8,000.

Our colleagues’ PCs always have ChatGPT open, as they have become
accustomed to using it as a search engine. Colleagues in the animation
department always have Stable Diffusion or Midjourney open. As everyone’s
productivity rises, it frees up a lot of time for breaks and even a little
loafing on the job.

The first area we’re looking forward to is Al-generated animated videos,
although the quality isn’t yet up to commercial standards. We think that will
take three to six months.

Second, for dance-related products, we normally have to pay for the
use of copyrighted music, a relatively big investment. There is a lot of music
for which we cannot track down the copyright holders, and we have faced
lawsuits in the past. But we expect that within the next three months AI will
be able to produce any style of music we want. We do respect copyright, but
when the creators charge an astronomical price for use of their work, say
RMB 200,000, there’s no way we can use it. But AI can replicate their style,
and it’s actually the musical style we’re after. So we hold great expectations
for the ability of Al-generated music to subvert the music copyrights market.

My client is not at fault, and neitheram |

Kou Aizhe: Our second speaker, A Li, works in the music industry.
The law of demand and supply means that when companies like Big
Dragon’s turn to Al-generated music, someone like A Li will begin
losing customers.

My name is A Li. 'm 29 years old and live in Xi’an. I’ve been working in the
music industry for six or seven years, doing things like soundtrack creation
and song customisation.



I have a coding background and have always enjoyed learning new
technologies. After I returned to work when the COVID-19 pandemic
[restrictions] ceased at the end of 2022, I noticed a surge in Al-related content
on the Internet. At the time, I was most interested in the emergence of Al
‘singers’: Al that could be trained to mimic perfectly a recorded human voice.

I joined a chat group on the subject. The shared document in the chat
group was so long, even for someone like me with some coding experience,
that it was tough to follow. I had to refresh my knowledge of coding, but
after a week or so, I got the program running. I tried inputting my own voice
first. I've done a lot of recording jobs in studios, so I uploaded the materials
to the cloud processor for 20 hours of memory training. I kept the computer
running overnight.

Many have turned to Al to write songs
Source: James Owen, Unsplash

The next morning, I downloaded the generated voice. Both my partner
and I were in shock because it sounded exactly like mine. My mind was
racing, and the next thing I knew, I was sending it to my mother, who heard
it and said, ‘You still sing so badly!’ It chilled me that my own mother couldn’t
differentiate my voice from Al
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It was thrilling and terrifying at the same time. It occurred to me that AI
singing is so developed that there must be Al-generated content and product
in all fields related to music.

I'm self-employed. Normally, I get commissions from clients, and there’s
a collaborative process. This part of the business has not been lost. The area
where I have experienced a greater loss of business is in the customisation of
songs and soundtracks. I used to get a dozen or so orders a month, but now
I get none. After asking around, I discovered that [AI] is so cheap that human
labour simply cannot compete. What would have cost thousands of yuan
in the past now cost only hundreds or less. This is a very natural market
selection process.

When I first began experimenting with AI for work, I couldn’t use it
effectively. After a client heard a demo I sent, he asked, ‘Who wrote this song?
It sounds like it’s by someone who has little experience arranging music.’

After a week of using AI, I sent the client a new demo, and he said, ‘That’s
pretty good. Can you sell it to me?’ The transformation was interesting and
scary. He couldn’t tell the difference between human and AI any more.
When I told him that the demo was made by AI, he was so shocked that his
pupils dilatated. ‘This is AI?!” he asked. I told him it took only 30 seconds to
produce, and he fell silent. He was struggling to process this shocking piece
of information.

What the market pursues is efficiency. Although what we produce [as
humans] may be better, it is inefficient. If our clients can’t tell if a song is
written by a human or not, it just proves that Al-generated content has
reached commercial standards.

After showing the demo to the client, he stopped contacting me. When
I asked him why, he was honest and said that he had found someone else
who was willing to use Al to generate content. After all, he wants to receive
products in the fastest and most efficient way. What I aim for is higher-
quality content, so it’s all right for him to stop cooperating with me.

The impact of Al is comparable to the Industrial Revolution. Textile
workers stormed the factories and smashed the steam engine, but progress
cannot be reversed. If you can really get the unit price down through AL it’s



not necessarily a bad thing for the individual consumer. While it’s painful
for us in the music industry, and our profits will go down, it’s actually a
boost for the consumer to be able to get the product they are looking for at
a lower price.

In the past, if the client didn’t like our demo, we had to start from scratch
and rewrite everything. Now if we use AI to make a demo, and the client
thinks the style and content is OK, I only have to customise it further based
on the client’s demand. This reduces communication costs and improves
productivity.

This situation will force us to step up our game. If we don’t raise the
quality of our work and create something artistic and original, we’ll definitely
be replaced in the future.

My boss asked us, ‘You’re using Al. How come
you’re still slow?’

Kou Aizhe: Our third speaker, Xiao A, is a rookie with only a year of
work experience.

Hi, mynameisXiao A, and I'm 24 years old. Iwork as a game concept designer
in Xiamen. I design characters, patterns and special effects for online games.
The company I work for specialises in art and design, with more than fifty
employees in the design team.

I'have been fond of drawing since I was a kid, and considered becoming
an art student. However, I came from a less developed region, and there’s a
preconception that only students who fail academically studied art. I ended
up studying engineering. I didn’t enjoy the courses at university. After
graduation, I learned about game concept design and enrolled in several
training courses. About two years after graduation, I started to work in
the industry.
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I joined the company last March, just over a year ago. Early this year,
I began hearing about Al-generated paintings, and thought ‘Here we go
again’. Starting from March, I began seeing a lot of Al-generated paintings on
the Internet. At that time, it was less developed—people drawn with a dozen
or so fingers. But it learned really fast and corrected mistakes, so that after a
short while most people couldn’t tell which paintings were generated by Al

Back then I was involved in a project. The demand for illustrations
suddenly surged. All my other colleagues were busy, so the company hired
another person. He was given a draft sketch that had already been approved
by the client, and was asked to refine it into a full version. The new colleague
asked me, ‘How long would it take for me to finish refining the drawing?’
I said, ‘A week or so.” He sent me an emoji meaning ‘Wow’, and I wondered
what he meant. Did he think a week was too short for the task?

Game designers have been impacted by the rise of Al
Source: Sean Do, Unsplash

The new colleague used Al I was right next to him. After he finished,
he showed me the drawing and asked, ‘Is this OK?’ I didn’t want to be overly
critical, so I just pointed out a few problems and told him, ‘Change this and
that, and then send it to the manager.’



The manager told him frankly that the quality of the drawing was bad.
It was not a particularly difficult task. Since the clothing in the picture was
single-layered, at the beginning it worked quite smoothly with AI. However,
some of the finer accessories tended to trip up Al After the colleague had his
work rejected, he asked me, “‘What should I do now?’

I said, ‘Didn’t I send you a bunch of guidelines and reference drawings?
Why don’t you revise it according to those?’

‘Do you mean I need to draw it by hand?’ he asked. He was in disbelief.
‘What about AI? Can AI help me?’ I was speechless.

We use an Al image generator called Stable Diffusion, and I've been
learning how to communicate with it. But I never get what I want. I think
the quality is still pretty poor. There is also a very serious issue: characters
drawn by AI don’t seem to have genuine human emotions. Their facial
expressions are so dull, and there is always some inexplicable blush on
their faces, probably because people have been inputting a lot of images
of this kind.

Most gamers now are quite averse to seeing traces of Al in the games
they play, so after using Al to generate the illustrations, we have to erase the
traces of AI manually. It’s like putting the cart before the horse. People say
Al is here to assist humans, but in fact I feel like it’s quite the opposite. It is
humans who now have to wipe AT’s arse.

I think our boss’s judgement has already been clouded by AI. He thinks
that what it does is good and what humans draw is bad. It is fine for him to
criticise young team members like me, but he even criticises our team leader.
Our team leader is a relatively senior artist who’s been in the industry for
almost eight years. Sometimes when the team leader is editing AI’s work,
the boss comes up and says, ‘I think the AI’s drawing looks better’ Our team
leader must be furious, but he doesn’t dare to say anything. When the boss
isn’t busy, he just sits in the office and uses Al. Because of this, he thinks he
can draw too and that he can teach others how to draw.

Editing is a huge workload for us. Al has not reduced our workload by
much. Yet our boss has laid off a few people. As a result, my colleagues and
I had to work overtime until 10.30pm for more than 20 consecutive days!
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The overtime work made everyone very depressed, and we all felt like we
were on the verge of collapsing. Our team leader was also working overtime,
and he said to us, ‘If you want to quit, make sure you have another job lined
up. The job market is really bad.’

I have a couple of colleagues who left their previous jobs, and their
job-searching journeys haven’t been smooth. They are all much better at
game illustrations than I am. If you search the hashtag #failedinterview on
social media, you will see many talented artists and designers struggling to
find employment. Browsing these posts has been making me increasingly
depressed; for a while, I was staying up until two or three in the morning
scrolling. Honestly, I have no idea what my future holds. What if I quit my job
and can’t find another one and am forced to change careers? Truth is, I don’t
have the courage to resign because of this economic environment. I hope
that my company fires me because at least I could get some compensation.

Anyway, I have never stopped drawing all these years. After work,
before AI and now, I draw for myself. I still hope that my drawing skills
can improve.

We want to be ‘preachers’ of Artificial
Intelligence Generated Content (AIGC)

Kou Aizhe: Initially, the introduction of Al tools was meant to improve
efficiency, but who actually benefits from this high efficiency? There
is another group of individuals who have profited from the enormous
technological transformations. The fourth speaker, Hu Bo, is one of them.

Hi, everyone. My name’s Hu Bo. I am a lead instructor of the AIGC program at
Qieman Education. Our team is based in Beijing and consists of five members.

We discovered AIGC at the end of last year. Some AI drawing tools
within the industry suddenly made headlines, and we believed at the time
that this would affect the entire design industry in the future.



We already were doing online training, specialising in training graphic
designers. So, initially, we integrated new materials, whether it’s how to
use Midjourney or Stable Diffusion, as module supplements within our
existing employment courses. It was only later that we separated them into
a short course.

We stayed up for two nights and came up with the materials for the
foundational course on AIGC: writing lesson plans, filming, recording and
editing, all in two days. We needed to rush it because if we waited until
everyone started doing this, we would have missed the boat.

At the beginning, the foundational course was relatively cheap, around
RMB 300. We usually do live Q&A sessions with students on Douyin, and
explain the contents of our courses on live stream. During one live session,
we casually mentioned the pre-sale of this stand-alone foundational course,
and in only about an hour and a half, nearly 80 people signed up for it.

Kou Aizhe: In the following month, Hu Bo gradually expanded and
improved the course content, initially consisting of eight sessions
focusing on the Al drawing software Midjourney. Eventually, this course
was priced at RMB 1,099 and comprised more than 20 video lessons, a
collection of software operation manuals and related materials, as well
as guides on how to monetise contents on social media platforms like
Xiaohongshu and Douyin.

Over the past few months, this new AIGC business line has generated
several million yuan in additional revenue for his training institution.

Many companies have swiftly added proficiency in AIGC tools as a
requirement in their job postings. But where do the eligible candidates
come from? When universities are not responsive enough to provide
new graduates with necessary skill training, after-school training
institutions like Hu Bo’s seize the newly emerged opportunity and
bridge the gap.

Many universities have invited him to give lectures on AIGC to students
who are about to graduate.
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For those big tech companies, the first requirement in their job
descriptions is that candidates should be able to use Midjourney or
Stable Diffusion. This means that AI operation skills have become a must.
For example, a former student of mine worked for the ride-sharing app Didi.
He told me that Didi is no longer hiring traditional designers; they only hire
AIGC designers who can train Al using keyword descriptions. These positions
are completely new. 'm not afraid of sharing what we teach: we study the job
descriptions of companies and teach whatever the employer needs. To gain
employment, students only need to complete their study accordingly.

Universities are forcing their students to learn about these new
developments because they want their students to gain employment. This is
brand-new and highly sought after. The students may have heard of things
like ChatGPT or Midjourney yet have no idea of what they are.

My job is to get my students interested in AIGC. To achieve this I'll have
to keep up with industry developments. For instance, at Osaka University
in Japan, researchers have successfully combined Stable Diffusion with
MRIs in the hospitals to create a ‘human eye camera’; that is, Al can directly
re-create what people see by reading their brain scans. The tremendous
potential of Al is very intriguing for my students. This is also a topic for them
to discuss in job interviews to give the interviewer the impression that they
have a deep understanding of the industry. We pay attention to what is being
researched in companies and universities, then we pass on the information
to our students. Companies also see our students as ‘geeks’ who won’t need
to be retrained after recruitment.

Kou Aizhe: According to Hu Bo, the employment rate of their students
this year has increased by 30 percent compared to previous years thanks
to the new AIGC content. He is so busy he now has time to research new
developments in the industry only when travelling on trains and planes.



Translated by Master of Translation students Yuan Cai, Zhirui Chen,
Yurun Daij, Yifan Li, Wenjing Liu, Jiagi Tan, and Ke Wu at the University of
Melbourne, under the guidance of Mr Yahia Ma. This translation has been
edited by Annie Luman Ren and Linda Jaivin for clarity and length.
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In Moscow on 22 March 2023, Chinese President Xi Jinping told Russian
President Vladimir Putin: ‘Right now there are changes—the likes of
which we haven’t seen for 100 years—and we are the ones driving these
changes together.”* Leaving the hyperbole aside, there is evidence that many
certainties of the Western-led world and the ‘rules-based order’ are changing
and, with this, so is China’s role in the diplomatic world. Since emerging
from its zero-COVID period, Beijing has launched a significant series of
diplomatic initiatives in areas where hitherto China has played little or no
diplomatic role.

Chief among these was brokering a deal between Saudi Arabia—a
long-time staunch US ally—and Iran on 10 March 2023 in Beijing for the
two countries to restore diplomatic relations. This achievement shocked
Washington. The United States had long been the dominant external force
in the Middle East and had brokered key developments there from the
Camp David Accords in 1978 to the Oslo Agreement between Israel and the
Palestinian Liberation Organisation of 1993. The last three years had seen the
Abraham Accords whereby the United States brokered the establishment of
diplomatic relations between Israel and Bahrain, the United Arab Emirates,
Morocco and Sudan.

China, a long-time observer and trader in the Middle East, is now
suddenly a key player and peacemaker in the region, a mark of its rising
position and influence in the world. The Saudi-Iran deal signals that the
United States cannot take its dominance in the diplomatic sphere for
granted. Many other countries are prioritising good relations with Beijing
and hedging their diplomatic strategic bets.

This has been most marked in the Global South, particularly in the
Middle East, Africa and Latin America. In South-East Asia, much of ASEAN
seeks to avoid choosing between China and the United States as tension has
developed between the two major powers. For the majority of countries in
South-East Asia, China is not an adversary or enemy but a vitally important
neighbour with whom they have problems from time to time. Other regional
players, including Australia and Japan and increasingly the Republic of
Korea (ROK) and the Philippines, have strengthened their alignment with



US strategic goals while continuing to build and stress the importance of
economic and other ties with China. In the case of the Philippines, tensions
have been building with China over the Scarborough and Second Thomas
Shoals in the South China Sea, which both countries claim. Although China’s
role as a de facto supporter of Russia in the Ukraine war has strained
relations with much of the European Union, during his visit to China on
5 to 7 April 2023, French President Emmanuel Macron said that Europe
should not automatically follow the United States and get ‘caught up in crises
that are not ours’. On the subject of Taiwan, Macron advocated a course of
‘strategic autonomy’ for the European Union.?

BRICS has been expanding with the admission of new bers
Source: GovernmentZA, Flickr

A second significant example of the development of an alternative non-
Western grouping is the BRICS, comprising the large developing countries
Brazil, Russia, India, China and South Africa. At the BRICS meeting in South
Africa in late August in 2023, the BRICS grouping announced the admission
of six new members in a decision widely interpreted as an attempt to
reshape the international order and provide a counterweight to the United
States and its allies. From January 2024, Egypt, Ethiopia, Iran, Saudi Arabia
and the United Arab Emirates will join the grouping in a move described by
China’s President Xi Jinping as ‘historic’.® The significance of this expansion
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is the development of a non-Western grouping with significant political and
economic power and with China as one of its central members. According to
the International Monetary Fund (IMF), the BRICS grouping will collectively
account for 32.1 percent of global Gross Domestic Product (GDP) in 2023,
more than the G7’s share of 29.9 percent of global GDP.#* With the addition
of the six new members in January 2024, the GDP of BRICS will grow to
36 percent of global GDP.5 The grouping, with its focus on de-dollarisation,
promotion oflocal currencies for global trade and finance, and the admission
of new members, mostly accords with Beijing’s agenda.®

China’s diplomatic initiatives

A suite of major initiatives serves as the basis of China’s new approach to
diplomacy. These include the Global Security Initiative (GSI), the Global
Civilisation Initiative (GCI), and the Global Development Initiative (GDI), as
well asthe Beltand Road Initiative (BRI). The GSI opposes Western ‘hegemonic’
dominance in the area of international security, promoting instead a central
role for the United Nations and emphasising non-interference in other
countries’ internal affairs and sovereign equality under international law.
The multibillion-dollar BRI launched by Xi Jinping in 2013 aims to improve
China’s connectivity with the world through infrastructure and investments.
The United States and other Western countries have criticised the BRI as
merely a mechanism to spread China’s geopolitical and financial influence
throughout the world. The success of many of the projects has been mixed,
but it is certain that the BRI has expanded China’s influence, especially in
the Global South (see “The Belt and Road’s Midlife Crisis: Perspectives from
Latin America and the Caribbean” on page 163). Of the 152 countries that
have signed BRImemorandums of understanding, fifty-two are in Africa, forty
are in Asia and the rest in the Middle East, Latin America and Europe. The
BRI also appears to have increased Chinese exports to the member countries.”
The Third BRI Forum was held in Beijing on 17 to 18 October 2023. Leaders
from twenty-three countries attended the event, including Russian President



Vladimir Putin. This was a lower number of leaders than attended the 2017
and 2019 forums, but the large turn-out from the Global South indicated that
the BRI retains strong currency and support in the developing world.®

Taken together, these initiatives aim both to enhance China’s global
influence and to build a diplomatic and security architecture to rival the
US-led system of multilateral alliances and institutions.’ They also aim to
enhance China’s role as mediator or peacemaker in regional conflicts.

Other important bodies that are non-Western focused in which China
plays a significant role include BRICS Plus, the Shanghai Cooperation
Organisation (SCO),'° and a range of summits that China holds with
groupings such as the China-Arab League Summit, the China Gulf
Cooperation Council (GCC) Summit and the China-Africa Summit. In 2016,
China also opened the Asia Infrastructure Investment Bank (AIIB); by 2023,
it had more than a hundred members (including Australia), a Triple-A rating
and some US$100 billion in capitalisation.!! These are all part of a suite of
organisations and initiatives that are beyond US and G7 influence. The GSI
and the other initiatives, together with the BRI, provide an alternative to the
US-led rules-based order and are attractive to many countries, especially in
the Global South.

Riyadh and Tehran to Beijing

In the past, China was satisfied to trade and observe in the Middle East, an
area where US influence was politically and militarily dominant. However,
China is now the largest trading partner of most GCC countries, including
Saudi Arabia.’? China has backed this economic influence with active
diplomacy. Xi Jinping made a high-profile visit to Riyadh in December 2022,
during which he participated in the first China-GCC Summit on 9 December
and the first China-Arab States Summit that same afternoon. Most
participants at these meetings were expressly focused on building relations
with Beijing as a hedge against dependence on the United States.* Most
countries, however, were conscious that the United States was still the most
significant defence partner in the region. Iranian President Ebrahim Raisi
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went to Beijing from 14 to 16 February 2023.1* There have also been several
announcements of large-scale Saudi—Chinese investment deals worth more
than US$10 billion.*® On 5 September 2023, the Bank of China (BOC) opened
its first branch in Saudi Arabia in a move to expand the use of yuan in the
growing number of economic deals between the two countries. Saudi Arabia
is China’s largest source of crude oil imports, with 87.5 million metric tonnes
(641 million barrels) shipped in 2022. BOC is the second Chinese bank to
open branches in China after the Industrial and Commercial Bank of China
(ICBC), which has branches in Riyadh and Jeddah.!®

Many Middle Eastern countries, including Saudi Arabia, admire
China’s four-decade record of deploying state capital to achieve profound
economic change while tightly managing social and political change. China’s
experience challenges US insistence that only liberal systems can produce
economic growth and stability. As Saudi Arabia’s largest trading partner,
with growing economic influence in the Middle East and friendship with
Iran, China was a logical partner for the mediation process.

Saudi Arabia is seeking a more independent foreign policy under Crown Prince Mohammed bin Salman
Source: Dimitris Papamitsos, Flickr



China the peacemaker?

Chinese officials describe facilitating the rapprochement between Saudi
Arabia and Iran as a successful example of the GSI at work. The discussions
that led to the 10 March 2023 accord began in the Middle East. Iraq and
Oman hosted talks between 2020 and 2022, but the accord needed China’s
imprimatur to finalise the deal. It was impossible for Washington to play its
traditional role of mediator in this case because, after four decades of mutual
hostility, the United States still does not have diplomatic relations with Iran.
Another factor was that, under Crown Prince Mohammed bin Salman, long-
time US ally Saudi Arabia is seeking a more independent foreign policy and
is rebalancing its relations with the major powers, including China.”

Additionally, in contrast to the Trump administration and family’s close
relations with and support for the Saudi royal family, which did not waver
even after evidence linked the crown prince to the killing of journalist and
US resident Jamal Khashoggi in 2018, the Biden administration has hardened
its policy towards Saudi Arabia. While campaigning in 2019, Biden said he
would make Saudi Arabia a ‘pariah’. When the Saudis cut oil production
after Russia’s invasion of Ukraine, fuelling global inflation, Biden threatened
‘consequences’. US policy and rhetoric only helped to open the door for
Beijing.'® Iran has good relations and a strong economic relationship with
China. A close economic relationship with both countries based both on
economics and on China’s new ambitious foreign policy made China the
natural partner to secure the deal. In addition, China’s new influence in the
region was achieved without the use of military coercion, in contrast with
the US record of the use of military force and coercion to resolve differences
with Iraq, Iran, Lebanon, Yemen and other countries. Saudi Arabia has
used its growing links with China to leverage its interests with the United
States. These new links with China, together with the tentative steps by the
kingdom before the Gaza crisis to establish diplomatic relations with Israel,
had brought the United States around to consider providing the Saudis ‘Non-
NATO Security Guarantees’, armaments and nuclear technology it had not
agreed to provide before.
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China has relished its role bridging the gap between Saudi Arabia and
Iran. Beijing continues to seek to pay the role of mediator and peacemaker.
It has put forward a peace plan for the Ukraine war and is seeking to play
a role in the Israeli/Palestinian conflict, although there are serious doubts it
can achieve much in either case.

A Chinese emissary, Ambassador Li Huli, visited Kyiv and Moscow from
14 to 18 May 2023 with a plan announced by Beijing in April to end the fighting
between Russia and Ukraine.?® As the plan did not call for the withdrawal
of Russian troops from Ukrainian territory, Ukraine rejected the proposal.
The proposal was politely received in Moscow but not accepted by President
Putin.? Although the Chinese intervention was broadly welcomed, it did not
provide a way forward for the ending the war. Nonetheless, it was another
example of China projecting itself on the global stage as a positive player.

On 18 April 2023, China offered to broker peace talks between Israel
and Palestine.” The gesture is undoubtedly aimed at strengthening
the positive perception of China in the Arab World and Global South.
On 13 to 15 June 2023, Palestinian National Authority President Mahmoud
Abbas visited Beijing, where he welcomed China’s involvement.? China,
in contrast to most Western countries, has taken a position sympathetic to
the plight of the Palestinians in Gaza and has not specifically condemned
Hamas for its 7 October attacks on Israel. Foreign Minister Wang Yi has
said that Israel’s actions have ‘gone beyond self-defence’. In a conversation
with the Saudi foreign minister, Wang said Israel should stop its ‘collective
punishment of Gaza’s citizens’. China has increasingly aligned its response
to the Gaza war with the Global South.?

Israeli Prime Minister Benjamin Netanyahu had announced on 26 June
2023 that he would make his fourth visit to China as prime minister at the
invitation of Beijing before the end of 2023. Following the Gaza war and the
position that China has taken on Gaza, the visit has not gone ahead. China’s
position means that Israel is also very unlikely to engage in the near future
in any Chinese attempts to broker peace in the Middle East.



China’s powerisrising globally

China’s power and influence power is also rising in Central Asia. On 18 May
2023, at the inaugural China-Central Asia Summit attended by the leaders of
Kazakhstan, Kyrgyzstan, Turkmenistan, Tajikistan and Uzbekistan, Xi Jinping
announced 26 billion yuan (US$3.8 billion) of loans, financial support and
non-reimbursable funds for the five Central Asian republics and a new gas
pipeline to China from Turkmenistan. Xi also met individually with each
of the five presidents. Each of the five republics are active members of the
BRI. Bilateral trade between China and the Central Asian republics reached
US$70.2 billion in 2022.2* As China’s power has risen in Central Asia, it has
remained careful not to cut across vital Russian interests. China’s centrality
to the power structure in Central Asia is also ensured by the Shanghai
Cooperation Organisation (SCO) and the fact that both Russia and China face
competition from the US-led West. China’s partnership with Russia is based
on common interests and economic complementarity, which has become
even more important to Russia since the start of the Ukraine war. Russia
is increasingly becoming a junior partner in what is proving nonetheless a
durable relationship.?

From 12 to 17 April 2023, Brazilian President Luiz Inédcio Lula da Silva
visited China and called for an end to US dollar dominance of the world’s
financial systems.?® This reflected a growing trend towards countries moving
toreduce their dependence on the dollar as areserve, exchange or accounting
currency in certain areas of the world. For countries in the Global South
including Brazil, this is driven by efforts to avoid US sanctions and the Biden
administration’s control over microchips. In reality, however, only a small
percentage of the world’s financial system uses the Chinese yuan and other
non-Western currencies as the basis for reserves and exchange. Nonetheless,
there is some appetite in parts of the world for moving beyond control of the
US dollar and to adopt the yuan.
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China has not surpassed the United States yet

Chinese activism is based on a sense that the global role of the United States
is declining and China’s is rising. Although there is some evidence of shifting
strategic power balances, it would be wrong to discount the remaining power
and influence of the United States. President Biden has made it clear that the
United States is determined to compete with China for influence and strategic
power.?” In terms of military power and economic and financial heft, the
United States remains the world’s leading power despite the rise of China,
the multipolar world and groupings like the expanded BRICS. Although the
United States remains the single most powerful country in the world, the
global strategic environment is increasingly multipolar and de-dollarisation
is increasing—facts recognised by much of the world. China, with its Global
Security Initiative and its suite of other projects and initiatives, has become
a significant challenger to the United States and Western hegemony in the
Global South and in long-time US-dominated regions like the Middle East.

Despite the increasing multipolar nature of the world, both Beijing and
Washington see their great power competition as the fulcrum of international
relations as countries are increasingly encouraged to line up with one side
or the other. Australia and regional countries like Japan and the Philippines
have clearly declared their adherence to Washington. Many other countries,
especially in the Global South, seek to maintain a balance between China
and the United States and to hedge against both countries. Other rising
powers such as India seek to follow their own independent strategic and
economic paths and are wary to a degree of both Beijing and Washington.
With a period of competition and uncertainty ahead, much of the world,
especially the Global South, would welcome a world without US primacy.
Perhaps the accord between arch rivals Riyadh and Teheran is a harbinger
and a foretaste of the future Chinese role in the contested strategic world.
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China’s Belt and Road Initiative (BRI) turned 10 in 2023. Assessing its
progress to date is challenging, given the persistent lack of consensus on
its true nature. Few global initiatives evoke such disparate perceptions.
To some, the BRI epitomises the People’s Republic of China’s (PRC) audacious
foray into twenty-first-century grand strategy, a bold vision for a new era
of global connectivity bankrolled by an endless supply of state resources,
and the cornerstone of a China-centric world order.! To others, the BRI
registers as little more than an exercise in branding, dovetailing a variety
of pre-existing, disjointed and uncoordinated ventures by various Chinese
businesses and state entities.? In this essay, my assessment of the BRI
zeroes in on the infrastructural shift witnessed in the PRC’s international
development outlook in the years that followed the Global Financial Crisis
of 2007-08. Therefore I focus explicitly on the materiality of Belt and Road
encounters rather than on the rhetoric and diplomacy enveloping this new
era of global economic engagement.

In Latin America and the Caribbean (LAC), something started to
change around 10 years ago. After a decade marked by surging Chinese
investments in the region’s natural resource sectors—financed by the ‘Going
Out’ policy, which offered soft loans for Chinese corporations to acquire
new projects—the landscape of Chinese economic engagement evolved
to include infrastructure development. Even as early as 2005, the Export-
Import Bank of China and the China Development Bank had been actively
involved in the region, extending loans to sovereign nations for diverse
projects. However, the emphasis on infrastructure became particularly
pronounced in the aftermath of the Global Financial Crisis. In response to
the global economic downturn, the Chinese government pumped money
into domestic infrastructure projects, which sustained robust economic
growth amid the crisis. These were the infamous three years (2011-13) when
China consumed more concrete than the United States had done throughout
the entire twentieth century.® Soon, China’s construction capacity began
to outstrip domestic demand, prompting a global quest for new profitable
markets for Chinese contractors. This would mark the beginning of a new
chapter in China-LAC relations, in which loans for infrastructure projects
executed by Chinese firms became a cornerstone of the trans-Pacific



connection, particularly within LAC countries with strained relations with
Western-based international financial institutions. Chinese contractors have
also made inroads into some LAC countries through open bids for public
works that have not involved government-to-government agreements or
financial backing from Chinese policy banks. Although some analysts like to
set the start of this era in a speech by Xi Jinping in Kazakhstan in 2013, where
he officially announced the BRI, the underlying currents of change had been
set into motion much earlier.

Road leading to the JISCO Alpart bauxite refinery in Nain, Jamaica
Source: the author

Over the period from 2008 to 2019, China’s development finance
rivalled the lending capacity of the World Bank, with both entities nearing
the half-trillion dollar mark for lending globally.* In Latin America, the
volume of Chinese loans in some years surpassed the combined lending of
the World Bank, the Inter-American Development Bank and the US Export-
Import Bank,® although not all these loans were allocated to infrastructural
projects. The distribution of both the number and the volume of loans
across the region exhibits disparities. Countries such as Venezuela, Brazil,
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Ecuador and Argentina emerged as primary recipients of Chinese financial
support, whereas others such as Jamaica and Trinidad and Tobago have also
secured considerable loans in proportion to the scale of their economies. In
contrast, Chile, Peru and Colombia remain notably absent from the roster
of nations with sizeable debts to China, although Chinese contractors have
successfully secured bids for significant public works in these countries,
such as the Bogotd metro project in Colombia. By 2023, 21 LAC countries
had become signatories of the BRI, although formal membership does not
correlate with eligibility for funding. Many of these countries were already
beneficiaries of loans from Chinese policy banks before joining the BRI.
Furthermore, several LAC countries that have not yet formalised their BRI
membership are recipients of Chinese infrastructural loans. Indeed, some
researchers have contended that the BRI in LAC represents a ‘repackaging
of existing relations’ and economic trends set in motion by the Global
Financial Crisis.f In this context, it is more useful to conceptualise the BRI as
a distinct economic moment in China’s developmental trajectory, marked by
overaccumulation and the global expansion of Chinese construction firms.
Through this lens, a clearer depiction of the developmental impact of the BRI
in LAC begins to take shape.

Now often taken for granted, one of the crucial ways in which Chinese
development finance reshaped the political landscape of development in
LAC was by introducing an (optional) end to unilateral conditionality. For
decades, at least since the debt crisis of the early 1980s, the region had been
subject to structural adjustment programs as a condition for financing.
Certain aspects of conditionality might have yielded benefits—others clearly
did not, as illustrated by the World Bank’s acknowledgement that the 1980s
were a ‘lost decade of development’.” A fundamental critique has focused on
the undemocratic nature of structural adjustment. Sovereign nations were
forced into liberalisation trajectories that in occasions diverged from their
electoral mandates. In this context, the absence of political conditionality in
Chinese developmental finance, whether BRI-branded or not, was welcomed
by those critical of the US-centric global development system. But it is
important to note that even though Chinese loans do not come with political
conditions such as liberalization and governance reforms, they often



include particularly stringent conditions aimed at ensuring repayment,
inspired by commercial lending contracts rather than typical development
finance.® Nevertheless, China’s emergence as a major lender has afforded
LAC countries additional options to finance their development agendas,
consequently providing them with more political leverage to reimagine
development beyond the conventional template provided by Washington-
based institutions—even if some might have found themselves ‘doubly
trapped’ between two mighty lenders.®

By focusing on infrastructure, the Belt and Road Initiative has addressed
a regional gap that the World Bank estimated to necessitate investments
equivalent to 6.2 percent of annual GDP.'° But by lending to this sector the
BRI has waded into turbid waters. Across LAC countries, major infrastructure
works have been a source of contention and conflict as land use changes
and authoritarian methods and practices have threatened sustainability
and community rights.? In this regard, evaluating individual BRI projects
requires a consideration of their economic and social returns, alongside an
assessment of socioenvironmental costs. Economic dividends are relatively
straightforward to measure. In essence, some BRI projects have acted as
economic multipliers, generating sufficient economic activity eventually
to offset the initial investment. Examples include the expansion of airports
in tourism-dependent countries like Antigua and Barbuda, the financing
of a national broadband network in Suriname, and investments in road
and railway construction and repair in places like Bolivia and Argentina.?
However, some projects fall short of meeting this multiplier criterion.
Examples include ‘white elephants’ like the Montego Bay Convention
Centre in Jamaica or, more broadly, underutilised infrastructure such as
the North-South highway in Jamaica, which has high toll prices that have
deterred many Jamaicans from using it.

There are examples of Chinese-funded projects that might have not
been intended as economic multipliers but which have added social value.
Examples include the construction of hospitals and healthcare facilities in
Ecuador and Trinidad and Tobago. Similarly, the construction of convention
centres or sport venues has often been criticised as a wasteful enterprise
in the developing world—but some might wish to challenge the notion
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that sport and cultural facilities should remain a luxury exclusive to the
developed world while the poor should focus on productivity. Nevertheless,
not all these initiatives have yielded the anticipated outcomes. For example,
the Couva Hospital in Trinidad and Tobago fell short of its envisaged role as
a children’s hospital, owing both to structural limitations and to neglect of
capacity-related challenges.!* The proposed construction of a new stadium
in El Salvador has also garnered attention, raising questions about scale (if
built it will be the largest stadium in Central America) while also triggering
geopolitical anxieties in Washington—a matter that arguably diverges from
developmental considerations.

SirVivian Richards Stadium in Antigua, built with a grant from the Chinese government
Source: the author

Related to the above, concerns have also emerged regarding the processes
through which BRI projects have been implemented. A salient feature of
projects financed by Chinese policy banks is that they invite limited or no
participation from stakeholders and the general public. The development of
the National Academy for the Performing Arts in Trinidad, for instance, faced
criticism from local artists who lamented the lack of consultation regarding
the needs of the local artist community.’® In a broader perspective, the



construction sector both in the region and beyond has developed a dubious
reputation on issues of corruption and accountability. Brazilian and Spanish
contractors, for example, have established a low standard in LAC.'® Chinese
enterprises in this sector, too, have faced their share of scandals in such
countries as Guyana or Peru.'” In doing so, they stand on the shoulders of
the giants that preceded them, rather than representing isolated anomalies.
However, Chinese development finance for infrastructural works stands out
for its poor record on issues of transparency, participatory approaches, and
consultation. Chinese policy banks typically confine their interactions to
central government authorities, thereby distinguishing themselves from such
organisations as the World Bank, which, in recent decades, has endeavoured
to foster participatory approaches and transparency standards, although
not without controversy over whether these initiatives genuinely aim to
empower local populations or merely to co-opt them.

Chinese infrastructure projects have also, at times, the distinctive
characteristic of relying on an imported Chinese labour force, although
the degree to which this has happened varies across the region, with some
countries placing severe limitations on the importation of labour. Central
American and Caribbean governments have shown a higher propensity
for accepting the influx of Chinese labour, a phenomenon less prevalent
in South America. For Chinese contractors, the use of Chinese labour is an
aspect that might be negotiable, with local authorities being presented with
varying price tags depending on the percentage of local workers engaged
in the construction process. Employing Chinese workers allows for a more
economical and expedient delivery, thereby reducing costs for both parties
involved. This efficiency stems from the greater ease with which contractors
can exploit Chinese migrant labour.’® Host countries find themselves at
a crossroads, having to decide the extent to which infrastructure aims to
generate local employment versus prioritising the swift and cost-effective
delivery of projects.

Furthermore, a considerable number of BRI projects in Latin America
and the Caribbean grapple with environmental challenges. Some fall into a
grey area; for instance, the Coca Codo Sinclair hydroelectric dam in Ecuador
has locally significant environmental impacts but could contribute to an
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overall reduction in carbon emissions.'® In contrast, others, like the Santa
Cruz River Hydroelectric Complex, blend labour violations with inadequate
environmental impact assessments that downplay the substantial damage
they could inflict on local ecosystems.?°

While many debated the BRI’'s merits and characteristics, few
doubted it had become a cornerstone in LAC’s developmental landscape.
As various Chinese-funded projects proliferated throughout the region,
the prevailing belief was that the rise of China was unstoppable, inevitable
and exponential, and that China seemed destined to challenge US regional
hegemony. However, by 2018, a shift had begun. Reports from the Dialogue
and Boston University’s Global Development Policy Center highlighted a
substantial reduction in Chinese loans to the region. Having consistently
surpassed the US$5 billion mark annually since 2009, the figure plummeted
to US$2.1 billion in 2018 and US$1.1 billion in 2019.?* This was not merely a
hiccup but rather a new trend, consolidating in 2020 as the first year in which
Chinese development banks issued no loans to the region. Subsequent years
saw the total loan figures not reaching the US$1 billion mark per year.?? This
new normal coincided with increasing caution on the part of some of China’s
borrowers. The Jamaican government, for instance, announced in 2019 that
it would refrain from taking on more Chinese loans for the time being.?

A decade since its inception, the BRI finds itself grappling with a midlife
crisis. There is insecurity in a model that once inspired certainty, hesitance
where success once appeared inevitable. Notably absent from recent
Xi Jinping speeches, the BRI has seemingly been supplanted by less China-
centric branding, such as the Global Development Initiative.?* In material
terms, China confrontsitsfirstoverseas debt crisis, renegotiating US$52 billion
in loans in the 2020-21 period.? This suggests significant miscalculations in
China’s overseas development lending, especially in the case of Venezuela.
At the same time, while Chinese loans have been rescaled, investments by
individual firms not backed by policy banks continue unabated, many of
them increasingly under public-private partnership frameworks.?® This
suggests that, at the very least, the BRI has served as a successful mechanism
for the internationalisation of many Chinese state-owned and private
firms, enabling them to operate with increased autonomy. Furthermore,



the BRI has helped to generate a multitude of bilateral and multilateral
agreements designed to facilitate new commercial activities in the years to
come,? including most recently a free-trade agreement with Ecuador, or a
yuan-settlement deal with Brazil.%

Over the past decade, the BRI has come to represent a significant moment
in China’s development trajectory—one that is characterised by state
support for the internationalisation of Chinese construction and engineering
firms, of which China now has an oversupply. From the perspective of LAC
countries, the BRI has reshaped the politics of development and bolstered
the developmental agency of policy elites in the region. At the same time,
from the vantage point of communities and activists across the region,
the BRI has often reinforced existing developmental hierarchies and
introduced new barriers for non-elite populations’ influence in national
and local development projects. As the Chinese government recalibrates
its commitment to the BRI in light of the successes and failures of the last
decade, along with changing global geopolitics and domestic economic
challenges, the relationship between China and LAC is entering a new phase,
gradually taking shape.
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On 4 October 1957, the USSR launched Sputnik, the world’s first artificial
satellite, and with it the Space Age itself. In February 2023, China’s National
Museum put on a grand exhibition marking thirty years since the start of the
Chinese human space program.!

The environment in space is very different from that of Earth. The
extremes in temperatures, from less than -150 degrees Celcius to more than
150 degrees, the lack of atmospheric pressure, and other issues mean that
the margin for error to achieve success is zero. Even the most experienced
space powers, the United States and Russia, can fail. Luna 25, Russia’s first
probe to the Moon in nearly fifty years, crashed there in August 2023.

The difficulties of space travel are challenging for countries and
companies relatively new to the space race. China, during a period of
about thirty years, has not just overcome these hurdles but also surpassed
many other countries, including Russia, to become the world’s number 2
space power.

Launching rockets

One way to measure the progress China has made is by the number of rocket
launches. The US National Aeronautics and Space Administration (NASA),
which put the first people on the Moon, now primarily relies on private
companies to launch its spacecraft, including crewed missions. SpaceX is
one of the companies doing most of this work for NASA. SpaceX can launch
multiple rockets per week, sometimes every day, while having the rocket
boosters return to Earth to be refuelled and reused.

In 2022, the United States achieved a total of seventy-four orbital
launches, sixty-one by SpaceX; China boasted sixty-four. Far behind was
Russia at twenty-one, and fourth was New Zealand’s RocketLab at nine.?

SpaceX rockets often take multiple, and in some cases, nearly a hundred
satellites into space whereas Chinese rockets usually only carry one or two.
This is not because China lacks the capability but because it is sending larger
satellites and only one or two can fit. However, China is rapidly developing the
capability to do these missions that take multiple satellites, called ride-share.



The Tiangong Space Station: Building in space
at speed

Space exploration is not only a hard journey but also a long one. Missions
take years to design and develop, and the equipment must be tested, and
often the process repeats. It is common for missions to run over time and
over budget.

The two issues—time and money—are related. Most costs are related to
paying hundreds to thousands of highly skilled people. The longer they work
on a project, the more that project will cost. Famously, NASA’s James Webb
Space Telescope ended up being more than ten years late and US$9 billion
over budget.

When the China Manned Space Agency (CMSA) announced that it
would need six additional major missions to complete China’s first space
station, Tiangong X % K= 3k (literally ‘Heavenly Palace Space Station’), the
goal of finishing in one year seemed ambitious. It involved launching and
preparing two modules (sections), multiple crewed missions and associated
launches. But in the end it only took eleven months, with the space station
beginning operation in late October 2022. The Chinese space program is one
of the few that not only meets its deadlines but also beats them. In the case
of Tiangong, early cooperation and knowledge-sharing with Russia saved
China time and effort.

Even when the United States was spending 7-9 percent of its GDP to get
the Moon, delays were experienced. China is only the third country to operate
its own space station after the United States and USSR/Russia, which has
since cooperated on the International Space Station (ISS). However, the ISS
is ageing and has an uncertain future. Russia has not committed to partner
on it beyond 2024. The United States is planning for private companies to
build and operate commercial stations around the Earth that NASA can use.

At the same time, NASA is focusing on the Gateway, a space station that
will orbit the Moon. The Gateway, built and operated with commercial and
international partners, will be able to support four astronauts at a time for a
few months—much like the International Space Station. It will specialise in
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research, exploration and resource extraction on the Moon. Russia has said
it will build its own. However, it is doubtful that Russia has the financial and
other means to do so, especially in light of the Luna 25 failure. They are also
planning on collaborating with China on efforts on the Moon, which will
further diminish their limited budget. It might eventuate that China has the
only national space station orbiting the Earth.

China’s race to the ‘dark side’ of the Moon

Landing on the Moon requires probes to decelerate from tens of thousands of
kilometres per hour on leaving Earth’s orbit to thousands of kilometres per
hour around the Moon to zero. Adding to the difficulty of a Moon landing,
the surface is rocky and the soil fine and adhesive. Just over half of missions
to the Moon have succeeded.

Yet the race to the Moon is heating up. Since late 2022, a number of
countries have sent probes and satellites to the Moon for the first time
including South Korea, the United Arab Emirates and New Zealand. A private
Japanese company, ispace, unsuccessfully attempted a landing while the US
company Intuitive Machines will attempt a landing in 2024. India became
the fourth country to land on the Moon and operate a rover in August 2023,
while Japan became the fifth, with JAXA landing SLIM on the Moon in
January 2024.

China was the first country, and is still the only country, to land on the
far side of the Moon, sometimes misleadingly called the dark side, as it does
receive sunlight; it is called the far side because it always faces away from
the Earth. The Moon does one orbit around the Earth every 27.29 days. Since
the orbit around Earth occurs at the same rate as its rotation, it means the
same side is always facing towards Earth. Likewise, every spot on the Moon
has about two weeks of continuous sunlight and daytime, followed by two
weeks of continuous night-time and darkness.



What makes landing on the far side tricky, is that if you are facing away
from Earth, you cannot see Earth or communicate with it. Landing a probe on
the Moon is hard enough, harder when you are cut off from communications.
To solve this problem, China launched two satellites in orbit around the
Moon to act as communication relays between Earth and the rover.

China has already landed two missions, Chang’e 3 and Chang’e 4, on
the far side of the Moon. Chang’e 3 conducted experiments including
successfully growing plants in a biosphere. Chang’e 4 extracted samples of
the Moon’s rocks and soil, and carried them back to Earth—only the third
country to do so.

China is planning a mission to the Moon nearly every year for the rest
of the decade. Its lunar ambitions will culminate in landing taikonauts (what
China calls its astronauts) on the Moon in 2030. Given the current pace, it
should have no trouble making the timeline.

The new Moon race—resources in space

The new Moon race centres around the utilisation of resources on the
Moon. It started when India’s Chandrayaan-1 discovered vast amounts of
water ice there, in particular at the Moon’s South Pole. Through a simple
process, water (H,0) can be broken down into hydrogen (H,) and oxygen (O,),
providing astronauts with water, air and ingredients for rocket fuel. There
are other potential fuel sources on the Moon as well—in particular Helium-3:
an isotope of Helium. The Helium used to inflate balloons is Helium-4, which
has two protons and two neutrons. Helium-3 only has 1 neutron. You can
smash, or fuse, a neutron on to it—creating a nuclear fusion reaction, which
creates Helium-4 and, more importantly, a lot of energy. It is not yet known
whether Helium-3 exists on the Moon, especially in any useful or accessible
quantities. China is examining the samples brought back to Earth from
Chang’e 4 mission to the Moon for Helium-3.3

The weaker gravity on the Moon means spacecraft need less energy to
leave the surface of the Moon than to leave Earth: about twenty times less.
Take NASA’s new, gigantic Space Launch System (SLS) rocket for the Artemis
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missions, which is bigger than the Saturn V in the 1960s and 1970s. Most of
the rocket is fuel to lift and fly a lander, along with a tiny amount of fuel to
reach the Moon, so there is enough fuel to leave the Moon’s surface.

The possibility of refuelling on the Moon will significantly lessen the
limitations of space travel. This is part of a broader discussion around in-
situ resource utilization—living off the land, so to speak. By using resources
in space, rather than taking them up from here, it will be cheaper and more
effective in the long term.

Space exploration and astronomy

The name NASA conjures up images from the Hubble Space Telescope,
missions to Mars, and asteroids. Its space and astronomy explorations set it
apart from other such bodies, which are focused on human space flight, like
building space stations or landing on the Moon.

Increasingly, China has been doing the same. It has its own Mars
exploration program, landing its first rover on Mars—Tianwen X7
(‘Heavenly Questions’)—in February 2021, only the second country to do
so after the United States. In late 2024, China is planning to launch its own
space telescope: Xuntian ¥ X (‘Heavenly Exploration’).

Telescopes are measured by how big their mirrors are. The bigger the
mirror, the more light they can collect. China’s telescope will be nearly the
same size as NASA’s Hubble: two metres in diameter compared with Hubble’s
2.4 metres, and therefore will be able to see in similar detail. Its field of view,
moreover, will be about 300 times wider than that of the Hubble. It will be
capable of taking a highly detailed picture of a much larger area at the same
amazing resolution as Hubble.

It will also take a page out of NASA’s playbook. The Hubble Space
Telescope is more than thirty years old. The US Space Shuttle program had
four missions to Hubble: upgrading, fixing and servicing the space telescope.
This kept Hubble at the forefront of science until the shuttle program came



to an end. Once it is in orbit, the taikonauts on Tiangong will be able to dock
with Xuntian, and therefore service and upgrade Xuntian with the best
technology available, keeping it at the forefront of science.

Space telescopes are not the only thing China is building. In 2022, NASA
with Johns Hopkins University launched the Double Asteroid Redirection
Test (DART). This probe deliberately crashed into an asteroid to see how
much energy could be directed into an asteroid to alter its orbit. It was built
so that if an asteroid was heading for Earth, we could divert it, avoiding the
sort of impact that put an end to the dinosaurs.

Chinese space suit display
Source: Shujianyang, Wikimedia Commons

China will launch its own asteroid redirection mission in 2025, a
year earlier than originally planned, and to a different asteroid. They will
also launch Tianwen-2, which will be sent to an asteroid, land, extract
samples and return to Earth—much like Japan’s Hayabusa-2 did in 2020
and NASA’s OSIRIS-Rex did in 2023. These samples have revealed exciting
features like amino acids, nucleobases (which go into making DNA) and
organic compounds.*



182
183

China: The New No. 2 Space Power

Brad Tucker

CHINA’S NEW ERA

CHINA STORY YEARBOOK

China also operates the largest single-dish radio telescope on Earth,
the Five-hundred-metre Aperture Spherical Telescope, or FAST, nicknamed
Tianyan X #% (‘Heavenly Eye’). This telescope is built into a natural depression
on top of a mountain in remote Pingtang County, Guizhou. In Australia,
by way of contrast, the largest single-dish radio telescope is 70 metres
in diameter.

Commerce and defense in space

Like the United States, Europe, and Australia, China has commercial and
military infrastructure in space, and is massively expanding its footprint
there. China is second in spending on space projects and infrastructure,
spending nearly four times what Russia spends annually.

SpaceX through its Starlink service, soon to be joined by Amazon with
Kuiper, operates thousands of communications satellites to provide global
high-speed internet. China has started building its own rival network this
year, called Guo Wang E H, or ‘National Network’.

Since 2000, China has maintained its own Global Navigation Satellite
System (GNSS)—the generic term for GPS. GPS is the US version of a GNSS
network. China’s is BeiDou, Russia operates GLONASS and Europe has
Galileo. While all are similar in operation, GPS is still the most accurate.
However, due to the importance and dependency of countries on these
networks, in particular for defence, they operate their own.

China is also developing cutting edge space technology for government
and defense purposes. China has also now built and flown what can only be
described as a space drone. In the mid-2010s, Boeing built the X-37B for the
US Space Force. Not much is known about it, but it is about a quarter the size
of the old US Space Shuttle, can stay in orbit for more than four years and
can land remotely.’ It appears that China has also developed and launched
its own space drone to do so.5 Like the US versions, knowledge of the details
of it and its capabilities are limited; however, it is most likely for flying and
testing military payloads in orbit.



China will also soon enter the space tourism race. Blue Origin and Virgin
Galactic have built dedicated space vehicles for short tourist flights. SpaceX
and Axiom Space have also flown tourists into orbit and to the International
Space Station. A Chinese company with mixed private and state ownership
(partly funded by the Chinese Academy of Sciences), trading as CAS Space
in English but actually called Guangzhou Zhongke Aerospace Exploration
Technology Co. Ltd /= ¥ & F AR & HAA R F), is developing a system
similar to that of Blue Origin: vehicles that will go about 100 kilometres
above the surface of the Earth for a few minutes before returning.” Their
aim is to start operations in 2025.

China, Russia and money

With only twenty years since the first Chinese taikonaut ventured into space,
how has China caught up? There are a few reasons, two of which are money
and Russia. The Russian space program itself, despite its long and proud
history, is falling behind. A lack of investment and exciting projects, and
a failure to embrace the private sector, has meant that Russia is no longer
the power in space it used to be. However, it does have the experience and
knowledge China has needed.

While China is rapidly developing its own expertise, its space scientists
have taken advantage of Russian space heritage since 2000, most notably in
the development of China’s Tiangong Space Station. Agreements have led
to the sharing of detailed knowledge, classified information, and technical
advice.® Asaresult, Russia’s scientists and space program can work on exciting
projects, at the forefront of space exploration, without footing the whole bill.
The two countries have worked on twenty missions together already.®

Just as the United States spent more than US$180 billion (in today’s
dollars) during the Apollo era, China is now rapidly increasing its
spending, on space exploration and infrastructure. In 2020, it spent around
US$10 billion, and in 2022, it spent US$12 billion.*° As a result of investment
and cooperation, China has now surpassed Russia in all measures of space
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exploration. When looking at the amount, sophistication and sheer variety
of missions and programs China is leading compared to Russia, it is clear
who the number 2 space power is.

The two countries have agreed to work together on Moon exploration—
including building a Moon colony and a semi-permanent presence on the
Moon. However, judging from such evidence as Russia’s failed Luna 25
mission, Russia needs China more than China needs Russia.

View of Earth and satellite
Source: NASA, Unsplash

A decade ago, India was working with Russia on the Luna 25 probe,
not having had its own experience with Moon exploration. Due to a lack of
progress and the belief it could do it faster and better, India stopped working
with Russia and worked alone. Its first attempt, Chandrayaan-2, failed three
and a half years before Luna 25 reached the Moon. Its second attempt,
Chandrayaan-3, succeeded in the same week as Russia’s failed attempt to
land Luna 25. The question is whether China will similarly outgrow its
need for Russia.



As mentioned above, Russia will leave the International Space Station
after 2024. The United States banned China from participation in the
International Space Station in 2011. Fuelled by worries that cooperation
would lead to technology that benefits China’s military, the United States
passed the Wolf Amendment. Russia announced plans to build its own space
station during the early days of the Ukraine invasion, amid other political
ploys involving space exploration, such as propaganda videos showing
that they would leave an American astronaut in space!! or even hold a UK
company’s satellites hostage.? However, it is unlikely to be ready in the next
couple of years, if ever, due to the limited resources Russia’s space program
is suffering from. One option is for Russia to build modules and attach them
to Tiangong—or work with China some other way. Tiangong was built in
a modular fashion, like the International Space Station, allowing for new
modules in the future. It would be another situation where Russia needs
China more than China needs Russia.

The race to the top

Will China become the number 1 space power? The United States claims
that title thanks to investment and cooperation between NASA, the United
States military (e.g. Space Force) and private companies (Lockheed Martin,
Boeing, SpaceX and so on), which has accelerated the US space program. The
progress, spending and pure diversity of projects, whether for exploration or
commercial purposes, is truly astounding: missions to the moons of Jupiter
and Saturn, satellite networks that will use lasers instead of radio waves to
transmit gigabytes of data per second, as well as dozens of small exploration
missions planned every few years.

However, this model is not drastically different from what China is
doing. The biggest point of difference is the way private companies operate
in the two countries. The independence of US companies, which is greater
than those in China, has spurred innovation and reinvigoration in the US
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space program. To challenge the United States for the top spot, China must
continue the pace of its progress and find the right balance with the private
space sector and innovation.

US companies have a level of independence that allows them to pursue
innovation and seek new directions and technology that might not be the
priority of the US government. As an example, the drive of private space
travel from SpaceX, Blue Origin and others forced US companies to design
systems that were cost effective and profitable. NASA frowned on private
space travel for a long time. To accomplish it, private companies developed
reusable rockets and capsules, making the cost of launching significantly
cheaper—twenty-five times cheaper—than NASA’s Space Shuttle. This
cheaper access to space benefited not just private companies but also the
research sector and the government itself. Until China has truly private
companies that can determine their own directions, investments and
subsequent priorities, the United States will remain top of the pecking order.
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On a scorching hot afternoon in July 2023, the Prime Minister of
Solomon Islands, Manneseh Sogavare, met with President Xi Jinping
in the Great Hall of the People for the mandatory grip and grin for the
cameras. China’s official media had made much of Sogavare’s visit, and
he did not disappoint, remarking upon his arrival in China, ‘I am back
home’ in a clip posted to Twitter by CGTN,! and later giving a fulsome
interview on the same network in which he pronounced Xi a ‘great
man’ and urged everyone to read all four volumes of The Governance
of China ¥+ E2H, a collection of Xi’s speeches and writings.?
Less noticed was what Sogavare—and the Pacific more broadly—
received in return. A host of memorandums of agreement (MOAs) was signed,
including the controversial security agreement, which was first leaked online
by a provincial government adviser in 2022, but the final text, which covers
military and police cooperation, has never been made public. China-Pacific
relations also got their first policy slogan: the Four Fully Respects w4~ %4
% .3 Much of it was boilerplate doggerel around ‘win-win results’ and ‘shared
benefits’, but it also touched on ‘cultural traditions of Pacific Island nations’
and the need to support the 2050 Strategy for the Blue Pacific Continent—a
regional strategy agreed on by Pacific Island Forum nations in 2019 to tackle
climate change against the background of geostrategic competition.*

Unpromising beginnings

Less than a decade ago, China’s knowledge of and interest in the Pacific was
rudimentary at best. Back in 2013, I worked with a team of researchers from
the Chinese Academy of International Trade and Economic Cooperation
(CAITEC), a think tank affiliated with China’s Ministry of Commerce
(MOFCOM). One of their team was tasked with coming up with China’s five-
year plan for its relations with the Kingdom of Tonga, which would map
out China’s strategies for aid, investment and trade with the one Pacific
nation never to have been colonised. It looked to be a sensitive mission.



Tonga already figured large in fears about China’s intent in the region, with
some analysts arguing that the kingdom might ‘fall’ to China as a result of
debts owed to Export-Import Bank of China dating back to 2006.°

Beowa National Park, formerly Ben Boyd National Park
Source: Michael Dawes, Flickr

I had expected the researcher, fresh from a posting in Pakistan, to be
familiar with the history of China’s engagement with the kingdom, which
switched its diplomatic allegiance from Taiwan in November 1998 as part
of its confusingly named ‘Look East’ policy.® There was no shortage of
entertaining detail for him to become familiar with: a 1996 deal brokered by
the Tongan princess Pilolevu to lease Tonga’s satellite spots to China after the
kingdom—with the help of a colourful American businessman—had acquired
the world’s last 16 unoccupied orbital slots. Another deal that should have
caught his attention was the origin story of China’s ‘debt trap diplomacy’
in the Pacific, where the construction company China Civil Engineering
Construction Corporation (CCECC) brokered a Export-Import Bank of China
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loan to rebuild Tonga’s capital, Nuku’alofa, following anti-Chinese riots in
2006, breezily promising (never in writing) that the debt would be forgiven
one day. China still holds nearly two-thirds of the kingdom’s external debt.

To my disappointment, the researcher, flown out on the tab of the United
Nations Development Program (UNDP) China to write his country report and
assess sectors where Australia and China might team up on aid projects,” was
not fully familiar with his brief. A week before heading to Shougang Airport
for the long trip via Australia and New Zealand, he expressed surprise that
he was not heading to Africa. He had assumed that he was off to Togo (duoge
% &) rather than Tonga (tangjia % #»).

Ten years since this unpromising start, a transformation has taken place.
The Chinese government has invested in the teaching of Pacific languages—
at Beijing Foreign Studies University, it is possible to study all the languages
of China’s Pacific diplomatic partners, even Cook Islands Maori. The field of
Pacific studies is still relatively small,® although there are already six main
research centres, led by the early mover: Sun Yat-sen University’s Center
for Oceania Studies, and the heavily funded Research Centre for Pacific
Island Countries at Liaocheng University. The last benefits from a whole-
of-university approach—even the vice chancellor at Liaocheng is engaged
in Pacific studies—and institutional links to both the Shandong Provincial
Government and the International Liaison Department, a Party agency
charged with managing relations between the Communist Party of China
(CPC) and foreign political parties.’

The quality of historical and political research coming out of China on
the Pacific is still mixed. At one end, there are serious scholars equipped to
engage in extended archival and field research in the Pacific and to conduct
sophisticated analysis of how the Pacific is portrayed in China.!® At the other
end, I can recall an international conference in 2015 where participants
sitting in the shade of the Great Hall Fale at the National University of Samoa
silently exchanged incredulous glances as a senior academic from Liaocheng
University shared her knowledge of an alleged secret plan by Banimarama’s
Fijian military to invade New Zealand.



Weaponising Pacific history

Despite such misfires, Chinese research on the Pacific haslaid the foundations
for strengthening ties with Pacific Island countries.

The Chinese state—and particularly its propaganda organs—is beginning
to apply Mao’s famous aphorism ‘using the past past to serve the present’
(gu wei jin yong + #4-) to the Pacific. Alternatively, and more specifically,
since the Chinese state had very little to do with the Pacific before the 1970s,
it is using the West’s Pacific colonial past to serve the present.

Although the Pacific was once relatively neglected, PRC academics with
knowledge of it are in high demand to provide comment for outlets like the
Global Times, China’s influential nationalist tabloid. Such researchers as
Yu Lei T4&, from Shandong University, provide critical commentary about
Western colonialism in the Pacific. In 2023 Australia agreed to resettle the
entire population of Tuvalu under the Australia-Tuvalu Falepili Union treaty,"
which had neocolonial overtones,'? particularly Article 4, which stated:
‘Tuvalu shall mutually agree with Australia any partnership, arrangement
or engagement with any other State or entity on security and defence-related
matters. Such matters include but are not limited to defence, policing,
border protection, cyber security and critical infrastructure, including
ports, telecommunications and energy infrastructure.” Commenting in the
Global Times, Yu Lei argued the treaty demonstrated that ‘former colonial
powers’ wanted these countries to remain ‘politically subservient ... and
economically reliant’ on them through ‘instructions and manipulation’.'®

Although in its early stages, the popular deployment of historical
narratives is likely to provide focus to China’s discovery of Pacific colonial
histories, as China—which has no historical baggage in the Pacific—looks
to ‘tell its story well’ #3FF E# F in the Pacific. Part of that story is that
unlike three of the other permanent members of the UN Security Council
(the United States, the United Kingdom and France), China has not conducted
any nuclear tests in the Pacific.
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Chen Hong 74, another prominent academic at East China Normal
University and who gained the distinction in Australia of having his visa
cancelled for allegedly trying to influence a NSW government backbencher,*
was among the first to examine the deplorable nuclear legacy of the United
States. His work has highlighted Operation Castle Bravo, the first of a series
of tests on Bikini Atoll in the Marshall Islands, the first fusion nuclear bomb
tested anywhere and still the most powerful nuclear device ever detonated
by the United States.'> The United States, the United Kingdom and France
detonated 315 nuclear devices in the Pacific over three decades, including
twelve in Australia.'¢

There are entire swathes of colonial history that China’s commentariat
have yet to exploit, presumably because they have yet to come across
them. The practice of blackbirding, whereby Pacific islanders were often
taken either by force or under false pretenses to provide slave labour for
Queensland’s sugar plantations, has yet to feature in the Global Times.

The frontiers of China’s narrative competition

Future Chinese criticism of blackbirding, which began in the 1840s and
was banned by law only in 1904, might not cause many current Australian
politicians to lose sleep. But it would not hurt our standing in the region
to make an official apology for the practice. The renaming of New South
Wales’s Ben Boyd National Park—named for Australia’s first blackbirder—
as Beowa National Park in 2022 was a good first step. But apologising for
running a slave trade that tore tens of thousands of Pacific islanders from
their families should not be a hard sell in Australia’s parliament.

Australia’s relations with Pacific Island countries have begun to
evolve. If there is a moment we can look back on as a shift in Australia’s
relationship with the region, it might well be 18 October 2023, when the
Pacific Engagement Visa (PEV) finally passed the Australian Senate with the
support of the Greens and the crossbench. Bipartisan support for the PEV
once looked likely, but the Coalition walked away from an initiative they once



championed, objecting to the use of a lottery system.'” The lottery element is
why New Zealand’s Samoa Quota and Pacific Access Visa (which the PEV is
modelled on) are so popular—everyone can agree a random lottery is fair.

The significance of the PEV lies in its potential to transform Australia
into a nation that looks more like the Pacific. When politicians turn their
minds to the needs of Pacific constituents, as we see in New Zealand,
the game will change. That is some way down the track, but the PEV is a
start. Reams of research show that access to permanent migration is more
effective than development assistance for Pacific islanders—and the gains to
Pacific families are almost immediate. As Fiji’s Deputy Prime Minister Biman
Prasad argued, ‘This is part of a broader strategy to integrate the region in
the long term. And given the geopolitics as well, uniting the region in this
way will benefit the whole of the region.”® Welcoming Pacific migrants is
something that China cannot and will not do.

Despite the easy win represented by the PEV, bilateral competition in
defence, economic ties and aid will continue to frame China and Australia’s
relations in the Pacific, with Australian governments of both stripes vying to
be the ‘partner of choice’ for Pacific nations. Yet all three fields of contestation
come with historical complications. Military needs—be they an airfield, a
naval base or semi-automatic weapons—can be acted on much more quickly
than economic or developmental needs. Nonetheless, Australia’s military
spending in the region continues to be shaped by historical concerns about
the presence of a hostile power in its immediate vicinity, raised by political
leaders as far back as 1883, and the need for Papua New Guinea to be a
‘shield’ against Asia, be it imperial Japan or newly independent Indonesia.'®
This reinforces a longstanding perception that Australia is more interested
in securing the region’s territory for its own safety than contributing to the
well-being of Pacific peoples.

The American public might romanticise the United States’ defining
Pacific conflict, the battle of Guadalcanal, but it reminds Solomon Islanders
of the problem of unexploded ordinance—a danger that remains to this
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day. This critique was made by a Solomon Islander who, as reported in the
Global Times,* responded to US Ambassador to Australia Caroline Kennedy’s
declaration, “‘We’re coming back’ with the words, ‘But for what?’

Despite the tendency of the Australian and American publics to view
our World War II engagement in the region positively—with Australian
tales of the Kokoda Trail or the US focus on the battle of Guadalcanal—the
conflicts of the past provide ammunition for China’s anti-colonialist barbs.

Unlike China, Australian and US governments cannot direct their
companies to invest in the region, even though this is what Pacific leaders
from Rabuka to Sogavare are most keen on (Telstra’s purchase of Digicel
Pacific is the lonely exception?!). While much ink has been spilt on the
leverage provided by China’s ‘sky high debts’,?? the source of Beijing’s sway
over Pacific leaders is past and present investment and the promise of future
projects. Qian Bo, China’s abrasive special envoy to the Pacific, is known to
regale his Pacific counterparts with derisory observations about Australia’s
economy and its inability to meet the Pacific’s needs, either as a destination
for Pacific exports or as a source of investment.

Although China’s Pacific aid has plateaued since 2016, China grounds
its critique of other powers competing for influence in the region in its self-
image as a developing nation, the provider of ‘South-South cooperation’
rather than ‘aid’. On this front, Australia has a history of jumping at
shadows. In 2021 the then foreign minister Marise Payne flew to Daru in
Papua New Guinea in response to a (highly unlikely) proposed Chinese state-
backed investment in a fish-processing plant on Australia’s northern border.
After this, China’s representatives in Papua New Guinea suddenly started to
mention the project in their talking points, having previously said nothing
about it. With some glee, the Global Times cited a Facebook post by local
governor Taboi Awi Yoto in the wake of her visit, claiming Australia wants
‘us to be subsistence farmers and fishermen and maintain the status quo’.*
With a bit of due diligence, the fuss could have been avoided. There was a
reason MOFCOM had said nothing about the project. The company, which
consisted of a couple of guys from Fujian kicking around Port Moresby, had
no capacity to get the project off the ground.



Manasseh Sogavare, Prime Minister of Solomon Islands
Source: #AF, Flickr
The uptick in Australia’s diplomatic relations with China might offer

some protection from China’s envoys snarking about Australia’s colonial
history, but China’s political winds can change quickly (see ‘Caution and
Compromise in Australia’s China Strategy, page 209). The best way to brace
for a future narrative assault on Australia’s Pacific history is to deal with it
honestly, make reparations where appropriate, and encourage the United
States, the United Kingdom and France to do the same. More importantly,
Australia should continue on the path of becoming a nation that looks more
like the Pacific. When Australian history becomes Pacific history, doing right
by the region will not seem such a big ask.
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During a meeting with delegates from the People’s Liberation Army (PLA)
and the People’s Armed Police Force at the Fourteenth National People’s
Congress in March 2023, Xi Jinping called for the improvement of China’s
‘integrated national strategies and strategic capabilities’ and to ‘accelerate
the modernisation of the army as a world-class armed force’.! His speech was
seen as a signal of China’s intention to speed up its military transformation.
Indeed, in the new government budget announced in March 2023, Beijing
revealed a yearly budget of RMB 1.55 trillion (US$224.8 billion), marking a
7.2 percent increase from the 2022 budget.?

Australia is increasingly concerned about China’s military ambitions.
The Defence Strategic Review 2023, released on 24 April 2023, suggests
that ‘China’s military build-up is now the largest and most ambitious of
any country since the end of the Second World War’. Whether or not the
statement is true, it warns that China’s military rise, ‘without transparency
or reassurance to the Indo-Pacific region ... threatens the global rules-based
order ... that adversely impacts Australia’s national interests’.®> According to
the Lowy Institute Poll 2022, 75 percent of Australians believe that China is
very likely or somewhat likely to become a military threat to Australia in
the next twenty years;* 88 percent said they were either very or somewhat
concerned about China potentially opening a military base in a Pacific
Island country.®

The governments of the United States and its allies are certainly
responding to China’s military rise. The Quadrilateral Security Dialogue
(QUAD), a diplomatic and security network consisting of Australia, the United
States, India and Japan, was revived in 2017 to promote ‘an open, stable and
prosperous Indo-Pacific that is inclusive and resilient’.¢ Since 2015, the US
Navy has been patrolling in the South China Sea. By 10 April 2023, the US
Navy had conducted forty-four reported freedom of navigation operations
in the area. Particularly during the Trump administration, it navigated
once every two months between 2018 and 2020 in the South China Sea.”
Moreover, in September 2021, Australia, the United Kingdom and the United
States announced a trilateral security pact, known as AUKUS. On 13 March
2023, the three countries agreed to increase nuclear submarine (SSN) port



visits and training in Australia. More significantly, Australia will purchase at
least three Virginia-class SSNs from the United States in the 2030s and build
its first SSN with technical support from the two countries in the 2040s.®

Some media outlets are hyping up the possibility of war with China,
suggesting that China will invade Taiwan by 2026 or engage in a war with the
United States over freedom of navigation in the South China Sea.’ However,
many China analysts have argued that these claims are exaggerated and
‘devoid of concrete analyses on China’s intention and capability’.’® So how
much should Australia and its allies fear the PLA? Although numerous
intelligence and defence reports are available, mostly from Washington, the
public needs more context to understand China’s military rise.

The US Navy has been patrolling the South China Sea since 2015
Source: U.S. Pacific Fleet, Flickr
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Military transformation under Xi Jinping

Amid China’s economic development, it has steadily increased its defence
spending and military capability over the past three decades. According
to the Stockholm International Peace Research Institute (SIPRI), China’s
military budget has increased by an average of 13 percent annually, with
spending around 5 percent of the government’s total budget throughout
the last decade.!* The PLA has developed numerous new types of military
equipment, including the J-20 fighters, Jin-class nuclear-powered ballistic
missile submarines (SSBNs), Shang-II-class nuclear-powered attack
submarines (SSNs), aircraft carriers, DF-41 Intercontinental Ballistic Missiles
(ICBMs) and other matériel researched, designed and built in China.?

China’s military rise appears to have become more ambitious during
the mid-2010s. The country has been in the thrall of the ‘strong army dream’
7% %4, an integral part of the goal of national rejuvenation.” Xi Jinping, who
chairs the Central Military Commission, also made a few speeches on China’s
military modernisation. For instance, in 2013, he advocated building armed
forces that would ‘obey the Party’s command, that are able to fight and to
win, and that maintain excellent conduct’ in order to ‘safeguard national
sovereignty, security and development interests’.!* In a series of speeches
around 2016, he described the goal of PLA modernisation as being to
‘achieve the goal of a strong army’ and ‘build a world-class military’. In 2017,
he set out the three milestones for PLA development: basic mechanisation
and major progress in ‘informatisation’ 4% &4t by 2020, modernisation of
national defence by 2035, and building an all-round world-class military
by mid-century.®® As political rhetoric, the military’s three milestones
echo the Party’s ‘Two Centennial Goals’;® as military objectives, Chinese
commentators and scholars describe a world-class military as having world-
class operational theories, personnel, training, weapons and equipment,
law-based management, combat power and innovation abilities.!” Some also
use these milestones to address the military’s shortcoming in mechanisation,
informatisation, intellectualisation and operation.'®



The PLA has undergone several significant reforms during this
period. In 2015, the People’s Liberation Army Rocket Force (PLARF) was
established to coordinate China’s arsenal of land-based ballistic missiles,
including nuclear weapons. In 2016, the PLA reorganised its seven theatre
commands into five, each designed to counter different security threats:
Eastern Theatre Command is responsible for Taiwan, Southern Theatre
Command for the South China Sea, Western Theatre Command for the Sino-
Indian border, and Northern Theatre Command for North Korea. In 2019,
the Central Military Commission adopted a new military strategy for the
PLA titled ‘Military Strategic Guidelines for the New Era’ to address the
shift of strategic assessment outlined in the 2019 National Defence White
Paper aimed at countering growing threats from the United States and
Taiwan.'® These structural reforms, according to the 2023 Pentagon Report,
have strengthened the PLA’s joint operations and capabilities.?’ However,
as Joel Wuthnow and M. Taylor Fravel have suggested, this ‘new’ strategy
was proposed against the backdrop of Xi’s ideological consolidation and
indicated little operational or strategic change.”® Concepts from previous
military doctrines, such as ‘near sea active defence’, ‘informatisation war’
and ‘integrated joint operations’, are still included in the 2019 military
doctrine.” Indeed, after undergoing these military reforms, the PLA still
lacks capabilities and combat experiences in amphibious operations,
especially in the course of actions against Taiwan.

Xi’s speech at the Two Sessions merely summarises China’s continual
military development, rather than signifying substantial changes in the
timeline of national defence modernisation. The PLA is still gradually
addressing its technological and operational limitations. The State Council
Institutional Reform Plan 2023 unveiled significant steps to restructure the
Ministry of Science and Technology, including the establishment of a Central
Commission on Science and Technology ¥ ### % 4 to enhance the
party’s leadership over scientific and technological development.?

The reform intended to ‘[push] forward the building of a national
innovation system and structural scientific and technological reform,
[study] and deliberat[e] major strategies, plans and policies for the country’s
sci-tech development, and coordinat[e] efforts to resolve major issues of
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strategic, guiding and fundamental significance in the sci-tech sector’.?
Although the PLA’s structure is not affected by the reform, the goal of the
reform, including addressing the limitation of technological self-reliance
and promoting integrated research between the civil and the military, falls
in line with some of the PLA’s objectives in its military modernisation.?
Defence science and technology has been crucial in China’s technological
innovation,? so institutional reform in science and technology is relevant to
national defence modernisation. Following the State Council reform focused
on the sci-tech sector this year, we should see further reforms within the PLA
to ground force, logistics and maintenance support, military staff training,
and integrated warfare.

Will China wage a war?

The large-scale military exercises around Taiwan in early April (as a
response to President Tsai Ing-wen’s meeting with US Speaker of the
House Kevin McCarthy) suggests that the PLA has become more capable
in integrated warfare and deployment of aircraft carriers.?”” Nonetheless,
military capability building is a gradual process. While the PLA has the
budget and resources for research development, personnel training lags
behind technological advances. For instance, a report from the US Naval War
College suggests that the Chinese navy has ‘faced tremendous pressure to
keep pace with the rapid expansion and modernisation of the [naval] surface
fleet and its growing mission set’.?® According to an article published in a
Chinese military magazine last year, the PLA Navy needs at least 200 pilots
for its aircraft carriers, but it lacks a fighter trainer specifically designed
for carrier-based operations.?® Therefore, although the PLA Navy built its
third aircraft carrier last year, construction of the fourth one was stalled.*
More importantly, apart from a border skirmish with Vietnam in 1979 and a
minor naval battle at the Johnson South Reef in 1988, also against Vietnam,
the PLA has not fought in a war for more than four decades. It still lacks
experience in warfare.



Multiple organisations in the United States, including the US Air Force,
the Center for International and Strategic Studies (CSIS) and the Center for
a New American Security (CNAS), have already simulated a few war games
of the PLA pursuing military operations against Taiwan but with varying
results.?! Some suggest that in a war between China and Taiwan, China would
likely win. However, we should factor US domestic political consideration
into the hype of a war scenario. The outcome of war game simulations needs
to be weighed against the fact that they are often intentionally skewed in
favour of US forces in order to strive for more resources for national defence.

Whether China has the capability to wage war and whether China
will go to war are two different questions. As the US Director of National
Intelligence Avril Haines told the House Intelligence Committee, ‘It is not our
assessment that China wants to go to war.”® The concept of a world-class
military, as Taylor Fravel, an expert in Chinese military strategy, argued,
does not ‘illuminate the PLA’s global ambitions or how it envisions using
force’. It has limited geopolitical implication of where China would project its
military power. Rather, it expresses ‘China’s aspiration to become a leading
military power in the world’.* It is essential to distinguish the differences
between China’s military ambition and policy outcomes.

Launching a war in the Indo-Pacific is complicated. Strategically as well
as politically, the PRC would prefer to win Taiwan without fighting.?* It needs
to consider the consequences of sanctions and sea lane supply blockages
from the West if there is a war across the strait.

Will AUKUS help to deter China’s use of force?

There is no doubt that China’s military capability is on the rise. The AUKUS
security pact has been described as a ‘demonstration of unity and ... [a]
powerful deterrence signal to the region’.®® To the United States, AUKUS
indicates its commitment in maintaining its pivotal role in the Indo-Pacific.
To Australia, AUKUS suggests that Australia is more likely to rely on ‘the
US committing to the “integrated deterrence” approach that the Biden
administration set out in its 2022 Indo-Pacific strategy’.*¢ As Ben Herscovitch
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suggests, ‘If Australia chooses to deploy its nuclear-powered submarines in
support of a US-led effort to defend Taiwan, then AUKUS will have made
China’s military goals harder to achieve.”®

However, it is important to note that the submarines themselves do not
serve as a deterrent. The AU$368 billion deal is a long-term process, and the
first of the new submarines is not expected to be delivered until at least the
2040s. By that time, it is likely that the PLA will have developed sufficient
means for countering the AUKUS-class submarines, such as anti-ship missiles,
SSNs, ballistic missile nuclear submarines, as well as other anti-submarine
capabilities, which China is currently building. In fact, the US Congress
Research Service report suggested in 2022 it is likely China will have a new
class of SSN by the mid-2020s.3® Furthermore, China’s naval development
consists of an aspiration to expand its influence globally, beyond the close
waters of Taiwan, in which a submarine deal is simply incapable to deter.*

AUKUS submarines themselves do not serve as a deterrent
Source: Royal Navy

In addition, it is dangerous to have naval procurement driving the state’s
grand strategy. Traditionally, a grand strategy articulates clear security goals
for a state to set all aspects of foreign policy, ranging from trade agreements
to defence budget.® It is true that AUKUS is beyond a military exchange;
it is also an investment in ideas, education, research, and community ties



for Australia.®* However, rather than establishing distinct security and
strategic goals and generating a range of policy alternatives, experts warn
that AUKUS, as a singular policy, has now manifested Australia’s security
decision-making. This could potentially limit Canberra’s array of security
choices. In a worse scenario, it might draw Australia into a nuclear war
because its continual support of US deterrence against China.*

What, then, is AUKUS for? Since the deal was announced in March 2023,
Australian experts have debated its strategic implications.* As the Lowy
Institute’s Sam Roggeveen submits, there is a bigger question the Albanese
government must answer: ‘how exactly will these submarines make
Australia safer’?* Australia must take China’s military rise seriously, but it is
not helpful to assume that this will inevitably lead to war. Instead, Canberra
should approach this comprehensively and cautiously, and develop a clearer
understanding of China’s military rise under Xi Jinping as well as its strategic
goals and institutional reforms. There also needs to be a wider and more
constructive public debate about the best ways to respond to China’s rise and
to safeguard Australia’s security in the broadest sense of the term.
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Policy consistency and diplomatic decorum have been the dominant themes
of Canberra’s publicly advertised approach to Beijing since the May 2022
federal election. The Albanese Labor government has reaffirmed all its
Coalition predecessor’s major China-related national security and defence
priorities. Among other areas of policy continuity, Australia under Albanese is
still trying to minimise China’s security role in the Pacific, expand US military
presence at Australian ports and airfields, combat Chinese government
interference in domestic politics, and acquire nuclear-powered submarines
through the AUKUS security partnership with the United States and the
United Kingdom (see ‘How Fearful is China’s Military Rise?’, page 199).

This broad policy continuity has been combined with a significant
shift in Australia’s diplomatic messaging. Gone is the talk of it being
‘inconceivable’ that Australia would not support the United States if it was
involved in military conflict, including with China over Taiwan.! Meanwhile,
Australian ministers no longer make historical comparisons between the
challenge posed by China today and the threat of ‘belligerent autocrats’ in
the 1930s.? Instead, Prime Minister Anthony Albanese and his ministers
have sought to ‘engage diplomatically, without a loudhailer’ and guide the
relationship ‘with all the nuance that is required’.?

It is not wrong to say that the Albanese government’s approach to China
combines policy continuity and conciliatory rhetoric. But it is also far from
the full story. This characterisation glosses over two central elements of the
Albanese government’s China strategy: caution and compromise. Although
Canberra has not sought to advertise these aspects of its China strategy,
they have been integral and enduring features since the election of the
Albanese government.

Tactical caution

Despite sharing many of the China policy objectives of its predecessor, the
Albanese government has taken a cautious approach to implementation. This
is apparent in its handling of Confucius Institutes and Chinese investments
in critical minerals. Like the Coalition before it, Labor has sought to mitigate



the perceived security risks associated with exposure to Chinese investors
and education links. But, unlike its predecessor, the Albanese government
has pursued this objective in ways that minimise Beijing’s ire.

Under the Foreign Relations Act (FRA) legislated in 2020 by the Morrison
Coalition government, Minister for Foreign Affairs Penny Wong could have
expelled Confucius Institutes from Australian universities. The Albanese
government instead sought to achieve its national security goals without
diplomatic fallout by opting for ongoing scrutiny. With the Albanese
government ‘concerned about foreign interference and potential risks to
academic freedom’, it pledged to ‘keep these arrangements under review’
and ruled out the establishment of new Confucius Institutes.*

The Albanese government has ruled out the establishment of new Confucius Institutes
Source: Matt Brown, Flickr

Likewise, the securitisation of the critical minerals industry appears to
have been finessed to avoid antagonising Beijing, which has longstanding
concerns about Australia’s treatment of Chinese companies.> The Albanese
government twice rejected investments from Chinese or China-linked firms
in Australian rare-earth elements and lithium mining companies in 2023.
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Yet both decisions coincided with Canberra approving large Chinese
investments in parts of the mining industry deemed to be less sensitive,
including iron ore and nickel.” Coincidence cannot be ruled out. But the
pattern of rejections coinciding with approvals and the influence of senior
cabinet members over investment decisions suggest that the Albanese
government is seeking simultaneously to keep Chinese and China-linked
companies out of the critical minerals industry while also sending a
welcoming message to Chinese investors more broadly and thereby reducing
the likelihood of getting Beijing offside.

Might the Coalition have charted such a tactically cautious course on
ConfuciusInstitutes and investment decisions had they retained government?
Maybe, although the Coalition’s use of the FRA to veto Victoria’s Belt and
Road Initiative agreements in 2021 and their criticisms of the Albanese
government’s conditional acceptance of existing Confucius Institutes suggest
not.® On two sensitive bilateral issues, the Albanese government has acted
tactically: opting to put Confucius Institutes on notice and yet avoid the blunt
trauma of expulsion, and soothing the sting of critical minerals investment
rejections with the balm of approvals in other industries.

Policy compromise

The Albanese government’s approach to China is defined not just by the
tactics employed but also the decisions not taken. Most conspicuously,
the Albanese government has decided not to sanction Chinese officials
and entities implicated in severe and systematic human rights abuses.®
Although the power to impose Magnitsky-style sanctions was legislated in
2021, Australia has declined to use these powers against China as the United
States, Canada, the United Kingdom and the European Union have done.
Despite 82 percent of Australians supporting such targeted sanctions against
China and credible reports of ongoing mass incarcerations, forced removals
of children, and cultural erasure in Xinjiang, Tibet and other regions, the
Albanese government is unwilling to deny the perpetrators the freedom to
travel to Australia and take advantage of financial opportunities there.'?



Morality aside, the case for sanctions is far from clear-cut when viewed
from the perspective of the Australian national interest. Imposing sanctions on
officialsand entitiesimplicated inhumanrights abuses seems unlikely tochange
the Chinese government’s behaviour. It might also have unintended negative
implications for a wide range of Australian priorities. It is likely that China
would respond with reprisals such as tit-for-tat countersanctions, arbitrarily
detaining Australian citizens, prolonging the detention of Australians already
imprisoned in China, and stalling or perhaps even reversing the progressive
normalisation of the bilateral diplomatic and trade relationship.™

Still, not only did Minister for Foreign Affairs Wong tentatively support
targeted sanctions against China when in opposition but also the Albanese
government has committed to ‘employ every strategy at [Australia’s]
disposal towards upholding human rights, consistent with our values and
with our interests’.!? Despite this and having levelled numerous targeted
sanctions against Iran, Myanmar and Russia since taking office, the Albanese
government has shied away from taking similar actions against China.!
Taken together, this makes the Albanese government’s unwillingness to
sanction Chinese officials and entities look like a calculated compromise.

The responses to Beijing’s anti-dumping and countervailing duties on
Australian barley and wine similarly point to the role of policy compromise in
Canberra’s China strategy (see ‘Ending Economic Sanctions: The Role of Chinese
Industry Associations in the Removal of Barriers on Australian Barley and
Wine’, page 217). Rather than pursuing Australia’s World Trade Organization
(WTO) cases against China to their likely successful conclusions, Canberra
chose to suspend and in the case of barely also discontinue proceedings in
exchange for the review and eventual removal of duties.** Although Australia
thereby lost opportunities to highlight China’s trade malfeasance via the
outcomes of these WTO processes, these decisions likely helped Australian
barley and in all likelihood wine exporters once again to access the Chinese
market. These decisions probably secured the quicker negotiated removal of
trade restrictions, which pursuing the legal route might not have delivered.
But these cases remain textbook definitions of compromise, involving as they
did mutual concessions from both Canberra and Beijing to settle disputes.
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The Albanese government has decided not to sanction Chinese officials and entities
Source: Michael Lieu, Flickr
Canberra might have compromised in other less clear-cut cases as

well. According to the Chinese government, the process for the expected
eventual removal of wine duties in March 2024 was made possible by the
Australian Anti-Dumping Commission’s preliminary finding that anti-
dumping measures on Chinese wind towers should expire in April 2024.%
Meanwhile, despite Prime Minister Albanese decrying Chinese company
Landbridge Group’s 99-year lease of Darwin Port when he was in opposition,
his government decided to leave the lease in place.'® This decision was
welcomed by China and publicly announced in the immediate lead-up to
Prime Minister Albanese’s visit to Shanghai and Beijing in November 2023."
In another apparent compromise, the Albanese government used language
in early October 2023 that gave the impression of legal rigour regarding
the Chinese government’s eventual release of long-detained Australian
journalist Cheng Lei, despite her detention most likely having been an
example of Chinese government hostage diplomacy.®

None of these recent cases are unambiguous compromises. The
Albanese government insists that the Australian Anti-Dumping Commission
is independent and has not shifted recommendations to please China.'
At the same time, the review of Landbridge Group’s Darwin Port lease was



classified, and it is therefore not possible to determine whether it amounted
to a decision to keep China happy by not annulling the lease.? Still, this
series of China-friendly decisions suggests that the Albanese government’s
policy compromises might extend beyond not imposing targeted sanctions
and suspending WTO proceedings.

Invidious choices and the costs of compromise

Some looming policy decisions do not seem to permit the kind of supple
tactical gymnastics that the Albanese government has pulled off to date. These
include whether to join proposed US measures to restrict foreign capital
flows into select Chinese technology companies, and the choice between
the Chinese and Taiwanese bids to join the Comprehensive and Progressive
Agreement for Trans-Pacific Partnership (CPTPP) trade pact. But Canberra
could still avoid being wedged by binary choices on these issues as well.

Building on the October 2022 export controls on semiconductors and
related equipment to China, in August 2023 the United States proposed
outbound investment restrictions to limit access to foreign capital for
select Chinese technology companies.?? As a minor player in the global
semiconductor market, Australia was not pushed to join the export controls.
But now the United States is sounding out the willingness of significant
investors in China, including Australia, to participate in the proposed
outbound restrictions on capital flows.??

These mooted capital restrictions seem to put Australia in a bind:
either comply with Washington’s request and deeply frustrate Beijing or
not restrict capital flows into select Chinese technology firms and rebuff a
request for support from Australia’s most powerful ally. The former decision
would likely damage Australia’s bilateral relationship with China, while the
latter might be diplomatically untenable, especially while the United States
is sharing some of its most sensitive military technology with Australia. But
even on this seemingly fraught policy dilemma, it is not clear that Canberra
will be forced to make such an invidious choice—at least for now. The Biden
administration’s outbound investment restrictions have only been proposed,
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and the path for this kind of policy by executive order is likely to be long and
uncertain given the vicissitudes of politics in Washington, especially in the
run-up to the 2024 presidential election. So, with any luck, Australia will be
insulated for some time yet from having to decide whether to sign up to this
adversarial financial element of US China policy.

Canberra is also likely to be shielded from making any tough CPTPP
choices. Yes, Beijing will heap pressure on Canberra and other capitals to
back its bid just as Taipei lobbies for support for its candidature.?® Yet the
slow-moving and consensus-based CPTPP decision-making process and
the trade pact’s diverse membership mean that Australia might be able to
sidestep taking any public positions on China’s and Taiwan’s competing bids.*
With Japan, among others, wary of China’s membership and smaller CPTPP
members unlikely to back Taipei’s accession for fear of frustrating Beijing,
there is every chance that Canberra will be able to avoid having to cast the
deciding vote.?> Australia might even be able to secure better diplomatic and
trade treatment from China thanks to Beijing’s bid to get into the CPTPP. For
as long as China is trying to work its way into this trade pact, Beijing will have
an added incentive to play nice with CPTPP members like Australia.

The Albanese government’s formula of China policy consistency and
diplomatic decorum combined with a side of tactical caution and policy
compromise will continue to be pressure tested. Reports of Chinese state-owned
firms sending dual-use technology to sanctioned Russian defence companies
point to how much strain the formula might come under as the case grows
for punishing Beijing’s support for Moscow’s war effort in Ukraine.?® But if
Canberra’s shrewd manoeuvrings to date are a guide, there is good reason
to think that the Albanese government will continue to find ways to combine
broadly tough China policy settings with ongoing relationship repair.

Still, as China’s systematic and severe human rights abuses continue,
past policy compromises will become difficult to defend. Statecraft does not
allow much space for saintliness. Principled measures to punish human
rights abusers might simply entail too much risk for the national interest.
But we should at least honestly and openly recognise the moral impost of the
Albanese government’s so-far successful China strategy.
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Under what conditions does China terminate politically motivated barriers
to trade? In August 2023, China announced it would remove tariffs on
Australian barley that were imposed amid bilateral tensions in May 2020.
The removal was widely celebrated for enabling the resumption of a trade
that had been worth up to US$1 billion annually. Barley was one of the most
prominent of at least nine Australian export commodities targeted by China
in an apparent sanctions campaign.! Although barriers on barley and five
other commodities were removed by the end of 2023, three others remained
in place, most notably for Australian bottled wine.

One possible explanation for the progress on barley focuses on foreign
policy drivers. The barriers might have been removed due to warming
bilateral relations under a new Australian government and a transition to
a bargaining phase in the relationship. Another possibility is that Beijing
dismantled the tariffs to avoid the potential reputational costs that might
stem from the public release of a panel report adverse to China by the
World Trade Organization (WTO).2 Here, we consider the logic of these two
arguments, and introduce a third underexplored explanation: the vested
interests of groups within China, both government and non-government,
and especially industry associations.

Examining the factors driving the removal of the barriers to Australian
barley imports provides insight into a wider question that has received
scant attention: when and why China removes sanctions. Although a
burgeoning scholarly literature examines the termination of Western
economic sanctions, it has not considered China.> New insights on this
issue could have significant policy implications. Most immediately, they
are relevant to ongoing negotiations about the removal of China’s barriers
on Australian wine. Many expect that the ‘template’ used in the barley
negotiations—combining warming diplomatic relations with the concession
of withdrawing a WTO case—will be successfully applied a second time.*
This appears to be playing out at the time of writing. On the back of some
recent Australian decisions that might have sweetened the deal,® Beijing has
agreed to conduct a five-month review of its wine tariffs due to conclude
in May 2024, and Canberra has temporarily suspended its WTO case.®
Unlike the case for barley, however, Beijing’s review may be complicated by



substantially different underlying domestic political economy dynamics in
the wine industry, which could well determine whether the tariffs ultimately
stand or fall.

The imposition and removal of the barley tariffs

The origins of China’s barriers on Australian barley go back to 2018.
In October that year, the China Chamber of International Commerce (CCIC
¥ H EFRH 4) requested that the Ministry of Commerce (MOFCOM # %
2R) investigate the dumping of Australian barley on the Chinese market.’
MOFCOM began its investigation in November. On 28 May 2020, after
China—-Australia relations had slipped into free fall, MOFCOM handed down
its ruling and applied tariffs of 80.5 percent (73.6 percent anti-dumping,
6.9 percent anti-subsidy) on the import of Australian barley.® The barriers
reduced a trade of US$1 billion in 2018 to zero in 2021.

Although cautioned by some commentators,’ the then government took
the matter to the WTO dispute settlement system in December 2020.1° After
two and a half years of deliberation, the WTO issued its draft panel report
confidentially to the parties. This appeared to expedite bilateral negotiations
for a resumption of trade, whereby Australia agreed to suspend its WTO
complaint in April 2023 while MOFCOM undertook to conduct a three-
month review of its tariffs."! After extending the review from three to four
months, China removed the barriers in August 2023.12 The WTO case was
subsequently settled,'* and within weeks large shipments of barley set sail
from Australia for China.**

What enabled this to happen?

Explanation 1: Warming bilateral relations

The first explanation focuses on the state of the bilateral relationship between
Australia and China. If imposition of the barriers—or at least a failure to
negotiate their removal—stemmed from a range of political grievances on
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the part of Beijing,’® something was needed to enable a warming of the
relationship. In this case, a change of Australian government following an
election in May 2022 created the opportunity for both sides to move beyond
positions hardened over the previous two years, first to resume high-level
talks (previously rebuffed by Beijing) and later to negotiate the tariff’s
removal. Critical of their predecessors’ rhetorical hostility towards China,
the incoming government under Prime Minister Anthony Albanese stressed
a change in tone even as it made clear there was no change in underlying
interests. The goal was to ‘stabilise’ the relationship without making
substantive concessions on any of the grievances believed to be motivating
China’s sanctions.'® The Albanese government would, however, refrain from
adopting new policies!” that may have been seen by Beijing as provocative,
and which would have disrupted relations and the resolution of the trade
disputes (see ‘Caution and Compromise in Australia’s China Strategy’, page
209). A change in government and tone, and the resulting resumption of
high-level contact, were likely major factors in causing Beijing to remove
sanctions. However, the stabilisation of the political relationship alone
cannot explain the removal’s timing and sequencing, nor does it alone offer
decisive indication that the remaining barriers will be removed.

Explanation 2: The WTO dispute and aversion to hypocrisy costs

A second explanation is specific to barley itself and relates to the confidential
draft panel report that was released to the Chinese and Australian
governments shortly before the parties announced the suspension of the
WTO dispute and Beijing’s review of the duties.’® The content of the draft
report is not known and unlikely ever to be released. However, the decision
was likely favourable to Australia due to significant weaknesses in China’s
arguments that Australia had been dumping barley on its market.*

This explanation, also rooted in foreign policy logics, attributes Beijing’s
removal of the barriers to the impending adverse decision. But why would
the Chinese government be so reluctant for the panel report to be released?
After all, China has lost WTO disputes in the past.



One possibility is that policy-makers were particularly sensitive about
this case given it related to measures that had openly been characterised
as coercive sanctions. Although China is alleged to have deployed economic
coercion in multiple cases over the past two decades, none of the underlying
measures have ever been formally ruled upon by the WTO. The only case
to come close—one concerning Canadian canola—was also resolved via
negotiation before a panel report was issued.?

The panel report would not have ruled on whether China’s measures
were ‘coercive’ or ‘sanctions’, but rather likely presented a detailed critique
of the compatibility of China’s approach with WTO anti-dumping rules.
Nevertheless, Beijing might have wished to avoid a formal rebuke of its
measures, which would give even more ammunition to critics arguing that
the tariffs were ‘blatant economic coercion’,?* rather than legitimate trade
measures. In other words, it may have sought to avoid ‘hypocrisy costs’.??
Chinese officials have annually denounced the use of sanctions—so-called
unilateral coercive measures—as a violation of international law at the
United Nations General Assembly (UNGA) and other international forums
since the 1990s.2® Policy-makers may have had concerns that to be seen
to be using sanctions might damage China’s credibility and reputation in
world politics (especially with states that sign onto its anti-sanction UNGA
resolutions).?*

According to this explanation, the draft WTO panel report created the
space for a negotiated solution. It generated additional incentive for Beijing
to find an alternative and avoid a formal and public ruling against it, thereby
aligning with the goals of Australian industry and government to resume
exports as soon as possible. Both sides preferred an outcome in which
barriers were amicably removed.

One might think this explanation would generate optimism about
wine, given that Beijing agreed to conduct a similar review in tandem with
Australia suspending its WTO case.” However, it is possible that leverage
from the WTO ruling alone was insufficient in achieving this outcome for
barley, as we explain in the next section.
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A third factor: Domestic drivers of China’s
barrierimposition and removal

One factor that is often overlooked in analyses of China’s use of politically
motivated trade barriers is the role of domestic interest groups and domestic
policy objectives. As we have argued elsewhere,? these factors are important
in understanding the logic of the sanctions imposed on Australia. Likewise,
they may help explain their removal.

The imposition of barriers on barley

Policy-makers. Although China’s barley tariffs could have been partly
motivated by a coercive objective when they were imposed in 2020, the
original 2018 anti-dumping investigation was driven by agricultural
protectionism.?’” In particular, as revealed in legal case documents and
other substantive reports on the issue,?® Chinese policy-makers were acutely
concerned with issues of food security or the ‘choke point’ ¥ /¥ in China’s
barley supply.?

From a peak in the mid-1990s, China’s domestic barley production has
undergone a long-term decline. By the period of anti-dumping investigation
(2017-18), domestic supply accounted for an exceptionally low 11 percent
of total barley supply. At the same time, barley imports for brewing and
livestock feed accelerated, especially after 2015, with Australian companies
accounting for an exceptionally high 75 percent of all imports in some years
(seefigure 1). Chinese officials argued that the importsled to lossesin farmers’
incomes in the less developed areas of China where most barley is grown.

The barriers appear designed to arrest these trends, driven by a range
of party and state units that have an interest in food security, including the
Ministry of Agriculture and Rural Affairs (MARA Rk R 4+R), which assisted
with the investigation.

Industry associations. Like other products, barley is grown both
as an agricultural commodity and an industrial input (for brewing and
livestock feed).* This brings into competition sectoral interests between
agriculture and industry that need to be adjudicated at a higher level.



Figure 1: China’s barley balance, 1992-2022

Source: China Rural Statistical Yearbook, UNComtrade
Industry associations and chambers of commerce are key players, both as
representatives of their industries and as conduits for the interests of the
party-state.

Although there is an array of industry organisations in China, the more
established and influential organisations are a vestige of the central planning
era, when government departments with specialised economic functions
managed the operations of state-owned enterprises under their control.
During administrative reforms in the 1990s, many specialised economic
departments were devolved to become industry associations, comprising
enterprise members that pay membership fees for representation and
services. Reforms starting in 2016 and implemented through to 2019 aimed
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to further decouple associations and chambers of commerce from the party-
state administratively, with caveats.®* The key powers of party-building in
associations were to be centralised and led by the Party Committee of the
State-owned Assets Supervision and Administration Commission of the State
Council (SASAC B4 BA # = % H%# %7 4), while foreign affairs were
more clearly placed within the purview of the relevant (party-state) organs.
A framework of state corporatism has been used to describe the ties that
bind the party-state to associations and their enterprise members.%

Barley was one of the most prominent export dities targeted by China
Source: Marek Studzinski, Unsplash

Barley provides an interesting case study in industry representation.
Barley is grown in China by a multitude of individual households not
represented by any industry organisation and so, by default, by government.
Jurisdiction over barley production and farmer incomes from agricultural
activities like barley lies with MARA. The ministry has long been concerned
about China’s balance of production, consumption, and trade for barley.3


https://www.sasac.gov.cn/n2588020/n2588072/n2591626/index.html
https://www.sasac.gov.cn/n2588020/n2588072/n2591626/index.html
https://www.sasac.gov.cn/n2588020/n2588072/n2591626/index.html

Government units rarely make anti-dumping applications.’* The
organisation chosen to apply for the dumping investigation on Australian
barley was the China Chamber of International Commerce (CCOIC),
which has a mandate to represent the interests of Chinese enterprises in
international trade and investment. CCOIC falls under the umbrella of the
China Council for the Promotion of International Trade (CCPIT ¥ =%
H ARt &} 2).3 CCPIT has a vast network of branches within China, a legal
affairs department and a network of overseas law firms used for dealing
with anti-dumping, subsidy and safeguard issues.* It also runs the Economic
and Trade Friction Early Warning System =% Bt £ R A% T BEHER
4 1 % %, which includes an international agricultural branch ¥ Fr#
AR AT A 22 T B HETRE P s,

While the CCOIC notionally represents enterprises with foreign
interests, the barriers on Australian barley are contrary to the interests of
enterprises that use it for brewing and livestock feed. This is particularly
the case for beer brewers that are members of the China Alcoholic Drinks
Association (CADA + & &k #+4). CADA has origins as a department within
the former Ministry (and then Bureau) of Light Industry before being moved
into SASAC. It gained greater administrative independence in the 2016-19
association reforms but retains links to the party-state.

CADA has been a participant in at least six international trade cases,
either to support trade barriers (Australian wine, EU wine, US distillers’
grains, EU brandy) or to oppose them (Australian barley, US sorghum). The
differing positions reflect differences in the characteristics of alcoholic
drinks, including the inputs and outputs used in manufacturing and
the relationship with adjacent products (ethanol and various livestock
feeds). Different interests are expressed through branches within CADA,
representing at least eight types of alcohol including baijiu, beer and wine.
Barley is of primary concern to the CADA Beer Sub-Association (CBSA
B b HhA4 5 44) and the Beer Raw Material Expert Committee (# E & L b
27 BA £ A & R 2).%7 With seventy-three members, CBSA is powerful and
has a strong interest in maintaining supplies of Australia’s malting barley.
The attraction of Chinese brewers to Australian barley was not just access to
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consistent supplies of high-quality malting barley but also access to a lower-
priced grade of barley (‘Fair Average Quality’) permitted under China’s food
laws for use in food (including beer) rather than being relegated to feed use.

CBSA made a forceful submission against the tariffs on Australian barley
in the initial anti-dumping investigation in 2020, but to no avail. Policy-
makers concerned with agriculture and food security and the foreign policy
preferences of the central government held sway in the initial round leading
to the imposition of barriers. There was no prospect for an early reversal
in 2020-22, a period of high tensions from COVID-19, strained international
relations, the dual circulation policy to promote self-reliance and heightened
concerns about food security,*® including for non-staple foods.*

The removal of barriers on barley

For Chinese policy-makers, the tariffs had generated mixed success by 2023.
As shown for the period 2020-22 in figure 1, the tariffs successfully stopped
Australian barley imports, forcing brewers and livestock companies to
diversify inputs to other sources (Argentina, France, Canada, Ukraine).
However, total imports in the period increased significantly, mainly for
livestock feed. The trade barriers on Australian barley did not in themselves
provide the protection that would generate an increase in Chinese barley
production.® China did, however, use the period to pursue new domestic
policy measures, including breeding, research and revised industry
standards,* as well as the building of new barley production areas for
breweries in China.*

Official statistics report a doubling of Chinese barley production over
the period in which Australian barley was blocked (2019-22), but this is a
statistical quirk. From 2020 onwards, reporting on Chinese barley production
(damai X %) included a different variety, highland barley (gingke ##%) grown
in Tibet, Sichuan, Yunnan and Qinghai: this doubled the reported planted
area and production of ‘barley’. Nevertheless, with diversification away from
Australian barley, policy-makers might have concluded that the barriers
had served their purpose, or had abandoned the initial, unrealistic goal of



a substantial increase in domestic supply. Accordingly, when discussion of
relaxing the barriers occurred in 2023, less resistance from interests within
the Chinese party-state could have been expected.

Simultaneously, domestic industry groups continued their opposition to
the barriers. In fact, a submission made by CBSA earlier in 2023 became the
centrepiece of the MOFCOM review.** The submission argued that China’s
domestic barley production programs were unsuccessful and that, with the
barriersin place, international supplies were expensive and inconsistent and
did not meet industry requirements, all of which hurt the viability of Chinese
beer companies. It also argued that the tariffs were counter-productive
to China’s own policy objectives in three areas: industrial upgrading and
international competitiveness; increasing consumer confidence and
spending; and meeting national standards (guobiao HE4%) on beer and
malting barley. The MOFCOM ruling to drop the barriers also included
consideration of submissions from the China Feed Industry Association and
Australian industry organisations.* Chinese industry groups have similarly
been active in government decisions to drop barriers on US sorghum and on
lucerne, an item subject to China-US tariff escalations from 2018.%

To sum up, in 2020, opposition to the barriers on Australian barley
from domestic industry groups was overridden by the preferences of the
central government and parts of the Chinese bureaucracy that favoured the
introduction of the tariffs—either to achieve domestic agricultural policy
objectives or foreign policy objectives vis-a-vis Australia. By 2023, there was
a realignment of interests in favour of the removal of the barriers, which
helps to explain when and why the tariffs were dropped.

Implications for Australian wine

The three conditions that allowed for the lifting of barriers on Australian
barley—improved bilateral relations, leverage from WTO proceedings,
and an alignment of industry and policy interests in China—provide some
guidance on prospects for a similar outcome for Australian wine, on which
China applied similar anti-dumping tariffs.*® Certainly, negotiations are
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occurring within a similarly conciliatory bilateral environment. Moreover,
given that China’s case for imposing tariffs on wine appears even more
tenuous than barley, the confidential draft panel report might motivate
Beijing to settle if it is deemed to raise the spectre of hypocrisy costs.

However, unlike barley, there is no alignment of domestic interests
in China against the barriers on wine. To the contrary, both industry
associations and industry-oriented policy-makers have vested interests in
continuing the ban.

In the case of barley, the users of Australian product had close links to
the state system and a strong stake in the resumption of the trade. But the
buyers of Australian wine—importers, retailers and consumers—are not an
organised group. Wine is also a luxury product that is not a priority for the
party-state.

China’s wine growers, meanwhile, are in an influential position.
China has for many years sought to develop a large domestic wine sector
as a pillar industry with high potential for value-adding, to raise farmer
incomes, including in rural and undeveloped areas with grape-growing
potential (Ningxia, Xinjiang and Gansu), and to promote ‘ecological’ land
use and ecotourism.?” Importantly, Chinese wineries are represented by
an established industry organisation that falls under the same parent
association that opposed the barriers on Australian barley: CADA, but a
different branch, the CADA Wine Sub-Association (CWSA + B E L4 H
g 4 %).** CWSA—which comprised 119 domestic wineries in 2022—was
the applicant in the investigation into the dumping of Australian wine and
compiled the information for the case. In the lead-up to the investigation,
the association said that imports were ‘robbing’ Chinese wineries of the
domestic market,* especially in the higher-value, cold-weather reds.5° Thus,
unlike the breweries of the CBSA that benefit from Australian barley imports,
the wineries of the CWSA compete with Australian wine imports and have
an interest in establishing and maintaining the barriers.

The barriers on Australian wine might not have fully allayed the
concerns of Chinese industry and policy-makers. Chinese wine production
and consumption continued to decline in 2022, and the proportion of



domestic production in total supply decreased (to 56 percent; see figure 2).
China’s Minister of Commerce Wang Wentao £ X relayed concerns about
the production and profitability of the Chinese wine industry as a potential
obstacle to his Australian counterpart in discussions about lifting the trade
barriers on wine.>! The potential for this to be a snag was also reflected in
a cautious statement from the peak Australian industry group earlier in
2023.52 As a way of addressing the concerns of Chinese industry and interest
groups, the largest Australian exporter of wines to China entered into a joint
venture in 2022 to produce Australian wine in China.*® The venture involves
an agreement with CWSA, which sees the venture as an opportunity to
transfer expertise and build China’s domestic industry.>

Figure 2: China’s wine balance, 1995-2022
Source: International Organisation of Vine and Wine
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Despite different industry dynamics within China, the process used
to resolve the barriers on Australian barley appears under way for wine.
Following the circulation of the WTO panel’s draft report on the wine
dispute in October, China and Australia reached an agreement to suspend
the panel while Beijing conducts a five-month review of its barriers.’s It is
unclear where the review will land, although the expectation in Canberra
on the eve of Prime Minister Albanese’s visit to Beijing in early November
was for a favourable outcome.*® Chinese policy-makers might again wish
to avoid a potentially adverse WTO ruling and signal their commitment to
improving the bilateral relationship. However, it may also be possible that
the relationship is sufficiently ‘stabilised’ and instead in a ‘bargaining’ phase,
with Beijing therefore adopting a more transactional logic whereby it looks
to extract concessions from Canberra as quid pro quo.

One possible concessionis closing a separate WTO dispute with Australia.
In September it was reported that Canberra had rejected a proposed ‘package
deal’ in which the wine barriers would be removed if Australia dropped anti-
dumping duties it had earlier imposed on Chinese wind towers.*’ A statement
from China’s Ministry of Commerce in October, however, linked the new
wine review to progress on that exact issue.’® Canberra denied this linkage,
and anti-dumping duties are normally determined by an independent Anti-
Dumping Commission that would not consider foreign policy interests in
its decision. However, even if coincidental, the timing is hard to ignore: the
commission released a preliminary report indicating a willingness to let the
wind tower duties expire in the same week that Canberra decided not to
cancel a lease held by a Chinese company over the port of Darwin,* just
before the announcement of the deal on wine. Furthermore, the previous
week Australian citizen Cheng Lei had been allowed to return to Australia
following three years in detention.® Both sides pocketing ‘wins’ in the month
before the first visit by an Australian prime minister in seven years speaks to
a new phase in the relationship.

At the same time, unlike the barley case, the fact that there remains
robust support for the wine barriers within China suggests the policy
calculus is more complex. The fact that the wine review period is longer than
that for barley might suggest Beijing anticipates a longer internal debate to



reconcile unaligned interests, although it might also be designed to coincide
with the expiration of the wind tower duties. It could be that domestic
concerns are ultimately overruled, not merely by the shadow of a potentially
adverse panel report but by a broader deal in an increasingly transactional
relationship. In the end, if China does eventually remove the barriers, it will
indicate the prioritisation of foreign policy goals and other equities over the
preferences of the affected domestic industry and interest groups.

Broader implications

It is well recognised that domestic interest groups play an important role in
trade formation, processes and the resolution of trade conflicts. While this
is borne out in the case of China and Australian barley and wine, analysis
of interest group representation has largely been absent from commentary
both inside and outside China on Beijing’s politically motivated trade
barriers. Such analysis can be challenging, given the sprawling and opaque
nature of party-state and societal linkages in the Chinese ‘leviathan’,®* but is
nevertheless crucial for informed public debate.

More generally, our analysis has implications both for policy and
emerging research on the political economy of China’s power in world
politics. Concerned about China’s apparent use of international trade as a
‘weapon’, several governments have recently announced plans to coordinate
their responses to Beijing’s behaviour.®? If these coalitions are serious about
influencing when and how China uses different international economic
policies, they need to pay attention to the domestic micro-foundations that
underpin them.

Since the Australia episode, China has continued to impose trade
restrictions during political disputes. Notable instances have involved
Lithuania, Taiwan, Japan and the European Union.®* In each case, as
with Australia, governments have looked to WTO dispute settlement as
a mechanism to have the barriers removed. Brussels, Taipei and Tokyo
should carefully study the domestic politics behind the when, how and why
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of China’s removal of barriers in earlier cases—including those involving
Australian barley and wine—and look for any parallels that could help them
resolve their own disputes.

In terms of research, our findings illustrate the importance of exploring
the mechanics and consequences of ‘fragmented authoritarianism’ in the
trade domain.® It is well understood that the Chinese party-state is not
unitary—even in the Xi era. But there remains considerable scope to further
illuminate the mechanisms through and conditions under which domestic
interest groups shape China’s international economic policies.

One obvious avenue for future research is to conduct further
comparisons within and across cases to look for patterns between the
sequencing of barrier removal and other variables that are salient to interest
group politics. In the Australia case, it is notable that the first barriers to
be removed were those on six intermediate products that serve as inputs
to large Chinese industries represented by well-organised, formal bodies.
By contrast, the three commodities that continued to face barriers at the
time of writing—wine, lobsters and beef—are all consumer goods that are
distributed and retailed by large numbers of ‘scattered’ and unorganised
actors that struggle to speak with one voice to policy-makers,®* compounding
the fact that their products are often already seen as luxury items of little
strategic relevance to the state. This apparent pattern between product
characteristics and the timing of sanctions being wound back should be
investigated across a wider range of cases as it provides a potentially useful
proxy for evaluating the potential influence of interest groups on China’s
sanctioning behaviour.
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PREVIOUS CHINA STORY
YEARBOOKS

2022: Chains

Speaking to the Twentieth National Congress of the
Communist Party of China, in October 2022, President Xi
Jinping reiterated his commitment to the ‘opening up’
policy of his predecessors—a policy that has burnished the
party’s political legitimacy among its citizens by enabling
four decades of economic development. Yet, for all the talk
of openness, 2022 was a year of both literal and symbolic
locks and chains—including, of course, the long, coercive,
and often brutally enforced lockdowns of neighbourhoods
and cities across China, most prominently Shanghai. Then
there was a vlogger’s accidental discovery of the ‘woman
in chains’, sparking an anguished, nationwide conversation
about human trafficking. That was part of a broader (if
frequently censored) conversation about gendered violence
and women’s rights, in a year when women’s representation
at the highest levels of power, which was already minimal,
decreased even further. There was trouble with supply
chains and, with the Fourth Taiwan Strait Crisis, in August,
island chains as well. Despite the tensions in the Asia-Pacific,
the People’s Republic of China expanded its diplomatic
initiatives among Pacific island nations and celebrated fifty
years of diplomatic links with both Japan and Australia.
As the year drew to a close, a tragic fire in a locked-down
apartment building in Uriimqi triggered a series of popular
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protests that brought an end to three years of ‘zero COVID’.
The China Story Yearbook: Chains provides informed
perspectives on these and other important stories from 2022.

2021: Contradiction

In the second year of the COVID-19 pandemic, the many facets
of crisis—the theme of last year’s China Story Yearbook—
fractured into pictures of contradiction throughout Chinese
society and the Chinese sphere of influence.

Contradiction: the ancient Chinese word for the concept
holds within it the image of an unstoppable spear meeting an
impenetrable shield. It describes a wide range of phenomena
that English might express with words like conflict, clash,
paradox, incongruity, disagreement, rebuttal, opposition,
and negation. This year’s Yearbook presents stories of action
and reaction, of motion and resistance.

The theme of contradiction plays out in different ways
across the different realms of society, culture, environment,
labour, politics, and international relations. Great powers
do not necessarily succeed in dominating smaller ones. The
seemingly irresistible forces of authoritarianism, patriarchy,
and technological control come up against energised and
surprisingly resilient means of resistance or cooptation.
Efforts by various authorities to establish monolithic
narrative control over the past and present meet a powerful
insistence on telling the story from an opposite angle. The
China Story Yearbook 2021: Contradiction offers an accessible
take on this complex and contradictory moment in the
history of China and of the world.



2020: Crisis

The China Story Yearbook 2020: Crisis surveys the multiple
crises of the year of the Metal Rat, including the catastrophic
mid-year floods that sparked fears about the stability of the
Three Gorges Dam. It looks at how Chinese women fared
through the pandemic, from the rise in domestic violence
to portraits of female sacrifice on the medical front line
to the trolling of a famous dancer for being childless. It
also examines the downward-spiralling Sino-Australian
relationship, the difficult ‘co-morbidities’ of China’s relations
with the United States, the end of ‘One Country, Two Systems’
in Hong Kong, the simmering border conflict with India,
and the rise of pandemic-related anti-Chinese racism. The
Yearbook also explores the responses to crisis of, among
others, Daoists, Buddhists, and humourists—because when
all else fails, there’s always philosophy, prayer, and laughter.

2019: China Dreams

The year 2019 marked a number of significant anniversaries
for the People’s Republic of China (PRC), each representing
different ‘Chinese dreams’. There was the centennial of the
May Fourth Movement—a dream of patriotism and cultural
renewal. The PRC celebrated its seventieth anniversary—a
dream of revolution and national strength. It was also thirty
years since the student-led protest movement of 1989—
dreams of democracy and free expression crushed by party-
state dreams of unity and stability. Many of these ‘dreams’
recurred in new guises in 2019. Xi Jinping tightened his grip
on power at home while calling for all citizens to ‘defend
China’s honour abroad’. Escalating violence in Hong Kong, the
ongoing suppression of Uyghurs in Xinjiang and deteriorating
Sino-US relations dominated the headlines. Alongside
stories about China’s advances in artificial intelligence and
genetically modified babies, and its ambitions in the Antarctic
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and outer space, these issues fuelled discussion about what
Xi’s own ‘China Dream’ of national rejuvenation means for
Chinese citizens and the rest of the world.

2018: Power

In 2018, the People’s Republic of China (PRC) was, by most
measures, more powerful than at any other time in its
history and had become one of the most powerful countries
in the world. Its economy faced serious challenges, including
from the ongoing ‘trade war’ with the United States, but
still ranked as the world’s second largest. Its Belt and Road
Initiative, meanwhile, continued to carve paths of influence
and economic integration across several continents. A deft
combination of policy, investment, and entrepreneurship
has also turned the PRC into a global ‘techno-power’. It aims,
with a good chance of success, at becoming a global science
and technology leader by 2049—one hundred years from the
founding of the PRC.

2017: Prosperity

A ‘moderately prosperous society’ with no Chinese individual
left behind—that was the vision for China set out by CPC
General Secretary Xi Jinping in a number of important
speeches in 2017. ‘Moderate’ prosperity may seem like a
modest goal for a country with more billionaires (609 at last
count) thanthe United States. But the ‘China Story’isa complex
one. The China Story Yearbook 2017: Prosperity surveys the
important events, pronouncements, and personalities that
defined 2017. It also presents a range of perspectives, from
the global to the individual, the official to the unofficial,
from mainland China to Hong Kong and Taiwan. Together,
the stories present a richly textured portrait of a nation that
in just forty years has lifted itself from universal poverty to
(unequally distributed) wealth, changing itself and the world
in the process.



China k 2015
POLLUTION

2016: Control

‘More cosmopolitan, more lively, more global’ is how the
China Daily summed up the year 2016 in China. It was also
a year of more control. The Communist Party of China laid
down strict new rules of conduct for its members, continued
to assert its dominance over everything from the Internet to
the South China Sea and announced a new Five-Year Plan
that Greenpeace called ‘quite possibly the most important
document in the world in setting the pace of acting on
climate change’.

2015: Pollution

This Yearbook explores the broader ramifications of
pollution in the People’s Republic for culture, society law and
social activism, as well as the Internet, language, thought,
and approaches to history. It looks at how it affects economic
and political developments, urban change, and China’s
regional and global posture. The Communist Party of China,
led by ‘Chairman of Everything’ Xi Jinping, meanwhile, has
subjected mainland society to increasingly repressive control
in its new determination to rid the country of Western
‘spiritual pollutants’ while achieving cultural purification
through ‘propaganda and ideological work’.

2014: Shared Destiny

The People’s Republic of China under the leadership of the
Communist Party of China and Xi Jinping, has declared that
it shares in the destiny of the countries of the Asia and Pacific
region, as well as of nations that are part of an intertwined
national self-interest. The China Story Yearbook 2014 takes
the theme of Shared Destiny # Fl+i& and considers it in the
context of China’s current and future potential.
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2013: Civilising China

As China becomes wealthier and more confident on the global
stage, it also expects to be respected and accommodated
as a major global force—and as a formidable civilisation.
Through a survey and analysis of China’s regional posture,
urban change, social activism and law, mores, the Internet,
history, and thought—in which the concept of ‘civilising’
plays a prominent role—China Story Yearbook 2013 offers
insights into the country today and its dreams for the future.

2012: Red Rising, Red Eclipse

The authors of Red Rising, Red Eclipse survey China’s regional
posture, urban change, social activism and law, human
rights and economics, the Internet, history, and thought.
This inaugural China Story Yearbook offers an informed
perspective on recent developments in China and provides a
context for understanding ongoing issues that will resonate
far beyond the Dragon Year of 2012-2013.
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