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Foreword

Stephen Del Rosso is the Director of the International Peace and

Security Program at the Carnegie Corporation of New York

Since the first publication a year ago of the research produced by the Wilson
China Fellows, the world seems to have grown more troubled and dangerous.
In the shadow of COVID-19 and its variants, growing tensions between the
United States and China have contributed to a sense of geostrategic uncase
and peril. The economic dimension of the Sino-American rivalry and calls for
the decoupling of these two massive and intertwined economies have added
another destabilizing element to the equation. Combined with America’s
equally challenging relations with Russia and China’s “no limits” partnership
with that other nuclear power—exacerbated by Russia’s invasion of Ukraine—
uncertainties in world affairs abound.

The knock-on effects of these developments on American scholars of China
are both serious and regrettable. While there is growing demand for their work,
the increasingly restrictive domestic political environment in China has limited
the ability of American researchers to work in the country, interact safely with
their Chinese counterparts, and gain access to archival material. All this, of
course, has been exacerbated by visa and pandemic restrictions, and a security-
heavy discourse in China and the United States that has politicized research and
contributed to an environment of mutual mistrust suspicion. As attention on
China grows throughout the American policy and expert communities, as well
as the general public, the constraints to gaining knowledge and insights about
this increasingly consequential country appear formidable.

And yet, in the best tradition of American scholarship and resourcefulness
these researchers have persisted despite the headwinds. Utilizing a variety of
methods, from accessing open source material to carrying out remote surveys,
and, in some cases, managing to run the gauntlet and conduct field research in
China, American scholars of China have found ways to ply their trade when

nuanced and empirically-grounded understanding of this rising power is
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needed more than ever. The Wilson China Fellows program is one of the key
initiatives supported by the Carnegie Corporation of New York to further this
goal. It is also an exemplar of the deceptively simple but impactful mandate of
the Corporation’s founder, Andrew Carnegie, to promote the “advancement
and diffusion of knowledge and understanding.”

We hope you find this volume both timely and enlightening.

The views expressed are the author’s alone, and do not represent the views of the
U.S. Government or the Wilson Center.
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Abraham M. Denmark is the Vice President of Programs and Director
of Studies; Senior Advisor to the Asia Program; and Senior Fellow in the

Kissinger Institute on China and the United States at the Wilson Center.

With the conclusion of another successful year of the Wilson China
Fellowship, it is important to reflect upon the momentous changes facing the
international system and the United States. While Russia’s invasion of Ukraine
has attracted global attention, the Biden administration has continued to
focus on the Indo-Pacific—speaking to the significant opportunities for
engagement across the region and the profound challenges posed by China.
Clearly, Washington continues to need sound analysis of China and the
implications of its rise.

As Wilson Center President and CEO Ambassador Mark Green
stated in the 2nd annual Wilson China Conference, “The Wilson Center
was chartered by Congress some five decades ago for... the purpose of
‘strengthening the fruitful relation between the world of learning and the
world of public affairs.” The Wilson Center and its Wilson China Fellows—
with the generous support of the Carnegie Corporation of New York—work
to advance that mission and shed light on the important questions facing
policymakers in Washington.

Featuring twenty-five scholars, the second class of Wilson China Fellows
undertook a wide range of research projects designed to improve policymaker
understanding of the crucial issues surrounding China’s rise and its impact on
U.S.-China relations. Divided into broadly themed sections, this publication
features the following scholars and their projects:

Several scholars examined the U.S.-China trade war, multinationals,
and China’s economy. Michael Beckley explored the security implications
of a Chinese economic slowdown. Ling Chen’s analyzed the “tech cold
war” between the United States and China, and the future of state-

business relations. Aynne Kokas looked into how Chinese government
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content control regulations shape the U.S. market as Chinese influence on
the U.S. entertainment industry increases. Jiakun Jack Zhang challenged
conventional wisdom surrounding the efficacy of tariffs and the implications
for the U.S. economy.

Others aimed to understand the decline of engagement and the impact
on U.S.-China relations. David Bulman discussed China’s burgeoning
state-capitalist welfare state under the new concept of “common prosperity,”
as well as its implications for competition with the United States. Dimitar
Gueorguiev surveyed public opinion in China to interrogate assumptions
about hawkishness within Chinese public opinion. David McCourt
conducted a study into the U.S. “China watcher” community and its
changing views of U.S.-China relations. Deborah Seligsohn outlined the
history of U.S.-China cooperation under the World Health Organization
and its lessons for today’s pandemic.

This class also featured several scholars who adopted a longer-term view
to understand Chinese history, memory, and the Party itself. Macabe Keliher
delved into Hong Kong’s political economy both in driving protests and
mobilizing state interest in the crackdown over the past three decades. Emily
Matson undertook a historiographical approach into the role of Northeastern
Chinese scholars on the recent Communist Party decision to shift the official
starting date of the Second Sino-Japanese War to 1931 from 1937. Kacie
Miura critically examined whether Xi Jinping’s China is as unitary as many
view it to be, while Joseph Torigian researched the role and influence that
ideology plays on Xi himself.

China’s Belt and Road Initiative and its deepening ties to the Global
South constitute another area of intense scholar and policymaker interest.
Meir Alkon analyzed China’s overseas investments, host country politics,
and its efforts to “green” the BRI. Kristin Hopewell looked into the impact of
China’s trade policies and subsidies on global development in the agricultural
and fisheries industries, while Austin Strange examined China’s high profile
development projects. Emily Wilcox discussed and explored the role of dance
in Chinese cultural diplomacy and its outreach to the Global South.

Southeast Asia, as the destination of increasing Chinese economic and
political investment, plays a key role in the question of China’s impact on
its regional neighborhood. Darcie DeAngelo told the story of U.S. and
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Chinese minefield clearance efforts and the implications for their regional
soft power. T yler Harlan and Juliet Lu embarked upon a joint
project highlighting China’s efforts to increase green cooperation within
the BRI. Renard Sexton surveyed views of the South China Sea
disputes within Southeast Asia.

Finally, another contingent of our scholars discussed the rise of China and
its impact on democracy, norms, global governance, and diaspora Chinese
communities. Diana Fu asked the question: Is China’s civil society really
dead? Austin Wang looked into the #MilkTeaAlliance to better understand
popular support for democracy and opposition to China throughout the Indo-
Pacific. Audrye Wong examined the Chinese government’s foreign influence
activities and the Chinese diaspora.

Each essay in this collection adds to the growing body of work on China
in the United States. Perhaps more importantly, they serve to bridge the gap

between academic and policymaker understandings of the rise of China.

As the challenges of the 21st Century continue to take shape, from climate
change to the rising salience of great power competition, policymakers both
within the United States and abroad will face a deepening array of issues. The
rise of China may be the only challenge that reaches across and impacts each
and every one of these challenges. For policymakers to craft and execute policies
that address these issues, they require the knowledge and understanding of
the academic community. Going forward, the Wilson Center will continue to

work to meet this need, as will our Wilson China Fellows.

We arc immensely proud of the quality of our scholars and the importance
of the work they have completed. We hope you find these essays as valuable

as we do.

The views expressed are the author’s alone, and do not represent the views of the
U.S. Government or the Wilson Center.
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Notes

1 Ambassador Mark Green, “Remarks at the Wilson China Fellowship Conference
2022,” The Wilson Center, February 14th, 2022, hteps://www.wilsoncenter.org/event/

wilson-china-fellowship-conference-2022
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The U.S.-China Trade War,
Multinationals, and China’s
Economy

U.S.-China competition increasingly covers all spheres of the bilateral
relationship, including the economy, trade, and technology. During the
Trump administration, the United States launched a trade war against China
in response to alleged unfair trade practices. Under the Biden administration,
these tensions with Beijing have only continued to simmer.

Most notably, a conversation around decoupling and shifting strategic
supply chains away from China has emerged in recent years. China’s growing
authoritarianism and international assertiveness drive this conversation, as
numerous examples of Beijing’s censorship damaging U.S. companies attest.
These developments raise important policy questions about the rise of China,
the future of the global economy, and the impact of increasing competition on

economic, trade, and technology policies.

This chapter explores these issues and more,
featuring essays from the following fellows:

Michael Beckley, “Desperate Times, Desperate Measures: Slowing Growth
is Making China More Dangerous”

Ling Chen, “Changing State-Business Relations under the U.S.-China
Tech War”

Aynne Kokas, “TikTok, Mulan, and the Olympics: Contesting Content
Control through Trade in the U.S.-China Relationship”

Jiakun Jack Zhang, “The U.S.-China Trade War and the Tariff Weapon”






2021-22 WILSON CHINA FELLOWSHIP

Desperate Times, Desperate
Measures: Slowing Growth

Is Making China More

Dangerous

Michael Beckley is an Associate Professor of Political Science at Tufts
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\\/ARWLELT Asia Wilson China
V Center ‘ Program ‘ ‘,Kﬁal\uwsh\p


https://www.wilsoncenter.org/program/asia-program

Michael Beckley

Abstract

Most debate on U.S.-China policy focuses on the dangers of a rising,
confident China. But the United States actually faces a more volatile threat:
an insecure China mired in a protracted economic slowdown. China’s
growth rates have fallen by half over the past decade and are likely to
plunge in the years ahead as massive debt, foreign protectionism, resource
depletion, and rapid aging take their toll. Past rising powers that suffered
such slowdowns became more repressive at home and aggressive abroad as
they struggled to revive their economies and maintain domestic stability and
international influence. China already seems to be headed down this ugly
path. Slowing growth makes China a less competitive long-term rival to the
United States, but a more explosive near-term threat. As U.S. policymakers
determine how to counter China’s repression and aggression, they should
recognize that economic insecurity has spurred great power expansion in

the past and is driving China’s belligerence today.

Implications and Key Takeaways

Policymakers should think about U.S.-China competition as a decade-

long sprint rather than a decades-long marathon.

The United States and its allies must prevent China from achieving near-
term successes that would radically alter the long-term balance of power.
The most pressing dangers are a Chinese conquest of Taiwan and Chinese

dominance of critical goods, services, and technologies.

The United States and its allies must use tools and partnerships that are
available now rather than devoting resources to cultivating assets that will

require years to develop.

The United States and its allies should focus on selectively undermining
Chinese power rather than changing Chinese behavior. Instead of trying
to cajole and persuade Beijing, they should focus on conducting targeted
attrition on Chinese capabilities. This approach is obviously risky, but not

as risky as business as usual with Beijing,
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© The United States and its allies must move fast, but also avoid provoking
Beijing into a violent response. Washington should eschew impassioned
calls to pursue regime change in China, a full technological embargo,
across-the-board trade sanctions, or major covert action programs to

foment tensions and violence in China.

11
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Introduction

Most debate on U.S. China policy focuses on the dangers of a rising, confident
China.! But the United States actually faces a more volatile threat: an insecure
China mired in a protracted economic slowdown. China’s growth rates
have fallen by half over the past decade and are likely to plunge in the years
ahead as massive debt, foreign protectionism, resource depletion, and rapid
aging take their toll. Past rising powers that suffered such slowdowns became
more repressive at home and aggressive abroad as they struggled to revive
their economies and maintain domestic stability and international influence.
China already seems to be headed down this ugly path.

As China’s economic conditions have steadily worsened since the 2008
financial crisis, China’s government has cracked down on dissent and dialed
up nationalist propaganda. At the same time, it has invested heavily overseas to
generate demand for Chinese exports and secure scarce resources for Chinese
firms. To protect these investments, China also has gone out militarily,
tripling its procurement of long-range naval ships, quintupling its patrols in
major sea lanes, militarizing strategically placed features in the South China
Sea, and increasing its use of maritime coercion—ship ramming and aerial
intercepts—Dby nearly an order of magnitude.

The standard narrative in Washington attributes this surge in assertive
behavior to China’s growing power and ambition. In reality, it reflects
profound unease among China’s leaders, who are facing their country’s first
sustained economic slowdown in a generation and see no end in sight. China
has experienced several recessions since the Reform and Opening period in
the late 1970s, but China’s government was able to rekindle rapid growth
each time through stimulus spending or economic reform. But now stimulus
is increasingly ineffective, and China’s leaders have ruled out reform as too
politically risky. Consequently, they are resorting to a classic authoritarian
strategy: tightening their grip on power while carving out privileged economic
Zones overseas.

Slowing growth makes China a less competitive long-term rival to the
United States, but a more explosive near-term threat. As U.S. policymakers
determine how to counter China’s repression and aggression, they should
recognize that economic insecurity has spurred great power expansion in the

past and is driving China’s belligerence today.
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These findings contribute to theoretical and historical debates on the
origins of great power conflict and the rise and fall of great powers. The
current scholarly literature on those subjects is vast but rests on several
simplistic assumptions: great powers are ecither rising or falling, rising
powers expand, falling powers retrench, and conflict is most likely when
there’s a power transition, a phenomenon that Harvard professor Graham
Allison has popularized as the “Thucydides Trap” though his analysis is
essentially a regurgitation of power transition theory—a well-established
literature stretching back decades.” The findings in this paper overturn these
assumptions. I show that there is much more volatility in every country’s
trajectory. Rising states often experience extended economic slowdowns.
Those states can and often do expand rather than retrench in the face of
growing headwinds. I further show that wars can occur even when there is
no power transition and, often, precisely because a rising state perceives that
it will fail to overtake the leading power. These dynamics have been the
primary driver of major power conflict in the modern era and are at the core of

contemporary U.S.-China competition.

China’s Economic Slowdown

In March 2007, China’s then Premier, Wen Jiabao, delivered a shocking press
conference in which he said China’s growth model had become “unsteady,
unbalanced, uncoordinated and unsustainable.” From that year until 2019,
China’s gross domestic product (GDP) growth rates dropped from 15 percent
to 6 percent, the slowest rate in 30 years and marking the longest sustained
growth deceleration in the postMao era. The COVID-19 pandemic has
dragged China’s growth rates down even further.*

A growth rate of 6 percent would still be spectacular, of course, but many
economists believe China’s true rate is roughly half that’ More important,
GDP growth is not necessarily a sign of wealth creation. If a country spends
hundreds of billions of dollars on useless infrastructure, its GDP will rise but
its stock of wealth will remain unchanged or even decline. To accumulate
wealth, a country needs to increase the output it produces per unit of input,
a metric that economists call total factor productivity. Over the past decade,

China’s productivity has deteriorated by a full percentage point each year and
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more than 10 percent overall and essentially all of its economic growth has
come from capital inputs, spending more money and taking out more credit.®

The tangible signs of China’s unproductive growth are easy to find. China
has built more than 50 ghost cities—huge metropolises filled with empty
offices, apartments, malls, and airports.” More than 20 percent of homes sit
unoccupied.® Excess capacity in major industries tops 30 percent as factories
sit idle and goods rot in warchouses” China’s government estimates that it
spent at least $6 trillion on “ineffective investment” between 2009 and
2014 alone." The unsurprising result of this waste is massive debate. China’s
debt ballooned eight-fold in absolute size from 2010 to 2019 and was more
than three times the size of China’s economy on the eve of the COVID-19
pandemic, which has pushed Beijing’s finances further into the red."

Worse, the very elements that powered China’s economic ascent are fast
becoming growth-sapping liabilities dragging the economy down. In the
1990s and early 2000s, China enjoyed expandingaccess to foreign markets and
technology and a secure geopolitical situation rooted in a friendly relationship
with the United States. China enjoyed near self-sufficiency in food, water, and
energy resources and a manageable level of pollution. Most important, China
was reaping the benefits of the greatest demographic dividend in history, with
ten working-age adults per senior citizen aged 65 or older (roughly twice the
global average ratio).' China’s government seemed to be skillfully harnessing
all of these advantages, slowly transitioning from a Maoist dictatorship to a
business-friendly autocracy.

But now China is losing access to foreign markets and technology;
since the 2008 financial crisis it has been hit with thousands of new trade
and investment barriers by the world’s biggest economies.”” The surge of
anti-China protectionism has accelerated greatly since 2017, when the
United States started waging a trade and tech war against China. The
world’s wealthiest democracies, led by the G-7, are adopting new labor and
environmental standards that implicitly discriminate against China. They
also are looking to reduce China’s presence in their supply chains and are
colluding to cut Chinaoff from advanced technology. For example, the United
States, the Netherlands, South Korea, and Taiwan recently cooperated to
prevent China from gaining access to advanced semiconductors and the

machines that manufacture them.
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At the same time, China has started suffering severe water scarcity—
Beijing has less water per capita than Saudi Arabia—and it is now forced
to import more food and energy resources than any other country, having
decimated its own natural endowments."* To top it off, China is starting to
experience what will be the worst aging crisis in history, in which it will lose
200 million workers and gain 200 million seniors over the next 30 years,
thanks to the one-child policy.”® The most recent estimates, including those
from Chinese researchers, suggest China’s population could be cut in half
perhaps within the next 30 years and certainly by the end of the century.'®
Demographers project that China will have to triple age-related spending as a
share of its economy, from 10 percent of GDP to 30 percent of GDP, by 2050
to keep large numbers of senior citizens from dying in abject poverty."” To
top it off, China’s government is sliding back into economically devastating
neo-totalitarianism."” Xi Jinping is a dictator that has clearly shown he will
sacrifice economic growth to maintain political power. Even though private
firms generate most of China’s real wealth, Xi has funneled subsidies to
ineflicient, and even loss-making, state-owned firms while starving private
firms of capital. He also has carried out a brutal anti-corruption campaign
that has discouraged economic experimentation by local governments and
objective economic analysis.” And he has pushed through an array of new
regulations that have crimped China’s tech sectors. Any Chinese company
that does anything remotely related to the internet is required to hand over
its data and get Beijing’s blessing before making major strategic moves or
obtaining a loan.*

China hopes to maintain solid economic growth by boosting its economic
selfreliance and technological innovation through a policy called “dual
circulation,” in which China relies more on its home market for demand while
siphoning technology and key resources from friendly countries in Eurasia,
Africa, and Latin America.”! At the same time, China has invested heavily
in R&D. These efforts have paid some dividends. China leads the world in
certain manufacturingindustries—for example household appliances, textiles,
steel, solar panels—and it boasts the world’s largest e-commerce market and
mobile payments system. Yet in high-technology industries that involve the
commercial application of advanced scientific research (e.g., pharmaceuticals,

bio-technology, and semiconductors) or the engineering and integration of



Michael Beckley

complex parts (e.g. aviation, medical devices, and system software), China
generally accounts for small shares of global markets.” China also still relies
on imports for an array of linchpin technologies, including 80 percent of its
computer chips, high-end sensors, and advanced medical devices and 90
percent of its advanced manufacturing equipment.” This lack of progress,
despite hundreds of billions of dollars spent on R&D over the past decade
and the world’s most aggressive use of economic espionage during that time
as well, do not bode well for China becoming a high-productivity economy
anytime soon.

Every country that has experienced anything close to China’s current
debt accumulation, productivity collapse, or rapid aging has suffered a lost
decade or more of near-zero economic growth. How would China handle

such a dire situation?

The Historical Record

When fast-growing great powers slow down, they typically do not mellow
out. More often, they crack down on domestic dissent while expanding
abroad to tap new sources of wealth and deter foreign rivals from exploiting
their economic vulnerabilities. Over the past 150 years, nearly a dozen great
powers grew economically at 3.5 percent annually or faster for at least a decade
followed by another decade in which their average growth rates fell by at least
50 percent. None quietly accepted a new normal of slower growth.*

When U.S. growth slowed in the late-nineteenth century, for example,
the United States suppressed domestic labor strikes, hiked tariffs on foreign
goods, and pumped investment and exports into Latin America and East
Asia, annexing territory there, and building a massive navy to protect its far-
flung assets. It also seized key strategic points, including the Panama Canal
route, Puerto Rico, and the Philippines and waged war against Spain and
sent troops to China, all while warning other great powers to stay out of the
Western Hemisphere.” During its own late-nineteenth century slowdown,
Russia centralized authority in the Tsar’s hands while building the Trans-
Siberian railway and militarily occupying parts of Korea and Manchuria with
170,000 troops.* By 1905, some 70 percent of the Russian empire was living
under martial law. The Russian military grew, especially the navy, which saw
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its budget rise by 40 percent from 1901 to 1905. Russia’s expansion ceased
only when Japan defeated it in the Russo-Japanese War.

When economic crises threatened Japan’s rise and Germany’s recovery
during the interwar years, both countries turned to authoritarianism and
went on rampages to seize resources and smash foreign rivals.”” When France’s
postwar boom fizzled in the 1970s, it tried to reconstitute its cconomic sphere
of influence in Africa, deploying 14,000 troops in its former colonies there
and carrying out a dozen military interventions over the next two decades.”®
When Japan’s era of rapid growth ended in the 1970s, it transformed itself into
the world’s largest foreign investor and a major military power: it provided
struggling Japanese firms massive loans to help expand their global market
share; quintupled foreign investment from the mid-1970s to the early 1980s,
purchasing controlling stakes in raw materials firms in developing countries
andhigh-technology companiesandrealestatein developed countries; acquired
hundreds of advanced combat aircraft, ships, and submarines; and began
patrolling sea lines of communication up to 1,000 miles from the Japanese
coast.” When Russia stagnated after the collapse of world oil prices in 2009,
it jailed dissidents and banned foreign NGOs while pressuring its neighbors
to join a Russian-dominated regional trade bloc. This coercion intensified a
crisis with Ukraine that culminated in the Maidan Revolution and Russia’s
annexation of Crimea.>

These and other examples show that rising powers can become prickly and
aggressive when their economies run out of steam. Rapid growth fuels their
ambitions, raises their citizens” expectations, and alarms their rivals. Then
stagnation dashes those ambitions and expectations and gives their enemies
a chance to pounce. Consequently, their leaders become extremely fearful of
a rise in domestic unrest and a decline in international power and prestige,
and they search feverishly for ways to restore steady growth and keep internal
opposition and foreign predation at bay. A prolonged economic slump
threatens a great power’s security as well as the legitimacy of its leaders and the
patronage networks they rely on to remain in power. For these reasons, when
a rising great power experiences a severe and sustained economic slowdown,
its leaders can be expected to become determined, even desperate, to boost
growth or generate alternative sources of regime security. If rapid growth gives

countries the capability to expand their interests, a slowing economy provides
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a powerful motive to make secure those interests quickly, before the country’s
window of opportunity slams shut. It is the long ascent followed by the specter
of a sharp decline that makes the situation so dangerous.

In theory, slowing great powers have alternative options to economic and
military expansion. They could for example, try to revamp the economy by
enacting major reforms, for example, invest more heavily in education and
R&D to spur innovation and boost productivity. A slowing great power also
could try to stimulate domestic demand by providing more social services
to citizens (e.g. healthcare, childcare, and pensions), thereby encouraging
citizens to spend, rather than save, more of their incomes. But such major
reforms are typically expensive, require raising taxes, and could take years
to boost the economy. Thus, leaders typically look for other, less politically
Wrenching, options. International expansion often appears to be an attractive
option, because it can potentially open up new sources of wealth, rally the
nation around the ruling regime, and ward off rival powers. It offers the
prospect of a single great solution to what ails a slowing regime. Historically,
the question has been, not whether a rising power would expand abroad

duringa slowdown, but how.

Risk Factors

Great powers have two basic pathways to expand. One is to rely on global
markets by opening up to foreign trade, investment, or immigration. The
other is to engage in mercantilism, protecting national firms with subsidies
and trade barriers while using various elements of state power (e.g. aid, loans,
bribes,armssales, technology transfers, military coercionand conquest) tocarve
out exclusive economic zones abroad. In practice, great powers typically rely
on some combination of markets and mercantilism. In most cases, however, it
is possible to identify a general tendency toward one or the other.

Two main factors shape a rising power’s response to hard economic times.
The first is the level of openness in the international economy.®® How open are
foreign markets? How safe are international trade routes? If the international
economy is open, a slowing great power can potentially rejuvenate its economy
through peaceful free trade and investment, as Japan did after its postwar

economic miracle came to an end in the 1970s. If the international economy
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is closed, however, then the great power may have to shove its way into foreign
markets and physically secure critical resources, as Japan did in the 1930s.

The second key factor is the degree of state ownership and intervention
in the great power’s economy.* If the government has a direct stake in the
survival of major firms, and if major firms have substantial influence in the
government, then the government will be especially inclined and capable of
shielding firms from foreign competition and helping them move overseas
when profits dry up at home. State-led economies are unlikely to liberalize
and rely on free markets during a slowdown, because that would require
eliminating subsidies and protections for state-favored firms—risking a surge
in bankruptcies, unemployment, and popular resentment and disrupting the
crony capitalist networks that the regime depends on for survival. Instead,
state-dominated regimes usually engage in mercantilist expansion during
slowdowns, using money and muscle to carve out exclusive economic zones
abroad and divert popular anger toward foreign enemies.

Over the past 150 years, the most violent expanders were authoritarian
capitalist countries suffering slowdowns during periods of declining economic
openness. All of the state-dominated economies that faced closing markets
abroad (Imperial Russia, Imperial Japan, Nazi Germany, the Soviet Union,
and contemporary Russia) resorted to military coercion and conquest—the
most intense forms of mercantilism—to try to carve out exclusive economic
spheres, deny rivals an exclusive economic zone, divert domestic discontent
toward foreign enemies, or all of the above. The other formerly rising powers
that suffered an economic slowdown faced a more varied set of circumstances
and, perhaps as a result, employed a more mixed bag of mercantilist and
market-based strategies while expanding abroad. China today is clearly an
authoritarian capitalist state, and while the global economy remains more open
today than in previous eras, China’s access to foreign markets and resources
are coming under increasing threat from a global rise in protectionism and the

trade war with the United States.

Chinese Assertiveness

As China has faced slowing growth and rising protectionism over the past

decade, it has tightened authoritarian controls while greatly expanding its global
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economic and military footprint. Domestically, it has erected the most advanced
propaganda, censorship, and surveillance systems in history; doubled internal
security spending; expelled foreign NGOs; detained one million Uighurs in
internment camps; and concentrated power in the hands of a dictator for life.”®
Internationally, China has tripled foreign direct investment and quintupled
overseas lending to gain privileged access to foreign markets, resources, and
technologies.’* To protect its vast overseas assets, China has adopted a new
military strategy focused on “open seas protection,” launched more warships
than the total number of ships in the British navy, flooded sca lanes with
hundreds of government vessels and aircraft, militarized features in the South
China Sea, and dramatically increased its use of coercion—especially sanctions,
ship-ramming, and aerial intercepts—to defend its maritime claims.

Many observers believe these actions reflect China’s growing power
and confidence. In fact, they are rooted in economic and domestic political
insecurity. When China’s economy was booming in the 1990s and early
2000s, China loosened political controls and adopted a peaceful rise strategy,
which sought to mollify other countries through economic integration
and multilateral confidence building mechanisms. China’s hard turn to
dictatorship and mercantilist expansion, by contrast, has occurred as China’s
economy has suffered its most protracted slowdown in a generation; labor
protests have proliferated; Chinese elites have moved their money and
children out of the country en masse; China’s president has given multiple
internal speeches warning party members of the potential for a Soviet-style
collapse; and China’s government has outlawed negative economic news and
peddled conspiracy theories blaming setbacks, such as the 2015 stock market
collapse and the 2019 Hong Kong protests, on Western meddling.* These are
not the hallmarks of a confident superpower. Rather they reflect a sense of
urgency in Beijing, one that could impel China to make a mad dash to achieve
its vaunting objectives—to conquer Taiwan, control the East and South
China Seas, and restore China to its rightful place as the dominant power in
Asia and most powerful country in the world—before decline sets in.

Indeed, China has in recent years thrown off any semblance of restraint
and started expanding aggressively on multiple fronts and brandishing every
coercive weapon in its arsenal. Friendship diplomacy has given way to “wolf

warrior diplomacy.” Perceived slights from foreigners, no matter how trivial,
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are met with vicious, North Korean—-style condemnation. “We treat our friends
with fine wine, but for our enemies we have shotguns,” explained Gui Congyou,
China’s ambassador to Sweden, in 2019, after a Swedish literary group dared
award a prize to an imprisoned Chinese publisher. Western powers once
thought they could tame China by integrating it into the liberal order. But last
year, President Xi Jinping declared that anyone that tries to control China will
have their “heads bashed bloody against a Great Wall of steel.” A combative
attitude pervades every part of Chinese foreign policy—and it is confronting
the United States and its allies with their gravest threat in generations.

This threat is most apparent in East Asia, where China is moving aggressively
to condoslidate its vast territorial claims.* Beijing is churning out warships and
has flooded Asian sea lanes with government vessels. Since September 2020,
it has carried out the most provocative show of force in the Taiwan Strait in
decades. Chinese military patrols, some involving a dozen warships and more
than 50 combat aircraft, loiter in the strait almost daily and simulate attacks
on Taiwanese and U.S. targets. Chinese officials have told Western analysts
that calls for an invasion are growing more common within the CCP. Pentagon
commanders worry that such an assault could occur by the middle of this
decade. A major clash between nuclear-armed great powers hasn’t looked this
likely since the early 1980s. The world’s most important maritime crossroads is
on the brink of becoming a warzone, and China’s entente with Russia raises the
specter of simultaneous conflicts in Europe and Asia.

China has gone on the economic offensive, too. Its latest five-year
economic plan calls for achieving primacy over what Chinese officials call
“chokepoints”—goods and services other countries cant live without—
and then using that dominance, plus the lure of China’s domestic market,
to coerce countries into concessions.”’” Toward that end, China has loaded
up more than 150 countries with more than $1 trillion of debt. Beijing has
massively subsidized strategic industries to gain a monopoly over hundreds
of vital products including medical supplies, pharmaceuticals, rare earths,
and industrial goods, and it has installed the hardware for digital networks
in dozens of countries.” It is using economic coercion with increasing
frequency. Australia, Canada, the Czech Republic, Japan, Lithuania,
Mongolia, Norway, the Philippines, South Korea, Taiwan, and the United
States—plus dozens of private companies and individuals—have recently
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experienced China’s economic wrath. In many cases, the punishment has
been vastly disproportionate to the supposed crime. After Australia requested
an international investigation into the origins of COVID-19, for example,
China slapped steep tariffs on nearly all the country’s major exports. Like
Imperial and Nazi Germany, China has become what the economist Albert
Hirschman called a “power trader,” a country that uses commerce as “an
instrument of power, of pressure, and even of conquest.”*

China also has become a serious antidemocratic force, developing Orwellian
tools of tyranny and selling them around the world.** By combining surveillance
cameras with social media monitoring, artificial intelligence, and biometric,
and speech- and facial-recognition technologies, the Chinese government has
pioneered a system that allows dictators to watch citizens constantly and punish
them instantly by blocking their access to finance, education, employment,
telecommunications, or travel. The system is an autocrat’s dream. With
computers and cameras managing day-to-day surveillance and propaganda,
security forces are free to focus on the physical elements of autocratic rule, such
as detaining and beating dissidents. Whereas dictators once had to choose
between internal security and economic development, now they can have both,
because China’s “smart city” technologies not only help control populations but
also enhance infrastructure and make the trains run on time. After beta-testing
its system against the Uyghur population in Xinjiang, where smart cities coexist
with concentration camps, China has started supplying and operating aspects of
it in more than 80 countries.*!

If China’s growth slows further in the comingyears, asis likely, then China’s
government will probably double down on the repressive and aggressive
policies of the past decade. The regime has already stoked Chinese nationalism,
promised Chinese citizens national rejuvenation, staked out uncompromising
positions on territorial disputes, issued deadlines for reunification with
Taiwan, and sunk more than half a trillion dollars of taxpayer money into
risky bets on foreign infrastructure. In addition, powerful interest groups—
most notably, state-owned enterprises and the military and security services—
have developed a vested interest in maintaining China’s current strategy,
which funnels money into their coffers.** Great powers typically struggle to
extricate themselves from foreign entanglements, especially when expansion

serves elite interests.”> China looks unlikely to buck this historical trend.
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Conclusion

China’s economic insecurity poses grave dangers to the United States and its
allies. As China’s leaders lose the ability to rely on rapid growth to bolster their
domestic legitimacy and international clout, they will become more eager to
appear tough in crises, squelch dissent, and boost China’s economy by any
means necessary. Rampant espionage, protectionism, a splintered internet,
naval clashes in the East and South China Sea, and a war over Taiwan are only
the more obvious risks of a desperate and flailing China.

These threats are near-term concerns. Many analysts describe U.S.-
China competition as a marathon that will last for decades and a new cold
war in which both sides will have time to marshal their resources, invest
in long-term innovation, and gradually assemble international coalitions.
But history and China’s recent behavior suggest that the sharpest phase
of competition will occur this decade, the 2020s, as Beijing tries to rush
through closing windows of strategic opportunity before its economic
problems set in. The most important mission for the United States and
its allies, therefore, must be to prepare to blunt this coming upsurge of
Chinese aggression.

That in turn requires adopting what Hal Brands and T have called a “danger
zone” strategy, which would entail three basic elements.* First, the United
States and its allies must prevent China from achieving near-term successes
that would radically alter the long-term balance of power. Second, the United
States and its allies must use tools and partnerships that are available now
or will be in the near future rather than devoting resources to cultivating
assets that will require years to develop. Third, they must focus on selectively
undermining Chinese power rather than changing Chinese behavior. Instead
of trying to cajole and persuade Beijing, they should focus on conducting
targeted attrition on Chinese capabilities. This approach is obviously risky,
but not as risky as business as usual with Beijing,

Washington’s top priority must be to save Taiwan from Chinese aggression.
If China absorbed Taiwan, it would acquire an “unsinkable aircraft carrier” to
project military power into the western Pacific and threaten to blockade Japan
and the Philippines as well as gain access to the island’s world-class technology.
China also would shatter the credibility of U.S. alliances in East Asia and

eliminate the world’s only Chinese democracy.
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Taiwan is a natural fortress, surrounded by rough waters and coastline,
but Taiwanese and U.S. forces currently are ill equipped to defend it, because
they rely on small numbers of advanced aircraft and ships tethered to large
bases—forces China can now cripple with air and missile attacks. Some
American policymakers and pundits are calling on Washington to formally
guarantee Taiwan’s security, but such a pledge would amount to cheap talk
if not backed by a revamp of actual military capabilities. Instead of issuing
threats, Washington should deploy large numbers of missile launchers and
armed drones near, and possibly on, Taiwan. These forces would function as
high-tech minefields, capable of destroying significant portions of a Chinese
invasion or blockade force early in a war. It is a strategy that capitalizes on
the fact that China needs to seize and maintain control the seas and airspace
around Taiwan to conquer the island, while the United States just needs
to deny China that control. If necessary, the United States should reduce
funding for costly power-projection platforms, such as aircraft carriers, to
fund the rapid deployment of missile launchers and smart mines near Taiwan.

The United States also needs to help Taiwan revise its military structure to
fight asymmetrically. Taiwan’s Overall Defense Concept envisions enormous
arsenals of missile launchers and drones; an army that can deploy tens of
thousands of troops to any beach at a moment’s notice backed by a million-
strong reserve force trained for guerrilla warfare. Yet Taiwan is dragging
its feet on implementing this new concept and some of its top-brass may
be trying to table the initiative in favor for more traditional, symmetrical
defense concepts. The United States should encourage a Taiwanese transition
to an asymmetric strategy by offering to subsidize Taiwanese investments in
asymmetric capabilities, donating ammunition, and expanding joint training
on air and coastal defense and antisubmarine and mine warfare.

Finally, the United States should try to multilateralize the Taiwan conflict
by enlisting other countries in Taiwan’s defense. Japan has already signaled
that it would regard a Chinese conquest of Taiwan as a mortal security threat
and has drawn up joint battle plans with the United States to prevent it.
Perhaps Japan could be called on to block China’s northern approaches to
Taiwan in a war. Australia’s defense minister has said it is “inconceivable”
that his nation would not join the fight as well. Now that AUKUS has linked

the United States and Australia closer together militarily and will soon equip
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Canberra with advanced long-range missiles, perhaps Australia could be called
on to strike Chinese vessels operating in the South China Sea or assist in a
multilateral blockade of China’s energy imports in the event of a war. India
might be persuaded to allow the U.S. Navy to use the Andaman and Nicobar
Islands to enforce such a blockade, and European allies could impose severe
economic and financial sanctions on China in case of an attack on Taiwan.
The United States should continue to reach out to partners to commit publicly
to joining a conflict over Taiwan. Even if the measures they would implement
would not be decisive militarily, they could enhance deterrence by raising the
possibility that China might have to fight a multifront war.

The United States must simultancously work to prevent China from
monopolizing the commanding heights of the global economy. History shows
that whatever country dominates the critical goods and services of their era,
dominates that era. In the nineteenth century, Britain was able to build a vast
empire in part because it mastered iron, steam, and the telegraph faster than
other great powers. The United States rose above other nations in the twentieth
centuryinpartbyharnessingchemicals,electronics,andinformationtechnologies.
China today is trying to dominate modern strategic sectors—including artificial
intelligence, biotechnology, semiconductors, and telecommunications as well as
strategic goods like rare earths and services like 5G telecommunications—while
relegating other economies to subservient status. The role for other countries
in the global economy, Chinese Premier Li Kegiang reportedly told former
U.S. National Security Adviser H.R. McMaster in 2017, will “merely be to
provide China with raw materials, agricultural products, and energy to fuel its
production of the world’s cutting-edge industrial and consumer products.”

To avoid becoming vassals in a Chinese economic empire, the United
States and its allies need to take steps to speed up their economic development
and resilience in key sectors while slowing China’s down. They should
expand the lists of technologies that they currently restrict from exporting to
Beijing to cover semiconductors, Al chips, and computer numerical control
(CNC) machines. They also should form an unofficial “economic NATO,”
a grouping of democratic economies, anchored by the G-7, that could defang
Chinese economic coercion by pledging to mutually assist one another should
a member become the target of Chinese economic pressure. Members could

open up their markets to goods from other members that are shut out of
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China and find alternative sources of supply when members are cut off from
their Chinese suppliers. The longer-term goal would be to develop supply
chains among democracies that don’t involve China.

Given the United States’ domestic problems, some policymakers want to
dial back competition with China now so that the United States can focus
on repairing its democracy, economy, and public health. Those are important
tasks, but the United States does not have the luxury of a respite from
competition with China. As China grows more aggressive, the United States
must plug holes in its defenses, and do so now.

Yet urgency is not the same thing as recklessness. The United States and
its allies must balance strength and deterrence with caution to avoid goading
China into a war. The United States, for example, should not impose a
full-scale technological embargo against Beijing or pursue comprehensive
decoupling from Beijing. Nor should it try to foment domestic instability
within China through covert action programs, as was considered in the carly
years of the Cold War with Moscow. The United States and its allies also
should encourage or ignore Chinese initiatives in areas that don’t affect their
vital interests. That includes most projects in China’s Belt and Road Initiative.
If China wants to lavish funds on bridges to nowhere in Central Asia or
invest in aircraft carrier battle groups that will not have a strategic impact for
decades, the United States should not stand in its way.

Making it through the 2020s won’t bring an end to U.S.-Chinese
competition, any more than surviving the early Cold War won that struggle.
The goal should be to make it through to a less volatile and intense form of
Sino-American rivalry. Such a competition may still rage across regions and
last for decades. But the risk of a shooting war might dissipate as the United
States shows China that the status quo can’t be overturned through a smash
and grab operation. The United States and its wealthy democratic allies have
ample resources to win a long competition with China, but to get there they

may first have to weather an intense series of crises this decade.

The views expressed are the author’s alone, and do not represent the views of the
U.S. Government or the Wilson Center.
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Abstract

The rise of China’s high-tech giants, such as Huawei and ZTE, has aroused
much anxiety in policy circles, leading to a recent “tech-cold war” between
the United States and China. How does the movement of Chinese firms up
the technology ladder influence U.S.-China relations? More specifically, can
the United States weaponize its position on the supply chain effectively to
contain China? Have China’s businesses collapsed after the launch of the tech
war? This paper starts with the state-business alliance behind China’s joint
venture period and the engagement with the global value chain period, when
the incentives of the state and firms were often misaligned. Then it proceeds
to analyze how the interruption of the global value chain acted as an external
shock that reshuffled state-business relations by aligning the incentives of
the state and businesses under the structure of a new technology innovation
system. It evaluates how such state-business relations, in turn, influence the
effectiveness of U.S. policies in the short and long run. In the short run, the
tech war directly reduced the Chinese products relying on U.S. chips, but in
the long run, it facilitated the re-alignment of state and business in hardware
tech industries and also propelled China into a period of self-sufficiency, an
import-substitution industrialization (ISI) period that it originally skipped.
Furthermore, businesses in the United States and other regions (especially
in East Asia) have adopted various strategies to recover broken value chains
via relocation. This means that U.S. policymakers may have overestimated
the leverage of their technological advantage and weaponization and
underestimated the interdependence along the value chain.

Implications and Key Takeaways

U.S. policymakers need to look into the long-term effects of the tech

war instead of only short-term goals. A long-term strategy, other than
blocking or disrupting the supply chains, is needed for promoting
national technological competitiveness. Specifically, the United States
should continue to encourage R&D in cutting-edge technology within the
electronics and I'T sectors (hardware as well as digital). More importantly,
the U.S. should continue to attract talent from all around the world

and improve its immigration policies. To combat the recent trend that
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scientists, engineers and scholars emigrate to other countries or return

to their home countries, the United States should design policies that
make it attractive for existing talent to stay and for new talent to come to
the United States in order to sustain the long-term strategy of boosting
technology competitiveness.

The U.S.-China tech war may galvanize China to unify state and business
interests and accelerate their technology development by concentrating
resources that were previously misallocated elsewhere. The effect of the

tech war may be counterproductive for the United States.

The ability of the United States to weaponize the supply chain is
constrained by business interests both inside and outside of the United
States as these businesses can relocate supply chains to the Asia-Pacific
region and seck non-American equipment.

In order to maintain its advantages on the supply chains, the United
States does not only need a technological advantage in core components
but also the ability to scale up the fabrication of these components with
U.S. companies in order to address the problem of lacking capability

of electronics production. Otherwise, the ability to fabricate core
components could be used as a bargaining chip by other countries to

weaken the goal of the U.S. strategy.
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Introduction

The rise of Chinese tech firms and the U.S.-China technology rivalry has
certainly received much attention. Yet thus far, few academic works provide
frameworks to systematically capture the influence of such a tech cold war.
To fully understand the impact of China’s technological development and
whether the U.S. response is effective, one has to incorporate perspectives
from weaponized interdependence, global value chains, and government-
business relations.

Without a doubt, the United States has been trying to weaponize its ad-
vantages in supply chains (e.g. core technology in chip-making) in order to
restrict China’s access to key components. Global value chains and produc-
tion networks in high-tech, digital industries have been among the key areas
where asymmetries of power and weaponized interdependence exist.! The hi-
erarchical order is often ranked by a firm’s position on the value chain. Higher
positions usually involve more proprietary knowledge, higher profit margins,
higher barriers to entry, and more bargaining power.” Therefore, the United
States blocked international firms from selling their own products or U.S.-
designed components to Chinese firms that are blacklisted, such as Huawei
and ZTE.

A crucial question, however, remains: will such a strategy of weaponization
be feasible and effective in the context of China’s industrial and technology
development? Existing literature has yet to offer adequate answers to this
question. The “weaponized” interdependence framework captures how
asymmetrical power allows states to leverage their advantages in global
networks, but often assumes that businesses will go along with the state’s
agenda. In contrast, studies of global value chains and production networks are
helpful in specifying firms’ upgrading strategies in each node of production,
but they are less sensitive to politics and the role of the state. In fact, the
development and manipulation of supply chains for political purposes are
always closely associated with both state and business actors. Bringing state-
business coalitions into the analysis is thus essential. As my own earlier work
and other studies have shown, the building, consolidation, or fragmentation
of state-business coalitions have a substantial influence on economic policies
domestically and abroad.> Although there are obvious differences between

democracies and authoritarian regimes, the state-business coalition has gained
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much more influence in a globalized era where politics and economics are
increasingly bundled.

In order to evaluate the effectiveness of such weaponization as well as the
implications for U.S. policies, one has to explore and understand the evolving
state-business coalitions in China before and after the tech confrontation and
the disruption of the supply chain. The next section started with the state-

business relations before the US-China trade war.

State-Foreign Joint Ventures Under “"Market
in Exchange for Technology”

When China initially open up for foreign investment, the major approach of
striking an alliance is forming joint ventures between Chinese state-owned en-
terprises and foreign firms facilitated by the state under the rubric “market in
exchange for technology (PATTT#45K).” The term originated from China’s
automobile industry in the early 1980s and was later widely used as the central
tenet in support of policies for encouraging inward foreign investment in most
manufacturing industries. The main argument was that by allowing foreign in-
vestment to enter the domestic market, China could use its huge domestic mar-
ket as a powerful bargaining chip for the introduction of advanced technology.’

The China Joint Venture Law stipulated that such technology and machin-
ery should be advanced and “appropriate to China’s needs,” and that when for-
eign investors intended to cheat the Chinese partner with “backward” tech-
nology and machinery, they should be compensated.® The 1986 “Decision of
the State Council to Encourage Foreign Investment” further provided these
enterprises with lower charges of basic utilities, priority loans from the bank,
and a wide range of tax exemption policies.” Any joint ventures with at least 25
percent of the shareholding from a foreign firm can be categorized as foreign-
invested firms (FIEs). Typical JVs between China and United States included
Shanghai GM, and beyond the United States in the hardware high-tech sec-
tor, there were many examples, such as Beijing Panasonic, Shenzhen SEG
Samsung, Shanghai Philips, and the investments of Huajing and Huahong in
the “908 Project” and “909 Project.”

Joint ventures, however, turned out to be difficult marriages, due to a range

of factors such as conflicting firm cultures and the divergent business goals
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in profits or amount of production. But most fundamentally, the key logi-
cal assumption behind “market in exchange for technology” was challenged.
Foreign firms followed the plan from their parent company and prioritized
their dominance of China’s market. They had no intention of conducting real
R&D in their China branches. Yet the China side assumed that the market
would provide enough leverage and incentive for technology transfer. When
the China side sought to establish their own R&D branch within the joint
venture, it was discouraged from the foreign side. But more often than not, the
Chinese SOEs also did not have enough incentives to push forward for learn-
ing as they were accustomed to the state handing them the resources without
taking their own initiative to learn.” The slow-moving feature and the lack
of incentive to improve efficiency means that once the production line was
finally in place, technology already marched to a new generation where the
older generation of products was hard to find a home."

The Chinese state and municipality governments certainly participated in
many negotiations to place pressure on the foreign side for technology trans-
fer, but they themselves also came to realize that direct technology transfer
or R&D in key technology was unlikely to be done through the JV format.!!
Therefore, the state often acted as a thankless matchmaker or broker between
domestic firms and foreign partners, although such marriages often turned
out to be too difficult to produce results.

Because the state’s focus was on acquiring modern technology from foreign
firms through forming joint ventures with state-owned firms, they paid little
attention to indigenous private firms or start-up firms during this period and
did not set them as a priority for overall state policy. However, the latter in
general had far more incentives for technology learning and innovation than
the former. Therefore, it can be argued that the state’s effort was wrongly
placed on the JVs between domestic SOEs and foreign firms.

Fragmenting State and Business: Global Value
Chain and the Barrier to Indigenous Innovation

Between the 1990s and the mid-2000s, as China further opened up and
decentralized authority of foreign investment and trade to localities, China

was further integrated into the global value chain. As localities started to
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build thousands of development zones for FDI attraction, governments at
the central and local levels also started to form coalitions with foreign firms.
Government officials provided a wide range of preferential policies in terms
of tax breaks, funding, utility, and land discounts. Bureaucrats from various
departments went out of their way to attract investment in a bechive campaign
mode."> China thus rose to be the largest manufacturing house and exporter
in the globe. It was also during this wave of global offshoring that technology
hardware industries or the ICT industry (such as computers, tablets, mobile
phones, etc) rose to be the major exporting sector in China and across the
globe. Lead firms such as Apple, Intel, Foxconn, Nokia, Samsung, and Philips
all outsourced or offshored their production.

By the mid-2000s, however, most of China’s engagement with the global
value chain was at the bottom segment, focusing on processing and assembly,
generating razor-thin profits and relying on sweatshops. The situation raised
alarms among observers and the Chinese central state (ministries and central
leaders), who proposed an “indigenous innovation” program in 2006 that
sought to promote the indigenous innovation of Chinese domestic firms and
pushed them up the value chain.”?

Since then, China experienced a complicated period during which
government officials in different bureaucracies started to cultivate and
advance the interests of their own business clients. On the one hand, with the
fall of JVs and the increase of wholly-foreign owned enterprises with direct
offshoring, officials in the internal commerce coalition sought to cultivate
a friendly environment for foreign firms and encourage expansion of their
investment and production. On the other hand, officials promoting domestic
technology and indigenous innovation also sought to promote domestic firms
(which were their clients) with available resources in preferential policies. As a
result, the types of global value chains that took shape across China generated
very uneven regional patterns, with some much more suitable for indigenous
technology progress than others.

The overall ecology of production in the tech sector before the 2018 trade
and tech war, however, was heavily influenced by the hierarchical logic of
production along GVC created by firms in western countries, especially the
United States. In such a hierarchical order, the higher a firm’s position on the

value chain, the higher a profit margin a firm could receive and the stronger its
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bargaining power over prices. Higher positions on the value chain also mean
more proprictary knowledge and a higher barrier of entry for competition.
An upper-level producer, unless upgraded to an even higher position, has
incentives to refrain from transferring proprietary knowledge to firms at
lower levels so as to prevent sublevel suppliers from directly competing with
itself. A firm that sought to outsource production activities down the value
chain would have fewer obstacles than a firm that sought to move up the value
chain. The hierarchical order that was broken down in a corporation was re-
established at the global level. In such a hierarchical order, U.S. firms (together
with other OECD countries) occupied the top of the value chain, whereas
Chinese firms which sought to climb up the tech ladder had to fight an uphill
battle. It was much easier for them to expand their production lines at the
bottom of the value chain rather than climb upward to compete with their
western clients.

Although, as mentioned above, indigenous firms may have the support from
the officials who seek to provide domestic tech upgrading, the overall ecology
of production works against Chinese firms from making direct progress on
key technology. Burcaucrats in charge of promoting tech innovation in the
electronics and IT sector had complained about the lack of incentives from
the firms’ side, even when they actively provided funding for firms to apply for
patents or conduct R&D." While most firms acknowledged the importance,
both the risk and the cost of developing technology and creating new markets
against the competition from global incumbents were too high.

Therefore, when Premier Li Keqiang launched the “Made in China
20257 plan, it was as much a compromise as an ambitious plan. While ob-
servers tend to place the plan in the same category as those that sought to
turn China into a technology powerhouse—such as the “indigenous inno-
vation” and the mid-to-long-term science and technology development plan,
the essence of “Made in China 2025” was different. Among other aspects,
the plan emphasized advanced manufacturing instead of cutting-edge in-
novation (thus not “Innovated in China 2025”). Instead of getting rid of the
label of “Made in China,” which is often associated with cheap, low-quality
production, “Made in China 2025” sought to take advantage of China’s
manufacturing capacity in the GVC and boost some key industries such

as new materials, equipment, and green energy. The plan included objects
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broader than conducting R&D in crucial, key technology, as the latter did
not always succeed.

Firms such as Huawei and ZTE grew from small to large under such an
environment in the electronics and IT sector. With state-owned, private,
and foreign firms all entering the sector, the structure of the value chain
was such that major semiconductor chips, memory cards, touch screens, and
Bluetooth systems were designed and produced in foreign countries, with
Chinese firms all located at the bottom of the value chain. While most of the
firms in the electronics and I'T sector devote resources to conduct R&D, at a
percentage often higher than other industries, the decisive role of the global
value chains and power asymmetry still pushed the Chinese firms to the
bottom, where competition was extremely fierce. In order to carve out mar-
kets at the lower niches that were not directly in competition with foreign
companies and thus also reduce the dependent relationship, Chinese firms
fought aggressively with each other for market share in domestic China and
abroad (such as South Asia, Southeast Asia, and Africa). For example, some
of the seemingly ambitious concepts associated with Huawei, such as “wolf
culture” and “mattress culture” were all developed to describe the aggressive
battles that the firm had to fight with its competitors, the most important
of which was ZTE. Internal interviews indicated that the competition be-
tween the two firms was so intense in the decades from the late 1990s to the
late 2000s that sometimes if one side lost a market to another, the former’s
regional market manager would be fired.”

Emerging at the same time were numerous start-up tech firms during this
period supported by policy packages in the high-tech zones. While some in-
deed involved cutting-edge technology, especially those who returned from
Silicon Valley, it was hard for them to scale up without industrial buyers.
Most demands still went to incumbent firms in OECD countries with ma-
ture products. Thus the approach of engaging with GVC while pushing for
technology upgrading and innovation through competition secemed to be a
plausible strategy for domestic firms in China, but in reality, the focus almost
became horizontal expansion at the same node of the value chain. This was the
case even for firms such as Huawei and ZTE, who were aware of the impor-

tance of technology.

39



Ling Chen

The U.S.-China Tech War in Two Rounds

Precisely because of such a hicrarchical structure and unequal power, the
United States was able to weaponize its global supply chains. In April 2018,
the Commerce Department banned U.S. chip exports to ZTE, claiming
the Chinese communications company had violated a 2017 settlement
on illegal ZTE exports to Iran and North Korea. Afterward, the United
States also issued a ban on exporting chips to Huawei and other Chinese
companies. The first round came in 2019, when the United States prohibited
firms from providing hardware and EDA software to Huawei and Chinese
companies on the U.S. Entity List. However, the first round had many
loopholes with the hardware, as third parties can still provide Huawei with
U.S. products. It was also during this time that Huawei started to stock
up chips. The second round of the tech war made sure that no part of the
supply chain touched China and no third-party firms could use American
equipment to manufacture components for exporting to China. This was
a much stricter ban and had major disruption on the global supply chains,
and such disruption has fundamentally reshuffled state-business relations.
In addition to the export ban, the Federal Communications Commissions
(FCCQ) also issued a ban on U.S. telecommunication industries purchasing
products from Chinese companies (Huawei, ZTE, Hytera, Hikvision,
Dahua) inside the United States.

China’s Counter Strategy and New
State-Business Relations

The launch of the tech war and the cut-off of supply chains for businesses
such as Huawei and ZTE have given rise to techno-nationalism in China. As
mentioned above, before the tech war and under the “Made in China 2025”
plan, China avoided head-on competition in tough tech components such as
computers and mobile phone chips. Instead, it sought to use manufacturing
to break into emerging areas where China still can be a leader, and aimed to
establish China as a major global competitor in advanced manufacturing. Yet
after the tech war, the often taken-for-granted supply chain was no longer
there, and the focus on core, crucial technology has re-emerged in national

policy and narratives. Furthermore, unlike the 1990s, forming joint ventures
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in chip manufacturing was no longer an attractive option. Rather, directly
conductingR&D and exploringchip-related technologyin hardware industries
were strongly encouraged, as these were identified by the central leadership
as the choke points for China’s technology survival. A nationwide system of
innovation has been developed.

After the Chinese tech firms were put in the spotlight in U.S.-China
competition and their success or failure was interpreted as a matter of
national survival. The Chinese state leadership recognized the importance
of supporting high-tech firms and digital technology. The pressure from the
United States has galvanized Chinese businesses and the state to carry out
more intensive R&D and raised a strong sense of urgency. China started to
build a national ecosystem that runs at multiple levels and connects numerous
actors for technology innovation.

At the national level, the state has provided support for businesses to make a
faster technologyleap in chip-making, investing $29 billion in initial funding.'¢
In late 2020, the Politburo held a collective study of quantum technology and
emphasized the importance of having a major breakthrough in core and
crucial technology. The 14th Five Year Plan also devoted significant attention
to creating a nationwide system (juguo tizhi) that supports science and
technology development, which is the only place where a “nationwide” system is
mentioned in the plan. Although the support of science and technology is not
new and can be traced back to the establishment of the country, the emphasis
in recent years has been on the “central role” of businesses and firms rather
than pure research institutions or government agencies such as the ministry
(bureaus) of science and technology.

Vertically, this means that the local governments (at the provincial, city
and the district levels) would provide capital investment for major projects,
offer funding or rebates for R&D cost, implement tax breaks, and attract
talent from a highly-educated pool. Horizontally, this means that with firms
occupying the major role in research and innovation, the system connects
interactions with numerous other entities, including high-tech development
zones, high-tech parks, incubators, research institutions, and universities. In
some selective cities, the administrations of high-tech industrial parks have
risen to be on par with city governments, and sometimes they were referred to

directly as high-tech district governments.
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At the same time, firms are embedded in the ecosystem through multi-
tiered institutions, secking to avoid the previous situation of applying one
method to all kinds of entities (yi dao gie). Among high-tech firms, some firms
are much larger and stronger, such as Huawei, and others are smaller, start-up
firms. Among the smaller firms, there are initial start-up tech firms, gazelles
(those that passed the initial risky periods and have entered high-growth
periods) and unicorns (those that were valued at over $1 billion). The tiered
ranking has been used by local governments and industrial parks. Different
tiers of firms involve different evaluation criteria for acquiring government
funds, and the higher the stakes are, the more comprehensive the evaluations
are. For higher stake projects, the evaluation process involves departments such
as bureaus of finance, science and technology, and environmental protection, as
well as independent experts from these areas.

Therefore, at least in the area of promoting high-tech firms (but not nec-
essarily in other areas), local governments are still responding strongly to
central government signals. For example, as soon as chip-making became a
trend since the start of the U.S.-China tech war (similar to what solar panels
and electrical vehicles used to be), local governments were reported as giv-
ing up on real estate sectors (which contained many bubbles) and invested
billions in chip-making so as to gain central funding and to increase invest-
ment and revenue.

An important difference before and after the tech war was not only China’s
enhanced effort in developing chip technology, but the re-alignment of in-
terests among different parties. As mentioned above, prior to the U.S.-China
tech war, competition between Huawei and ZTE was fierce. Yet in face of a
bigger challenge from the United States, overcoming the technology bottle-
neck became the priority. Huawei not only front-loaded orders with TSMC,
but also started chip fabrication using Chinese equipment vendors (such as
Shanghai IC R&D center). The company also invested in domestic EDA
(Electronic Design Automation) startups to deal with the technology pressure
for chip design.”” Between 2018-2020, Huawei cut 1,600 personnel in non-
R&D areas and acquired 2,500 personnel in R&D.

In addition to firms that were directly impacted by the tech war, such as
Huawei, there were also many startup firms. Many of these high-tech startups

focused on cutting-edge technology during the Hu-Wen era and before the
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tech-war experienced a significant change. When core tech components were
readily available from the United States (such as Intel or Qualcomm) prior
to the breakdown of the supply chain, it was hard for these Chinese startups
to convince any customers to purchase their products. As one manager
interviewee asked, “Why would I bother taking risks to try out unstable
new products rather than purchasing chips from established chip makers?”
Startup firms lacked any feedback for technology improvement or opportunity
for scaling up their markets. With the tech war taking place, Chinese firms
immediately started to look for their potential domestic backup suppliers
and turned to these high-tech startups that they previously ignored, which
directly stimulated the demands for products from these startups.

The acceleration of development in high-tech hardware did not imply the
immediate success of China in this regard, especially given the uncertainty,
risks, and difficulties associated with these industries. The recent collapse of
the 100 billion yuan HSMC chip project in Wuhan was a clear case where
both local governments and the experts in chip-making were cheated by a
team of outsiders who persuaded the district government of Wuhan to make
the investment but covered the actual debt in the money-raising process.
When the project was found to be fraudulent and collapsed, the team took
part of the money and fled.” Similar processes took place in Anhui province
and other localities."” This phenomenon, later regarded as cheating to obtain
government subsidies (pian bu), showed that in order to make the state-led
development work, it is important to have basic knowledge in semiconductor,
electronics, Al and other industries in the decision-making process for local
officials when making investment and allocating resources.

Despite these initial problems and even considering a high proportion of
failed projects, the emergence of such a multi-layered nationwide innovation
system that expanded vertically and horizontally at a rapid speed will over-
all likely accelerate the pace of innovation in areas deemed as crucial tech-
nologies, such as integrated circuits, AL, and quantum technology. Although
under the Xi regime, key decisions such as approving developing zones and
other major economic and social initiatives were more centralized, in terms
of supporting hardware tech firms’ innovation behavior, the Chinese state has
been consistent. And although other policy areas can experience policy dis-

ruptions due to changes of priorities, the state has carved out a relatively safe
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FIGURE 1: Number of high-tech enterprises, R&D personnel and expenses
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space for hardware high-tech industry, with support in the format of capital,
fixed assets and tax breaks.

Crucial to this consistency and relative stable space for high-tech devel-
opment in hardware is China’s understanding of the “high-tech” industry.
Unlike western countries, which often equate tech firms with online-platform
companies or digital giants such as Amazon, Google or Facebook, China’s un-
derstanding and pursuit of core, crucial technology lie in the hardware tech
parts, and their ideal role models are companies such as Apple and Intel. An
overview of China’s high-tech industry catalog also conveys a similar mean-
ing: technology needs to be combined with industries that produced tangible
products. Companies with digital technology such as Alibaba, JD, Didi and
Tencent developed fast, but they did not fall into the usual category of high-
tech industries in China. The rise of digital companies deserved a separate
space for study, but these companies, with access to digital data and private
information and succeeded mainly due to their first-mover advantages in col-
lecting rents, were major targets of state control, rather than a major target for
high-tech development.?

Observers have recently pointed to China’s crackdown on tech firms to
point out that there are risks associated with increased state control. As men-
tioned above, one has to pay attention to China’s definition of “high-tech”
firms, which specifically focuses on hardware technology and such definition
is different from the west. Firms such as Huawei, ZTE, SMIC fall into that
category. Not all internet firms or their affiliated firms undoubtedly fell into
that category (e.g. Alibaba and Baidu), except for specific sub-divisions that
invested in R&D in technology (e.g. AI). However, for any parts that are di-
rectly related to online platforms only, hence involving data management and
security, or sectors that come with potential bubbles such as finance (e.g. Ants
Group) or real estate, regulation was quite different. In the hardware technol-
ogy, which is the focus of the paper, the state issued more supportive policies
to attract business investment and encourage R&D, rather than direct crack-
down. Therefore the potential pitfalls involved in supporting these sectors are
the usual ones associated with government intervention in industrial policies,
corruption and information asymmetry, as mentioned above through the
local examples. For digital and online platforms, the risks are new for the state

and the regulations are considerably tighter.
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Implications for United State’s Policy Effectiveness

The launch of the tech war had the overall goal of containing China’s
technology competition or convergence with the United States, with both
economic and security concerns. Thus far, U.S. strategy has mainly been
cutting off supply chains. The most recent move was placing restrictions on
start-up firms worldwide (such as Xpeedic) to provide or invest in technology
for EDA tools in China. While the cutting off of the supply chain may work
to reduce products from Chinese firms in the short run, the long-term effects
were more worrisome.

In the short run, the disruption of the supply chain has been effective in
directly reducing Chinese products that involve using these core components.
Huawei’s mobile phones sales plunged in 2020 and 2021 and its smartphone
market shares shrank in China, showing the direct influence of the U.S. ban
on chips.” In fact, the export ban was said to produce a harder than expected
hit on Huawei’s revenue.”” To mitigate the influence, Huawei sold its Honor
brand to a consortium of businesses backed by Shenzhen. Therefore, despite
Huawei’s shrinking markets, if one combined both Huawei’s and Honor’s
shares in 2021 (20 percent), it still surpassed Apple (16 percent) in China’s
domestic markets, but definitely was superseded by Vivo and OPPO, two
other Chinese smartphone brands.

We do need to be more concerned, however, with the longer-term influence
from the weaponization of the supply chain and evaluate its effectiveness. First
of all, the longer-term influence on China is quite mixed and complicated.
Comparted to the JV period, when the state chose an inappropriate ally, and
the GVC period immediately before the tech war, when businesses that cared
about core technology development were embedded in the wrong structure,
the urgency for investing in and developing choke point technology seemed
to be quite convincing and attractive to the business community and local
governments. Furthermore, the cutting-off of the supply chain also forced
businesses to be more reliant on the state. Both the pull and push sides
propelled a re-focus on hardware technology. Although success or failure was
highly unpredictable, at least the rise of techno-nationalism (or tech alarmism),
state-business alliance, and reshuffling of the structure of production were all
in place. In the process of economic and technology catch up, the East Asian

developmental states of Japan, South Korea and Taiwan had all experienced
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an import substitution industrialization (ISI) stage, where infant industries
were protected from international competition. China’s domestic reform
and opening to outside almost took place at the same time, which meant the
country skipped this stage in the post-Mao era. The disruption of the supply
chain and return to self-sufficiency may entail the start of a delayed ISI stage,
even though it is currently termed as a dual circulation strategy.

China, however, is fundamentally different from its East Asian neighbors.
Although the United States had witnessed the rise of tech firms in Japan,
South Korea and Taiwan, and even offered economic and security aid during
the cold war period, the rise of Chinese tech firms has different implications.
These firms were reported to be connected and supported by the Chinese
authoritarian state, and China now plays an opposite geopolitical role
compared to its East Asian neighbors. Furthermore, the hardware technology
that China secks to develop currently is closely connected to 5G and Al
technology that Chinese firms will continue to develop and has gone beyond
“shallow” products into “deep technologies” that affect countries’ economic,
political, and security matters.** This means that the Chinese firms’ move
up the value chain will further intensify the threat perception of U.S. policy
elites and their desire to weaponize the supply chains. This policy would in
turn push China to develop indigenous technology domestically, leading to
stronger techno-nationalism and state-business collaboration, thus wiping out
foreign firms’ influence in telecommunication and unleashing a vicious cycle
in U.S.-China relations.

Second, businesses in the United States and other countries may not be
aligned with the U.S. government. Historically, the U.S. government does
not necessarily have easy control of businesses’ behavior during sanctions.”
As mentioned in the previous GVC stage, U.S. firms were beneficiaries due to
their top positions on the value chain, which allowed them to reap huge profits
from providing core components, and the China market was still attractive.
Companies like Flex, Broadcom, and Qualcomm were the largest revenue
makers from Huawei, earning around 6.2 billion yuan each year. Meanwhile,
firms like NeoPhotonics were the most dependent on Huawei, with 48 percent
of the company’s revenue deriving from Huawei. Not surprisingly, U.S. firms
worried about unfair competition with foreign rivals that were not banned

from conducting trades with Chinese firms and urged the U.S. government
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to approve non-sensitive component sales.*® For example, the Huawei ban
alone is estimated to result in a $30 billion revenue loss on the U.S. part.?
Therefore, at least in the digital and telecommunication industries, the initial
reaction of the U.S. firms was that they had an interest in continuing to trade
with Chinese firms due to their different positions on the supply chain. More
recently, according to interviews, U.S. firms learned to accept the fact of the
tech war and were exploring markets outside of China and shifting their
supply chains in case the tech war lasts for a long time. However, this process
was going to take a long time without guaranteed success.

Because of business interests, the long-term monitoring cost was also
substantial. The major unit in charge of the Entity List and the export ban
is the Bureau of Industry and Security (BIS) under the Department of
Commerce, which may not be able to watch over all transactions and products.
Thus from time to time, the major tech firms were supposed to submit their
supply chain information for the state’s review, which may be against the will
of the businesses.?® While various industrial associations may be able to help,
prioritizing certain firms while excluding others was against the principle of
open trade, standard development and neutral technology that most industrial
associations advocated for.?

The picture is also quite different when supply chains beyond the United
States and China are taken into consideration. Although political leaders in
European countries seemed to be more on board with the U.S. tech war in
the Biden administration compared to the Trump era, overall uncertainty is
high. Particularly, perceiving possible disruption in the GVC involving the
United States and China, companies will try to take supply chains to regions
out of the United States and into other regions to maintain production
stability, especially the Asia Pacific region. In fact, the very success of Apple
itself during the Covid period precisely lies in its increase of supply chains in
Asia rather than in the United States. The equipment producer, KLA, also
attempted to offshore to Southeast Asia by not using American equipment.*
This implies that direct offshoring of production to Asia or China without
selling core components to Chinese companies can become the dominant
trend, through which U.S. companies success becomes tightly bounded with
development in Asia by using non-American equipment, thus starting their

de-Americanization process. Another important player is of course Taiwan’s
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TSMC, which has been wedged between the politics of the United States
and China. Although TSMC could not sell chips to firms on the entity list
anymore, there has been major talent flowing from TSMC to the Chinese
mainland in several major semiconductor projects in Shanghai and Wuhan.*!

South Korea is another example. The country’s four big companies,
Samsung, Hyundai, SK Group and LG, are under pressure to manufacture
semiconductors and batteries in the United States, largely due to the shortages
of chips partly resulting from the stocking strategy in the tech war, the
outbreak of Covid-19, and the fundamental lack of ecosystem for electronics
production.®* The Korean firms, in turn, have lobbied to get export licenses to
supply U.S-.blacklisted Chinese companies, such as Huawei and chipmaker
Semiconductor Manufacturing International Corp (SMIC).* Under such
pressure, the U.S. Department of Commerce did grant them licenses, which
directly countered the United States’ own goal of blocking Chinese companies
from having the key components.

These factors jointly suggest that in the current era, the U.S. government
cannot single-handedly block off everything to create an export vacuum for
Chinese firms because there are business players both in and outside of the
United States that still seek to recover the broken supply chain. While the
United States did maintain its overall technology advantages, the recent chip
shortages indicate that technology advantages themselves are no guarantee
of effective weaponization of the supply chain, as the United States also
depends on business actors to manufacture high-tech products. The level of
interdependence along the supply chain was higher than expected by U.S.
policymakers. The United States could increase its control over the business if
it seeks to continue weaponizing the supply chains. However, over the short-
to mid-term, this is unlikely to succeed and may cause further backlash from
businesses. Furthermore, as shown in this paper, continued sanctions will
propel China to accelerate its pace of core technology development.

Therefore, a long-term strategy is needed for promoting national techno-
logical competitiveness other than blocking or disrupting the supply chains.
More specifically, the United States should significantly increase R&D in
cutting-edge technology in sectors such as electronics and IT (hardware as
well as digital). More importantly, the U.S. should continue to attract talent

from all around the world and improve its immigration policies. Against the
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recent trend that scientists, engineers and scholars emigrate to other coun-
tries or return to their home countries, the U.S. had to design policies that
made it attractive for talent to stay and for new talent to come in in order
to sustain the long-term strategy of boosting technology competitiveness. In
addition, the U.S. does not only need a technological advantage in core com-
ponents but also the ability to scale up the fabrication of these components

with U.S. companies.

The views expressed are the author’s alone, and do not represent the views of the
U.S. Government or the Wilson Center.
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Abstract

Since the beginning of the COVID-19 pandemic, China’s entertainment
sector has radically grown in its influence in the United States. China
became the largest global theatrical distribution market. At the same time,
Chinese social media platform TikTok moved from a fringe app to one of the
most dominant players in the U.S. social media landscape, despite national
security concerns voiced by both the Trump and Biden Administrations. The
following paper outlines Chinese government content control regulations
shaping the U.S. market as Chinese influence on the U.S. entertainment
industry increases. It then identifies the most prevalent forms of content
control and the corporate rationale for such actions. Finally, the paper offers
policy proposals that reflect potential options for the U.S. government to
reshape this dynamic. Ultimately, the paper argues that for the United States
to effectively contend with the challenge of Chinese firms influencing content
in the U.S. entertainment industry, the United States must grapple with the

relationship between free markets and freedom of expression domestically.

Implications and Key Takeaways:

The United States needs to reevaluate the relationship between freedom
of expression and the free market. Chinese firms controlling content via
algorithm as well as Hollywood studios following international content
control restrictions reflect a prioritization of free market interests. U.S.
consumers are alienated from how and why the media they consume gets
to them. This is not an issue of U.S.-China relations, but rather an issue of

lack of transparency in the U.S. tech sector.

The United States should expand state-level data security regulations
nationally to protect consumers of digital entertainment in the United

States from predatory data usage by both domestic and international firms.
Building on national data security regulations domestically, the United

States should work with allies and partners to establish multilateral

alliances for data storage and security standards.
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® Next, the U.S. government should recognize that tech algorithms offer
a strategic national security asset as the Chinese government has done.
They ensure both protection of long-term economic gains and military
strength. It is thus important to work with tech firms to identify ways to
limit the export of critical algorithms.

© To track content control practices, the United States should implement
new regulations requiring content reporting and takedown notices from
non-U.S. actors.

© The U.S. government should explore limiting investment by Chinese
media and tech firms operating in the United States. Such financial
pressure may offer the chance to renegotiate access for U.S. media and

tech firms in China.
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Introduction

Entertainment changed during the COVID-19 pandemic. Consumption of
filmed entertainment dropped as theaters closed out of pandemic precautions,
while social media platforms like TikTok saw a 75 percent growth in new
users. Yet this practice of substituting one form of entertainment for another,
while seemingly just another pandemic adaptation for most consumers, had
significant implications for China’s ability to shape the U.S. entertainment
landscape and draw clear national security benefits from that influence.

In the wake of the COVID-19 pandemic, the United States faces a new
entertainment environment. The Chinese market is the largest theatrical
distribution market in the world. As I argue in my book Hollywood Made in
China, Hollywood studios must cater to the financial interests of Chinese
government regulators alongside global audiences to make their profits. With
China’sascendance as the largest market globally, Hollywood studios now have
aclear financial incentive to work with Chinese regulators, even as that market
has increasingly complex conditions for access. Yet operating in parallel with
China’s increasing influence in the shrinking US theatrical entertainment
market is the power of Chinese-owned social media entertainment platforms.
TikTok, WeChat, and others are shaping users’ entertainment experience.
They harvest transfer valuable data resources available to Chinese government.
This occurs through national security audits, civil-military fusion, corporate
pressure, a seminal practice in advancing China’s global digital sovereignty I
refer to as “trafficking data.™

At its core, the challenge of content control via trade is an issue at the
very center of U.S. interests in an economy with free trade and freedom of
expression. It operates at the center of what Karl Popper described as the
“paradox of tolerance” where unlimited tolerance leads to the disappearance
of tolerance because it enables the emergence of authoritarian practices.” The
following paper outlines Chinese government content control regulations
shaping the U.S. market as a result of U.S. tolerance of and support for a free
and open market economy as well as freedom of expression by U.S.-based
content producers. It then identifies the forms of Chinese content control in
the United States that are most prevalent with relevant examples. The paper
follows the standards of content control with corporate rationale for such

actions. Finally, the paper offers policy proposals that reflect potential options
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for the U.S. government to reshape this dynamic, recognizing the importance
of preserving an environment of tolerance both in the present moment and in
the long-term.

Entwined financial interests in media and entertainment production
infrastructure in China and the United States have yielded a system where
Chinese national champions can grow domestically. Restrictions on U.S.
firms in China have led to reduced access to the Chinese market. China’s
national theatrical distribution market size enabled it to grow into the
largest market in the world following a rapid progression of investments in
film distribution capacity.’ In 2020, China became the largest film market
in the world,* a position it retained in 2021 as the U.S. recovery from the
COVID-19 pandemic lagged behind China’s.® Meanwhile, patriotic fare such
as the Korean War epic Battle of Lake Changjin powered China’s roaring box
office performance.” Without the protections of the U.S.-China Film Treaty,®
which expired in 2017 under the Trump Administration, U.S. films had
limited access to the Chinese film market in 2021, with no Marvel Cinematic
Universe films released in China.”'

In parallel, PRC-based entertainment and communication platforms grew
domestically in the U.S. and China. At the same time, U.S. tech firms saw a
decrease in their already anemic Chinese market share. TikTok and WeChat

1112 t5 continue their

survived Trump Administration Executive Orders
operations in the United States with the support of enthusiastic users of the
platforms as well as the U.S. legal system.”® Beijing-based platform TikTok,
a subsidiary of Beijing-based Bytedance and the international counterpart of
Chinese social media platform Douyin, grew from over 11 million monthly
users in in 2018 to over 100 million in 2022 in the United States. By
contrast, Microsoft’s LinkedIn, the last US social media platform standing in
China, exited the market at the end of 2021.7

China’s rise in the media and technology sectors aligns with long-term
goals expressed in the 12th, 13th, and 14th five-year plans.' They also align
as parallel parts of a vision for China to become a “giangguo” (great power)
across different areas of strategic competition. The Chinese government
has singled out film and tech as two areas of interest for this great power
competition: the film and tech realms. Specifically, the goals are for China to
become a “dianying qiangguo” (great film power) and a “wangluo qiangguo”
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(great internet power) by 2030.” With that vision in mind, the Chinese
government’s efforts to influence content in the media and tech sectors in the
United States appear to be not merely a financial strategy for global companies
secking to expand their wings but an explicitly conceived framework for great

power competition.

Data Control as Content Control

Data control practices implemented by the Chinese government first created
punishing restrictions for foreign firms operating in China that impacted their
international business. This was followed by explicit efforts to control digital
content outside China’s borders. In 2017, the Chinese government instituted
a Cybersecurity Law (wangluo anquan fa) that asserted that all “critical
information” should be controlled by Chinese state-owned firms." Linking
issues of content control and data security, regulators have also used the
phrase “core socialist values” (shehui zhuyi jiazhiguan) to nationalize foreign
corporations’ data storage facilities through the law.” The law structured
China’s data as a fixture of its national security apparatus. It established the
government’s role in the governance and control of critical national data.
Corporations like Apple, operating in China but generating data locally,
partnered with Chinese state-run corporations to store their data.?® Apple set
up a data-sharing partnership with Guizhou Yunshang in Guizhou province
after being the subject of a lawsuit immediately after the law took effect and
moved its China iCloud data to Guizhou Yunshang servers.? Still, in a move
that proved to be prescient of future Chinese government efforts, there were
reports of the iCloud data of U.S.-based iCloud accounts being swept up in
the Apple data transfer.

In 2020, following the implementation of the 2017 Cybersecurity Law, the
Chinese government introduced a draft of the 2021 Data Security Law. The
2021 Data Security Law expands on the 2017 Cybersecurity Law by laying out
a more precise data access procedure.” This process formalizes government
access to data, which the Chinese government introduced via its principles of
military-civil fusion and the 2017 Cybersecurity Law. It creates a framework
through which the government can access data generated by a company

in China via national security review. It also empowers and mandates all
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government agencies to develop their data audit procedures according to
the industrial sector they represent. But perhaps most importantly, the Data
Security Law makes these laws apply to all Chinese companies everywhere,
not just to firms operating in China.

This global reach has multiple implications. First, the national security
review of data becomes explicit—not just for local firms but also for
international firms with data stored in China. Corporations must be willing
and able to make their data available for a national security review at any
time.”” The Data Security Law further expands China’s extraterritorial
enforcement of its data oversight mechanisms. This law subjects corporations
to national data gathering, linking corporate data with data gathered by the
nation. It implies that data collected by any Chinese firm worldwide becomes
subject to Chinese national security review oversight.** The Data Security
Law’s extraterritorial scope reflects the increasingly international scope for
Chinese jurisprudence.

In parallel, the Chinese government implemented national security
oversight over algorithms developed by Chinese firms that the firm secks
to export to another country. Chinese tech firms that are China-dominant
in their data gathering have a clear market incentive to localize their global
data in China. Such an approach enables them to develop the most efficient
algorithms they can with larger volumes of data because of the difficulty of
exporting algorithms due to national security controls.

The Standing Committee of the National People’s Congress passed the
Law of the People’s Republic of China on Safeguarding National Security in
the Hong Kong Special Administrative Region in 2020. Hong Kong national
security law integrates control of content, infrastructure, and extraterritorial
oversight. Article 38 of the law also provides for extraterritorial enforcement
of national security review, which applies to the Special Administrative

Region’s technology sector.”

How U.S. Corporate Dependence on the
Chinese Market Enables Content Control

While China’s content control regulations are national laws, when combined

with trade in the media and technology sectors with the United States, they
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functionally become international content regulations. The following sections
examine how trade within the United States and China shapes content offer-
ings by the U.S. media and technology firms in China and the United States.

The first way China’s content regulations become global is the depen-
dence of U.S. firms on China for market access. This takes place in both di-
rect and indirect ways. Firms might shift the type of content they create to
access the Chinese market. In practice, this can mean adjustments strictly for
the Chinese market such as changes in the endings of Fight Club or Winnie
the Pooh for Chinese market access. The Shanghai-set animated block-
buster Abominable (Jill Culton and Todd Wilderman, 2019) was released in
September 2019 with high expectations for its global market performance.
The film, about a young girl from Shanghai’s emerging middle class and her
abominable snowman pal, offers a global, cosmopolitan view of China’s film
industry. That is, until the film displayed a map of China’s contested South
China Sea maritime claim. This moment would eventually cause Vietnam,
Malaysia, and the Philippines to ban the movie. Critics in the United States
roundly panned the visible influence campaign in the film, but it went on to
achieve box office success.?®

However, market concerns with respect to content control are not the only
limitations. There are also broader considerations concerning market access.
For example, both Disney*” and Universal have significant capital investments
in China in theme parks. The firms arec minority stakcholders in both
enterprises and depend on their relationship with the Chinese government
to continue operating in China. These two major Hollywood studios face
a consistent bind between maintaining their political relationships within
Chinaand the type of content that they release globally. Objectionable content
presents a challenge not just for Chinese regulators in content industries but
also for theme park operators.?®

This comes out most clearly in the case of NBC Universal, which is the U.S.
broadcasting home of the 2022 Beijing Olympic Games. NBC Universal must
contend with the risk that its coverage runs afoul of Chinese regulators not
just concerning access to the 2022 Olympic Games, but also in questions of
access to the Chinese market for the company. To mitigate these risks, NBC
will not send reporters unfamiliar with the constraints of operating in China

to Beijing, instead covering much of the Games from a studio in the United

60



TikTok, Mulan, and the Olympics

States. NBC reporters based in Beijing will also cover the Games from outside
the Olympic bubble. However, NBC’s access to the Games and the stability of
its theme park investment both are vulnerable due to the sensitive nature of
the Olympic Games in China’s international image.

Unlike in the media industries, market dependence in the tech sector
takes the form of desired access to the Chinese tech sector and the modes
of access for Chinese firms operating in the United States. U.S. tech CEOs
have historically been willing to make significant market access concessions to
access the Chinese market. Mark Zuckerberg met with then-Chinese internet
regulator Lu Wei and had Xi Jinping’s speeches on his desk. He later asked Xi
to name his first-born child (an honor Xi immediately declined). In addition
to storing its data on Chinese-government-run servers, Tim Cook legitimized
China’s Wuzhen Internet Conference, a Chinese-led site for consensus-
building around digital standards, by speaking at the conference in 2017.%
However, with increasing Chinese government data security regulations, the
space for U.S. firms willing to share data with Chinese regulators has shrunk.

Instead, an emergent challenge is the advocacy of U.S. firms for Chinese
tech platforms operating in the United States to ensure continued finan-
cial success. WeChat has been documented to restrict content on the plat-
form and surveil users, not just in communications between the United
States and China, and not just on Chinese run accounts, but in both coun-
tries.*® One of the central arguments against the Trump Administration’s
Executive Order 13943 banning financial transactions with WeChat was
that it would create a financial penalty for U.S. firms operating in China
that depend on the firm to do business with their customers in China.
However, the current landscape means that U.S. firms rely on WeChat
to retain market share in China. Of course, such dependence on WeChat
did not occur in a vacuum. Instead, it resulted from systematic support
for Chinese tech national champions and the suppression of foreign tech
firms operating in the market.” For companies like Walmart and General
Motors, this means retaining market share in one of the most dominant
global markets for their products.

In the case of TikTok, there were examples of users being pulled from
the platform, limitations on LGBTQ content, biased portrayals of Hindu/
Muslim conflict in India, censorship of discussions of Xinjiang and Hong
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Kong, and more. However, in a similar vein, U.S. industry associations like
tech advocate NetChoice stood with TikTok following the issuance of the
Trump administration’s Executive Order because of concerns that other com-
panies in the United States already depended on the firm for marketing and
advertising across a wide range of industries. Such market dependence is no
longer dependence on the Chinese market but rather on firms born and bred

out of China’s legal framework for cyber sovereignty.

Corporate Rationale for Content Control

These forms of content control come with different forms of corporate
justifications. It is essential to understand the rationale for policy purposes
because of the close entanglement of the U.S. media and technology sectors

with the U.S. regulatory apparatus.

Rationale 1: Responding to Chinese Censors

Reflects Cultural Sensitivity

One important rationale is the issue of cultural sensitivity. Both Hollywood
Studios and U.S. tech firms have suggested that controls on content
are essential to reflect international norms. For example, in the Marvel
Cinematic Universe films Dr. Strange and Iron Man 3, filmmakers adjusted
their characters to correct the Orientalist portrayals of characters from the
original comic source material. The “Ancient One” in Dr. Strange, a Tibetan
character, was shifted to a Celtic figure. The “Mandarin” from fron Man 3 was
repurposed as a character who was an out-of-work actor portraying a character
with this name, but no other characteristics. Stripping Orientalist source
material from new films is an important practice. However, the MCU created
follow-up films rife with other forms of stereotyping, from Asian martial
artists in Shang Chi and the Legend of the Ten Rings to blatant parodies of
Eastern Europeans in Black Widow.

In Mulan, Disney argued that choosing not to speak out about lead actor
Crystal Liu’s decision to offer her public support for Hong Kong police
officers who were beating protesters, and or about the company’s decision to
work with government offices in Xinjiang associated with reeducation camps

were efforts to respect the decisions of local actors. While this may have been
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true, it is a self-serving justification that side-stepped thorny political issues.
Disney did, however, speak out about concerns related to Xinjiang when
it became clear that there would be a marketing blackout in China—and
financial consequences—for the film due to bad press in the United States.”
Similarly, TikTok and WeChat’s claims that their algorithm are just sensitive
to China’s cultural environment works within a Chinese context, but does

not hold water in a U.S. context.’*

Rationale 2: Corporations must be “apolitical” or “universal”
A second rationale for content control by U.S. companies when secking
to justify content control practices in relation to Chinese firms and the
Chinese market is the claim that businesses who seek to serve all customers
must remain variously “apolitical” or speak “universally.” Such an approach
reflects the challenging situation U.S. corporations operating in China and
Chinese firms operating in the United States face. The diverging regulatory
environments of the two countries are increasingly difficult to navigate for
global firms. Media and technology firms operating in the United States have
responded with different strategies.

DreamWorks Animation pulled out of its Chinese joint venture, Oriental
DreamWorks, because of concerns about political risks related to content
production in China.” This approach reflects a way in which the firm deemed
the political risk of operating its Chinese studios also to be an economic risk.*
The company was concerned that the shifting regulatory environment in
China would prevent long-term growth for the company’s interests in China.

In contrast, Disney chose to continue working with partners in Xinjiang
even as it built reeducation camps and rumors of detentions escalated. Disney
did not comment on the scandal surroundingits cooperation with government
agencies in Xinjiang until its CFO responded to investors’ queries that the
film had “generated a lot of issues.”” However, Disney’s still depended on its
capital investment in Shanghai Disney, an even greater concern given China’s
more successful coronavirus recovery and, by extension, more robust theme
park industry.

Netflix has sought to justify its—largely unsuccessful—efforts to enter
the Chinese market by making cuts to films through the idea that films are
censored for many different contexts. Reed Hastings, CEO of Netflix, has
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justified cuts made to film and television for China as similar to “airplane”
cuts that might be appropriate for general audiences. For its part, the Motion
Picture Association of America has given cover to both approaches. Its current
chair Charles H. Rivkin noted that the main goal of the Motion Picture
Association is to tell “universal stories.”®® Such a rationale enables firms to cut
content that they would not distribute globally.

TikTok has further advanced this idea of “universality” to justify political
decisions made by the platform. TikTok has explicitly noted that the platform
will eschew political speech. However, as social media becomes a central form
of communication, this stance becomes complicated to defend. The platform
served as the main communication vehicle for a protest against the Trump
campaign that left an entire stadium empty for a Trump rally as TikTokers
claimed tickets they never intended to use. The platform has also received
criticism for its censorship of content relating to LGBTQ+, Hong Kong, and
Xinjiang in line with Chinese government standards.

WeChat has also received criticism for its censorship of accounts in North
America. However, upon closer examination of WeChat’s terms of service, the
firm offers a new framework for presenting a rationale of political neutrality
while also following apparatuses for content control from China. WeChat’s
terms of service note that any platform users will be required to follow local
laws. This applies to both users of the platform and the laws to which the
platform is subject. By this logic, while the phrasing is neutral in the terms
of service, it also extends the reach of Chinese government content control

practices into the United States.

Rationale 3: Freedom of Speech

Beyond questions of cultural sensitivity and maintaining an apolitical cor-
porate stance are the complex questions of freedom of speech that emerge
with platform dependence on Chinese tech. WeChat offers a helpful case for
understanding this dynamic. The Citizen Lab and other organizations have
demonstrated censorship in North America on WeChat. At the same time,
because of the restrictions on both foreign and domestic platforms operating
in China,*” WeChat still offers the only reliable pathway for real-time com-
munication between communities in the United States and China. Northern

District of California Judge Magistrate Laurel Beeler ruled in favor of the
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WeChat Users’ Alliance following the Trump Administration’s Executive
Order banning WeChat.** Her ruling was precisely because it was the only
platform these users could rely on to communicate with friends, colleagues,
and loved ones in China.*’ Beeler’s ruling helpfully allowed people to re-
main connected to their friends, family, and business associates in China.
However, it also offered a free speech justification for preserving access to
a platform that constrains user expression, and support to a platform that
is the only available communication venue because of Chinese government
trade restrictions.

The legal structures of the Chinese market make it nearly impossible for
foreign competitors to operate there or for Chinese platforms to allow the
open exchange of ideas. Yet without such platforms, there would be no space
for any exchange. This tension sits at the crux of Chinese government content
control efforts. It is challenging to ensure the flow of media between China
and the United States, recognizing that such a flow depends on the robust
commercial relationship between China and the United States. Yet, at the
same time, the flow of media and communication is also essential to main-

taining the free speech of Americans when engaging with people in China.

Degree of Threat: Influence over Filmed
Entertainment vs. Social Media

While both filmed entertainment and social media fall under the rubric of
entertainment content, they present significantly different risk profiles. Both
Chinese government influence over social media platforms operating in the
United States and influence over the content of Hollywood studio films
present a soft power challenge concerning the type of content that individuals
around the world consume. Content control in filmed entertainment
demonstrates the potential damage of the trade asymmetry between the
United States and China on two dimensions—the ability to control content
and shape industrial practices.

However, the acquisition of user data presents a much more significant
potential security threat. It is not just concerned with the soft power issue of
engaging content, but coercive, or sharp power attempts to conduct phishing

operations, coerce individuals and groups, and grow China’s civilian and
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military Al capabilities. As T argue in my forthcoming 2022 Oxford University
Press book, Trafficking Data: How China is Winning the Battle for Digital
So'verez'gnty, social media is increasingly becoming critical communications
infrastructure for everything from disaster preparedness to social activism.
Such influence occurs regardless of the stated corporate mission of an
individual platform.** As the entertainment mix of the United States shifts
from consumption offline to consumption entwined in networked platforms,
the implications of content control by Chinese government regulations
expands. Offline entertainment offers soft power, but online entertainment

enables coercive control of infrastructure.

Policy Recommendations

To tackle the policy challenges presented by content control of the media
and communications industries in the context of U.S.-China trade, I first
urge the reconsideration of the relationship between content producers and
distributors and the free market. Most of the challenges described result from
the inherent tension between maximizing market size and enabling clear
expression. What this paper has demonstrated is how the value of maximizing
market size has repeatedly taken precedent over both freedom of expression
and transparency about the process of generating content. While the U.S.-
China relationship magnifies such challenges, it is also a symptom of domestic
dysfunction within the United States. Thus, for any of the policy suggestions
below to work, it is essential that the United States internally revisit how
much power corporate market growth aspirations should have in shaping

speech from Hollywood to Silicon Valley.

Expand State-level Data Security Regulations Nationally

To better monitor how platforms move and use data with the support of
users, it is also essential to enact national data security regulations. Models
exist in different states to draw from, as California,* Virginia,** Utah,* and
others offer different forms of data privacy regulations that allow users to
access, correct, and delete personal data they choose not to share. This is an
important response to risks of content control by the platforms and empow-

ers users to monitor their data. While such a proposal has been suggested
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widely, one of the central challenges in its implementation is both a lack of
capacity and willingness to implement such practices on a national level. As
such, the barrier to implementing such a policy emerges both from the chal-
lenges of executing it and the challenges of passing such legislation across a
country with diverse interests in and awareness of privacy and security in

the tech sector.

National Security Control of Algorithms

A final, albeit more controversial, possibility to address content control
concerns is through national security control of the export of algorithms.
China used this strategy to take upon the threat that TikTok would move
the development of its algorithm abroad. Such a move practically requires
that user data storage and the development of algorithms only happen in
countries with standards that the United States deems to be protective of free
speech. Such an approach is a much more complex option than those policy
proposals suggested previously. It would need to be executed with nuance
and in partnership with industry needs. However, as TikTok and WeChat
become more integral players in the U.S. information ecosystem and U.S.
tech firms continue to operate in China, it may become necessary to have
more transparency over how algorithms gather, share and distribute data. At
aminimum, it is important to have more government visibility into what laws

they follow when they do this.

Build Multilateral Alliances for Data

Storage and Security Standards

To address the inherently global nature of data movement, it is important for
the tech sector is to work across governments in the United States, Europe,
Japan, Australia, Brazil, India, and Singapore, as well as other developed
nations. Such collaboration should focus on standards for the movement
and storage of data across borders. At present, global dominance by U.S. tech
companies as well as differences in how corporations must treat data both
within and between these countries presents a challenge to cooperation.
The U.S. government could improve its credibility with allies and partners
by strengthening data storage and security protections required of U.S. tech

companies. Similarly, U.S. tech firms could offer more transparent data
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storage and security practices through voluntary industry-wide standards-
setting. However, thus far, both federal government data storage and security
standards and industry-wide standards have met with resistance from
industry partners due to the financial value firms accrue by exploiting user
data. While collaborative standards-building practice presents a significant
challenge due to radically different approaches to data storage and security
across developed tech markets, it remains an important aspiration. At this
point, the United States lacks nationwide data storage and security standards.
Such an international effort would need to operate in parallel with a national

movement to reform U.S. data storage and security standards.

Reporting Content and Takedown

Notices from Non-U.S. Actors

In response to the internationalization of Chinese government content
controls, one important step would be to prevent U.S.-based media and
technology firms from following foreign laws to remove content or share
information with foreign governments while operating in the United States.
This would need to apply to U.S. and Chinese firms with U.S. operations.
While the United States has little leverage in changing Chinese laws, it can
enforce corporate practices domestically.

Media and tech firms in the United States should be required to report
content takedown notices and requests for information from international
government officials and the specific law that the government officials cite.
This is particularly important to prevent U.S. firms and those operating in
the United States from just complying with general requests that are not
grounded in legal jurisprudence. It also will allow for tracing particularly
damaging laws and more focused policy initiatives. Of course, this is a
highly sensitive subject, closely tied to questions of freedom of speech in the
United States. I would argue that an initial first step should focus on report-
ing takedown notices rather than further devolving policymaking to tech
firms. Higher quality data about the scope and scale of international take-
down notices offers a first step to understanding the scale of the problem. It
also forces tech firms to move away from transparency reporting that con-
ceals their flaws. Such an approach would require infrastructure to moni-

tor such practices. Such reporting could be directed to the Committee on
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Foreign Investment in the United States, the SEC, or another agency with
the capacity to take on this burden.

Domestic rule-making offers one path to constrain Hollywood studio fi-
nancial interests from following Chinese government content regulations.
However, there are several challenges that this proposal poses. First, this ap-
proach works contrary to one of the great strengths of Hollywood studio film-
making in building American soft power—its relative independence from the
U.S. government. Second, U.S. government interventions in Hollywood have
a dark history grounded in the Hollywood blacklist denying employment to
individuals deemed to be Communist sympathizers. Any U.S. government ef-
forts must be narrowly grounded in tracking specific content takedown prac-
tices requested by Chinese government officials. While such practices would
not capture concerns about the influence of Chinese regulations on the film
development process, U.S. content creators need to retain creative autonomy
if the regulations are to preserve the core values of freedom of speech they are

meant to protect.

Reporting Local Law Adherence to International

Content Control Regulations in the United States

For both the film and social media entertainment sectors, a further
requirement could include reporting which “local laws” any firm following
laws outside of the United States in their U.S.-based media and technology
activities are subject to with respect to content censorship. Such a policy is
risky because it would increase firms’ reporting requirements and has the
potential to become unwieldly. Such legislation would also be so general
as to capture not just pressures from Chinese regulations but from other
countries around the world. One possible approach to mitigate the scale and
paperwork burden of such a requirement would be to implement it for a short
period of time or as a pilot in one industrial segment to carefully assess what
type of laws are most commonly impacting the content of U.S. firms. Such
an approach offers a valuable monitoring function for determining the size
and scope of content control practices. By monitoring international content
control practices over time, it becomes possible to mitigate international legal

pressure through targeted local laws.

69



Aynne Kokas

Limit Investment by Chinese Media and Tech

Firms Operating in the United States

To create leverage for rencgotiating the U.S.-China Film Treaty and the
conditions under which U.S. tech firms operate in China by limiting the
types of investments that Chinese firms can make in the United States in
sectors that do not allow for U.S. investment in China. Such a move presents
challenges because it risks further decoupling the U.S. and Chinese economies.
It presents economic risks to U.S. corporations and investors. It also presents
the possibility of further damage to the U.S. investment environment if the
Chinese government penalizes U.S. corporations in response.

Then-Vice President Biden negotiated the treaty with then-Vice President
Xi to allow a floor of 34 films to be admitted into China. Since the expiration
of the treaty in 2017 under the Trump administration. Hollywood studios
have been increasingly at the mercy of Chinese censors. For example, in
2021, no Marvel Cinematic Universe films were admitted into the Chinese
market.*® The limitations on Hollywood studios have the potential to drive
firms to make increasingly undesirable content trade-offs to access what is
now the largest market in the world.

The U.S.-China Film Agreement came about following the United States
suing China in the WTO under violation of terms for A/V market access in
2007. Particularly due to the Chinese market’s strength relative to 2012,
renegotiating an entry guarantee for U.S. films will be difficult at this junc-
ture due to the lack of an incentive to admit the films for market growth
purposes. It may be necessary to consider making a formal complaint in the
WTO. Of course, such a move is complicated within the U.S.-China trade
relationship. It would need to be balanced against other trade interests.
While this multilateral/bilateral approach may help address some narrow
challenges in the film industry, the issue of content control through trade is
much more expansive.

Renegotiating the treaty would be difficult. The rise of China’s media
and tech industry domestically and internationally, the United States has
lost much of its leverage to make market access demands. The failure to re-
negotiate the U.S.-China Film Treaty in 2017 when China’s film market was
still smaller than the United States’ is a failure of U.S. foreign policy under
the Trump administration. With China’s theatrical market larger than that
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of the United States for two years in a row, the United States currently has
lictle leverage in negotiating this point. One possible point of influence would
be to prohibit the investment by Chinese film studios like Alibaba Films or
Tencent Films in the U.S. market until the renegotiation of the U.S.-China
Film Treaty. Unfortunately, such an approach harms these companies’” U.S.
partners, employees, and investors even as it offers potential options for mar-
ket access, and indeed, there may not be a net financial gain for the U.S. film
industry from blocking Chinese investment as a tool to enhance Chinese
market access. As with all these policy approaches, any approach will be im-
perfect because of the asymmetry between the U.S. and Chinese regulatory
landscapes paired with their economic interdependence.

The suggested policy proposals have clear downsides despite their ability
to address the issues of data and content control through trade. The challenge
of implementing any of these solutions underscores how the US and Chinese
industrial ecosystems entwine. Ultimately, U.S.-China trade offers a hotbed of
challenges for freedom of expression in the United States. U.S. firms depend
on the Chinese market to sell films, television shows, cars, consumer goods,
and a whole host of other products and services that require either direct
market access or access to platforms based in China. However, the Chinese
government has implemented increasingly tight controls over content and
data over the past six years.

What remains is the need to restructure the U.S. media and tech landscape
to protect consumers. This includes refining laws, enhancing trade protec-
tions, and requiring transparency from companies operating across borders.
Such efforts demand greater clarity over what Chinese law firms operating
in the United States follow and why. It requires more consumer protection
of data that corporations share. Firms operating in the United States may
need to exhibit greater transparency in their data gathering and use practices.
However, these latter options should be held in reserve if other approaches
fail to yield results. Finally, and perhaps most importantly, trade in media and
tech between China requires a large-scale reassessment of how to effectively

balance freedom of speech and corporate interests in the United States.
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Abstract

Managing the U.S.-China Trade War ranks among the most difficult for-
eign policy challenges for the Biden administration. It should not be weighed
down by misguided Trump-era thinking on the strategic virtues of tariffs. The
Trump administration cast tariffs as a panacea for all the economic challenges
facing the United States and employed them to achieve contradictory strate-
gic ends. Tariffs have distributional consequences, and their efficacy must be
evaluated by the net effect on the whole U.S. economy. Research suggests that
section 301 tariffs have caused great collateral damage to U.S. businesses and
consumers without generating the leverage over China or reducing trade defi-
cits as advocates hoped. This is because large companies are not responding
to tariffs by abandoning China but by passing on the costs or circumventing
tariffs. Tariffs have instead become a regressive “hidden sales tax” that places
a disproportionate burden on the less affluent by contributing to rising con-
sumer prices and on small and medium enterprises that struggle to remain
competitive. Tariffs have trapped the United States and China in a massive
economic war of attrition that grows costlier by the day without yielding mea-
surable strategic benefits.

Implications and Key Takeaways

Despite the economic toll on both economies, tariffs have achieved few of
the strategic ends articulated by the Trump administration. The United
States should scale back section 301 tariffs in favor of policy instruments
that cause less collateral damage on the American economy or are more

effective at achieving desired strategic ends.

Rolling back tariffs does not mean capitulating to China but a change in
U.S. tactics. U.S. efforts to increase investment in science and technology,
to strengthen foreign investment screening, and to add companies

with links to the Chinese military to the entities list, all serve strategic

competition much more so than tariffs.

The United States should seize the opportunity afforded by growing

inflation concerns to reframe the characterization of tariffs as not “tough

78



The U.S.-China Trade War and the Tariff Weapon

on China” but bad for the American economy. It could also pair tariff
reductions with Chinese cooperation on the Russia-Ukraine War.

The United States could also do more to address structural imbalances by
strengthening export competitiveness. This involves traditional measures
such as maintaining a competitive exchange rate and negotiating trade
agreements but could involve new policies such as taxing capital inflows

and use the revenue to subsidize exports.

The failure of section 301 tariffs is a cautionary tale against an all-or-
nothing approach to strategic competition with China. The Trump
administration hoped tariffs would achieve an expansive and contradictory
set of strategic goals and overplayed its hand. Tariffs can be a source of
leverage, but they are best threatened and not used. The costly tariff
stalemate could have been avoided had it made a more focused set of asks.
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l. Introduction

Tariffs are inflicting real economic costs on the United States while their
purported strategic benefits remain illusory. In 2018, the Trump administra-
tion imposed section 301 tariffs on China to combat the forced transfer of
technology from American firms, to stop cyber-intrusions to access U.S. busi-
ness information, and to curb Chinese industrial policies such as the Made in
China 2025 initiative. Members of the administration also vocally advocated
the strategic virtues of tariffs in reducing economic reliance on a geopolitical
rival. They claimed the long—term, strategic gains from encouraging compa-
nies to bring jobs back to this country by raising import costs', and reducing
the trade deficit? justify the short-term pain of tariffs. Some even saw tariffs on
China as a “poor man’s TPP,” by making China a less attractive destination
for foreign investors relative to U.S. allies.

The Biden administration’s approach to managing the U.S.-China Trade
War has been rightfully criticized as “Trump lite”.? Average U.S. tariff lev-
els on Chinese goods have increased over six-fold since 2018 and cover two
thirds of imports. Researchers have noted that this “trade war stands out as
among the largest and most abrupt change in U.S. trade policy history, par-
ticularly when juxtaposed against the leading role historically played by the
U.S. in driving tariff reductions. Most of these new tariffs remain in place
today, over two years after the signing of Phase One deal on January 15, de-
spite mounting evidence that the trade war has hurt the U.S. economy with-
out achieving its original aims.

This essay will focus on tariffs. Even though the U.S.-China Trade
War has metastasized into a “tech-war” and may be escalating towards
a “New Cold War,” tariffs are where the short- and medium-term costs
of the trade war are the most evident. Tariffs are political crowd-pleasers
because they give the executive the appearance of decisive action and al-
lows for selective redistribution of revenues to cronies, but they are quite
counterproductive in actuality by imposing higher costs on society as a
whole.” They are a blunt instrument that have elevated uncertainty and
raised costs for businesses but have not caused large and consequential
MNC:s to exit China.® Instead, they serve as a regressive tax as higher costs
are passed down the supply chain to the businesses and consumers who
can least afford to pay them.
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Both the United States and China are losers from the trade war, with the
costs falling disproportionately on those who can least afford them. While
well intentioned and impressive sounding, claims about the strategic virtues
of tariffs for the United States are contradicted by the weight of evidence. The
Trump administration tried to use of tariffs to achieve contradictory goals,
the resulting strategic muddle was further exacerbated by how businesses have
responded to tariffs in unanticipated ways.

The Biden administration has advocated a trade policy that supports the
middle class through stable well-paying jobs in order to further help the
United States “build back better” from the COVID-19 pandemic. Tariffs
at best do not contribute to these goals and at worst undermine this vision.
Section 301 tariffs have not resulted in measurable reshoring of industry or
a reduction of the trade deficit but they have exacerbated supply chain dis-
ruptions and inflated consumer prices. Tariffs, and the byzantine process for
tariff relief or exemption, chiefly benefit the politically connected and deep
pocketed, while the rest of the country bare their costs.

Il. The Road to Decoupling: An Intellectual Framework

The rise of China, a geopolitical competitor that is also a leading U.S. trade
partner, has challenged the conventional wisdom that views economic inter-
dependence as a force for good in and of itself. But it was not until the out-
break of the trade war in 2018 that economic decoupling between the U.S.
and China went from unthinkable to inevitable. This push for economic de-
coupling marks a stark reversal of the half-century consensus among U.S. poli-
cymakers that freer trade will encourage China’s peaceful integration into the

liberal international order.

2.1 The Emergence of Economic Nationalism

The outbreak of the U.S.-China Trade War can be traced to efforts by both
countries to reduce perceived vulnerabilities that stem from asymmetric eco-
nomic interdependence. Scholars have long recognized that economic inter-
dependence creates both mutual benefit and mutual vulnerability, and that
coercive power can emerge from asymmetrical interdependence.’® China’s ac-

cession to the World Trade Organization (W'TO) in 2001 created political
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backlash in both China and the United States, where fear about economic
dependency stoked the embers of economic nationalism in both countries.

In China this political backlash took place earlier and caused the govern-
ment to embrace indigenous innovation (F FGI#T) to reduce asymmetrical
dependence on foreign technology in the mid-2000s." In the United States, it
gained momentum after the Global Financial Crisis as the growing trade defi-
cit with China and its growing purchase of U.S. debt became framed increas-
ingly as a national security issue rather than an economic one. Both trends
were driven by the domestic political and economic transformations that fol-
lowed China’s WTO accession, which created winners and losers through in-
creased international competition. The economic losers from growing interde-
pendence were able to succeed politically by shifting national discourse from a
liberal narrative that emphasized the mutual benefits of interdependence to a
nationalist one that fretted about mutual vulnerability.

These parallel trends in China and the United States would converge with
the election of Donald Trump and touch off a series of events that transformed
trade from a cornerstone of peace in the U.S.-China relationship to a source
of uncertainty and instability. Trump’s China-bashing campaign brought the
issue of asymmetric interdependence with China into mainstream American
politics. In 2016, 63 percent of Americans surveyed by the Chicago Council
favoured friendly cooperation and engagement with China but by 2020, this
percentage dropped to 47 percent.'” The percentage who believed that China
practiced unfair trade increased from 58 percent in 2006 (prior to the Global
Financial Crisis) to 68 percent in 2017 (after the election of Trump) and to 73
percent in 2020 (after the trade war).

2.2 Misplaced Anxiety Over Asymmetric Interdependence

The United States and China remain highly interdependent across multiple
economic dimensions but the relationship is imbalanced in several notable
areas. The tragedy of the trade war stems from nationalists in both coun-
tries choosing to focus on different dimensions of the relationship that are
unquestionably asymmetric rather than examining it as a whole. Beijing and
Washington are racing to wall-off access to their domestic market and reduce
dependency on foreign suppliers to address perceived national security vulner-

abilities. These efforts to mitigate perceived asymmetries and enhance security
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in one area, such as Chinese efforts to reduce reliance on U.S. technology or
U.S. efforts to screen Chinese investments, threaten overall interdependence
and contribute to an economic security dilemma.

In 2020, trade between the two totaled $615.2 billion, which contributed
to a $310.3 billion trade deficit for the United States. The financial relation-
ship is even larger, totaling a staggering $5 trillion. China holds $1.07 trillion
in U.S. debt, which makes it the second largest foreign debtor at 15.5 percent,
behind only Japan at 18 percent. Another $2 trillion are Chinese listings in
U.S. stock exchanges. Foreign direct investment (FDI) from China accounted
for a much smaller share of U.S. FDI inflows, at $38 billion, far behind Japan
who is the largest foreign investor in the U.S. at $647.7 billion. The United
States is one of the largest sources for FDI in China, investing over $123.9
billion in 2020. The United States and China are also linked by a robust
education and talent pipeline: China is by far the largest source of interna-
tional students to the United States at 380,000 (the next highest is India at
190,000). There are over 2.5 million Chinese immigrants living and working
in the United States, around 10,000 American students in Chinaand as many
as 100,000 American expatriates that live and work in China.

The ability to “weaponize” asymmetrical interdependence to gain politi-
cal leverage is not as straightforward as it would initially appear. For example,
the United States runs a large trade deficit with China but this paradoxically
gives asymmetric leverage to the United States because China depends more
on U.S. markets than we rely on theirs. American tariffs on China were sup-
posed to work because China needs to sell more to the United States than the
United States needs China. In other words, they wouldn’t work if the United
States didn’t run a trade deficit with China.

Furthermore, the trade deficit is what contributes to an investment surplus
that reduces the cost of sovereign borrowing for the United States and makes
China one of the largest holders of U.S. debt. While China’s accumulation of
U.S. debt has also sparked anxiety about asymmetric interdependence in the
United States, the scholatly consensus is that this leverage is more theoretical
than practical.”® As one senior Chinese official put it, “U.S. Treasuries are the
safe haven. For everyone, including China, it is the only option...we know the
dollar is going to depreciate, so we hate you guys but there is nothing much

we can do.”"* So, China may enjoy asymmetrical advantage in debt, but it is
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because it is the largest holder of U.S. foreign exchange (dollars used to pay
for Chinese goods). This, in turn, gives the United States the asymmetrical
power to put more tariffs on China than China can retaliate back with. So
does asymmetric interdependence actually favor the U.S. or China in aggre-
gate? Both and neither.

The economic security dilemma is also playing out in the area of foreign di-
rect investment. The Chinese government has long been concerned about the
asymmetry created by foreign companies gaining market share in China and
reliance on foreign technology. Beijing has erected barriers for foreign busi-
nesses while adopting policies to encourage Chinese firms to invest abroad.
These industrial policies are at the heart of Washington’s justification for the
trade war. They, in turn, brought Chinese style obsession over national secu-
rity to the U.S. foreign investment screening process, resulting in the Foreign
Investment Risk Review Modernization Act of 2018 (FIRRMA). China re-

sponded by updating its own rules for national security review of foreign in-

vestment (9#%%&%%&%%7&%‘%) in 2020.

2.3 Sleepwalking towards Decoupling

Economic linkages between the United States and China are often asymmet-
rical when viewed individually, but it is not at all clear how such asymmetry
translates into coercive leverage overall. What is clear is that the wave of eco-
nomic nationalism unleashed by the trade war and Donald Trump’s “America
First” foreign policy threatens all economic ties with China, not just those
that create asymmetric vulnerabilities. This tragic slide towards decoupling
was not inevitable, but rather the product of a series of miscalculations by dif-
ferent actors in the United States and China.

What becomes clear in retrospect is that different actors in the leadup to
the trade war all came to sce tariffs as the means to achieve wildly different
ends. Donald Trump believed that tariffs could reduce the trade deficit and
bring back the jobs he promised to his supporters. Protectionists supported
tariffs because it shiclded their industries from Chinese competition while
punishing China for its unfair trade practices. Multinational businesses,
which benefited from trade with China did not share these goals, but they
saw tariffs as a convenient way to pressure Beijing to level the playing field in

their favor. While protectionists did not much care about how China might
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respond, Trump and the multinational advocates of tariffs expected China
to capitulate rather than jeopardize its profitable economic relationship
with the United States. But the result was a maximalist set of demands that
exceeded the economic pain of tariffs and Chinese leaders, overconfident in
their ability to outmaneuver Trump, saw retaliatory tariffs as preferable to
acquiescence. This mutual confidence led to bargaining failure and resulted
in the largest trade war in history, an economic war of attrition that contin-
ues to grind on today.

The following sections will review the strategic logic of U.S. tariffs as
well as China’s retaliatory tariffs. This will be followed by an analysis of the
short- and medium-term impact of these tariffs on the United States and
Chinese economies to determine whether they achieved the intended strate-

gic objectives.

Ill. Strategic Logic of U.S. Tariffs

The logic of section 301 tariffs suffers from muddled strategic thinking. Their
adoption by the Trump administration scemed to reflect the need to do some-
thing to address long-standing trade tensions with China despite unresolved
disagreements about the desired ends tariffs were supposed to bring about.
Tariffs raise costs for imported goods, thus their effects depend on which eco-
nomic actors end up shouldering these costs and whether they change their
future behavior in response.

If the net effect of these changes is beneficial to the United States, then
they can be considered strategic. However, a systematic review of their antici-
pated effects reveal that they are far from the miracle silver bullet for stra-
tegic competition with China that many policy-makers believe they are. The
Trump administration have, at different times, characterized tariffs as achiev-

ing strategic ends that sometimes contradict each other:

Punishment: Tariffs that function as payback against Chinese “economic
aggression” and undercut Chinese competitiveness. This logic was particu-
larly prominent in the initial two of four lists of U.S. tariffs, which targeted
$50 billion worth of products from industrial sectors that contribute to or

benefit from Made in China 2025.5 This logic assumes zero-sum competi-
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tion with China. For this logic to be true, the costs of U.S. tariffs are taxes
on Chinese exports paid by U.S. importers. If all exporters in China were
Chinese, the distributional impact of tariffs would be straightforward. They
should raise costs for all China-based producers creating goods for sale in the
U.S. market, making them relatively less competitive than U.S.-based pro-
ducers. But in a world of global value chains and MNCs, things get compli-
cated. In 2018 alone, over 40 percent of Chinese exports was conducted by
foreign companies. This means that a sizable number of U.S. and allied com-
panies are also hurt by tariffs. Additionally, U.S. firms that import Chinese
components also face higher costs, potentially becoming less competitive
relative to European and Asian competitors that can import Chinese com-
ponents more cheaply. It is not clear whether tariffs are really undercutting

Chinese or American competitiveness.

Leverage: Tariffs would push more companies to divest from China and re-
shore supply chains to the United States unless China makes difficult reforms.
This logic assumes cooperation with China is possible and that imposing some
costs on China will make it more willing to negotiate. The central assumption
of the leverage strategy is that tariffs will induce some MNCs important to
the Chinese economy to leave the country. But this assumes that MNCs will
leave China rather than simply pay the cost of tariffs. This does not appear to
be the case, especially for larger MNCs, which have the market power to pass
the cost of tariffs on to customers and a variety of means to avoid duties by ex-
ploiting loopholes in trade law. As a result, small and medium enterprises are
the most sensitive to tariffs and their pain doesn’t generate the kind of leverage
that would get China to engage in structural reforms.

Additionally, there’s some tension between using tariffs for punishment or
for leverage, since the former requires narrow targeting to avoid non-Chinese
companies while the latter requires imposing significant costs on foreign
MNCs. If punishment featured more prominently in the targeting of List
1 and 2 tariffs, the logic of leverage was more central to List 3 and 4 tariffs.
These later tariffs covered a much broader number of product lines and were
intended to increase pressure after China imposed retaliatory tariffs rather
than capitulating. This difference in intent is why thousands of U.S. compa-

nies have sued the Trump administration for List 3 and List 4A tariffs because
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of the expansion of tariffs for reasons untethered to the unfair Chinese prac-
tices it originally investigated and why the WTO has found the U.S. in breach
of trading rules.'¢

Protectionism: Tariffs shield domestic producers from foreign competition
and offer selective compensation of political supporters. This logic is driven by
domestic political considerations and has special resonance with Congress be-
cause it promises job creation. Politicians have historically imposed tariffs as a
means of curating political favor with local interest groups interested in “buy-
ing” protection through campaign contributions. The Trump administration
liked to tout the new revenues generated by tariffs and the jobs created in the
steel industry. Nevertheless, it spent more on compensating farmers who suf-
fered from Chinese retaliatory tariffs,”” and U.S. manufacturers as a whole
shed more jobs than gained them because of rising input costs.'®

This gap highlights the central problem with the siren song of protection-
ism: it creates a deadweight loss on the economy as a whole while benefiting
politically connected interest groups. This is why political economists have
long believed that the executive branch would oppose tariffs because it has
to consider the welfare of the nation as a whole while the legislative branch
would be inclined towards enacting more to satisfy their local constituents.
Additionally, the logic of protectionism likely undercuts punishment as well
as leverage because the targeting of tariffs could not be strategic if driven by

parochial domestic interests.

Structural deficit: Tariffs are a means to reduce the trade deficit with
China and reverse U.S. dependency on foreign debt. This logic seems to be
favored by former President Trump and USTR Lighthizer who see the trade
deficit as the U.S. trading future wealth (through borrowing) for short-term
consumption.” According to an account of trade negotiations, the Trump ad-
ministration refused a Chinese offer in March 2018 to head off the trade war
by reducing trade barriers and demanded instead that Beijing quickly cut its
$375 billion trade surplus with the United States by $100 billion.*

While it is true that the trade deficit leads to a financial account surplus,
which reduces the cost of U.S. foreign borrowing, it is unclear whether tar-

iffs will help reverse these structural imbalances. U.S. tariffs on China may
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reduce imports but they have also prompted retaliatory tariffs and raised the
cost of U.S. firms producing goods for export. Both will reduce U.S. exports.
Tariffs have also prompted some trade diversion to countries like Vietnam,
expanding the U.S. trade deficit with those countries. This means that tariffs
on China is unlikely to change the overall trade deficit. This is exactly what
we see empirically, the U.S. trade deficit grew to record levels in 2020 and
will reach new heights in 2021 despite high tariffs. The bilateral trade deficit
with China did shrink in 2019 but so did pressure to reduce the growing trade
deficit with Vietnam. A better way to address structural imbalances would be

to tax capital inflows and use the revenue to subsidize exports.

IV. Strategic Logic of Chinese Tariffs

In contrast to the muddled strategic logic of U.S. tariffs, Chinese retalia-
tory tariffs had the singular purpose of undermining political support for
the trade war in the United States and pressuring the Trump administra-
tion to rollback tariffs. Chinese tariffs were designed to maximize leverage
to force the United States to reverse its policy. This meant targeting products
produced in Republican-supporting counties, particularly those in closely
contested Congressional districts.”> Over the decade preceding the trade
war, China had become the largest importer of U.S. agricultural products.
These products tend to be produced in rural districts and states that favor the
Republican party and voted for Donald Trump. In response to U.S. tariffs,
China levied retaliatory tariffs on almost all U.S. agricultural products, such
as soybeans. Other retaliatory tariffs targeted industries such as automobile
manufacturing, iron and steel, and oil and gas extraction. In 2019, it even
went as far as to instruct its state-owned enterprises to halt all purchases of
U.S. agricultural goods.**

Researchers estimated that as many as 61 percent of jobs affected by retalia-
tory tariffs are in counties that voted for Donald Trump.?® Even so, whereas
the EU targeted its tariffs to minimize the harm to its own consumers, China
showed no such concern. Rather than acknowledging the underlying issues
raised by the USTR’s Section 301 Report, which had widespread support
in the U.S. business community, Chinese leaders turned the bombast of the

Trump administration to its own propagandistic ends by framing the trade
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war in nationalistic terms. According to Davis and Wei, leaders in Beijing
saw China as an equal to the United States and resented Washington’s pres-
sure tactics.”* This uncompromising approach played into nationalist narra-
tives about U.S. curbing Chinese development. Much of the Chinese com-
mentary in the lead up to the trade war also urged the government to “seck
peace through war” (LA H1°F) in the face of pressure from the Trump
administration. That is, China should be prepared to place retaliatory tariffs
on U.S. exports to counter Trump’s tactic of proposing high tariffs and then
negotiating exemptions one by one.” They perceived a gap between Trump’s
and the U.S. business community’s goals on trade as a source of leverage in
U.S.-China trade negotiations. Many Chinese analysts believed the U.S. busi-
ness community and their allies in Congress would put pressure the Trump
administration to stop the trade war from escalating. Thus, as this war of attri-
tion drags on towards a fourth year, both economies are hurt but nonetheless

have incentives to hold out until the other side gives in.
V. Short-term Impact: Economic Pain and Uncertainty

5.1 Tariff Impact on the United States

Economists estimate that tariffs have cost U.S. consumers and businesses who
buy imported goods $51 billion, or 0.27 percent of GDP.?* Even after account-
ing for tariff revenue and gains to domestic producers, the aggregate real in-
come loss was still $7.2 billion, roughly equivalent to the entire annual eco-
nomic output of a medium sized American city like Topeka, KS or Columbia,
MO. Additionally, American importers bore more than 90 percent of the cost
of U.S. tariffs”, putting lie to the claim that China will pay for them. This is
because most U.S. importers and could not find new suppliers in the short-run
and had lictle choice but to rely on Chinese suppliers. Instead, U.S. businesses
were forced to cut wages, slash jobs, and accept lower profit margins.

Higher tariffs were associated with a 1.4 percent decline in American
manufacturing, contrary to exaggerated claims about re-shoring. Trade fric-
tions have also dampened the valuation of listed companies that trade with
China and depressed investment in the United States because lower returns

to capital weaken incentives to invest.”® Chinese retaliatory tariffs have also
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taken a toll, particularly on Republican-leaning counties that export goods
to China. One study estimates that the trade war cost nearly 300,000 jobs
between 2018-2019.%

A significant portion of these higher costs have been passed on to retail-
ers and eventually to consumers in the form of inflation. Treasury Secretary
Janet Yellen has conceded that tariffs are inflationary.*” Though other factors
such as COVID disruptions and changing consumer demand also play a role
in inflation, 25 percent tariffs on Chinese goods act as a hidden sales tax that
contributes to rising prices in the United States.

5.2 Tariff Impact on China

Tariffs also took a toll on Chinese consumers and businesses. They did so by
reducing the volume of trade between the United States and China while in-
centivizing some countries to reallocate exports into the United States and
away from China.*

One study found that export-intensive areas of China with the largest U.S.
tariff shock saw a 2.5 percent reduction in income per capita between 2018
and 2019.* Another study found that Chinese firms that were more exposed
to American tariffs posted 3 percent fewer ads and hired fewer workers in the
months following tariff increases.

Vortherms and Zhang found that the trade war accelerated foreign firm
exit in China, but through elevating political risk more than the targeting of
tariffs.?® Their research reveals that multinationals left China at a rate of 11.4
percent in 2019 compared to an average of 7.1 percent prior to the outbreak
of the trade war. The firms that exit are more likely to be smaller and newer
to China and not concentrated in manufacturing or information technology
that were targeted by tariffs.

Additionally, Chinese consumer prices nearly doubled in the wake of its
imposition of retaliatory tariffs from 1.56 percent in 2017 to 2.9 percent in
2019. Prices for popular commodities such as pork more than doubled, a sig-
nificant enough increase to convince the government to exempt American

pork and soybeans (used in animal feed) from tariffs.**

5.3 Short-Term Net Assessment
Despite the economic toll on both economies, tariffs have achieved few of
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the strategic ends articulated by the Trump administration. They have im-
posed some costs on Chinese manufacturers yet perhaps more importantly,
also have on U.S. manufacturers. Given the evidence of near complete pass
through, it is hard to argue that the total economic costs are borne dispro-
portionately by Chinese companies. This makes tariffs hard to justify as an
instrument of punishment.

Setting aside the fact that the trade deficit is a flawed measure, tariffs only
managed to reduce the trade deficit with China slightly in 2019 before surg-
ing to a new record in 2020. Though it is hard to disentangle the roles played
by tariffs and by the pandemic in these figures, the undisputed fact is that
U.S. tariffs have led to trade diversion from China to countries like Vietnam.
The U.S. trade deficit with Vietnam grew alarmingly enough that the Trump
administration labeled it a currency manipulator in 2020, hardly a success if
deficit reduction was the original goal.

Tariffs have also yielded very limited political leverage for either side. U.S.
companies aren’t divesting from China as much as U.S. policymakers would
like — or pushing back against tariffs as much as Chinese policymakers had
hoped.® This is because the United States and China are both large domestic
markets, so even though the scale of the trade war is immense, the impact
on the daily lives of consumers is muted and distant. The rhetoric used by
their governments to justify tariffs remain popular with nationalists in both
countries, explaining why popular pressure to roll back tariffs have failed to
materialize. However, this armed stalemate nonetheless favors Beijing more
than Washington because it has given Xi Jinping a freer hand to pursue the
same kind of technological self-reliance policies that tariffs were supposed to

put an end to.

VI. Medium-term Impact: The Rich Get Richer

Defenders of tariffs might dismiss their high costs and limited success thus far
to argue that their strategic benefits will take time to materialize. This sounds
like the kind of wishful thinking used to justify the lack of strategy in other
wars of attrition such as the ones in Vietnam and Afghanistan. It also leaves
unchallenged the faulty logic of economic nationalism that gave rise to the

trade war in the first place.
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Tariffs harm those who can least afford it while benefiting those indus-
tries that least need it. Research by Zhang and Vortherms have found that
larger and older multinationals are less likely to close their China operations
compared to smaller firms during the trade war.*® This is why only 4 percent
of AmCham China members, who tend to be large multinationals, consid-
ered moving out of China in 2019.”” A similar survey by AmCham Shanghai
in 2021 show five-year optimism rebounding, finding that only 1.6 percent
of companies plan to move production out of China in the next three years
and none planning on relocating production back to the United States.?®
China continues to attract record volumes of foreign direct investment, de-
spite trade tensions and pandemic disruptions. These figures do not suggest
that tariffs will produce a sudden change of heart in global business lead-
ers in the future. In fact, foreign multinationals have been cooling on China
even before the trade war and have been diversifying their supply chains.
They remain in China not because they don’t know better but because they
are taking a calculated risk to serve China’s growing domestic market. These
large multinationals also have sophisticated ways to evade or recover tariffs.
Instead, tariffs are having an impact on small and medium enterprises in

both the United States and China.

6.1 Small and Medium Enterprises are the biggest losers

Neither the United States or China are likely to win from the persistence of tar-
iffs, but the biggest losers will be small and medium enterprises in both coun-
tries. These smaller, less productive firms account for a large share of the busi-
nesses engaged in trade but a small volume of trade itself. They lack the capacity
to find alternative suppliers or hire expensive lobbyists during the trade war.
Unlike larger competitors, they also do not have the leverage to pass these costs
on to customers or the resources to mitigate them. In other words, even though
tariffs affect firms of all sizes, the firm-level capacity to deal with them varies
greatly. The most profound effect of tariffs on the medium rung is likely to be
within and across countries. For example, aiming to reduce the U.S.-China
trade deficit with tariffs ignores the possibility of a larger Chinese firm mov-
ing operations to Vietnam through investment and continuing to ship to the
United States, while a smaller Chinese firm goes out of business. At the same

time, a major U.S. retailer will leverage its supply chains to replace or use its mar-
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ket power to pressure Chinese suppliers to eat the cost of tariffs, while a minor
U.S. retailer that lacks market power will likely go out of business. Neither the
United States or China win here, in both countries it is only the bigger and more
global firms that get stronger while smaller ones go out of business.

The popular backlash to trade with China was fueled by a frustration
that “Wall Street” benefited more from the relationship than “Main Street.”
It would be ironic if the smaller firms on main street lose out twice, first by
being slow to enter the China market and again by being slow to adjust to
the harsher economic realities of tariffs. Furthermore, the creation of byzan-
tine tariff exclusion processes, while effective as a political pressure valve, only
exacerbates this problem. Since the introduction of section 301 tariffs, the
number and amount of money spent lobbying the USTR have increased sig-
nificantly. The tariff exclusion process has made lobbyists and their big money

clients richer while disadvantaging small businesses.”

6.2 Towards a Trade Policy for the Middle Class

Framing the trade war in terms of economic nationalism conceals the true dis-
tributional consequences of tariffs. Policy makers in both countries would do
well to remember that the winners and losers from trade are often distributed
within national borders rather than across them. Rather than letting trade
policy be set by a vocal minority who are losers from free trade, the United
States should embrace a positive-sum view of trade policy and look out for the
aggregate welfare of their respective nations.

A more productive approach would see foreign economic policy as an
extension of domestic policy rather than the other way around. Over three-
quarters of U.S. managers interviewed in a national survey say that their com-
pany has been harmed by tariffs and only 16 percent say that they have been
helped.* In the same survey, 69 percent of managers say that suppliers have
raised prices over the past year as a result of the trade war. Instead of asking
Americans to endure tariffs because of some vague notion of economic com-
petition with China, the United States should assess whether tariffs working
for the majority of Americans. This approach has several advantages.

First, it would lower prices for businesses and consumers in the face of rising
inﬂationary pressure. The majority or products covered by section 301 tariffs,

from medical devices to mattresses to furniture, are not vital to “strategic com-
g
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petition” with China. Furthermore, tariffs are a greater burden on those with
lower disposable incomes. Reducing or eliminating tariffs should make many
household essentials more affordable for less afluent American households.

Second, it would resonate with a bipartisan desire to make trade work for
the middle class. The Biden administration sees the acceleration of corporate
consolidation as stifling competition and driving up consumer prices. Tariffs
and the tariff exclusion process disproportionate hurt small and medium en-
terprises that are the backbone of the American middle class.

Third, the trade war reveals that well intentioned government policies to re-
direct economic flows do not work as intended. This is because businesses are
the primary decision makers in trade and they do not always respond to govern-
ment policies in ways that policymakers intend. U.S. businesses trade with or
invest in China not because they are foolish or shortsighted but because makes
economic sense to operate there, they have not responded to U.S. tariffs by aban-
doning China. They also know the risks of operating in China more clearly than
policymakers and they should be consulted in crafting foreign policy.

Finally, a bottom-up foreign policy that did not begin with the assump-
tion of zero-sum competition might actually get more done. Politics is the
art of compromise. It is easier to agree to disagree on some issues in order
to make progress on others such as intellectual property or corporate taxa-
tion than to frame compromise as point scoring in some geopolitical con-
test with China. While this makes trade policy more dramatic, such a frame
makes actual problem solving harder. The United States and China have
intractable national security concerns with each other but they still stand
to gain from cooperation on a host of mundane policies that benefit their

interdependent economy.

VII. Conclusion and Recommendations

The U.S.-China Trade War and the widening strategic competition between the
two countries are about more than tariffs. But this analysis of how the muddled
strategic logic tariffs failed to deliver a good outcome for the United States is
a cautionary tale against an all of nothing approach to strategic competition.
Tariffs were not a panacea for all the economic challenges facing the United

States and righting all the wrongs that China is accused of.
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The United States should recognize the economic costs and strategic trade-
offs associated with using section 301 tariffs. Research suggests that tariffs are
not doing as much as policymakers seem to think in forcing MNCs to choose
between the United States and China, nor have they produced the desired mac-
roeconomic outcomes such as deficit reduction. But they have been hugely dis-
ruptive and are having a significant distributional impact among the MNCs
that operate across the two countries. Tariffs are thus not helping win the com-
petition with China but rather inadvertently creating winners and losers among
U.S. businesses that operate in China, with smaller and newer firms losing to
larger conglomerates. A trade policy for the middle class is not well served by a
regressive tax that passes on the costs of tariffs to those who could least afford it.

Rolling back tariffs does not mean capitulating to China but a change in
U.S. tactics. The United States must also reframe the characterization of tar-
iffs as not “tough on China” but bad for the American economy. The Biden
administration inherited Trump framing based on flawed economic analysis
and mischaracterization of the policy to voters. Indeed, it is remarkable how
fast the Belt Way consensus shifted from favoring free trade to favoring tariffs.
The lack of leverage may dispel the notion that tariffs are a smart way to com-
pete with China. Rising consumer prices and supply shortages might offer a
politically opportune time to reframe the narrative around tariffs.

The United States has at its disposal an array of alternative tools* besides
tariffs for economic competition with China that may result in less collateral
damage on the U.S. economy. Tariffs are a weapon of economic statecraft. But
a weapon that is difficult to target and prone harm one’s own side is not a very
effective one. Any form of economic coercion is a double-edged sword: these
tools tend to inflict collateral damage on one’s own economy while hurting that
of the target, but tariffs are the bluntest weapon of all. U.S. efforts to increase
investment in science and technology, to strengthen foreign investment screen-
ing, and to add companies with links to the Chinese military to the entities list,
all serve strategic competition much more so than tariffs. The United States can
continue to safeguard its security interests by investing in its military readiness
and working with allies to deter Chinese aggression. It must ignore the siren
song of protectionism and remain open to the global inflows of trade, invest-
ment, and talent that are at the heart of American competitiveness. Finally, tax-

ing multinational profits or providing subsidies to strategic sectors would both
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more directly incentive firm behavior than tariffs. However, the politics of pick-
ing which sectors or technologies are strategic and how much to tax MNCs will
be bitterly contested in a polarized domestic political arena.

The trade war has made the United States more like China than policy mak-
ers may realize, and not always in a good way. Washington has followed Beijing
in treating trade and investment as national security vulnerabilities that need
to be actively managed. U.S. policymakers are increasingly attracted to the idea
of industrial policy. Having long complained about China’s manipulation of its
economy, the United States demanded that it manipulate trade flows to reduce
the bilateral trade deficit in the Phase One Trade Deal. Two years later, China is
dramatically short of its purchase commitments because even Chinese officials
lacked the ability to bend market forces during a global pandemic. China has
also become more like the United States, abandoning its practice of keeping a
low profile while striving for achievement in favor of a more openly confronta-
tional foreign policy. This is a recipe for disaster for the world economy.

Leaders in both countries should reflect on the fact that China has gained
ground on the United States economically, not by declaring itself to be economic
competitors with the United States, but by simultancously welcoming trade and
investment with the world and working tirelessly to give its firms market advan-
tage. Opening and reform lifted China out of poverty not through central plan-
ning but rather by allowing for local experimentation, not by treating economic
development as a means to some geopolitical end, but as an end in itself. Today,
both the United States and China face daunting social and economic challenges
athome. The least their leaders can do is to make sure that strategic competition,
and the accompanying temptation to weaponize economic interdependencies,

do not exacerbate these domestic challenges.

The views expressed are the author’s alone, and do not represent the views of the
U.S. Government or the Wilson Center.
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The Decline of Engagement
and the Impacts of U.S.-China

Competition

From President Nixon’s outreach to China in the 1970s to the Obama ad-
ministration, U.S. policy predominantly favored engagement with Beijing
in the belief that sustained ties would moderate China’s behavior over time.
However, with the Trump administration’s elevation of “great power competi-
tion” and President Xi Jinping’s increasing assertiveness and authoritarianism,
many policymakers in Washington now identify Beijing as a strategic com-
petitor for the foreseeable future.

This profound rethinking towards China raises a number of important
questions about the future of U.S.-China relations and the wider interna-
tional order. What explains this shift in views? Does competition mean there
is no room for cooperation? What kinds of impacts will this have on issues
where the United States and China share mutual interests, such as pandemic
response? Can China’s social and political system compete with the attractive-

ness of American soft power?

This chapter explores these issues and more,
featuring essays from the following fellows:

David J. Bulman, ““Common Prosperity’ and China’s State Capitalist
Welfare State: Implications for U.S. Policy”

Dimitar Gueorguiev, “Understanding Hawkishness in Chinese Public
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David M. McCourt, “Knowing the PRC: America’s China Watchers be-
tween Engagement and Strategic Competition”

Deborah Seligsohn, “The Key Role of Multilateral Coordination in the
U.S.-China Health Relationship”
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Abstract

China and the United States will increasingly compete over socioeconomic
models, with major implications for the development of world order in the 21st
century. An underappreciated aspect of this competition revolves around the
ways that economic models ensure suitable levels of equality as well as growth.
The Communist Party of China (CPC) has indicated its intentions to develop
its own approach to the public financing of a welfare state. Specifically, the
CPC has advocated a common prosperity agenda based on redistribution to
address deep-rooted challenges of inequality, financed by a stronger state sec-
tor that contributes more to transfers and redistribution, creatinga “state capi-
talist welfare state.” If successful, this model could help put China on a path
towards sustainable economic growth. The CPC believes that this version of
“socialism with Chinese characteristics” will resonate abroad and improve
China’s soft power. If successful, this policy direction has major implications
for the Chinese economy as well as the attractiveness of the China model. This
chapter discusses China’s vision, current implementation, and related implica-

tions for U.S. policy.

Implications and Key Takeaways

Do not make policy based on assumptions of China’s ecconomic failure.
Demography is not destiny, and U.S. policy should not be based on an

assumption of future U.S. dominance.

Pressuring market reform in China via bilateral trade and investment
policy will become increasingly ineffective. Multilateral trade
inducements have proved more effective in the past. If the United States
seeks to shape Chinese economic reform and engage fairly with China
in the global trading system, it should engage with partners on WTO
reform and negotiate entry into CPTPP.

The State Department should take China’s soft power challenge seriously

and seek to better understand public opinion abroad. Do not assume U.S.

soft power superiority.
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The United States should continue to use the DFC and USAID to
compete with BRI, but propaganda to undermine China’s investments
is ineffective. Instead, the United State should promote its own shared
prosperity language abroad. The United States has a more equitable
economic model than China does today, and rather than opposing
China, working together with China, especially through international
organizations, allows the United States to highlight confidence in its

economic model advantages.

U.S. policymakers should not assume continued domestic support for
policies perceived as furthering decoupling or economic containment
of China. These policies are economically costly and difficult to reverse

when public opinion shifts.

The United States should fund further public education on China,
including language and area studies. Congress should provide additional
funding to the Department of Education’s Title VI and FulbrightHays
programs, and the Biden administration should revive the Fulbright-
China program.
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Introduction

Since the Fifth Plenum of the 19th Central Committee of the Communist
Party of China (CPC) in October 2020, the CPC and General Secretary Xi
Jinping have increasingly emphasized “common prosperity” (H:[F] & #4). In
2021, “common prosperity” became a core political slogan, with Xi using the
term in his speeches at least 65 times.! According to Xi, common prosperity
secks to address inequality: “We must not allow the gap between the rich and
the poor to grow wider, the poor getting poorer and the rich getting richer,
and an insurmountable gap between the rich and the poor must not appear.”
To do so, the common prosperity agenda calls for using taxes and fiscal trans-
fers to support low income populations, expanding the middle class through
salary increases, tax deductions for small and medium size enterprises (SMEs),
reforming the houschold registration system, training new skilled workers,
improving social protection and education, and cracking down on “illegal”
high incomes.

Yet concrete policies to achieve common prosperity goals remain vague, al-
lowing for wide variance in external interpretation of the CPC’s actual ambi-
tions. Economically, China in recent years has experienced a strengthening
of the state sector, expansive industrial policies, and a freezing or reversal of
many market reforms. Politically, the CPC has centralized power, taken over
government functions, and become increasingly repressive. Understandably,
then, many observers interpret “common prosperity” as another mechanism
for CPC control over the economy, particularly the private sector, pointing
to the recent regulatory anti-trust crackdown on large technology companies
and the promotion of “tertiary distribution” (5% — /X4 liC), a euphemism for
semi-coerced private sector charitable donations.* This interpretation sees the
redistributive aspects of common prosperity as mere rhetoric, perhaps justi-
fiably given China’s persistently high levels of multi-dimensional and multi-
scalar inequality.

The interpretation of common prosperity through the lenses of party con-
trol and private sector suppression has been prominent in Washington, DC,
policy-making circles. Over the past year, in neatly two dozen formal inter-
views and informal discussions with Biden and Trump administration of
ficials at the State Department, National Security Council, Department of

Defense, and Department of Commerce, not a single official took seriously
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the possibility that “common prosperity” would effectively achieve China’s
stated economic redistributive goals. Policy planning documents, includ-
ing but not limited to the Biden administration’s Interim National Security
Strategy’ and the Trump State Department’s “The Elements of the China
Challenge,” similarly do not take seriously Xi’s redistributive socialist rheto-
ric. Instead, these officials and these planning documents see common pros-
perity through the same prisms of Xi’s centralization of party power and ideo-
logical straitjacketing,

These interpretations may well be correct—indeed, CPC rhetoric fre-
quently serves political and propaganda purposes—but this paper argues
that it is important to take the CPC’s own language seriously and consider
the consequences if the common prosperity agenda achieves its stated goals.
Common prosperity is the CPC solution to the “principal contradiction”
in modern China between “unbalanced and inadequate development and
the people’s ever-growing needs for a better life.”” It is a long-term economic
project that seeks to address persistent and deep-rooted economic challenges
with inequality and domestic imbalances in order to enable China to become
a high-income economy. It is also a project that requires significant increases
in public expenditure, and the CPC has made clear over the past several years,
prior to the recent “common prosperity” propaganda push, that it intends to
fund increased social expenditure, social insurance, and income redistribu-
tion, not through a modern taxation system, but through state-owned enter-
prise (SOE) share transfers and dividends. The use of state asset ownership
in a predominantly market economy to develop a non-tax-based redistribu-
tive welfare system—what this paper calls a “state capitalist welfare state”
(SCWS)—has important implications for China’s future economic develop-
ment. It necessitates a larger and more profitable state sector, helping to ex-
plain the trajectory of SOE reforms, but also makes China’s future growth
trajectory more sustainable.

Common prosperity and SCWS also have important implications for the
global attractiveness of the “China model” and thus U.S.-China competition.
Since Xi’s 19th Party Congress speech there has been more explicit CPC at-
tention to developing and exporting a “China solution” (H'[EJ752). As the
theorist Jiang Shigong notes, having adopted Western lessons, Xi’s CPC is

now seeking to define an alternative socialism with “Chinese characteristics”
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whose export can serve as a global public good.® A key part of this global influ-
ence agenda is promoting CPC efforts to “build a socialism that is superior
to capitalism” (XA T SCEAPUBAERT# 232 302 Successtul
SCWS development would make China more attractive, not only to develop-
ing economies, but also to middle- and even high-income economies strug-
gling with similar questions related to the efficiency-equality tradeoff.
Implementing the common prosperity agenda remains difficult and un-
certain, and as discussed in the conclusion, common prosperity may prove to
be no more than a tactical propaganda campaign. Yet more progress has been
made at addressing poverty and inequality through the use of state assets than
has been broadly appreciated. By interpreting “common prosperity” only from
the perspective of party dominance, U.S. policymakers risk underestimating
the possibility that the emerging SCWS system could bolster China’s eco-
nomic resilience while also setting China up as a true soft power competitor.
Taking these developments seriously would necessitate a different balance of

global hard and soft power investments by the United States.

Common Prosperity’s Economic Rationale

Multi-dimensional inequality increasingly undermines China’s economic
prospects, and common prosperity can be interpreted as a response to this
challenge. After four decades of nearly double-digit economic growth, China
has become an upper middle income country with the world’s second larg-
est economy. Yet structural and demographic changes have led to decreasing
returns to capital and slower economic growth while exacerbating inequal-
ity and pressuring fragmented and underfunded social security and welfare
systems. China’s high levels of inequality have increasingly become a barrier
to future growth. On the one hand, inequality and persistent poverty under-
mine human capital development and thus prevent the work force productiv-
ity gains that become increasingly essential as China’s population ages and the
workforce shrinks. Additionally, inequality undermines domestic consump-
tion and rebalancing, forcing China to continue to rely on debt-financed in-
vestment with decreasing returns. In this sense, inequality-related challenges
may undermine party Iegitimacy even if they do not cause social unrest as

often perceived.”’ In publicly explaining the common prosperity agenda, Xi
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himself has argued that the Soviet Union’s collapse was due to its lack of atten-
tion to the people."

In terms of human capital development, health and education shortcom-
ings for rural and migrant youth—driven by broader regional and urban-rural
income inequality—threaten to undermine the productivity of China’s future
workforce. Nearly 90 percent of the rural labor force lacks a high school educa-
tion; rural children suffer disproportionately from anemia (25 percent of rural
youth) and intestinal worms (40 percent of rural youth); and half of all rural
infants are cognitively delayed and thus unlikely to reach an adule IQ of 90.!
Based on global comparisons of educational attainment, Hongbin Li and co-
authors estimate that China’s rural/migrant education gap will push China’s
annual GDP growth down to a maximum of 3 percent, and likely much low-
er.”® Improving rural and migrant health and education outcomes to address
this deep challenge to future growth requires considerable additional public
financing and fiscal transfer mechanisms. The poverty alleviation push under
Xi should be seen in this context, as should the more recent focus on rural
revitalization. Although in the 1980s and 1990s, China relied on a “trickle-
down regional economic development strategy,” since 2013 China’s “precision
poverty alleviation” (}5 ¥4k ) strategy targeting poor households rather
than poor villages has increasingly relied on targeted interventions financed
by fiscal transfers.!*

Common prosperity also seeks to address China’s imbalanced economy to
enable domestic demand to become a sustainable source of growth. China’s
consumption share of GDP remains only 54 percent in 2020, and the CPC
has raised “rebalancing” concerns since at least Wen Jiabao’s “Four ‘Uns™
speech in 2007. Although the economy has still grown rapidly over the past
15 years, productivity has shrunk and become a drag on growth over this pe-
riod; growth itself has only been sustained by high levels of debt-fueled in-
vestment which the CPC acknowledges are unsustainable. But inequality
with minimal redistribution undermines efforts to rebalance the economy
towards consumption. Population aging adds to this difficulty, as the current
pension system cannot support high levels of retiree consumption, a challenge
that will become more problematic as China’s old-age to working-age popula-
tion ratio rises from 18.5 percent in 2020 to 58.3 percent in 2060, exceeding
OECD levels.'
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China’s high levels of inequality and aging are extreme, but today’s high in-
come countries all faced similar pressures to address these two trends through
greater public expenditure and redistribution, even if the degree to which they
did so differed. No resource-scarce country with such high levels of inequality
has ever made the transition to high income."” Economic growth alone can-
not solve current entrenched inequality in China; instead, the state will have
to play a greater role through growing expenditure. On average, as a share of
GDP, OECD countries spend 2.6 times more on health, 1.4 times more on
education, 1.9 times more on social protection, and 1.4 times more on general
public services; a combined 15 percent of GDP more on these four catego-
ries.'® Yet despite assertions of a “socialist” market economy, China’s overall
public financial system remains regressive on net.

The CPC recognizes the challenges this poses for China’s high income
transition and the need for a greater state role. Overall, the past two decades
have seen a remarkable increase in social expenditure. Despite attention to
state-financed R&D and growing defense spending, these budgetary catego-
ries have stayed constant or declined as a share of total expenditure.” Rather, a
growing share of expenditure has been taken by social expenditure. According
to IMF data, functional government spending on education, health, housing
and community amenities, and social protection rose from 5 percent of GDP
in 2005 to 17 percent in 2018.%° Poverty alleviation funds from the central
budget skyrocketed, doubling between 2012 and 2018 and reached 146 bil-
lion RMB (20.6 billion USD) in 2020. On the surface, on the back of this
growing expenditure and assistance, China in the Xi Jinping era has success-
fully addressed many challenges related to demographics and distribution.
The Gini coeflicient has peaked, extreme poverty by the CPC’s own definition
has been eradicated, rural-urban gaps have shrunk, and wage-based inequality
has declined.”!

But the common prosperity agenda recognizes that considerably more so-
cial expenditure is necessary to achieve China’s economic goals. Despite peak-
ing, inequality remains persistently high across multiple dimensions. And de-
spite assertions that China eliminated poverty in 2020, the CPC continues to
focus on China’s poor; Premier Li Keqiang famously noted that 600 million
Chinese continue to live on less than 1000 RMB per month. The common

prosperity agenda, focused on increased taxes and fiscal transfers to support
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low income populations and improving social protection and education, re-
quires significantly greater fiscal expenditure.

Social security provides the starkest example. China’s existing pension sys-
tem does little to address old-age poverty and actually exacerbates inequality.
At a simplified level, two components comprise the public pension system:
employment-based pension systems for urban formal workers and a social
pension system for rural and informal urban residents. The urban employ-
ment-based pension system, covering less than 30 percent of the current work-
ing-age population, is relatively generous but increasingly underfunded; the
social pension system has expanded rapidly over the past decade, but remains
extremely limited in terms of benefits. This dual approach leads to consider-
able inequality given that social pension annual benefits are only ~2 percent
of GDP per capita, 25 times lower than public unit pensions at 50 percent of
GDP per capita. And employment-based pensions themselves are highly re-
gressive, with bottom quartile recipients receiving only 2 percent of those in
the top quartile.”

The multi-pronged pension system that China has developed and im-
plemented is laudable in terms of its rapid expansion of coverage, but the
generosity of benefits remains extremely low for rural and informal urban
residents, and the current system is already financially unsustainable. Even
without increasing benefits, population aging will drive the system to insol-
vency. If China hopes to increase social pension generosity, this insolvency
will come much sooner. Even with no increase in generosity, population
aging will result in spending increase from under 4 percent of GDP to over
10 percent of GDP from 2015-2050. And contributions will only reach
2.8 percent of GDP, leaving a gap of 7.3 percent of GDP.** A widely dis-
cussed 2019 report released by the Chinese Academy of Social Sciences and
the Ministry of Human Resources and Social Security’s National Council
for Social Security Fund forecast that the pension balance would become
negative by 2028, and reserves would dry up by 2035, with payment short-
falls accumulating to 11 trillion RMB by 2050.% Today, pension benefits al-
ready exceed revenues in many provinces. And these shortfalls refer only to
the formal urban system. All of these estimates assume that social pension
expenditure remains miniscule. Nearly 40 percent of the working age pop-

ulation contributes to the social pension contributory system, with small
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government contributions, but the low generosity leads to low overall expen-
diture (0.3 percent of GDP in 2014). Raising social pension benefits to just
10 percent that of urban workers (from 2 percent today) would result in an
additional 3 percentage point of GDP gap in 2050; equalization of benefits
would yield a 41 percentage point gap.

The common prosperity agenda explicitly secks to address the shortcom-
ings of China’s existing social security system. In Xi’s words, China “still
needs to attach great importance to and make practical improvements on
the weak links of the system, as the principal contradiction in Chinese so-
ciety has evolved...Social security is the most imminent and realistic issue
the people care about.”?® In February 2021, Xi announced a far-reaching—
if vague—reform plan to broaden the range and strengthen the benefits of
the system, arguing that doing SO was imperative for state security (%‘Yﬁ
LFRHI K A]H).>” Alchough the reform plan was vague, it made clear that
system generosity and reach both had to expand, necessitating considerably
more public financing.

Pensions are just one piece of the common prosperity agenda, albeit one
of the most expensive and consequential. Health, education, housing, and
targeted poverty funds are all included in common prosperity rhetoric,
and all require significant increases in state expenditure that the state has
increasingly committed itself—rhetorically at least—to financing. China
hopes to avoid the fate of other communist countries that experienced eco-
nomic stagnation and service quality deterioration following periods of in-
creasing the generosity of social guarantees.?® But if the CPC truly envisions
tackling inequality and redistribution by reaching OECD-level fiscal expen-
diture norms, this will require over 15 percent of GDP in additional annual

fiscal expenditure.”’

Financing Common Prosperity: The Emerging
State Capitalist Welfare State

How will China finance this ambitious common prosperity agenda? It has
become increasingly clear that one way the CPC intends to achieve this goal
is by funding social expenditure and income redistribution not through a

modern taxation system, but through SOE profits via share transfers and
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dividends. The use of state asset ownership in a predominantly market econ-
omy to develop a non-tax-based redistributive welfare system—a “state capi-
talist welfare state” (SCWS)—has important implications.

Until relatively recently, China appeared to follow the playbook of other
successful high income economies by expanding broad-based taxation to
enable higher levels of social expenditure. As Zhu Rongji pushed through
massive SOE restructuring in the late 1990s, a basic welfare system emerged.
SOE restructuring paved the way for WTO entrance and a private-sector-
led economy. By the mid-2000s, private sector entry and creative destruc-
tion drove economic growth. A modern taxation system based on a value-
added tax (VAT), corporate income tax, and, to a lesser extent, progressive
personal income tax, financed rapidly expanding social, health, and educa-
tion expenditure. With regard to social security, international organiza-
tions promoted common global frameworks for social security development
through technical assistance, policy dialogues, and recommendations, many
of which China adopted.*

But SCWS as envisioned by the CPC marks an end to that convergence
and a return to an carlier model of SOE-based public finance. Yet this is not
the danwei-based iron rice bowl, but rather a more sophisticated and poten-
tially sustainable SOE-based public finance 2.0. China’s tax-based revenue has
already shrunk significantly in relative terms—from over 93 percent of rev-
enue in 2001 to less than 83 percent in 2019—while social expenditure con-
tinues to rise.”’ The CPC could have instead chosen to have a more progres-
sive income tax-based fiscal system to be more in line with advanced economy
trends, but China seems unlikely to move towards OECD levels of personal
income taxation.*

Instead, China has made clear its intentions to finance redistribution
through state asset transfers rather than broad-based taxation. The basic idea
is to boost SOE assets and profits and transfer these profits to state coffers. The
system itself is in part designed on James Meade’s idea of “social dividends.”*
The system also has clear echoes in the Singaporean model. Non-tax rev-
enue dependence for social welfare provision will depend on enhanced SOE
strength and profitability, and SCWS thus has two key and inseparable com-
ponents: SOE revitalization and SOE profit transfers.
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Revitalization and evolution of state capital

SCWS requires profitable state-owned enterprises. It is common to hear that
SOE reforms have reversed under Xi as the state has advanced while the pri-
vate sector retreats (/17 [&1R). Although partially true, this is an overly sim-
plistic interpretation. Rather, SOE reform has taken three broad directions
under Xi: 1) continued removal of purely state-controlled enterprises from
competitive industries along with efforts to strengthen the private sector in
these industries; 2) maintaining—and expanding—state ownership of strate-
gic and public-focused industries; and 3) increasing state investments in the
private sector as a tool of industrial policy and to bolster state profits, which
consequently obfuscates the private/state distinction.

The CPC has sought to exert heightened oversight and control over the
private sector in recent years, and, as discussed above, common prosperity is
often interpreted in these terms. Yet despite greater oversight and central con-
trol, the private sector continues to expand faster than the state sector and
continues to drive China’s investment, employment, growth, and exports.*
The number of SOEs in competitive sectors has continued to shrink, albeit at
a reduced pace. Premier Li Kegiang has personally led a campaign to reduce
red tape for private sector firms, and central regulators and the PBOC have
attempted to channel preferential tax and lending policies towards the pri-
vate sector to spur growth. Perhaps ironically, part of the turn to state-asset-
dependent financing modalities for common prosperity have arisen because
of efforts to cut private sector corporate income and labor taxes, which has
necessitated finding new revenue sources.

Yet two countervailing trends show that in other ways, the state sector has
indeed advanced. First, many sectors have been deemed strategic or public,
with SOEs expected to dominate these sectors and act as implementers of gov-
ernment policy. With little consistency over time, policy uncertainty has risen
over what constitutes a strategic or public sector. The most recent example
may be commercial housing. With Xi’s repeated assertion that “houses are for
living in, not for speculation,” along with the Evergrande debacle and broader
property sector corrections, SOE developers have become key players by tak-
ing over debt-laden but still viable commercial projects. State developers will
likely face pressure to build low-income affordable housing.*> SOEs will play

a stabilizing role in real estate markets, guaranteeing state profits while also
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ensuring that people have access to housing.*® This is a clear example of the
state advancing at the expense of the private sector, with common prosperity
goals and stability in mind.

The final SOE evolution under Xi relates to state investments. State capi-
tal has expanded far beyond majority purely state-owned firms: the “investor
state” has risen.”” When “mixed ownership” reforms were touted in 2013, they
were seen as a way to reinvigorate SOEs with private sector stakes and dyna-
mism. But actual implementation has more frequently meant state investments
in private firms. At times, this serves as a form of industrial policy, as with
the Ministry of Industry and Information Technology (MIIT) investments
in nearly 5000 emerging “little giants” since 2019.% But another key aspect is
increasing returns for state capital investment bodies, which have proliferated.
This trend accelerated during the pandemic-related economic downturn, with
floundering private sector firms secking state bailouts/investments.

In sum then, SOE evolution secks to combine private sector dynamism
with state control and state profitability. This is a tall order, and, as discussed
below, even if implemented “successfully” would still lead to considerable ef-
ficiency losses as compared to a market reform scenario. But the strategy has
succeeded in giving the state new levers of policy control as well providing a
new source of revenue: in 2021, SOE profits were higher than private sector

profits for the first time since 2008.

SOE asset transfers: the case of social security funds
Reform-era China has a relatively long—if until recently underwhelming—his-
tory of efforts to transfer state assets to support the public budget, social security
funds in particular. Efforts began in earnest in 2001 with measures to trans-
fer 10 percent of SOE initial public offering proceeds to the National Social
Security Fund.*” In 2007, central SOEs, which had been exempt from paying
dividends previously, began paying 10 percent dividends in profitable industries,
though strategic sector SOEs remained exempt. In 2011, top dividend rates in-
creased to 15 percent, a rate well below that facing most global SOEs.

Under Xi, asset and profit transfer efforts have become more ambitious,
particularly with regard to social security financing, an area with great financ-
ing needs. The Office of the National Working Commission on Aging esti-
mates that elderly care will consume 26 percent of GDP by 2050, up from 7
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percent in 2015.“ Any increase in social pension generosity—as envisioned by
common prosperity—will drive these figures considerably higher. But urban
employment pensions cannot simply be funded from greater contributions, as
contribution rates (at 28 percent of wages on average) are already well above
advanced (20 percent) and emerging market economy (15 percent) averages.
The system already has high minimum thresholds, and there is already consid-
erable evasion by small companies and those with high turnover.* And gradu-
ally raising retirement ages, as mooted in 2021, will simply be offset by rising
life expectancies, especially at the envisioned pace of change.

Consequently, in addition to expanding individual contributions, China
plans to reform its pension system by increasing share transfers from SOEs
to allow local and central governments access to SOE dividends to shore up
social security funds. The most recent and ambitious step is transferring state-
owned assets directly to social security funds. The policy began in Shandong
in 2015 with 18 companies picked to transfer 30 percent of their total capital
to the newly created provincial social security council (111 7 &4 # & PR i 2
é‘ﬁ%%%) Later more companies were added, but the transfer share was re-
duced to 10 percent.

Following Shandong, in November 2017 the State Council issued the
“Implementation Plan for the Transfer of Some State-owned Assets to Firm
up Social Security Funds” (RIVEE 43 A 0 AR 7 SEA T AR FE 4 St T R).
The Ministry of Finance in 2019 followed up with more specifics on transfer-
ring SOE shares to social security funds, pressuring reforms that had lagged
after the initial 2017 announcement. The transfer of financial and non-finan-
cial SOE shares proceeded rapidly after mid-2019. In 2019 alone, over 1 tril-
lion RMB of SOE shares were transferred to the fund.*? By January 2021, the
Ministry of Finance announced completion of the program, with 10 percent
of all 93 of the largest state owned companies transferred to the national pen-
sion fund, worth 1.7 trillion RMB.

Yet this 1.7 trillion RMB transfer only covers central firms, and is not
enough to fill expected pension gaps, which are themselves concentrated at
the sub-national level given China’s highly decentralized fiscal system. The
State Council made clear that provincial and sub-provincial SOEs should also
transfer shares. Implementation varies: although SOE share transfer were in-

tended to be completed by 2021 in all provinces, over half of China’s provinces
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have yet to set up a social security council and transfer shares.*> But assum-
ing these efforts continue, these transfers could make a considerable dent in
expected pension shortfalls. There are several unknowns regarding dividend
payout ratios (currently at 15 percent, much less than the 50-60 percent level
of US industrial firms)**; the share of assets transferred to social security funds
(currently 10 percent but originally envisioned at 30 percent); and future SOE
profits (currently 5 percent of GDP and rising). Reasonable estimates could
yield between 0.3 percent and 1.5 percent of GDP in additional revenue for
social security funds each year.

More broadly, increasing SOE profits and dividend payout ratios could
yield an additional 2-3 percent of GDP in revenue for general government
budgets across administrative levels, held in related State Capital Management
Budgets (FE[ A 7T ARG E FH). These funds would not be earmarked for any
specific purpose, but could help finance other aspects of the common prosper-

ity agenda.

Implications for U.S. Policy

Implementing the common prosperity and SCWS agenda is far from cer-
tain.” Challenges with firm capture, central-local relations, and elite politics
could all conspire to make the common prosperity reality far less than the
vision. Indeed, the reason that common prosperity in 2021 focused on anti-
trust regulation and tertiary distribution may be that these were low-hang-
ing fruits politically. But assuming that China successfully implements this
agenda, what are the implications? Below, I focus on three implications for

U.S. policy:

1. Economic competition. Common prosperity and SCWS imply a less
dynamic but potentially more sustainable growth trajectory, but also
militate against further market reforms. By boosting domestic demand
and enabling dual circulation and self-reliance, common prosperity and

SCWS make China more robust to external economic pressure.

2. Global soft power. Common prosperity and SCWS imply a potentially
workable version of market socialism that the CPC believes would
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resonate globally, boosting China’s soft power. Given growing global
discontent with inequality and capitalism, the CPC may not be
mistaken, despite soft power shortcomings stemming from China’s

authoritarianism.

3. Domestic support for China policy. The Beltway consensus spurring more
combative or “decoupling™type policies towards China, particularly
in the economic realm, is facilitated by growing anti-China sentiment
among the American public. Common prosperity and SCWS could
change American perceptions of China and reduce support for current

policy directions.

Implications for U.S.-China Economic Competition

Current DC perceptions of China’s economic prospects appear to fluctuate
between two extremes. One increasingly common view sees China’s cur-
rent demographic and debt challenges as insurmountable. From this vantage
point, concerns about competition with China are either overblown, or China
is a “peaking power” that is likely to become increasingly externally aggres-
sive before its relative power declines.*® In contrast, other U.S. policies cor-
respond with a view of China as an emerging techno-industrial superpower
whose state interventions will enable cutting-edge innovation and supply
chain dominance. From this latter perspective, the United States should seek
to contain China or decouple from China before it is too late.

Yet successfully implemented SCWS is likely to chart a middle path for
the Chinese economy. SCWS would help China overcome its demographic
and debt challenges, boosting domestic demand through redistribution and
improving human capital through increased education and health expendi-
tures. This will help China escape the middle income trap. It will also reduce
external dependence and make China more self-sufficient. China’s economy
would continue to grow, and per capita income would continue to converge.

But SCWS would also coincide with slowing growth in China. Beyond
short-term pandemic effects, China’s current economic slowdown can be arith-
metically explained by two factors: declining (total factor) productivity growth,
and the reversal of China’s demographic dividend. The key determinant of
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productivity decline has been capital misallocation that prevents the exit of un-
derperforming firms and the entry of productive firms.”” SCWS will not solve
this problem, and could exacerbate it. The extent of efficiency costs will depend
on broader SOE reforms. Moving towards a state investment system modeled
on Singapore’s Temasek would enable more efficiency than keeping SOEs dom-
inant in production itself. The bigger question is China’s far more numerous
local SOEs, many of which operate un-competitively within competitive, non-
strategic sectors; allowing these firms to close would boost overall productivity
and allow new entrants. SCWS would not depend on profits from these loss-
making firms and thus would not necessarily impact local government willing-
ness to shut them, yet as state capital bails out large state- and private-sector
local firms, closing these firms may become even more difficult.

In terms of overall growth, then, China, with a shrinking population and
continued support for “zombie” firms would experience slowing yet positive
growth. Although China has a market-based economy and is adapting its state
sector to fit—China is not becoming a command economy again—prospects
for further market reform and privatization are distant. China will double
down on industrial policy and state guidance. Because of the boost to domes-
tic demand and continued state control over key “strategic” sectors, as well as
continued industrial policy to shore up key technology sectors, China will be
more self-reliant and less susceptible to external pressure in the form of either
carrots or sticks. If SCWS succeeds, then, China would have slower growth
that is more balanced both internally and externally.

These growth trends have implications for U.S. policy. First, in contrast to
many existing discussions, U.S. policymakers should not design policies based
on assumptions of China’s economic failure. Demography is not destiny,
and U.S. policy should not be based on an assumption of future dominance.
Similarly, however, U.S. policymakers should not assume that China will rap-
idly become the world’s largest economy. Second, pressuring market reform in
China will become increasingly ineffective. Recent bilateral sticks, most no-
tably the trade war initiated in 2018, have proven ineffective, but multilateral
trade inducements have provided effective carrots for China’s reform in the
past. If the US secks to shape Chinese economic reform and engage fairly with
China in the global trading system, the windows for WTO reform and join-
ing CPTPP to incentivize change in China are closing,
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Implications for China’s Global Leadership and Soft Power

In the context of growing global discontent with inequality and capitalism,
SCWS—and the CPC’s explicit intentions to export this emerging brand
of market socialism—also has implications for U.S.-China soft power and
ideological competition. The development of a uniquely Chinese sustainable
welfare state will help shape the global attractiveness of a “China Model.”
Yet today, this aspect of global competition gets short shrift. Dominant per-
spectives in U.S. policymaking communities on the ideological nature of
U.S.-China ideological competition focus on political system competition.
According to one view, China does not pose an ideological challenge given
that China’s authoritarian/totalitarian state capitalism has few adherents.*
An alternative view takes the authoritarian challenge seriously, particularly
given the end of the “third wave of democratization” that has coincided with
China’s rise.” Edel and Shullman argue that the CCP is exporting authori-
tarianism “not through seminars on Marxist ideology...but through a broad
range of antidemocratic activities.”>

A contrasting view of the ideological competition from an economic per-
spective acknowledges that China has now begun to challenge U.S. domi-
nance as a potential socioeconomic system competitor, but sees this com-
petition through the lens of state control and technological capability, not
through the lens of soft power attractiveness. The threat focuses on industrial
policy and state ownership in a market economy, as well as China’s efforts
to export this model through global financing as part of the Belt and Road
Initiative. But there is a tendency to overstate the potential influence of the
“China model” when analyzed through these prisms of techno-industrial
policy and development finance. Although techno-industrial policy will help
shape U.S.-China competition, China’s approach is neither successful enough
nor original enough to pose a broader threat to the liberal economic order.

By focusing on the competitive challenge posed by China’s hard power and
not acknowledging the deeper goals—and potential socioeconomic effective-
ness—of Xi’s redistributive push, U.S. policymakers may underestimate the
soft power challenge posed by China’s rise. This economic ideology challenge
should be seen through the lens of rising global discontent with capitalism as

well as through China’s explicit promotion efforts. In terms of China’s promo-
tion efforts, SCWS is a key element of the “China Solution” that the CPC has
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promoted since the 19th Party Congress, and whose export the CPC believes
can serve as a global public good.> The idea of funding redistribution through
SOE shares has precursors in the West and in Singapore, and China’s efforts
are based on Western social science ideas, but the CPC believes its ideas will
resonate abroad.

China’s redistributive turn would likely find a receptive audience, coming
at a time when global perceptions of capitalism have never been so negative.
One Edelman survey in 28 countries finds that 56 percent of respondents
think capitalism as it exists today does more harm than good in the world,
and only 18 percent say the “system is working for me.”>* The world is increas-
ingly favorable towards socialist ideas; most country publics see redistributive
socialism as beneficial, even when they negatively associate socialism with as-
pects of social and political totalitarianism.”

Comparing large-scale rigorous time-series polling data in Latin America
(AmericasBarometer), Africa (Afrobarometer), and Asia (Asian Barometer)
yields several interesting and cross-regionally-consistent findings related to
the potential attractiveness of “Chinese socialism.”* As has widely been re-
ported, publics in most countries hold increasingly “unfavorable” opinions of
China, and much of this low opinion arises due to perceptions of China’s au-
thoritarianism. However, publics in Asia, Africa, and Latin America already
generally perceive Chinese influence as equal or more positive than U.S. in-
fluence. And today, although China is still not the top external “model” for
development, it comes second after the United States and has been closing the
gap. For instance, in the latest Afrobarometer (2019/2020), the China model
(23 percent) is second after the United States (32 percent).” In other words,
China is already more attractive than often perceived, despite China remain-
ing a relatively non-prosperous and unequal country.

There are also indications in the Barometers surveys that SCWS could
make the China model more attractive. The cross-regional polling data re-
veals both increasing redistributive preferences as well as growing correlations
between these redistributive preferences and support for the China model.
Controlling for individual country effects, all three regions exhibit a con-
sistent trend towards more support for redistribution, unsurprisingly given
the global shift towards pro-socialist attitudes and discontent with inequal-

ity. Moreover, respondents with greater redistributive preferences are already
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more likely to see the China model as desirable, despite China’s high levels
of economic and social inequality. In all three regions, there is a growing as-
sociation between left ideological preferences and support for the “China
model,” which also correlates with trust in China. A decade ago, in Asia at
least, concern with inequality predicted Jess support for the China model, but
this has reversed across regions, either as a result of discontent with “Western”
capitalism and its effects on inequality, or as a result of perceptions of greater
Chinese success confronting inequality.

In sum, Xi’s aspirations of re-establishing China as a global socialist
model may seem improbable given China’s high levels of inequality, but
left-leaning populations in the developing world already perceive China
favorably. If China successfully implements SCWS and common pros-
perity, China would become even more attractive, not only to developing
economies, but also to middle-income economies struggling with similar
questions related to the efficiency-equality tradeoff. This is much more of
a competitive soft power threat than authoritarianism itself, which detracts
greatly from China’s attractiveness.

In terms of policy recommendations, U.S. policymakers should take
China’s soft power challenge seriously and seck to better understand public
opinion abroad. One reason for the perceived lack of soft power resonance
regarding China may come from U.S. policymakers’ greater familiarity with
elite positions; socioeconomic elites in the developing world, as shown in the
Barometers surveys, tend to have much more negative opinions of China and
more favorable views of the US than general populaces.>

Additionally, U.S. policymakers and diplomats should improve U.S.
messaging abroad and promote America’s own shared prosperity language.
Currently, the State Department competes with China abroad through pro-
paganda efforts that aim to portray BRI and Chinese investment negatively.
This propaganda is ineffective. The United States has an equitable develop-
ment model and provides considerably more global aid than China, and U.S.
policymakers at the State Department and USAID, as well as through rep-
resentation at international organizations, should focus on these American
advantages. Rather than opposing China, working together with China, both
bilateral and through international organizations, allows the US to highlight
confidence in these advantages. This does not preclude highlighting China’s
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human rights violations and CPC authoritarianism. Indeed, the United States
has a major advantage arising from “moral asymmetry.” But that advantage is
squandered through inconsistency and conflating China’s positively-perceived

economic engagement abroad with CPC authoritarianism.

Implications for public support for U.S. policy towards China
Among the American public, attitudes towards China have hit unprecedented
lows.>® These negative attitudes give policymakers space to impose more con-
frontational policies on China, especially in the economic sphere; indeed,
conventional wisdom has it that being “soft” on China would be politically
disastrous for either party. Yet SCWS may affect American opinion on China
in unexpected ways, limiting policy choice.

Consistent with the global polling data cited above, inequality in America
has triggered growing discontent and rising support for redistribution across
ideological and party lines. Both liberals and conservatives now agree that in-
equality of income and opportunity have reached levels that undermine the
American economy.”’ And American support for socialism has grown, largely
driven by liberal youth, but also among conservatives,* likely because “social-
ism” now tends to activate ideas of government-led redistribution rather than
government ownership of the means of production.®!

But is there any reason to think that this evolving sentiment would af-
fect attitudes towards China and preferences regarding U.S. policy towards
China? To assess how the American public perceives China’s economic system
and whether “socialist/redistributive” developments in China would affect
perceptions of China as a threat, I commissioned a nationally-representative
survey of 1,016 Americans by Ipsos KnowledgePanel. Additionally, to com-
pare preferences between the public and the policymaking community, I ran
an identical survey for alumni of the Johns Hopkins School of Advanced
International Studies (SAIS). SAIS alumni predominantly work in govern-
ment or private/non-profit/think tank communities connected to interna-
tional affairs, with over 40 percent of 560 respondents having worked (or cur-
rently working) for the U.S. government.®

Analyzing and comparing these two surveys highlights stark differences be-
tween the foreign policy community and the American public, and highlights
ways in which SCWS development in China might make Americans less will-
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ing to support policies based on perceptions of China’s economic threat.® First,
in terms of how they perceive the Chinese economy, the American public is sig-
nificantly more likely to think of China as a command economy than the for-
eign policy community; and significantly more likely to think China’s growth
has been based on unfair trade, rather than market reforms or globalization.* In
terms of the perceived threat emanating from China’s economic rise, although
the two samples have no differences in overall favorability towards China, the
foreign policy community is much more likely to see the economic threat in
military terms, while the public is more likely to see the threat in terms of com-
petitiveness and American job loss. Relatedly, the public is much more likely to
see the primary goal of economic interactions with China as American job cre-
ation, whereas the foreign policy community would like to pursue political and
military goals using economic levers. Although the foreign policy community
strongly believes that political reform (democratization) in China would lessen
the threat from China, the public does not, instead expressing concern only
with the overall size of the Chinese economy.

Summarizing these findings, the public sees China as having a command
economy; thinks this leads to unfair trade; and sees the threat from China
as one to economic competitiveness of the United States, but does not worry
about the security risks surrounding economic integration. The foreign policy
community is more knowledgeable about China’s actual economic model but
sees economic interactions through security lenses. The public is less likely
to be concerned about ideology and much more likely to be concerned about
Chinese economic effects on American jobs.

Moving beyond baseline differences, the surveys sought to explore how
perceptions of economic redistribution in China affected the public’s policy
preferences. Controlling for baseline favorability towards China, perceptions
of trade effects, ideology, party, age, race, and gender in order to provide a bet-
ter indication of the pure effect of redistribution perceptions and perspectives,
respondents who (incorrectly) think that China hasa more generous safety net
than the United States have lower threat perceptions. Relatedly, respondents
who think China has a command economy are more supportive of contain-
ment policies, while those who think that China’s efforts to share prosperity
helped grow its economy are /ess likely to support containing China. In other

words, across ideological and demographic lines, perceiving China as having
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a more equal economy and less of a command economy leads to lower threat
perceptions and lower support for confrontational economic policy.

To further explore the potential effects of changes to China’s economic
model, I added experimental cues to each survey. In each survey, one-quarter
of respondents received a cue emphasizing bipartisan consensus on China’s
unfair trade practices (“unfair trade”); one-quarter received a cue emphasiz-
ing bipartisan critiques of China’s human rights practices, including the geno-
cide in Xinjiang (“Xinjiang genocide”); one-quarter received a cue highlight-
ing China’s goals and progress in fighting poverty and inequality (“common
prosperity”); and one-quarter received no cue (“control”). Following these
prompts, respondents were asked about threat perceptions regarding China
and policy preferences.

The results are striking. For the public, receiving the “common prosper-
ity” cue makes respondents considerably (nearly half a standard deviation) less
likely to see China as a threat. The “Xinjiang genocide” cue makes respon-
dents significantly more likely to see China as a threat, though the magnitude
of the effect is smaller. The unfair trade cue has no effect, possibly because this
information is already internalized by respondents. Looking at frame effects
on specific policy preferences, the “common prosperity” frame causes respon-
dents to be less supportive of decoupling and containment. Unexpectedly,
party and ideological leanings do not shape the impact of these frames; in-
stead, Republicans and Democrats both have lower threat perceptions after
hearing about China’s redistributive goals and poverty alleviation (though
their baseline threat perceptions differ significantly). These findings indicate
that perceptions of China’s redistributive socialism trigger lower levels of sup-
port for policies that are perceived to punish China economically, and they
imply that increased knowledge of China’s redistributive goals and common
prosperity agenda would decrease support for many current policies seen as
limiting bilateral economic interaction.

In terms of policy recommendations, it is important that U.S. policymak-
ers not assume continued support for policies that are perceived as attempting
to contain China economically or decouple from China. Today’s conditions
lead to support for these policies, but conditions are likely to change, while
these policies themselves can have more lasting consequences and become dif-

ficult to reverse.
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Additionally, greater public education about China is essential; the United
States should fund language training and study of China. The American pub-
lic is generally not very knowledgeable about China, as seen by the high share
who perceive China as continuing to have a command economy and the fact
that only 47 percent of respondents can identify Xi Jinping as China’s leader
from a list of names. On the one hand, therefore, China’s propaganda efforts
to highlight its common prosperity successes in the United States may be inef-
fective. Yet as China becomes more important globally, it is likely to have more
success touting its model abroad, including in the United States. Even during
the Mao years, CPC propaganda had a major effect on U.S. domestic politics,
where Mao found support among alienated minority groups, feminists, and
idealistic youth.®® And the survey results show that framing has a large in-
fluence on public policy preferences. Baseline knowledge of China, and even
being able to identify Xi Jinping as China’s leader, mitigates the impact of
the experimental cues. The more Americans know about actual conditions in
China, rather than propagandized stories from the CPC or fear-mongering
distortions by U.S. politicians secking political gain, the more rational public

policy preferences will become.

Conclusions

China and the United States will increasingly compete over socioeconomic
models, with major implications for the development of world order in the
21st century. An underappreciated aspect of this competition revolves around
the ways that economic models ensure suitable levels of public goods provi-
sion, insurance, and equality to enable continued growth. Since the global
financial crisis, Americans—and others around the world—have increasingly
questioned whether a liberal capitalist economic model meets these needs.
In China, the CPC has made a conscious decision to develop its own ap-
proach to the public financing of a welfare state. Specifically, the CPC has
advocated a common prosperity agenda based on redistribution to address
deep-rooted challenges of inequality, poverty, and aging. This agenda will be
in part financed by a stronger state sector that contributes more to transfers
and redistribution. If successful, this model could help put China on a path

towards sustainable economic growth. The CPC believes that this version of
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“socialism with Chinese characteristics” will resonate abroad and improve
China’s soft power. China’s success in this vision, still far from assured,
would make its economic model a true global competitor. Understanding
China’s vision—and its implementation to date—is thus a pressing research
challenge, as is gaining a better understanding of U.S. policymakers’ percep-
tions and potential responses.

At one level, the United States should welcome China’s development of
a more equitable economic model. But China’s illiberal system poses a deep
challenge to global liberalism and human rights. Ideally, the United States
could demonstrate its own liberal meritocratic capitalism solution to problems
of inequality, but conclusions that “we need to get our own house in order” are
generally unhelpful, even if true.

The analysis presented here points in three general directions for U.S. pol-
icy focused on bilateral economic competition and the role of U.S. pressure;
policy towards developing countries; and the framing of the “China chal-
lenge” domestically. Although specific policies are summarized above, let me

repeat the broad implications in these three areas:

1. The role of economic pressure, carrots, and sticks to achieve market
reforms and fair trade practices in China. The United States should
not make policy based on assumptions of China’s economic failure and
U.S. future dominance. Some argue that the United States should not
pressure market reforms in China because wasteful subsidies and state
intervention actually help limit Chinese economic growth and power.®

This is shortsighted. Instead, there is an urgency to pressure market

reforms now as opposed to waiting until it is too late. SCWS would

make China more self-reliant while also establishing a state-dominated
system at odds with American comparative advantage and free market
preferences. Efforts to make China bear the costs of state intervention
could lead to more viable approaches to state investment, competitive
neutrality, and a more stable global trading system. Pressuring market
reform in China bilaterally will become increasingly ineffective, but
multilateral trade inducements may still work. The United States should
therefore engage with partners on WTO reform and negotiate entry
into CPTPP.
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2. U.S.-China soft power competition in the developing world. U.S. soft
power competition with China, particulatly in developing countries, has
increasingly revolved around the economic impact of BRI investments and
foreign aid. U.S. policymakers should take China’s soft power challenge
seriously and seck to better understand public opinion abroad. And at the
UN, and even the World Bank, the United States has ceded ground to
China in terms of developmental and shared prosperity language. By all
means, the United States should use the DFC and USAID to compete
with BRI, but propaganda to undermine China’s investments is ineffective.
Competition over aid and investment makes the United States look
weak and makes aid look transactional. Instead, the United States should
promote our own shared prosperity language abroad. The United States
has a more equitable economic model than China does today, and rather
than opposing China, working together with China, both bilateral and
through international organizations, allows the United States to highlight

confidence in its economic model advantages.

3. Framing China policy domestically. The Cold War pitted communism
versus liberal capitalism, with “communism” equivalent to command
economy socialism combined with totalitarian governance. But in today’s
emerging cold war, markets have already won. American perceptions
of command economy totalitarianism are very negative, but when
confronted with redistributive socialism in China aimed at addressing
poverty and inequality, they become much less supportive of many
current policies towards China. U.S. policymakers should therefore not
assume continued support for policies that are perceived as furthering
“decoupling” or “containment.” Policymakers should also devote greater
effort to public education on China given that framing has a large

influence on public policy preferences.
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Abstract

As tensions and competition between the United States and China rise,
hawkish sentiments are gaining prominence in both countries. What do such
trends mean for future diplomacy and cooperation? In this report, I share
findings from recent surveys on Chinese public opinion concerning Sino-U.S.
relations. The surveys show that hawkishness, which I define as strategic pes-
simism towards cooperation, is correlated but distinct from widely used at-
titudinal measures of favorability. The survey data also suggests that Chinese
respondents are less emotional in their positions than what we see on the
Chinese internet and media reporting. Furthermore, the surveys reveal that
hawkishness in the Chinese public is more a reflection of internal factors than
a reaction to external pressure. Overall, the survey results suggest a relatively
coherent and cautiously optimistic Chinese public that sees options for diplo-

macy even as greater competition and rivalry seem inevitable.

Implications and Key Takeaways

Hawkishness is distinct from favorability and the two concepts should not
be treated interchangeably. It is possible for U.S. policymakers to influence
Chinese public opinion with a focus on maintaining optimism about

the future rather than worrying about whether positions will be viewed
positively or not. For instance, holding out the possibility for mutually
beneficial engagement for the future while simultancously pushing back on

Chinese economic opportunism in the present is a viable policy approach.

Chinese netizens are not sensitive to moralistic rhetoric and U.S.
policymakers need not assume that moralizing rhetoric coming from
Chinese elites animates public sentiment. For U.S. policymakers the
implication is that making moral appeals should be done with specific
audiences in mind. While a domestic American audience may appreciate
a morally driven approach, Chinese audiences will likely require a
different angle. U.S. efforts to get Chinese leaders to condemn Russia’s
invasion of Ukraine, for example, might be more effective in underscoring
the economic and reputational risks faced by China rather than appealing

to moral obligations.
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While Chinese netizens are outwardly incensed by value-based criticism
of China, they are unlikely to change their views on Sino-U.S. relations
in response to criticism. The implication here is that U.S. policymakers
need not worry that promoting democratic values and priorities will
necessarily result in a public backlash within China. At the same time,
such criticisms are unlikely to yield sympathy or change in attitude
within China.

Many Chinese netizens perceive Western countries as fearing China’s
rise and harboring intentions to contain China’s future growth and
influence. U.S. policymakers can pursue counter-narratives that
communicate American confidence as well as openness to a more
influential China. The heart of the challenge here is to signal confidence
and strength in America’s negotiating position without creating a

sense of urgency for China to pursue aggressive policy goals for fear of

diminishing leverage in the future.

Chinese netizens remain open to diplomacy even as they anticipate
rising competition. Unfortunately, Chinese incumbent leaders have been
articulating a bleak narrative concerning the future of relations with the
West under the competition framework and it is becoming increasingly
important to offer counter narratives. These narratives need not be
encompassing in scope, but there are narrower arenas such as energy
security, trafficking, or money laundering, where earnest and open-
minded negotiation could serve as testament that diplomacy remains a

viable approach.
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Introduction

Are U.S. and Chinese national interests incompatible? Are their differences
irreconcilable? It was not long ago that diplomacy and engagement were the
norm in the relationship.' It was a belief in common interests that encouraged
American trade representatives to endorse China’s bid for WTO accession
and a preference for diplomacy that prompted Chinese officials to downplay
crisis situations, such as the 1999 bombing of the Chinese embassy in Belgrade
or the EP-3 plane collision in 2001. Increasingly, however, soft-spoken diplo-
macy has given way to hard-nosed scolding and the space for cooperation has
narrowed. To be sure, the geopolitical environment and balance of power have
shifted over the last ten years and with them so have the strategic calculations
that drive foreign policy postures. Such shifts in strategic mindset, however,
are likely to both affect and reflect shifts in public opinion.?

In this report, I consider some of the ways that growing rivalry in U.S.-
China relations is being internalized within the Chinese public mood. While
public opinion is unlikely to be the main driver behind foreign policy, public
opinion is almost always a consideration for political leaders, both democratic
and authoritarian. Moreover, modern diplomacy is more public and decentral-
ized, meaning that leaders and policymakers have more tools for influencing
and mobilizing public sentiment.* The changing nature of public discourse
is also making it difficult to distinguish between genuine public sentiment,
vocal extremism, and state-guided nationalism. This attribution challenge
presents itself in both open socicties, like the United States, as well as closed
ones, like the People’s Republic of China.

Public opinion is also an area of strategic imbalance. Whereas Chinese
policymakers have near unfettered access to the American public mood, less
is known about how Chinese citizens view their political or economic op-
tions. This disparity arises due in large part to difficulties in accessing the
Chinese public; namely, the censored nature of China’s internet media and
restrictions on public polling that make it difficult for non-state actors to
survey citizens. These barriers have left Chinese public opinion relatively
understudied. Gaps in our understanding of the Chinese citizen are also a
function of skepticism over the influence public opinion plays in China’s au-
thoritarian policy space. Nevertheless, both academic and mainstream com-

mentary on China routinely references rising nationalism and hawkishness
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within the Chinese body politic as cause for concern in the bilateral relation-
ship.* Further research is thus warranted to avoid under or over-estimating
the role of public hawkishness.

The rest of this report is divided into three sections. First, I summarize
some of the relevant literature and arguments linking public opinion to for-
eign policy, with a focus on the U.S.-China relationship. Second, I introduce
data from two online surveys designed to capture Chinese netizen opinions
on relations with the West and the United States. I analyze this data to ex-
plore covariates and potential catalysts for hawkish sentiment among Chinese
netizens. In the third section, I outline implications and policy recommenda-

tions that emerge from the research.

Public Opinion and the Bilateral Relationship

In less than a decade, relations between the United States and China have
undergone a sea change from dialogue grounded in engagement to confron-
tation centered on competition. The transformation, though often discussed
within the framework of foreign policy and interstate relations, has had a no-
table spillover into the realm of public opinion. In general, what we have seen
is that public sentiment has soured on both sides of the relationship and that
mutual enmity is intertwined with domestic political factors including parti-
san divides and support for central authorities.

In a recent Pew Research poll, 76 percent of American respondents re-
ported negative attitudes toward China—the highest percentage since Pew
began collecting such data in 2005, when 35 percent reported a negative
sentiment.® This finding is echoed by a recent Chicago Council report on
partisan sentiments toward China.” According to the Carter Center and
RIWI, a little over 60 percent of Chinese respondents hold “unfavorable”
or “very unfavorable” views of the United States.® Likewise, surveys from
UC San Diego’s China Data Lab reveal that average Chinese netizens have
a relatively low (4.77 on a 10-point scale) level of favorability toward the
United States.”

Such trends coincide with growing hostility in diplomatic relations. In
the United States, a “China threat” narrative emerged early in the Trump
administration and Covid-19 only furthered the rift. In China, a growing
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sense of national pride and assertiveness has paved the way for aggressive,
so-called “wolf-warrior,” diplomacy. Unsurprisingly, the souring public
mood in the United States reflects some of the deeply entrenched partisan
divides of American politics. According to a recent study by the Chicago
Council Survey, 42 percent of Republicans considered China an adversary,
as compared to 17 percent of Democrats. Similarly, whereas 67 percent of
Republicans viewed limiting China’s global influence as a top policy prior-
ity, only 37 percent of Democrats thought so. One important implication
that emerges from such partisan differences is that average American views
on national security and foreign policy are not uniform and sensitive to po-
litical narratives and elite cues.

The picture in China is murkier. As a one-party state, the Chinese body
politic does not exhibit distinct political groupings or divides. While there
are likely to be particularistic interest groups within the state and factional
groupings centered around core elites, such domestic-level concentrations are
not known to overlap with foreign policy in predictable patterns. One of the
few patterns that have emerged is that higher levels of foreign policy hawkish-
ness have trended together with increased levels of support for the Chinese
government.” Due to the sparsity of data and general opacity in China’s po-
litical fault lines, it is unclear to what extent these sentiments are related and
whether increased hawkishness amongst the Chinese public is helping buoy
support for the regime.

In the absence of abundant data points and unfettered debate, it can be
tempting to generalize based on the information available. Familiar and out-
spoken nationalists, like China’s deputy foreign spokesperson, Zhao Lijian,
enjoy a public pedestal and have proven highly effective in exploiting it."! But do
they speak for the broader public? Based on research in democracies, we know
that those with more extreme views tend to be more outspoken and that their
opinions tend to have an outsized effect on the public discourse.'* Research on
Chinese internet discourse suggests some of the same dynamics might be at
work, whereby more radical nationalist voices drown out moderates. This same
research also notes the presence of nuanced perspectives and agendas within the
Chinese public that do not fit into simple dichotomies'?. According to some
studies, actual levels of nationalism are relatively constant,"* while hawkishness

is concentrated in smaller segments of the online community.”
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Furthermore, because the Chinese discourse environment is so heavily in-
filerated by the state, it is reasonable for netizens to feel greater ease in post-
ing hawkish comments than dovish ones. Someone who is overly aggressive in
their nationalism might get censored for errors in etiquette reasons, but those
who propose engagement are likely to be censored for errors of spirit."® To the
extent that this kind of biased expression occurs, it can also lead to a form
of systemic social desirability bias that crowds out pro-engagement voices.
Bias might also encourage public displays of patriotic nationalism, whereby
citizens want to be seen expressing or supporting hawkishness nationalism.
Likewise, webhosts and media outlets will prefer publishing and promoting
hawkish content that gets more views without attracting attention from au-
thorities. Put simply, there is a political and economic logic that favors hawk-
ishness because nationalistic content is safer and thus more likely to attract
readers, likes, and shares."”

It is also worth questioning whether Chinese nationalism, rising or not,
implies a higher risk for conflict. Hawkishness is commonly understood as a
preference for aggressive and confrontational policy. If the Chinese public is
hawkish, and leaders are responsive to public opinion, then we might conclude
that the greater risk for conflict is intuitive. Yet, as Duan Xiaolin points out,
the link between public opinion and policy preferences remains unclear and
Chinese nationalists are a diverse crowd with many holding strong preferences
for avoiding conflict."” This should not be surprising. On a very general level,
the public should always prefer diplomacy over conflict. Indeed, the idea that
hawkish nationalism represents a preference for confrontation is misleading
in so far as it prioritizes means over ends. As theorists point out, proud na-
tionalists who have confidence in China’s rise also have time on their side and
should thus be uninterested in a confrontation in the present.” Instead, I will
consider hawkishness as a form of pessimism for diplomacy, cither due to an
inherent preference for confrontation or insecurity about the future. In effect,
what this means is that someone can be hawkish on foreign policy not because
they hold hostile attitudes but because they lack faith or confidence in diplo-

matic alternatives.
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Public Opinion in China

China’s hawkish foreign policy posture and aggressive public nationalism are
relatively recent developments. During the 1980s and 90s, Chinese diplomats
were notably cautious and pragmatic. This was due to overriding objectives,
like attracting foreign investment and securing entry into the WTO. It also
helped that most Chinese citizens of the time were focused on domestic is-
sues, allowing leaders to pursue international cooperation and diplomacy, in-
cluding typically sensitive issues like territorial disputes, with relatively fewer
domestic audience constraints.?’

A more assertive foreign policy position in the Chinese public emerged
gradually, beginning in the mid-1990s, around the time a popular book titled
“China Can Say No” was published and during a period of highly visible sa-
ber-rattling over the Taiwan Strait. Na

tional pride surrounding the Beijing Olympics and disillusionment with
the liberal economic model following the global financial crisis of 2008 only
further emboldened the voice of those calling for China to push back against
Western influence and stake its own claim on the international stage. The rise
of “wolf-warrior” diplomacy is thus seen as part of a broader assertive awaken-
ing in China’s foreign policy.?" That said, neither novelty nor strategy should
be overstated in describing China’s growing assertiveness. As Peter Martin ar-
gues, the “wolf warrior” approach has long been baked into the career culture
of Chinese diplomats.”* Nevertheless, there seems to be a greater tolerance
within the current Chinese leadership to take up more confrontational posi-
tions on issues evoking strong nationalist sentiments.*

Some caution that the link between nationalism and hawkishness is
overstated and that critical portions of the causal linkage are plausible but
not demonstrated.** Not only does China lack an institutional mecha-
nism, like elections, for translating public opinion into political pressure,
the Chinese state also wields vast capacity to shape and direct the public
discourse. This is especially true regarding foreign policy issues—an area in
which the public relies overwhelmingly on heavily curated official media for
information. When it comes to official diplomacy or state-level discussions,
Chinese media outlets are prohibited from publishing original content and
are instead limited to stories, headlines, and quotes, published by Xinhua.

Moreover, vast censorship capacity combined with economic leverage gives

140



Understanding Hawkishness in Chinese Public Opinion

the central and local governments indirect influence over the broader media
market and even over individual netizens online. On the rare occasion that
sensitive stories, debates, or commentaries slip through the cracks, there is
an army of “fifty centers,” netizens who are paid to post pro-government
content, on the ready to shape and distort public discourse in ways that are
favorable to the state.?

Given the amount of sway the CCP holds over media and public discourse,
it is plausible that Chinese leaders can both amplify and mollify hawkish pub-
lic sentiments. The fact that in many cases leaders have looked the other way
suggests that public hawkishness is desirable, or at least instrumental for the
regime. It is possible, for instance, that ginning up hawkishness is a way of
boosting domestic regime support. At the same time, it is also argued that
popular nationalism serves as a constraint on China’s leaders, who feel com-
pelled to adopt more confrontational postures so as to avoid being called out
as soft or insufficiently patriotic.?® This apparent contradiction resonates with
abroader narrative in which the CCP is characterized as objectively strong but
politically brittle, and that the CCP’s contemporary legitimacy rests on the
perception that they are acting to promote China’s national interest whether

that be economic, military, or otherwise.”

Unpacking Public Hawkishness

How hawkish is the Chinese public? Government influence over Chinese
public opinion makes it difficult to tease out genuine public sentiment. The
lack of nuanced insight can also feed into generalizations about the Chinese
public as being uniformly nationalistic and hawkish. We know this to be false,
as previous research has shown that only certain portions of the population
are more inclined toward hawkishness. Jessica Chen Weiss, for instance, finds
that those born after the 1980s are particularly prone to consume and express
hawkish sentiments.?® Younger generations are more reliant on the internet
and social media for their news diet. The young have also lived through fewer
of the hardships experienced by their parents and grandparents and have not
experienced periods of sustained international conflict.

Heterogeneity aside, it is hard to ignore the widespread backlash coming

from Chinese voices whenever the international community raises issues on
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matters such as China’s human rights record, its environmental commit-
ments, or its handling of the Covid-19 outbreak.

One possibility is that Chinese public opinion is sensitive to elite cues
and that rising public hawkishness is a direct reflection of the aggressive
posturing and nationalistic rhetoric coming from China’s senior diplomats
and leaders. Such an interpretation, however, only further disempowers the
Chinese citizen vis-a-viz the state and discounts legitimate grievances and
concerns about the international environment. Another possibility is that
Chinese citizens see the world from a more realist, zero-sum perspective
whereby mutually beneficial engagement with an adversary may seem like
an improbable idea. A third and related possibility is that Chinese audiences
may not hold overtly hawkish positions but are emotionally or morally in-
censed by criticism directed toward China. As Jackson Woods and Bruce
Dickson show, Chinese nationalism is grounded in a collective sense of vic-
timhood concerning China’s history with the West.*? Still, it is possible that
some portion of public opinion is performative and that Chinese citizens

are not as hawkish in private as they are in public.

Data on Chinese Public Opinion

To further probe Chinese public sentiment on the Sino-U.S. relationship, I
conducted two rounds of online opinion polls targeting Chinese netizens.
The first wave of the poll took place in April of 2021, involving around 3000
respondents. The second wave took place in late September and early October
of 2021, involving around 2500 respondents. Sampling for the surveys was
done anonymously with the help of Chinese recruiters who sampled netizens
from across all of China’s provinces and major cities.

Unsurprisingly, descriptive statistics in Table 1 indicate that the sample is
younger, better educated, and more affluent than the average Chinese citizen.
That said, internet-based surveys have been shown to mirror scientific sam-
ples, at least in terms of substance if not in composition.>* Moreover, the on-
line platform has been shown to work better for sensitive questions than face-
to-face enumeration.” Online polling and recruitment allow for respondent
anonymity as their identities are unknown to the researchers who are the only

ones with access to response data.” The feasibility and anonymity features of
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TABLE 1: Survey Sample Distribution

Wave 1 Percent Wave2 Percent CNNIC2020

Age

18-25 1351 40.23% 1180 45.40% *
26-30 783 23.32% 623 23.97% *
31-40 696 20.73% 553 21.28% 20.40%
41-50 384 11.44% 160 6.16% 18.70%
51-60 130 3.87% 66 2.54% 12.50%
>60 14 0.42% 17 0.65% 10.30%
Education

Junior 170 6.15% 170 6.15% 59.70%
High

Secondary 639 23.12% 639 23.12% 21.50%
Bachelor 1,816 65.7% 1,816 65.7% 10.00%
Graduate 139 5.03% 139 5.03% 8.80%
Gender

Female 1,805 53.75% 1,403 50.76% 49.00%
Male 1,553 46.25% 1,361 49.24% 51.00%
Income

<20K 999 29.75% 754 27.28% *
20k-30k 251 7.47% 155 5.61% *
30k-60k 696 20.73% 647 23.41% *
60k-150k 1,133 33.74% 983 35.56% *
>150k 279 8.31% 225 8.14% *
Total 3358 2764

p-values report difference in proportion tests across treatment categories. CNNIC2020 refers
to the 2020 annual report statistics from the China Internet Network Information Center.
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online recruitment are why the method is becoming increasingly common
when running survey experiments in restricted information environments.*

Overall, the picture emerging from both survey waves, summarized in
Table 2, suggests a more moderate view on Sino-U.S. relations than one might
conclude from observing public discourse in Chinese censored media envi-
ronment. Looking at the categorical scale of hawkishness, used in Wave 1, we
see that, while a vast majority view the relationship as tensely “competitive,”
they nevertheless view relations as “manageable.” Still, it is notable that only
a small portion of the public, less than 15 percent, consider the relationship
to be a “compatible and cooperative one.” Looking at the 10-point scale used
in Wave 2, we see that a slight majority of respondents lean in a cooperative
direction, not an overtly hawkish one.

Comparing across covariates in Table 3, I find that hawkishness is, unsur-
prisingly, negatively correlated with the U.S. Feelings Thermometer. In other
words, netizens who are hawkish also tend to be less favorable toward the
United States. Consistent with previous surveys, respondent Age is also nega-
tively correlated with hawkishness, meaning that younger respondents are on
average more hawkish. I also find some evidence, in Wave 2 of the survey, that
more educated respondents are less hawkish. Other variables, such as income
level, urban residency, time abroad, and CCP membership do not appear to
have notable correlations with hawkishness. Perhaps more interestingly, I find
that Satisfaction with the central government is negatively correlated with

TABLE 2: Hawkish Sentiments

Chinese views on Sino-US relations Wave 1 Wave 2

Freq. %  Mean Std.

Incompatible, destined for conflict 413 13.79

Competitive, but manageable 2,169 72.44

Compatible, with room for cooperation 412 13.76

Incompatible (*10-point scale) *42  *24
Total 2,994 2390
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TABLE 3: Hawkish Covariates

Hawkish Covariates

Wave 1 Wave 2
. . -0.128*** -0.459***
USA Feeling (5-point) (-11.82) (-8.66)
Govt. Satisfaction (10-point) 0(063 22) -()('_179473)
Age 0.00209 -0.00389(-
g (1.85) 0.61)
Mal 0.0498** -0.297**
e (2.61) (-3.09)

. 0.00574 -0.250**
Education (0.36) (-3.07)
Income 0.00300 0.0354

(0.39) (0.89)
Urban hukou 300;2;1 (3001 2)1
Time Abroad 0&(1)00806)0 %);3)6
-0.0182 0.176
CCP member (-0.71) (1.30)
2.386%** 7.493%**
Constant (24.80) (19.08)
N 2975 2387

t statistics in parentheses

*p <0.05,* p <0.01,**p <0.001
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hawkishness. This suggests that while respondents are likely forming their for-
eign policy opinions based in part on how they feel about their own govern-
ment, there is no evidence that public support for the Chinese state translates
into support for confrontational foreign policy. This makes sense. If citizens
have high faith in their leaders, then they may also have confidence that their
leaders would be able to succeed in diplomacy as well. Likewise, because gov-
ernment satisfaction is correlated with optimism about China’s political econ-
omy, it makes sense that those who see China’s economic power growing with
time would see less need for confrontation in the present.

A nuanced take on hawkishness may also reflect the paradigm through which
respondents view the Sino-U.S. relationship. Table 4, for instance, shows that a
vast majority of respondents (roughly 80 percent) view rivalry with the United
States in terms of material, economic stakes. Far fewer (roughly 13 percent) inter-
pret tensions in terms of a security rivalry, and even less (roughly 7 percent) per-
ceive a moral conflict. This is reassuring insofar as an economic rivalry scenario
is most amenable to diplomacy, especially when compared to moral-based and
emotionally driven conflicts.>* The findings also suggest that Chinese Netizens
are perhaps more pragmatic in their foreign policy outlooks than much of the
social media milieu and frequent “wolf warrior” outbursts suggest.

It is possible that respondents hold baseline perceptions grounded in prag-
matic and economic interpretations of rivalry but are nevertheless susceptible
to elite signaling that emphasizes less tractable security or moralistic frames.
To explore this possibility, the first survey wave included an experiment in-
volving select phrasings from Chinese President Xi Jinping which respectively
underscore zero-sum, non-zero-sum, and moral-based tensions in China’s
relationship with the West and the U.S. The three treatment conditions are

summarized below:

(Zero-Sum) In a recent speech, China’s president explained that “the East
is rising, and the West is declining.” Do you agree with this position? (£

U EPEES, RESSARD T R BB KA

%ﬁug?)ss

(Non-Zero-Sum) In a recent speech, China’s president explained that
“we should reject the outdated Cold War and zero-sum game mentality,
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TABLE 4: IR Paradigms

Chinese interpretations of Sino-US

tensions (Wave 1) Percent

Economic conflict (non-zero-sum) 2,349 79.49 79.49
Security conflict (zero-sum) 387 13.10 92.59
Moral conflict (moralist) 219 7.41 100.00
Total 2,955 100.00

adhere to mutual respect and cooperation.” To what extent do you agree
with this position? ({EUE ARG, PEGTSE AR H T “EHhis
WHRZE. AR NS, SRR EHEES G B0
Mo VRIA )%

(Moralistic) Inspired by Xi Thought, China’s state council recently
directed citizens to uphold traditional values and defend China’s honor
from moral attacks from abroad. To what extent do you agree with this
position? ([F 55 BEAT TR H 1 BT AU R IS G AN 1L
SMBRELGE . RFIEEG?)Y

If respondents are sensitive to these signals, we should expect them to shift
preferences in-line with the treatment they were shown. As Table 5 summa-
rizes, however, we see little indication that respondents are internalizing such
signals to update their perceptions of the underlying rivalry. In no instance is
there any indication that the randomly assigned rhetoric treatment has any
measurable impact on respondents’ qualitative assessments of rivalry, nor does
there appear to be any impact on overall hawkishness. Taken together, the
findings suggest that respondent sentiments are relatively stable and not par-
ticularly sensitive to domestic framing. Again, this finding stands in contrast
to conventional interpretations of Chinese public opinion on foreign policy as

being pliant and politicized.
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External Factors

In addition to domestic factors, Chinese citizens presumably form some of
their attitudes toward the United States in response to policy and rhetoric
coming out of Washington D.C. In particular, the popular victimization
frame suggests that respondents might feel under threat from or that they
are being unfairly treated by the United States. It has, for instance, become
commonplace for Chinese diplomats to aggressively protest and deny external
criticism of China—especially when it concerns issues that considered to be of
internal concern, such as human rights or ethnic policy. In other words, hawk-
ishness in Chinese public opinion might operate in part as a reactionary and
emotional response to external criticism. By the same token, we might expect
that praise for China’s achievements, in addition to criticism, might endear
citizens in a more positive direction.

To explore these emotional factors, I embedded an experiment in both
waves of the survey whereby respondents were primed with one of three state-
ments attributed to western governments indicating criticism, either over
China’s perceived economic opportunism and human rights abuses, or praise for
developmental achievements, and then asked to write down some of their feel-

ings in response to the statements.

Western governments often criticize China over its human rights record.
In a few words, please describe how such criticism makes you feel (@ﬁ
KW HPE A E AR 35 LA AR R IR RO X
HEIF RS2 ):

Western governments often criticize China over its economic policies. In
a few words, please describe how such criticism makes you feel (P77 El %
LA E AP EOR . 35 LR RRAA XTI R
PPHYRSZ):

Western governments often criticize China, but they also praise China’s
achievements in reducing poverty and promoting development at home
and abroad. In a few words, please describe how that makes you feel (P4 /7
| o 22 P o ] I Pt B ] T N MR A AR ok
e 16 LR AR R VRRT X LT Y 2
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TABLE 5: Xi Rhetoric Treatment

(1) (2)
Treatment Controls
Xi Realist Treatment - -
. ) 0.0628 0.0738
Realist Rhetoric (0.47) (0.55)
. . -0.0823 -0.0870
Moralist Rhetoric (-0.61) (-0.64)
-1.797%** -2.852%**
Constant (-18.90) (-4.38)
Xi Moralist Treatment - -
. . -0.00426 0.0132
Realist Rhetoric (-0.02) (0.07)
. ) 0.103 0.121
Moralist Rhetoric (0.60) (0.70)
-2.408%** -1.739*
Constant (-19.30) (-2.17)
Xi Neo-Liberal (Baseline) - -
N 2955 2947

# statistics in parentheses
"p<0.05,7p<0.01,"" p <0.001

The random nature in which these statements were presented to different
portions of the sample means that we can attribute differences in downstream
outcome variables to the distinct set of sentiments provoked by the statements.
There are several potential mechanisms that could be at work here. An updat-
ing logic suggests that different frames of criticism and praise will impact how
Chinese respondents perceive external pressure and that this will motivate
them to then update their perceptions of Western motives and the bilateral
relationship with the United States. An alternative, emotional mechanism,
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operates in a simpler manner whereby external criticism provokes hawkish-
ness as a reactionary response without changing the respondent’s underlying
assumptions about Western motives for criticism.

While there are numerous ways in which one might characterize the mo-
tives of a foreign state, a close reading of media reports alongside discussions
with colleagues and former students, resulted in four distinct ways that ex-
ternal pressure tends to be internalized and interpreted by Chinese observ-
ers. These interpretations are summarized in Table 6 based on how frequently
they were chosen by respondents. Interestingly, most respondents interpret
Western criticism as motivated by a fear of China’s rise. Only a handful in-
terpreted criticism as it is presented by Western governments: as a desire for a
more liberal China.

These interpretations, however, are not fixed. Comparing across interpreta-
tion likelihood, conditional on treatment assignment, summarized in Table
7, we see that criticism on the human rights issue moves respondents to think
that Western governments either misunderstand China or that they harbor
an anti-China bias. Interestingly, mixed praise and criticism also encourage
respondents to consider Western criticism as a misunderstanding. This is im-

portant because the misunderstanding interpretation is most strongly associ

TABLE 6: Perceptions of External Criticism

Perceived U.S. Motives Wave 1 Wave 2
Freq. % Freq. %
Desire for a more liberal China 52 1.73 49 2.01
A desire to contain China 765 25.45 615 25.19
A misunderstanding of China 149 4.96 96 3.93
Anti-China bias 283 9.41 217 8.89
Fear of China'’s rise 1,757 58.45 1,464 59.98
Total 3,006 100.00 2,441 100.00
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TABLE 7: Criticism Treatment

(1) Wave 1 (2) Wave 2

A desire for a more liberal China

o -0.139 0.231
HR criticism (-0.42) (0.52)
_ ) -0.175 1.042**
Mixed Praise (-0.50) (2.68)
-3.425%** -3.943***
Constant (-15.44) (-11.71)
A desire to contain China
o 0.141 -0.193*
HR criticism (1.40) (-1.65)

. ) -0.184 -0.270**
Mixed Praise (-1.64) (-2.30)
Constant 08347 o

(-11.66) (-8.83)
A misunderstanding of China
o 0.749** 0.553**
HR criticism (3.29) (2.15)
_ ) 0.840*** -0.093
Mixed Praise (3.64) (-0.32)
-3.035%** -2.921%**
Constant (-16.51) (-14.23)
Anti-China bias
HR criticism 0.482** 0.214
(3.19) (1.15)
Mixed Praise 0.0368 0.266
(0.21) (1.45)
Constant -2.027*%** -2.079***
(-17.56) (-14.93)
Fear of China's rise (Base Outcome)
N 3006 2441

t statistics in parentheses
*p <0.05," p <0.01," p <0.001
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Pragmatism

If Chinese netizens are less hawkish, less politicized, and less sensitive than a
“wolf- warrior” narrative implies, then perhaps they should be more open to
pragmatic approaches to foreign relations, which consider opportunities for
coexistence even as they brace disagreement, competition, and even conflict.
As summarized in Table 8, Chinese netizens are generally pragmatic about
future cooperation. Looking across both survey waves, over 80 percent of re-
spondents thought that it is either “mildly” or “definitely” worth listening to
arguments about future cooperation on things like conflict resolution, trade
promotion, climate change, and denuclearization.

In Table 9, I also explore several plausible covariates of pragmatism. The
hawkishness measure and the U.S. Feeling thermometer are both associated
with pragmatism in an intuitive direction. Importantly, both measures are
highly significant, indicating that, while they likely capture related disposi-
tions, they nevertheless encapsulate distinct foreign policy calculations. As
noted earlier, it is possible for someone to have positive feelings toward the
United States, while still holding hawkish positions in their overall outlook
of the Sino-U.S. relationship. Likewise, it is entirely possible and intuitive

to imagine confident regime supporters to be less hawkish in their outlook

TABLE 8: Open-Minded to Cooperation

Pragmatism Wave 1 Wave 2
Freq. % Freq. %
Total nonsense 33 1.10 37 1.49
Not very helpful 348 11.63 291 11.74
Possibly worth listening to 1,793 59.91 1321 53.29
Definitely worth listening to 819 27.36 830 33.48
Total 2,993 100 2,497 100
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TABLE 9: Pragmatism Covariates

Wave 1 Wave 2

(1) Internal (2) External (3) Internat (2) External

Howkichness -0.312%%* -0.313%** -0.099% -0.099%
(-14.95) (-15.02) (-17.67) (-17.69)
, 0.071%* 0.070%* 0.055%* 0.054%
USA Feeling (5.66) (5.62) (3.74) (3.71)
Vol 0.076%** 0.076*** 0.076** 0.074**
ae (3.54) (3.56) (2.88) (2.82)
Education 0.010 0.008 0.016 0.015
(0.59) (0.50) (0.74) (0.70)
| 0.001 0.001 -0.045%** -0.045%**
neome (0.12) (0.07) (-4.50) (-4.51)
Urban 0.014 -0.015 0.030 0.030
Registration (-0.64) (-0.68) (1.10) (1.09)
. -0.012 -0.012 0.013 0.014
Time Abroad (-1.26) (-1.27) (1.02) (1.06)
0.066** 0.063** 0.061* 0.058
CCP Member (2.30) (2.20) (1.67) (1.59)
Government 0.048*** 0.047*** 0.000 0.000
Satisfaction (7.57) (7.50) (0.04) (0.03)
L . -0.026 0.093
Liberalize China (:0.31) (0.95)
L -0.052%* 0.057*
Contain China (-2.07) (-1.82)
Misunderstand 0.051 0.017
China (1.01) (0.25)
o -0.065* -0.077
Anti-China Bias (-1.74) (1.62)
Constant 3.503% 3.065%** 3.508%** 3.507 %%
(36.86) (27.36) (46.91) (34.11)
N 2952 2916 2387 2338

t statistics in parentheses
*p<0.10,* p < 0.05,** p < 0.001
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precisely because they envision a future in which China continues to grow its
relative power.

As anticipated, those respondents who perceive external pressure from the
United States as motivated by a desire to contain China, are the least prag-
matic about the future. The remaining variables do not reveal a clear picture of
the correlates of pragmatism. The only consistent variable is the 7ale gender,
but this may simply reflect a different baseline interpretation of pragmatism.
Other variables, like CCP membership and government satisfaction, correlate

positively with pragmatism, but the relationship is not always significant.

Conclusion

Taken together, the findings presented in this report suggest that Chinese ne-
tizens have relatively pragmatic and stable interpretations of China’s rivalry
with the United States and that these interpretations are an amalgam of inter-
nal attitudes and domestic calculations as well as perceptions about the exter-
nal environment.

On the internal side, I show that hawkishness, which I define as pessi-
mism about the prospect for cooperation cannot be reduced to simple nega-
tivity toward the United States, even if the two attitudes are correlated. This
contrast is also relevant when juxtaposed with the idea that Chinese nation-
alism is endogenous with regime support. My findings suggest this is only
partly true. Respondents who express greater satisfaction with the Chinese
government are also more likely to hold negative feelings toward the United
States, but they are not more hawkish. While this may seem counterintuitive,
it also suggests a more rational calculus at work in shaping respondent ex-
pectations for cooperation and conflict. Views on cooperation, for instance,
appear to be not simply a function of feelings but also of diplomatic efficacy
and time horizons. It is thus unsurprising, for instance, that respondents
with high regard for their leaders also place greater confidence in their ability
to effectively manage diplomatic relations with the United States. It is also
unsurprising that respondents who are optimistic about China’s economic
future are less inclined to risk it with confrontation in the present. The idea
that hawkishness in the Chinese public mood is more rational than ideo-

logical is further supported by the observational and experimental findings
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concerning popular paradigms in Chinese foreign policy thinking. First, the
survey results show that most respondents view tensions with the United
States from a non-zero-sum paradigm that prioritizes economic competition
rather than zero-sum realism or moralistic emotion. Second, experimental
treatments designed to signal the preferred paradigm of China’s preeminent
leader, Xi Jinping, do not appear to significantly align respondents with the
proposed paradigm. Taken together, the findings again suggest that, for most
Chinese netizens, views on relations with the United States are relatively sta-
ble and grounded in economic thinking.

The surveys also offer some insight into how Chinese netizens perceive ex-
ternal pressure. For an overwhelming majority, U.S. criticism is seen as moti-
vated by a fear of China’s rise, followed by a containment motive. These per-
ceptions dovetail with recent studies of nationalism suggesting that Chinese
citizens hold conflicting emotions of national confidence and national victim-
hood.” A smaller proportion views external pressure as being biased or mis-
guided. Only a handful of individuals deem Western pressure as benevolent.
These interpretations are formed, at least in part, in response to how Western
countries engage China. For instance, offering mixed praise for China’s
achievements alongside criticism appears to soften interpretations while criti-
cism alone seems to increase the belief that China is being placed under unfair
and malign scrutiny. Such tendencies should not be overstated, however. For
instance, while criticizing China on the issue of human rights appears to pro-
voke some emotional backlash, the most common reaction among Chinese
respondents is to discount the criticism as a misunderstanding.

Looking further down the thought process, the survey results show that
Chinese respondents remain generally open-minded about future opportuni-
ties for cooperation even in an age of heightened competition.*’ While hawk-
ish respondents are clearly less optimistic, I find that government satisfaction
is positively correlated with pragmatism. Notably, CCP members are slightly
more pragmatic than non-CCP members, reinforcing the idea that respon-
dents with greater satisfaction or connection with the government are gener-
ally optimistic about the prospects for diplomacy.

Finally, perceptions of the external environment appear to have only a lim-
ited impact on pragmatism. A belief that the United States is aiming to con-
tain China’s rise is negatively and significantly correlated with pragmatism.
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Even so, the relationship here is modest and the difference in effect, as com-
pared to more benevolent interpretations of Western criticism, is small. Given
that the Western criticism experiments did not have a large impact on percep-
tions, it again appears that Chinese respondents have relatively stable interpre-
tations of U.S. foreign policy as well as rational beliefs about the prospects for
diplomacy that are less sensitive to external criticism or individual interpreta-

tions of that criticism.

Policy Implications

Implications from the research are four-fold. First, the survey evidence sug-
gests that Chinese netizens, even if they might be nationalistic, are not pro-
foundly hawkish in their foreign policy outlook. By and large Chinese ne-
tizens see rivalry with the United States in terms of economic competition.
The silver lining in all this is that Chinese netizens remain open to diplomacy
alongside competition. Diplomats and strategists would be wise to engage
and sustain this attitude. Even on the most sensitive of issues, such as Taiwan,
there is a strategic interest in keeping time horizons long and not playing into
what appears to be an alarmist narrative from China’s leader that “the world
has entered a new period of turbulence and change.”

Moreover, the survey results suggest that Chinese netizens are not easily
moved by moralistic and rhetorical appeals, either foreign or domestic. For
U.S. policymakers, this means that the Chinese public has an opinion when it
comes to policy and that it is not simply reacting to cues from China’s political
leaders. In other words, the Chinese public is a distinct audience that could be
factored into the broader diplomatic strategy. Identifying areas of divergence
between elite preferences and public opinion will not be easy, but it is a task
worth investing in. Take, for instance, criticisms of China’s response to Covid-
19, which arguably served to galvanize Chinese nationalism. While these crit-
icisms have focused largely on lack of transparency, few have appealed to the
intense hardship Chinese citizens continue to endure under Beijing’s “zero-
covid” policy.

The surveys also show that Chinese netizens, even if they tend to vocally
protest foreign criticism, are unlikely to change their views on Sino-U.S. re-

lations in response to criticism. Practically speaking, this implies that U.S.
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policymakers need not fear that promoting democratic values and priorities
will necessarily result in public backlash within China. At worst, Chinese
observers appear to deflect such criticism as “misunderstanding.” Consider,
for instance, the recent Summit for Democracy hosted by the United States,
“to renew democracy at home and confront autocracies abroad” in December
of 2021. Chinese diplomats and media personalities were furious about the
summit and netizens were vocal in their criticism.*® Yet, the survey evidence
provided here suggests that such displays may be more performative than gen-
uine. From a policy perspective, endeavors like the Summit for Democracy
can thus be disentangled into distinct audiences. While American voters and
international partners may see U.S. claims on democracy as a commitment on
values or rallying of like-minded partners, Chinese recipients likely see it as a
smokescreen for economic rivalry.

Indeed, the surveys suggest that Chinese netizens already perceive the
United States as being both fearful of China and intent on containing China.
The task for U.S. strategists could thus turn to counter-narratives that com-
municate confidence on the part of the United States, and openness toward
a more influential China. The point here is not that U.S. policymakers ought
to be more careful in their messaging. Their primary audience is domestic. At
the same time, the findings do indicate that taking note of the Chinese pub-
lic as a constituency reveals opportunities and points of leverage that might
otherwise go underutilized. Economic sanctions, a key tool for Washington
in its attempts to pressure Beijing, are a good case in point. If sanctions are
perceived as broad attempts to contain or undermine China’s economy, they
will likely provoke a nationalist backlash and raise pessimism among Chinese
citizens. If on the other hand, sanctions are more surgical in their targeting
and specific in their duration, they are less likely to feed into dominant narra-
tives about the unfair treatment of China.

The views expressed are the author’s alone, and do not represent the views of the
U.S. Government or the Wilson Center.
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Abstract

Common pronouncements that Washington enjoys a “new consensus” on
China mask wide variations in assessments of the China challenge. America’s
China watchers disagree on a host of issues: How much of a threat is China? Was
“Engagement” a failure? What even was Engagement? This paper maps out the dis-
tinct positions on the shift to Strategic Competition. It centers America’s China
watching community as a worthwhile object for understanding Engagement’s
demise. Against the prevailing explanation—that China changed rendering
Engagement unworkable—I show that no amount of “re-litigating” Engagement
will get us to a genuine consensus on what must come next—nor, again, should it.
I then analyze the four major groups among America’s watchers and their views
on Chinaand U.S. policy—the Strategic Competitors, the Engagers, the New Cold
Warriors, and the Competitive Coexisters. Finally, I identify the gaps between these
groups, as a first step not toward consensus but productive disagreement.

Implications and Key Takeaways

Undoubtedly an asset, America’s vibrant China watching community
features a tendency toward polarization and politicization. The U.S.

government and the community should endeavor to counter such trends;

Congress should continue to support the development and funding of
opportunities for the study of Chinese language and culture, including
reinitiating the China Fulbright program, and funding people-to-people

exchanges and cultural diplomacy;

The USCC and CCE should be supported, and they should continue to
hear from a broad swathe of U.S. China experts in their testimony;

Think tanks should follow suit: promoting dialogue among China
experts across the spectrum of views described below at public events and

during collaborative work;

Finally, the government promote Track 1.5 and Track 2 dialogues with
the PRC.
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Introduction

Common pronouncements of a “new consensus” in Washington on China
ignore wide variation among America’s China watchers.! America’s China
watchers disagree on a host of issues: How much of a threat is China, and
what kind? Is China rising, or about to collapse? Was America’s policy of
“Engagement” a failure, or reasonable at the time? Was Engagement even a
thing? What does Strategic Competition entail? Proclamations of consensus
are over-stated, if not inaccurate.

The lack of consensus should be unsurprising and is no bad thing.* U.S. for-
eign policy does not reflect pure rational calculations of threat or opportunity.
Shifts in strategy are result of messy policy struggles that will not—nor should—
cease. Baked into the concept of the national security community is that as a
“clearing house” or “market” of ideas, as the community tests, checks and filters,
policy recommendations and their intellectual bases, leading to better policy.®

To that end, in this paper I adopt a sociological perspective, foregrounding
shifting social positions in the China debate, and the processes by which the
community of China experts discuss, interpret, and frame China as an object
for U.S. policy, I map out the distinct positions on Engagement and Strategic
Competition within the China expert community. The topographical meta-
phor is deliberate. While individual experts view the world distinctly, nodal
views emerge, clustering around a small number of positions. Those positions,
in turn, contain holes and create blind spots. For example, a specific view
might be strong on description—“China’s human rights record is terrible,” or
“China’s middle class still represents an important market for American busi-
ness”—but weaker on prescription, or what to do.

I identify four primary groupings within the debate: the Straregic
Competitors, the Engagers, the New Cold Warriors, and the Competitive
Coexisters. The Strategic Competitors seek a new, more hard-headed, approach.
Viewing the U.S. and China as locked in a long-term competition—geopo-
litical, economics, and technological—they hope to operationalize Strategic
Competition as policy. The Engagers defend the record of Engagement with
the PRC. Typically more senior, with long-standing personal and professional
ties to China or China policy, Engagers adopt a long view, and remain opti-
mistic about cooperation. The Competitive Coexisters are mid—to—early career

experts grappling with how to promote cooperation within a competitive
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climate. Rejecting many of the assumptions of the Strategic Competitors,
they focus on specific policy questions, particularly in business and technol-
ogy. The New Cold Warriors take a more strident line. Convinced that China
not just a competitor, but rival, even enemy, the Cold War is more than a met-
aphor. It is a framing definition of a global existential struggle for the hearts
and minds of people around the world, necessitating the expenditure of all
necessary military and economic resources.

Identifying these groups highlight gaps between their social locations and
policy prescriptions. The question of how to promote human rights in China,
in the context of the 2022 Beijing Winter Olympics, and whether to formally
repudiate America’s policy of “strategic ambiguity” towards Cross-Strait re-
lations, each represent critical “wedge” issues. With the New Cold Warriors
scathing in their rejection of Engagement and the Engagers trenchant in their
defense, the Strategic Competitors seck to frame policy as distinct from what
came before. In so doing, they are aware—with the Competitive Coexisters—
of the reality of doing business with China, diplomatic and otherwise.

I begin by centering America’s China watching community as a worth-
while object of analysis. Against the prevailing explanation—that China
changed rendering Engagement unworkable—I show that no amount of “re-
litigating” Engagement will forge a real consensus on what must come next,
nor, again, should it. I then analyze four major groups among America’s China
watchers, before identifying important gaps. I highlight these gaps in the
conviction that “consensuses” on any topic in the U.S. national security com-
munity should raise red-flags for those tasked with making policy. I conclude
with some brief policy-recommendations, centered on expanding the range of
voices heard in the debate, while fostering a broad community of knowledge-

able China experts.

America’s China Watchers and the
Rise and Fall of Engagement

What is China? With a population of 1.4 billion and a land area of 10 million
square kilometers, the answer is far from obvious. Is it the actions of the CCP?
Or the hopes and dreams of ordinary citizens? There is no simple object for
the referent “China.™
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Despite this, an array of individuals profess authoritative insight.> From
positions in the academy, the government, business, the media, and think
tanks, they analyze China’s economy, politics, military, society, and history,
interpreting its past and, for some, divining its future. Some adopt the label
“China watcher,” a term harking back to before the opening when sinologists
peered behind the “bamboo curtain.” The closing off of diplomatic exchanges
between 1949 and 1972 limited the number of knowledgeable Americans to a
handful of former diplomats, businesspeople, missionary children, and schol-
ars. Since then, the number of credentialed China experts has grown to many
thousands—from former diplomats to younger think tankers, from Wall

Street analysts to new media commentators.

Institutionalizing Engagement

From the carly 1970s, America’s China watchers interpreted China as a
multi-faceted opportunity. They saw the PRC as a geopolitical partner
against the Soviet Union, a collaborator in growing cultural and educa-
tional exchange, a vast economic opportunity, a new world for scholarly and
journalistic discovery. At base, they kzew China as something that needed
to be engaged.

Such understandings manifested at the policy level as “Engagement.”” The
term is a recent invention—first emerging during the run up to WTO mem-
bership during the 1990s, and later a way of negatively characterizing China
policy since the 1970s.® Nevertheless, as a useful shorthand, “Engagement”
conveys how successive policymakers shared the view that China was an
enormous opportunity to be tapped, and sought to persuade the public of
the same. The precise nature of that persuasion varied and is today a topic of
contention, especially over whether Engagement was explicitly to the expecta-
tion—promise even—of liberalization in China.’

One tactic was to suggest that China could be brought into the Western-led

international order as a “responsible stakcholder,”

and that greater integration
might even lead to changes in China in a more liberal, democratic, direction.
From the mid-2010s, China morphed in the American imagination. Out
went the vision of a complex object necessitating scholarly scrutiny and diplo-
matic engagement, and in came the idea that China was a bad international

actor, the essential nature of which was settled and which no amount of
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engagement could alter. While far from uniform, and not uncontested, a para-
digm shift saw the vision of China as country to engage replaced by a one of a
long-term adversary. It was increasingly accepted that China had reached the
“end of reform,” as a “third revolution” in the nature of the Chinese state—to
a personalistic dictatorship—had taken place, a dictatorship playing a “long
game” to supplant America as the global hegemon.!! While some remained
hopeful, many came to feel hopelessness, even despair.

What explains the transformation? Why did the growing Chinese econ-
omy—a place for the West’s largest firms to find growth after the exhaustion
of the North American, European, and other global markets—stop represent-
ing an opportunity and begin representing a challenge? When did Chinese
outbound investment come to be seen as a vehicle for destabilizing political
influence? In short, how did engagement and cooperation stop making sense?

For whom, when, and why?

China Changed

The typical answer is that China changed—its economic growth outstrip-
ping expectations, its interconnectivity altering political economies across the
globe, a widening definition of its core interests unsettling security architec-
tures in East Asia and beyond. From the first shoots of liberalization in the
1980s, China changed—or reverted—into an authoritarian state, one willing
to stamp down on the freedoms of its citizens— Uighurs, Hong Kongers, ten-
nis players—and make commercial exchange with Western companies dif-
ficult if not impossible. Beyond China, critics point to the militarization of
the South China Sea, ongoing threats against Taiwan, and attempts to spread
Chinese influence abroad—from United Front campaigns in Australia,
Europe, and the United States, to the sprawling Belt and Road Initiative
(BRI). The widespread belief that Beijing hid the outbreak of COVID-19, add
to the impression that China is a bad international actor.

In the context of a bellicose and authoritarian China, a cooperative frame
no longer fit with reality. It seemed naive at best, at worst corrupt—intellectu-
ally and otherwise. As Kurt Campbell and Ely Ratner pithily noted in March
2018: “America got China wrong”? In such an environment, few could
continue to advocate in good faith for exchanges of various types with the

Chinese government and civil society.
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Other explanations complement the “China changed” story. China’s rise
and, for some America’s decline multiplies the effect of changes in China,
from irritant to threat. Likewise, commentators note the importance of the
election of Donald Trump in 2016, under whom the American government
effected the shift to strategic competition. A long-time critic of U.S. trade pol-
icy toward China, Trump made much of standing up to China and bringing
back American jobs. In office, he normalized tough rhetoric, and rather than
prevent officials from developing initiatives likely to annoy the notoriously
prickly Chinese, he empowered policymakers across government departments
to root out Chinese influence campaigns, and to investigate security vulner-
abilities tied to Chinese information technologies.

Developments in American thinking—and the strategy-making it under-
pins—appear therefore as straightforward responses to changes in China. Set
against macro-historical shifts in global power, and changes in U.S. domes-
tic politics, the sort of pro-globalization arguments of the 1990s now seem
arcane. Indeed, nothing could seem more obvious that U.S. China strategy has
changed in response to changes in China.

Engagement Reconsidered

The problem is that the world does not work that way. Knowledge production
and strategic thinking are far from automatic—especially in messy liberal de-
mocracies like the United States. Scholarly communities, like the China field,
are diverse arenas, featuring individuals personally, politically, and profession-
ally invested in the knowledge they produce, and have produced over their
careers. The changing of minds is an exception, rather than the rule.

The idea that China’s transformation led automatically to developments at
the level of American strategy, is thus a useful—even convenient—shorthand.
And not entirely inaccurate as many China experts have changed their views.
But it is not an adequate account of what has transpired, nor, therefore, guide
to what might come next. An adequate account would make plain which in-
dividuals and groups altered their interpretation, how, when, and in response
to what specific realizations or combination thereof—be it PRC designs on
Taiwan, the militarization of the South China Sea, human rights violations,
or some combination thereof. An adequate explanation would also make

plain the sources of such knowledge, again, of how China is made known. An

167



David M. McCourt

adequate explanation of recent shifts in predominant interpretations of China
would make clear their specific provenance—Dbe it an area of governmental
strategy-making or sector of the think tank space. Finally, an adequate ex-
planation would account for the positions of those who—despite prevailing
wisdom—still see China as more complex object than the military-security
framing suggests, an object still necessitating engagement.

Attempts to understand Engagement’s downfall are rendered difficult by
two tendencies in the policy and academic debates, however. A first tendency
is to present “Engagement” as a singular phenomenon—typically a coherent
strategy, policy, or approach. Take, for example, the United States Strategic
Approach to the People’s Republic of China of May 2020,'* which begins:

Since the United States and the People’s Republic of China (PRC) es-
tablished diplomatic relations in 1979, United States policy toward the
PRC was largely premised on a hope that deepening engagement would
spur fundamental economic and political opening in the PRC and lead
to its emergence as a constructive and responsible global stakeholder,

with a more open society.

Note here the slippage between “policy,” “strategy,” and “approach.”
Which, precisely, is itz While some slippage may be desirable—allowing of-
ficials to evade the specific usage of strategy in Department of Defense-speak
as the rational alignment of national security mean to ends—such slippage
impedes scholarly analysis. First, historically it suggests a degree of coherence
difficult to sustain over four decades. Can Nixon’s approach to China and
Obama’s pivot really be lumped in as the same kind of object? Second, it sug-
gests a degree of concreteness typically lacking in international affairs. Has
Engagement really ended? What about top-level climate change meetings?
Are these not examples of engagement?'*

A second problematic tendency is to assess Engagement’s record exclusively
within the frame of U.S.-China relations.”” China is only one aspect of U.S.
policy, and its history cannot be told solely with reference to major events in
Sino-U.S. relations. Most starkly, the primary rationale behind the opening to
Beijing was to further confrontation with the Soviets. While China is a con-

sistently prominent concern, it is rarely top priority—others, from elections
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to impeachments to pandemics, intervene. The Global War on Terror, for in-
stance, re-organized U.S. foreign policy away from a nascent pivot to Asia, for
the better part of 15 years.'

Together, these tendencies suggest the current debate mischaracterizes its
object, lumping together different contexts and concerns, themselves shifting
over time. For one a former long-time State Department official: “I do not
recall any debate over “engagement” per se with China; for that matter, the
word “engagement” rarely entered into the language of the 70s and 80s.”" As
this interviewee elaborated: “The term ‘engagement’ only began to be heard
frequently during the [George H.W.] Bush administration, as President Bush,
National Security Adviser Scowcroft and Secretary of State Baker sought to
enunciate a new rationale for maintaining close ties with China—despite the
Tiananmen Square atrocity, despite the halting of political ‘reform,” despite
the vanished Soviet threat.”

The upshot is not that Engagement “did not exist,” but rather that since it
has no singular referent, no amount of re-litigation will set the historical re-
cord straight. “Engagement” is not a single thing, but a polysemous artifact of
the struggle among America’s China experts to shape U.S. policy. Of greater
import than deﬁning Engagement is mapping the varied ways participants in
that struggle use the term as part of their political projects. It is to that task

We now turn.

Methodical note

This paper forms part of a broader project on the American China watch-
ing community and its impact on the recent evolution of U.S. foreign and
security policy toward the PRC. The main project data is a set of 135 origi-
nal semi-structured interviews with a range of U.S.-based China experts, in-
cluding policymakers, diplomats, think tankers, academics, researchers, and
journalists. U.S. data is augmented with 32 interviews with experts located in
Australia (16) and the United Kingdom (16)—connected yet distinct China-
watching eco-systems that, taken together, highlight some of the specificities
of the Washington policy milieu. In addition, the paper draws on an exhaus-
tive survey of secondary academic writings, think tank reports, media articles,

and government strategy documents and speeches.
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Engagers, Anti-Engagers, Strategic
Competitors, and More

What are the major social groupings among America’s China watchers? What
do those groups believe? Why? In what follows I describe four broad groups in
the current debate: groups I label Strategic Competitors; Engagers; New Cold
Warriors; and Competitive Coexisters.

Any such mapping exercise necessarily does violence to reality. These catego-
ries should be considered “ideal types”—necessarily simplified accentuations
of reality, not to be confused with empirical reality itself, to be judged on their
usefulness for analysis and comparison.”” Where some individuals might fit in
more than one group, the aim is not to discern where they really belong, but to
identify them as outliers, and hone of our understanding of why they are so.

In the following descriptions, I name names only when individuals’ views
are public. The aim is not to initiate the sort of “food fight” popular inside
the Beltway. Again, the aim is not to identify “panda huggers” and “dragon
slayers”—since those labels are far from helpful—nor to question people’s
motivations and investments. It is to recognize “who is where” in the debate,
why, and what is policy perspectives are missed as individuals and groups fre-

quently talk past less than to one another.

The Strategic Competitors

“Strategic Competitors” can be defined as experts secking to develop a new,
more robust and hard-headed, approach to U.S. relations with the PRC.
Viewing Washington as locked with Beijing in a long-term competition across
geopolitics, economics, and technology, these mostly mid-to-carly career ex-
perts, not associated with the policy of Engagement, hope to contribute to
policy formulation and implementation in the post-Trump era. At the core
of the Strategic Competitors are those who theorized and then effected the
shift away from Engagement, first from within the Trump administration,
later continuing under Joe Biden. The group also includes those within in the
broader China watching community supportive of the new frame. The group
is broadly speaking bipartisan, despite the clear importance of the Trump
presidency for the change in rhetoric and approach. What unites the group
is less ideology than policy-focus—the urgency of conceptualizing and opera-

tionalizing a new approach to Sino-U.S. relations.
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The Strategic Competitors’ lodestar is Matthew Pottinger—Senior Asia
Director on Trump’s National Security Council and later Deputy National
Security Director. A former U.S. marine and journalist, Pottinger was
brought into the Trump administration by short-lived NSC Director Michael
Flynn. Together with a team of deputies at the NSC who shared his sense of
urgency, Pottinger managed not only to stick around in the notoriously tu-
multuous Trump White house, but develop a strategic throughput for a new
American approach to relations with Beijing. The most important statements
of the Strategic Competition approach can be found in the National Security
Strategy of December 2017, the May 2020 United States Strategic Approach to
the People’s Republic of China, and the U.S. Strategic Framework for the Indo-
Pacific, declassified in January 2021.%°

Although Pottinger and his team were at the heart of Strategic
Competition, the Strategic Competitors group is wider. Their military-security
view of the China challenge resonated with others inside and outside govern-
ment. For example, organizations like the U.S.-China Economic and Security
Review Commission (USCC), the Center for Strategic and Budgetary
Assessments and Project 2049, and its Director Randall Schriver—are in a
similar place, and have been for some time. So too, crucially, are a group of
Democratic-affiliated experts and organizations—many with connections to
the Center for a New American Security (CNAS)—including current NSC
China Director Kurt Campbell, and other members of Biden’s team, such as
Ely Ratner and Rush Doshi.

Despite the turnover of administration, therefore, Strategic Competition
remains the operating mode within government. As such, it has challenged
America’s China watchers to adapt to the new reality: either rethink their
own views, defend the old approach, or advocate a perspective yet-more criti-
cal of China and the CCP. In this sense, the Strategic Competitors group in-
cludes—and has drawn inspiration from—long-standing experts who have
changed their interpretations of the wisdom of Engagement, including Jerome
Cohen, Michael Pillsbury, Orville Schell, David Shambaugh, and Winston
Lord. Previously associated with America’s embrace of China, in different
ways they have all become China skeptics.

Like Engagement before it, Strategic Competition occupies the main-

stream view within the Washington think tank space—the intellectual center
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of gravity—as evidenced by its position at core think tanks such as the Center
for Strategic and International Studies (CSIS)’s China Power Project, CNAS,
and even Brookings and the Council on Foreign Relations (CFR). The group
also includes mid- and early-career experts from these organizations and oth-
ers—like Jude Blanchette—especially those younger military-security special-
ists, like Elsa Kania, Elbridge Colby, and Hal Brands. Several China-skeptic
journalists also fall into this category, such as John Pomfret and Bill Bishop.

The boundaries of the Strategic Competitor position are nevertheless
fuzzy; the aforementioned might well disagree with their inclusion. Here the
comparative function of the ideal-type becomes evident—again, the identifi-
cation of boundary cases not to classify them fully, but to highlight why they
do not fit. Take, for example, a China expert such as Liz Economy—formerly
of the Council on Foreign Relations, now at Stanford University. Is Economy
a Strategic Competitor? Forthright scholarship focused particularly on
Chinese leader Xi Jinping’s role in the PRC’s global ambitions would suggest a
closer affinity to the Strategic Competition position than Engagement.” Yet,
Economy has not been as critical of longstanding policy as others, highlight-
ing what ties the center of the Strategic Competitor group together.

Beyond the question of inclusion, then, the degree of “groupness” of the
Strategic Competitors is also debatable. No suggestion of homogeneity is
implied here. What is implied is a shared social location within the China
field. The expression of that social location is the belief that Engagement did
not work—that U.S. policy was predicated on economic and political open-
ing that has not obtained, and a mistaken belief that America could “change
China,” rendering Engagement in need of replacement. Some focus more
on the rise to power of Xi Jinping, some on the fundamental nature of the
Chinese Communist Party, some say another successor might have gone the
same way. For all of them, however, the United States is locked in a long-term
competition with China, not of its own choosing, but China’s. The United
States, they believe, must recognize this and mobilize all its economic, mili-
tary, and diplomatic resources for the challenge.

The social basis for the Strategic Competitors’ beliefs is thus primarily
their position vis-a-vis policy. In short, Strategic Competition is a “get tough”
with China position for those invested in making and theorizing U.S. policy,

particularly in the military and security spheres. The view’s typical expression
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are the myriad reports, papers, panels, and events on how better to compete
with China, from tech,? to security and diplomacy,* and including a strong
emphasis on human rights.?* This may sound self-evident, but is in fact any-
thing but—foreign policy often remains non-militarized or un-securitized.
The Strategic Competition view thus makes the most sense for those not in-
vested in going to China or investing in China, their career and personal in-
vestments being mostly Washington DC security space—primarily, but not

exclusively, at the “revolving door” intersection between the government and
think tanks.?

The Engagers

The Strategic Competitors exist in opposition to a group they replaced at the
levers of power: the Engagers. Engagers can be defined as China experts who
seck to defend the record of America’s Engagement with the PRC. Typically
more senior, with long-standing personal and professional ties to China or
U.S. China policy, the Engagers a longer time view, and remain optimistic
about what cooperation with Beijing can achieve.

At the heart of the Engager group is a set of former policymakers and
diplomats—notable among them Charles “Chas” Freeman, Susan Shirk, J.
Stapleton Roy, and Jeffrey Bader—who worked to maintain a degree of co-
operation between the United States and China, despite the shifting pendu-
lum of Sino-U.S. relations and occasional crisis. Beyond them, the Engager
group includes individual like Jan Berris and David “Mike” Lampton, expe-
rienced China watchers associated with the cultural exchange organization
the National Committee on U.S.-China Relations NCUSCSR). It also in-
cludes others coming to the same place on China, but from distinct profes-
sional viewpoints. One thinks here of think tankers like Carla Freeman at
John Hopkins University’s School of Advanced International Service (SAIS)
and Cheng Li at Brookings, or individuals like Charlene Barshevsky and Steve
Otlins from the U.S.-China Business Council. Finally, a core constituency of
the Engager group are academics, including MIT’s Taylor Fravel from, as well
as security specialists such as like Lyle Goldstein and Michael Swaine.

For the Engagers, “Engagement” was not a failure. It was justified from
the 1970s onwards, first as a means to counter the Soviet Union, and later to

raise living standards both here and in China, while promoting international
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peace and security, as—for them—it remains.?® In the Engager’s view, at no
point was a policy aimed at arresting China’s rise morally or politically defen-
sible. What the Strategic Competitors get wrong, in their view, is to confuse
outcomes in China—which Engagers agree have not been what Americans
would hope—with the intentions of American diplomacy, given that such
intentions are not promises. Precisely what, they ask, should American have
done differently? WTO membership stands here as a signal event the United
States might not have pushed so heavily. Engagers counter, however, by asking
whether successive governments themselves have been sufficiently committed
to such global institutions, and might have done more to hold Beijing’s feet to
the WTO fire.

For the Engagers, moreover, the terms of the debate appear are not only
stacked against the policies many had a hand in effecting, they are intellec-
tually incoherent. As one senior ex- diplomat to me, “the current rhetoric...
about the ‘failure’ of ‘the engagement policy’ is a gross misreading of the inten-
tions and substance of U.S. policy.”” For Staple Roy, as a political argument,
the notion that Engagement failed “is the contention that Presidents Nixon,
Ford, Carter, Reagan, Bush #41, Clinton and then Bush #43 and Obama a//
misconceived ‘the national interest” and proceeded willy-nilly into something
called an ‘engagement’ strategy toward China?”?® Just as importantly, perhaps,
Engagement was not really “a thing.” In their terms, what is now known as
Engagement was simply the prudent conduct of U.S.-China relations. For
Roy, “Since there was never an ‘engagement’ strategy with uniform contents
and goals, it is equally absurd to maintain that ‘it’ was a ‘failure.”?

The Engagers laid out their views in an open letter to the Washington Post
in July 2019,* arguing that Trump’s militarized anti-China rhetoric, together
with the trade war, risked creating the type of zero-sum security dilemma di-
plomacy the United States should be trying to avoid. Against the Strategic
Competitors’ argument that previous U.S. policies sought to “change China,”
the Engagers charge that, in reality, it is the Strategic Competitors who are
failing to accept China as it is. For the Engagers, while the Chinese govern-
ment are engaging in policies and actions we find abhorrent, engagement re-
mains the best way to keep America safe while advancing its interests.

Like the Strategic Competitors, what distinguishes the Engagement group
within the broader China field is its relationship to policy—in this case, past
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policy. In short, the Engagers believe what they believe because they have been
involved professionally in engagement—especially diplomacy, and cultural,
economic, and educational exchange.’ Many have spent their lives engaging
China, rendering it difficult for them at a personal level to accept the claim
that Engagement failed. Some, when pushed, might agree that competition is
a workable framework as a policy evolution, not a genuine revolution, since—
again—there was no long-standing Engagement (with a capital “E”) Strategic
Competition replaces. As Stape Roy told this forum in 2021, “the U.S. policy
of engagement has been discredited by knowledgeable foreign policy special-
ists who claim engagement was based on wholly unrealistic expectations that
it would produce positive change in China. There is no question that engage-
ment did facilitate Deng Xiaoping’s reform and openness policies that pro-
duced several decades of rapid economic development in China, resulted in
the globalization of its economy, and imbedded hundreds of thousands of
western educated young Chinese in governing and educational institutions
throughout the country.”*

The Engagers’ beliefs are also explained as much by what the Engagers are
not as what they are. The Engagers are not, for example, professionally in-
vested in human rights in China. This makes it possible for them to separate
the CCP government as agents of human rights abuses from the CCP as a
necessary interlocutor. While human rights-focused members of the China
community might prefer to isolate Beijing internationally, the Engagers view
some degree of engagement as inevitable. Finally, with some exceptions, the
Engagers are not professionally invested with China’s near neighbors—XKorea,
Japan, and—of course—the disputed Taiwan. This pushes in the same direc-
tion—of the need to engage with China diplomatically and personally, not as
an ever-present “problem,” but on its own terms and as a global player in its
own right.

To summarize so far: the Strategic Competitors and the Engagers are two
distinct social groups located within the China policy debate. The groups are
not homogenous, nor are they closed or fully institutionalized. There are thus
points of overlap with the broader China watching community, which fea-

tures two further relatively distinct groups.
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The Competitive Coexisters

The next group are the Competitive Coexisters. The Competitive Coexisters
are mostly mid-to-carly carecer China watchers grappling with how to promote
cooperation within a competitive climate. Rejecting many of the assump-
tions of the Strategic Competitors, they focus on similar policy questions,
particularly business and technology. Critical of the rhetorical and concep-
tual basis of Strategic Competition, yet recognizing that 2022 is not 2002,
the Competitive Coexisters seck a broader understanding of the U.S. national
interest, and display a marked skepticism not only toward politics in the PRC,
but in America also.

While, like in the case of the Strategic Competitors, there is some overlap
with the Engagers, the group is distinct, being mostly younger, and focused
less on defending the old Engagement than with theorizing a new approach.
In the think tank space, the group includes the Wilson Center’s Robert Daly,
Oriana Skylar Mastro at Stanford, New America’s Samm Sacks, and Damien
Ma from the Paulson Institute. The Competitive Coexisters also has a strong
base in new media, such as Kaiser Kuo's “Sinica” podcast, Jeremy Goldkorn’s
SupChina, and roving China watcher Graham Webster.®

The question of the group’s borders exact constitution remains, once again,
an open question. One illustrative case is that of Susan Thornton, former Acting
Assistant Secretary of State for East Asian and Pacific Affairs. Is Thornton an
Engager or a Competitive Coexister? Well known for adopting a more diplo-
macy or engagement-first position on U.S.-China relations than the Trump ad-
ministration she served under, Thornton accepts the reality of, but challenges
the rhetorical and conceptual basis of, Strategic Competition. In a recent New
York Times op-ed, Thornton notes that “The Biden administration has said that
the era of engagement with China is over...and is building coalitions to deter
and contain China militarily and issues frequent public critiques of Chinese ac-
tions. So unless something changes and more compelling incentives appear, I do
not expect China to alter its behavior.” For Thornton, leverage with Beijing will
only be developed if Biden “recognize[s] and give[s] due weight to the concerns
of allied and get[s] true—not half-baked—agreement on the agenda with them
first. This takes time, hard work and compromise.”**

Or, as another example, is Brookings’s Ryan Hass a Competitive Coexister

or a Strategic Competitor? Associated with Engagement due to government
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service under Obama, Hass remains active in seeking to shape the prevailing
policy narrative, in so doing he adopts the language of competition to look
forward from the Trump administration’s “experiment,” rather than back-
wards toward Engagement.” For Hass, “The more Washington approaches
its competition with China from a position of confidence in its own relative
strengths, sets clear-eyed objectives, and executes a coherent strategy that en-
joys support from allies and the American public, the better it will be able
to craft policies that tangibly improve the security and prosperity of the
American people.”*

A final example of the Competitive Coexisters’ fuzzy boundaries comes
from a group of allies—whether aware of it or not—with a new set of voices
in the Washington landscape: the “restrainers.” The Quincy Institute
on Responsible Statecraft and the military-security think tank Defense
Priorities provides organizational hubs, where Michael Swaine and histo-
rian Stephen Wertheim are advocating for a reduced defense spending bur-
den and theorizing what it means for U.S.-China relations.”” The Atlantic
Council’s Emma Ashford adopts a similar viewpoint, as do IR realists such
as Harvard’s Stephen Walt and—from the UK—Patrick Porter. Individual
others, like career intelligence officer Paul Heer, share points of overlap with
the Competitive Coexisters.

While demarcation lines can be debated, what conjoins the Competitive
Coexisters’ position is the view that the rejection of Engagement was a po-
litical or tactical move by the Strategic Competitors, rather than a ratio-
nal policy response to changing conditions in China. Like the Engagers,
Competitive Coexisters worry about threat escalation, the securitization of
China in the American political mind, and the creation of faits accompli, in
which future leaders are locked into conflict even where they might hope to.
For the Competitive Coexisters, like the Engagers, China is more than the
Chinese Communist Party and its military-security apparatus. Competitive
Coexisters deeply care for Chinese people too, having often strong connec-
tions to real Chinese people. As one told me, “I have friends there, friends I
would give a kidney t0.”*® Like the Engagers, the Competitive Coexisters do
not deny China is going through a period of increased authoritarianism. But
unlike the Strategic Competitors, the Competitive Coexisters do not see the

change as having been inevitable, nor a return to openness impossible.
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While they differ in their views of the necessity for the change in China
policy developed by the Trump administration, in general the Competitive
Coexisters see the “competition” frame as vague and unhelpful—smuggling
in imagery of great power struggle ill-suited to the reality of a multipolar, glo-
balized, world. Moreover, the imagery ignores important domestic challenges,
reflecting a willingness of the Competitive Coexisters to cast a critical gaze at
America when considering China. The generational difference between the
Competitive Coexisters and the Engagers here becomes salient. Where many of
the Engagers came of educational and professional age during the heady years of
opening to a still exotic China—roughly the 1970s through the early 1990s—
the Competitive Coexisters did the same in a very different domestic and inter-
national context. The Competitive Coexisters thus view current debates against
abackdrop of post-9/11 cultural malaise, including a marked concern about the
future of democracy and the socio-psychological effects of technological change.

For the Competitive Coexisters, “foreign policy begins at home.”” Against
arguments that the United States should invest domestically to compete with
China—from childcare to infrastructure to vital manufacturing materials and
components—for many Competitive Coexisters, the United States should
do those things because they are good regardless. Competitive Coexisters are
also marked by concerns over possible implications of a new Cold War with
China, particularly anti-Asian sentiment in the United States and possible
violence.” Others marry concerns over prudent policymaking towards Beijing
with a wish to promote female voices in the traditionally male-dominated na-
tional security space.*!

The Competitive Coexisters hold their views for reasons the inverse of
the Strategic Competitors. The Competitive Coexisters are still invested
in Engagement, not competition. They do, practically, interact with the
Chinese—from think tankers, to diplomats, to people. They are not, at pres-
ent, positioned to make a specific policy intervention—although those that
might in future administrations may be inclined towards some form of roll-
back, which, in U.S. foreign policy parlance, will likely be cast as a “reset,”
which—we know from Russia policy—are notoriously difficult to effect. For
now, the Competitive Coexisters form a distinct, younger, group, within the
mainstream debate, but are no longer—as were the Engagers—at the center of

the China policy debate.
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The New Cold Warriors, or Anti-Engagers

The final group are the Anti-Engagers or New Cold Warriors. The New Cold
Warriors take a more strident line than the Strategic Competitors. Convinced
that China not just a competitor, but rival or—for some—an enemy, the New
Cold Warriors are on board with Strategic Competition as a frame for U.S.-
China relations because it is explicitly couched as a rejection of Engagement,
the long persistence of which many consider a dangerous failing on that part
of America’s foreign policy elite. For the New Cold Warriors, the Cold War
is not for just a metaphor,* but a very real analogy to what they see as a new
period of global existential struggle for the hearts and minds of people around
the world in which the United States and China are now embroiled, neces-
sitating the expenditure of all necessary military and economic resources on
the part of Washington.

The New Cold Warriors includes strong military-security “hawks” and
some neoconservatives, one might think here of Robert Kagan and several
prominent ex-military and former intelligence officers, such as Brigadier
General Robert Spalding.*® Former Secretary of State Mike Pompeo might
be considered part of this group, despite having been central to Trump’s ap-
proach to China and thus de facto a Strategic Competitor. The group includes
those with a professional interest in Taiwan and the military security threat
from China—here Ian Easton from Project 2049 comes to mind.*

The new Cold Warriors is thus a broad group, spanning the partisan spectrum
and the China watching community. It includes long-standing public critics of
the CCP—such as Gordon G. Chang—and journalists critical of U.S. China
policy, such as the Washington Post’s Josh Rogin.* Advocates of a human rights-
focused foreign policy, such as Peter Mattis of the Jamestown Foundation and
AFET’s Michael Mazza, are on similar ground, as are several younger Congressional
staffers and politicos.*® A final, important, anchor is Committee on the Present
Danger-China, which collects a group of strong China critics with a civiliza-
tional view of the threat posed by Beijing—such as former Trump advisors Steve
Bannon and Peter Navarro.”” The CPD-China in turn connects organizationally
current China critics with long-standing opponents of U.S. policy, self-labelled
the “Blue Team”—a playful inversion of the military tactic of “Red Teaming. ™

For the new Cold Warriors, the new approach brought in by Trump fo-
cuses U.S. attention on developing a robust China policy, while offering the
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rhetorical space for calling what—for them—China is: a threat. In short,
the new Cold Warriors believe much of what the Strategic Competitors
believe, but cast in darker and more urgent terms. For them, China is a
bad international actor, a serial human rights abuser, and a clear military
security threat to American hegemony—particularly evident in the naval
sphere. Before Strategic Competitor Rush Doshi’s work on China’s “long
game” to challenge U.S. power, and Michael Pillsbury’s own Hundred Year
Marathon, new Cold Warriors like Navarro had come to the conclusion that
China has a real plan to emerge as a global great power by 2049, the 100-
year anniversary of the CCP’s victory in the Chinese civil war.*” Former
naval intelligence officer James Fanell, for instance, warned with growing
urgency of the PLAN’s growing strength, rendering the next 10 years a “de-
cade of concern” in U.S.-China relations.>°

The new Cold Warriors share with the Strategic Competitors much of
their assessments of what China’s rise and changes in Beijing’s recent behav-
ior mean and require from America. But their support for U.S. policymak-
ers is dependent on the maintenance of tough rhetoric—and policies—on
China. Biden’s recent use of terms such as “responsible” or “managed compe-
tition” are alarming for those who, rhetorically, would prefer “containment”
or “decoupling.” For the new Cold Warriors, their views can be harder be-
cause they are, for the most part, not in positions close to policymaking at
the major executive branches. Instead, they are closer to Congress, public
opinion, and some hawkish think tanks. They are rooted primarily in non-
China-focused organizations—such as Project 2049, human rights groups,

and defense organizations.

Holes, Gaps, and Silences: Policy Implications

The above mapping exercise of the social worlds of U.S.-based China exper-
tise aids in the identification of both areas of agreement, and some of the
holes, gaps, and silences in their respective interpretations of China. Each of
the groups described above captures some of the “elephant” of China in U.S.
foreign policy, but not all of it. Baked into their interpretations and policy-
recommendations are specific understandings of China—its relations with

the CCP regime, the broader region, and the international community, for
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example—and America—a liberal hegemon tasked with underwriting global
order, or a normal great power managing international affairs in a newly-
multilateral world. Identifying gaps is not intended to imply they are easily
overcome. There are points of genuine disagreement. But it does help iden-
tify wedge issues from semantic ones. For the sake of space, I collapse the
four groups into two, exploring first the merits and demerits of the Strategic
Competitors™ position alongside that of the New Cold Warriors, and sub-
sequently, the Engagers and Competitive Coexisters, focusing particularly
on the policy discussion. I then explore three specific policy areas: human
rights, including the CCP’s persecution of Uighurs in Xinjiang, evidenced
by discussion of China’s hosting of the 2022 winter Olympics; the defense of

Taiwan; and military-security affairs in the South China Sea.

What the Strategic Competitors/
New Cold Warriors Cannot See
Many interviewees for this project accepted that, in the end, the Strategic
Competitors had done the United States a positive service by raising China’s
salience in U.S. national security conversations. This was especially true of the
broad group of New Cold Warriors, but also of many Competitive Coexisters.
Many agree that the time had come by 2018 to “get serious” about China.
Yet, by adopting the rhetorical strategy of politicizing Engagement, in so
doing exaggerating the coherence of U.S. policy toward China around its
most naive and optimistic interpretation, the Strategic Competitors leave
a hole at the heart of their position. Engagement with the PRC is not only
inevitable, but morally and politically necessary. Put differently, where the
Strategic Competitor position is strongest is in the urgency of the descrip-
tion of a China the United States can no longer reasonably expect to join the
“rules-based international order” on America’s terms. Where the position is
weakest is on the question of what, precisely, competing with China means,
and what space is left within the approach for the sort of diplomatic, eco-
nomic, and military interaction that must take place to address arcas of com-
mon concern unless a complete “decoupling” it to be the aim of U.S. policy.
Yet, as Engagers are keen to point out, even at the height of the Cold War, the
United States maintained lines of communication and some, minimal, diplo-

matic engagement, with the Soviet Union. Given China’s deep enmeshment
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in the international economy and global governance architecture—and, of
course, its nuclear arsenal—the sort of decoupling some New Cold Warriors
would prefer are not viable options.

Like Engagement before it, Strategic Competition will become going for-
ward simply “U.S.-China relations,” and getting on with it will be the name of
the (policy) game. However, the politicization of Engagement renders “getting
on with it” more problematic, for three reasons.

The first problem is rhetorical: the engagement component of strategic-
competition-as-U.S.-China-relations will have to be rhetorically justified, as
evidenced by the Biden administration’s use of the phrase “responsible” or
“competition,” which reflect initial adjustments faced with this challenge.
The word “engagement” might be off the table for now, but it should not stay
that way as meaningful synonyms are in short supply—“interaction” is vague,
while “cooperation” is even worse from a China-skeptic’s perspective. It turns
out, perhaps, that the “engagement” is usefully innocuous.

The second problem concerns the expert struggle itself. The politicization
of the manufactured notion of capital-e Engagement, contains within it a re-
jection of the Engagers as a social group of experts, many of whom are older
sinologists, steeped in Chinese language and culture. Yet, the prudent man-
agement of U.S.-China relations going forward, even in a competitive mode,
will still require experts knowledgeable in China, many of whom might have a
tendency toward a more Engager-type position. In short, the U.S. government
still needs China expertise, without the suggestion such expertise is, by its
very natures, politicized. As criticisms of “groupthink” and the advocates for
“red teaming” grasp, consensuses are not necessarily positive states of affairs.
The military-security knowledge common among the Strategic Competitors
is, to be sure, useful, but the U.S. government is not only the military, and
China experts of various types will be important actors in years to come.

The third hole in the Strategic Competitors’ position is political. Robust
thetoric of competition and rivalry with Beijing has served since 2016 to justify
Engagement’s replacement. It has also empowered strong China critics, notably
in the media but also—crucially—in Congress, which has significant power
in driving China-focused legislation, notably that aimed at China’s human
rights abuses and America’s commitment to the defense of Taiwan. While

Congress should, of course, have a role in foreign policy, as the longevity of the
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1974 Jackson-Vanik amendment shows, once legislation or sanctions are put in
place by Congtess, there are notoriously difficult to remove. They institution-
alize hostility and tie the hands of future administrations hoping to improve
relations. The danger of the Strategic Competitors’ position—Dboth rhetorically
and practically—is to lock in hostility from the United States’ side of the rela-
tionship, regardless of what happens in China.

What Engagers and Competitive Coexisters Do Not See

A similar exercise illuminates the holes, gaps, and silences in the position oc-
cupied by the Engagers and the Competitive Coexisters. These lacunae revolve
around changes in the People’s Republic and the level of objectivity of the
threat from China felt by the Strategic Competitors and New Cold Warriors.
In short, China is now a rich and militarily powerful state with well-docu-
mented ambitions for regional and global influence. Beijing is secking to exert
its power in ways overt and covert. The work of Clive Hamilton and col-
leagues on the actions of the United Front in Australia, Canada, the United
Kingdom, and the United States cannot be brushed to one side.’! Neither can
the Chinese deployment of a style of “Wolf Warrior” diplomacy in its global
interactions—a new forceful brand making compromise difficult to achieve.>”
Engagement is an outmoded approach given this new reality.

But it is not only China that has changed in ways militating against the
sort of old fashioned engagement of the 1990s and early 2000s. The United
States has too, in ways acknowledged by the Competitive Coexisters but per-
haps underplayed. Engagement is weakened internally too.

The United States is now a deeply polarized society in which any consensus
on foreign threat or challenge is likely to elicit an outsized response. The new
right is louder, brasher, less concerned with anything smacking of the nuanced
and diplomatic—if China is bad, they would argue, it should be called out
openly, without reservation. Many younger people to their left are more con-
vinced of the virtues of democracy and that “a threat to freedom anywhere
is a threat to freedom everywhere.” Moreover, they are less tolerant of poli-
cies aimed at fortifying America’s multinational corporations, especially Wall
Street—a vital constituency for Engagement.

Much as some Engagers might think, therefore, the Strategic Competitors

are not naive “dragon slayers.” While certainly focused on military-security

183



David M. McCourt

matters, Matthew Pottinger and his team are well respected China experts.
The center of gravity of the China watching community has moved closer to
their position on what China means for the United States, with greater prom-
inence of defense generalists in the debate.

Most importantly, however, the Strategic Competitors successfully changed
U.S. policy ways that are not possible to simply reverse. The Engagers are no
longer in the drivers’ seat, and neither are their younger kin, the Competitive
Coexisters. After resentment of the fact has faded, engagers must act as a rea-
sonable “opposition,” which means framing both China and the United States
differently than they currently do. This fact explains why many commentators
have gotten on board the strategic competition train. But, as noted above, that
train will inevitably hit bumps that may push it off the tracks. When the ride
gets bumpy, the Competitive Coexisters need to be ready with a new way of

talking about a different China, for a different America.

Wedge Issues: Human rights and Taiwan

Two prominent challenges illustrate the policy gaps that emerge between
the main groupings in the U.S. China watching community. Human rights
and the defense of Taiwan each represent wedge issues that highlight genuine
disagreements.

On human rights, how far should the United States go to force a change
in Beijing’s policy in Xinjiang? China’s hosting of the 2022 Winter Olympics
highlights the dynamics of the debate. For New Cold Warriors like Randall
Schriver, China’s actions in Xinjiang render it unworthy of the honor of host-
ing the winter games. An “elegant solution,” consequently, presented itself in
the summer of 2021, when the games could have been removed from China,
and folded into the delayed 2020 Tokyo summer Olympics.”* While this ini-
tiative did not gain significant traction, it demonstrates the lack of concern
New Cold Warriors have in angering Beijing, which they see as a political tac-
tic used by to advance its geopolitical interests. For New Cold Warriors, the
only acceptable outcome is for the games to come out of China, or the United
States to reconsider its participation.

Given Congress’ strong views and activity on the issue of human rights, no
U.S. administration can genuinely avoid taking a strong stand on the topic in

the making of China policy. The Biden administration’s diplomatic boycott of
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the games is thus an attempt to plot a middle ground position, reflecting the
position shared by Engagers and Competitive Coexisters that human rights
concerns be recognized, but not allowed to dominate U.S.-China relations.
A boycott grasps the opportunity of protest, without punishing U.S. athletes,
corporations, and damaging U.S.-China relations too far. As Engager Chas
Freeman has noted, morcover, China was unlikely to have allowed high-level
representation in any case, rendering a diplomatic boycott relatively costless.>*

Taiwan represents a second, and likely more crucial, wedge issue—crucial
on account of its potential to lead to active hostilities between Washington
and Beijing. Should the United States formally renounce its long-standing
policy of “strategic ambiguity,” a central pillar of Sino-U.S. relations since
the late 1970s? For Engagers especially, strategic ambiguity continues to serve
U.S. national interest, helping to sustain a peaceful status quo, and underpin-
ning a working relationship with Beijing and Taipei, and facilitating cross-
Strait relations.”

For Strategic Competitors and New Cold Warriors, by contrast, Taiwan’s
democratic development, together with Chinese moves toward unilaterally al-
tering the status quo, have changed the nature of the American interest.” For
them, the time is now ripe to replace ambiguity with strategic clarity—mak-
ing it clear the means the United States would use in the event of Chinese
attempts to change the status quo. In his Strategy of Denial, China watcher
Elbridge Colby makes a forceful case for an Asia-focused U.S. grand strategy,
with defending Taiwan at its heart.’” The United States, Colby argues, does
not seck conflict with the PRC, but must prepare for one if it is to secure its
real goal of a “decent peace.” For Project 2049’s Jae Chang, Taiwan is a “mod-
ern day Fulda Gap”—a bulwark against the PRC’s domination of East and
Southeast Asia.>®

Early in 2021, the Biden administration began to adopt the phrase “re-
sponsible competition” in relation to its China policy. Some China watch-
ers and politicos voiced concern the President was backing off Strategic
Competition, backsliding toward Engagement. Secretary of State’s Anthony
Blinken’s comment that the United States will be “competitive when it
should be, collaborative when it can be, and adversarial when it must be,”
solidified the fear Yet bold statements, like NSC Asia Director Kurt
Campbell’s pointed assertion that “Engagement is dead” proved that
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responsible competition is less a new rhetorical departure than only one at-
tempt among many we are likely to see over coming years of threading the
aforementioned needle in U.S. China strategy.*

While the challenge for U.S. policymaking is not merely rhetorical, and
should not be confused as such—as just described, there are genuine wedge
issues that divide Strategic Competitors and Competitive Coexisters, issues
the Biden administration is tasked with addressing—the perspective adopt-
ing here suggests that together, Biden’s China team—Biden himself, National
Security Advisor Jake Sullivan, Campbell, Laura Rosenberger, and others like
Assistant Secretary of State for Indo-Pacific Security Affairs Ely Ratner—re-
alize that the relationship has to be managed on an ongoing basis, that there
is no conceivable without interaction. They also appear to realize that while a
definite “strategy” might be a good basis for that management, the attempt to
define one—as did Pottinger and company—comes with political pitfalls. It
might be best therefore not to announce a specific shift, since any new label
would need to distinguish itself from Strategic Competition, which most are
on board with. Although unlikely to all be on the same page,® they appear
committed to treading the fine line between rhetoric overly confrontational
and accommodationist. With “engagement” still off the table, images of re-
sponsibility, management, co-existence, and competition—presented with

strong valence—are the overlap point on the Venn Diagram.

Conclusion and Implications for Policy

Perhaps more than he realized, China watcher Elbridge Colby puts his finger
on the core issue facing America’s China watchers at the present time. What is
a “decent peace” for the United States vis-a-vis the PRC?% Is the peace we have
with Beijing “decent?” If not, why not? In essence, the groups identified here
disagree on the answer and where to look for one. While policy implications
do not flow directly from the sort of sociological enterprise engaged in here,
nurturing a community able to answer that question is a policy implication of
the first order.

To that end, this paper recommends the main organizations of the China
watching community and the U.S. government endeavor to foster a broad

conversation across the groups surveyed here. Doing so requires renewed
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commitment on the part of the executive and legislative branches to support
critical language training, educational and cultural exchanges, and the sort
of people-to-people ties nurtured to positive effect during the latter stages of
the Cold War with the Soviet Union.®* Public diplomacy and Track 1.5 and
2 dialogues also provide knowledge and training of U.S. China experts, and
personal contacts, beyond the specific issues discussed.®* At the same time,
think tanks, Congressional committees, and the two main Congressional
China commissions should keep the door open to the broadest possible range
of voices from the U.S. China community. Together, such efforts should—to
the greatest extent possible—hinder the emergence of polarization, politiciza-
tion, and group-think, while arming the United States with a knowledgeable,

diverse, and vibrant community of true China experts.

The views expressed are the author’s alone, and do not represent the views of the
U.S. Government or the Wilson Center.
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Abstract

For decades, the WHO played a useful role in casy tensions during difficule
times in the U.S.-China health relationship. That process failed during COVID-
19, leaving the United States without an effective way to interface with China
in a crisis. An international organization can suffer from agency slack or a lack
of independence. But despite these potential pitfalls, it can provide useful ser-
vices to its member states. Often overlooked are the ways an IO can help nations
address bilateral concerns. It can coordinate, provide international recognition
that encourages improvements, and it can ease sovereignty concerns. This paper
examines the history of successful partnership and the problems that led to the

failures of 2020. It makes recommendations for how to move forward.

Implications and Key Takeaways

The United States should increase its support for the WHO, including
an increase in basic budgetary support by itself and work with other

developed nations to increase support, as well.

The United States should support the strengthening of International
Health Regulations, recognizing that greater scrutiny will also come to
the United States.

The United States should seck to develop for coronaviruses, and for

other key viruses identified by the global public health community, an
international surveillance regime similar to the influenza program the
United States has supported since its inception. This should be for the full

range of countries with a coronavirus risk.

The United States should recognize that China is now a peer country

producing public health and scientific excellence.

The United States should fully staff its health activities in China,
including CDC, NIH and FDA. It should also seck to resume

cooperation agreements with Chinese scientific entities and focus on

ensuring joint use of data.
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© Much of the world still needs to be vaccinated. The United States
should look at how to ensure that its efforts and those of the Chinese are
complementary in getting maximum effective coverage, not competitive.

This may well require additional research on using multiple vaccine types.
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Introduction

The COVID-19 pandemic continues to have profound and negative ef-
fects around the world. Not only has it brought death and suffering to
millions, but it has caused economic dislocation to hundreds of millions,
reduced global interaction and brought significant political stress to many
countries, arguably including the United States. International cooperation
on COVID-19 has been weak, despite multiple promises by most leading
countries to do more. COVAX, the global effort to provide vaccines to poor
countries, has only delivered half its promised doses, and most recently has
reported it can’t do more without an immediate cash infusion.! And as the
world continues to struggle mightily with new COVID variants, there seems
to be little global effort to conduct the kind of surveillance for altogether
new coronaviruses that there is for influenza, despite the fact that COVID
was the third of these novel coronaviruses to emerge on the Asian landmass
in the 21st century. As shown by the emergences of MERS in Saudi Arabia,
and the global struggle to control COVID, these are not solely Chinese
issues. However, it is impossible to foresee a situation where China is not
critical to the global control of respiratory illness. It is simply too large, has
too many people in close proximity to animals, and is too integral to global
production capacity of vaccines, medicines and medical equipment, not to
be one of the most essential players.

The United States has long been a leading advocate for efforts to control
the spread of infectious disease with active involvement dating back to over a
century, especially in the Western Hemisphere.? By World War II the United
States was the largest global health donor, first contributing over 70 percent
of the United Nations Relief and Rehabilitation Administration (UNRRA)’s
budget and then committing to almost 40 percent of the World Health
Organization (WHO)’s budget in the early years after the war.®> While there
was some isolationist pushback in Congress to the original WHO treaty, the
U.S. administration was central to the design of the organization. By the early
1950s addressing global health disparities through UN agencies was seen as
a key element of the U.S. efforts to counter communism. Ironically, the most
significant impact of Congressional concern was a special provision that al-
lowed the United States to withdraw from the treaty with only one year’s

notice, a provision that was actually used during the Trump administration,
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although with less than a year to go in that administration, withdrawal was
never actually effected.

From the beginnings of the WHO, the United States had more capacity
than the international organization and U.S. funding was essential to its op-
eration. Thus, the United States could have chosen a different route, focusing
resources on a unilateral overseas strategy of bilateral aid. But instead, support
for WHO and working through WHO on key programs was a critical ele-
ment of U.S. international health policy, particularly on infectious diseases
ranging from small pox to influenza. And yet, when it came to COVID, the
first year of the pandemic was marked by growing U.S. skepticism toward the
WHO and toward international health efforts in general and a substantial
reduction in U.S. material support for the WHO. 2020-2021 was the first
period in the organization’s history where the United States was not its larg-
est donor.’ The question then arises, what value did the United States gain by
working through the WHO, an organization where the United States, while
influential, could not dictate terms, rather than working independently and
bilaterally? Conversely, was the failure to leverage the WHO during COVID
aloss for the United States? And finally, looking forward, now that the United
States has decided to reengage with the WHO, are there ways that that the
United States can use multilateral participation as a way to advance its bilat-
eral health relationship with China in ways that promote global health?

This essay will examine the role that multilateral engagement played in ad-
vancing U.S. health goals related to China, specifically related to infectious
respiratory discases. Because of China’s large population of both humans and
animals and the many opportunities they have to interact, Chinese health
authorities” active involvement in collecting information on disease threats,
whether it be the annual changes in the influenza virus or the emergence of

new pathogens, has long been recognized.

The Relationship between the WHO and Member States

The WHO is a member-directed institution and yet often must confront in-
dividual members about health problems they might prefer not to divulge to
a global audience. It is both a highly technical agency with its own staff, and

it requires assistance from its member states to provide critical staffing and
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infrastructure not just for emergencies but for its ongoing efforts. While the
major focus of previous studies has been on whether the WHO has autonomy
or is governed by the member states, with a focus on how the WHO carries
out its role, the focus here is on the reverse, the role an IO can have not just in
furthering its own goals (though they may coincide), but in facilitating rela-
tionships among member states. Specifically, I am looking at how interaction
and support for the WHO has supported U.S. priorities, although this analy-
sis is likely applicable to other members, especially those who actively support
WHO programs, as well.

The WHO as a one vote per member organization has long been responsive
to its developing country members’ needs. While some developed countries,
and particularly the United States are focused largely on infectious diseases
that cross borders, developed country members have advocated efforts related
to poverty, pharmaceutical access, and other issues with broad social and eco-
nomic implications.® The public health literature focuses on the tensions in
WHO bpriorities in terms of the voting membership, which with 192 members
is heavily weighted toward the developing world, and budgetary constraints.
In particular, as the agency grew to rely on extra-budgetary or project fund-
ing from the 1980s onward, it had to become increasingly responsive to the
specific demands of donors.”

By contrast the international relations literature has framed the conflict-
ing pressures at WHO either as a principal-agent conflict, where the voting
method leads to agency slack® or from a constructivist viewpoint, where the
same WHO professional staff are acting as “norm entrepreneurs.” In both
cases, the basic question is how much WHO itself is shaping international
health policy and acting as an independent institution. As Walt documents,
this framing does not address the fact that a great deal of global health as-
sistance capacity now resides in some of the member countries. Moreover,
the WHO actively works to develop the member country expertise it then
depends on through its support for domestic public health infrastructure and
the network of Collaborating Centers and Essential Regulatory Laboratories.

More broadly the literature also takes seriously the services that interna-
tional organizations (IOs) can provide to their member countries, including
the provision of a centralized locus for cooperation and/or coordination and

through IO independence, the ability to be able to act unilaterally on behalf
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of global interests (Abbott and Snidal 1998), thus suggesting that IO inde-
pendence is not always agency slack. However, these discussions simplify
the complex nature of interactions between a highly technical agency that is
in fact heavily reliant on information and cooperation from all its member
states and on the even greater technical resources of its more prominent mem-
bers. Moreover, it tends to put the IO in the center of the analysis. This essay
turns that around to look at a bilateral relationship that in many ways was
prioritized by both countries above the success of the IO, and yet, using the
IO was critical to bilateral success. Without a successful intermediary at key
moments, the bilateral relationship suffered greatly, to the detriment of both

countries and the world.

The Groundwork: Influenza Cooperation
within the WHO Network

WHO founded the international influenza surveillance network in 1952, with
the United States as a founding member."® The United States and other major
members were interested in ensuring globally effective surveillance and data
analysis. When China began to be more active in international organizations
in the 1970s, its surveillance was weak. Influenza surveillance is critically im-
portant, because even in the midst of a coronavirus pandemic, the international
medical community continues to view scasonal influenza as a major health con-
cern and pandemic influenza as an ever-present risk. Indeed, there have been
new flu viruses of concern during the past two years."! The speed and sever-
ity of the 1918 flu pandemic and the fact that influenza viruses mutate much
more rapidly than coronaviruses keep influenza high on epidemiologists’ lists
of concerns.'* Many, but by no means all, influenzas of concern arise in China.
Concern about developments in China has been heightened since the series of
highly pathogenic HSN1 or bird flu outbreaks that occurred in Southern China
and Hong Kong and then spread to Southeast Asia in 1996 — 2005 period."
U.S. CDC began to explore the possibility for influenza surveillance co-
operation with China in 1978 even before relations were normalized and
the U.S.-China Science and Technology Umbrella Agreement were signed
in 1979. Exchanges increased in the late 1980s and the first formal agree-
ment was signed in 1989 between the U.S. CDC and the Chinese Institute
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of Virology." Under the agreement the United States helped the Chinese set
up sentinel surveillance, i.e. a network of healthcare providers to collect influ-
enza samples, and upgrade laboratory capacity. Once basic lab work was com-
pleted in China all the samples were sent to be analyzed at the U.S. CDC in
Atlanta, which was also designated a WHO Collaborating Center. Initially
the Chinese sent the U.S. CDC hundreds of samples a year."

The WHO influenza program was organized around National Influenza
Centers and then much more sophisticated Collaborating Centers, The
Chinese Institute of Virology (which in 2002 became part of the brand-new
China Center for Disease Control and Prevention or China CDC) was al-
ready designated a WHO National Influenza Center and thus the logical
partner for U.S. CDC. Essential Laboratories and Reference Laboratories
were in a much more limited number of locations. The United States, United
Kingdom, Japan, and Australia all hosted Collaborating Centers where flu
samples were analyzed and recommendations made, for epidemic and pan-
demic preparedness and for the composition of the annual flu vaccine.'

WHO?’s influenza program is both one of its most effective and long-
standing efforts and highly dependent on member country capacity. The pro-
gram provides coordination, data compilation and knowledge sharing. Each
country designates a National Influenza Center, but these obviously have
different levels of capacity and expertise. WHO then designates key nodes
as Collaborating Centers to conduct more sophisticated laboratory analysis
and compile data. The influenza program also operated as the WHO?s key
pandemic detection program, since everyone involved pre-SARS, and even
most post-SARS, expected the next respiratory pandemic to be an influenza
virus.”” As both the United States and Japan became interested in supporting
global influenza surveillance capacity, the WHO became the obvious venue
for working out and deconflicting their assistance efforts. In 1998, the two
countries agreed to fund their bilateral efforts through the WHO."

WHO’s role is more than facilitating aid coordination or compiling data.
The China case, in particular, demonstrates how important an international or-
ganization is for providing an incentive structure for countries to upgrade their
domestic infrastructure. U.S.-China cooperation to develop the Chinese influ-
enza program progressed steadily through the 1990s with the United States as-
sisting with laboratory capacity and helping the Chinese increase the number
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of surveillance sites, although the overall scale was still rather modest. This was
partly attributable to a bureaucracy that didn’t promote its best young scientists
quickly,” and partly that all of China’s public health infrastructure was quite
small and had not yet been formed (until 2002) into a government public health
agency as opposed to a research institute.”* In 2004 the United States and China
agreed to a major increase in ambition with a new bilateral agreement focused
specifically on elevating the Chinese contribution to the WHO system. A major
goal was for China CDC to become a WHO Collaborating Center, a result
achieved in 2008. Sentinel surveillance also grew dramatically, from a hand-
ful of sites in the 1980s to 3565 in 2006 all the way to 28,685 in 2014. At the
same time the number of labs able to run state-of-the-art PCR tests rose from
approximately one in each of China’s 31 provinces to almost 400.*' The WHO
program created clear metrics for success that gave Chinese medical could advo-
cate for internally. Indeed, a popular slogan in the years leading up to the 2004
agreement was that China should “get on the international track” (y« guoji jie-
gui), a slogan that realized its apex use during China’s admission into another
key UN-affiliated organization, the World Trade Organization.”

Both countries have benefited directly from the bilateral relationship, and
from the WHO’s role in coordinating, facilitating and providing imprimatur.
The improvements in China led to a more complete set of samples and rapid
analysis to inform the annual influenza vaccine. Chinese public health overall
benefited from improvements in lab capacity and those 400+ PCR-equipped
labs, which not only aid in addressing the ordinary burden of disease, but con-
tributed to China’s rapid effort to bring COVID-19 under control in 2020.
The United States also gained directly from working with China. For de-
cades the Chinese sent flu samples to the U.S. CDC in its role as a WHO
Coordinating Center. WHO brought considerable extra prestige to the rela-

tionship and helped smooth any concerns over sovereignty and data sharing.

CRISIS Response: the WHO role during emergencies

Bird Flu
Influenza mutates constantly, and thus catching every one of these changes

is essential for preparing for the annual influenza season and the appropriate
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vaccine. In addition scientists are on the lookout for large changes, a major
shift in type that means a much larger portion of the world’s population is
immunologically naive and susceptible to the disease. This is what occurred
in 1918 and then again in 1957, 1968 and 2009. The first of these was aston-
ishingly deadly, killing an estimated 50-100 million people,?® and both 1957
and 1968 were severe.?* While the HIN1 pandemic of 2009 turned out to be
milder than most with global deaths estimated at 189,000, the concern re-
mains that a more hazardous influenza might emerge. China is always at high
risk because of the heavy concentration of people, poultry and pigs in close
proximity, which the viruses move between.

A more fatal influenza was identified in Hong Kong in 1997, the H5N1
bird flu. This flu had jumped directly from birds to humans and was incredibly
lethal, killing one-third of those infected. The concern was whether it would
lead to sustained human-to-human transmission. Most of the cases seemed
to come directly from contact with infected poultry. A massive cull of Hong
Kong’s poultry markets and new regulations on how to manage them seemed
to control it.>* However, Hong Kong is a populous city on a tiny landmass. It
imports almost all of its food, mainly from China. The suspicion, later con-
firmed, was that the disease had originated in Southern China.”” The WHO
and the U.S. CDC wanted a greater understanding of the origins of the dis-
casc to try to prevent further outbreaks. This kind of outbreak, where sus-
tained human-to-human transmission has not yet occurred, is controlled by
widespread poultry culls of the type that Hong Kong conducted in 1997. I
was living in the Southern Chinese city of Guangzhou at the time, and no
culls were conducted, nor was the outbreak ever acknowledged to have af-
fected the mainland side of the border. However, the general public stopped
cating chicken in fear.?®

Despite almost two decades of cooperation, including some staff in Beijing,
the U.S. CDC found it much easier to work within a WHO-requested “mis-
sion” than to try to investigate this outbreak on their own. Investigation, in con-
trast to capacity-building, will raise many more sovereignty concerns. To achieve
its aims WHO treaded lightly. There was no public accusation of hidden cases,
but rather a polite request to visit Southern China to see if they could learn more
about the disease’s origins. The Chinese government allowed a mission to travel

to Southern China in 1998 with U.S. CDC representatives as part of the group.
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But that visit was described to me as a “complete whitewash” with the markets
selling live birds shut down, and the group’s request to see typical poultry pro-
duction denied. Instead they were shown a video of a high-tech facility, not at all
the average for late 1990s Guangdong.? Much of what we know about the na-
ture of these southern food markets as the sources for HSN1 and then later for
SARS was due to the quiet work of researchers in Hong Kong, who went regu-
larly across the border in the wake of the original bird flu outbreak and collected
samples from local markets. By 2006 Guan Yi and his colleagues had collected
over 50,000 animal samples from six provinces.*°

Despite the challenges of trying to obtain clear information in China, the
need was only more obvious, and thus U.S. CDC continued to work both di-
rectly and with WHO to obtain more information. By 2002 the H5SN1 bird
flu started to emerge in nearby SE Asian countries, but before bird flu could

command full expert attention, a new and more infectious disease emerged.

SARS

In the fall and winter of 2002 rumors began to emerge of a new and scary
disease in South China. This was before widespread internet use in China,
and the rumors spread by text message on cell phones. Friends warned each
other not to go to hospitals. This new disease was ultimately named SARS and
the virus that caused it SARS-COV-1. But no one knew that at the time, and
the national government in Beijing didn’t know anything. Local authorities in
Guangdong did their best to keep the news from the Central Government, a
pattern that repeated when SARS moved to other provinces, and then appar-
ently at the early stages of the COVID-19 pandemic.

WHO received a note from an unofficial source informing it of the rumor
about this disease on February 10, 2003, illustrating the importance of an in-
ternational organization as a more neutral conduit than another government
would be. The WHO formally requested information from the Chinese gov-
ernment, but was told it was “under control.” Quickly, however, cases began to
emerge in Hong Kong and SE Asia, as well as in Toronto, and WHO decided
to send a team in investigate. U.S. CDC’s influenza effort was led by Dr. Keiji
Fukuda, who fortuitously was working on influenza issues in the region. Many
at WHO and in the international medical community thought the mysteri-

ous disease was likely to be a novel influenza, and Dr. Fukuda was invited to
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join the WHO team. Even with the WHO imprimatur getting access to the
area with the outbreak took some time. The team arrived in China February
23 and did not visit Guangzhou until March 4.3' (WHO issued its first alert
for SARS on March 13).

WHO was legally limited, since existing International Health Regulations
(IHRs) had mandatory reporting requirements for only three diseases and
did not have explicit rules for travel restrictions. These gaps were addressed
after SARS with a significant revision to the IHRs in 2004.* WHO Director
General Gro Harlem Brundtland used the lack of rules to respond flexibly
and threaten additional action.”® Throughout March as additional countries
reported cases and global concern grew, Brundtland and her representative in
Beijing, Dr. Henk Bekedam, continued to urge greater transparency from the
Chinese government and to offer assistance in combatting the disease.

U.S. CDC again became involved when a second WHO team was as-
sembled with two CDC members of four total and began its visit to Beijing
on March 23. The team was forced to wait until April 3 to get permission
to visit Guangdong. The likely trigger for permission was WHO headquar-
ters issuing its toughest travel warning yet on April 2. However, by the time
the team arrived in Guangzhou the outbreak was indeed under control and
their question was what was happening in Beijing.>* It again took a number
of days to get inside Beijing’s hospitals. The team visited from April 10-15, but
only heard about SARS cases at a military hospital on the final day of their
visit. Beijing’s outbreak had first been revealed by a retired military doctor and
whistleblower, Dr. Jiang Yanyong,.

Beijing ultimately announced its epidemic on April 20 and began to take
vigorous steps to get the outbreak under control, including putting Vice
Premier Wu Yi in charge of the Health Ministry, firing the Beijing Party
Secretary and otherwise signaling its intention to hold the bureaucracy to ac-
count. At the same time Beijing began to welcome international assistance in
the form of many more WHO missions, of which perhaps half the experts
were U.S. CDC.

During the SARS period U.S. CDC and WHO worked closely together
and with WHO in the official leadership role. DG Brundtland had the
power to threaten the Chinese economy through her travel warnings, and

these ensured that the Chinese paid attention to her concerns. Moreover,
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travel warnings were issued for many countries, so the Chinese could not
argue they were singled out. Despite the fact that the United States is a
much stronger and wealthier institution, the United States deferred to the
WHO to take action first and then followed with its own travel warnings.
The Chinese government response was slower and more halting than WHO
wished, due in part to central government reluctance, but in even greater part
to the internal local and provincial cover-ups that made the Chinese central
government unable to track their own epidemic for many months.

Once Chinese cooperation was assured, WHO needed the U.S. CDC as
much as the reverse. Some 40 U.S. CDC staff were seconded to the WHO
Beijing office to provide technical assistance after April 20. They entered
China with UN documentation, rather than U.S. official passports. CDC
Atlanta also assisted in sequencing the SARS genome.” For the Chinese in
crisis, dealing with an international organization was both more urgent and
more palatable that asking for bilateral assistance. This outbreak required so-
cial distancing and contact tracing, but it resolved relatively quickly. By July
2003 SARS had been eradicated worldwide.*®

Post-SARS: The Golden Period for
International Cooperation

After SARS, health cooperation blossomed. The return of HSNI in 2004
and 2005, (which still was not transmitting rapidly human-to-human, but
was moving rapidly through poultry stock, was highly lethal and carried the
potential that a small mutation might make it more infectious), kept interna-
tional focus on China and infectious disease. The China CDC, only founded
in December 2002, right before SARS, began to expand in carnest and was
focused on rapid detection of outbreaks. They reported these HSN1 outbreaks
immediately to WHO and shared information with both bilateral and mul-
tilateral partners.

The United States began to increase its long-term on-the-ground health
presence in China as well as high-level attention. Both CDC Director Julie
Gerberding and HHS Secretary Tommy Thompson visited Beijing in 2003.
The new agreement on flu was signed in 2004, contemplating additional staffing

and support. The two countries began to negotiate for broader cooperation in
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emerging disease detection. In 2005, President George W Bush and President
Hu Jintao met twice, first at the UN and then when Bush visited Beijing in
November. They signed an agreement to cooperate on avian influenza, both
bilaterally and with the relevant IOs, including WHO and the Food and
Agricultural Organization (FA0).”

China CDC was vigilant and prompt in reporting cases of HSN1. The
major issue of concern for epidemiologists was that while the China CDC
was identifying the human cases of avian influenza, the agricultural authori-
ties weren’t catching the bird outbreaks. It should have been much easier
to find the birds, because thousands would get sick at once, but instead as
a number of people noted to me at the time the humans were acting as the
canaries. As a result, in reporting to Congress the United States still found
China “uncooperative” in the sense that WHO was not receiving needed
bird samples.*®

Much of U.S.-China bilateral cooperation did not intersect that closely
with the WHO’s main efforts. But as one top Bush era official described the
attitude of that time: “The presumption was that the Chinese were good
actors that they were playing by the international rules that they were meet-
ing international standards, both for quality and for ethics.”®” The United
States had a CDC secondee working on childhood vaccinations at WHO’s
Beijing office for decades. WHO continue to have its very broad mandate,
which the U.S. supported and for some of these years assigned an expert
in tobacco control to WHO, as well. But the major U.S. bilateral effort fo-
cused much more narrowly on infectious disease. This included robust HIV/
AIDS programs that had gotten underway just before the SARS outbreak.
CDC’s Global AIDS Program originally located itself in the same building
as WHO Beijing but found to their surprise that they had much less coordi-
nation and interaction than expected.”” Nevertheless, for both HIV/AIDS
and influenza there were clear WHO counterparts. The focus the United
States put on emerging infections was different. WHO did not have such a
specific program. Thus, while relations were amicable throughout the Bush
and Obama years, the U.S. bilateral program operated mainly without rely-
ing on WHO’s diplomatic resources.
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A Weakening of Relations

The complex web of a relationship between the United States, China, and the
WHO began to fray in the later years of the Obama administration. While
there was a strong commitment to the importance of a China relationship
through 2016, there was already less optimism than there had been in earlier
years.*! There was a shift toward relying only on the bilateral relationship, and
then disappointment with the results.

Bilateral cooperation during Ebola outbreak in West Africa had given the
Obama administration hope that the bilateral relationship could be further
developed to collaboratively address multilateral aims. WHO?’s response
was widely criticized,*” while the United States sent extraordinary numbers
of staff and equipment to assist, including some 4000 from the U.S. CDC
alone,*® and the Chinese also had teams in West Africa.* The two countries
had limited interaction with WHO. In Sierra Leone, the two countries’ teams
worked together, and they subsequently agreed to cooperate in helping to es-
tablish an Africa Centers for Disease Control and Prevention.®

From numerous interviews with officials from that time, the United States
was already becoming concerned about Chinese cooperation in the Africa CDC
project in the latter years of the Obama administration. One issue that came
up in a number of anonymous interviews was the Chinese desire for samples.
While the U.S. CDC had reccived many samples from China over the years
and access to samples is often a key goal for U.S. CDC, there was considerable
and growing suspicion of Chinese purposes in gaining samples. There came to
be a view that the Chinese were trying to obtain DNA to “track individuals.”
There doesn’t appear to be evidence that the Chinese were using DNA to track
anyone in Africa, but this issue became mixed with the actual cases of Chinese
companies’ sales of facial recognition and other types of surveillance equipment
to African dictators.”” At the same time there was also some concern about
whether DNA collected in Africa might be used by Chinese biotech companies.
These links were all vague, and certainly can’t be documented using any public
sources. However, they contributed to a growing sense of unease surrounding
the relationship. But in the Obama administration, these concerns were bal-
anced with concern for maintaining health ties with China.

In the ecarly days of the Trump administration the health relationship ap-
peared to be on track. Trump’s short-lived first HHS Secretary, Tom Price,
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visited China, and his second, Alex Azar, also discussed the possibility of a
visit. But by 2018 the relationship was deteriorating with those in the field
receiving little interest from Washington.” While U.S. health personnel
in China continued to reach out to their WHO and bilateral counterparts,
where there were actual WHO counterparts (which there weren’t on the
emerging infections portfolio),” these also diminished because others did not
want to be affected by the increasingly negative overall relationship between
China and the United States.”® The overall science relationship got further
bogged down by an eighteen month lapse in the renewal of the umbrella gov-
ernment-to-government cooperative agreement that only got renewed shortly
before the COVID-19 outbreak.

CDC programs were also cut. Both the Global Disease Detection Program
and the Field Epidemiology Training Programs were slashed.’" At the same
time a number of key NIH agreements also lapsed >

Working in China also became more complex over this period. In April
2018, the Chinese State Council enacted regulations requiring international
research go through government data centers before it could be used by for-
eign researchers.”® In speaking to experts with decades of experience in mul-
tiple U.S. scientific agencies, they identified the changes in China as real, but
believed that the best way to address them successfully was through govern-
ment attention and action. Both NIH and NSF had successful collaborative
programs, including on infectious disease that they were able to maintain.
Government-to-government agreements have long been used to protect sci-
entists from accusations of improper data handling. The CDC approach in-
cluded both agreements and the physical presence of its scientists within the
China CDC structure. With less support from Washington, reduced staffing
and a lapsed umbrella agreement, much of this structure was declining, just as

it was becoming more complex to work in China.

COVID-19-Starting from Behind

When a new virus emerged in central China that would rapidly lead to the
worst pandemic in 102 years, the United States while not blind, but was se-
verely limited when compared to its capacity a few years before. COVID-19,
not yet identified, began circulating in Wuhan some time in November or
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carly December, and by late December the Wuhan government had put a no-
tice on its website, which WHO’s Beijing office spotted December 31. WHO
requested information from the Chinese government in Beijing on January
Ist and alerted the Global Outbreak Alert and Response Network (GOARN)
on January 2.>* By January 3, the Directors of the China CDC and U.S. CDC
were speaking by phone,® and on January 6 U.S. CDC Director Robert
Redfield sent an offer of assistance to the China CDC.>

There followed a period where the Chinese government reported some lim-
ited number of cases to the WHO and then stopped. But the Chinese pub-
lished the full COVID-19 genome on January 11°” and by January 22, 2020,
it began reporting numbers regularly to WHO and allowed a WHO team to
visit Wuhan*® By late January, the Chinese government had set up an effec-
tive program to control the disease, essentially closing down the entire prov-
ince of Hubei, where Wuhan is located, setting up separate fever hospitals,
and sending in some 9000 epidemiologists to assist with tracking and tracing.
They also rapidly imposed lockdowns in the rest of China, with the result that
the vast majority of cases for the first two years were in these early months in
Wuhan and surrounding Hubei province. Until the omicron variant entered
China in 2022, some 70 percent of China’s 100,000+ cases were in Hubei
province.”” As a result, while China looked at first like it was doing badly, it
then did quite well for two years. While without doubt the Chinese missed a
number of early cases, it is now generally accepted that globally health systems
are identifying no more than one-fourth of those infected.®

At the same time, the United States was having a difficult time incorpo-
rating information that was coming from China into its own response. The
remaining U.S. personnel on the ground had little access to information with
no regular contact with a China CDC that was both politically cautious and
working round the clock.®" It is unclear whether Redfield and those who
advised him within U.S. CDC underestimated Chinese capacity or made
a clumsy attempt to get a virus sample. Their offer to help map the genome
was not nceded—the Chinese published it shortly thercafter—and because
of Chinese participation the NIH Human Genome Project, Chinese institu-
tions’ capacity was well-known in the United States.

Similarly, the United States scemed to be skeptical of WHO expertise. The
U.S. CDC chose not to use a WHO-developed test® and then later did not
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appear to use information gleaned by the U.S. expert on the second WHO
mission to China in February 2020.%> The United States had relied heavily
on this type of expert during the early months of the SARS outbreak,** but in
this case there was little evidence that any of the lessons learned, such as the
importance of fever hospitals and isolating patients before they were symp-
tomatic were transferred. While the U.S. CDC sent 4000 staff to West Africa
during Ebola, and they knew from the WHO teams that China had sent
9000 contact tracers to Wuhan, no similar effort was organized to shore up
support for New York and other hard-hit cities early in the pandemic. In fact,
instead of using the insights available through participation in the WHO, the
Trump administration first denied the problem, and then when it finally had
to recognize it, chose to blame China,® blame WHO® and complain about
the lack of unilateral access to China in January.

The United States also led the call for an investigation into the origins
of SARS-COV-2. Determining viral origins is complex biological investi-
gation, not a legal inquest, and it often takes years or even decades. SARS
link to the civet cat was not determined until after the disease had been
eradicated,”” and HIV/AIDS origins were not narrowed to central Africa
until decades into the epidemic.®® A group of five of the world’s top vi-
rologists published a paper in Nature Medicine in March 2020 that de-
bunked the widespread rumor of a bioengineered SARS-COV-2 (where
Chinese had blamed the U.S. Army and the United States had blamed a
Chinese lab), suggested a lab leak was unlikely and that the most likely
scenarios were a recent jump to humans from animals or an earlier jump
with a subsequent mutation. Since then the debate has become even more
heated, but the best estimate of virologists is that animal origins are most
likely.” Moreover, looking at who the Chinese government chose to pun-
ish in Hubei and Wuhan—over 300 people,” and none from the Wuhan
Institute of Virology—it does not appear that the Chinese government sus-
pected the lab in any way. In fact, from the rapid response to the outbreak,
including decontaminating the markets (a standard procedure for outbreaks
in China) it appears that the local government believed there was an animal
origin, but did not have a more precise sense than that. What is clear at this
point is that efforts from the first WHO mission to look at origins stalled

in the subsequent political controversy, and that the more time elapses, the
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less likely that definitive evidence will be found. It may be, but as with HIV/
AIDS, it may be approximate.

WHO, like any member-serving agency whose budget depends entirely on
its members, has been perceived as highly solicitous of its largest members.
What this tends to mean is that U.S. politicians tend to think the organiza-
tion treated China too lightly, while the Chinese perceive the WHO as bow-
ing to U.S. pressure.”! Numerous career interlocutors pointed out to me that
while the WHO is solicitous of China, it is even more so of the United States,
given its position as one of the founders and historically the largest donor.
The United States was demanded this WHO investigation even after it an-
nounced its planned departure from the organization. Since President Biden
recommitted the United States to the WHO, his administration has not been
visibly supportive of the WHO effort to look into virus origins. In fact, the
administration announced its 90-day intelligence review of the origins right
after the WHO mission’s return,”” contributing to the controversy that has de-
railed the WHO process. The intelligence review turned up no new informa-
tion, with most members of the intelligence community having no opinion on
the origins, and the few they did being split. When the intelligence commu-
nity released more information in October of 2021, they acknowledged that
it was highly unlikely that the origins would be determined.” But the review’s
release was accompanied by a highly critical press release from the White
House, condemning Chinese lack of transparency and accusing the Chinese
of “withholding information.”” The problem with this framing is that while
there has been poor communication between China and the United States,
it does not appear that the Chinese are hiding information they have. There
is no indication that they know the origins of the disease. The U.S. response,
demanding an international inspection of the Wuhan lab, draws Chinese ire,
since it is highly unlikely that the United States would invite such an inspec-
tion of one of its government research facilities. In fact, unlike in the 1990s
when a number of China CDC personnel spent months at CDC Atlanta
learning how to run a public health lab, U.S. facilities now are far more closed,
and Chinese are required to get clearance months in advance and are limited
in what they can access.

Thus, with COVID-19 the United States did not use the WHO as an ef-
fective partner. In multiple cases, the United States has found the WHO too
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slow in its responses. The United States wanted greater pressure on China in
the early days of COVID-19. WHO followed its usual approach of negotiat-
ing with the affected country—it has no power to simply barge in—and ac-
tually received a much more rapid response than was the case during SARS.
However, COVID-19 turned out to be a much more rapidly progressing dis-
case. Similarly, WHO did negotiate a mission to look into COVID origins,
and that mission came out with a significant workplan. But the United States
wanted an answer to COVID origins in 90 days, and chose to go it alone.
The United States had significant experience working with the WHO to
address global health needs and to deal with the complexities of promoting
global health bilaterally. Over the years, the WHO had helped in coordinat-
ing, in providing international recognition and prestige and in reducing sover-
eignty concerns. In pushing the WHO so hard on the COVID origins ques-
tion, the United States has not advanced the science, and it has run directly
into the sovereignty issues that WHO as a member organization tries to deal
with diplomatically. There isn’t a simple answer to how to work with China
on global health or any other issue. But there are a set of issues, and health
is one, where we can’t achieve health and safety for ourselves, much less for
others around the world, without cooperating. The evidence of the last several
decades is that an international organization can be an effective partner, and

without it the chances of success are even lower.

Conclusion

Working with multilateral organizations can be challenging. They need to be
responsive to all their member states, but they convey real advantages. Especially
in challenging times they have more access precisely because other countries are
members, even if this means compromise. Neither a multilateral organization
nor the United States is going to use threats of force for a health question, so the
truth is the only tool any country or IO has is diplomacy. What is clear is that
the WHO actually does gain important information from member countries. It
is also often able to gain access for U.S. experts during health crises from HSN1
to COVID. It provides an incentive structure for other countries, including
China, to improve their health efforts, and this has been remarkably effective in

China, as demonstrated by its improved influenza surveillance.
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While COVID has certainly been a challenge, the Chinese moved much
more quickly than during SARS. Regrettably, the disease moved even more
quickly. But that does not obviate the fact that both U.S. bilateral efforts and
WHO engagement over the decade plus since SARS meant that the Chinese
response was swifter and more effective than it had been 17 years earlier.

The United States and China now have a much more contentious overall
relationship, and so the question is how best to use this experience for the
current moment. We cannot assume that relations will operate as they did in
the past, but given that the bilateral relationship is rocky, engaging through
multilateral partners seems all the more urgent. The truth is that the United
States was asked to join each WHO team. The failures to use this information
effectively were domestic. Thus, to expand on the policy recommendations

presented at the beginning of this paper:

The United States should increase its support for the WHO, including
an increase in basic budgetary support by itself and work with other
developed nations to increase support, as well. WHO’s major challenges
with efficacy are due to under-funding. Working with peer nations

with difficult relationships mean that having a respected and effective

international organization is even more important.

The United States should support the strengthening of International
Health Regulations, recognizing that greater scrutiny will also come to
the United States. To have better compliance by other nations will mean
that U.S. failures, in particular the failure to better protect U.S. citizens
from disease and death during the COVID pandemic, will be subjects

addressed by the international community.

The United States should seck to develop for coronaviruses, and for
other key viruses identified by the global public health community,
an international surveillance regime similar to the influenza program
the United States has supported since its inception. Given that novel
coronaviruses have emerged in as geographically disparate locations
as Saudi Arabia and China, and that SARS-COV?2 has now produced

multiple variants, some type of global surveillance system similar to
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influenza appears critical. The United States worked directly with China
to enhance both its collection and lab capabilities within the WHO
umbrella. A similar effort is needed for coronaviruses. Presenting this

as global or regional will reduce the risk that such a proposal is viewed

as simply criticism of China. Focusing purely on China makes no sense
cither technically or politicall

The United States should recognize that China is now a peer country
producing public health and scientific excellence. While there are many
gaps in China’s performance, there are also gaps in U.S. performance (as
witnessed by our COVID response), and thus we should not expect that
uniform excellence is the mark of a peer country. To this end it means we
should actively seek to learn as much as we seek to teach, and encourage

scientific cooperation that enhances our own capacities

The United States should fully staff its health activities in China,
including CDC, NIH and FDA. It should also seck to resume
cooperation agreements with Chinese scientific entities and focus on
ensuring joint use of data. The United States currently has unfilled
positions at its mission in China, so increasing staff would not require
new bilateral agreements. But new bilateral agreements will also be
essential. In speaking with those who have worked on these in recent
years, there is still interest in collaborative work in China. The need is for

support from Washington.

sMuch of the world still needs to be vaccinated. This is an effort where
U.S.-China cooperation within a global umbrella could make substantial
progress. There is a real need to work with the Chinese to ensure their
large production capacity is used effectively. Areas of joint study could
include heterologous vaccination regimens (a Chinese vaccine followed by
an mRNA) as well as whether there are some possibilities for enhancing
local vaccines’ efficacy. Global vaccination should be framed as a global
public good, not a competition, just as it has been in the eradication of

smallpox and the ongoing effort to eradicate polio.
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China is now facing a new and challenging period in facing the virus,

the United States should reach out with respect and concern. If the U.S.
government can refrain from accusing China—for instance once again
questioning data, when we ourselves have real data gaps—and instead
address the fact that it is now facing real challenges, there may well be an
opportunity to improve our work together. The Chinese are going to need
to think in new ways about testing, vaccination and treatments, issues the

United States has been facing for the last two years.

COVID-19 has brought challenges not seen in public health in a century.
It unfortunately arose at a low point in U.S.-China relations. The overall re-
lationship is likely to continue to be rocky. As the United States has recently
seen in other conflicted situations, this makes the need for partnership even
great. Over the years, WHO has been an effective partner for the United
States. It will not do everything the United States wants, because it has to
be responsive to its member countries, but it is effective and has always wel-
comed U.S. expertise. Through WHO teams and programs it has provided
the United States with its best window into China when there is a health
emergency. China is not the only country with disease risk, but because of
the concentration of people and animals it will continue to be one major con-
cern. We, thus, need to work both to improve our health relationship with the
Chinese and to support the international organization whose mission it is to

promote global health. COVID-19 is not the last pandemic we will face.

The views expressed are the author’s alone, and do not represent the views of the
U.S. Government or the Wilson Center.
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Section Il

The Party’s Governance, History,
and Xi Jinping

Since Xi Jinping assumed the triad of crucial positions—General Secretary of
the CCP, Chairman of the Central Military Commission, and President of
the PRC—atop the Chinese political hierarchy in 2013, many commentators
and analysts have noted a reassertion of the Party’s dominant role throughout
Chinese society. There are few if any signs of a reversal in these trends as Xi
gears up for a third term in leadership. Over the past decade, these efforts have
manifested in efforts by the Chinese government to control historical mem-
ory, repaint the Party’s past, alter policymaking practices, and assert greater
control over many facets of life in China, most notably in Hong Kong.

These developments naturally raise many questions about China’s future.
Is Xi Jinping the primary driver of authoritarianism in the Chinese mainland
and Hong Kong? How much can be explained by Xi’s own background and
personality? Have the Party’s narratives and historical memory been altered in
line with changes in the CCP? Is power and decision-making solely up to Xi

and collective leadership cast aside, or do other actors play a role?

This chapter explores these issues and more,
featuring essays from the following fellows:

Macabe Keliher, “Hong Kong’s Political Economy and the Crisis of
Democracy”

Emily Matson, “From Regional to National: Northeastern Scholars and the
National Discourse on the War of Resistance against Japan”

Kacie Miura, “The Domestic Sources of China’s Maritime Assertiveness
Under Xi Jinping”

Joseph Torigian, “Xi Jinping and Ideology”
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Macabe Keliher

Abstract

Over the past two decades protests in Hong Kong have numbered in the tens
of thousands to peak in 2019. Despite the incessant calls of Hong Kong citizens
for a greater say in shaping everyday life and the national future, the Hong Kong
government has responded violently and in July 2020 introduced a rigid National
Security Law outlawing all forms of dissent, which it has used to prosecute po-
litical activists and critics. Scholars and observers have viewed these events as the
failure to fulfill constitutional promises of democracy under an increasingly au-
tocratic government. This report argues that existing analyses overlook the role of
the political economy both in driving protests and mobilizing state interest in the
crackdown; furthermore, they do situate Hong Kong and China within an inter-
national context of democratic backsliding and authoritarianism. Analyzing the
nature and development of Hong Kong’s political economy and its legal structure
over the past three decades, the report shows how the concentration of capital in
contemporary Hong Kong has alienated people from economic life and offered
little hope of a future. The manipulation of political democracy and deterioration

of civic life by Beijing has only exacerbated the situation.

Implications and Key Takeaways

Engage China on its stated commitment to democracy in Hong Kong
by pushing for greater pluralism and the implementation of economic

democracy.

Negotiate rights of development and production including access to finance,

defending small business, and removing barriers of intellectual property.

Institute global rights of labor and push for the implementation of social

inheritance.

Foreclose Chinese retorts to U.S. criticism of anti-democratic practices by

pursuing democratic reforms and developments at home.

When necessary isolate China internationally by pursing a robust
program of global democracy.
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Introduction

In the first two decades of the twenty-first century, protests, demonstra-
tions, and marches recurrently filled the Hong Kong streets. The casual
observer might readily point to 2014 and 2019 as the key episodes of un-
rest, for these were the years that captured the world’s attention. The former
witnessed the occupation of three downtown districts for seventy-nine days
and came to be known as the Umbrella Movement in reference to the ubig-
uitous protest tool of the umbrella, which was used to fend off the onslaught
of police pepper spray. The latter protests of 2019 and early 2020 quickly be-
came even more prominent due to their size, continuity, and scale of police
violence, all of which dwarfed previous demonstrations in Hong Kong. On
June 16, 2019, for example, estimates of two million people—over a quarter
of the Hong Kong population—marched in protest of government policies;
in subsequent months demonstrators smashed up the legislative building,
occupied the airport, and engaged in pitched battles with the police on col-
lege campuses and city streets.!

These movements did not appear out of nowhere. Tens of thousands of
marches, demonstrations, and protests have taken place every year over the
past twenty years. According to Hong Kong police statistics, there were 5,656
such protests in 2010 and well over 6,000 annually through 2015. That num-
ber jumped to 13,158 in 2016 and stayed well above 10,000 through 2019.> At
somewhere on the order of an average over 30 demonstrations, marches, and
protests happening every day, day after day, one must conclude that the Hong
Kong people living in the early part of the century found something terribly
wrong with their society and were constantly engaged in active opposition and
a search for methods, practices, and ideas to do something about it.

The issues at stake ranged from school curriculum to personal freedoms
and universal suffrage. Consider the controversies that sparked major protests
in the first decades of this century. In 2003, over half a million people turned
out to object to the introduction of a national security bill that would “pro-
hibit any act of treason, secession, sedition, subversion” against China. People
here saw the potential of the proposed law as limiting freedoms of expression
and introducing vague demands of subservience to a distant sovereign. The
bill was withdrawn and the Chief Executive (the equivalent of a president) re-
signed. In 2010, tens of thousands of demonstrators marched under the slogan
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of democracy while calling for the release of Liu Xiaobo, a Chinese activist
who Beijing sentenced to eleven years for “inciting subversion of state power.”
In 2012, high school students led nearly 100,000 in protest of proposed edu-
cation reform, which would impose a Chinese nationalist and moral curricu-
lum that demonstrators assailed as “brainwashing education.” That summer
they marched across the city and in August occupied the government head-
quarters building for over a week. In 2014, a movement was sparked by over
rules for the selection of the Chief Executive; protestor demands were best
encapsulated by the yellow banner they hung on Lion Rock overlooking the
Kowloon Peninsula that read, “I want real universal suffrage.” Protests begin-
ning in 2019 were set off by the introduction of further security legislation
that would have allowed the extradition of criminal suspects to China. Given
the threat of political prosecution Hong Kong citizens turned out in over-
whelming numbers.

In short, the people of Hong Kong demanded a larger voice in social issues
affecting their lives and a say the national future. Time and time again they
took to the streets in collective action against social and political restrictions
to call for democratic mechanisms and institutions to take the place of tightly
controlled processes and illiberal practices.

All this came to an abrupt end on July 1, 2020. On that day, the Hong
Kong government, under sway from Beijing and the Chinese Communist
Party, issued the Hong Kong Special Administrative Region (HKSAR)
National Security Law (NSL), which, among other things—indeed the most
immediate for protestors—criminalizes anti-government speech or expres-
sions that advocate Hong Kong independence. Under the new security law
over a hundred activists, politicians, and journalists have been arrested and
some are Now serving sentences for crimes of “incitement against the govern-
ment” for simply speaking against the law.> More severely, one protester was
sentenced to nine years in prison for “incitement to secession” for carrying a
flag calling for the liberation of Hong Kong and “engaging in terrorist activi-
ties” for driving his motorcycle into a group of police officers during a protest.*
Meanwhile, the publisher of Hong Kong’s largest daily newspaper has been ar-
rested for criticizing the NSL and encouraging foreign sanctions; in addition,
the entire active political opposition was arrested and now being prosecuted

on grounds that organizing a primary election was an act of subversion.’
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The government has taken ever further measures to give itself broad
anti-democratic powers. Special national security branches in the Justice
Department and police force have been set up with the capacity to, among
other things, conduct secret surveillance and warrantless searches, seize pass-
ports, and confiscate property. Overseeing these divisions and their practices
is The Office for Safeguarding National Security, which operates in secrecy.®
Political advocates and activists have been overwhelmingly if not solely tar-
geted, and in order to ensure that they are prosecuted accordingly, the legal
system has come under increasing manipulation through the removal of
judges deemed unfavorable the NSL rulings and the capacity to transfer cases
out of Hong Kong to mainland China. Similarly, bail has been denied defen-
dants without due qualification, and Beijing has threatened to intervene if
procedures do not go according to its wishes.”

To explain this dual development—protest and Chinese authoritarian-
ism—a small body of literature has emerged proffering an analysis focused
on a combination of two key factors: the lack of political participation, and
China’s infiltration into Hong Kong politics and society. On the one hand,
the rallying cry of demonstrators for universal suffrage provides an casy nar-
rative of the decades of protest movements and can readily encompass both
democratic aspirations and the failed promise of the Basic Law to provide
universal suffrage. At the same time, increasingly authoritarian actions by
the Chinese government provide a ready explanation of why those aspirations
remain unmet: In short, Beijing fears that a democratic Hong Kong would
quickly release itself from political control and become an independent Hong
Kong. Beijing’s political influence in Hong Kong is further manifest through
an influx of mainland Chinese immigrants and capital that create an ethnic
tension and highly polarized sociopolitical environment, as witnessed in the
2019 demonstrations.

Such studies provide invaluable insight into the current situation yet are
beset by two shortcomings, one local and one global. The local problem is that
these explanations touch on the immediate political context but do not probe
the structure of Hong Kong society. The interface of the political structure
with the political economy is the product of a social framework that impli-
cates aspects such as democratic limitations and high housing prices, and it

stretches decades into the past, not years. Many of the existing studies take
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note of contradictions in the political economy, to be sure, such as the exac-
erbated inequality, but the economic analysis is often subordinated to the im-
mediacy of either democracy or China. In doing so, political narratives and
analysis leaves a false impression that universal suffrage or Hong Kong inde-
pendence will solve all problems. Recognition of this first problem dissolves
the easy solution, to be sure (e.g. more democracy or affordable housing), but
promises greater insight into the structure of society and thereby points to a
larger critique that forces us to ask what democracy really looks like and what
kind of society we want to build.

The second shortcoming is one of global perspective: Hong Kong is not
unique. For the past two decades the world has experienced both an in-
creasing number of protests, of which those in Hong Kong are just a part,
and mounting democratic backsliding. In 2019, for example, mass protests
erupted in at least 114 countries around the world, and since 2009 the number
of protests globally have increased on an average of 11.5 percent per year. The
size and frequency of these recent expressions transcend those of other eras,
even those of the 1960s and 70s. In the fall of 2019 in Santiago, Chile, for ex-
ample, marchers numbered well over a million people, accounting for nearly a
quarter of the city’s residents, and in the United States over 16,000 protests in
every state from 2017 to 2020 have drawn a total of nearly 11.5 million people
for the largest protests in U.S. history. These national and global actions have
brought down heads of government in Lebanon, Iraq, Bolivia, Algeria, Sudan,
and Malta, while other regimes, such as Chile and Iran, deployed military and
police violence.®

At the same time, reactionary right-wing authoritarianism is on the rise.
The Economist Intelligence Unit’s 2021 Democracy Report found that de-
mocracy worldwide is at an all-time low and under increasing censorship
accompanied by an acute curtailing of civil liberties.” Mounting local and
global discontent has led to authoritarian tendencies, where public anger
towards socioeconomic inequality and deprivation is manipulated to sup-
port dictator-like leaders around the globe who form international support
networks to share strategies, offer instruction and tactics, and provide eco-
nomic and technical assistance.’ The result is a proliferation of hybrid re-
gimes that use democratic-like institutions to prop up authoritarian leaders:

elections might be regularly held, as in Russia, but incumbents abuse state
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resources and can deny opposition candidates media coverage or harass and
jail them." Further actions include suppression of civil society and indepen-
dent media, accompanied by judicial manipulations, military politicization,
and constitution revisions. Democracy is gradually whittled away until only
a hollow shell remains.?

Hong Kong is part of these global trends of discontent and democratic
backsliding. From mass protests to the use of elections to empower authoritar-
ianism, as well as the arrest of opposition candidates, the issuing of “patriot”
qualifications and oaths for political office, the arrest of independent publish-
ers and seizure of independent media assets, subtle judicial interventions, and
penetrations into civil society—these developments mirror what is happen-
ing elsewhere from Latin America to Eastern Europe. If this is the case, then
localized explanations are insufficient not just in understanding Hong Kong
but also international social developments. The position one takes and how to
respond is contingent on this perspective.

What follows develops an analysis of contemporary Hong Kong along these
lines. It reaches back into the recent past to chart the trajectory of the Hong
Kong political economy that has brought society to this breaking point, and
implicates both Hong Kong capitalists and Beijing in these developments.
Doingso further helps situate Hong Kong with the global political economy of
neoliberal trends and democratic backsliding. The report begins with an analy-
sis of the drafting of the Basic Law in the 1980s and how this constitutional
document helped structure the economy. Section two turns to the political and
economic developments of the past three decades, which saw a rollback of gov-
ernment services and privatization of key sectors such as housing. This both
corresponded with and facilitated a concentration of capital in the territory,
whereby a handful of conglomerates took control of the economy as manufac-
turing fled to mainland China. The third section outlines Beijing’s actions and
interest in Hong Kong since the handover, noting the subsumption of civic life
and manipulation of politics. The conclusion warns against making universal
suffrage the solution to Hong Kong’s dilemma and points out the errors of cur-
rent U.S. policy. The final section outlines a comprehensive approach to the sit-
uation of Hong Kong and the rise of authoritarianism worldwide. It proposes
policies for greater civil and economic democracy to empower individuals and

diverse groups to partake in the co-creation of their worlds.
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l. The Problem with the Basic Law

Hong Kong society is structured by the Basic Law. The Basic Law is akin to a
constitution, but it is not a traditional constitution. It was drafted in the 1980s
by Hong Kong capitalists at the invitation of Beijing to serve as the framework
for the governance of Hong Kong under Chinese sovereignty after the 1997
handover."” Rather than communicating general principles encapsulated in
political institutions, however, it offers a series of precepts that seek to protect
private capital from government control. These elements are articulated in the
following claims: state protection of private property, state facilitation of free
markets, balanced budgets, and administrative and judicial autonomy."*

Of foremost concern of the framers was the need to protect existing as-
sets and ensure that law would guarantee private property. This is laid out as
a “General Principle” in Article 6: “The Hong Kong Special Administrative
Region shall protect the right of private ownership of property in accordance
with law.” This is further enumerated in Article 105: “The Hong Kong Special
Administrative Region shall, in accordance with law, protect the right of in-
dividuals and legal persons to the acquisition, use, disposal and inheritance of
property and their right to compensation for lawful deprivation of their prop-
erty.” Of significance here is not only the fact that property is secured but also
that the state has been employed to ensure that it is secured. The law is mobi-
lized under the authority and power of the state to protect private property.

For property to continue to have economic meaning it must be able to be
exchanged. The Basic Law enshrines a state policy that encourages the unob-
structed movement of capital. Article 115 states: “The Hong Kong Special
Administrative Region shall pursue the policy of free trade and safeguard
the free movement of goods, intangible assets and capital.” Complementing
this is article after article working to mobilize the state and outline a legal
regime that creates a market favorable to capital and the production of value.

Consider the following:

The Government of the Hong Kong Special Administrative Region
shall provide an appropriate economic and legal environment for the
maintenance of the status of Hong Kong as an international financial
center. (Article 109)
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The Government of the Hong Kong Special Administrative Region
shall provide an economic and legal environment for encouraging
investments, technological progress and the development of new indus-
tries. (Article 118)

The Government of the Hong Kong Special Administrative Region shall
formulate appropriate policies to promote and co-ordinate the develop-
ment of various trades such as manufacturing, commerce, tourism, real
estate, transport, public utilities, services, agriculture and fisheries, and

pay regard to the protection of the environment. (Article 119)

Of concern in these articles is how the Basic Law mobilizes the state and
constructs law to conjure up a market within a certain economic environment
that is of benefit to certain groups with certain interests and who have an or-
thodox if not limited vision of markets in Hong Kong society.

The third key precept for the creators of the Hong Kong Basic Law was a
balanced budget. The idea is that for markets to work efficiently in the distri-
bution of resources the government needs remain out of the market directly
and not engage in deficit spending. Hence Article 107: “The Hong Kong
Special Administrative Region shall follow the principle of keeping the ex-
penditure within the limits of revenues in drawing up its budget, and strive to
achieve a fiscal balance, avoid deficits and keep the budget commensurate with
the growth rate of its gross domestic product.”

All this could only work if Hong Kong remained autonomous in its capac-
ity to govern, legislate, and adjudicate. China should not be able to interfere.
Article 2 thus clarifies, “The National People’s Congress authorizes the Hong
Kong Special Administrative Region to exercise a high degree of autonomy
and enjoy executive, legislative and independent judicial power, including
that of final adjudication, in accordance with the provisions of this Law.”
While Article 8 reassures, “The laws previously in force...shall be maintained.”
Chapter two of the Basic Law is devoted to further clarification of this “high
degree of autonomy,” articulating Hong Kong’s control in all areas save for-
eign affairs (Article 13), defense (Article 14), and reinterpretation of the Basic
law (Article 11). Thus, Hong Kong was “vested” with independent executive
power (Article 16), legislative power (Article 17), judicial power (Article 19).
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In fact, Article 22 specifically states, “No department of the Central People’s
Government and no province, autonomous region, or municipality directly
under the Central Government may interfere in the affairs which the Hong
Kong Special Administrative Region administers on its own in accordance
with this Law,” unless they “obtain the consent of the government of the
Region and the approval of the Central People’s Government.”

These enshrined concerns of property, exchange, budgets, and law are pre-
cisely the problem with the Basic Law and its formulations. Framers tried to
capture the general institutions behind what we now know to be contingent
and somewhat arbitrary success of Hong Kong at that particular point in
time, and to do so out of concern that China would interfere.” The goal was
not general prosperity for future generations, but rather ensuring that social-
ism did not come to these shores and seize capital. Thus, the constitution that
emerged was not to lead society into the future but to freeze it in the past on
the assumption that the world from here on out would be free trade for all
to see so long as overenthusiastic states could be kept at bay. Unfortunately,
the world changed and China changed and such thinking has only worked to

retard social, political, and economic development.'®

Il. The Economic Program in Hong Kong

The Basic Law and the interests that structured its formation have guided gov-
ernance in Hong Kong. Chief Executives have been drawn from the business
community, advisory committees have been staffed by business leaders, and
the legislative agenda has been set by business interests. Administrative action
and civil service employment have worked to frame the principles of the Basic
Law, namely capital and its accumulation, and the government has been run
in a way that is consistent with Article 107 (i.., austerity and tax cuts).

In the name of fiscal conservatism, the Hong Kong government has con-
sistently pursued a policy of cutting government spending. This began almost
immediately with the Enhanced Productivity Program in 1998 to privatize
the public sector while cutting off administrative funds and staff to carry out
the functions of government and the enforcement of regulations and law.
Under the program, agencies operating expenses were slashed by 5 percent,

yet at the same time they were expected to take on more responsibilities and
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functions. When new positions or appointments were needed managers were
instructed to turn to the private sector and hire contractors.”

Further cuts continued in social services across the board, including health
care, child care, education, and social security. Whereas the colonial state had
built a robust system of social welfare including public housing and health
care (largely in response to housing riots in the 1960s), the HKSAR began
chippingaway at it in the name of privatization and competition." Tung’s suc-
cessor, Donald Tsang, a career civil servant who had early tenures as Treasurer
and Financial Secretary in the Colonial government was eager to please the
business community. He put it this way: “The government must never try
to assist the poor using its own resources, for this is doomed to failure, just
like pouring sand into the sea to reclaim land.” By 2016, one in five people
in Hong Kong were on verge of living below the poverty line. Determined
to further reduce spending, however, a few years later the government raised
the threshold for social security assistance—a last resort safety net to provide
funding for those without sufficient income to meet their basic needs—con-
demning tens of thousands more to dire poverty.”

Public housing also came under attack. Whereas the colonial government
was committed to providing good, affordable housing, HKSAR aimed to
turn everything over to the private sector. In 1997, almost half of the Hong
Kong population lived in public housing, but over the next five years new sup-
ply would be cut by 62 percent. The stated rationale was to reduce government
subsidized competition in the housing market, which, according to the Chief
Secretary, “competes unfairly with the private sector market.”* This develop-
ment actually led to a sharp drop in the supply in private housing between
1997-2012, all while average prices rose by 47 percent.”! At the same time, the
government sold off prime real estate earmarked for public housing construc-
tion. In 2000, for example, there were over a thousand building sites slated for
the development of three-quarter of a million homes over the next eight years.
These were all liquidated and when a housing crises was recognized in 2011
the government found that there was no land on which to build.*

The consequences of these policies have reverberated throughout society.
From health care to libraries, budget cuts have undermined social institu-
tions and the ability for Hong Kong citizens to fully partake in social and
economic life.”® Most egregious for government function has been cuts to
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the civil service leading to widespread public safety incidents. Insufficient
resources and personnel in the Marine Department, among others, led to a
collision between passenger ferries in 2012 killing thirty-nine and injuring
ninety-two. The lack of housing inspectors has led to a rise of faulty electrical
wiring and fittings, leaky pipes causing frequent flooding, and overcrowd-
ing creating slum-like conditions, or what the Development Bureau called
“urban time bombs waiting to strike and cause injuries and fatalities.” The
Urban Renewal Authority estimates that over 600 buildings annually be-
come decayed and in immediate need of renewal. Without attention some
30,000 buildings will be unfit for habituation by 2046.%

Many commentators point the finger at Hong Kong’s leaders.? Critics readily
draw a line from the decisions and actions of the Chiefs Executive since hando-
ver to implement austerity and serve business interests over public welfare to the
decline of institutions, degradation of infrastructure, and ultimately death. The
problem with this analysis is not so much that it discounts the prevalent politi-
cal and legal structures but rather it simply ignores them. This analysis seems to
say that all choices are personal—that one can choose to do good and make life
better for people, or one can choose to serve capital. It moralizes politics without
providing an account of how things got this way and why they operate as they
do. The so-called mismanagement of Hong Kong is not just a failure of leader-
ship but also a success of capital in capturing the political and legal institutions
through the legislature and Basic Law. This capture has not only enabled capital
to effectively reproduce itself through overtly pro-business, neoliberal ideology
and practice in government, but also—and I do not exaggerate—orchestrate a
complete takeover of all of economic life in Hong Kong,

One place to start in analyzing this slide is deindustrialization. In 1980,
Hong Kong—and the East Asia region in general—was at the tail-end of a
decades-long post-war manufacturing boom. When China’s economic re-
forms began to take hold in the 1980s and accelerate in the 1990s, however,
manufacturing migrated north to Shenzhen and other areas in Guangdong
that offered free land, ample investment capital, and a pass on environmental
and labor regulations. In the mid-1980s, manufacturing accounted for more
than a quarter of Hong Kong’s GDP. Today it is less than 1 percent. In 1981,
over 41 percent of the population was employed in manufacturing. By 2011,

that number had fallen to 4 percent and has continued to decline.?
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This demise of manufacturing has been offset by the growth of financial,
business, and consumer services. Rather than producing goods, Hong Kong
began to transform itself into a processor of raw materials and produced-goods
going in and out of China on the one hand, and a financial center that funded
the manufacturing boom taking place in the Pear] River Delta on the other.
Hong Kong began servicing import and export trades and catered to travelers
moving throughout the region, and did wholesale operations and warchous-
ing of goods. In 1981, wholesale and retail, import and export trades, and res-
taurants and hotel sectors employed 19.2 percent of the workforce; by 2011
it had grown to over 30 percent. Similarly, financing, insurance, real estate,
and business services went from under 5 percent of the workforce in 1981 to
almost 20 percent by 2011.7

The consequences of this shift have not been widespread social prosperity,
however, but escalating inequality. Hong Kong domestic growth has been phe-
nomenal, to be sure, with GDP gains of nearly 70 percent in real terms from
2000-2014—and that is in the midst of numerous economic and financial cri-
ses. Likewise, unemployment has continued to decline from over 8 percent
in 2003 to just over 3 percent in 2015. However, the gains here have gone to
an economic elite who extract rents. Hong Kong’s Gini coefficient—the gold
standard of inequality—was one of the highest in the world in 2020 at 0.539,
up from 0.525 in 2001, where 0 represents perfect equality of income among
citizens and 1 a situation where one citizen owns all the income. The United
States, by contrast, recorded 0.485 in 2020, still its highest in fifty years.?®

The lack of social mobility has become particularly galling as it has taken
place within a generation. In 1991, 84 percent of university graduates found a
middle-class job, but by 2011 that number had dropped to 75 percent. Once
upper and lower middle class jobs are differentiated—that is, managers, ad-
ministrators, and professionals in the former and associate professionals in
the latter—the decline was more extreme, from over 60 percent of graduates
in 1991 obtaining work in upper middle class jobs to less than 40 percent in
2011. Meanwhile, a growing number of graduates had to settle for non-middle
class jobs in clerical, service, and retail positions.

At the same time, the cost of living has increased. Property prices have shot
up 126 percent since the handover, and a mortgage can consume 70 percent

of individual’s income. Indeed, at around $2,500 per square foot, housing
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in Hong Kong is consistently the most expensive in the world.”” Consumer
prices have also followed suit with astronomical increases. Petrol prices, for ex-
ample, have surged 108 percent in the past seven years (2013-2020) to clock in
at over $8 a gallon in April 2020, or 131 percent higher than the international
average.” Food prices also remain some of the highest in the world, with fresh
food costing two and a half times more in Hong Kong than Britain.!

Jobs have become fewer, pay stagnating, housing lies out of reach, prices
are rising, and debt is accumulated. A big part of the story of this concen-
tration of economic power revolves around land and land developers. In the
1960s a handful of developers began to consolidate control of land and corner
a market that was being restricted by the colonial government. As political
instabilities rocked China in the late 1960s and 70s, and uncertainties sur-
rounded both handover negotiations and the outcome of Chinese rule, British
companies began to divest their portfolios. These assets were snatched up by
local developers as they increased their holdings from 1.6 million square me-
ters in 1979 to 11.5 million square meters in 1997. By 2009 the largest single
developer, Henderson Land, held nearly 20 million square feet of developable
floor area plus over 30 million square feet of agricultural land, increasing this
amount to 44.5 million square feet by 2015.3

Rather than developing this land, however, Henderson and its few other
competitors bank it. They sit on land and wait for prices to rise then release
home sales slowly so as to ensure that prices remain afloat. In addition to en-
suring high rents, this strategy has the advantage of pushing out smaller devel-
opers who cannot afford to sit on land waiting for prices to rise, nor who have
the connections and know-how to mobilize bankers, investors, and auctions
markets. In recent years, the ranks of developers have shrunk, as only a few
big, capital-rich companies from mainland China have been able to enter.

Developers own far more than land—they control most of the Hong Kong
economy. Supermarkets, utilities, transportation, banking, broadcasting, and
telecommunications all fall under their purview. In fact, they are conglomer-
ates with oligopolies in these areas. They provide most services for consumers
and collude to block competition, raise prices, and extract maximum rents.
When French hypermarket Carrefour tried to penetrate the Hong Kong mar-
ket and break the supermarket duopoly of Wellcome and ParknShop, the con-

glomerates who also own all the real estate, made sure that Carrefour could
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not find enough premises to open stores. They also control and collude with
wholesalers, who refused to supply the new entrant. With their position se-
cured, the two chains increased prices by an average of nearly 4 percent during
a two-year period when overall retail prices fell by over 5 percent. Commercial
sectors from textbooks, motor vehicle instruction, building services, and even
noodles have all been subject to cartel activity from these conglomerates, ac-
cording to official reports.*®

This type of concentration frames the general economic trends of Hong
Kong over the past three decades. As government services were rolled back
and privatized, a few large conglomerates emerged to dominate the economy
in the wake of deindustrialization. The concentration of capital has meant the
ability of these few corporations to insulate themselves from competition and
raise prices while limiting variety throughout the territory. At the same time,
they have come to set the terms of economic life in Hong Kong: manufactur-
ing jobs disappeared, replaced by low-end service sector work largely in some
subsidiary of one of these corporations. In the end, a home and middle class

life lies largely out of reach and the future that most youth stare at is not just

dull but bleak.

Il1. Chinese Politics

Throughout these developments China has not been a neutral actor. Despite
the outlines of autonomy in the Basic Law, Beijing has intervened strategi-
cally to shape local politics. Ensuring a chief executive favorable to the re-
gime and its agenda has been key for Beijing, as has been the courting of law
makers and creating electoral conditions to ensure that China remains in
control of politics.

Beijing’s meddling goes much deeper than politics, however; it seeps into
the economy and penetrates into society to touch all aspects of life. Sociologist
Ching Kwan Lee likens this percolation to a “recolonization,” whereby the
Chinese Communist regime has simply replaced Great Britain as the colonial
master and set about imposing institutions, practices, and laws favorable to
its political and economic classes.’* In contrast to the overt stacking-of-the-
deck in the election of the chief executive, however, a much subtler form of

influence transpires in other realms, which at once captures and reconstitutes

239



Macabe Keliher

existing institutions while imposing new ones and thereby further integrating
Hong Kong with mainland China until the two are no longer separate as two
distinct systems.

Take the matter of press freedom as an illustrative example of how this
works. In the early 2002 Beijing began to co-opt owners of Hong Kong media
outlets with lucrative mainland investment opportunities and formal politi-
cal titles, such as positions on city, provincial, or national committees. By the
mid-2000s, most media organizations in Hong Kong were owned by those
with robust economic interests in mainland China and held seats on the
People’s Political Consultative Committee in Beijing. Simultaneously, main-
land Chinese investors and businessman began taking over Hong Kong media
companies. Chinese businessman Wang Jing became the largest sharcholder
in Asia Television in 2000, Ku Zhouheng bought up the daily paper Sing Pao
in 2014, media tycoon Li Ruigang took over the majority of shares of the dom-
inant broadcaster Television Broadcasting (TVB) in 2015, and Jack Ma, CEO
of e-commerce giant Alibaba, bought up the largest English-language daily
paper in Hong Kong, the South China Morning Post in 2015, among other
high profile cases. Cumulatively, by 2017, 35 percent of Hong Kong’s mass
media had majority ties to mainland Chinese capital.?®

This Chinese takeover of Hong Kong media translates directly into censor-
ship and self-censorship. Reporting on pro-democracy legislative activity and
legislators actions has been muted, and coverage of protests has cast doubt on
demonstrations if not hostility at times. Accounts abound of the mass media
overtly blaming protesters for police violence, which has contributed to the
plummeting of Hong Kong’s ranking in the Reporters Without Borders free-
dom of press index, falling from 18th in 2002 to 73rd in 2019, now sitting
below Mongolia, the Ivory Coast and Tunisia.*®

The real-estate industry has entered into what is often called an unholy al-
liance with Beijing. Around the time of the handover in 1997 Beijing began
to court real-estate tycoons in order to shore up political support among the
Hong Kong financial elite and to solicit capital and technology to help mod-
ernize the mainland economy. What they got in return was not only risk-free
economic opportunity to access Chinese markets and fulfill Hong Kong gov-
ernment contracts but also political power. Members of the real-estate elite

put on various committees, including the Election Committee, to determine
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who would administer Hong Kong and be in charge of the purse strings,
thereby making the Chief Executive respondent to this elite. The political em-
powerment of the real-estate elite further enabled the suppression of demo-
cratic calls for higher taxation and stronger labor unions or labor standards
that threaten their economic interests.”’

This political and economic subsumption has been accompanied by an in-
flux of Chinese travelers and immigrants challenging the pace of life. Chinese
tourism in Hong Kong has increased exponentially since the introduction
of the Individual Visitor Scheme in 2003, which allows mainland Chinese
people to travel to Hong Kong individually as opposed to in tour groups. In
2002, there were 6.8 million mainland tourists accounting for 41 percent of
all tourist arrivals. By 2018, there were 51 million accounting for over 80 per-
cent of all tourism in Hong Kong.*® Moreover, each day up to 150 mainland
Chinese can receive a one-way entry permit to legally reside in Hong Kong,
which has amounted to over half a million Chinese immigrants every decade
since handover.”” According to the 2016 census just over a third of the Hong
Kong population was born in China, the majority of whom have been living
there for less than seven years.*

Beijing’s interest in Hong Kong is both financial and political. Financially,
Hong Kong has long served as a conduit for domestic and foreign capital to
move in and out of China. Capital controls in China and limits on foreign in-
vestments have made a financial center like Hong Kong necessary to facilitate
the flow of money. Moreover, the Hong Kong financial markets have enabled
Chinese companies to set up operation shells to both raise capital and invest
internationally. For example, 60 percent of China’s outward FDI is in Hong
Kong, which presumably then moves to investments elsewhere.* In this way,
Hong Kong has served as a financial center for China, facilitating capital flows
and investment, and until recently, Hong Kong has been the entry point for
sensitive technology that foreign companies are banned from selling to China
and the port of export for Chinese products to evade tariffs on Chinese goods.

Politically, two key issues inform Beijing’s actions in Hong Kong: territo-
rial integrity and political factions. The former is more straightforward and
can be summed up with the understanding that Beijing wants to ensure that
Hong Kong remains part of China. To cede further political or territorial

autonomy, not to mention outri sovereignty, would challenge Beijing’s
t y, not ¢t t tright gnty, Id challenge Beijing
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political legitimacy in China and threaten its hold over other areas vying for
greater autonomy, most notably, Xinjiang and Tibet. Similarly, claims over
Taiwan could no longer be credibly made.

The issue of political factions within the CCP is more complicated and
possibly of greater consequence. Due to the lack of transparency, information
about the Party leadership and its interests are part guesswork and part specu-
lative. The best independent analysis relating Party factions to developments
in Hong Kong point to attempts by the Xi Jinping faction to wrestle control
from the Jiang Zemin faction and to shore up command by imposing supra-
authority that will enable Xi to dictate terms. The Jiang faction has been in
control of Hong Kong both politically with members posted to positions in
the territory, and also financially with members having links to corporations
and investments. Since 1997, for example, three out of four heads of the central
coordinating group for Hong Kong—the key group overseeing Beijing’s Hong
Kong policy—have been appointed from the Jiang faction. Similarly, up until
at least 2019 all liaison office directors for Hong Kong belonged to the Jiang
faction, and the intelligence networks were under control of his appointees.*

The Jiang influence in Hong Kong is a threat to Xi Jinping. The danger
is not only that a faction hostile to Xi’s leadership and policies will control
Hong Kong, but that Hong Kong will be used as a base to disrupt and sabo-
tage Xi’s government. Over the past decade developments within Hong Kong
point to internal provocation, violence against Falun Gong by front groups,
including anti-Japanese demonstrations over the Senkaku Islands, and the use
of Hong Kong ships to create international tension over contested territorial
waters. While these acts are often attributed to Beijing or aggressive pro-Bei-
jing groups, analysts see them working against Xi in attempt to create distur-
bance and force him to make a mistake internationally or domestically, leav-
ing him open to criticism and thus weakening his hold. Even the escalation of
the recent protests and the street-level violence can be seen as an attempt to
push Xi into an unwelcome corner and sully his image and ability to act politi-
cally. In this view, Xi would have preferred a status quo in Hong Kong but the
Jiang faction caused disruption.®?

According to some analysts, the overbearing response of the Beijing gov-
ernment—not just towards the protests but also to assert internal political

control—is a product of this struggle. Xi has moved to put his people in place
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while at the same time created extra-legal organizations in the form of a na-
tional security apparatus that gives him control. This national security appa-
ratus includes the National Security Law and enables Xi to operate beyond
judicial scrutiny with no constraints in action or budget.** In short, Xi’s inter-
est in flushing out a rival Party faction has led him to create a supra-authority
organization in the form of a national security apparatus that is wielded to

stifle dissent, both external and internal.

IV. Conclusions: The Future of Hong Kong
and the Future of Democracy

Contemporary Hong Kong is a case of the universal in the particular. While
Hong Kong is a striking example of neoliberal socio-economic practice, it is
hardly unique.® Economically, the specific case here is a stark manifestation of
the development of trends in the global political economy over the past forty
years. In the 1970s and ’80s, free market advocates and politicians began to
advance ideas and implement policies that both empowered capital and mo-
bilized government in service of capital. This led not only to the slow disman-
tling of social programs and protections, but also to the use of government
powers to create an environment within which global capital could thrive.
Through military, legal, and political means a certain set of ideas about mar-
kets, property rights, and individualism were implemented around the world.
This blurring of the division between public and private finds governments
overtly working on the behalf of corporations to extenuate an economic sys-
tem that favors global capital over labor, private companies over society and
social welfare, and economic concentration over economic democracy. It is a
system that is perpetuated by the attenuation of politics and capital, whereby
the rich purchase beneficial economic policies that further insulate their posi-
tion and wealth. Through political influence they obtain lower taxes, larger de-
ductions, fewer regulations, and corporate protections, among other things.*

At the same time, Hong Kong political and social developments corre-
spond to international trends of protest and increasing autocracy. Growing
economic disparity and lack of political and economic opportunity has
driven people worldwide to protest their situations and their governments.

Meanwhile the protection of privilege and wealth has simultancously led to
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the rise of increasing autocratic responses and the consolidation of political
power. From this perspective, even if Beijing’s response is a consequence of

internal politics, the form that it takes is guided by this international context.

The future of Hong Kong

The rallying cry of Hong Kong democrats and activists has been universal suf-
frage, or the ability for ordinary men and women to exercise greater control
over their lives by casting a vote for a representative who will recognize and
fight for their interests, needs, and aspirations. What becomes clear is that
certain interests have leveraged power and position to recast politics in their
name and articulate law in their benefit. These developments shaped the na-
ture of economic power in order to favor concentration and gross accumula-
tion. Over time this resulted in a small group of people who own the major-
ity of wealth and pull the levers on political outcomes. It should thus be no
surprise that this economic and political elite in collusion with Beijing resist
structural change and challenge to the political order. Like any ruling class
throughout history, their power and position is both confirmed and secured
within the existing social, political, and economic arrangements. Their laws
articulate those structures and try to encrust their relations in an increasingly
hard shell with greater measures to suppress outcry and dissent.

With this structure in mind, democracy idealized, in real terms, might
look like the following. Direct elections of the chief executive and free elec-
tions of the entire legislature would shift the political context by placing le-
gitimacy and sovereignty into the hands of the voters. This would displace
Beijing and perhaps even challenge the political location of sovereignty by
making the holder of political office (especially the chief executive) directly
answerable to the people and not the 1,500 person hand-picked, pro-China,
business-stacked election committee. Furthermore, the business elite would
find their megaphone reduced to but a shout, if not muted, as their influence
over the government wanes and their position in the legislature diminished.
Antimonopoly laws would be passed, breaking up the conglomerates” stran-
glehold on the economy. Meaningful competition laws would be enacted,
enabling new entrants to easily enter the market and free consumers from
the tyranny of cartel prices. Adequate public housing would get built giving

citizens a suitable adobe and lowering the exorbitant prices of private homes.
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Democracy would even lead to a forward looking constitution not subject to
the follies of the economic orthodoxy.

There are two problems to this told fortune of democracy-cum-universal
suffrage—one explicit and the other immanent. The first is widely recognized
and well-rehearsed among most commentators: democracy is an unlikely pros-
pect, precisely because of what it might actuate; too many entrenched political
and economic interests are threatened by the possibility, and they have shown
that they are more ready to fight to the death—or rather attack to kill—than
to give up these interests. The new national security law has not only been
used to arrest and charge protesters for exercising speech, but proactively em-
ployed to disqualify candidates from secking legislative seats and, most radi-
cally, to arrest individuals on suspicion of “inciting secession.™’

The second problem is perhaps more acute but rarely apprehended: The
implementation of universal suffrage will not fulfill the hopes and aspira-
tions of Hong Kong democrats but instead only further existing trends of
late capitalism. This is to say the political institution of electoral voting as
practiced in Western liberal democracies today is in crisis. Demagogues have
risen to power by exploiting divisions in the name of the people and are in-
creasingly enacting authoritarian measures to consolidate their power, from
annulling democratic norms to stifling the press and free speech. They have
done so on the back of electoral democracy and facilitated democratic back-
sliding. Here electoral democracy is increasingly used to justify and legiti-
mize authoritarian governments, and methods of doing so are being further
devised, developed, and shared among these governments in what some now
call Autocracy Inc.*®

At the same time, entrenched political elites use the state to create con-
ditions that favor certain economic interests. The distinction between the
political and economic elite is collapsed, making it impossible to tell where
the policies and practices of government end and the interests and benefits
of its leaders—both elected and self-appointed—and their inner circle and
financial enablers begin. This trend is most pronounced in more authoritar-
ian countries, such as China and Russia, where the line between business and
politics is so blurred that it barely exists in many instances, but flourishes in
traditionally robust democracies, such as the United States, where money can

buy votes, support favorable policies, and literally write legislation.
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From this perspective, Hong Kong is only an extreme case of a general
trend—an advanced manifestation of the future that awaits contemporary
society. Universal suffrage alone, it seems, cannot save us. Thus the question:

What is the future of democracy?

The future of democracy
The international alarm raised at these developments has been matched only
by the incompetency of the American response: Harsh rhetoric, economic and
individual sanctions, and democracy summits excluding perpetrators, all of
which has been insufficient in reversing the global trend. The U.S. isolation
of Venezuela and Nicaragua, for example, resulted not in changed behavior
and the re-instillation of freedoms but rather support from China and Russia,
who helped in developing further repressive techniques.”” Likewise, the U.S.-
hosted Democracy Summit in mid-December 2021 was met with joint con-
demnation from Russia and China, who mocked it as a farce and attacked the
stated meaning of democracy articulated in the summit. “Democracy is not a
prerogative of a certain country or a group of countries, but a universal right of
all peoples,” wrote the Russian and Chinese ambassadors to the United States
in a co-authored article appearing before the summit. They went on to make
the case that democracy was flourishing in Russia and China and floundering
in the United States.>

The ineffectual promotion of democracy has played out in a similar script
in Hong Kong. In the face of the violent response to the 2019 protests and
the issuing of the National Security Law, U.S. Congress and government
sought to punish Hong Kong. As protests heated up in 2019, Congress con-
sidered two bills, one requiring a review of Hong Kong’s autonomous trading
privileges, which would further lead to sanctioning Hong Kong and PRC of-
ficials overseeing the violent crackdown, and the other bill barring the sale
of munitions to the Hong Kong Police. In the summer of 2020, the U.S.
State Department moved to end Hong Kong’s exemption from U.S. export
controls, effectively closing China’s back door to equipment and technology
deemed sensitive. Shortly after, the US.. president issued an executive order
on Hong Kong normalization eliminating special treatment for Hong Kong
in areas of trade, taxes, and immigration and visas. All goods made in or origi-

nating from Hong Kong for export now must be labeled as made in China. In
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August, Washington imposed financial and immigration sanctions on thirty-
five Hong Kong and PRC officials involved in Hong Kong suppression.® At
the time, even more extreme measures were on the table, such as ending Hong
Kong’s access to U.S. dollars, which would have forced Hong Kong out of the
international currency system.>?

Not only did these sanctions fail to achieve any measure of greater free-
doms for the Hong Kong people but in fact led to the reverse: greater repres-
sions and further attempts to redefine democracy by the PRC. In immediate
response to the United States, China leveled its own travel restrictions on
two U.S. Senators who had pushed sanctions and critiques.® Over the next
year, Beijing continued to clamp down on both electoral democracy and
freedoms of speech and press in Hong Kong. A political primary organized
by an oppositional party was deemed illegal and organizers arrested, despite
the fact that nearly 80 percent of registered voters cast ballots. Legislative
elections were postponed, and when they were finally held all candidates
had to be approved by Beijing. Establishment candidates won overwhelm-
ingly and the election was declared a success despite an extremely low voter
turnout of around 30 percent. Two independent media outlets were shut
down and their editors arrested on grounds of sedition. A pro-democracy
statue was removed from the campus of Hong Kong University. This list
goes on as the Hong Kong government under Beijing has only become em-
boldened in the face of U.S. criticism.

Beijing’s defiance recently culminated with a white paper on Hong Kong
democracy. Released on December 20, 2021, the day after elections for the
Legislative Council, it reads as a polemic for the promotion of Chinese rule in
Hong Kong, which is credited with putting Hong Kong democracy on track.
In this telling, democracy is embodied by the Chinese Communist Party,
which helps facilitate the realizations of the Chinese people through demo-
cratic means. Britain had thwarted progress under colonial rule and agitators
later subverted progress towards universal suffrage with their social disrup-
tions. The NSL, it reads, is meant to save democracy. In the final analysis, the
paper reads, “The people of China have always yearned for democracy, and
the CPC has always stayed true to the mission of delivering their dream. Over
the past century, the CPC has led the Chinese people on a long and arduous

journey to establish a model of democracy with Chinese characteristics, and
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it has enabled 1.4 billion Chinese, one fifth of world population, to run their
own country with extensive and substantive democratic rights.”>*

China is here working to establish what it calls a “new model of democracy”
based on not empowerment but rather “what works.” If true democrats are
going to forge a path forward to help co-create a world of greater opportunity
and engagement, where ordinary men and women are able to lift themselves
up in the realization of their aspirations and co-create their own futures, then

something else and something more needs to be done.

V. The Policy Response

Given the legal and political violence that Beijing and the Hong Kong govern-
ment are willing to wield to ensure control, very little if any domestic space
is left for alternative voices or ideas and all avenues for increasing pluralism
appear to have closed. Protests are banned and even gatherings are watched
closely. Opposition symbols are removed, outspoken critics and scholars are
attacked, and professors forced to resign.>® Similarly, the political opposition
has been jailed or silenced and even senior government ofhicials veering from
an official line are coming under fire.”” American and international condem-
nation only invites fiery rebuke from the government and has the adverse ef-
fect, stigmatizing any progressive voice as “imperialist.” In short, there appears
to be little hope for opposition or change.

In addressing the situation, American policy makers and supporters of
Hong Kong must think about Hong Kong developments as part of the global
trends outlined above. Although we are unable to respond directly to Hong
Kong’s situation, we are able to begin rethinking democracy and how it is
implemented and actuated worldwide. The broad, international response
outlined below aims to shift the global structural framework away from re-
actionary movements and autocracy and towards democracy as a system of
empowerment.

In this spirit, this final section proposes a number of policies that should
be considered as a full package. They are meant to be taken up not in direct
relation to Hong Kong or China, for some of the proposals may be imprac-
tical in this particular context, but rather as a comprehensive program to

be pursued generally as an aspiration in service of the broader goal of self-
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empowerment and individual and community control and self-governance.
Many of these proposals already circulate and are footnoted accordingly—
the following merely compiles these policy ideas into a cohesive program
of two complementary aspects of democracy, political and economic, where
the former address the problem of freedoms and liberties and the latter the
ability to engage in the market.

Political democracy
In addressing the shortcomings of political or social democracy, policies that
encourage pluralism, support local actors over international NGOs, and de-

velop deliberative forums and citizen councils should be pushed.

1. Promote pluralism over elections. The goal of democracy is not to hold
elections in and of themselves but rather to empower ordinary men and
women. It is to give them the tools to shape their communities and societies.
The purpose is not simply to have a vote but to give people a say in the national
future and address the issues that affect their lives.

An election is but one means in moving towards a realization of this
larger goal of giving people a voice, yet it has been pushed as the end in it-
self. Democracy indexes are constructed with elections in mind: the recent
Democracy Summit emphasized the need for free and fair elections, and in-
ternational action is often triggered over accusations of unfair elections.™®

While elections can be an important and useful tool for broader democratic
goals, they are often prone to manipulation and fail to achieve the stated aims,
as discussed above. Thus, rather than using electoral democracy as the standard,
broader citizen participation should be emphasized, where a diversity of indi-
viduals and groups are encouraged to mobilize and express opinions and ideas

with the objective of shaping policy and charting the national future.

2. Support local groups and organizations over international NGOs.
Currently, democracy promotion worldwide is a technical project of interna-
tional organizations that receive millions of dollars to carry out projects in
target countries based not on local knowledge but theories of democratization
with measurable outputs that can be quantified to satiate donors and foreign

governments. At best, these projects have failed; at worst, they undermined
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democratic efforts—Afghanistan is case in point. Rather than funding and
pushing NGOs, policy should promote local communities and work to enable
the greater engagement of local groups.”” As democracy scholars Catherine
Herrold and Aseem Prakash argue, “By facilitating discussion, debate, and
collective problem solving by everyday citizens, the United States can effec-
tively ensure that local people oversee their own democracies and cultivate

democratic habits of civic participation in the process.”’

3. Advance deliberative democracy and the establishment of citizens coun-
cils. One of the most successful democracy projects in recent years has been
the random selection of citizens to make decisions about the national future.
Similar to jury selection, citizens are invited to sit on a council and deliberate
over an issue or issues and make a recommendation on how the government
should proceed. In countries around the world, this form of deliberative de-
mocracy has been successfully employed to debate and provide policy on is-
sues ranging from abortion to the environment. It should be institutionalized
and spread, with more countries employing this form of participation in more
ways on more issues.” Key to its success, and instrumental if it is to be imple-
mented in China and Hong Kong, is the random selection of members, not
a handpicked selection, as in the 1,500 member body that decides the Hong

Kong chief executive.

Economic Democracy

Democracy and the promotion of democracy is almost always conceived of
in political and social terms. A broader understanding of democracy, how-
ever, looks beyond electoral democracy to all forms of practices that will
empower people to rule themselves in all forms of life. As such, democracy
cannot stop at politics but must be extended to the economy. Indeed, as this
report has argued, Hong Kong’s contemporary situation was constructed
not simply through political choices and constraints on deliberative pow-
ers but also through the monopolization of economic life and the stripping
of opportunity and economic control as capital became concentrated and
entrenched. For democracy to flourish, economic control must be loosened
and individuals, groups, and communities empowered to engage the econ-

omy on their own terms.
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Hong Kong's Political Economy and the Crisis of Democracy

The plan of economic democracy has three key parts: rights of development

and production, global rights of labor, and social inheritance.

1. Rights of development and production. At the core of democratizing the
economy is the need to universalize the most advance forms of production.
Often referred to as the knowledge economy or experimental economy, this
new economy—comprising the most advance forms of production—com-
bines the maximization of technology with evolving skills and continuous
learning. Rather than multiplying and transforming economic development
the world over, however, these new means of production remain the purview
of isolated centers, such as Silicon Valley, and under the increasing control of
large global firms. In short, the new economy is restricted to vanguards of pro-
duction and engages relatively few workers.®

The task is to engineer a proliferation of this vanguard and ensure that all
can engage in the new economy. This necessitates creating conditions where
people are able to maximize their productive energies in self-confirming in-
novation and not be condemned to the mindless drudgery of repetitive tasks.
Two key measures are needed that should be pushed for globally: ensuring
equal access to resources and opportunities of the knowledge economy, and
the promotion of alternative property-rights regimes.®

Foremost is the need to guarantee broad access for all to the resources and
opportunities both for and within the vanguard of the economy. This in-
cludes access to finance, so that individuals are not restrained by capital in
attempting to move from idea to product, and that new ideas and innovation
can become part of the constant process of the economy. Similarly, the barri-
ers of intellectual property should be loosened so that all are able to make
use of existing invention and continue to build upon and develop. Limited
guarantees can be made so that innovators can profit from their ideas, but this
advantage should not be allowed to turn into rents and come at the expense
of continued development. Lastly, the defense of small business against big
business should be taken up and done so with an emphasis on decentraliza-
tion with economies of scale rather than accept economic concentration as the
price of scale.

The second measure in the task of universalizing the knowledge economy

is to innovate in the social relations of the economy. This