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Foreword
It is a great pleasure to welcome you to this Oxford Analytica and APCO
Worldwide brieﬁng, China’s New Era: What foreign ﬁrms must do to thrive.
There is hardly a more challenging issue facing US corporations than that of
succeeding in China, especially at a time when Washington and Beijing are at
loggerheads over the terms of trade and market access.
Neither, potentially, is there a more rewarding one.
That China is growing rapidly and changing even faster is widely understood.
Less well known is the impact of these changes on the business environment

Matthew Shapiro
Managing Director
Oxford Analytica

and how ﬁrms must respond if they are to prosper in a market almost as rich in
pitfalls as it is in promise.
Such is the aim of this breakfast brieﬁng.
Our panel will draw on their experience of building business in China and
interpreting the country’s rapidly evolving economic, regulatory and political
situation to explain Beijing’s goals and what they mean for US firms.
China has entered a new era under Xi Jinping. It is essential to understand what
is ‘new’ about it.
The analysis that follows, drawn from Oxford Analytica’s ﬂagship Daily Brief
service, provides valuable background reading in support of today’s discussion.
It is a small sample of the work we undertake to help clients secure their
objectives in China – and elsewhere in a challenging global environment.
Do feel free to contact me for further information about how Oxford Analytica can
help your organisation succeed.

Matthew Shapiro
Managing Director
Oxford Analytica
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US/China self-sufficiency drives could cut world GDP
Wednesday, April 4, 2018
The United States and China are both keen to be more self-sufficient, causing clashes but
also keeping them cautious
The US Trade Representative (USTR) yesterday released the list of 1,300 products the United States imports from China that it will subject to 25% tariffs as part of its desire to reduce its goods trade imbalance
with China. Some key consumer goods where the imbalance is particularly stark, including smartphones
and laptops, have been left off the list. Moreover, the list will be subject to 30 days public comment.

What next

US President Donald Trump, surrounded by
business leaders and administration officials,
prepares to sign a memorandum on intellectual
property tariffs on Chinese high-tech goods,
March 22, 2018 (Reuters/Jonathan Ernst)

The list is likely to be watered down and no plan has been released for when the tariffs will take effect.
US ire over China’s theft of intellectual property will continue and US-China trade and investment in information and communications technology (ICT) and electronics will fall. Other emerging markets (EMs) may
pay a larger price than the United States or China as they are more dependent on trade.
Less technology transfer will dampen EM growth prospects.

Subsidiary Impacts
◦ US restriction on technology transfer to China could benefit other Asian countries if manufacturers
move, especially to South-east Asia.
◦ The tariffs imposed by the United States on China may be watered down, but NAFTA withdrawal is a
more binary outcome.
◦ Politics will dominate US trade policy this year; fear of Chinese retaliation in swing states will drive the
‘public comment’ period.

Analysis
The White House list of 1,300 Chinese products that will be subject to a 25% tariff follows the USTR’s
nine-month investigation into China’s technology transfer, intellectual property and innovation practices
under section 301 of the 1974 US Trade Act (see INTERNATIONAL: US trade will target self-sufficiency March 27, 2018).

Goods gap
China ran a 375-billion-dollar surplus in goods trade with the United States in 2017. The Trump administration aims to cut this by 100 billion dollars. Since joining the WTO in 2001, China has reduced its tariff
rates, but not to US levels.

$375bn

China’s goods surplus with the United States last year

For example, in 2001, China charged 11.0% on its imports of all machinery and equipment from all partners -- this fell to 8.5% by 2015 but even in 2001 the equivalent US rate was 1.1%.
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The list focuses on the ten sectors targeted in the ten-year ‘Made in China’ initiative, aiming to increase
China’s industrial self-sufficiency in:
• information technology;
• numerical control tools and robotics;
• aerospace equipment;
• ocean engineering equipment;
• railway equipment;
• energy-saving vehicles;
• power equipment;
• new materials;
• medicine and medical devices; and
• agricultural machinery.
The USTR used an algorithm to determine the list, targeting products offering the greatest opportunity to
reduce the starkest imbalances whilst inflicting the least damage on US consumers.

Goods trade

United States: Imports from China, 2016 (billion dollars)
Telecommunication equipment
Office machines and ADPs
Manufactures (largely final goods)
Clothing, footwear and luggage
Manufactures (largely intermediate)
Machinery
Industrial machinery
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Other
Food, live animals, drinks, animal fats/oils
Iron, steel and aluminium
Other transport equipment
Fuels
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Source: UNCOMTRADE database

China exported more than 400 billion dollars of goods to the United States in 2017 and imported some
155 billion. Machinery and electronic equipment, which feature heavily on the USTR list, accounted for
almost 200 billion dollars of China’s exports to the United States last year.
The sector in which the United States runs the largest deficit with China is telecommunications, accounting for more than 20% of the deficit. This sector is also the most interconnected due to global supply
chains. More than 40.0% of US telecoms exports to China are re-exported, compared to less than 6.0%
of industrial machinery and 3.6% of chemicals.
Clothing, footwear and luggage account for more than 20% of the deficit, although this sector is less
interconnected, with re-exports accounting for 20% of total exports. Office machinery and automatic data
processing equipment is the next most imbalanced sector, accounting for nearly 20% of the deficit. More
than one-third of US exports to China in this sector are re-exported.
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United States: Goods trade deficit with China by sector, 2007 and 2016 (billion dollars)
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Softer approach
Many consumer technology products are unexpectedly absent from the US list, including Dell laptops
and Apple smartphones. This may be a result of the algorithm allocating a high potential damage for US
consumers as the supply chains for these goods are highly interconnected.

Watering down
Ahead of the US midterm elections in November, the sectors China has chosen to retaliate in -- largely
agriculture and transport equipment -- prioritise political impact over economic. China imported more
than 20 billion dollars of agricultural products from the United States last year, exporting just 7.5 billion in
return.
Much of this produce is grown in ‘swing’ US states that voted Republican in 2016 but could be vulnerable
to Democratic gains in November’s midterms. Thus, after the public comment period, the list could be
substantially watered down before implementation.

Services surplus
Another fear that may soften the US approach is that China could retaliate by restricting services trade.
The United States imported 17.6 billion dollars of services from China last year but exported 56.0 billion
dollars to China. It runs a total services surplus of more than 240 billion dollars.
Travel is the largest service China imports from the United States, worth 32.2 billion dollars last year compared to 4.7 billion the other way, but most notably, exports of intellectual property to China were
8.5 billion dollars last year, double five years ago. The United States imported less than 900 million dollars of intellectual property charge in return.

FDI restrictions
The surge in cross-border foreign direct investment (FDI) in ICT, financial services, health and biotechnology and real estate is attracting the ire of the Trump administration (see US/INT: Government investment
intervention will grow - March 29, 2018).
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United States and China: Foreign direct investment (billion dollars)
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Source: US-China FDI project

Of US FDI into China from 1990-2016, less than one-third is accounted for by acquisitions of domestic
firms, facilitating technology transfer. In contrast, 92% of Chinese investment into the United States is
acquisitions -- facilitating more collaboration and benefiting the less developed state -- China -- more. The
shares are similar for ICT investment.
In 2015, Chinese investment into the United States overtook US investment into China for the first time.
The margin has widened since with China investing 46.2 billion dollars in the United States in 2016, 16.5
billion into real estate and more than 10.0 billion into ICT, electronics, health and biotechnology, and
finance and business services.
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China: Foreign direct investment into the United States (billion dollars)
Total FDI
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However, last year Chinese investment into the United States fell to less than 30 billion dollars, hit by
the Trump administration’s stricter stance on incoming investment and by restrictions on capital outflows
from China. This will continue.

California fearing
Almost one-half of the 16.7 billion dollars of ICT investment into the United States from China from 200017 went to California, which also attracted one-third of the health and biotechnology investment over the
same period. Other states are far behind. This should add fuel to the public comment on the tariffs as
California voted 61.7% for the Democrats in 2017.

Macroeconomic impact
Bolstering US confidence to attack other countries in its quest for more economic self-sufficiency is the
fact that the United States, with exports accounting for only 8% of GDP in 2017, is the least dependent
among major economies on exports of goods and services.

8%

US exports as a share of GDP, compared to
>50% in five Asian countries
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Exports to China and the United States, 2017 (as % of GDP)
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In China, exports account for close to 20% of GDP, and over 50% in Vietnam, Thailand and Malaysia. In
these countries and South Korea, exports to the United States and China account for more than 10% of GDP.
This should encourage these countries and others to stick together. Indeed, while the United States is
imposing more protectionist measures on its partners, the rest of the world is imposing fewer restrictions on
each other.
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China’s low-cost tech will trump other concerns
Tuesday, April 3, 2018
US security concerns over Chinese tech companies have been echoed in other countries
The US Federal Communications Commission (FCC) announced on March 26 that it is considering blocking federal subsidies for smaller telecom operators that use Chinese technology. The US government is
determined to prevent Chinese companies such as Huawei and ZTE from developing a stronger base in
the United States. This attitude, grounded in national security concerns, stands in contrast to the situation
in many other markets where these companies have developed high-profile and close relationships with
telecom operators and governments.

The Huawei CEO Consumer Business Group talks
about the Huawei Mate 9 smartphone at CES in
Las Vegas, January 2017 (Reuters/Rick Wilking)

What next
Beijing has presided over the development of formidable technological capacity, but it will find it hard to retaliate against US suppliers because it depends on the latter’s intellectual property and core components
within the global supply chains for its telecoms. However, the rest of the world seems set to continue
buying China’s smartphones, so Beijing will be able to afford not to retaliate against the United States.
Misgivings over security are unlikely to prevail in most countries given the closeness of commercial ties
with China that are based on low costs compared with other suppliers.

Subsidiary Impacts
◦ Huawei and ZTE may overtake US firms in filing for patents.
◦ Telecom partnerships with developed and emerging economies are likely to increase Beijing’s influence
over global internet governance.
◦ China’s low-cost high-tech equipment is likely to overcome security objections from intelligence agencies in other countries.

Analysis
Huawei and ZTE are Shenzhen-based multinational telecommunications equipment and systems companies that were formed in 1987 and 1985 respectively. Both had their roots in the Chinese state:
Huawei was founded by an engineer in the People’s Liberation Army and ZTE originally by a manufacturer
based in the Ministry of Aerospace. They are now both privately owned, but retain links to the government.

Industry giants
Over the last three decades the companies have grown to become some of the world’s largest telecom
equipment makers. According to industry estimates, Huawei became the largest supplier of mobile communications infrastructure last year with a 28% market share ahead of Ericsson and Nokia. ZTE was the
fourth largest with a 13% share.

41%

Huawei’s and ZTE’s market share of mobile
communications infrastructure

Their position in smartphones is less dominant but still significant: Huawei is estimated to have about 10%
market share, the third largest globally, while ZTE is ranked as the eight largest, behind other Chinese
mobile phone brands such as Xiaomi and BBK Electronics’s Oppo-Vivo.
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ZTE reported total revenue of nearly 110 billion yuan (17.5 billion dollars) for 2017 while Huawei’s sales
exceeded 600 billion yuan (95.4 billion dollars). Much of their revenue is generated from domestic markets, but in both cases a substantial share has come from sales to the rest of the world: Huawei’s sales
outside China accounted for 49.5% of total revenue while the comparable share for
ZTE was 44.0%.
For both companies, the carrier market was the largest component of their business (though smartphones
constitute a growing market for both companies). Over the last three decades, both have established close
partnerships with telecom operators throughout the world. They hope to extend those relationships as 5G
networks are rolled out (see INTERNATIONAL: China and the United States race for 5G - February 28,
2018).
Having invested substantially in research and development for the technology, the companies are building
a network of pre-commercial agreements that they want to translate into full-scale partnerships equivalent
to those secured for previous generations of telecoms.

Huawei
Huawei has a number of potential partners for its 5G ventures as it is responsible for more than half of all
4G networks and two-thirds of the 4.5G networks (a transitional infrastructure towards 5G). The company
has signed at least 40 memorandums of understanding with telecom companies to develop field trials
for 5G technologies, including with Spanish Telefonica, Deutsche Telekom, Swisscom, French Bouygues
Telecom, Japanese NTT Docomo, Saudi operator STC and India’s Bharti Airtel.
Recently announced projects include:
• a partnership with Canadian carrier TELUS to trial 5G technologies in Vancouver; and
• an extension of a long-standing strategic partnership with BT to establish an “end to end 5G solution” for the company’s UK mobile subsidiary EE.

ZTE
ZTE began its research into 5G nearly a decade ago (in 2009), but lagged its larger rival in developing the
technology. However, with more than 20 pre-commercial partnerships (including with Belgium’s Telenet,
Deutsche Telekom, Telefonica, Korea Telecom and Telecom Malaysia) it appears to be catching up.
Recent ventures include:
• a partnership with South African mobile operator MTN to develop 5G services across Africa and the
Middle East; and
• an extension of an agreement with Qatar-based operator Ooredoo to offer 5G in the Middle East
and Asia.

US relationship
The major exception to these arrangements is the United States (see CHINA/US: Tech tensions will escalate under Trump - October 13, 2017). For a number of years, US officials and politicians have been wary
of these companies due to concerns that they have close links to the Chinese government.

Washington is wary of Chinese technology companies

Suspecting that the companies’ equipment may be a security risk through potential ‘back doors’ being
installed in their equipment to intercept communications, Washington has discouraged the large network
operators from acquiring equipment from, or entering into agreements with Huawei and ZTE (see CHINA/
US: Political forces will impede tech deals - January 10, 2018).
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This extends to the smartphone market: in recent months both ATT and Verizon abandoned discussions
with Huawei to carry its latest smartphone and the retail giant Best Buy recently announced that it would
no longer sell Huawei products. ZTE seems to have escaped this fate, possibly because it uses chipsets manufactured by Qualcomm, a US company, while its relatively smaller size may render it less of a
perceived threat.
Both companies appear to be targets of the FCC announcement to discourage even the smaller players
in the US telecom sector from engaging with Chinese suppliers. The FCC is considering a new rule that
would block federal subsidies to smaller mobile providers operating in rural areas if they used technology
provided by Chinese equipment manufacturers.
The federal government’s Universal Service Fund supports companies which provide telecom services
in areas not served by the major carriers. Some of the companies providing such services have utilised
Chinese hardware (though only to a limited extent). It appears that the government is determined to close
down any future role for Chinese suppliers. The FCC will decide whether to apply such a rule in April, but
it seems highly likely to rule against Chinese suppliers given the political pressures to do so.

International views
Elsewhere security concerns have been articulated but, in most cases, this has not prevented the development of close commercial relationships between those countries’ telecom sectors and the Chinese
firms.
In Canada, former security officials and members of the opposition Conservative party have voiced
concerns about over-reliance on Chinese equipment manufacturers. Prime Minister Justin Trudeau has
maintained a positive attitude towards China.
In India a decade ago, the government blocked the state telecom company on security grounds from
buying network equipment from Huawei. However, since then telecom companies have been allowed to
establish close links with Huawei and ZTE.
Australia is the one country that has followed the US approach. In 2012, it banned Chinese companies
from supplying equipment for telecom networks. Even here the government has allowed Huawei to participate in its 5G working group (see CHINA: Western democracies face Chinese power push - January 30,
2018).
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April 19, 2018

China-US intellectual property tension will intensify
The United States and China are at opposite ends of the intellectual
property spectrum -- setting the scene for friction

Intellectual property trade as a share of GDP, 2016 (%)
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China runs a deficit of 3.1% of GDP in IP trade, more than
double any other G20 economy. The US surplus of 1.0%
of GDP is also more than double any other G20 nation.
China benefits from lighter rules but, keen to protect their
country’s strength, US legislators desire tougher rules.
An escalation of technology transfer restrictions would
dampen EM growth. The IMF estimates that foreign R&D
contributed 39% of EM labour productivity growth in
2004-14 and domestic R&D less than 20%. Domestic R&D
contributed more than 80% of advanced markets’ labour
productivity growth.
The WTO agreement on Trade-Related Intellectual
Property Rights could be enhanced and supplemented by
bilateral treaties.
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__ A US clampdown will slow not stop growing US IP
exports to China and Hong Kong, up tenfold on 2000
at more than 10 billion dollars in 2015.
__ South Korea cut its IP deficit to 0.5% of GDP in 2016
from over 10% in 1996; if globalisation has ‘peaked’,
China will struggle to do this.
__ US ire over IP theft is self-defeating; supporting EM
growth prospects sustains a surging market for US
exporters to sell into.
__ Canada runs a large deficit in US IP; this could be the
trickiest area to agree on in the North America Free
Trade Agreement negotiations.

See also: US/China self-sufficiency drives could cut world GDP -- April 4, 2018
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China’s state restructuring will have enduring impact
Friday, March 23, 2018
President Xi Jinping has appointed a new cabinet and launched a massive overhaul of
China’s government structure
A massive restructuring of China’s bureaucracy was announced at the annual meeting of China’s
rubber-stamp parliament this month, where a new cohort of leaders was also promoted to key cabinet
positions.

Chinese President Xi Jinping (Reuters/Thomas
Peter)

What next
The restructuring will cause upheaval in the short-to-medium term, and may make the bureaucracy more
difficult for foreign businesses and governments to deal with until the new structures become settled. Further ahead, it should improve the efficiency and effectiveness of government, reduce red tape and make
regulation and enforcement more consistent.

Subsidiary Impacts
◦ Several new cabinet appointees have international experience, which may improve China’s ability to
engage effectively with the world.
◦ Consolidating foreign aid under a new agency could result in more joined-up policy, with more powerful
advocates.
◦ Doing business in China could become easier with a reduction in the number of agencies firms to deal
with.
◦ Consolidating ministries into larger units could create more powerful interest groups able to assert their
own agendas.
◦ If consolidated government organs can better tackle pollution and food and drug safety, this would help
ameliorate major public grievances.

Analysis

This is the most severe restructuring of the bureaucracy in decades

New central government organs have been created, others merged. The net result is to reduce their
number from 40 to 26 and help to consolidate a fragmented system long plagued by turf wars, coordination problems and conflicts of interest. Responsibility for any given policy area will now be brought under a
specialised ministry or agency, unifying functions previously spread between different ministries.
The restructuring also aims to reduce local resistance to central government policies by converting certain
departments of local governments into branches of the corresponding national ministry instead.
The reforms will be highly disruptive and will deepen the resentment many officials feel towards Xi on account of his power grabs and anti-corruption campaign. They may try to resist the reforms but face a losing
battle since they cannot do so openly and cannot threaten Xi’s position.
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New anti-graft agency
A new National Supervision Commission will help overcome resistance to the restructuring of the bureaucracy. It will consolidate Party and state anti-corruption organs and extend their jurisdiction to cover all
public servants, including managers in state-owned enterprises and in healthcare, education and research
institutions.
It will ‘legalise’ the controversial powers of extrajudicial detention that the Party’s anti-corruption organ
enjoys, and extend them to cover non-members.
The Commission will outrank government organs and the judiciary. It will formally be answerable only to
the National People’s Congress but in practice will be controlled by the top Party leadership.
It will be given greater resources and more ambitious targets.
It will be headed by Yang Xiaodu, the incumbent head of two state anti-corruption organs, who will report
to Politburo Standing Committee member Zhao Leji.
Zhao heads the Party’s top anti-corruption organ, the Central Discipline Inspection Commission, which will
continue to exist. The relationship between it and the new organ is not yet clear.

Economic policy
The banking regulator and insurance regulator will merge, closing loopholes that have allowed insurers
to act as ‘shadow banks’ and contributed to private sector debt reaching dangerous levels. The People’s
Bank of China will gain new regulatory and rule-making powers. A new National Market
Supervision Administration will incorporate food and drug regulation and anti-monopoly regulation and
enforcement.
Xi’s top economic adviser, Liu He, has been promoted to vice-premier for economic and financial affairs.
He is a respected and prolific professional economist and veteran government think-tanker.
Liu was director of the Party’s top economic and financial policy office (the Office of the Central Leading
Group for Financial and Economic Affairs) during Xi’s first term, which in practice probably made him the
country’s most powerful finance official. He joined the Politburo in October.
His new post will give him an administrative role over financial regulators, the central bank and economic
policy overall.
Liu claimed at the World Economic Forum in January that China would soon launch reforms that would
exceed international expectations. However, his ideas heavily influenced Xi’s economic policies during
his first term, so changes in policy direction are unlikely. His priorities will be tackling debt-related risk and
shifting from credit-fuelled growth to more sustainable ‘quality’ growth.
At the People’s Bank of China, Yi Gang succeeds 70-year-old Zhou Xiaochuan as governor. Yi served for
a decade as Zhou’s deputy and is likely to continue his policies of prudent monetary policy and cautious,
incremental deregulation.
Both men reportedly speak English well. Liu spent four years at US universities in the 1990s, receiving a
master’s degree in economics from Harvard. Yi gained a doctorate in the United States, taught for eight
years at a US university and frequently attended the IMF and World Economic Forum meetings.
It should not be assumed that Yi’s and Liu’s English skills, US education and familiarity with the global elite
make them ‘Western-friendly’, nor ‘liberal’ in any context but that of Chinese politics.

Strong international backgrounds do not imply liberal views
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Foreign affairs
Foreign Minister Wang Yi, a veteran diplomat, has been promoted to the post of state councillor for foreign affairs, China’s most senior foreign policy post. He will retain the foreign minister’s post concurrently.
Other things equal, combining the two roles should help consolidate a fragmented foreign policy leadership structure and improve decision-making.
However, other changes introduce yet more actors into an already unwieldy foreign policy system (see
CHINA: Foreign policy will rise up Beijing’s agenda - January 25, 2018):
• Wang Qishan will be point man on US relations without holding a high-level Party post.
• Veteran diplomat Yang Jiechi, the outgoing state councillor for foreign affairs, no longer has a
senior state position, but does since October have a Politburo seat (the first diplomat to do so in a
decade).
• A new agency will unify supervision and policymaking regarding Chinese overseas development
aid, and promote the Belt and Road Initiative.

Vice-presidency
Wang Qishan, Xi’s most important ally, has been appointed vice-president. Wang headed the Party’s anti-corruption operations during Xi’s first term, but at 69 retired from the ruling Politburo Standing Committee last October. Giving him the vice-presidency allows him to return to politics despite no longer holding
a senior Party post.
The vice-presidency has previously been a ceremonial post, but Wang’s capability and personal authority
are such that it is now likely to become more than this. He is said to be tasked with managing relations
with the United States as these become fraught due to the penalties the Trump administration has imposed on Chinese exporters.

Rise and rise
Xi has strengthened his hold on the formal institutions of power yet again. Most dramatically, he has abolished presidential term limits (see CHINA: Xi’s indefinite rule will have immediate impact - March 2, 2018).
He has elevated the status of several Party leading groups chaired by himself and subordinated state
institutions to them. This further strengthens the supremacy of the Party over the civil service, a theme
that statements by senior leaders a the parliament also emphasised.
However, most of the key cabinet appointments were internal promotions of experienced officials or
experts, not Xi’s proteges. They will be able to provide sound advice, mitigating (but not eliminating) the
risk of Xi making bad decisions because he is surrounded by yes-men who owe their positions to loyalty
rather than experience and tell him only what they think he wants to hear.
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Protests present new challenges to Chinese government
Friday, March 16, 2018
Social unrest in China is not widely understood, but recent research reveals important
patterns
Selective reporting on large-scale events and an often-cited figure of 200,000 protests per year evoke images of a country in upheaval. In fact, most of these protests are tiny and of little interest to fellow citizens.
This ‘social unrest’ still matters: at the very least, it points to larger structural problems, such as insufficient
protection of labour and property rights.

Investors who lost money protest outside a bank in
Shanghai (Reuters/Engen Tham)

What next
The government will apply a dual-pronged strategy to protests: on the one hand, it will make concessions to groups that are large, socially influential and easy to organise, for example, migrant workers and
homeowners. On the other hand, it will crack down on those who do not share these traits, such as rural
landholders, hawkers and victims of medical mistakes.

Subsidiary Impacts
◦ Steps will be taken to protect the interests of workers and homeowners better.
◦ Where the interests of local government are at stake, for example in urban redevelopment schemes,
repression will continue.
◦ Due to draconian measures employed against dissidents, there will be no designated anti-regime protests in the foreseeable future.

Analysis
China: Protest type as proportion of all protests, July 2013 to June 2016 (%)
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Source: Wickedonna protest dataset, University of Vienna, forthcoming

The increase in popular protest in recent years is often interpreted as a rising challenge to the Chinese
one-party authoritarian regime. This is not the case.
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Protests in China do not signal opposition to the regime

Characteristics
In contrast to popular images of protests being large, heterogeneous and violent, most protests in China
have the following characteristics.

Material interests
Most protests are appeals to the political elites to arbitrate in conflicts with private actors and address a
violation of their material rights. Wage arrears by manufacturing companies are the source of nearly half
of all protests, and migrant workers constitute the main group of protesters in China (see CHINA:
Monopolies and abuses hold back tech sector - February 12, 2018).

Small size
The large demonstrations reported in the media are the exception. The typical protest consists of a handful of people unfolding a banner in front of a company or local government. Most attract few onlookers.

China: Locations of protests,July 2013 to June 2016
(number of protests per year)
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Source: Wickedonna protest dataset, University of Vienna

Concentration
Every single city in China registers at least some protests every year, but protest events tend to be concentrated in space and time. Most take place in manufacturing hubs in the weeks before Chinese New
Year, when accounts are settled. Labour protests typically last less than one day.

Absence of violence
Most protests are peaceful. Protesters know that violence will be met by repression and stress that their
actions are lawful. It is not in the interest of the authorities to use violence readily; it can escalate quickly.

A notable trend is the rapid increase of protests staged by
homebuyers or homeowners
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Exceptions
There are important exceptions to the ‘typical’ protests described above.

Violence against the weak
A significant minority of protests escalate, especially when:
• they concern the material interests of the local government;
• the protesters do not form an easily organisable group; and
• support from other citizens is not likely to come forth.
Protests by victims of urban resettlement or rural land appropriation can drag on for months, if not
years (see CHINA: Local government debt risk survives reforms - February 26, 2018). Protesters often
report being intimidated by hired thugs.
Conflicts between street vendors and urban management officials often turn ugly. Urban management
officials are known to harass and beat hawkers. Hawkers sometimes fight back.
Finally, the government also uses a heavy hand against those who protest inside or in front of hospitals
about medical mistreatment. These are especially likely to meet with government-sanctioned violence.

Homebuyers and homeowners
Homebuyers take to the streets because of conflicts with property developers. Bankruptcy and inability to
return the down payment, delays and quality issues are common grievances that motivate people to take
to the streets. Disagreements with property management companies over fees and services also frequently motivate protests.
Such demonstrations usually end peacefully, but owners occasionally claim that they were intimidated by
thugs hired by property developers.
Real estate protests bear watching: as opposed to migrants or peasants, whose grievances receive little
empathy from the middle classes, homeowners are the middle class. If they feel that the regime can no
longer protect their interests, they might withdraw their support for the ruling elite.

Environmental protests
Environmental protests are especially challenging for the government. They tend to draw large, heterogeneous crowds who claim to fight not for a particular interest, but for the common good. In reality, at least
some of these protests are of the ‘not in my back yard’ kind, where property values are as much an issue
as health. However, such protests occur far less often than their media prominence would suggest.

Lessons for protest watchers
No two protests are the same, and simply counting them up is not helpful for understanding social dynamics in China. The following points can help judge the seriousness of protests.

Who protests?
Due to their numbers, common interests and social influence, homebuyers and migrant workers in densely
populated cities can easily organise around their interests. Landowners and hawkers cannot.

Who is affected?
Officials are more likely to intervene in favour of protesters if their interests are not affected. Mitigating a
labour dispute is less costly for them than meeting higher compensation demands, which are often paid
from government coffers.

Is there wider support?
A demonstration that draws a large crowd is a challenge for the government. Groups or issues that are ignored by fellow citizens and the media might send the opposite signal: lack of interest tells the government
that this group or issue can be safely ignored.
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Policy push will modernise China’s agriculture
Tuesday, March 6, 2018
China has laid out ambitious plans to modernise agriculture and develop its rural areas
over the next three decades
A new rural development initiative is set out in presidential speeches and a key policy document (‘Document Number 1’) released in January. It attempts to redress imbalances that have disadvantaged China’s
580-million-strong rural population.

A local man picks vegetables from his land in the
village of Qigang (Reuters/Nir Elias)

What next
Living standards and infrastructure in rural areas will improve. The absence of a true market for land will
limit the scale of farms and hold back agricultural efficiency, though some efficiency gains will be made in
other ways nevertheless.

Subsidiary Impacts
◦ Farmers will be the main beneficiaries of rural development policies.
◦ New fertilisers will improve soil fertility, but soil pollution is severe and too costly to clean up anytime
soon.
◦ Just introducing basic machinery will do much to raise agricultural efficiency; much farming is still done
by hand.

Analysis
China’s officially registered urban population exceeded half of the total population for the first time in
2011. Since then it has risen to 58.5%. Nevertheless, almost 580 million people still live in the countryside
-- 77% more than the total population of the United States.
Since the founding of the People’s Republic of China in 1949, policymakers have given cities and industry
priority over the rural sector.
Rural incomes have risen over the past four decades, but have not caught up with those of urban residents. In 2017, the ratio of urban to rural median disposable incomes was 2.7:1.
The main casualty of the anti-rural bias has been farmers, long characterised by low productivity and
depressed incomes. The decline in agriculture’s share of GDP to 7.9% in 2017 from 28% in 1978 is a
corollary of modern economic development and the growing pre-eminence of manufacturing industry and,
latterly, services.

8%

Agriculture’s share of GDP

Agriculture’s labour productivity is low compared to the other major sectors. In 2016 almost 28% of the
total employed workforce (215 million people) generated just 8.6% of GDP.
Besides the gap between urban and rural incomes overall, a significant gap also exists within the countryside between low farm incomes and average rural income (which includes people engaged non-farm
activities, such as rural industry, construction and services).
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Lack of data makes it difficult to quantify intra-rural income differentials. However, official estimates make
it clear that poverty is overwhelmingly concentrated among farmers -- above all, those living in central
and western regions of China.
Almost all people below the age of 30 have now left farming; the average age of those who remain is
close to 60 -- another factor that has depressed agricultural productivity levels.

Improving the rural environment
Some of the worst environmental damage in China is in the countryside. Intensive farming has degraded
the land through soil erosion -- thought to affect about 20% of arable land -- and desertification caused by
deforestation and inadequate irrigation.
Soil pollution is another serious problem. A national soil survey in 2014 revealed that about one-fifth of
China’s arable area was severely polluted with chemicals. It is unlikely to have improved much since
then. The cost of treating it is enormous and it is unclear which government department should pay it.

20%

Share of arable land that is severely polluted
Water shortages and water pollution also pose a threat (see CHINA: Water crisis will cripple China’s economy - October 14, 2015). Water tables have dropped calamitously. In particular, the North China Plain
(where much of China’s grain and cotton is produced) is severely arid. In 2014, 110 million rural residents
were reported to lack access to safe drinking water.
A plan to build 47,000 toilets in rural areas by 2020 aims to combat pollution and contamination resulting
from poor sanitation.

Agricultural modernisation
President Xi Jinping’s speech in December to a national conference on rural issues captured the weight
put on agricultural modernisation. He ascribed rural-urban inequality mainly to “lack of and efficiency in
agriculture”.
The small scale of Chinese farms has long been a major constraint on land productivity. Arable land is
collectively owned. In practice, this means it is controlled by local government; local farmers are entitled to
‘land use rights’, which the local government allocates (see CHINA: Local government debt risk survives
reforms - February 26, 2018).
Many argue that a genuine land market is an essential condition for improvements in production efficiency.
However, the new rural development initiative makes no provision for the introduction of private ownership
rights. Instead, existing 30-year land leases will be extended for a further 30 years. The principal means of
increasing the scale of farm operations will continue to be the transfer of land use rights to third parties.
The trading of land use rights has been underway for some years and has increased the scale of farming.
However, what this means in the Chinese context is the creation of farm units of 60-100 hectares, a significant advance in Chinese terms, but far from the farms of many thousands of hectares that exist in the
United States, the most efficient farming system in the world.
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Other likely areas of agricultural modernisation in the coming years will be:
• extension of the irrigated acreage and increased mechanisation, especially in central and western
China where tractorised ploughing and the use of other farm machinery is still relatively undeveloped;
• increased use of more complex, compound chemical fertilisers and other farm chemicals (in the
past disproportionate reliance on nitrogenous fertilisers has been detrimental to soil fertility and
yields);
• greater recourse to best-practice scientific techniques to enhance production efficiency (including
further investment in the development of genetically modified food crops); and
• a shift in emphasis towards the production of high-demand quality crops (eg, high-gluten wheat and
corn for silage for dairy herds).

Long-term plan
According to Document Number 1, China’s rural development will have three phases.
By 2020, when China is planned to be a ‘moderately well-off society’, rural poverty is supposed to have
been eliminated, and a new institutional and governance framework put in place to guide rural development.
By 2035, modernisation of agriculture and rural areas will be “basically” completed to the benefit of those
living in the countryside. A corollary of rising prosperity will be the provision of basic public services (such
as toilets, running water, sewage systems) to all rural residents.
By 2050, “strong agriculture, beautiful villages and well-off farmers” will complete the process of ‘rural
rejuvenation’. This is necessarily vague, but various Chinese development plans round up the centenary
of the country’s founding in 1949 as the target for turning China into an advanced developed country and
global superpower.

Outcomes
All rural residents stand to gain from the new development strategy, but farmers will do best because the
core theme is agricultural modernisation to increase farm productivity and thereby raise farmers’ incomes.
The new strategy will have important structural consequences. A priority is to promote the integrated development of agricultural, industrial and service activities within the rural sector. The remit of farmers will
be extended from growing and raising to processing and agribusiness.
Increased investment in constructing schools, hospitals and care homes will significantly improve public
services in rural areas. Other infrastructure investment will help fulfil environmental goals such as combating water pollution and soil contamination.
Provincial and local officials will be made accountable for implementing the new rural policies. In particular, success in fulfilling rejuvenation goals will become a criterion for promotion.
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