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In an uncertain era with many disruptive forces, it is more instructive to consider what medium-

term developments are likely to define China in the coming decade rather than speculating on 2020 as

a single year.

Of the many game-changing developments | am expecting, the first would be the tectonic collision
with the US with serious implications for the rest of the world
On Capitol Hill, there is a rare bipartisan consensus that China is becoming an existential threat to the interests of the
US. Decades of benign engagement including support of China’s entry into the World Trade Organization has yielded
disillusionment. Not only has China become more like the West, it is perceived to
have gamed the system to advance in China’s interests at America’s expense. Accu- RIS o[l sr-TgeTa[of F- el JH
sations include lack of reciprocity in trade and investment, infringement of intellec- [EEEEUCUR R EY MR
tual property rights, currency manipulation, and other “predatory trade practices”. LG ISICICIEIVIIEREC )

Following China’s technological and military advances in recent years, the RECECAGULURSHINER:TIEESNCS
“China Scare” is reaching a crescendo. With sandbanks becoming fortified islands, bt AUEIEIHE RS
the South China Sea is believed to have turned into a Chinese lake. China’s ad-
vances in new and powerful technologies like 5G and Artificial Intelligence (Al) are
thought to threaten the security of the US and allies through state-backed global
tech giants like Huawei.

The “China Threat” has been magnified by such influential works as Peter
Navarro’s Death by China (2011), Michael Pillsbury’s The Hundred-year Marathon: China’s Secret Strategy to Replace
America As the Global Superpower (2015), Elizabeth Economy’s The Third Revolution: Xi Jinping and the New Chinese

nology, geopolitics, the military,
space, advanced research, and
ideology involving Taiwan, Hong
Kong, Xinjiang and Tibet.
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State (2018) and Robert Spalding’s
Stealth War: How China Took Over
while America’s Elite Slept (2019). In
fact, the threat is morphing into a fear
that a powerful yet authoritarian
China, if left unchecked, would compro-
mise, if not usurp, American leadership
of the liberal world order.

With increasing paranoia of a clear
and present danger, the US is driving a
head-on collision with China across a
broad front, including trade, technology,
geopolitics, the military, space, ad-
vanced research, and ideology involving

Xinjiang and Tibet.

Be that as it may, whosoever is in
the White House, a robust across-the-
board pushback against China is likely
to continue, if not intensify, while a re-
surgent China redoubles its efforts to
defend its national interests and ambi-
tion to realize its “Two Centenary
Goals"—to become a moderately well-
off nation by 2021, the centenary of the
founding of the Communist Party of
China; and to become a “strong, demo-
cratic, civilized, harmonious, and mod-
ern socialist country” by 2049, the cen-
tenary of the founding of the People’s
Republic of China.

In a clash between the
world’s two largest econo-
mies and leading global
powers, few countries have
the luxury of splendid isola-
tion. US allies are cajoled
into adopting a united front
against China. Others are
hedging, unprepared or un-
willing to take sides as most
are facing increasingly dis-
ruptive headwinds in trade,
investment and supply
chain flows in a world which
has become inextricably in-
ter-connected and inter-de-
pendent.

In a crie de coeur of De-
cember 6, 2019 in Foreign
Policy—“The New China
Scare-Why America Shouldn’t Panic
About Its Latest Challenger”, Fareed
Zakaria explains why the China Scare
is over-hyped. Much of China'’s per-
ceived assertiveness stems from safe-
guards against sovereignty and na-
tional security rather than a plot for
world domination. In recent years,
China has been playing an important
role in international peacekeeping. De-
spite an increasingly authoritarian tilt,
aspirations for greater freedom and de-
mocracy of the Chinese people are real,
as in the case of Hong Kong and Taiwan.
According to Zakaria, attempt at
thwarting China's ascent doesn't
square with the flow of history.

Taiwan, Hong Kong,

| The Global ANALYST |

_‘ ‘ (4) International_China-5.pmd 3

Rather than speculating
what would happen to
China in 2020, it would
be pertinent to rather
look at the medium-term
developments which
are likely to define China

in the coming decade.

Andrew K P Leung,
Chairmanand CEO
Andrew Leung International
Consultants & Investments
Limited, Hong Kong

Annual Special SPEEK

between the two rivals that may spin
out of control. These include the South
China Sea, Taiwan, Hong Kong,
Xinjiang, Tibet, the military, and
cybersecurity.

Second, China’s slower economic
growth is to stabilize within a
range of 5-6% in the coming
decade

According to an address by a think-tank
of China’s National Development and
Reform Commission in Beijing on De-
cember 7, 2019, the world's second larg-
esteconomy’s growth in 2018
was the world's largest. The
single year increase equaled
to Australia’'s entire
economy, contributing 30%
to global growth. However,
growth driven by infrastruc-
ture, housing, and exports is
reaching a plateau. Pres-
sures to sustain economic
stability are expected to be
greater than before. This is
not surprising in light of
worsening demographics,
struggle with debt
deleveraging, lack of capital
productivity of state-owned
enterprises, continuing con-
flicts with the US, and other
disruptions around the

Meanwhile, China is set to continue
its economic restructuring towards bal-
anced and higher quality, if slower
growth, a greater degree of technology
independence, and military moderniza-
tion, while upholding globalization and
a multilateral world order, forming
closer partnerships with Russia and a
raft of developing countries in Africa,
Latin America and the Middle East.

In the context of tectonic collision
between the two great powers, the US-
Chinatrade war is unlikely to be totally
resolved while China would not give up
its state-led development model any-
time soon. What is more, in the coming
decade, there is no lack of flashpoints

globe.

On balance, it must be
said that with a larger base, a more
moderate growth rate is boundto ensue.
Put it another way, it is easy to make
10% out of ten dollars, but almost im-
possible to achieve similar feat with a
$14 tn economy.

Third, the world will depend more

on China than, otherwise

A McKinsey Global Institute report

“China and the world: Inside the dy-

namics of a changing relationship”

dated June, 2019 contains the following

insights:

= China’s exposure to the world in
trade, technology, and capital has
fallen. Conversely, the world's expo-
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sure to China has increased. This
reflects the rebalancing of the Chi-
nese economy towards domestic
consumption, which contributed
76% of China’'s GDP growth in 2017-
18 while net trade registered a nega-
tive contribution.

e China’s consumer markets are
heavily integrated with the world.
Penetration by multinational corpo-
rations is considerable. Across 10
large consumer categories, average
penetration was 40% in 2017, com-
pared with 26% in the US.

= China's technology value
chains are highly integrated
globally. Chinese players
have grown rapidly, but
struggle with cutting-edge
core technologies domi-
nated by advanced coun-
tries especially the US. Ex-
amples include high-end
semiconductor chips, reduc-
tion gears (robotics), and
power electronics (electric
vehicles).

Intensifying US-China
trade war has pushed many
manufacturing operations in
China to the rest of Asia and
other parts of the world. How-
ever, many of these operations
remain dependent on medium-
technology intermediates from
China such as specialized
parts, components, and supporting ser-
vices.

On the other hand, China is dou-
bling down on technological self-reli-
ance, accelerating its own vertical inte-
gration.

A report dated October 21, 2019 by
Natixis, a Spanish bank, shows that
China’s vertical integration leads to
less dependence on Asia’s regional
value chains. A Nataxis podcast of 31
October reiterates the same trend as re-
gards the European Union (EU):

“EU member states are generally
becoming more integrated with China’s
value chain. The problem with this de-
velopment, though, is that such integra-
tion with China is increasingly asym-
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Intensifying US-China trade war
has pushed many manufacturing
operations in China to the rest of
Asia and other parts of the world.
However, many of these opera-
tions remain dependent on me-
dium-technology intermediates
from China such as specialized
parts, components, and support-
iNng services.

metric. Meaning, China imports in-
creasingly fewer intermediate goods
from the EU, but it exports increasingly
more intermediates to EU member
states for their re-export. The EU de-
pends more on Chinese inputs for ex-
ports while China relies less on EU
goods for its exports.”

A further Nataxis Report dated No-
vember 4 confirms the same situation
with the US:

“Our analysis shows that the US de-
clining participation in the global value

chain is driven by both its reduction in
exporting of intermediates used for in-
puts in others’ exports, an area where it
generally excels, and its reliance on for-
eign inputs for its production. At the
same time, the US is increasingly de-
pendent on Chinese intermediates for
exports while China is reducing its vul-
nerability to US imports of inputs for
exports.”

“Like Europe, the US is notonly los-
ing grounds to China in terms of its in-
tegration with China’s value chain but
also reducing its participation with
other regions in the world, such as Latin
America, Europe and the rest of Asia.
To this increasingly difficult situation
in terms of the external competitive-

ness of the US, we need to add China’s
efforts to move up the ladder as made
clear in its landmark plan for industrial
policy, namely Made in China 2025......”
Meanwhile, China’s Belt and Road
Initiative meets a global thirst for
infrastructural links with the world’s
dynamic markets and economies. As it
manages to overcome international
headwinds about debt and ecological
sustainability, its re-gathered momen-
tum is likely to entrench dependence on
China’s economy. This begs the ques-
tion how successful decoupling

China from the global supply

and value chain is likely to be.

Fourth, thanks to growing
US denial of access to key
high-technologies

China is likely to accelerate
headway in aspirational tech-
nologies listed in “Made in
China 2025, without making
direct reference to the latter.
Milestones to watch include
5G, Al, advanced robotics,
next-generation information
technology, and new energy ve-
hicles. These are critical for
China to leapfrog the “middle
income trap” and to attain its
Two Centenary Goals, not to
mention national security
needs.

Fifth, a “China consumer
decade” is expected to unfold,
driven by burgeoning
consumption in inner provinces
and the “silver economy” of
relatively well-off retirees
According to research report dated De-
cember 5, 2019 by konzept, a Deutche
Bank AG affiliate, consumption in
China has been surprisingly stable, av-
eraging 8% annual growth during the
four decades despite economic vicissi-
tudes. As China still saves more than a
third of household income, compared
with 4% average in advanced countries,
the scope for further growth is phenom-
enal. This is likely to be unleashed by
burgeoning consumers in second, third,
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or even fourth-tier cities and prefectures
as inner provinces attain higher dispos-
able income thresholds. A further driver
is China’s hardworking, relatively well-
off baby-boomers as they retire.

A powerful multiplier is e-com-
merce and e-payment system, the larg-
est and most dynamic in the world,
which permeate nooks and corners
across the country. Additionally, to
achieve a more balanced economy, do-
mestic consumption remains on top of
China’s policy agenda. Thanks to its
sheer size, China’s share of global con-
sumption has jumped to 12% in 2018,
or 14% adjusted for purchasing power
parity. This puts China on track to be-
come one of the world's largest con-
sumer markets, possibly even surpass-
ing the US or the EU.

Sixth, China is becoming a green

superpower

Still the world's worst polluter, China

has been relentless in its going green.
According to a paper on Environ-

mental Development published in No-

vember 2016 by Elsevier, a Dutch scien-
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tific publisher, China should be able to
reach 26% renewable energy by 2030,
and 60% renewable energy with 86% re-
newable electricity by 2050.

A report “China 2050: A Fully De-
veloped Rich Zero-Carbon Economy”,
was released on November 29, 2019 by
the Energy Transition Commission, a
global green energy coalition, in collabo-
ration with the Rocky Mountain Insti-
tute. It finds that with strong policy
support, accelerated innovation and ex-
panded investment, China can attain
carbon neutrality while trebling its
GDP per capita by 2050.

In an Op-ed “Don’t let Chinawin the
Green Race” of 9 December 2019 in the
New York Times, John Kerry and Ro
Khanna posit that China is becoming a
green energy superpower, surpassing
the US in many ways.

Indeed, China has now become the
world's largest producer, exporter, and
installer of solar panels, wind turbines,
and electric vehicles, followed by Japan
and Germany with the US ranking
fourth. The country accounts for
150,000 renewable energy patents 30%

of the world’s total, compared with
America’s 100,000 followed by Japan
and the EU at 75,000 each.

Further, since 2015, China has sur-
passed the US to become the world’s
largest electric vehicle market and is
set to dominate production for the next
20 years. In 2018, it produced 876,000
electric vehicles (60% of world total),
compared with 361,000 in the US.

Asia’s largest economy also has the
largest high-speed railway network in
the world, with 19,000 miles of track
connecting most major cities, compared
with less than 500 miles in the US.

Many cities in China vie with one
other in becoming green. Shenzhen,
with a population of 12.5 million
people, has a 100% electric bus fleet
and is converting 22,000 taxis to elec-
tric vehicles.

While air, soil and water pollution
remain serious problems in China, it is
evident that the country and its people
are embracing green and quality growth
with vengeance. Great strides are ex-
pected to unfold in the coming decade.
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The ‘Bullet’ King
China Is Working on Building A New Bullet Train That Can Hit the Top Speed
of 600 km/h, A Firstin the World
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Seventh, China will push ahead
with regional and transnational
economic integration

In the face of rising protectionism, China
is supporting multilateralism and
greater regional and global integration.
In the coming decade, three initiatives
are expected to stand out: Greater Bay
Area, Regional Comprehensive Economic
Partnership, and the Belt and Road Ini-
tiative. With extensive transport network
of high-speed rail and expressways, the
Greater Bay Area links Hong Kong,
Macao with nine dynamic cities in the
Pearl River Delta with a combined area of
55,000 sg. km and combined population
of about 70 million. This compares well
with New York City Metropolitan Area of
21,000 sq. km with population of 20 mil-
lion, San Francisco Bay Area of 18,000 sg.
km with population of 7.8 million,and To-
kyo Bay Area of 13.6 sq. km with popula-
tion of 44 million.

With Hong Kong's world-class fi-
nancial services, Shenzhen'’s interna-
tional hub for innovative start-ups,
Guangzhou, Foshan and Zhuhai's exten-
sive auto and appliance industries, and
Macao’s casino and entertainment in-
dustries par excellence, the Greater Bay
Area is likely to grow in gravitas in the
coming decade, teething and deep-
seated integration challenges notwith-
standing. The 16-country Regional
Comprehensive Economic Partnership
(RCEP) would be the world’s largest
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free trade area when operational. This
comprises all ASEAN countries and
their trading partners spanning China,
India to New Zealand, representing
30% of global GDP and half of the
world’s people. Although India unex-
pectedly withdrew at the eleventh hour,
the pact has been widely supported by
all other members. Itis likely to become
aregional growth dynamo in the coming
decade, thanks to entrenched inter-con-
nected and inter-dependent regional
supply and value chains.

Eighth, and last but not least, the
‘Belt and Road’ initiative
Despite popular accusations of a “debt
trap”, adverse ecological impact, lack of
transparency, and a “China one-way
Road”, the initiative meets a global
thirst for infrastructural connectivity to
facilitate trade, investment, cultural
and people-to-people flows. According
to a stock-taking report dated March
19, 2019 by China’s National Develop-
ment and Reform Commission:
= China’s accumulative trade volume
with Belt and Road countries sur-
passed $7 tn.
= 82 overseas economic cooperation
zones have been built with invest-
ment exceeding $30 bn and non-finan-
cial investmentof $15.64 bn, up 8.9%.
e 171 cooperation documents have
been signed with 150 countries and
international organizations.

@

= Agreements have been reached with
10 countries including France, Ja-
pan and Singapore on cooperation in
third-party markets.

= Solid progress has been made on
China-Laos and China-Thailand
railways, a high-speed railway from
Jakarta to Bandung, and Pakistan’s
Gwadar port project.

= China-Europe freight trains connect
Chinese cities with 49 cities in 15
European countries. They have
made more than 13,000 trips, with
the proportion of China-bound trips
up by nearly 20% in 2018.

= Currently 387 air routes connect 33
countries participating in the Belt
and Road Initiative, an increase of
106 in 2018.

= A Belt and Road international sci-
ence organizations alliance was es-
tablished in 2018, building technol-
ogy transfer platforms and joint sci-
ence parks in ASEAN, South Asia,
Arabia, Central Asia, central and
eastern Europe.

= Memoranda of understanding on co-
operation between China and 16
countries have been signed on build-
ing a “Digital Silk Road”.

= 11 Chinese banks have set up 71
branches in 27 Belt and Road coun-
tries. The renminbi cross-border
clearing system now covers 41 coun-
tries and regions.

e Cultural cooperation agreements
have been signed with more than 60
Belt and Road countries, including
the establishment of 17 overseas
cultural centers.

Clearly, the Belt and Road Initiative
brings many advantages for both China
and host countries. The involvement of
the World Bank and the Asian Infra-
structure Investment Bank (AlIB) in
some of these projects helps to increase
transparency and accountability. Belt
and Road is a long-term initiative set to
run into decades. Though many chal-
lenges remain. Over the next 10 years,
new projects will come to fruition while
Chinaand host countries will continue to
learn the art of joint consultation, joint
undertaking and joint benefit with bet-
ter transparency, accountability, and
corporate governance.
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