A°. MACDUONALDS -LAURIER INSTITUTE P UBLICATION

-
=z

I I H I II 1 tI ADIAN RO
IN CANADIAN PUBLIC POLICY

MARCH 2022

The Party-State’s
growing control over
China’s commercial
Interests: An argument
for diversification

Akshay Singh

Introduction

There is no denying that the People’s Republic of China’s (PRC) economic
growth over the past four decades has been impressive. The Communist
Party of China has artfully leveraged this growth to mold a belief (Mitter
and Johnson 2021) that its style of authoritarian governance will return the
country to its rightful place in the world and became obsessed with “growth
at all costs” after seeing an opportunity to wield economic growth to both
legitimize and stabilize the Party (Pilling 2014). Despite a recent emphasis
on quality of growth rather than pure numbers (Inman 2021), growth
metrics remain an important political tool (Wang and Tu 2021) through
which the Party projects strength, raising concerns regarding the reliability
of official statistics (Brown 2022).

Even though the PRC did economically liberalize in many ways following
Deng Xiaoping’s “Open Door Policy” in 1978 (Kobayashi, Jia and Sano
1999), it would be a mistake to believe that Party leaders abandoned the
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central tenets of Leninist thought (McGregor 2011). Control over the out-
comes and structure of the country’s economy have been crucial for the Party
(Mitter and Johnson 2021), and central authorities are deeply entwined in the
PRC’s economic planning and regulation. Foreign investment and involve-
ment in many sectors of the country’s domestic economy, for example, are
still tightly regulated (Huang, Tang and Keene 2020).

While the PRC has built valuable international linkages with many liberal
democratic trade partners, these trade ties have also become tools for
economic coercion (Glaser 2021) and political leverage (Seskus 2021), which
the Party wields when it finds itself in diplomatic disputes or disagreements.*
Under Party Secretary Xi Jinping, the PRC has also further “securitized” its
economic well-being, including by passing several pieces of legislation (CRS
2021) to ensure Chinese entities across the globe comply with the Party-State’s
guidance and enhance the PRC’s national interests. The PRC has also taken a
more forward-leaning role in trying to shape international organizations and
norms (Chhabra et al. 2020) to better suit the Party’s worldview. Concerns
about prioritization of political interests over commercial ones are especially
valid now given questions about how the PRC is going to navigate and/or
support its relationship with Russia.

This commentary highlights how the PRC’s economic performance is impor-
tant to the Communist Party’s legitimacy and stability and argues that the
inherently political nature of the country’s economic performance makes it
difficult to fully understand the PRC’s economic realities. It also emphasizes
how the PRC has benefited greatly from access to international markets while
simultaneously protecting domestic companies and industries. Lastly, the
commentary explores the impacts of increasing Party-State involvement in
and control of the PRC’s economy and argues that countries like Canada need
to diversify trade relationships (e.g., via an Indo-Pacific trade strategy) for the
purposes of building resiliency and reducing risk.

The Party-State’s economy

The PRC’s state capitalist economy is extremely complex. Regions have diverse
strengths, weaknesses and idiosyncrasies. And, as many have pointed out, the
PRC’s people are not a monolith (Wong 2021). That said, central agencies
and the Party seek to plan the Chinese economy as a whole (e.g., through the
Central Economic Work Conference) (Pang 2021). Authorities also release
economic guidance through various plans or documents, for example, Five-
Year Plans and industrial policies such as “Made in China 2025” (Kennedy
2015).

In the 1990s and early 2000s, significant economic growth followed large-
scale privatization of several state-owned enterprises (SOEs) in the PRC and
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a push towards encouraging entrepreneurs and “private” Chinese companies
to be more involved in the economy (Borst 2021).> The Party-State also
guided large-scale lending through vast state-owned financial institutions and
has been able to shape macroeconomic economic policy with specific goals
in mind (Wei 2021).

Growth as a measure of political legitimacy

Recent improvements in living standards and the growth of a new urban elite
in the PRC are impressive, but we should not be blinded about the historical
realities of the PRC’s political and economic systems as well the brutality of the
Party’s previous economic doctrine. And while newer Party and government
policies have made positive impacts, often overlooked is the fact that people
in the PRC have been successful despite the Party and not necessarily always
because of it (Branigan 2015). Had it not been for Mao’s disastrous economic
and social policy (Branigan 2013; Demick 2021) and rampant Party corruption
under subsequent leaders (especially under Deng?), many Chinese people
across the country could potentially have had a brighter future today.

Recent growth in the PRC and improving conditions, therefore, have served
as a welcome developments and potent propaganda for the Party (China Me-
dia Project 2021). The PRC’s political elite have managed to invite foreign
direct investment (FDI) and some economic liberalization while maintaining
(if not strengthening) political control, thereby dashing the hopes of many
western observers that political liberalization in the PRC would follow its eco-
nomic “miracle” (Gallagher 2002). The Party has latched onto this point in
particular, arguing that its system offers an alternative to western-style democ-
racy (Xinhua 2022) while portraying itself as the savior of the Chinese people
for having “lifted” citizens from poverty (Xinhua 2021). Party leadership also
appears to have pegged their own success to their ability to grow the Chinese
economy, or at least maintain the perception that the PRC is economically
prosperous (State Council of the PRC 2021).

The threat of social instability

By the early 2000s, despite strong growth, it became clear the PRC was
starting to face additional social issues, including increased inequality (Meng
et al. 2005). Growth of the PRC’s domestic “private” sector pushed forward
economic liberalization and helped Chinese nationals — especially those with
the right connections — tap into new sources of wealth in the PRC and abroad.
Yet many were left behind, especially in rural areas (Yeung and Chen 2019).
Demographic and societal challenges continue to pose major concerns to this
day (Roberts 2021) and rising inequality, demographic and social challenges
run the risk of compromising the Party’s narrative on Chinese growth,
therefore creating potential issues for the Politburo.

The politicization of growth in the Chinese system leads us to one critical
point: the PRC must remain economically successful (or be perceived as
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such) for the Party to remain legitimate and stable. It is no wonder, then,
that social stability is immensely important to Party leaders (Yeung and Chen
2019). Indeed, the Party has developed an incredibly sophisticated system
of censorship, social controls and monitoring to limit public discontent in
the country (Blumenthal and Zhang 2020). This political imperative makes
it practically impossible to completely disentangle the PRC’s political
leadership’s views and aspirations from its economy. It is also difficult to
conclude with certainty that the PRC’s economic data is completely reliable
(though this is not a problem unique to the PRC).

Local governments are known to “smooth” or flat-out fabricate data (Siqi
2020); this is at least partly meant to show central authorities that ambitious
goals are being met. This issue seems to have improved somewhat or at least
become more transparent after the PRC’s shift to favour “quality” growth.
Yet the fact remains that central authorities have built-in political incentives
to make the PRC’s economic growth seem better than it is (Harada 2018).
Manipulation of GDP data is one inherent risk of the PRC’s opaque economic
and political system, and keen observers should use a multitude of economic
indicators to understand the PRC’s true economic health.

Leveraging international freedoms to the
PRC’s benefit

At the dawn of the 21st century, the PRC found itself in an interesting eco-
nomic position. Taking advantage of bulging coffers after receiving historic
amounts of FDI (Gallagher 2005), Party leaders sought to implement the
PRC’s now-famous “going out” strategy (General Office of the State Coun-
cil 2006). This initiative encouraged Chinese investment internationally and
has helped the Chinese government build influence abroad while allowing
Chinese companies to grow. Following the PRC’s acceptance into the World
Trade Organization (WTO) in 2001 (WTO 2022), Beijing also found itself fac-
ing relatively few barriers internationally as they looked to invest billions of
dollars into various sectors.

“Private” PRC companies, some benefiting from generous state subsidies and
preferential treatment (Matano 2001), were welcomed abroad even as their
international competitors continued to face stiff challenges operating iz the
PRC. Chinese companies invested abroad in sectors (e.g. telecommunications
infrastructure) that foreign companies could only dream of entering in the
PRC. With the help of subsidies, Chinese companies also offered products at
highly competitive prices (Haley and Haley 2013), undercutting established
brands and building larger market shares. Chinese entrepreneurs with little-
to-no western competition also steadily developed their own e-commerce and
Internet ecosystem on the “Chinese Internet,” which still remains relatively
walled-off from the outside world. With no realistic international competition
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at home, these entrepreneurs also began integrating themselves into digital
commerce platforms around the globe.

Beijing has therefore enjoyed the best of both worlds. The PRC’s technology
giants, in particular, have expanded massively in international markets
(Hoffman and Attrill 2021). “National Champions” like Huawei and Alibaba
have become important parts of the international economy and are embedded
in key supply chains and commerce infrastructure (Melnik 2019). While web
services from Google, Facebook and Twitter are blocked in the PRC (Zucchi
2021), private enterprises like Bytedance and Tencent (Ryan et al. 2019) are
able to collect massive amounts of data and revenue via their internationally-
available applications TikTok and WeChat, respectively. It is important to
mention that these companies have also been accused of enabling Beijing’s
authoritarianism and censorship beyond the PRC’s borders (Tarabay 2020).

The PRC'’s technology giants, in
particular, have expanded massively
in international markets.

While there has been some international push-back to PRC investment in
sensitive sectors in countries like the United States (Wang 2021) and Austra-
lia (Duran 2021), most Chinese enterprises (especially private ones) enjoy
relatively open access to the international economy once they clear domestic
Chinese regulatory requirements on outbound investment (Deloitte 2018).
Unfortunately, many Western companies still do not enjoy reciprocal access
to the Chinese market, and the ones that are able to do business in the PRC
must ensure they do not become too “political” and discuss sensitive topics
like human rights abuses in the PRC, lest they be penalized (Fish 2021). For-
eign enterprises operating in the PRC have also historically been forced to
engage in joint ventures with Chinese entities (Bradsher 2020) and, in some
cases, to hand over their intellectual property if they intend to successfully do
business in the PRC (Sykes 2021).

Despite new trade agreements with the PRC, liberal democracies have not
made much headway in securing access to the same sectors of the Chinese
market that PRC-based companies have invested in internationally for years. For
example, the European Union (EU) and the PRC’s proposed Comprehensive
Agreement on Investment (CAI) will allegedly allow greater access to the
PRC’s consumer market. However, it still leaves Europe in a disadvantageous
position given that EU companies still cannot invest or own assets in vast
swathes of the Chinese economy (Garcia-Herrero 2021). And while the PRC
did make commitments in the CAI to phase out joint venture requirements in
certain sectors (e.g., automotive and health) (European Commission 2020),
the Party rendered the EU’s “wins” practically meaningless by issuing new
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national security rules on foreign investment mere days before details on the
CAI were announced (Reuters 2020).

The new rules restrict foreign investment in major Chinese economic sectors
(e.g., critical infrastructure, energy, natural sources, and agriculture) and
areas that are deemed by the Party and Chinese government to be important
to national security (Bloomberg 2020). In December 2021, Chinese regulators
went even further and released proposed rules that would give the Chinese
government the power to cancel overseas listings if authorities “deemed
it a threat to national security” (Cheng 2021). These guidelines followed
the dramatic collapse of Chinese giants Didi and Ant Group’s initial public
offerings (IPOs) the same year.

The PRC’s vague and purposefully broad national security legislation, coupled
with its regulatory regime’s opacity and complexity, effectively nullifies
any future commitment to opening up its economy. Under this current
protectionist economic governance paradigm, it is quite possible Western
companies will not be fully access the Chinese market for some time (or
perhaps ever). In the meantime, however, Beijing will want to continue doing
business on its own terms. Interestingly, the Western world seems content to
let the Party dictate these rules in the hope of gaining access to a substantial
enough portion of the Chinese market; this is a desire that Chinese leadership
uses very well to its advantage.

The Party is everywhere: New efforts to
guide and control the Chinese economy

So far, we have covered why economic growth is important to the Party
and how the PRC seeks to protect and support its domestic industry. At the
core of these two discussions has been the Party’s strong desire for control
whenever possible. This desire seems to have intensified in recent years, with
the Politburo now seeking to ensure that both public and private entities
understand the Party’s supremacy in all commercial affairs.

While the Party-State has sought to more deeply embed itself in and control
Chinese enterprises under General Secretary Xi Jinping (CRS 2021), this is not
a new problem. Signs were clear by the early-2000s that the PRC’s economic
story was going to continue to be somewhat unique and not one that the
West would necessarily like (Yang 2003). In 2003, writing about Hu Jintao’s
ascension to Party General Secretary the previous year, Dali Yang noted that
the PRC’s leaders had taken “a hard-line stance,” and the new leadership
showed no signs of easing up on its “economic liberalization and political
authoritarianism” (Yang 2003, 40).

This trend has certainly continued under Xi’s tenure. In 2020, the Party called
for the United Front Work Department to increase Party “ideological work

The Party-State’s growing control over China’s commercial interests:
An argument for diversification

COMMENTARY



and influence” in the private sector with a goal to “explore the establishment
of a modern enterprise system with Chinese characteristics” (Livingston 2020,
1). The Party also sought to “continuously enhance the political consensus of
private business people under the leadership of the party” (Wei 2020). This
work builds upon work from 2016 onwards to increase Party guidance in
SOEs (Feng 2016).

These directives came just weeks before Jack Ma’s aforementioned planned
IPO of Ant Group was scuttled by PRC authorities, apparently by Xi himself
(Yang and Wei 2020). Ma’s fall in particular has clearly been intended to send
a message to Chinese entrepreneurs: the Party should be at the core of their
planning processes and, to be successful, private enterprises cannot risk
offending Party-State interests.

National security and economics

Under Xi, the PRC has also passed several pieces of legislation that challenge
Western norms regarding intellectual property protection, security, the privacy
of information, and freedom of trade. Many of these new laws and regulations
impact foreign entities in the PRC as well as Chinese entities around the
globe - often giving the state enormous power to access confidential and
private information, which would normally be strictly protected in liberal
democracies by an independent judiciary.

For example, the PRC has implemented laws and regulations on
counterespionage (2014), cybersecurity and foreign non-governmental
organizations (2016), oversight of lawyers and law firms (2016/2018),
standardization (2018) and encryption (2019/2020), among others (Tanner
2017; CRS 2021). According to the US Congressional Research Service, these
laws and regulations “require companies, organizations, and individuals —
both foreign and domestic — to cooperate with the Chinese state in national
security matters, affecting a range of economic activities and technology
issues” (CRS 2021, 3).

Furthermore, in 2017, the PRC also implemented the now well-known
National Intelligence Law (NIL), which obligates Chinese entities to assist state
officials in carrying out “national intelligence work” — a deliberately broad
term that appears to encompass everything from sovereignty to people’s
well-being and economic and social development (Chinese National People’s
Congress 2017). This raises concerns that any PRC entity across the globe,
be they private (e.g., Huawei, Bytedance, Alibaba, Baidu, Tencent) or public
(e.g., universities, SOEs), could be compelled to assist the PRC government
on national security matters at any time. Interestingly, the NIL also appears
to allow state officials to make requests of foreign entities in the PRC and
“enter relevant restricted areas and venues” to “read or collect relevant files,
materials or items” (China Law Translate 2017).
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Continuing the trend of trying to broaden the scope of Chinese legislation,
the PRC also implemented a new Data Security Law and Personal Information
Protection Law in September 2021, both of which included new guidelines on
the transfer of data outside of the PRC. Notably, the Data Security Law impacts
companies doing business with Chinese citizens both inside and outside the
PRC (Foreign Policy 2022).

Implications for the West

As noted previously, neither the PRC nor its citizens are a monolith. While the
Party seeks to exert stronger control and influence over the Chinese economy,
many PRC stakeholders still have the flexibility to interact in economic activity
that can and do benefit both the PRC citizens and the global economy. That
said, the developments referenced in this paper highlight one important
point: as the PRC’s economy becomes more controlled and influenced by the
Party-State, our certainty that Chinese enterprises will abide by commercial
imperatives and not political or diplomatic ones decreases. In other words,
greater political influence over the PRC’s economy introduces uncertainty
into the PRC’s international behaviour and makes it increasingly unreliable
as a trading partner.

While countries like Canada should still engage with the PRC economically
and perhaps even grow trade in certain areas beneficial to their interests,
they can no longer afford to solely depend on the promise of the Chinese
market for their prosperity. The PRC’s behaviour on the international stage,
for example in relation to Russia’s invasion of Ukraine (Schumann 2022),
further reinforces the notion that the Politburo does not ascribe to the norms
central to the functioning of an open international system based on the rule
of law.

Despite our best hopes and wishes, we must accept that the PRC rejects liberal
internationalism as we know it, and continues to shape the international
system as per its norms and not our own. The PRC is likely not going to
reciprocate our openness, and this may be our long-term reality. Accepting
these facts, Canada and its partners must then need to seriously think about
opportunities to diversify and grow trade beyond the PRC. It is encouraging
to know that many are shifting their attention to other potential partners in
the Indo-Pacific; however, this shift needs to be much more aggressive and
coordinated amongst like-minded countries if the West is to protect its own
interests in the medium- and long-term.
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Endnotes

1 This is not to say that other states do not use economic statecraft to their
advantage. However, in the case of the PRC, the frequent use of economic
coercion to pressure liberal democracies to abandon policies (e.g., in
relation to hosting the Dalai Lama or taking sovereign decisions to protect
their national security) that are perceived to harm the Party’s interests is
particularly troublesome.

2 Theline between “private” and state enterprises in the PRC can be extremely
blurred (Financial Times 2020). Given the role of central authorities in the
PRC’s economy, private enterprises often must abide by strict rules and
regulations if they wish to thrive. Complicating this problem is the fact the
Party pushes strongly for Military-Civil Fusion and for increased integration
between military and sectors (Weinstein 2021), especially in relation to
emerging technologies and other know-how of economic benefit.

3 Deng famously noted the party would have to “let some get rich first.” See
Tong 2015.
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