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The year 2019 has further fragmented the world. All major economies are
facing a slowdown in terms of GDP growth. The trend in politics is shifting from
enhancing international cooperation, which has greatly reduced inequality
across countries in the world, but also benefited multinational companies, over
the last 40 years, to something that better supports local economics and
workers. The Chinese culture has an old saying, 'The trouble lies not in scarcity,
but in uneven distribution' --- but the perceived problem of uneven distribution
within countries, causing disenchantment with elites and large businesses, may
now be replaced by a risk just as grave: The potential risk of deglobalisation
causing a decoupling among the world’s major economies is becoming real,
which could deepen international divisions very soon. The US-China trade
negotiation has its positive moments, but quoting from Kissinger ‘it is only a
small start of a longer political discussion’. Brexit is another struggle that is
impossible to ignore. Britain’s eventual choice of its political and economic
future will have long-term impact on Europe.

Of course, the year also offered joyful occasions, such as having the first optical
glimpse of a black hole, just as Albert Einstein’s general theory of relativity had
suggested. However, this was soon overshadowed by the US Presidential
impeachment investigation and a turbulent time in Hong Kong.

Despite all the problems, the global economy has grown 20% larger in the last
five years. To put this in perspective, it has generated economic growth
equivalent to adding another US economy. Much of the growth came from the
emerging market economies. The world is moving into a new situation - the rise
of the emerging world, especially China, has shown an immense capacity in
economic development from a previously secondary source. Is China's growth
a threat? Does world leadership evolve in a linear fashion? These questions are
being asked in the second edition of our China Report. Our distinguished
authors and council members have provided fresh thoughts and perspectives
relating to ‘China in a Changing World'.

In order to form a coherent view on ‘China in the World’, we have selected
contributions looking at China not only from within (its strategy, vision and
attitude) but also from the outside, with external independent opinions.
Starting with inside views, the key challenge for the future of the Chinese
economy is still manufacturing. How to lead a successful transformation from
mass production to quality production in all industry sectors? Professor Zhou
Ji, the Director of the National Manufacturing Strategy Advisory Committee,
offers his reflections on China’s strategy for intelligent and smart
manufacturing.

As we say in China, nothing trivial becomes a matter of foreign affairs. Mr Wang
Boming maps his view on Sino-US relationship, which his father took part in
establishing. “It's better to talk than not,” he emphasizes. Then, we have an
outside view from former President Obasanjo from Nigeria, who quotes
President Xi on poverty reduction and confesses a deep friendship



and trust between China and Africa. His contribution offers an update on how
Africa (as a collection of emerging countries) perceives China’s foreign
influence.

Economy and Finance go hand in hand: we have a Chinese banker (Dr Gong,
who worked in both Central and Commercial banks) and an English banker (Mr
Morley, the former Queen’s Banker and now at Deutsche) explaining their
foresight and vision on interest rates and building prosperity. While the US Fed
has lowered its interest rate lending support to President Trump ‘s efforts to
renegotiate America’s major trade relations, a market-driven monetary policy
on interest rates in China seems timely. It offers transparency and reduces
volatility in the short-term interest rate. It also helps to safeguard the integrity
of the market. Meanwhile, large wealth accumulation in China creates
opportunities for setting financial conduct standards and delivering responsible
financial advice to avoid excessive leveraging and to enhance quality in
investment decisions. A responsible financial framework, including new
technologies, could help the emerging affluent in China as well as those on the
belt and road to flourish.

To round up the second China Report, Professor Loch (Dean of Cambridge
Judge Business School) argues in his essay that the Us-China trade tensions,
‘while posing challenges and threats to China, also contain a huge opportunity
for the country’. He explores the meaning of leadership in the behaviour of
large national powers, from ‘Marshall Plan’ to ‘Belt and Road’. As a European,
he sees himself as a sympathetic outsider offering constructive external views
of China’s position.

While we are learning from “old” history, “new” history is in the making. We
must accept that we are different, but we may then discover that most of what
we want for our future we have in common! Issues such as terrorism and
climate change will require co-ordinated efforts from all to be tackled. Let’s not
just find "a way out of this mess’, but let’s think of a genuine way forward.

Thank you for your continuous support.

On behalf of the Cambridge Judge China Advisory Council,
Xiyang Daniel He

Fellow, Cambridge Judge Business School
Secretary-General, China Advisory Council
SR 5 a B e

e ] ) 3 A



Xiyang Daniel He

President

Equitile Investments

fAT 4 BH
HHESER
Bz [H Equitile ¥ 77 & H

Fellow, Cambridge Judge
Business School

SUMFR R IA T B Bt

Secretary-General, China
Advisory Council

e L] v B RS G

2019 4F, B/ S B . ARk EA G R GDP WA,
SRR ERFNT R 1200 40 24, SRR KR DU BUA T
e, XA RARE AR TS E 5 5 A R, (HIXAE R R Kl
R AN 2L B ZE B, s B R PR 5 ) A5 1 2 Ui RN . IR 2 N TF
BAEEAL RN RS B REE S UEAFNE ‘AR
Mde” BIBOE P I . ASRIE NS T ALF Pt i “ A B SE T A
7 ORIERE . S AR TR A 2 A BRA AT 5 5 M B ) XS
Fo BARMMILFEL, TR GRAMK T BRI Z], (HR Gk
MEARmm: X MR, B AN K BOA X G
RN " o SEE B 75— AR BRI ZE . & X AR REA A
LPFIESE, KX R S B A AR . SRS EME LA
FNMATINEZ],  BnIRATES — R B 7RI A, RN T2 A
SCHIRS AR (R A 1A 1, EREARER, I B4 i e 52 [ A 4 58 2 1)
AN P RGBT T

JEIE, 2FR GDP Ed X HFEREK T 20%. HAJIHH, KKK
BN TG T —ARELT . KUK KL REFNTHE T
o HEFIR T —ANEHAX - B A AU . DA E D9 AR AEY T
IR 2o T BRI K RRRETT . PRI & O R Ik 4 B 1k
g — ol B fl 1y 2 A B A P B SR R R S 7 FRATT AN B A
(GRS PR (B e = A AR (N s PSR VA (EE 1B
JR A FRAEAATT 2% B AT Y e 28 L Tk, AT B “ SR AR R e e
7 A, AARATRS B RS S T 58 K 7 B AR ) LA o

N TR E SR XA IR R, BATIERE TR RE
I T AMAR BT A I R RSk (R . BRSNS D i HL dr [ B n 44 % 5¢
P, BUAK LRGN P E R L R (I “ a7 D) 4R
HH N L R R AP AT, R B 2R ROR K S B Bk AT 2R R i
ko AR A] AAIE SRS SR T 45 v ot B R B R L T R A R R A Y T R i
i LS A s 5 U 2 B o AR A e At b R mE ARG R R T H B
.

EEE LR E AR AL, il AR o ERIEAERNR
SRS, TR, MDA SEAE SR A B T A 2
TRRXAMMM SRR Mg, “REHARE” . W@ 7Pk
#, JEHMIAT &St - BRFFECR PR R, AP SRR AR &
[ A4 7 3 B S TR W PR B S, Bor 7P AR Z BIRE R K
HAEAE, AR E EEE SO W £ i B Pr g2 52
BT AR LA .

Lot SRR AR, BATEE 7 et —AARAT IO A R, BT ECR
PA RV & AT 3 o B /D AR e Sl e A P N ROARAT AR ML AR AT T
&, PWAEER D LLRME N JEEIRITH LT « BE %
A, BOEON CHEMRATR , DUEPERERAT GEED HE AT
B o SR 2 R SRS R I B R L 5 K R, DL
PRSI BCROR L8 SEEIEe” 51 5 BUR AT RE 2 i R K b i3 o



[gE e, SATHE S T I A ok ) 52 b B A R EOR AR E , EiR
Bt VBRI TR R B, AT i e k. [
I, A KR I AR R D 5 B (0 o B HE AT BRI S DA R B Y
EEUGRHE T HLIE, R I 4R T e mT U G AT AL O fE

TP BT A T RGEIE R . BRI AESR I T — AN R I B
HEZR, A5 r [ ) U B AT Ml A R J A R v BE B 2 (R AR S 0 5 T (1
FONAISE Y, X LL22 08 45 5 W BORT IS J DL “ —il — %7 E
ARG P w A S L % W AR R A RO DR e IV B AT e
SRR LK.

FEEE T EAR S R, IR (BN R E IR 2B b i) 723
BARARE, AR AR ARG R AL e A AT ) (R, 2
HSEBERIHUE” o iR g e s H UCKE AT N, A “ SEURT
7B g, IR IE S B, It E S
JEAE— A& T RS OIS E 72 A 515 D2 N E L, X o E
T PR R T R EE .

MEATI L2z 2[R, P SRR BliE . JRATE B B2 E
[ % 2 AR, A T ORBANTA 2 KILSEbr EAF A - BATRHIVF
RZ BN o 8 U 28 2 SORV A AR A 55 ) AT 5 ZEHRATTIE L IR I DA
Lo WAIAUE IR B S0 T7 %, EE BRI R A — SRR IRt
(7] i PO T 5

FEBE, FIEAREBIM RS 5 T 2 e B o) 2 2 2
YA T AL AR

TR SBT3 Vi o e v O ) 8 S 2 8 6 7
U T A BLI SR 5 3

ﬁﬁ&

T 22 FH
SRR 57 10 R 22 e B+
b [ ot ) B A TG



RS S HIE

XFHESGEHELREERNEE

JEIE S IR R ) i RS VA P R A AT, E AR Bt

JETF bt
JEBE K
Hh [ AR
K
Hh E HE

1970 FEML TG HE R,
1984 3R FEEA LMK
¥ (ED) A,
B TREE XK, Bk
KEFHAZ, +E TR
+. M TR RH KR
K, Wdbs & E A R
HITT&, RXmiik,
HEWIEK, FEIERK
Bt

2015 4, HREE]E ARG R E R R AR, B D —AE
SRR S HIEN R RS 2, DAHEREE RefiiE v E B0 A, S
Tl R AR S ) 7 S5

B BE A e o A M B R B SR AT, o o ) 3 b A Y T 2
FEEAR, AN ] i 9 0 3 005 1

A A, IR R BRI AR Tl i AL R KR 1 OB
39T, o A M A AT X — 7 Se ML, S LS T & AT — i
WA, S R A ML ) R RE T B e

2. B ReHE R AT

U, ARG A, RS RS ER S — s BER
RS RL S, TP 5. HliE. W%éiﬁﬂ%m%AHw&%Lﬁ
SN, LIHERE T L. BRELL, AT = 5
B OB RS, HESRIE A . g, iR, Rk, EEK
&

B RE G A G AN E B BORIR B R (K74, FL A AN A R A
SR SEAREMA R N EtRZE 2] 90 FEAAHIY, BAHSL. . iE
TR 8] Dy 32 BERRAE (A5 B T B e iilig s A B iR
WIT 46, CAELER R KRS K 82 O B R AR A A5 B AL A T S e
ARG AT, T EIEM . K S N T e SEBLRE (A SRR il 15
RAT, BB — AN LR BE By T2 BERFAE 45 BALTT Y 1 ik Hey 1k
W0 2541 R RE AL 3 R HTBT B
EHEAR

Vintelligence
upgrade

Bl

Paradlgm shift

B Fr kg zhou, et al., 2018
1: Faeflig =N REAE A AE L



SR BRI A ST A0, PTG . AN AN T H =i BE ) ) A
AW BPHNGE ., P MG . Ber e u g ge e
w—— VR RERE (I 1 ) o BERERIE R =R AR
e BRI, — I, = A EEATE AT F R b R G K R iR
R =BG —drm, MR EE, LA RIS, RE=A
FEARVE A IATHERE . LSRR IBOR IR .

2.1 FF4hiliE

B A hlis 2 B e hE 5 — R AT, Al AR — R RE i
LB 3 AR R B LB T N Filigk, TR T By
— R BIH N, B a4 A R R i R G DA SN i R S
(CIMS) g i AR AR R T 56

20 {20 80 MBI, o b iZ D HESE N I #eyeilis, BUS 7 BRI
BRI . FRy, FATBATEEMIARE], BERZH A, Replbd)
KAk, EBEAT S R A RE T . XX AE RIS, A AR HE
HER REHE IR T A FOR A, B S S e A AL AR, D
95 SR RE 3 e ) L il o

UL, BT HE R R R RIS N SR, IR AR, B
TR REIE ) =N FEATE AN A R IR . X HE SR AL IS 2
TERNEE — R EEATA  B TG, 2 R PR SO E b, B Pr Bt
AR THFHIE Y SR E LA ER 1

2.2 Hr b M 24L&

BT 28610 ) 3 2 A R O PR 5 R B ARV 20, RO EL B R+ ]
&, HAERERIG . BRI ST R 2 B, IR+ AN
WrHE R A B RS A, KN TR B A F g LR
S, REAV P oLl ] P EL AN Aokt s BRI A SE AR R, E A
NV R EEE,  HEShHIE L KT IE R B A AL G A AL

(BTl 4.0 AN S [E « b T 7 52 35 3t B3 1 K7 1 I 4% A i Y
o SERHAR T SCIUACT A R AL 3 PR AR B G

HEXJUE, P E AR M +E”, —Jrm, e i
)3 LA AT R A e T R AL, SR T B S S s S — T T,
R JRRAE R 58 BT A il 3 A Aiolb, U SR 5 AT HE 1k B A i e A
TAHREACHIE AR LR, e T Bt hlig i wh iR, [R5 4L
TR HIEE B . A Ja — N B, A B SRR R B ) 3 ) H 2 K
AR S M 4T N P K A I 28 A i i — — 2 AR RERIE

2.3. Hr— A el — — B M 2% AL Re AL i

iy

8]

Her e 25 A0 8 me L il i

& B eI N B =R A, AR —
RARehliE. THER, AT

IR SEPL T Al PSR . St

iy

I

o> o

=3
B
=3
B



ARG H AN T REBRRE G, TR T B AU RE G —— 207
PR 28 40 REAL )i

B T 7 AR, HMRARZ N TH — R . Bt
d, BHEEBE. BEHE. KEE. mitE. WEEMSEH A B HEAR
H¥r AR ClERE, FRRIRsrs v A, R T FEAME ., X
e s R R D, BRI SR AE T — AN TR R AR 1 R 1 AR
F— RN TG DA — R R O, IR REE 4
Gt R EMERGI# . Br— RN TR e HR 5 Je it il id BoR 178 B fi
G T B — ARG AR, BN TR Tk # Ay A% 0 UK 3
1o W ULHCT A WX 8 AL G B — 5 Tk i as, BB — R
A 1) 0 S RN 32 I PR HE B I ok Tk e il ], 514 IE R
X BTk 4,07, SEBLEETYR Tk ¥y .

B AR BERIE I BRI G KRG & T 220" aE 7. @I iR
FEEA3T L MR o) BRI EBORIIN A, WG WU AR A 3R
B R AME AR RCRR R A e AR, B S AR SRS RE .
— ARG R HIE R R R RE G

2.4, “FHTHERE, B AR R HIBORBEL
B RE G AR VU ROB B A A B R R A, B, R4
A R R AE P 5 B R R R RE A3 ) =B B

L ATE o KA SR RS, REC IR A U7 3, ot 2 20y
. Mzt BREIHATIHERE . B E AR

— i, P E R QU S, B R . K. AT
RESF e et O BOR, v R 7 A, IERBIE T, DR T M —
B RERIE TR, 78 H— 2R HESE R RE M IE T i, S I [ 3 ol 1 ik
E# Y.

H O, BATLATRE R, JEEiEt, 7B Bt 4k i EoR 2
i BRI BT E K 2 B ol v R S I B A R R 3 A [
57, AL AU bR A R I — PR, AR RE A I ) itk 4
AR, AEIFATHERE AR B ASNE AR T, A Al T RS 7 B A
P SEHEEOR, IRYE B S RRNSEERFE, DLEiTIR, Bha kR, £
e o R 5 R B A AR A TR IR, SIEE ) B e 4 R RE ARG KT

3. EREHIGEHESIFIE LT BIH T

WA RGN E R RS, FEME RN B R AR BRI
% = KIBE R G0 UL L8 Re il 2= A0 M B I D 79 K S 4 2 G B 4 T A
(2 s o o, BRE- MRk, BREEm R, DRSS
N ra (7 AR AR AR R R R 3 2 AN D R IR IR A SCHE R e
AL



- T e—

-~ o
- BReEz= ~
Intelligent manufacturing cloud

) N\

// R R S A
[ B HBF an g ﬁbﬂilt HaelRs | A
' || Intelligent products Intelligent production Intelligent services :

Ny S — A _______F____1 |

\ v v v /

N Tk EExM /
_ Industrial internet of intelligence _ e

=~ < __Intelligent integration__ — ~

S ,—,— e — -

B 2: OB RERRIE I R GEER AR

3.1 R M AR

BRET AR A AR RE G R G AR B ﬁ}\I TREBUAR M
AL i AR 5 AL e Ve AR e . BT RETFHL. B BT RENL
w NIRIE AR, AT AT DUE SR e A A AROR MR R S . B —
AR B8 1) 38 AR g 77 it 0 2 28 1) B 37 4L s s % ?Ffﬁ‘%??iijf“lﬂ
IR, RK 20 45, BR0 ah AR AR B 7 — AR R B e —
R TR RET A %

—J7 1 %{ﬁéﬁ'tﬂ KSR R REP hh, IR REA I B REZHE . B
RELST i B AEDTR SRS, jj/\%%ﬂﬂ%l@ﬁ’lifﬁﬂ&% 75,

% HAEE U R R RE T ), S B S e ﬁfﬁtﬂfﬁ“
o MERARATREFE R A . VU7 PUBESEAR A Z%ik%é% HE TR 46 55
%, Rl R BRI R RERIER S, W RS A %‘EHLFK%

3.2 R
ﬁéIF%%ﬁééEFEﬁaz;c%zﬁs BRE LT ARHEAT M AN [F] AT 23S B R
BRe L] AmfEME R L], BRMEHRESZE S SRENMRIL, KiE
)#Tmﬂﬁif”%?fﬁ/ﬂi v ThRE. BiEMRLE, AR BT RS e
HREZE[A] ﬁéIr

AR, SR IHEEPLAR R N7 BeEtedos” . il B, Her i
ALK R R B e, Ak I RE SRR O Y, RIS oG . H
i, A R BT D) AT EE T, s S AR I M
VI T AR E L) 5. B, FATBARFHFEEAINR, L EIX LA
i R R AL B B RE T, Al 5 AR REMIAE A B RE L
] BB BRI GO JE k. BEE B AN TR REMRNE, A5 20
B, PR ER B2 BEN. BERH AT #HE.

ARG, B AN TE REROR S RE SRR &R 4 2 4
Bl L] R KA, T2 P LR AR B, R ARA 4
L R RS S . RS R K BT, A
ge. IRl TR RETH IO BOSHERE R RERIE I — D B2 .



3.3 F el EHIE X

DL E AR 55 9 A% O 1A 7 Ml A 3R 8 — AU RE AR R G 3. B —
RN TR RESARII R M T P AR ) 2 i PR AR, 7 A 5O ST
ML= it g e aCa g DL P 9 AR AR A PR RE AR, 58 R 2 ) (1 45 I 45 7
ek, EERIER AT .

Sy WRHIARUR ZR AL e IR E k42 . /K COSMO SE P &
SCHL T SR R T A R i AR AN E A Uy SR VR sRE R . R
FIULESEA T N, T HERRGH, Mo aEES 55
BT FP BSOS SR — 1. )R 3-5 4, BA TR E A
Mk X SR AT LAHE N AR S il A i B i 2. B A% Sk
Hr R sE g IS . ATLVER, RRKEHEE L. BEARERE. AN
B RE TR L I R E — 25 B e 4 ™ et B M4 SRR AE il
3 B g sk R SE LB PO G T Bl

F PR A R i 1) R 55 R I AR AR . XRMEL, BIRANIE
“ERREEARTRE J 50 5B, CABUNHEF AU X R AL, B RURE
DR RE R MR, — KT R e KPS, —RIE A%
B WIERI . REHRSEROR, #AL 7 e E R AE T GBS B E O,
WRAE XI5 B BT A DR B =R TR A =8, A
FISEHER) T HRAE — AN T EREER, B KA LB AR R A 2
SR RE @R AT EE TR, S A 7 B3 ) R 55 B
il A2

AJa 3-5 5, TA TR E A HEIER AT B — AN TR BEBORKm A is 45 AR 55 »
T AL B — AR RE I 55 7 THT FR) B A R . AE R AL b, JRATTRE A2 R A 1
I A HE HE U RE AR 55 9 0 B P LA AR B, B REBOR G148, Rl
IRBESE B, M85 2 H Aol A 7 R i 3 1 R 55 BB 4 A, SRR TR
U P2 I S5 A DA

3.4 ARG

R G UK R AR 15 5 D BE R G SO R O R — AU R i R
Yio. RGEBGEH — B REHE BRIEARRHEA LS, B — A se ik
PN FR A AR 25 I H AT TR A B R G K R AL -

— 7 T G RGN OREE R . Ak NIRRT A . IR
5% BHEREERIEER R, MARER; M5k mET
T HERMSERE =T 6, ScBlEm. L= iEMi, R4
Jfo

73— 77 W HiE RGBT KRR . g 5 el BRIl
TR JEE il TV BR3P ) 3 b A0 A2 7 A il 55 b 36 R S Lk 2 . R el
EEEREIT . RO B RELT SRR, IRFIE R REES K
Ao ——Het =,

3.5 & getl i R eI A AIFT A R EE R AR



B e G T i A R UL R R S &L AT ) AR
AFEUAZE R — R R EARAN . =R
s DURHIE RGEMEH . XN ERE, B REL AR
eI BT ) T B A

7 i BT — — 3 BT R AL RE A S U™ b BT O3S
MRRERLA, U™ ft v “Bodzs — A AR RE— R e, MARA L g™
A DIRES TEREANT A 584 /0,

TR R BT —— i Ml A AR B At I BOR B S
PERRBEROAR, G 1 B A W 2 AR B AL S G K e, ATl 4 Tt
PR G A KR

=R PP AR BT — — 113 M B A X 2% A B BB A A2 P ML AR BT R 3
PR RE B A H KR BE R E il A= 7 05 3R A Je, S A A e A7 7R Al 55
Ak, IRZ SR A A R RS .

VU 2 il i 25 G i BT — — 3 Ml K7 A X 2% A0 RE AL TR R SE DA 3 %
G TEIR BEROAR , RO it )i 28 G2 3 7 A0 A1 38 13T [ K
J, FRFEIERE KRG T5AREH B K i, S Biila b (1 81
B . &EL G IEE.

B e 1) 36 A2 A RO R 1 36 M A BT 2 2 o il L) IS T 5, W)
FI T B B G AR R R 7 BT AR AR AR S5 BB i
IrEE R EIRT, 2 LN M5 T 2

RN TP SEE | & AN LR A AN S R S i PSS s o DU K B2
Ae”, G RS EHTI . HliE TR R A FZ B, LA W
itk —REIEBAREGYECH, ZMOHRRAER, POvEE; —
7 NIV REBCA R G AR IRBE”, —FH GG RATHT HERR,
X AT Bl 2 i 25 S i AR G T AR, R i 1 A B R B
¥, HAEANME. HErE. B = DA i SR se B 43 T2 28R
PUEAR . BRI B A HoAR, 38 0 b e 3R BE B2 A
THEREROAR, XL BEBA SHE SR IR R &, 51U 5]
A PRI R R T . IERR a sk, R e i 2 3 BT A R i
W5 1A, R R T 2 B AR, BT ) ol e i A% L BB
Vap

S J7 i H AN DR eSSl 5 B BOR /5 2 5 1l 1 SUR B AR AT IR
FERL S, PR S THERIE SRR, BOVE AU RERIEHAR . B
R, WEERARNHETEM S, KA 5O EARREZ @A,
AREHIERIEER] . & BARREAEEIAR, NER; BRBORZREE

A, AEZ: BHES . Ba kg, e g iadl. Him,
—AERERIE TR, W TR BREBORT S, 2%t E B BORMHE N T
s X T BAT A& REIE RGN E, 2N RE BA T i 3&
RGHAT e TR G BT TAE, (8 &G M Se B 4= B HT T 44

10



4. R REHIE AR R AR

4.1 5REE& Hn

KK 20 F, PEERESIE R R BN BN BORSZEL, 2B BOA
PRAER 2025 4F, [A]pPsbE: #2020 4F, Ak 484 filidk 78 4 [ 15 3
KBUAEAHE) ™, 75 R IA Hh X E sk SE I A TS A s[RI, B — AR g
3 E I SRR AR R M T . B 2025 4E, B4k il 7 4
] Je AR BRI s [FIEE, 7 — R B8 )3 7 5 A S s Y
REERE, IR o N 58 BB\ 2025 3] 2035
e #2035 4, B — AR REHIE CEHE ML SSIUOCHIUREHE T R, S
F ] )3 M ) S e

4.2 BRI %

(1) BT 51T AT LI AF B — AR GeHlE () P L LS, R
RetlEAE A B A R ) RS AR, WIEE . R E.

(2) Bl A R b E R B e o R A G KA, I AT HERE B A
&, B e gitlis . o — O RelE,  “PLEdTIR. e KR,

(3) A E . A RATHEAI LM, HIREHEE R RERIE N k. I
R REHIE, ERDPWARAAN KNS ). Bk, Rl R
llh, BESLFRGEMRRE A H ORI EOR . BRBUT. F
BF A RO RE G RSB, AN SRR A LR
Fe RN R BETT 2R

(4) PAME TS . HES R RERIIE I H AL TPk T, AR A A5 B A it
ML RV B G AT B H O G UK, R B IR TR A
BT AEEA 3G L

S5 3R

Zhou Ji, Li Peigen, Zhou Yanhong, Wang Baicun, Zang Jiyuan, Meng Liu. Toward
New-Generation Intelligent Manufacturing[J]. Engineering,2018,4(1):11-20.
Zhou Ji, Zhou Yanhong, Wang Baicun, Zang Jiyuan. Human—Cyber—Physical
Systems (HCPSs) in the Context of New-Generation Intelligent
Manufacturing[J]. Engineering, 2019, 5(4): 624-636.

Yuan Zhou, Jiyuan Zang, Zhongzhen Miao, Tim Minshall. Upgrading Pathways

of Intelligent Manufacturing in China: Transitioning across Technological
Paradigms[J]. Engineering, 2019, 5(4): 691-701.

11



Strategy and Manufacturing

Reflections on China’s Intelligent Manufacturing Development Strategy

Zhou Ji, Director of the National Manufacturing Strategy Advisory Committee, Fellow of the Chinese

Academy of Engineering

1. Introduction

In 2015, the Chinese government has outlined the overall strategy of China’s
roadmap toward a manufacturing power, which explicitly states that the
endeavour is to shift China’s manufacturing sector from a big one to a strong
one; the strategy will highlight the integration of new-generation information
technology with manufacturing and a focus on intelligent manufacturing.

Intelligent manufacturing is the key leverage for promoting the innovative
development of China’s manufacturing industry, the key pathway for
promoting the transformation and upgrading of China’s manufacturing
industry, and the key direction for accelerating the construction of a
manufacturing power.

The coming two decades will be a key period for the development of intelligent
manufacturing, a core technology driving the newest round of industrial
revolution.

2. Basic Paradigms of Intelligent Manufacturing

Intelligent manufacturing is a broad concept, which emphasizes the thorough
integration of advanced information technologies with advanced
manufacturing technologies in the entire manufacturing process and lifecycle,
including product design, manufacturing and service. It allows firms to make
continuous improvements in product quality, business performance and the
level of service. In addition, intelligent manufacturing technologies can
facilitate an innovative, green, coordinated, open and sharing-based
development of the manufacturing industry.

Intelligent manufacturing is the product of the deep integration of
manufacturing industry and information technology. Its emergence and
evolution go side by side with the advance of information technology. From the
mid-20th century to the mid-1990s, the application of information technologies
with the functions of computing, perception, communication and control
facilitated the emergence of digital manufacturing. Starting from the mid-
1990s, information technologies led by the large-scale popularization and
application of the Internet paved the way for the rise of digital and networked
manufacturing. At the present, the industrial internet, big data and Al have
made collective breakthroughs and have achieved integrated application. In
addition, IT applications supported by the new generation of Al technologies
have helped the manufacturing sectors to leap to a new stage of digital,
networked and intelligent manufacturing.
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Fig. 1. The evolution of three basic paradigms of intelligent manufacturing

Based on relevant paradigms of intelligent manufacturing, there are three basic
paradigms, namely digital manufacturing, “Internet+” manufacturing and new-
generation intelligent manufacturing (see Fig. 1). The three basic paradigms of
intelligent manufacturing are combined to form a progressive roadmap of
iteration and upgrade. On the one hand, the three basic paradigms represent
the three stages of intelligent manufacturing development in the world; on the
other hand, China can leverage its latecomer advantages to adopt a technology
roadmap of parallel advancement and an integrated development of the three
basic paradigms.

2.1 Digital manufacturing paradigm

Digital manufacturing, also called the first-generation intelligent
manufacturing, is the first basic paradigm of intelligent manufacturing. Digital
manufacturing is characterized by the wide application of digital technologies
in  manufacturing, the emergence of “numerical control generation”
mechanical products, manufacturing systems covering the entire lifecycle, and
integrated solutions represented by computer integrated manufacturing
systems (CIMS).

Since the 1980s, China has made huge progress in digital manufacturing. At the
same time, we must be very clear that the majority of Chinese enterprises,
especially the great number of SMEs, have not yet completed their digital
manufacturing transformation. China’s advancement to intelligent
manufacturing must be demand-oriented. It is based on gradually “gap-filling”
efforts of digitalization, which will lay a solid foundation of digital
manufacturing before progressing to more advanced stages of intelligent
manufacturing.
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In fact, digital manufacturing is the foundation of intelligent manufacturing,
and its connotation is constantly evolving through the whole development
process of the three basic paradigms of intelligent manufacturing. The digital
manufacturing defined here is the digital manufacturing under the first basic
paradigm, which is a relatively narrow definition, and there are also generalized
definitions about digital manufacturing internationally.

2.2 The “Internet+” Manufacturing paradigm

“Internet+” Manufacturing is the second-generation intelligent manufacturing,
which is also called the second basic paradigm of intelligent manufacturing.
Towards the end of the last century, internet technology became increasingly
popular. "Internet+" continuously promotes the integration between internet
and manufacturing by connecting people, processes, data and things together.
It reshapes the manufacturing value chain by enabling collaboration in and
across enterprises and the sharing and integration of all kinds of social
resources, which is moving manufacturing towards the “Internet+”
manufacturing paradigm.

Germany’s “Industry 4.0” and the United States’ “Industrial Internet” represent
these countries’ own well-designed technology roadmaps to achieve
“Internet+” manufacturing. They are excellent examples of the “Internet+”
manufacturing paradigm.

Driven by the initiative of “Internet+” manufacturing in recent years, on the
one hand, a number of Chinese manufacturers with a strong digital
manufacturing foundation have successfully transitioned to “Internet+”
manufacturing. On the other hand, a large number of manufacturers in China
have caught up in digital manufacturing and leaped to “Internet+”
manufacturing at the same time, by choosing a technology roadmap to
integrate digital manufacturing and “Internet+” manufacturing paradigms in
parallel. In the subsequent stage, China’s intelligent manufacturing
development will focus on the large-scale promotion and comprehensive
application of “Internet+” manufacturing.

2.3 The “new-generation” intelligent manufacturing paradigm

The “new-generation” intelligent manufacturing is the third basic paradigm of
intelligent manufacturing. With the accelerated development of and strategic
breakthroughs in artificial intelligence (Al) in recent years, the thorough
integration of new-generation Al technology with advanced manufacturing has
led to the new-generation intelligent manufacturing.
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The present industrial revolution, which is still moving ahead with
undiminished momentum, is fundamentally driven by the ongoing revolution
in technology. Since the beginning of this century, new technologies have kept
emerging and have become widely adopted quickly, such as mobile internet,
supercomputing, big data, cloud computing, and the internet of things. The
combination of these technological progresses has led to strategic
breakthroughs in the new-generation artificial intelligence technology. The
deep integration of new-generation artificial intelligence with advanced
manufacturing will lead to a new generation of intelligent manufacturing
technologies and provide a core driver of the present industrial revolution. If
we consider the "Internet+" manufacturing at the beginning of the new round
of industrial revolution, then the breakthroughs and wide applications of the
new-generation intelligent manufacturing will bring the industrial revolution to
its zenith and make the “Industry 4.0” a full-featured reality as the culmination
of the fourth industrial revolution.

New-generation intelligent manufacturing is featured by the “learning” ability
of manufacturing systems. Underpinned by the application of emerging Al
technologies such as deep learning, reinforcement learning and transfer
learning, there will be revolutionary changes in the way and the efficiency of
knowledge generation, acquisition, application and dissemination in the
manufacturing sector, together with significantly increased innovation and
service capabilities. The new-generation intelligent manufacturing is intelligent
manufacturing in its real sense.

2.4 The upgrading pathways of intelligent manufacturing

The development of intelligent manufacturing in the western world has gone
through three stages, progressing from digitalization to networkization to
intelligentization.

China must fully leverage its latecomer advantages by following a concurrent
approach of development, that is, by pushing ahead digital manufacturing,
“Internet+” manufacturing and new-generation intelligent manufacturing in a
well-coordinated way, which is named “parallel advancement and integrated
development” in this report.

On the one hand, China must adhere to innovation as the leading force and aim
at the high end by immediately using the most advanced technologies such as
internet, big data and artificial intelligence. It needs to accelerate R&D,
promotion and application of new-generation intelligent manufacturing
technologies with a view to explore a new roadmap of intelligent
manufacturing development, in order to catch up.

On the other hand, firms must be demand-oriented during the process of
upgrading towards intelligent manufacturing. When advancing different
paradigms in parallel, firms should adopt advanced technologies in the light of
their development needs, and move toward a higher level of intelligent
manufacturing while accomplishing the high-quality “gap-filling” of
digitalization manufacturing.
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3. The upgrading of manufacturing sectors facilitated by the intelligent
manufacturing

New-generation intelligent manufacturing is a complex system integrating
three major functional systems (see Fig. 2) — intelligent products, intelligent
production and intelligent services, and two main supporting systems — the
intelligent manufacturing cloud and the Industrial Internet of Intelligence.
Within this complex system of intelligent manufacturing, intelligent products
are the main body, intelligent production is the focus, and intelligent service
centred industrial model transformation is the main theme, while the
intelligent manufacturing cloud and the industrial internet of intelligence are
the foundation on which intelligent manufacturing is built.
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Fig. 2 The system integration of the “new-generation” intelligent
manufacturing

3.1 Intelligent products and equipment

Intelligent products and equipment are the main body of new-generation
intelligent manufacturing systems. The application of new-generation Al
technologies has brought revolutionary changes to products and equipment.
From the rapid development of smartphones, driver-less cars and intelligent
robotics, we can foresee the development of intelligent products and
intelligent equipment. New-generation intelligent manufacturing technologies
will facilitate product and equipment innovations, and open up new worlds. In
the coming 20 years, driven by mass entrepreneurship and innovation, all types
of products and equipment will be upgraded from the “Digital Generation” to
the “Intelligent Generation” and become intelligent.

As one element of this, there will be an upsurge of intelligent products, such as
intelligent devices, intelligent home appliances and intelligent medical devices,
which will bring more convenience and wellbeing to people. The second
element lies in efforts to advance intelligentization of equipment in key fields,
such as IT manufacturing equipment, space and aviation equipment, ship and
marine equipment, automotive and rail transport equipment, agricultural
equipment and energy equipment; these efforts will make China’s strategic
equipment more advanced and powerful.
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3.2 Intelligent production

Intelligent production is the defining characteristic of new-generation
intelligent manufacturing systems. Intelligent factories are the main vehicles of
intelligent production. Depending on the industry, intelligent factories are
divided into discrete intelligent factories and process-oriented intelligent
factories, both geared to optimize the production process and to improve the
performance, functionality, quality and efficiency of production systems in a
sustainable manner. Both types of factories aim to have intelligent production
lines, intelligent workshops and intelligent factories.

In recent years, as various regions pushed ahead with relevant initiatives such
as “robots in place of workers”, “digital transformation” and “enterprise on the
cloud”, there has been a lot of improvement in “Internet+” development.
Intelligent manufacturing has received increasing attention driven by strong
demand of firms. Currently, China has some of the world’s most advanced
digital factories, such as BMW’s Shenyang factory and Siemens’s Chengdu
factory. But we must be very clear that these are only intelligent factories at
the “Internet+” manufacturing stage. The next two decades will see Chinese
enterprises advance to even more sophisticated new-generation intelligent
factories.

It can be imagined that the integration of new-generation Al technologies with
advanced manufacturing will create revolutionary changes in production lines,
workshops and factories and take them to record-breaking levels of
performance. For a considerable length of time to come, the intelligentization
and upgrading of production lines, workshops and factories will remain a core
area of intelligent manufacturing development.

3.3 Industrial model transformation

An industrial model transformation with intelligent services at the core is the
main theme of new-generation intelligent manufacturing systems. The
application of new-generation Al technologies has brought about a
fundamental shift in industrial models, illustrated by the following two aspects.

First, large-scale flow line production gives way to mass customization. Haier’s
COSMO customization platform represents a disruptive innovation in home
appliance R&D, manufacturing and marketing. The platform allows consumers
to place orders directly with the manufacturer and have products delivered to
them directly, to get directly involved in product design, and to become a
contributor to product iteration. It can be expected that the thorough
application of big data intelligence, crowd intelligence and hybrid-augmented
intelligence will further facilitate the personalization, flexibility and
customization of all types of products and advance the transition of China’s
manufacturing towards new user-centric models and formats.
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Second, manufacturing shifts from production-oriented manufacturing to
service-oriented manufacturing. Goldwind has been selected many times as
one of the "top 50 most innovative enterprises in the world" and has become
the world's leading wind power enterprise. In the process of Goldwind’s
intelligent transformation, the first step was to realize the digitalization of
single fan equipment. The second step was to establish a national wind energy
meteorological geographic information data center by using sensing, internet
of things (loT), big data and other technologies to optimize the design and
engineering construction according to the wind field information. The third
step was to integrate sector-specific expertise into a management system
based on the concept of resource collaboration and sharing. The firm uses
advanced IT technology and the newest generation of artificial intelligence
technology, electric technical knowledge and management knowledge to form
a more efficient and economic operation and management plan, which helps
the firm to realize the transformation from production-oriented manufacturing
to service-oriented manufacturing.

For some time to come, we will vigorously promote remote operation and
maintenance services using new-generation Al technologies. In this context, we
will advance intelligent-service-centered industrial model transformation
manufacturing sectors, where intelligent technologies will take the lead and
industry and finance will be integrated to support more enterprises in their
transition from production-oriented manufacturing to service-oriented
manufacturing. This will drive the supply-side structural reform towards deeper
levels.

3.4 System integration

System integration integrates all functional systems and supporting systems of
intelligent manufacturing into the new-generation intelligent manufacturing
system. System integration is the most basic feature and advantage of the new-
generation intelligent manufacturing. The feature of such “comprehensive
integration” is visible both inside and outside the new-generation intelligent
manufacturing system.

First, “comprehensive integration” within the manufacturing system refers to
dynamic intelligent integration of the design, production, sales, service and
management processes of the company (i.e., vertical integration), integration,
sharing, collaboration and optimization between enterprises based on
industrial loM, and intelligent cloud platform (i.e. horizontal integration).

Second, “comprehensive integration” outside the manufacturing system refers
to new forms of business, such as service-based manufacturing industry and
producer-oriented service industry. These are fostered via deep integration of
manufacturing and financial industries, as well as upstream and downstream
industries. Intelligent manufacturing integrated with Smart City, intelligent
agriculture and intelligent medical services will move toward forming an
intelligent ecosystem, and ultimately an intelligent society.
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3.5 Intelligent manufacturing as the main pathway for upgrading
manufacturing sectors

Intelligent manufacturing is a giant innovation incubating system that covers
every link within the product life cycle. There are four core components in the
concept of innovation in manufacturing: first, product innovation; second,
innovation in manufacturing technologies; third, innovation in industrial
models; fourth, innovation through manufacturing system integration.
Digitalization, networkization and intelligentization are the main pathways for
developing innovations in manufacturing sectors.

For product innovation, digitalization, networkization and intelligentization
technologies are generic technologies that could facilitate the innovation in
mechanical products. These technologies could transform mechanical products
into digital products and intelligent products to improve performance,
functionality and competitiveness in the market.

For innovation in manufacturing technologies, the three generic technologies
could facilitate the integration of technologies in the manufacturing sectors to
improve product design, production and management.

For innovation in industrial models, the three generic technologies could also
facilitate the development of mass customization in production based service
sectors, which will bring revolutionary changes in production and business
models in manufacturing sectors.

For innovation through manufacturing system integration, the three generic
technologies could also facilitate the integration of manufacturing systems
both internally and externally, which makes the manufacturing sector more
innovative, coordinated, green, open and shared.

Intelligent manufacturing is a widely viable solution for the upgrading of
manufacturing sectors, which can be applied in innovations in product,
production and services. It has the following two main features.

First, the capability of traditional manufacturing systems can be upgraded by
introducing digitalization, networkization and intelligentization technologies.
Upgrades in manufacturing come from two major sources, namely 1)
technological innovation in the manufacturing sectors, and 2) innovation in
generic technologies that have great or even revolutionary impacts on the
manufacturing sectors. Generic technologies that drove the previous three
industrial revolutions were the steam engine, electricity and digital
technologies, respectively. The driving force for the fourth industrial revolution
will be the Al technology, which facilitates the transformation and upgrading of
manufacturing by thorough integration between Al and manufacturing
technologies. Therefore, the transformation of China’s manufacturing sector
from a big one to a strong one will highlight the integration of new-generation
information technology with manufacturing, and focus on intelligent
manufacturing.
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Second, the new-generation Al and advanced IT technologies, as enabling
technologies, must thoroughly integrate with manufacturing technologies in
order to become the new-generation intelligent manufacturing technologies.
During the process of developing new-generation intelligent manufacturing
technology, manufacturing technology is the core and supported by
applications of enabling technologies. From the Al and IT technology
perspective, intelligent manufacturing is an industrial application of these two
technologies. In the context of upgrading manufacturing systems, applications
of these two enabling technologies represent revolutionary innovations based
on thorough integration between enabling technologies and manufacturing
technologies.

4. China’s intelligent manufacturing development strategy

4.1 Strategic goal

China’s intelligent manufacturing development in the coming two decades will
undergo two stages. The first stage will be from now to 2025 and proceed in
two steps. By 2020, “Internet+” manufacturing will be widely promoted
nationwide and comprehensively adopted in developed regions and key areas,
and new-generation intelligent manufacturing will gain some ground in a
selection of areas. By 2025, “Internet+” manufacturing will be widely applied
nationwide, and new-generation intelligent manufacturing will achieve
remarkable success in key areas and begin promotion and application in some
enterprises. The second stage will run from 2025 to 2035. By 2035, new-
generation intelligent manufacturing will be promoted and adopted on a large
scale in the manufacturing sector, bringing China’s manufacturing
transformation and upgrade to fruition.

4.2 Underlying principles

(1) Innovation taking the lead: We must seize the historic opportunity offered
by new-generation intelligent manufacturing and make intelligent
manufacturing the main path of China’s manufacturing transformation and
upgrading.

(2) Parallel advancement: China’s manufacturing sector should give full scope
to its latecomer advantages to advance digital manufacturing, “Internet+”
manufacturing and new-generation intelligent manufacturing in parallel in a
well-coordinated and integrated approach.

(3) Enterprise specificity: Enterprises are the main entities of economic activity,
and their internal energy should be fully stimulated in promoting intelligent
manufacturing. The enterprises themselves, especially SMEs, should identify
and implement a technological path that meets their specific needs in
proceeding with their transformation and upgrade. Governments at various
levels, the technology community, the academic community, and the financial
sector should work together to create a favourable ecosystem to help and
support the intelligent-manufacturing-oriented upgrade of enterprises,
especially SMEs.
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(4) Industrial upgrade: Efforts to promote intelligent manufacturing should not
be confined to individual exemplary or demonstrative cases, certain
manufacturing processes or certain manufacturing segments. It should
encompass all enterprises, multiple industries and the entire manufacturing
sector.
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This year marks the fortieth anniversary of the establishment of diplomatic
relations between China and the United States of America. Over the past 40
years, China-US relations have been through ups and downs with close
cooperation and conflicts, of which generally speaking, cooperation is the
mainstream. China and United States will gain from cooperation and lose from
fighting.

In people’s memory, China’s reform and opening-up policy is highly overlapped
with the better relationship between China and United States. The third
plenary session convened at the end of 1978 and Deng Xiaoping’s visit to the
United States at the beginning of 1979 after the third plenary session, as a
landmark event of reform and opening up attracted the attention around the
China and the world respectively, opening a new chapter of China’s reform and
opening up and a new process of modernization.

The generation that has grown up in the reform and opening up is still moved
by the booming China-US relations in the 1980s. Whether it was the visit of
national leaders to the United States or the Olympic Games in 1984, the
Chinese have initially seen the social vitality of the developed market economy
and the people’s hospitality. In the years to come, the economic and trade
exchanges have increasingly expanded and there are more and more frequent
personnel exchanges between China and United States and Chinese students
in the United States has set off another upsurge. As a member of the overseas
students who went to the United States in the 1980s, | have the honor to
witness this period of history and still have a deep memory.

Objectively speaking, they have played important roles for capital, technology,
management experience and market from the United States in the rapid
growth of China’s economy. Of course, it must be stressed that such benefits
are not unilateral. The people of China and the United States have benefited a
lot and therefore have developed profound friendship and meanwhile the
complementarity of the different stages of economic development of the two
countries has also provided a broad space for economic and trade cooperation.

Today, China’s exports to the United States have grown to more than $500
billion from 1979 to the present (previously negligible). At present, the scale of
bilateral trade between China and the United States accounts for about 20% of
the total trade between China and the United States respectively and the
proportion of bilateral trade between China and the United States to the total
global economy is also close to 40%. There are more than 3 million personal
exchanges between China and the United States every year and more than
300000 Chinese children study in the United States every year, ranking first in
the world.
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At present, there are some problems and difficulties in China-US relations and
such frictions and conflicts between the two sides in the fields of economy,
trade, science and technology. It is an urgent and highly challenging issue for
both sides to correctly view their differences of interest and avoid strategic
miscalculation.

We must frankly admit that with the enhancement of China’s national strength,
the improvement of science and technology and the rise in the value chain, the
competition between China and the United States in all aspects will
undoubtedly rise. In fact, since the outbreak of the financial crisis in 2008, great
structural changes have taken place in both China and the United States. People
in the United States have changed their over-consumption and the net
household saving rate has risen from 2.5% before the crisis to 7-9% Meanwhile,
the consumption demand of Chinese and the credit leverage ratio of Chinese
residents began to rise rapidly, from 17% before the crisis to more than 50%.
Therefore, in the medium and long term, the adjustment of economic relations
between China and the United States will be inevitable in accordance with the
needs of the changes in their internal economic structures.

The key to China-US relations is how to effectively communicate and control
the adjustment of bilateral relations. As the world’s first and second largest
economies, which used to be closely interconnected for a long time, violent
collisions and conflicts will have disastrous consequences. When the global
economy in 2020 is predicated, some people have listed the uncertainty of the
adjustment process of China-US economic relations as the first gray rhino,
thinking that if the process is repeated intermittently and it spreads from short-
term conflict to a wider range, it will inevitably cause deep and medium-term
negative impact on the global economy.

At present, the global economy is facing tremendous downward pressure, new
growth points have not been established and endogenous growth momentum
has not been fully restored. All countries are pushing forward their own
structural adjustments to varying degrees. The China-US economic and trade
relations adjusted will have a huge impact on the adjustment process of the
global economic structure and the operation of the global economy. In
addition, along with the decline of endogenous power of economic growth and
the disappearance of globalization dividend, populism has spread and
intensified all over the world, all of which are in urgent need of joint efforts of
all countries.

“When the next crisis comes, we will be seized with remorse if coordination
between the world’s largest and second largest economies are lack of
cooperation,” recently said Paulson, a former US Treasury Secretary. Former
Australian Prime Minister Kevin Rudd also said publicly that all countries and
regions around the world do not want to be trapped in the pain of choosing a
partner because of the dispute between China and the United States.
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At the most difficult time since the establishment of diplomatic relations
between China and the United States, history may be able to provide reference
for the relationship to get out of the dilemma. My personal experience can also
be used as evidence. The reason why | was born in Warsaw, Poland, is closely
related to a special historical period in China-US relations.

After the founding of the people’s Republic of China, China and the United
States did not have any ways of contact for quite a long time. We could only go
around with the United States through India. The first contact between the two
sides was at the 1954 Geneva Conference where the United States, the Soviet
Union, China, France and Britain discussed the Vietnam issues and the
problems left over by the Korean War. It was at this meeting that China and the
United States discussed a mechanism for Ambassador level negotiations
between ambassadors.

This mechanism did not come into being easily because of the tense
relationship between China and the United States at that time. The U.S.
delegation to Geneva was headed by John Dulles, U.S. Secretary of State, while
the Chinese delegation was led by Premier Zhou Enlai. At that time, the U.S.
side clearly stipulated that the U.S. delegation was not allowed to shake hands
with any member of the Chinese delegation or had physical contact. However,
Secretary of state Smith disagreed with the US rule that handshakes are not
allowed. During the meeting, my father Wang Bingnan (then general office
director of the Chinese Ministry of Foreign Affairs and Secretary General of the
Chinese delegation to Geneva) “arranged” a “chance encounter” between
Premier Zhou and Smith at the coffee bar of the venue. Although Smith still
failed to shake hands with Premier Zhou on the pretext of holding coffee in his
right hand and only patted Premier Zhou on the arm, the two sides still showed
a certain degree of friendship.

At the Geneva meeting, the two sides decided to hold negotiations at the
ambassadorial level between China and the United States. My father was sent
to Poland as an ambassador in 1955 when | was born in Warsaw. The
negotiations at the ambassadorial level in Warsaw lasted for 15 years, from
1955 to 1969, during which 136 rounds of negotiations were held. In fact, there
are not many problems to be solved in the 136 rounds of negotiations, mainly
involving the repatriation of Chinese and Korean prisoners of war and the
Taiwan Strait, including how Qian Xuesen, the father of China’s rocket,
returned to China negotiated through Warsaw.

Although the problems solved by China and the United States through the
Warsaw ambassadorial level negotiation are very limited, such a way of
communication and exchange has been reserved to avoid miscalculation
between the two sides, which provides a mechanism for crisis management
and control of the two sides and also lays a foundation for the relaxation of
bilateral relations in the future.
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In 1969, President Nixon of the United States came to power and wanted to
adjust the relationship with China. He proposed to ease the relationship
between the two sides during 135 rounds of negotiations. In the 136th round
of negotiation, China formally invited the US side. Then Kissinger’s secret visit
to China come up in 1971. Nixon’s visit to China in 1972 officially signed the
Shanghai Communique, until Deng Xiaoping’s visit to the United States in 1979
when the communique was signed officially by President Carter. China-US
relations have gone through a very complex process from contact to
establishing diplomatic relations.

Taking history as a mirror, we can draw the following conclusions through the
history of China-US Warsaw ambassadorial level negotiations:

Firstly, both China and the United States have been able to negotiate for 15
years in a state of hostility. It’s a great thing to go from a state of hostility to a
gradual detente, showing that no matter how difficult it is, the two sides cannot
give up contact. In fact, 136 rounds of ambassador level negotiations between
China and the United States mainly focus on scolding each other, however,
even if they scold each other, it is much better than no contact.

Secondly, the 136 rounds of negotiations are long-lasting, which has played a
very important role in ending the hostility between China and the United
States. Now China-US relations are facing some difficulties, but we have only
talked about trade disputes for only 12 rounds for two years. Compared with
136 rounds of negotiations in 15 years, we should have more patience.

It's better to talk than not. We can avoid erroneous judgment by talking and
can make both sides understand each other’s intentions. The history of the 136
rounds of negotiations shows that China-US relations must finally find a
solution through negotiations. | think both sides have enough wisdom to solve
the problems faced by China and the United States. As long as both sides have
bottom line thinking, at least effective crisis management and control can be
achieved through negotiation. The more ideal situation is to maintain a
controllable competitive relationship through close communication, exchanges
and cooperation between the two countries.

At this year’s St Petersburg International Economic Forum, Chinese President
Xi Jinping pointed out that China and the United States can not decouple, and
that China and the United States have frequent contacts and interests
integration. The so-called decoupling is hard to imagine, nor is it what the US
side is willing to see.

In fact, from a calm point of view, the economic complementarity between
China and the United States is still very high. With the upgrading of Chinese’s
requirements for a better life, the requirements for financial and other service
industries will be increasing, which will provide strong business opportunities
for United States enterprises.
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In addition, China and the United States have a full intersection in the fields of
climate change, coping with the challenges of extremist and terrorist forces,
geopolitical security and nuclear non-proliferation, but have many common
interested in the fields of global information security, financial market security,
macroeconomic policy coordination and so on.

History has proved again that it will not be easy for emerging and defending
powers to get along, and collision and running-in are inevitable. We should take
the creation of history as our duty and transcend the so-called Thucydides’ trap,
which requires us to resolutely abandon the practice of each other’ s imaginary
enemies.

At the innovation economic forum recently held in Beijing, Mr. Kissinger at the
age of 96, pointed out that China-US relations are still at the foot of the cold
war. We hope that China-U.S relations can bypass the foothills and return to a
healthy path.
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International Relations: China and Africa

Sino-Afrian Relations: Why China is Important to Africa

Olusegun Obasanjo, Former President of Federal Republic of Nigeria

Since | left government in 2007 as President of the Federal Republic of
Nigeria, | have remained a regular visitor to China and on every visit, | am
amazed by the growth and development that has taken place in that
country within such a short period and under circumstances that are not
too dissimilar to the circumstances of Africa as a continent.

Akin to Africa’s experience today, China has in the not too distant past
struggled with widespread hunger, absolute poverty and population
explosion. The economic reforms in China since the late 1970s have,
however, seen the country lift more than 850 million of its people out of
extreme poverty. According to the World Bank, China's poverty rate fell
from 88 percent in 1981 to 0.7 percent in 2015. With the similarities
between China and Africa and indeed with the accomplishments of China
despite the challenges it faced some forty years ago, | often hope that
South-South cooperation generally and particularly Sino-African
cooperation will propel Africa to tackle successfully its own development
challenges. In this article, | examine Sino-African relations particularly from
the perspective of an African leader and a former President of the
continent’s largest economy, Nigeria.

Let me begin by sharing a personal story about my interest in China and why
| believe that the relations between China and Africa can be mutually
beneficial if well harnessed. | came to know Helmut Schmidt, the late
Chancellor of Western Germany very well after he paid an official visit to
Nigeria in 1977 when | was military Head of State. Helmut had developed
special interest in China and special respect for Deng Xiaoping who opened
China to the world and made the world get a good glimpse of emerging
giant that China was gradually developing to be. My first visit to China in
1983 was at the instance of Helmut Schmidt who wanted to expose me to
the emerging China and its leader, Deng Xiaoping. | was impressed that with
a population of over one billion people, no one starved and no beggars nor
homeless in the street. It was clear to me that the Chinese leadership at that
time took the basic human needs of food, clothing and shelter very serious
within the context of Chinese value and culture. | followed up on the
introduction to Deng Xiaoping and | cultivated personal friendship with his
successor, Jiang Zemin, who continued to build on the economic foundation
laid by Deng and sustained Deng’s Theory.

Other African leaders too have built great, impactful, and lasting relations
with China and its leaders. Sometimes these relations are viewed with
suspicion in some parts of the world. It is, therefore, necessary to establish
early on that there is historical context in Sino-African relations so as to
douse the fears of those who are apprehensive about current Sino-African
relations but are not sufficiently enlightened about the subject. Indeed,
China and Africa have history of trade relations - sometimes through third
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parties - dating back as far as 202BC and AD220. The first mention of Africa
in Chinese sources was in the Yu-yang-tsa-tsu by Tuan Ch’eng-Shih Tuan
who died 863AD. He had a compendium of general knowledge where he
wrote about the land of Po-pa-li referring to Somalia and they, the Somalis
of Ajuran Empire, were the first Africans to ever have contact with the
Chinese. Later in the fifteenth century, the Ming Dynasty voyages of Chinese
Admiral Zheng He and his fleet rounded the coast of Somalia and followed
the coast down to the Mozambique Channel. Historically, therefore, China’s
contact with Africa predated European contact and relations with Africa.
The point must be made though that while European-African contact and
relations were continually maintained in different forms, events in both Sino
society and African society did not allow for the continuity in Sino-African
relations after the initial contact. Perhaps this explains why many think that
Sino-African relations are new.

What then are the benefits of China’s renewed interest in Africa? What is
the nature of the relationship and is it mutually beneficial and should it be
nurtured by African leaders? Based on my personal experiences both in and
out of government, | have no doubt in my mind that Africa needs China and
by extension Asia just as much as Africa needs development partners in
other parts of the world and those partners need Africa as well. Anybody
who understands the depth of the Chinese immersion into the Confucian
philosophy, their ability to stay focussed and stick to longer term plan will
not cast away such relationship. Some may get confused at understanding
of the Chinese mind and culture and the thought process of a people who
write the word crisis with two symbols, one denoting danger the other
denoting opportunity. This duality of their thought-process suggests to me
that in every crisis lies danger and opportunities. Africans must understand
this and understand that it has worked for successive Government in China
since the 1949s, at a critical juncture in their history, when Chairman Mao
adumbrated a trajectory to follow the chain of his prognosis to make China
the leading nation in the world in all respects.

Let me reiterate that in almost all things, Chinese leaders never lost sight of
their history —the good and the bad, their culture, their experience and their
objective. They have shown patience, unwavering steadfastness, unshaking
belief in the rightness almost to the point of righteousness of cause and the
focus of a blinkered horse. They have mission and vision which are woven
together to lead the nation with the largest population in the world. Again,
what can Africa learn from the governance system and style of China? Here,
I am not on ideological trail, rather | am on efficiency, effectiveness,
performance, service delivery, commitment and focus. If the Chinese have
done it and are doing it at home, we can learn from them and they can
impact on us and impart to us their system, method and service that can be
grafted to our existing system and make a desirable change for us. Xi said,
“We have made major breakthroughs in deepening reform. We have taken
comprehensive steps to deepen reform swiftly but steadily and worked with
resolve to remove institutional barriers in all areas. We have taken moves
across the board, achieved breakthroughs in many areas and made further
progress in reform.
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We have pursued reform in a more systematic, holistic and coordinated way,
increasing its coverage and depth. Thanks to the launch of over 1500 reform
measures; breakthroughs have been made in key areas and general
frameworks for reform have been established in major fields.” What has China
done in the reform area that Africa can benefit from? Tough action against
bureaucratism, corruption, waste, extravagance and irresponsibility. Reform is
a major aspect of governance. It is sad to note that over 50 years after
independence, many African countries have not touched many important
aspects of governance. They remain as left by colonial powers. Barring
language barrier which can easily be overcome, service delivery in government
is one area | believe almost all African governments can bring about reforms to
be more efficient, effective, productive and increasing in performance. Africa
may also learn some idea of new tools of good and effective governance. Again,
it is a matter of mutuality of interest, appropriate requests followed by
appropriate answers to widen and deepen relationship between China and
Africa.

A critical lesson for Africa from the China experience is in the area of poverty
reduction. Within a space of about one generation from 1981 to 2012, China
has lifted over 800 million people from poverty, the highest level of such feat
in the history of humanity. China has been hugely successful in poverty
reduction effort and China has a lesson to teach any developing country which
cares to learn. But how did China have such a gigantic breakthrough in poverty
reduction and continues to create an average of 13 million jobs in the urban
centres every year?

As | have stated earlier, Deng Xiaoping, through his Theory, is the father of
modern socialist market economy with Chinese characteristics. It opened China
to the world and the world to China. It managed population and, to a significant
extent, allowed private ownership of land and property. It built infrastructure
particularly energy and transportation of Western standard with industrial
parks dotted all over China. Some cities like Shanghai, Hong Kong and Shenzhen
were specially designated to trade with the rest of the world particularly the
Western world. Deng’s success was hailed at home and abroad and all his
successors did not deviate from his programme and his Theory. Space was
being ceded to other forces in the society but government is still leading.

When Xi Jinping emerged as the General Secretary of the Communist Party on
November 15, 2012, his first words were as follows, “This great responsibility
is the responsibility to the people... Our people love life and expect better
education, more stable jobs, better income, more reliable social security,
medical care of a higher standard, more comfortable living conditions and a
more beautiful environment. Between the end of 2012 and the end of 2017,
China lifted a total 68.53 million rural people out of poverty. China, under Xi, is
aiming to eliminate poverty by 2020 as a signal for creating a moderately
prosperous society”. Xi sees himself and the Party and, of course, the
Government serving the expectations of the people, all the people and
particularly the under-privileged people.

There is a lot that African leaders can learn from — what and how China
achieved its near miracle in poverty reduction. Poverty reduction should be
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the main objective of Sino-Africa relations and partnership. China has impacted
for good on Africa in the past and it is both recognised and appreciated. Africa
cannot forget the support received from China in our decolonisation effort.
China also always makes reference to the African support which brought China
toits rightful place in the United Nations and within the comity of nations. Since
the admission of China to the UN, Sino-Africa relationship has deepened in
terms of concrete aid and assistance to many African countries observable in
halls, State Houses even African Union Headquarters in Addis.

The rise in commodity prices that Africa has enjoyed since the beginning of this
century was substantially due to the growth of Chinese economy which
demanded for more commodities from Africa. These are good, but more can
be done and indeed more must be done. We have been given fish, we need to
learn to fish from our China friends. Without vast economic development,
Africa will not be able to satisfy the needs of its people and more Africans will
wallow in poverty and more African youth will take dangerous route through
the Sahara and Mediterranean to Europe, many of them perishing enroute.

One thing Africans must learn about the Chinese is that they have clarity of
thought and discipline. The good news is that Africa’s ‘lion economies’ continue
to grow like that of the Chinese which Helmut Reisen put thus: “(China’s)
income is doubling every seven years at the current pace. To sustain this
growth, China needs, first and foremost, natural resources, oil, industrial
metals, and increasingly, agricultural resources. Resource rich Africa can
deliver. As a result of intensified trade links with China, Africa has enjoyed
higher growth rates; better terms of trades, increased export volumes, higher
public revenues”. African Governments too must not be despondent, we must
do everything to consolidate what the African Development Indicators World
Bank Reports has recorded in the last 10 years that suggests some benefits
accruable to Africa since we started “romancing” China: “Many African
economies appear to have turned the corner and moved to a path of faster and
steadier economic growth. Their performance in 1995-2005 reverses the
collapses in 1975—85 and the stagnations in 1985-95. And for the first time in
three decades, they are growing in tandem with the rest of the world. Average
growth in the Sub-Saharan economies was 5.4 percent in 2005 and 2006, and
the consensus projections are that growth will remain strong.” (2007)

For poverty reduction, Sino-Africa relations should enter into strategic
relationship and partnership. In this, strategic arrangement of three areas of
resources coming from China to Africa, i.e., grant, short- and medium-term
concessional loan and long-term loan should be evolved and strengthened.
Again, | see three areas that must be covered i.e, education, skill acquisition
and capacity development, infrastructure and trade. The first item of education
should essentially be covered mostly by grant through official development aid
assistance. The second item of trade and the third of infrastructure should be
covered by concessional short- and medium-term loan and long-term loans. For
instance, it has been estimated that Africa needs some $90 billion for
infrastructure every year. It will not be a bad idea if China can provide $10
billion of that amount every year for a period of ten years in the first instance.
It will be about 10% of the estimated need for
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infrastructure but it will be impactful. All these can be done through China
Development Bank, China Exim Bank and the proposed Infrastructure
Development Fund along with the World Bank.

President Xi Jinping, in his address to the National Congress to the Communist
Party of China on October 18, 2017, raised the expectation of his people, the
Chinese at home and abroad and that of friends of China particularly in Africa
when he talks of China entering a new era at home and abroad. We know that
the new era will be glorious for China in the immediate and long-term future.
Already, China is the second largest economy in the world and it is a matter of
time before China becomes the largest economy in the world. Xi stated, “It will
be an era that see China moving closer to centre stage and making greater
contributions to mankind.” That is where our expectation is heightened. And
we have seen indication of the era starting at home from public service reform
to reform and modernisation of the defence and security apparatus and to the
environment. The emergence of China as a world power in its own right which
she is today by virtue of her stage of development must usher in a new era of
multi-polar world order, and some say it may end as a bi-polar world order with
the USA and China on the stage, for some time to come. The China watchers
and the US watchers are already at work. Judging from the trade and
technology war between the two, we must hold our breath and hope fora more
settled, equitable, peaceful, secure, and predictable world with global
development, growth and progress all round.

The promotion and execution of One Belt One Road along the old silk route and
of China, Asia, Europe, Middle East and Africa is a great indication of President
Xi walking his talk both at home and abroad. The proposed Infrastructure
Development Fund with other existing facilities should be able to deal with the
resource flows from China to Africa on strategic relationship and partnership
plane. We see Africa marching side by side with China as China makes its way
to the top rung of the ladder globally. Harmony and togetherness do not last in
partnership and friendship if one is prosperous and the other is in abject
poverty. And we hope that nothing will be better than President Xi Jinping
elaborating to African leaders in some comforting and re-assuring and
measurable detail what China, going into the new era, will mean for Africa in
their relationship, partnership, friendship and mutual development to lift Africa
out of poverty. Africa is ready to move along with China in a strategic
partnership and relationship. Africa, in sharing the new era with China, must
also embark on comprehensive, systematic and regular reforms as nothing is
more permanent in governance than regular and periodic reform. Africa’s
problems will only be solved if leadership, governance, development and
values within dynamic African culture are in place and appropriate partnership
and relationship is sustained. Peaceful development, security, stability and
poverty eradication in Africa and all-round progress are also essential for
realisation of the external content of China Dream and without attaining the
external goal, the internal aspect may be a mirage. Sino-Africa relation is
symbiotic. China and Africa are well-suited partners. Much of Africa is cash-
hungry, infrastructure-deficient, and resource is abundant. On the other hand,
China is flush with cash, seeks greater investment opportunities for its
burgeoning private sector and requires massive natural resource infusions to
feed its booming economy with a population of two billion people projected
for Africa by 2045, we need the
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infusion of resources into Africa economy. This combination of respective
assets and liabilities has fostered a strong China-Africa interdependency, as
each party uses the other to reconcile its own balance sheet. To show
confidence in the future of Africa and to buoy up the strategic relationship and
partnership, China should encourage more direct investment in Africa. China
has to broaden its relationship with Africa in other areas like finance,
investment, trade, development assistance, technology transfer and training,
tourism, and cultural exchange. Let our leaders learn, understand and
operationalise the nature of the Chinese and how they penetrated the league
of industrialised nations and become the biggest creditor of the world’s biggest
power. Then, we would sing eureka that this relationship is mutually beneficial.
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In the past years, China has implemented command economy, and deposit and loan
interest rate were directly determined by the People’s Bank of China. After the
reform of economic system, the People’s Bank of China cancelled the upper limit
management of inter-bank lending rate, marking the beginning of the reform of
interest rate liberalization in China. The People’s Bank of China’s 2002 Report on the
Implementation of China’s Monetary Policy clearly expounds the thought of China’s
interest rate liberalization, that is, the sequence of deposit and loan interest rate
liberalization reform is “foreign currency first, the currency later; loans before
deposits; First long-term and large amount, then short-term and small amount”.
Actually, the liberalization of foreign currency loan interest rate and large foreign
currency deposit interest rate was realized in 2000. Since 2002, the reform of interest
rate liberalization has been accelerated. In 2004, interest rate cap of RMB loan
interest rate was cancelled, the interest rate floor was 0.9 times the benchmark
interest rate, and the deposit interest rate floor was cancelled.

In 2012, the deposit interest rate was allowed to rise to 1.1 times the benchmark
interest rate, and the loan interest rate was allowed to fall to 0.7 times. On July 20,
2013, the People’s Bank of China announced to fully liberalize the control of loan
interest rate and cancel the loan interest rate floor, making substantial progress in
the liberalization of loan interest rate. On November 22, 2014, the People’s Bank of
China further expanded the floating range of deposit interest rate cap to 1.2 times.
In March 2015, it gradually expanded to 1.3 times and 1.5 times. Until October 24,
2015, commercial banks and rural cooperative financial institutions no longer set the
upper limit of floating deposit interest rate, realizing the liberalization of deposit
interest rate.

Nominally, China’s interest rate liberalization was largely realized in 2015, but in
essence, the results of the liberalization are far from enough. There are still various
forms of implicit caps and floors and interest rate alliances, regardless of deposit or
loan interest rates. In particular, the essence of interest rate determined by the
People’s Bank of China has not changed at least in form.

On August 17, 2019, the People’s Bank of China issued a notice announcing the
decision on the formation mechanism of loan prime rate (LPR)1%. It should be said
that this LPR reform further promotes the process of interest rate liberalization in
China, focuses on improving the degree of interest rate liberalization at the loan end,
and is also conducive to improving the interest rate transmission efficiency of the
Central Bank of the People’s Republic of China.

1 Loan Prime Rate , LPR
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I. An important step to improve the formation mechanism of loan prime rate in the
reform of interest rate liberalization in China

The main contents of this reform include: 1. Enhance the operability of the loan prime
rate. This includes raising the frequency of announcement to monthly and
announcing loan interest rates for more terms. The People’s Bank of China authorizes
the National Interbank Funding Center to announce the loan prime rate at 9:30 on
the 20th day of each month (postponed in case of holidays). The loan prime rate will
be extended from the original 1-year term to the 1-year term and 5-year term. The
bank’s loans with a term of one year and more than five years are priced by reference
to the loan prime rate of the corresponding term, and the loan interest rates within
one year and between one year and five years are priced by the term varieties
selected by the bank for reference. 2. The loan prime rate is linked to the operating
interest rate in the open market. The Quotation Bank of Loan Prime Rate shall quote
to the National Interbank Funding Center before 9:00 on the 20th day of each month
(postponed in case of holidays) in the form of adding points to the open market
operating interest rate (mainly refers to the medium-term lending facility interest
rate, MLF)22. 3. The Central Bank explicitly requires banks to refer to the loan prime
rate in loan implementation. Each bank shall mainly refer to the loan prime rate for
pricing in the newly issued loan, and adopt the loan prime rate as the pricing
benchmark in the floating rate loan contract. The safeguard measures include the
supervision and management of bank’s interest rate pricing self-discipline
mechanism and the Central Bank’s macro prudential assessment (MPA)32.

Figure LPR and MLF interest rate
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! Medium-term Lending Facility , MLF

2 Macro Prudential Assessment , MPA
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According to the official statement of the Central Bank, the purpose of this reform is
three: First, deepen the reform of interest rate liberalization. The so-called interest
rate liberalization reform includes at least two aspects, one is the liberalization of
interest rate formation mode (financial institutions), the other is the liberalization of
interest rate regulation mode (Central Bank). The above two aspects are reflected in
the reform by linking the loan prime rate (financial institutions) with the operating
interest rate in the open market (Central Bank). Second, improve the transmission
efficiency of interest rate. The Central Bank explicitly requires and takes measures to
guarantee the transmission of the loan prime rate to the loan interest rate
implemented by commercial banks when they carry out business. The third, promote
the reduction of financing costs for the real economy. In the future, following the
reduction of the operating interest rate in the open market and (or) “add points”, the
loan interest rate and financing cost of the real economy will be reduced.

At present, the market pays more attention to and discusses the influence of the
reform of the loan prime rate on the loan pricing behavior of financial institutions
and its contribution to the decrease of the financing cost of the real economy.
However, | believe that this reform is more significant for promoting the
transformation of China’s monetary policy regulatory framework from monetary
quantity regulation to monetary price regulation.

Il. China’s transformation to monetary price regulation is the direction of reform

From the international experience, since the mid-1980s, many developed countries,
such as Britain, the United States, Japan, Australia, Germany and France in the Euro
area, have generally transformed to the monetary price regulation mode based on
interest rates, generally adopting the monetary policy framework with stable
inflation as the main monetary policy target and only adjusting short-term market
interest rates under the guidance of certain rules and has been in use today. Even
when the global financial crisis in 2008 severely impacted and damaged the function
of financial market, forcing many developed countries such as Britain and the United
States to adopt zero interest rate and quantitative easing monetary policy, ultra-low
interest rate is still the most important operation target of Central Banks of all
countries, while the quantitative target is only the second operation target of
unconventional monetary policy of all countries. The above international experience
and practice will undoubtedly provide an important reference for the reform
direction of China’s monetary regulation from monetary quantity to monetary price.
In the 13th Five-Year Plan, China proposed to “improve the operational targets,
regulatory framework and transmission mechanism of monetary policy, build the
target interest rate and interest rate corridor mechanism, and promote the
transformation of monetary policy from quantitative based to price based”.

Figure Interest rate instruments in the United States and European
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In recent years, with the further acceleration of financial innovation and market
deepening, the factors that affect the monetary aggregate are more complex. The
measurability and controllability of M2 (broad money) are significantly reduced. The
correlation between quantitative objectives (M2, loan growth) and the main
indicators of China’s real economy (such as nominal GDP growth, CPI growth) has
been greatly weakened. The significance of monetary quantity as an operational
indicator of monetary policy began to weaken. Objectively, it is required to desalinate
the quantitative intermediary target of monetary policy and pay more attention to
the price-type operational target. In 2018, the People’s Bank of China announced that
it would no longer release any specific monetary quantity targets, indicating a
transformation to monetary price regulation.

Monetary price regulation plays an increasingly important role in macroeconomic
management. Even in the 1990s and the first 10 years of this century, when the
quantity of money was mainly regulated, the Central Bank played an effective role in
regulating the monetary price while using the quantity regulation by means of
reverse repo, positive repo, refinance (rediscount), issuance and repo of central bank
bills. Officials of the People’s Bank of China pointed out that since 2013, the People’s
Bank of China has improved the deposit loan ratio and reserve assessment, adjusted
the re-loan classification system, improved the Central Bank’s collateral framework,
and expanded the open market operation from twice a week to daily through the
implementation of short-term liquidity management instruments including SLO?,
SLF52, MLF, PSL63, etc., and the improvement of the medium and long-term basic
currency delivery mechanism operation, and effectively ensures the basic stability of
market liquidity and enhances the market interest rate guidance ability.

lll. Difficulties and challenges in the transformation of China’s monetary price

regulation

1Short-term Liquidity Operations , SLO
2 Standing Lending Facility , SLF
3 Pledged Supplementary Lending , PSL

50



Under the influence of many institutional and structural factors, China still faces
considerable difficulties and challenges in its transition to monetary price regulation.
On this topic, relevant decision makers and researchers of the People’s Bank of China
have conducted in-depth research, which is summarized as follows:

First, there may be conflicts among multiple monetary policy targets in China, which
may cause policy signal disorder, aggravate short-term interest rate fluctuation and
affect the transmission of monetary price policy signals.

Second, short-term interest rates are too volatile. Comparing the variation
coefficients of interest rate data during the day between China and other countries,
Dr. Ma Jun found that the volatility of short-term interest rate in China was still
several times that in Europe and the United States. The high volatility of short-term
interest rate obviously reduces the willingness of commercial banks to use a certain
short-term interest rate as the pricing basis, and also increases the difficulty of
cultivating policy interest rate in the future.

Third, a large number of soft budget constraint departments (such as local
government, state-owned enterprise and real estate enterprise) are not sensitive
enough to interest rate signal, cause that monetary policy is easy to loosen but
difficult to tighten. In addition, the soft budget constraint department artificially
reduces the credit premium due to the recessive guarantee, so it easily obtains
financial support. As a result, the efficient private enterprises are excluded.

Fourth, regulatory administration lacked the supervision for financial innovation and
shadow banking in the past period, which made the price of financial products unable
to truly reflect the real credit risk premium, distorted the transmission of interest
rate, and greatly reduced the effect of interest rate regulation.

Fifth, unreasonable regulation still exists in financial market innovation and
development. The depth of financial market is relatively limited, which severely
restricts the product pricing and risk management ability of financial institutions and
affects the transmission efficiency of interest rate policies. According to Dr. Ma Jun's
estimation, the interest rate transmission efficiency through the bond market in
China is about 3/4 of that of the developed countries, and the interest rate
transmission efficiency through the banking system is estimated to be less than half
of that of the United States.

IV. Several principles of China's transiting to currency price control in the future

1. On the condition of paying equal attention to multiple monetary policy objectives,
pay more attention to the inflation and financial stability objectives. After the global
financial tsunami in 2008, one of the reflections on monetary policy in various
countries is that a single inflation objective cannot be used for effectively preventing
the financial crisis, and multi-objective monetary policy and macro-prudential policy
shall be adopted. China has always adhered to the simultaneous
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development of multiple monetary policy objectives. In view of different major
contradictions in different periods, some of the monetary policy objectives can be
emphasized. For example, what China needs to deal with most is the shock of Sino-US
trade friction and the threat of high macro leverage ratio and high real estate price to
the financial stability. Trade friction is both a total demand shock and a total supply
shock, which may cause the total supply curve to shift to the left, resulting in a faster
decline in China's potential economic growth rate. Therefore, we need to be more
cautious in making the economic growth objectives and “pay attention to the difference
between changes and cyclical fluctuations of economic trend”. In addition, given the
unpredictability of the potential output level, we shall be more vigilant against the
inflation and prevent the excessive rise of asset price and macro leverage ratio. On the
premise of the multi-objectives, the emphasis is given to the key objectives, which
contributes to avoiding disorder of policy signals and variability of policy interest rates
caused by conflicts among multiple policy objectives, and to the smooth transition to
monetary price control.

Figure: Inflation objective is one of the objectives which Central Bank attaches great
importance to.
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2. Strengthen the coordination between monetary policy and macro-prudential policy.
In the 19th CPC National Congress, China has clearly stated that “we shall improve the
regulatory framework with the monetary policy and macro-prudential policy as two
pillars, and deepen the market-oriented reform of interest rates and exchange rates.”
To realize multiple monetary policy objectives, we cannot only rely on the monetary
policy. Monetary policy and macro-prudential policy have their own advantages. If they
can give full play to their respective advantages, they can facilitate each other. For
macro-prudential policies, we aim to mitigate the impact of pro-cyclical fluctuations in
the financial system and cross-institutional and cross-market risk contagion on macro-
economy and financial stability, with the prevention of systemic risks as the main
objective, from the macro, counter-cyclical and anti-infectious perspective. Monetary
policy mainly aims at price stability and promoting
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economic growth, while macro-prudential policy mainly aims at maintaining financial
stability; monetary policy is mainly used to regulate aggregate demand, while
macro-prudential policy is more against the act of increasing leverage; monetary
policy takes interest rates and others as the tools, while macro-prudential policies
mainly rely on adjusting capital requirements and leverage levels. The two major
policies not only have their own focus but are closely linked. Recently, the Central
Bank launches the loan prime rate reform, the all-round reduction of deposit reserve
ratio as well as the strict structural management of the real estate loan interest rate.
This case is realized by the coordinated cooperation between the two policies. It can
be said that macro-prudential policies expand the policy space for monetary policy
operation and monetary price control.

3. Determine the policy interest rate and establish the interest rate corridor control
mechanism as soon as possible. The essence of interest rate marketization is to let
the market play the decisive role in the allocation of financial resources through the
price mechanism. In the future, the short-term repo operating interest rate in the
open market can be considered as a part of the Central Bank's policy interest rate
and it can be announced regularly when the opportunity arises. Besides, appropriate
indicative interest rate can be explored as the Central Bank's operating target in open
market. In conjunction with this, in order to cope with the disturbance of the
unexpected liquidity shocks on the interest rate and to stabilize market expectations,
an “interest rate corridor” shall be established and perfected, with SLF (Standing
Lending Facility) interest rate as the upper limit, excess reserve or other deposit
facility instrument interest rate as the lower limit, and the market benchmark
interest rate regulated through open market operation. What needs to be
emphasized is that the transition to monetary price regulation requires the
regularization of policy interest rate formulation. Otherwise, the demand for liquidity
will not be effectively suppressed. The experience of developed countries shows that
policy interest rates deviating from the equilibrium level may also lead to distortion
in the allocation of financial resources and financial crises. This requires improving
the Central Bank's interest rate decision-making space and policy operation
autonomy, timely responding to the latest changes in domestic and international
macro-economic and financial fundamentals and the latest developments in financial
markets. In addition, on the basis of the regularization of policy interest rate
formulation, we need the supporting reforms in various aspects such as system,
organization and technology to ensure.

4. The transition to monetary price regulation does not affect giving full play to the
important role of monetary quantity regulation. In view of the fact that China is still
in the stage of economic transition for a long time, soft budget constraint
departments and rigid payment are still relatively common, while monetary price
control tools are macro-aggregate control tools that reflect capital prices so they
cannot effectively adjust structural problems. Therefore, in the current stage of
supply-side structural reform, especially in response to a series of structural
contradictions and problems faced by China, such as high leverage ratio, high asset
prices of soft budget restraint departments, financing difficulties and high financing
costs of private and small and micro enterprises, and serious delays in the
development of inclusive finance, in the process of transition to monetary price
regulation, we shall give full play to the monetary quantity regulation, such as
targeted cuts to required reserve ratios, targeted medium-term lending facility, re-
loan, rediscount, pledged supplementary lending and other quantitative monetary
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regulation measures, to ensure the effective implementation of the monetary policy
objectives.

5. Further dredge the transmission channels of monetary price control. Effective
monetary policy transmission channel is also a key issue for the successful transition
to monetary price control in the future. The classic transmission channel of monetary
price control is: Central Bank determines the policy interest rate—the policy interest
rate is transmitted to the market interest rate—the market interest rate is
transmitted to the bank deposit interest rate—the bank debt interest rate is
transmitted to the loan interest rate. In addition to the link that Central Bank
determines the policy interest rate, for all other links, commercial banks and other
financial institutions are needed to realize transmission through the adjustment of
asset and liability prices. Central Bank just seizes this key link to push forward reform
of the loan prime rate (LPR), thus dredging the transmission channel of monetary
policy. Next, from the perspective of the bank's internal management, whether the
bank can adapt to the new situation and establish a scientific internal pricing
mechanism and performance evaluation mechanism is the “catalyst” to promote the
evolution of the industry through “the survival of the fittest”. From the perspective
of the banking industry as a whole, it is the important point to promote the effective
transmission of monetary price control by effectively exerting the supervision and
management function of the market interest rate pricing self-discipline mechanism
on the irrational pricing behavior of financial institutions, adopting effective way to
encourage and restrict interest rate pricing behavior, strengthening industry self-
discipline and risk prevention, and maintaining a fair pricing order.

It can be seen that the LPR reform of the Central Bank further promotes and
accelerates the transformation to monetary price control by linking the loan prime
rate with the MLF operating interest rate of the Central Bank. By emphasizing that
commercial banks gradually adopt LPR interest rate in loans and guarantee its
implementation by means of MPA assessment, the transmission channel of monetary
policy is further dredged and more solid foundation is laid for the smooth transition
to monetary price control. Therefore, this LPR reform not only promotes the
marketization of interest rate formation methods of financial institutions, but also
promotes the marketization and regularization of monetary price control methods.
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It is conventionally thought that you need to be very rich to have someone
looking after your wealth. Indeed for those with significant fortunes a whole
global Family Office (FO) profession has grown up in the last quarter of a
century to cater for the needs of billionaires. But it also true that whatever your
level of wealth - defined by the size of your personal balance sheet - almost
everyone can benefit from financial advice: advice that seeks to align your
financial assets and liabilities with the life goals that you have set for yourself
and your family.

The rise of China with its attendant creation of simultaneous new generations
of first-time city dwellers, and new affluent, High Net Worth (HNW) and Ultra
High Net Worth (HNW) individuals is both a challenge and an opportunity for
the Chinese financial services industry and its partners around the world. And,
in addition to the onshore challenge in China, there is a similar, perhaps even
bigger one along the extent of the belt and road. To serve the needs of the
developing world the financial advice industry will have to teach and embed
the skills of saving, planning, asset and liability management and yes, eventually
philanthropy, just as the developed world learned those skills over the course
of the 19th and 20th centuries.

This short paper will argue that the management of wealth at every level in the
emerging markets will need to build on the lessons learnt in traditional western
wealth management businesses. And it will argue that if western firms are to
be able to take advantage successfully in emerging onshore markets, then they
will need to get very good at that quintessential private banker skill: being able
to put yourself in the shoes of your client. The Chinese might say: demand from
yourself what you demand from others - forgive others as you would forgive
yourself.

As we reach the end of the second decade of the 21st century the geopolitical
world seems more unstable than at any time since the end of the Second World
War and some commentators predict that wealth inequality, income inequality
and healthcare inequality will be top risks for global markets in the 2020s.

If China is to successfully protect, preserve and grow the private client wealth
that it has already generated and will continue to generate, it is essential that
it develops a platform on which its own domestic industry can thrive and into
which international partners can plug and play.
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The provision of high quality financial advice is the key element for success. It
is axiomatic to expect that China will develop a state of the art technology
platform which will serve as the core current and capital accounting system
that all private clients will need. We can also expect that the full range of capital
markets products and services will be built safely and made available on the
technology platform.

What is less easy is to provide the appropriate level of financial advice, because
advice must be predicated on a good understanding of a client’s needs,
individual and family goals, and a desire to provide for future generations, often
respecting the wishes and traditions of those who have gone before.

For new Chinese city dwellers and for newly emerging wealth along the belt
and road, artificial intelligence, combined with money transmission
infrastructure - possibly a government backed distributed ledger - is likely to be
the most effective way of bringing reliable advice to the largest numbers of
individuals. Data science and knowledge engineering skills currently being
perfected in universities and fin techs around the world will provide reliable
algorithmic answers for less complex needs.

For emerging affluent and HNW individuals, a combination of high-quality
automated services with periodic interventions from a human advisor is likely
to be the answer. Advice on what to do when the family receives an unexpected
piece of good news or bad news, or on how to plan for retirement, or on how
to think about heirship: planning for the next generation - will all need careful
consideration and the intervention of a financial planner. Although even here
it seems likely that Al will quickly provide a range of solutions that do not exist
today.

For those with significant fortunes, there will again be a combination of
technology use for basic transactions and for capital decisions that have low
complexity; but this group is likely to continue to have a range of financial
advisors who look to provide more personal and tailored services that are
aligned with the interests and goals of the ultimate beneficial owner of the
fortune.

For those who have Family Office structures built around them there will be a
need for financial services institutions to provide “institutional” sales services
to the FO, whilst ensuring that they continue to understand and respect that
there is an individual or a family whose interests and goals need to be carefully
taken into account.

As China completes the task of bringing its total population into the network of
old, new and emerging cities that comprise the modern PRC, and as it slowly
applies the lessons it will have learnt in this process along the extent of the belt
and road, then in a very real sense we will see the emergence of the most
significant opportunity potentially to provide sustainable employment creation
in the developing world and an alternative way of addressing wealth, income
and health inequality. Aligning the provision of world class financial advice -
which will also assume adherence to sustainable
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ESG principles - to the wealth that is created, whether it be modest or
significant, will be a critical plank in the overall success of the initiative. For
without good advice, there is the risk that the wealth will be squandered or
misaligned with the long-term interests of those who have created it.

The opportunity we have considered is of course an opportunity which begins
in the East. Western firms will be keen to see how they can participate in the
new advice markets in the East, leveraging the know-how and the
infrastructure which they have already developed over many years.

And itis here that they will need to draw deep on the ability to put themselves
in the shoes of the East. For if western firms simply draw on existing models
and processes to try to leverage the opportunity in the East, they are less
likely to succeed.

The scale of the onshore China project and the scale of belt and road are such
that they do not fit neatly into the time horizon of a typical western
investment payback period, let alone the timeframe of an annual or quarterly
earnings discipline. The capital that is being grown is in a very real sense
patient capital. And the means of growing it will need to be patient too!
Martin Jacques, the British journalist writes in his book on the rise of China
that the time perspective of the Chinese vision is both long-term and open
ended.

And it is perhaps in the bringing together of that long-term and open-ended
perspective that the western and eastern approaches may be synthesised.
Western firms can look back over many hundreds of years in managing the
capital of their citizens, business people, even monarchs and princes. They
can draw on the advice that has worked well and the advice that has not.
Chinese firms need to look forward over an undefined period, perhaps lasting
another 50 or 100 years. Building that opportunity for firms from the east and
enabling firms from the west to deliver advice and services on the emerging
Chinese platform will perhaps be the most extraordinary wealth
management opportunity in history thus far.

And a final thought on how the business models and cultural approaches can
align may be drawn from John Ruskin, the 19th century art critic and author,
who wrote in his essay Unto this Last that: “that country is the richest which
nourishes the greatest number of noble and happy human beings; that man
is richest who, having perfected the functions of his own life to the utmost,
has also the widest helpful influence, both personal and by means of his own
possessions over the lives of others”

He had a point
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The world seems to be falling apart around us, wherever we are on the globe.
The United States are failing to deliver the American dream of opportunity to
its young generation and are falling into the trap of bullying other countries in
an “America first” ideology, which in reality only favors its rich rather than
Trump’s supporters. Europe is tearing itself apart (triggered by a UK that is
confused about what it wants), destroying its widely admired achievement of
bringing together countries that had been at war with one another for
centuries, and of building an economic block that created wealth for all its
members. Other countries are falling under the rule of thug-like autocratic
rulers who do not have the interest of their societies at heart but only their own
power. And to top all of this, the US and China are locked in a trade war that
the US President claims is to “force China to play by the rules” (although many
reasonable people suspect that the US are trying to hold down a perceived
strategic rival), and this trade war is threatening to throw the US into a
recession as well as to badly hurt the Chinese economy. Looking at the entire
global picture, it is full of “lose-lose” interactions, driven by emotional “us
against them” hatred among multiple parties (within and across countries)
rather than the search for win-win opportunities that could benefit everyone.
All this is happening at a time when the world needs more collaboration, to
respond to the global threats of climate change and inequality (and associated
migration), rather than more conflict.

| argue in this essay that this situation, while posing challenges and threats to
China, also contains a huge opportunity for the country. China has expressed
the desire (and its right) to get back to its historical status of being one of the
leading countries in the world, which was lost in the 19th century. The current
world situation contains the opportunity to emerge as a world-wide leader. |
don’t know whether China really wants to be a world leader, but | observe that
it would be a natural and appropriate step, given China’s developing
capabilities, maybe not the leader but one of a small handful of leaders. While
the world indeed needs global leadership, a status of being a leader cannot be
achieved with power alone, and it will come with responsibilities. | will discuss
below the two sides of being a global leader. The question is whether China
wants this, and if so, whether it is willing to adjust its conduct to step up to this
opportunity.

China’s Achievements and Position Today

China has achieved astonishing success in the 40 years since Party Secretary
Deng introduced the “opening” and expressed the goal of lifting first some
citizens, and then with their help all citizens, from poverty. The country has
since achieved the first step of developed-country wealth for over 400m people
along its coast, and President Xi has now articulated the goal of terminating
poverty, with the government increasing its efforts to make this reality. For a
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long time, the associated economic growth of over 10% at times was fuelled by
“Labor Mobilization”, that is, the move of rural workers to the

factories in the cities that drove China to become the “factory of the world”
and the largest exporter. This growth source is now exhausted, and
consequently, growth is slowing down, but the good news is that there are clear
signs of a successful shift toward growth from productivity improvements and
innovation, as witnessed by global leaders such as Tencent, Alibaba, Huawei,
Haier, Lenovo, (to name but a few examples) and leading technologies such as
high speed trains, photocells, batteries and telecommunications.

Challenges remain --- indebtedness of regional governments is high, and
growth is indeed slowing down (making financing initiatives harder to do). In
terms of policies, there is still an emphasis on state support for SOEs, although
there was an (unfortunately fleeting) official recognition a few years ago that
SOEs have (as a group) not sufficiently innovated and have inefficiently used
the capital given to them. With the government favouring SOEs again, the
private sector, especially the many many small companies, are still facing
unnecessarily high hurdles in getting access to growth capital (although capital
is available), which slows growth and innovation. Also, inequality in the
country’s population has grown (poverty eradication has yet to bring it back
down), and a general tightening against differing opinions (and critical
academic expression) may be risking innovativeness.

The motivation of the last 40 years was to create wealth for Chinese people,
and to re-achieve for China a respected status among the leading nations of the
world, a status that reflects its China’s history. We can now say that China is
well on its way to achieve this. And the population of the country is overall
firmly behind the party --- people are happy with the progress that has been
achieved. The Chinese population seems to fully accept that the government
acts more heavy-handedly against unrest in some provinces than Western
countries would (although Western countries, too, have acted with heavy
means against secession attempts in the past), and the population has
accepted more intrusive cyber information gathering (than, again Western
countries would) because it actually reduces crime and increases
trustworthiness. The party’s position as the representative of Chinese cultural
identity is secure and fully accepted by the population --- the government can
be self confident rather than in need of acting defensively about its position.

But China’s strenghtening international position has now triggered other
conflicts, which are borne out by the current trade war.

What Does “Leadership” Mean?

Let’s go to the very basic definition of leadership as seen by anthropologists
who look at comparable behaviour by humans and their most intelligent animal
cousins: leadership refers to the relationship between the leader and the group
that is being led. The two basic features of a leader are impartiality (helping
the group as a whole to succeed rather than some faction, especially not the
leader’s own faction), and the ability to reconcile conflicts among the group
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members, so they can collaborate again for the good of the group (and again,
a key is that the leader is capable of putting selfish interests behind group
interests). People (or institutions) who can exhibit these behaviors can act as
leaders. That’s it. No “brilliance” or “knowing better” is necessarily required. If
some other group member does know something better, the good leader will
be able to incorporate this knowledge into a group vision in a way that benefits
the group.

This holds for countries as well. If a country is powerful and simply uses its
power to push others around, that’s a bully, not a leader. The US practiced
leadership after the second world war. The Marshall plan was a brilliant piece
of helping the European continent to rebuild with forgivable loans. Mind you,
the US did not “sacrifice themselves” but handsomely gained also, because
everyone gratefully bought their products. Cynics say that the Marshall plan
was a gigantic marketing campaign (and cheap compared to the sales it
produced for the US). But this cynicism is misplaced --- the Marshall plan
genuinely generated huge value in the European countries, while also
benefitting the US; it was a true win-win. Generosity to not only look after
oneself but also genuinely help others was the strength of the US for 50 years.
The USA also helped China to start its development, and many Chinese are
rightly still grateful to the US. | myself lived in the US in the 1990s and was a fan
of the country.

The US did hugely benefit from their leadership position, for example, by having
the lead currency, by having people from all over the world want to use their
products and lifestyle, and not least, by benefitting from the “positive brain
drain” of brilliant minds from all over the world coming to work there. The US
also had no scruples meddling in other countries when American interests were
at stake. But the point is that they were willing to also help others to benefit, it
was a win-win.

Global Conflict

Unfortunately, the US have, as expressed by President’s Trump’s “America
First” and “Make America Great again” slogans, thrown away their leadership.
President Trump has re-defined all win-wins into “exploitation of the [poor]
USA”, seeing only the wins of the others and conveniently forgetting the
advantages that the US had. In other words, “If you are not for what we want,
you are our enemy.” This has not started with Trump, but he (and the
Republican right wing that is really driving the transformation of US policy) has
merely pushed this to the extreme.

The US are no longer a leader but have become a bully. They have pursued a
policy of cancelling international collaborations, aggressively sanctioning
dissent against the US, and ditching previous allies when convenient (think of
the recent behavior towards Kurds). The US are in the process of crippling
global institutions (for example, the Tokyo accord, and also hollowing out
NATO), and more generally, any culture of international collaboration in the
face of global threats (such as climate change or inequality).
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In this context, the official reason for the trade war between the US and China
is China’s unfair competition strategy: Its corporations take advantage of
America’s open markets, while China keeps its own markets closed to American
products. But the unofficial reason is that while the United States have led the
world in technological innovation for many decades, China is fast closing this
gap. From national strategies to foster the development of Al and other key
technologies to recruiting top technology talent from around the world, Beijing
is seen as being committed to becoming the world’s new technological
superpower (Forbes, Jan 24, 2019)*.

In effect, the US are destroying goodwill toward them by other countries
(except for right wing strongmen who see US behavior as a confirmation of
their own behaviour). Moreover, the US are, with their nakedly selfish and
double-standard behavior, throwing out of the window all moral legitimation
of their global leadership role. | am sad, because this will undermine the US in
the long run, not only in its global standing, but also internally, as Trump is (for
example, with his huges tax gifts to large corporations) betraying the very
people who voted for him, and he is deepening the political gulf in the country.

But why do other nations then not support China more strongly in the trade
war against the US? Well, old loyalties die hard, of course, and the US still have
significant economic might. However, China’s also has not helped itself in all
respects with its own behaviour. Although certain tariffs and rules have been
loosened since China joined the WTO in 2001, China still practices significant
protectionism with non-tariff rules.

For example, intransparent certification requirements and special (impossible
fill for an outsider) standards de facto block a number of European technology
providers. China protects especially aggressively its agricultural sector, for
example every noodle or snack needs since October 2017 an individual safety
certificate by the government of the exporting country assuring that the
product does fulfil all requirements of the Chinese quality regulator --- this is
impossible to fulfil and eliminates importers from the Chinese market. This
does not even increase Chinese food safety, and moreover, exceptions have
been granted to certain countries who played along with other, unrelated,
Chinese demands. In general, complicated licensing rules and intransparent
standards are still being used to eliminate competition for a number of
industries. The consequence is that some country leaders, who are upset about
the behavior of the US, mutter under their breadth, “But Trump has a point
here,” and end up supporting the US or at least acquiescing.

While many countries get away with a bit of protectionism for key industries, a
country that has the ambition to be a leader needs to hold itself to a higher
standard. Yes, there are still underdeveloped regions in China, but it is
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problematic to claim exceptions as a developing country and at the same time
request a status of leadership (anyway, there are weak sectors in all countries).

Finally, there is the periodically re-appearing accusation that development aid
that China has given to developing countries (for example, financing for large
infrastructure projects, among others, projects related to the Belt-and-Road
initiative) has posed onerous payment conditions and led to hardships in those
countries. Indeed, one port has been “repossessed” by China. However, by and
large, China has already begun to forgive debts to poor countries, and studies
have shown that no widespread exploitation by China is visible in this context.
Not all accusations against China (in a convenient global blame-game)
withstand scrutiny.

What China Could Do Next

As a sympathetic outsider, | have a few observations to offer. These are not
“recommendations,” but rather, you can view them as thoughts for musing.

China has built the economic might on top of its solid philosophical status as a
country built on a secure cultural Chinese unity, embodied by the government
that has strong legitimacy in the eyes of its own population; this represents a
basis to credibly claim a leadership role in the world. Why would China even
want this? There is a simplistic answer, “because it can”, but this has two
pieces: one, responsibility. The international community across the world faces
existential problems, such as climate change and inequality leading to
migration, which we (as humanity) are currently failing to address, and
leadership is needed. Mind you, leadership that transcends selfish interest to
help the community. Two, might. Leaders rarely sacrifice themselves, but they
usually do benefit from the ability to guide others (as the example of the US
after WWII shows). But this has to be restrained by still striving for win-wins.

These observations offer food for thought for China. China in its controlling
mode exhibits not leadership, but unnecessary defensiveness. Everyone has
problems, and sometimes, admitting problems actually helps addressing them.
China acting as a leader would mean not insisting on everyone bowing to
Chinese views and only say what Chinese want to hear. Countries have different
views, and trying to get everyone to fall behind one’s own is hopeless anyway.
Being a leader means helping the international community to arrive at
decisions, and to undertake actions, that benefit the entire international
community and the planet. It means not necessarily insisting on China’s
interests being the exclusive yardstick. | repeat that China would not have to
sacrifice itself to do this. The point is, again, to allow for win-wins.

For example, would it be so costly to open its markets more to foreign
companies? It would maybe indeed cause some domestic companies to lose
out, but it would also increase exchange and create other companies more
prepared to compete globally. Would it be so costly to allow some additional
credits to developing countries to be forgiven (one could even make it
conditional on their responsible use of the funds) --- it would increase the
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international markets for Chinese goods and services. Would it even be so
dangerous to loosen a bit again recent restrictions in academia to increase the
competitiveness of Chinese research? The party and government have so much
strong support in the population that a few aggressive dissidents would not
endanger this, and the benefit would be a more resilient and robust academic
sector. (Indeed, aggressively pursuing dissidents may have the adverse effect
of getting them more attention than they would get otherwise; letting them be
might be in the end more benign.) There is lots of opportunity for win-wins, and
the country and its government are secure and powerful enough to no longer
need to insist on suspecting a catastrophe behind every little hiccup behaviour
by others.

China’s governments have achieved so much. And the country has a lot to give
to the world, which can be done in a way that the country itself will also benefit.
The greatest leaders are now only powerful, but also generous and willing to
maintain a constructive dialogue with others with a give-and-take. Insisting on
perfect control can be extremely costly, as the example of the Soviet Union
under Breshnev demonstrated in the 1970s and early 1980s: Historians today
see the overcontrolling and dissent-suppressing actions in this period as the
last push reducing the country’s economic dynamism so far that it collapsed
(forcing Gorbatschow to seek Glasnost). This is even more relevant in today’s
world of data gathering and analysis technology.

As | write this, the news are that China’s growth is dramatically reduced from
the trade war, and the country is reducing its investment abroad. But the US
economy is suffering too, and the US government is also feeling the heat. There
is hope that reason will reassert itself, and the trade war will be stopped. China
is not necessarily in the weaker bargaining position. If the trade war spirals out
of control, the situation may again fundamentally change. But chances are that
strategic leadership of China in the world will be (or become) an important
consideration for the country.
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