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China’'s New Science & Technology Strategy: Implicationfor Foreign Firms
by Denis Fred Simon, Cong Cao and Richard P. Suttmeier

Stunning development

According to Science, Technology and Industry Outlook 20@&ased late 2006 by the Organization
for Economic Cooperation and Development, China hasrbe¢he world’s second largest spender on
research and development. Its R&D expenditures, rdegh@6 billion in 2006 in purchasing power
parity terms, ahead of Japan’s $130 billion, although itlidests than half of what U.S. spending of
$330 billion (OECD 2006). The purchasing power terms are oggial and maybe misleading.
According to the Chinese source, the 2006 R&D expenditures evédy RBM294 billion ($37 billion).
Nonetheless, these statistics represent an apprefiiabtep toward achieving one of the quantitative
objectives set up by China’s Medium and Long-Term Plathi®Development of Science and
Technology (2006-2020). Launched by the Chinese governmentyr2€88, the plan is intended to
turn China into an innovative nation by 2020, whose quangtatbjectives include:

Investing 2.5% of its increasing gross domestic product iDR&

Raising the contributions to economic growth from techigichl advance to more than 60%

Limiting dependence on imported technology to no more than@0f4lue added

Becoming one of the top five countries in the worlthiea number of invention patents granted to
Chinese citizens and in the number of citations to Chiaeshored scientific papers.

While the purchasing power figure must be used with carewhitd China’s R&D expenditures as a
percentage of its GDP — 1.41% in 2006 — has not yet reachiedft world leader in research and
innovation, the underlying trend is that Chinese R&D spenasgbeen growing by an impressive
average of more than 20% over the past decade and fastehat of GDP (NBS and NBS/MST). The
last several years also have witnessed the incigeasim of enterprises in China’s national innovation
system; their contributions to the nation’s R&D expaméis now account for about two-thirds of the
total. Apparently, China will spend considerably more ¢hemext 15 years, as mandated by the
medium and long-term plan.

Moreover, the essence of the plan is that sciendeéexhnology will drive China’s future economic
development, thus enabling the PRC to “leapfrog” intatjoms of leadership in the emerging fields
such as information technology, biotechnology, and nahotdogy. The Chinese objective is nothing
less than to put in place a national capability for g “indigenous innovation.” The plan also
introduces a policy framework for implementation fesies of new regulations and initiatives to
support indigenous innovation, including providing preferett&dtments for 1) innovation within
domestic enterprises, government purchases, high-techigxgad the assimilation of foreign
technology; 2) encouraging foreign corporate R&D atgégiin China; and 3) strengthening intellectual
property protection for Chinese innovators. In a wdrd,dotential impact of the plan will be to shape
the current and future trajectory of Chinese technologidleconomic development.

What does the plan mean to the development of the bassnegonment and the operations of
multinational corporations in China?

Reducing technological dependence

To begin with, “indigenous innovation” (zizhu chuangxinpdlanslated as “independent” or
“homegrown” innovation) not only has become a buzz tartralso has led to considerable confusion
inside China and abroad because, in its ambiguity, it hasdmeestrued by some as echoing techno-
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nationalist notions of self-reliance (zili gengshefig)n the Maoist period — when Chinese research and
innovation activities were largely cut off from theamational community and experienced significant
retardation as a result. In explicating the condeptjever, the plan points to zizhu chuangxin as having
three components: genuinely “original innovation” (yuamstiangxin), “integrated innovation”

(jicheng chuangxin, or the fusing together of existing tetdgies in new ways), and “re-innovation”
(yinjin xiaohua xishou zaichuangxin), which involves the asatian and improvement of imported
technologies.

Closely related to the emphasis on indigenous innovaione of the quantitative objectives of the
plan, noted above, to reduce China’s dependence on impectaiblogy to less than 30%. Here, the
dependence of a nation on foreign technology is tled by dividing the value of imported technology
by the nation’s domestic R&D expenditures plus the redtri@logy exports, that is, the value of the
technologies exported minus the value of technologwp®ited. This formula is a bit odd, and indeed,
represents a Chinese “indigenous innovation” in the studgiehce & technology and innovation
policies. On its face value, the dependence on foreigmblogy can be limited by either increasing
domestic R&D expenditures and technology exports, or dsitig technology imports, or a
combination of both.

Unfortunately, reality is much more complicated tham theory suggests. Boosting R&D spending is
one thing, but turning R&D into innovative products th& esmpetitive domestically and

internationally is quite another matter. For Chinggerprises, at least for the time being when many of
them do not possess sufficient human and financialiress to engage in large-scale innovation
activities — only about a quarter of China’s large and medized enterprises have science &
technology centers and less than 40% are engaged in &ifies (NBS/MST, 2006, p.107) —
technology import and other forms of technology intromunctrom outside China will still play an
important role in building Chinese innovation capacityears to come. The critical point is not
whether the PRC should limit the importation of foreigchnology, but whether China can harness and
add value to imported technology. This, in turn, is linleetldw they spend their R&D money,

including that portion targeted for facilitating the alpmm of foreign technology.

In fact, this objective reflects a serious contradrciiside the plan itself. On the one hand, innovation
based on imported technology falls into the secondooment of indigenous innovation, as mentioned,
and therefore, significant efforts need to be devotetdaligestion and assimilation of such types of
technology. The policy measures accompanying the plareaiphasize this fact. On the other hand,
the plan points out that China should not depend so heavilgchnology imports as the source of
innovation. In fact, this contradiction most likelyfleets the differences of interests between China’s
S&T policy makers, represented by the Ministry of Saseacd Technology, which advocates
indigenous innovation and the reduction of foreign technodigpendency, and Chinese enterprises,
which, supposedly at the center of innovation, are lkslylto bet on internally generated know-how
from a more pragmatic, self-interest perspective. éstergly, this apparent contradiction also has
raised concerns among the international business conynukicareful reading of the plan only
reinforces the sense that reducing dependence on foeelgmology may be more of a political slogan
than a practical objective.

Attracting multinationals for R&D activities

The goal of decreasing reliance on foreign technologyy abpears contrary to the desire to attract more
R&D activities by multinationals to China, as specified iy plan and reinforced in comments made by
officials from China’s Ministry of Commerce in Decemt2906. After China re-opened its door in the
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late 1970s, foreign corporations started entering China.fifBhéo come were companies focused
primarily on labor-intensive manufacturing activitiegons, clothing, and other low-end products. As
China’s investment environment improved, multinationals grddoeved into higher value-added
operations to China, not only to penetrate the huge Chinesestommarket, but also to take advantage
of the effects of the learning curve in terms of tHatireely higher quality but less expensive labor force
in the PRC to climb the value chain.

Since the late 1990s, multinationals have started toaewas R&D presence in China by opening
research and engineering centers and collaboratingept@hinese universities. According to the
statistics from China’s MOFCOM, foreign corporatiaat up 980 R&D centers in China as of 2006, up
from 24 in 1997. The number is probably overstated as #nermost likely only 300 or so substantial
foreign corporate R&D centers. Many so-called R&D eentaire not independent but are affiliated with
a specific venture’s Chinese operations. Their registravith Chinese MOFCOM is designed, largely,
to take advantage of the preferential treatment thaCkiveese government is offering. Moreover, many
such R&D efforts by foreign corporations in China &sslpart of a global innovation strategy and
related to the company’s localization strategy — beiagetzlto their Chinese operations and localizing
products for the local market (Serger 2006). Viewed ftmmperspective, these R&D activities and
their contribution to China’s innovation efforts shoutt be exaggerated.

On the other hand, at least 30 large multinationals dilyreave more than 60 facilities engaging in
innovative research in China. These centers, by Madrd8M, Intel, GE, Motorola, Nokia, Unilever,
Procter & Gamble, AstraZeneca, and others, represaghdicant commitment by these companies;
their activities cannot be explained simply by the ativamf the Chinese market. They are part of a
larger global innovation reconfiguration. In such insésnenultinationals are attracted by China’s
“brainpower” rather than Chinese brawn. Multinatiorsls plugging into China’s talent pool,
accessing high-quality researchers from domestic entespresearch institutes, and universities to
fortify their high-end scientific and engineering workfem@round the world. The rapid growth of these
types of R&D efforts may seem somewhat surprising in \@éthe bad press China receives about the
problems of intellectual property rights protection. Biheless, it seems multinationals find the upside
benefits worth the risks, even with the high degrelalwdr turnover in the Chinese economy.

While encouraging more and more of this type of investn@mina’s leadership also is concerned about
whether these R&D centers will be effective instrutaerf technology transfer and whether they will
bring technological spillovers to Chinese enterprisesth& world economy shows signs of becoming
more protectionist and the benefits of globalizatiordenm some areas, the PRC leadership wants to
move quickly to bring R&D into the country as a way th@nce access to high-end know-how.
Whether this will occur, and via what vehicles and chisniaee the big questions surrounding foreign
R&D in China. Still, with support from the central gowment in Beijing, many local governments in
the PRC are competing intensely with one anothetttacathese R&D investment projects.

Given the orientation of the plan, combined with gla#tisourcing trends, as long as China continues
to turn out highly educated scientists and engineers, thrgowill be a magnet for the new R&D
activities of multinationals. Consequently, there Wéla restructuring and remapping of the global
R&D landscape, through which China will surely be one efli@neficiaries. For one thing, high-end
R&D from multinationals helps China to utilize globa&B resources. Indeed, as a whole, funding
from the foreign sources already contributed some 15@hofa’s R&D expenditures — presumably
most from MNCs.
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Stimulating high-tech exports

The plan also aims to further develop China’s high-techsims, including stimulating high-tech
exports through tax and other incentives. Since the 19¥f)sidch exports have become an important
growth engine for the Chinese economy (Figure 1). Buh&fimpressive high-tech trade statistics
need to be scrutinized. First, while the PRC’s expaented strategy has yielded obvious positive
results, basic processing and assembling with key comgofient abroad for export purposes has
accounted for a significant part of China’s high-tech etgpor

Figure 1 China’s High-Tech Trade
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Second, China’s export-led high-tech industry has beesdlas low labor costs and imported foreign
technologies or even components. China has becongeaad®mbly line for products made of high-
tech parts from abroad plus some lower-tech domestipooents. Most of the Chinese “indigenous”
exports are lower-end products involving basic processing andfatauring techniques, while imports
in general are much more sophisticated. There hasébtandency for the world’s leading
multinationals, especially those in the informatiod anmmunications technology area, to move their
manufacturing facilities or outsource production to Chimatbecause of Chinese competitiveness in
technology, but largely because of its comparativeatiges in labor. Clearly, China has moved and
will further move steadily up market. Being labor-irgee, however, these types of so-called “high-
tech” exports bring only a slim profit margin, sometinas low as 2%-3%, to Chinese firms.

Third, in areas where the Chinese economy appears toang@yain level of competitiveness, much of
it has come from foreign-invested enterprises (sanej)gipver the years, for example, most of the
computer systems and mobile communications equipment leavedxported by foreign-invested
enterprises. Wholly own foreign enterprises havdrdmried a significant portion of China’s high-tech
exports — some 90% in recently years, while state-ownegtprises have seen their share decline year
over year (NBS/NDRC/MST, 2006, pp.447-8).
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In a word, it is high-tech multinationals that haveddéad from China’s increasing high-tech exports.

In the meantime, China’s high-tech industry remains siratty weak — emphasizing processing and
assembly of low-end products with low value-added and ledrgygn-invested enterprises. Because of
this, China may make and export “high-tech” products in lgtgtity, but does not enjoy the benefits
and profits that come from leveraging its own technolkaggroduce higher value-added items. All this
points to a pattern of its high demand for and reliance apeanced foreign technology, a shortcoming
that the plan explicitly wants to eradicate. And gipath dependence, the domination of foreign
invested firms in China’s high-tech exports poses diffieslfor its domestic high-tech firms to become
innovative. This is one of the reasons that the placeslso much emphasis on the building up of
indigenous innovation and alleviating the dependence oigfotechnology.

Strengthening intellectual property rights protection

One last point worthy of attention is the focus ofplen on strengthening intellectual property rights
protection in China. This is one of the critical intivas within China’s S&T development strategy
adopted in the new century — the other two being the fosualent and technical standards — because
China has paid an enormous price for over indulgence inrtegbtechnology while it has yet to
establish sources of competitive advantage based on Elurested and owned intellectual property
rights. Furthermore, China has met various trade-cklatellectual property rights barriers. According
to a recent report in the Financial Times, China iseiasingly the main target of litigation at the
International Trade Commission, with the number ohtdaagainst mainland Chinese companies
multiplying rapidly since 2000; foreign patent owners having woabout half of the cases against
China over the past 10 years (Waldmeir 2006). Even thoegBhimese have recognized the strategic
value of intellectual property rights in today’s globabeomy, they have paid a steep financial price for
not understanding this point much earlier.

Protecting intellectual property rights effectively argbrously will spur the expanded introduction of
advanced technologies and especially the manufacturirgnoproducts in China earlier in their life
cycle. More importantly, intellectual property rightetection will give domestic firms incentives to
invest in R&D and introduce innovative products to the marketly when domestic entities start to be
innovative is it possible for the nation to turn itsetb a truly innovation-oriented society.

Conclusion

As a new, strategic S&T and innovation policy manifegte,Medium and Long-Term Plan for the
Development of Science and Technology (2006-2020) reinforee® & ambition to become a globall
technological power. China consciously is trying to titarsfrom a manufacturing-based economy to
an innovation and knowledge-based economy; progress tothsdmpal is already in evidence. Take
the OECD statistics on China’s R&D expenditures asxample. Regardless of whether they are $136
billion or $37 billion or, probably and more accurately, sahere in between, there has been a trend of
rising spending on R&D, and this trend will have positimplications for China’s economic transition
away from a heavy natural resource and energy using, amamtally destructive model of economic
development. This suggests that the transition to a legigw economy is not only good for China, but
also for the rest of the world.

The plan’s emphasis on indigenous innovation is not asgronist as it seemed to some at first sight.
Chinese leaders understand that in today’s globalized woodomy, lone ranger strategies will likely
not be successful. Along with strengthening its own inhegaapabilities, China also must become
more adept at collaboration and cooperation. Obviotmiyg range of economic, political, and national
security reasons, China is eager to become a more inmoeatented society, but only can achieve this
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goal by becoming more integrated into the global ecorammaytransnational knowledge networks. The
real challenge for China is how to effectively accass utilize global resources rather than to worry
about becoming overly technologically dependent.
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Can Development Dissolve Swords and Shields?
Hu’'s ‘Harmonious Socialist Society’ betwixt Mao Thought anl Deng Theory

by Stephen Herschler

October’s meeting of the 6th plenum of the 16th Ce@aahmittee of the Communist Party of China
(CPC) concluded by passing “The Resolution on Some Issugslding a Harmonious Socialist
Society.” This document presents not only the Party’seatiigoals for China’s development, but it also
introduces Hu Jintao’s original contribution to Marxg¢alogy. Yet certain aspects of the Resolution’s
wording are striking, specifically the prominent rolgiites to ‘contradictions’ in contemporary China.
Hu Jintao is generally considered to have been selectBeéiny Xiaoping to succeed Jiang Zemin.
‘Contradiction,” however, is very much the brainchifdwao Zedong. Yet Deng could only pursue
‘reform and opening’ after superseding Mao Thought witfotis. This raises the question: how can
Deng'’s political progeny utilize a core Maoist conceghauit subverting his political benefactor’s
reform agenda?

The position of generational Party leader includes progidieological leadership. Hence, the history
of CPC leadership is not just one of leaders but, nngpertant, of their ideologies: Mao Zedong
Thought, Deng Xiaoping Theory, Jiang Zemin's ‘Three Regress’ and now Hu Jintao’s ‘Harmonious
Socialist Society.” Each leader’s ideology combineg then novel formulations with particular
elements strategically selected from previous leaderdirguthoughts, thereby suggesting overarching
ideological continuity between leaders as well ag then particular program being the logical
consequence of that which had preceded it. These idedlfrgiceeworks generate the Party’s ‘line’ and
‘guiding thought’ for national policy in a particular efss China is governed by the CPC, all these
guiding thoughts necessarily adhere to some general Maoxiseption of historical development. That
is, they understand history as a linear process of dawelot (or a path), traveling through sequential
world historical stages, leading eventually to one ulténtiestination: Communism. Thus, each leader’s
ideology necessarily addresses two issues: where Chirentiyris on the path (that is, what stage is it
in) and how China can best progress along the path. Ter beterstand the challenge and opportunity
Hu faces in melding elements of Mao Thought and Deng Theibin his own specific program to
develop China, it helps to first review his predecessossindtive conceptualizations of what generates
progress.

Mao: Progress through ‘Contradictions’

Uniting elements from Daoist philosophy with a Marxist dititeal view of history, Mao emphasized
that ‘contradictions’ not only constituted all thinggie natural world as well as in society, it was the
generative force for development in all domains. A tgtsprogress was driven by contradictions
between social groups, more specifically through clasggle. Mao’s ‘Sinicized’ Marxism helps to
explain some of the distinctive features of Chineseipalieconomy under his rule. In terms of
economics, the Great Leap Forward can be understo@flecting Mao’s belief that the contradiction
between a society’s desire for development and its @ommomic base could be resolved by society
unleashing a revolutionary effort to advance agriculture thaistry. Of course, the Great Leap Forward
proved to be one giant step back for China’s economidal@wvent. In terms of politics, the Great
Proletarian Cultural Revolution was rooted in Mao’s dateing that not only had contradictions
persisted after the Chinese Revolution but that thedeachetions included antagonistic contradictions
between groups upholding the Revolution and those opposi@gaisp class struggle as the key link’
was proclaimed to be the national priority, spawningrees®f campaigns against prominent national
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Party leaders. Of those officials who survived being thgetaof such campaigns, many were restored to
full power only after Mao’s death in 1976. One of them vizeng Xiaoping.

Deng: Progress through ‘Development’

Upon Mao’s death, Party elders who had recently suffdre vicissitudes of Maoist politics, with Deng
Xiaoping as their de facto leader, moved quickly to rethseParty’s guiding thought. ‘Grasp class
struggle as the key link’ was replaced by ‘economic corstruas the focal point.” Party leaders
affirmed that with the Communist Revolution, China hateeed into a new phase of history. Mao’s
works applied mainly to an era of ‘war and revolutiortjinge in which class struggle was indeed the
primary contradiction in society. After the Revadut, however, China had entered into an era of ‘peace
and development.’ revolution while Deng Xiaoping’s glay in spearheading China’s ‘second
revolution,” economic development. Accordingly, thaimtask facing the Party and the people, the
core contradiction, had changed from ‘Liberating the prodeidorces’ to ‘Developing the productive
forces.” Mao’s glory lay in leading the ‘first,” ptital revolution while Deng Xiaoping’s glory lay in
spearheading China’s ‘second revolution,” economic develaopme

If ‘contradiction’ was the lynchpin of Mao’s politicatenomy, for Deng it was ‘development.” Deng
coined the mantra of his era when he stated “only dpwadat is firm reason” while undertaking his
1992 tour of Special Economic Zones. Deng’s words launchegi@al campaign to resume market
reforms stalled in reaction to the political and sogieaval of spring 1989, a campaign that
culminated in the CPC’s embracing of market economitiseri 993 “Party Resolution on Some
Problems in Constructing a Socialist Market Economy.fid>&tour and its reformulation into Party
guiding thought ignited in China a development frenzy whichybaso abate.

Deng'’s focus on development informed both his conceptuializat China’s current historical stage as
well as the means by which China could best progredseopath. While the international environment
was a phase of ‘peace and development,” China itsalfinvthe ‘primary stage of socialism’—a very
long phase indeed, one lasting perhaps 100 years. The gtasfphase was economic development.
Deng’s understanding of what actually spurred developmeainisoted by a fundamental
reconceptualization of stages that occurred under hisgemengist views of international political
economy determine a country’s position and its progressapity according to certain development
indicators, most importantly economic statistics. Mrsv of development parses the countries of the
world into three stages of development: advanced, demgl@md ‘falling back’. These categories are
relational, meaning that to categorize a country as ‘devsl’ is to implicitly evoke the existence of
other countries further ahead or behind on the path. Gkarang China as a ‘developing’ country
clearly indicated China to be further behind on the pa#tivelto other countries. As history is linear,
China’s progression would require that it cover somé®fame terrain as the world’s economic
forerunners, advanced industrial nations. Accordingly, Dxatigd for learning from more ‘advanced’
countries and adopting (with ‘appropriate revisions’) taeivanced economic and management
techniques. He warned that to not develop meant to dak brelatively speaking, which posed the
risk of China once again being ‘beaten and humiliated’ bgrothore developed countries.

Deng also differed from Mao in how he conceptualizedddraestic impetus for development. First,
China needed to ‘open to the outside world,’ that is, eng@enternational markets. Second,
‘China’s’ development was to be spurred by local developmeaordingly, the reform era involved an
incremental devolution of decision-making and fiscal autonto local entities. While Deng did say
that China’s relatively ‘advanced’ localities could atbuld ‘pull along’ the country’s poorer regions,
he emphasized that in China’s current stage of developméining should be done that might dampen
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the vitality and rapid development of China’s local ecoitovanguard, including such measures as
imposing high taxes or undertaking excessive redistribatiovealth.

Hu: Progress Through “Development ‘Dissolving’ Contradictions”

Contradiction, essential for understanding Mao Thouglat) Isut irrelevant for understanding Deng
Theory. Thus, it is striking to read in the October 20@6dRition, “No society can be without
contradiction; society always develops and progressesghriine movement of contradictions.” The
Resolution concurrently affirms, “For society to berhanious, first it must develop”. In other words,
the Resolution gives weight to both Maoist and Dergpsiceptions of development.

Closer examination of contradiction’s deploymentha Resolution, however, reveals that its framing is
very much Dengist, with China’s place on the pathgctieacteristics of the international environment
and China’s location relative to other countries follegviormulations crafted during the Deng years.
Building a ‘harmonious socialist society’ is presented aatural consequence of the Party’s success in
upholding ‘reform and opening’ as well as ‘modernizationstautction.” Peace, development, and
cooperation remain the major trends of this historiegestout China’s development also occurs in a
context in which peaceful development is challenged bymber of factors, including an ever-
intensifying competition between countries’ comprehensikengths. While reform has helped China
develop significantly, the Resolution underscores tta& “‘will continue to face pressure due to
advanced countries’ continued superiority in economicintdogy and other areas for some time to
come.” In other words, China remains ‘backward’ relatovenore advanced countries. Thus, economic
development remains vital for China’s progress, perhapssfeery survival, and China will continue to
learn from more advanced countries.

Only after a meticulous framing of China’s stage of deverdoes the Resolution finally introduce
the concept of contradiction, using a formulation tlahes directly from Dengist views: “the primary
contradiction in our country’s society remains the cafittion between that between the people’s
material & cultural needs and society’s backward produocti In other words, the central contradiction
is between economics and society. This basic contiadispawns a series of more specific
contradictions which become the focus of the Resolulibay include: the legal system, economic
disparities, the employment system, morality anduceltcreativity and innovation, public
administration, and environmental issues. The breadttpafs covered results from the Resolution’s
function, namely, to set forth a guiding thought pertidenmost every organizational component of
the country’s immense governing apparatus.

The way in which these different components are aedlguggests a divergence from the Dengist
development model. The Resolution’s structure conno&glibse constitute contradictions naturally
produced by China’s current stage of development; indeedatkeayecessary products of China’s
previous development successes. While Deng had emphbiaéahitiative and experimentation, the
Resolution’s wording indicates that the central govemtrall be more involved in cultivating and
regulating social and economic development within thenttg. This notion of governance comes forth
in how contradictions are conceptualized in the ReswlutiChina’s current contradictions are not
constituted by struggle. Rather, they are amenable to éuasyord that evokes dissolving and clearing
up. lItis clear that the central government is to plagcisive role in dispelling contradictions through a
range of national policy endeavors, including: transééfsscal receipts, educational reform, work on a
social security system, societal and governmental mpcampaigns, legal and administrative
institutional reforms, etc. Indeed, within the bodyed text, the word ‘contradictions’ all but vanishes,
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indicating that the focus is less on contradictions tha national governmental measures to dissipate
them.

Can ‘Development’ ‘Dissolve’ ‘Swords and Shields’?

To briefly position Hu’s notion of development relatieeMao Thought and Deng Theory, Hu shares
with Mao an understanding of contradiction as being amaidable phenomenon in a country’'s
development. However, he uses the term to describe @dfeharmful social phenomena that naturally
arise in the course of a country’s development. ™hatrilike Mao, he suggests contradictions are the
unfortunate product of development rather than as develdjsngemerative force. He sides with Deng
in affirming that China’s primary contradiction is beemesociety and economics and hence economic
development remains China’s primary goal. Developmentteamy over contradictions is affirmed by
development not only producing contradictions but also vegpl-or rather, dissolving—them. He
differs somewhat from Deng, however, in granting thetial government a greater leadership role in
comprehensively managing and directing development. Indeeds tempted to conclude that Hu's
China is taking a more socialist path.

The “Resolution on Some Issues in Building a Harmon®asalist Society” sets forth Hu's plans for
China’s future through 2020—a date that is likely to be wel m$ successor’s term. The Resolution
has already had an impact on Party and public discussiaaial reform, as evinced in numerous
articles assiduously analyzing contradictions in essgnéaaéry social and economic domain and
proposing means of ‘dissolving’ them. As all the curmembers of the standing committee are
engineers by training, it comes as little surprise theyt tonceptualize Chinese society as a complex
mechanism that Party policy can make run more smogaaiyicularly if the policy adheres to a
‘scientific development view’. While Hu’s coining ofldarmonious Socialist Society’ seeks to define
the national agenda for the next 13 years, he maylaaseontrol over contradiction’s circulation.
Chinese renders the term by combining the character fandswith the character for shield, objects not
easily dissolved. The Party has its work cut ouitfar this stage of Chinese development, both in
managing China’s current contradictions and in managing hopigpeonceptualize and apply
‘contradiction’ to Chinese society.

Stephen Herschler is an Assistant Professor of Politicgtorpe University who teaches Chinese Politics, Asian
Politics, and Political Development.
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Teaching Innovation: Implications for India, China and America
by Robert L DeHaan and Mark Hutcheson

— With world leaders acknowledging that innovation will he tvell-spring

: of economic development in the 21st Century, over aimelted
participants from places as distant as New Delhi,iiBgipnd Jerusalem
gathered in Atlanta in early March, 2007 at a conferemdeducation for
Innovation in India, China and America.

Sponsored by Emory University and the India, China and &aénstitute
(ICAI), the conference brought together ten distinguistpehkers (see

- box) and a participant audience of government officedsicators,
policymakers, students, and representatives of the cogpmyatmunity to discuss the following critical
guiding questions:

» Can inventiveness and ingenuity be taught and nurturexthoots and colleges?

* What are the most effective educational strategiesaim@ie these abilities?

* How are vibrant economies driven by innovation?

* What is the relationship between education for innovadimheconomic development?

* What measures can these three most populous counttlesworld take to promote cooperation
and sharing rather than hostile competition in thdéaref to educate an innovative citizenry?

The idea for this conference arose out of the work 84,/&@ non-profit organization with the vision of
providing a sustainable, non-governmental platform to ifleatid drive synergies among India, China,
and America in the areas of emerging markets, comnigroeth, and alignment of policies for the
benefit of a vast number of people. The Institute iwasded by Jagdish N. Sheth of Emory University
as a way to help policy-makers, business leaders, and acaderderstand the growing importance of
this tri-lateral relationship, and to encourage discussidiresearch into the profound implications it
will have for the three countries and the rest ofwbeld.

Providing impetus to the emergence of the trilateraktieiship is a new world order where economics
and the development of human capital have replacedgadlithilosophy as the driving forces of
national policy. Increasing innovative capacity is a @ummmponent of the “soft” infrastructure on
which many nations are pinning their future prosperity. A bge=l country such as the U.S., with a
long history of innovation, massive public and private invesitnm research institutions, and an ability
to draw the brightest minds from around the world, mukaece its innovative capacity in order to
maintain economic leadership.

In India and China, innovation and innovative thinking hav@b® synonymous with future economic
growth. As manufacturing and investment move more ane masily across borders in our ever
“flattening” world, other developing countries are drawitigtion as sources of inexpensive labor. It is
important that both India and China “upscale” their ecaasmso they are not just the world’s
workshops; they must also be sources of product develtpargistic creativity, and marketing. Only

by moving their economies up the scale of technology andwafion content can they continue
growing at the pace necessary to help the large poudidheir populations that have yet to be touched
by economic prosperity.
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India, China and America each face significant challemgédts efforts to increase the innovative
capacity of its citizens. For the U.S., obsoleteheamrmethods promote rote learning, and competition
from other governments and multi-national corporatiomasvdrresearch talent and investment away. The
challenge for China is more cultural. A historic retia on rote learning and an educational system that
encourages social hierarchy and uniformity are often esdohrriers to innovation. When even Chinese
expert sources acknowledge such problems, it catchett¢héian of the world community. An April 1,
2007 article in The New York Times describes a small buwigigp effort among Chinese educators and
students “to blend a Western emphasis on critical thinkiaigatility and leadership into their own
traditions.” And, although India has developed a more otignde toward innovation and innovative
thinking, the country is burdened with a severely limited atlaoal infrastructure and a majority rural
population that struggles with the basics of food andeshelt

Although much attention has been given to bilateral issuels as the rise of China and India as
economic powers and the U.S.-China trade imbalanceysasatouched in terms of the tri-lateral
relationship are rare, despite the mounting evidencehbsg¢ three countries will increasingly come to
dominate the world stage in terms of market power antigadlinfluence. Conversations among ICAI
personnel about how innovative capacity might playatgi role in the unfolding India-China-U.S.
relationship led to further discussions of how education ptesinnovative solutions and economic
growth, and eventually to the guiding questions that seditbetion of the conference discussions.

In his opening remarks, conference co-organizer Robert &eHkscribed some of this history and
introduced the guiding questions. He saw his role as endogrand facilitating penetrating discussions
among participants representing diverse fields and inttgreaps. He reminded the speakers and the
audience that the main theme of the conference waammtative education, but “education for
innovation”. The questions to be explored, he notede wdrether we can educate students in schools
and colleges, or as adults in the work force, in waysriaximize their ingenuity and inventiveness?
And how does such education effect national economic gromtompetitiveness?

To frame the overall implications of the tri-nationalationship, Jagdish Sheth asked his listeners “Why
India, China and America? He framed his comments by offesvidence of the explosive, almost
simultaneous growth of China and India, referring to “Clahdhe term introduced by Jairam Ramesh
to highlight the combined impact of these two nationshereconomies of the world. Responses of the
U.S. and other developed nations to the Chindia challengeb@aus increase R&D spending, improve
the search for global talent, encourage public/private gratips, and actively recruit students at all
levels to come to the U.S. to study. These can be damsnwhereby healthy competition can remain
cooperative and collaborative rather than hostile.

Whether and how innovation can be taught in classroemssithe world were issues captured in the
first two guiding questions (above). These were addressaduii by four speakers: Kaufman,
Perkins, Daniel and Baraniuk.

James Kaufman explored the origins of innovation imseof ingenuity and inventiveness, or at an even
more fundamental level, in measures of creativitydetined two levels of creativity: Big-C and little-c.
Big-C creativity is that attributed to those acknowledgeduges who have changed paradigms of their
fields or their cultures. Einstein, Mozart and Picaseméten-cited examples. The concept of little-c
creativity stems from research showing that creativentiat is widely distributed, and emphasizes such
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characteristics as unconventionality, inquisitivenesagination, and freedom. Kaufman also proposed
a third category, called mini-c, which encompassesrénivity inherent in the learning process, based
on the contention that the development of new undaistg and personal knowledge construction are
creative processes. Mini-c creativity, Kaufman argueghlights the creative process inherent in
learning, i.e., the way in which students interpret and rsekee of new information.

In her presentation, Perkins explored two questions: (1) Athacational goals and practices foster the
development of students who are both capable of innovatidnrmotivated to innovate? and (2) What
educational technologies serve as tools for achieving timas? She began by examining recent results
from educational research showing that people learmctyedy constructing their own understanding,
and by building on their own prior knowledge. Developing expempetence requires both acquisition
of factual knowledge and development of an organizatidnadtsire that allows for efficient retrieval

and application of ideas. Perkins introduced two nowtlrtelogies which, she noted, can serve as tools
for achieving the goals of moving students toward expert canpetand innovative ways of thinking:
classroom response systems, or “clickers”, and ictieeg computer-based simulations. The major
focus of her talk was computer-based interactive sinarat{sims), which provide a novel way to
convey scientific ideas and engage students in educationaties. Accessing the Physics Education
Technology (PhET) project (http://phet.colorado.edu) onkeekins showed that sims can be powerful
educational tools that facilitate the educational aspeetdified above as important for understanding
and for innovation. She and her colleague, Carl Wiemahehd in physics at the University of
Colorado, have developed over 60 sims for teaching and ledrigingchool and college physics,
chemistry and mathematics.

The question of how to disseminate educational matehaigptomote innovative thinking to vast and
often impoverished populations, was taken up in the prasems of Sir John Daniel and Richard
Baraniuk. Daniel reported that China now has the largess@oondary education system in the world
with 21 million students and an Age Participation RateRA&f 19%. India lags behind with an APR of
10% and some 10 million students. Developed countries hBfRs Af 40% or more; America’s APR is
just under 60%. China and India must continue to developpbsisecondary systems. India’s
combination of demography (60% under age 25) and democracy wiklpte postsecondary
enrolments past those of both the U.S. and China. Aecgpto Daniel, in the coming decades, teaching
that promotes innovation in higher educational institiionl expand greatly in the countries of the
global South where the large majority of people under 25Tigecompete, the higher education
industry must achieve economies of scale by targeting dssive numbers of people at the bottom of
the pyramid, not just the elites. This will mean mdistance learning and more cross-border provision.
The Commonwealth of Learning (www.col.org/colweb/séeyl Whitney International University
Systems (www.whitneyintl.com) were examples he citeargénizations that have made good progress
in this endeavor.

Agreeing that distance learning is fostered by broad accésartong materials, Baraniuk introduced
the Connexions website as an example of open edudatsaarces. Connexions is a unique web-
based teaching and learning environment that combines freeiagtlemurse building, and publishing
tools with an open-access content repository (see .amaorg). For students and instructors alike, it
provides modular, interactive courses and learning objeatsth freely accessible. In January 2006,
the Connexions servers handled over 16 million hits sgmténg over 500,000 unique visitors from 157
countries. Some of the most active content developareas at present include music, engineering,
physics, chemistry, bioinformatics, nanotechnology, laistbry. Volunteers are translating modules and
courses into a range of different languages, including Sparapanese, Chinese, Hindi and Thai.
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In a presentation entitled “Designing Education for Intiové, William Massy contended that
education for innovation should include creativity, probleriwiag, communication, character-building,
and learning to live in a diverse and global society. Usities that do a good job in these areas will
have laid the necessary groundwork for innovation. Trawditibigher education systems in many parts
of the developing world rely mainly on rote learning, afidrofail to achieve these basic objectives.
Surprisingly, so do many institutions in more advancewnstas Derek Bok points out in his 2006
report America’s Underachieving Colleges. Such arguments suppareed for active learning and
they essentially define the major differences betwagh quality and lower quality education.

Maintenance of educational quality is dependent on having appi®pssessment measures. Barry
McGaw noted the marked differences among countries iguakty of education, as indicated by
international assessments such as PISA, which megsnfesmances of 15-year-olds in reading,
mathematics, science and problem solving in some 42 nalleyend differences in measured learning,
PISA results also reveal marked differences in théyqéieducation systems. McGaw showed that
some countries manage to achieve high quality and highyegjuihe same time.

The relationship between education for innovation and@oic development was the main thrust of
the remaining four speakers: Feldman, Mashelkar, SimoZhaou. Maryann Feldman noted that
modern economic growth is a complex phenomenon thatrieasingly dependent on innovation -- the
ability to create economic value, termed human capitedugh the creative application of knowledge.
Knowledge is the most important commodity of any mod®enomy, she argued. The higher
education system is the primary creator of humanaapliefined as individuals who are able to
appreciate, integrate, augment knowledge and innovate. dinegoestion she considered was how the
role of institutions of higher education is changing in Chindia and the United States and what these
changes portend for competitiveness and economic grdBuhthe unit of analysis, she noted, must be
smaller than whole countries. Innovation is not speahly across the citizenry; it tends to be
concentrated in local regions, exemplified by Silidalley in the U.S., China’s Pudong district, and
Bangalore in India. Academic institutions provide thedfs the range of skills required for advanced
economies and form the fabric of such competitive regidashe economies of India and China
develop, increasing both their ability to educate studérisrae and gainfully employ them after
graduation, the competitiveness landscape is changing.

Using a statistical model that captures both the supplydamand sides of the talent issues, Denis Fred
Simon laid out a forecast for the availability andizdilion of talent in China. The supply side reflected
university enrollment data by field of study. The demand isidieded key factors such as the increased
technological sophistication of the society. He nabed there have been conflicting stories about the
prevailing talent situation in China. On the one hand, spgrah technology, R&D, and education has
been accelerating over the last several years. Tér@lbnumber of scientists and engineers and other
trained professionals has been steadily increasing hareducation pipeline at the tertiary level is filled
with millions of students entering colleges and universitOn the other hand, complaints are common
that qualified talent is difficult to find and retaincéording to a recent Kinsey Report, only 10% of
Chinese graduates with at least seven-years of profassixmerience are qualified to work for
multinational corporations. There is a growing recognitlzat China faces a serious talent challenge as
it seeks to sustain its economic growth over the degade or more.

Mansheng Zhou, in his talk entitled “Higher Educationlferovation in China,” agreed with Simon’s
analysis. Citing the 2006 World Competitive Yearbook, Zhoted that China ranked 19th in
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innovative capacity among 61 nations (though up from 31 in 200&) main barriers to a higher
ranking were a low degree of self-sufficiency in key tedbgies; low rate of patent production; poor
quality of scientific research; lack of trained talente@mhpower; and inadequate investment in science,
technology and education. Training a large number of edgmeople, he said, is the key to building an
innovative nation. In comparing U.S. and Chinese educatsysééms, Zhou focused on the “huge
differences” arising from their dissimilar historiesiture and politics. He described Chinese education,
which for thousands of years has emphasized respdtiefeeacher and for learning, as highlighting the
systematic accumulation and imparting of knowledge whiktivating a spirit of rigidity and

precision”. In contrast, “in the eyes of the Chines@erican education stresses cultivation of
independent thinking, creativity and imagination, praxis, add/iduality of students”. Education in
China, he said, has a sound basis but lacks creativity.

The Indian perspective on the idea that expanding huagtatdrives national economic growth was
offered by R.A. Mashelkar. He began by comparing the pexgerof world scientific and engineering
intellectual output produced by Asia-Pacific nations whidt tof Europe and the U.S. He noted that in
the short period between 1990 and 2004, the U.S. fractiomhelEuropean Union portion rose just
slightly, while the Asia-Pacific nations rose drarcally. In India, since independence in 1947, the
government has invested heavily in creating science-ngtiiutes and universities. One result is that it
is reliably predicted that software professionals,esgnting 0.06% of the Indian population, will
generate 35% of Indian exports by 2008. Some of this seedélelopment has focused on benefiting
the economically disadvantaged, as for example, théldevelopment of the GIST technology for
multi-lingual computing and the Amida Simputer, a low-carahtive to the PC which can be widely
distributed to even the poorest rural villagers. India@hnitha can gain innovative dominance, he
concluded, only by lifting large fractions of their vaspptations up the socio-economic ladder through
education.

In a “summing up” by a Reprise Panel headed by Mary Bulllockjer president of Agnes Scott
College, the following conclusions pertinent to the qugdjjuestions were drawn:

* Inventiveness and ingenuity can be fostered by educhttrategies that assist learners in
constructing their own understanding and developing an aa#omal structure of knowledge
that allows for retrieval and application of ideas.

» Education based on such strategies can be disseminafisbboand at low cost to most sectors
of society by the use of open education resources armhcdéstearning methods

» Economic development is promoted by the production of huzapial through education, but
guality issues are paramount

* At present growth rates, the economies of India and Ghihavertake that of the U.S. in
coming decades, if those nations can overcome intr@kicational and cultural barriers
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China’s Equity Markets: Recent Reforms Encourage Domeat Investors
by Yanping Shi and Penelope B. Prime

On February 27, Chinese equity markets fell almost 9%.rdHou
later other global markets plunged far and fast, includingé in
Europe and the U.S. Such a link between China’s equity nsarket
and others was unprecedented. Analysis in the aftermath
confirmed that capital flows between China and other ngike
highly controlled and therefore were not the main catise o

ek TE | ; changing stock prices. Subsequent volatility in the Clines
markets has not spilled over to other markets. Notesthieglobal investors are now clearly watching
China’s markets.

The purpose of this article is to provide background on the @@vent of the Chinese equity markets
in order to underscore the point that the recent Nibfadf China’s stock values was a result of domestic
capital and an array of domestic decisions.

Some Background

In the early years of reform in the first half b€t1980s, Chinese companies around the country began
issuing shares as a way to raise money. The firstdionules for issuing corporate shares were
formulated by the Shenzhen government in the mid 1980¢heAtational level, the State Council
established China’s two exchanges, Shanghai and Shenzhka,garly 1990s, but with mainly state
companies initially being listed. Other regional overtbenter markets and experimental exchanges
were closed. The official purpose of the two exchangestw promote a share-holding system in order
to reorganize and improve the performance of state owriegoeises—in other words, this was not
initiated as a process of privatization (Walter & Hem2003).

The share-holding system defined shares by their refdtipono the state, and only non-state shares
could be traded. This particular structure has definedhdacter and development of the equity
markets in China. By 2002, listed, non-tradable stock cdextrbly the state had decreased to two-thirds
of total shares due to sales to the public. Howeversfimmere the controlling ownership share was
owned by the state still comprised more than 80% ofllistampanies, and more than 40% of the firms
had one large shareholder controlling 44% or more oftthees, which was almost always a state entity.

Market Development

Despite the heavy state presence in these markgiartasf the reform effort to create an environment
where firms behave in profit-maximizing, cost-minimizingys, China introduced rules aimed at
creating better corporate governance. China passeda sédorporate laws that, among other things,
required firms to have boards of directors with attleas independent members. As a result, by the
end of 2002, 31% of the listed firms had some independentalsect

Another goal of the current stock market reform isaovert non-tradable shares into tradable ones.
Early on both the authorities and academics in Cheggib to recognize the disadvantages of having
non-tradable shares (Zhang 2006). Attempts to fix this probfesquity division have been tried, but
two observations can be made about those previous procedures
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First, there was hesitation to take action that wbalan state assets and public ownership at that time
because of the political sensitivity of the issue. Sdcamost every reform arrangement before the
latest one ignored the fact that tradable share inveatmuired equities of listed companies differently
from those of the state. That is, investors in tradabteirities based decisions on stock exchange rules
and perceptions of the future value of shares, but the atguired equity based on the planned
economy regime.

As a result, tradable share investors would vote by sedhages each time a reform with negative
consequences for them was put in place. This naturadcein big drops in the stock exchange index
without mergers and acquisitions occurring because dfaldeble and non-tradable regime. The
biggest drop was about 50%, from about 2200 points in 2001 to 1006, po July 2005 in the
Shanghai exchange after the last reform experimenthak reform, referred to as “reducing the state
share reform test,” only 17 listed companies participatemhuaating for less then 20% of the total, and
the experiment lasted only four months. Despite the m@&desof the experiment, the resulting market
shakeout caused China’s government to rethink how to reforstdhlke market.

In principle, in order to acquire the right to sell tomdable shares, a holder (most were state entities
and often were also major investors in the listecestatned enterprises) should compensate the public
shareholders in some way determined through bargaining.e@blen is that initially when a state-
owned company was listed, public investors paid a premiunsfghares.

For example, suppose an accounting firm determined thataoay ABC had assets of 200 units where
100 represented equity and 100 represented debt. Then the 100 egugywould be divided into

100 shares with face value of 1 yuan per share, let;sasalythen divided into three parts. The first 51%
was issued to a state entity such as a government buaessacond part (usually 29%) was issued to
other state-owned enterprises at face value of 1 yuashpeg; and a third part, 30%, was sold to public
investors at a premium price, say 3 yuan per share atateehe company officially listed.

Due to this initial set-up, later arrangements were garitave to equalize the investment cost of non-
tradable shares with tradable ones. In order to protegiublic shareholders in this latest round of
reforms and avoid either a moribund market or a big ¢thshChinese Securities Regulatory
Commission designed a special voting system. Each caapem arrangement had to be passed by the
voting system, and if not, the listed company neededaioaiege its compensation. In the end, the
compensation arrangement varied company by company.

Examples of compensation schemes included transfernmdedd shares to public investors,

transferring dividend shares plus cash, transferrmigleind shares plus options, etc.; however, the most
common way was for the shareholders of the non-traddiares to simply turn over some of their
shares to those investors holding tradable shares. Thie pabld sell those shares as soon as they were
compensated if they chose, but the non-tradable sharehaldes required to wait until they met other
requirements. The most common requirement was tagtithd to wait one year after completing the
compensation arrangement before they could sell anyssharsome cases the companies also
promised additional compensation, such as not sellingghanes unless the price reached a certain
level, but these promises were not officially backedequired.

Largely due to the wide implementation of this reformerehinvestors holding tradable shares were

appropriately compensated, starting in 2006 investors retusribd tarket. According to The New
York Times (Yardley 2007), over two and a half millionastment accounts were opened that year, and

19



China Currents, Spring 2007

the Shanghai Composite Index increased 130 percent. @uelFgB7, 2007, however, many investors
began to sell—some analysts say because of worriethéhgbvernment might try to slow both overall
economy growth as well as valuations in the exchan§exe then the Index has recovered but remains
volatile.

Current State of the Markets

New research on China’s equity markets has focused orefiegtive reforms have been in shaping the
institution. A study by Kato and Long (2006) examines theiogighip between firms’ performance
and the rate of CEO turnover as a gauge of the influeno@rporate governance. If a firmis
performing poorly, it is expected that the company’s leadersbigd be replaced if corporate
governance is sensitive to the company’s stakeholderthe learly days of equity market development
in China with the emphasis on raising capital for staterprises, this connection certainly would not
have existed.

The authors’ key performance measure, the rate of retuaguity, resulted in several key findings
based on data on firm listings between 1998 and 2002. Restpthnection between CEO turnover and
firm performance was much stronger for privately cdlgdofirms than for state-controlled firms. This
implies that equity markets are behaving more like estaalisnarkets in other countries as more
private firms participate. On the other hand, it alsggests that the hoped for positive effect on state-
owned listed firms is less evident. Second, firms wtlependent boards showed more sensitivity
between CEO turnover and firm performance than that®w. And third, there was less connection
between CEO turnover and performance if the CEO akbaposition simultaneously in the
controlling shareholding firm. In general the Kato-Long (20@8lts support the expectation that
more independence for decision-making is better for fiemformance.

Another study by Shi (2006) examines how the reforms tolendverhang of non-tradable shares by
solving the problem of unequal investment costs have aff¢lséevalue of listed companies. Using the
Tobin’Q model, this paper examines 188 listed companies by thefé@®05 that had finished the first
phase of reform dealing with the problem of equity divisiordyverting the non-tradable share into
tradable ones. This research tests the relationshwgebatthe companies’ value and the extent of
compensation. The results show that the variatimompanies’ values before and after the reform is
positively correlated with the protection procedureslierttadable shareholders’ compensation.

The Next Challenges
The arrangement of having non-tradable shares in Chireeck starket led to a series of problems from
the inception of these markets and put public investors ahdwdintage.

The implications of the Shi (2006) study explain indingethy the market has accepted the reform
procedures this time around. Compared with previous reforoe@uoes, this time China’s government
recognized that the tradable share investors needed toripensated for higher investment costs in
relation to that of the non-tradable shareholdersdetrofor the reform to be viable. Given this, the goal
of China’s stock market reform is clear — it is to reageathe early-misconstrued nature of China’s
stock market regime to match equity markets in other cesnthere the purpose of the markets
includes asset pricing and resource allocation as welkeaintancing function.

The implications of the Kato-Long study (2006) are thapomate governance reforms are working in

investors’ favor in that governance and firm performaareeincreasingly linked—at least in private
companies.
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Despite this documented progress, the recent marketlityplmeans that further reforms to encourage
institutional investors, dividend payments, short selling, m#ndlindex funds, and transparency are
needed. Until these are in place, trading will tendet@riven by the natural volatility of thin markets as
well as speculation, rather than fundamentals of compadr the economy (Pettis 2007).

Meanwhile, Chinese equity markets have plenty of roogrda—Iless than 5 percent of the population
own equities (Balfour & Roberts, 2007)—and investors in Caneadooking to diversify beyond real
estate holdings. Further, loosening of internationpitabflows are expected to go forward in the
future, such as allowing Chinese investors to buy interratgivares of mutual funds and allowing
foreign institutions access to Chinese equities on thedmestic exchanges. To date, however, most
foreign investors who own shares in Chinese companiesphagbased them through the Hong Kong
or New York exchanges. Short-term portfolio flowsoiand out of China are still highly restricted.
Hence, the current volatility of Chinese stocks is dugotoestic factors, many of which are driven by
reform efforts and investor’s expectations about théacebn future share values.
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The New Politics of Equity

by Baogang Guo

China’s political development apparently is undergoingw@ortant
transformation. The latest emphasis by the governmeBeijing on the need to
address social and economic concerns of the common gepled to a series of
new policy initiatives. These initiatives are desigtedore fairly distribute
wealth and promote the quality of human development. Apggyé¢he politics of
equity-maximization has returned to the center stagmlifcs, though not in its
radical form.

Economists such as Arthur M. Okun, have observed theoptiemon of the efficiency-equity trade-off.
According to this hypothesis, efforts to improve efficgican degrade equity, and excessive welfare
distribution will lower growth rates and reduce econoeficiency. One the one hand, extreme
egalitarianism leads to incentive trap, free-riding, lagkrating costs, and corruption, and on the other,
extreme inequality leads to social unrest, erosiomoigscohesion, and instabilify.

China’s success in economic reform has greatly improvaaa& economic performance since 1979.
However, the widening income gap between rural and urban piopuldte emergence of the new
urban poor, the worsening regional disparity between thre developed coastal regions and the
western part of China, and the widespread public criticimsaoket-oriented reforms in health and
education in recent years have put the reformers otetlemsive. The mounting pressure for social
justice has resulted in escalating numbers of dispubesplaints, and protests. Can technocratic
managers survive the onslaught of the moralists who dithahthe government provide fair and
equitable distribution of wealth?

Furthermore, many problems facing China today, such as inggumlorality, insecurity, alienation,
rootlessness, and ruthlessness can be linked to theeseptirsuit of efficiency and the neglect of
human problems by leaders whose training is limited toxseiand engineering. Although technocracy,
which has taken root in China’s economic and politicalesystince the 1980s, is an important step
toward acquiring what Max Weber has termed a ratitaga} basis of political legitimacy, the lack of
popular sovereignty and innate tendency toward oligarchecwilll eventually weaken the Isegitimacy
of bureaucratic technocracy. Can China move beyond teadwy@Will China improve political and
social equity without sacrificing economic efficiency&Can optimal balance between efficiency and
equity be achieved through proper implementation of an equatimizing policy?

The sixteenth CCP Party Congress, held in November 2682ha tenth National People’s Congress,
held in March 2003, completed the power transfer fronsthealled third generation to the fourth. This
group of new leaders seems to have reached a new condatswdorm has reached a critical point at
which some policy adjustments must be made. They pmsed a new development model that may
produce “a harmonious society” internally and “a harmonwadd” internationally. They believe that
this new model should be based not only on continued ecorgrowth but also on fair distribution of
the growth, unlike the unrestrained and unbalanced growtleg-Eliang era. The upcoming
Seventeenth Party Congress to be held this fall ewtiaanly codify this new developmental strategy and
consolidate the policy changes initiated in the lastyears.
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Take rural development as an example. The governmetahkes steps to alleviate income disparity
between rural and urban residents. The agriculture taxaalished last year, a new rural health care
insurance system has been expanded rapidly with heavyrgoeet subsidies, tuition and fees for all
children attending rural schools have been waived, andabwalfare program will be put in place to
help peasants who live in poverty. All of these popmiarves have large appeal to the rural population,
and have enhanced the utilitarian dimension of the gallitegitimacy of the state.

Apparently, equity maximization has returned to the cestgage of politics, though not in its radical
form. Nevertheless, the new leaders neither intendturn to radical redistributive schemes nor to a
bottom-up style of populism. Many Western observers natieed the latest wave of new policy
initiatives, and they consider it to be a Chinese sif/l&lew Deal.” Notably, Hu Jintao, the General
Secretary of the Chinese Communist Party, has retuonaadcient, Chinese top-down populism. He has
used the wordsmin beri or “putting the people first” repeatedly in his speeched, lzas proposed his
“three peoples” principles. Premier Wen Jiabao stsainedar views. According to him, from

“Confucius to Dr. Sun Yat-sen, the traditional Chinesléuce presents many precious ideas and
qualities, which are essentially populist and democrat&oth Hu and Wen want the government to
respond to the common sense of the common people, anddtess their social and economic concerns.

Is this an end to pragmatist ideology? Has China entete@n era of enlightened elitist rule? Or is

this just a new ideology designed to paper over problemsllamdacontinued emphasis on the Deng-
Jiang policies of rapid growth? Is anew breakthrough imrtaking? It is apparent that the top-down
style of populism is proactive and led by an existing elicigwithin the establishment. It differs from
the bottom-up populism advocated by revolutionary modernimsrause it does not appeal to the
people directly, and it certainly has no intention efoifizing the public to stand up and against the
establishment; instead, it calls for changes withirsgylsem. Its rise, therefore, should be interpreted as
the government’s preemptive response to an emerging goverisigg the question is whether the men
who run China mean it.

Endnotes:
*Arthur M. Okun, Equity and Efficiency: the Big Tradedféshington D.C.: The Brookings Institution, 1975).

“Giovanni Andrea Cornia and Julius Court, Inequality,v@hoand Poverty in the Era of Liberalization and Gliaion,
policy brief no. 4., World Institute for Developmdatonomic Institute, the United Nations University.

3Wen Jiabao, “Turning Yours Eyes to China,” remarks naadtarvard University, December 10, 2003, transcripts fro
Harvard Gazette, December 11, 2003.
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U.S.-Taiwan-European Conference
“Taiwan’s Democracy and Future: Economic and Political Chdenges”

By Swathy Prithivi

Taiwan’s democratization process and its implicatiane@nomic, political and social fronts are of
great importance to understanding the key to Taiwan'’s fatnglea resolution of the Cross-Straits crisis.
Participants from different parts of the United Staleswan and Europe gathered on the Georgia Tech
campus in early April at a conference Taawan’s Democracy and Future: Economic and Political
Challenges

The conference was sponsored by the Taipei Economic atut& Office (TECO) in Atlanta, Georgia
Institute of Technology, University of London, Georgiat8tUniversity, Kennesaw State University,
China Research Center and the Center for Internat®tnatiegy, Technology and Policy (CISTP). The
event brought together 19 distinguished academics and an dragatjence of government officials,
educators, policymakers, students, and representativies obrporate community to discuss the crucial
issues concerning Taiwan’s democratic future and its immitsfor the rest of the world.

The idea for this conference arose out of the need ® $wastained discussions focusing on Taiwan’s
domestic and international relations, primarily theésef Taiwan’s democratization and its
implications on cross-strait issues, establishmentT@fiaanese national identity and economic issues
concerning the island.

In his opening remarks, conference co-organizer Robertnsiduced the general themes of the
conference — Taiwan’s position at the crossroads otiqadlissues — the democratization process and
the effects of it on domestic and international relaj establishing national identity, and economic
issues.

The role of Taiwan’s evolution in the global econoasya response to China’s rise and Japan’s
economic re-emergence was the guiding theme for theprel.

The manufacturing sector in Taiwan showed immense growthe 1950s, leveled off in the 1980s and
then made a rebound in the 1990s. This was due to technoteggiire exports such as computer-
related electronics and also high-skilled labor increpdramatically with the low-skilled labor-
intensive activities being moved to China and other countiegernmental policies such as the
establishment of technology institutions, science-bassastrial parks, tax breaks and de-regulation of
entry requirements also contributed. Another majotofafor success was the emergence in Taiwan of a
stronger private sector pushing for profit-making endeavasigseanoves made for populist politics.
The movement of Taiwan up the value-added ladder hassentdéhe Taiwanese investment in
Mainland China to utilize cheaper labor and resources adlba strengthened ties across the Strait.
Statistics show that due to cheaper costs and larg&et@portunities, the number of Taiwanese
companies investing back in Taiwan is falling. As a re€thina’s export boom has been sustained by
Taiwan’s technological support and supply of intermediatelg@md materials.

In comparison to small European countries like Irelarel Natherlands and Finland, Taiwan has the
lowest value-added workforce but is second after the Netits in science and technology
performance. Thus the problem with Taiwan, accordinghespeaker, is the poor value-added per
capita of the population and not the lack of high quatiputs. Taiwan’s recent policies to move away
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from Mainland investment, said the speaker, will makedlaad less attractive to foreign investors and
multinational enterprises and by voluntarily making éhpslicy moves, Taiwan will encounter a serious
brain drain that will hinder overall competitiveness. Télation between Taiwan and the PRC is
naturally complementary, added the speaker, the severwpich will only be self-defeating to

Taiwan.

In Taiwan, the rise of China is being dealt with througbn®mic, diplomatic and military means.
Economically, China’s strengths of economic moderroratile-centralized regional leadership and lure
of market area enables Taiwanese firms to take oppoesinitiavailable to them back home due to
market size and volume. With the large amount of Ta@sa investment in the Mainland, Taiwan’s
economic performance shows linkages with Taiwan’'s PRiCigs. There is a growing dependence of
Taiwanese firms on the Mainland market and moves togifyanvestment to other regions in
Southeast Asia have not been successful. Thus,eamrésenter, Taiwan faces a threat of
marginalization. Economic integration will only bringseér political amalgamation and this could
potentially put the ROC in danger of losing its nationhdadoption of solving the issue includes
Taiwanese independence, but because people on Tawhiglasepolarized on this issue, the goal
should instead be restrained reconciliation and comtaioafrontation for continued Taiwanese
economic success.

With globalization, Taiwan'’s role has evolved from adkaimtensive producer to having a labor
shortage, and from being a capital-recipient to providmegcapital. Taiwan has followed a sequential
order of liberalization to cope with globalization.€Fa has been a gradual change of foreign direct
investment flows from inward directed to an outward pusaregemainly towards the Mainland. As
other industrialized latecomers, Taiwan'’s financial seistéar behind that of its other sectors. Overall,
Taiwan has created its dynamic comparative advantage foetewith other East Asian economies by
upgrading its technological leverage and attenuating itg&especialization through intra-industry
trade.

Taiwan’s national competitiveness lies in higher lewedlgechnology-intensive products. Taiwan has
become a partner of Asian economic integration by fsgmitt investments in Southeast Asia, argued
one presenter. Maintenance of Taiwan’s strategic possibest achieved by moving to the high-end
via vertical specialization with increasing intra-indygtade structure. Taiwan has a strange
phenomenon of having a high level of patents per capitg@nhaving a deficit in technology trade.
This fuels the need, according to the presenter, fordrate move from imitation to innovation. For
sustainable development, Taiwan has to develop greatgretbiveness by moving from OEM
(Original Equipment Manufacturing) to developing productiasilitgées that support the creation of
indigenous core industries.

In the luncheon keynote session, the speaker’s theameéhg internal sources and external implications
of democratic gridlock on Taiwan. The main challengesdaby Taiwan, according to the official
government view on Taiwan, are a rising military thifeamn China, a threat to the sustainability of
democracy, and Taiwan’s challenge to be recognized iwaohnie. The main reasons for the United
States to care about the health of democracy in Taia@ording to the speaker, are:

1. Taiwan’s democratization is important for politicabdge in China

2. China is not passive and tends to show that non-libechhocratic regimes provide better
economic performance than some democratic economies
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3. The United States made decisions regarding Taiwan withput from 1943 all the way to 1978
and thus needs to support them

4. Taiwan faces daunting choices in dealing with China’$uhgdional political mechanism where
the people’s interest are not served

5. Taiwan needs strengthening on all fronts — economicalligarnty and psychological—in order
to emerge successfully from its current political ancheadic phase of development

Some of the major drawbacks of the Taiwanese demoaydiem include a corrosive and pervasive
partisan mindset when moderate tendencies are neededkitogether, a severe need of stimulus to
invigorate Taiwan’s political institutions and lack of arkiag political coalition. But overall an erosion
of Taiwan’s political elites is a severe threat to deraoy and thus political reform is needed by
improving governance and bringing about democratic consaiatong with inspired political
leadership.

The topic of the second panel of the conference waleostructural issues facing the economy of
Taiwan. The first presentation focused on trade, investrand technological upgrades in the Taiwan
economy. As China’s growth has increased, the interecbetween Taiwan and the Mainland have
kept pace with Taiwan currently being the second largekpFKivider to the Mainland. Overtime the
types of investment have changed. A paradigm of Taiwdrogher newly industrialized economies has
been the international subcontracting model of prodnetmgrading where production moved from an
OEM to an ODM (Original Design Manufacturing) moded aventually transforming into an OBM
(Own Brand Manufacturing) mode. Taiwan never reache@©Bie stage since in the evolution of
globalization, but rather continued to make the OEM nmdétable. The speaker recommended that
Taiwan focus on producing goods for emerging markets like Ghéead of pushing to make the
transition into the OBM stage.

Taiwan’s model of development has been “semi-intevnatist” which promotes local firms to be
internationally competitive while seeking alliances wiheign multinationals to gain access to new and
emerging technologies. This approach coupled with close ganegit-business ties to attract and direct
capital to emerging industries has made Taiwan sucd¢essfuwill continue to do so in the future,
according to one speaker. Some of the problems thateéhreatlestabilize Taiwan’s continued
economic success are slowing economic growth, whiclaffiasted employment and labor productivity,
slower progress in implementing liberalizing policiesngsncome inequalities and an increased
reliance on illegal migrant workers from other parté&\sia. Some other human resource problems
include decreasing number of people reaching the needed educlateslthe severe underutilization
of women which is among the lowest in Asia and a ragidgaof the workforce population that could
potentially increase economic inequalities on the dslan

The topic of the third panel of the conference was thigiqadldeadlock and the policy paralysis in
Taiwan’s new democracy. The first presentation focusetthe political erosion in Taiwan’s transition

to democracy. The speakers highlighted how signs of detioerosion were emerging in Taiwan with
the DPP being unable to change its deep-rooted oppositionmpadget. The symptoms of political
erosion emerging in Taiwan are deterioration of feet®n mechanism, the incapacity of the rule of
law and denial of access to other sources of informafibis. is due to a history of strong-man politics
on the island and a glaring institutional deficiency vaithrowing anti-system political culture. The goal
of Taiwan politics, according to the speakers, should del¢epening of democracy and the institutions
that will support it.
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Another speaker highlighted the polarization of politjgatties in Taiwan in the current DPP era. The
current need is for the factions across all partidsetanoderate favoring electorally popular positions.
But President Chen Shui-bian’s first term had mixed tesulthis regard, and the second term is
showing a great divergence of opinion on major issuaseld the issues facing the different political
parties include Taiwanese independence, national identitgticgional reform, military procurement
and political corruption. The problem of widespread divergeh@slitical positions is compounded by
the inner-party and intra-party blocs’ balance of powerthedesponse of parties to polarizing moves.
The future prospects of these trends shows the continuatticurrent inner-party power struggles
especially over nomination issues for the 2007 Legislali®etions and the 2008 Presidential elections.

The national identity issue is one of the strongektrjzing issues in Taiwan and one speaker talked
about the different manifestations of local identiynh pushes for nativization to de-sinicization. The
effects of de-sinicization include actively removing all $pis and institutions of Chinese culture and
have had a growing hold on identity politics especiallgarPresident Chen’s administration. On the
spectrum of identity politics with nativization on onedeand integration with the Mainland on the other
end, Chen’s preference for de-sinicization shows @#aric politics and the emergence of an anti-
Chinese nationalism, which highlight the importance ofMlagnland factor in domestic Taiwan politics.
Trends also show an increase of a Japanese efféloe diaiwanese identity in recent years with Japan
being seen as a valuable economic resource. Accordthg gpeaker, the broader theme of identity
politics in Northeast Asia shows the influence of Chiaesus Japan in the region.

The topic discussed at dinner was the divided China problenTaiwan’s future prospects with
stronger emerging cross-Strait relations economicadiiitically and culturally.

The fourth panel on Saturday morning discussed the cormtiliiebate in Taiwan and its current
relevance. The first speakers highlighted the pervadirtg ofya rigid constitution. A rigid constitution
by definition makes the passing of regulation tough aqdires a high threshold of legislation to pass
any regulation. The speakers asked the question why theserted a required high-threshold to
amend the Constitution while wanting to push forth ctutstinal reform. A rigid constitution is stable
and venerated but is not flexible or adaptable. The redsothe DPP to choose constitutional reform
despite setting up a high threshold for passing the refarenpurely political, it was argued. The impact
of the rigid Constitution myth has been to limit tipestrum of choices available to create an
amendment to the Constitution and to legitimize anyashthat falls within the spectrum of the myth.

The next speaker talked about the politics behind the tatishal reform process. There were four
rounds of constitutional reform in Taiwan. The firstnd of reforms (1991, 1992, 1994 and 1997)
restored democracy and modernized the democratic procéasvan. The second reform round (1999-
2000) enlarged and then eliminated the legislative body, wiel¢éhird round (2003 and 2005) further
adjusted the legislative state. The fourth round afrre$ is currently underway in Taiwan. The DPP, as
mentioned before, is seriously pushing for constitutiogf@irms since they want to disrupt the current
status quo that is shifting power in favor of the oppmsiparty - the KMT. They, of course, wish to
overturn the equilibrium in their favor. The speaker fEmrout earlier work that showed the main
components of Taiwan’s constitutional reform to be idggland political power. The current round of
reforms is going to be hard, according to the speaker, gieaeforms aim to bring more power to the
president and this cannot be achieved since the credibgityhie DPP brings to moderate
constitutional reform is greatly reduced.
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The fifth and last panel of the conference focused emé&mocratization of Taiwan’s army. According
to the presenter, the main challenges to Taiwan’s seaugatthe international environment, China’s rise
along with the emergence of stronger cross-Straitioal® domestic politics and internal military
affairs. On the domestic front, there is ongoing delba@ieny modernization is a defense or political
issue since the defense decision was made via a defensecgnsepsus 20 years ago rather than
through any type of democratic political process. Thestoamation of Taiwan’s army has to be on
organizational, doctrinal and technical levels for ituocged, where success is defined by sustained
deterrence of any moves by China since victory can onlglneaed by the lack of war.

Conference Speakers and Moderators:

Robert Ash, Professor of Economics, School of Oriental andcafn Studies, University of London,
London, England

Anne Elizabeth Booth Professor of Economics, School of Oriental andcAfr Studies, University of
London, London, England

Richard C. Bush, Senior Fellow and Director, Center for NortheasaA$olicy Studies, The
Brookings Institution, Washington D.C.

Chun-chih Chang, Doctoral Student, Graduate Institute of East Asian 8sudiational Chengchi
University, Taiwan

Herlin Chien, Doctoral Student, Institute of Political Sciencetiblaal Sun Yat-sen University, Taiwan

Chien-min Chao, Professor and Director, Sun Yat-sen Graduate Instfus®cial Sciences and
Humanities, National Chengchi University, Taiwan

Peter C.Y. Chow Professor of Economics, City College and GraduateeC&ity University of New
York, New York

John E. Endicott, Professor and Director, Center for Internationet®gy, Technology and Policy
(CISTP), Sam Nunn School of International Affairgdegia Institute of Technology, Atlanta,
Georgia

Jonathan Eyal Director, International Security Studies, Royal Ushi&ervices Institute (RUSI) for
Defence Studies, London, England

Daydd Fell, Lecturer, Department of Political Studies and Cefaré-inancial and Management
Studies, School of Oriental and African Studies, UniveisitLondon, London, England

John W. Garver, Professor of Political Science, Sam Nunn of lraamal Affairs, Georgia Institute o
Technology, Atlanta, Georgia

John Fuh-sheng HsiehProfessor of Political Science, University of SoGtrolina, South Carolina

Alexander Chieh-cheng Huang Professor of Strategic Studies and Director, Graduatéute of
American Studies, Tamkang University, Taiwan

Christopher R. Hughes Reader in International Relations, London Scho&afnhomics and Political
Science, London, England

Joachim Kurtz, Assistant Professor of Chinese and Director, EastnAStudies Program, Emory
University, Atlanta, Georgia

Wei-chin Lee, Professor of Political Science, Wake Forest Umsitgr

Yeau-Tarn Lee, Associate Professor, Sun Yat-sen Graduate Institusedél Sciences and
Humanities, National Chengchi University, Taiwan

Chien-pin Li, Chair, Department of Political Science and Intaamat Affairs, Kennesaw State
University, Georgia; Associate, China Research Center

—
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(continued)

Da-chi Liao, Professor of Political Science, Graduate Institdteolitical Science, National Sun Yat-
sen University, Taiwan

William J. Long, Professor and Chair, Sam Nunn of International AdfaBeorgia Institute of
Technology, Atlanta, Georgia

Ramon H. Myers, Senior Fellow Emeritus, Hoover Institution, Stanfonaiugrsity, California

Barry Naughton, Professor of Chinese Economy, Graduate School ohitienal Relations and
Pacific Studies, University of California at San DiegalifGrnia

Penelope B. PrimgProfessor of Economics, School of Economics amsirigss, Mercer University,
Atlanta, Georgia

Doug Reynolds Professor of Chinese History, Georgia State Uniyeraitlanta, Georgia

Shelley Rigger Professor of East Asian Politics, Davidson Colldd&vidson, North Carolina

Gee San Professor of Economics, National Central Univer@itZU), Taiwan

Gary Schuster, Provost and Vice President for Academic Affairspfgga Institute of Technology,
Atlanta, Georgia

Hung-mao Tien, President and Board Chairman, Institute for Nati®adicy Research, University of
Wisconsin, Wisconsin

Fei-ling Wang, Professor of International Affairs, Sam Nunn othniational Affairs, Georgia Institute
of Technology, Atlanta, Georgia

R.C. Wu, Director General, Taipei Economic and Cultural &ffiAtlanta, Georgia

Swathy Prithivi is a recent graduate in engineering from Georgigtis of Technology.
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Events

“Doing Business in China: An Evolving Paradigm”

The MIT Forum of Atlanta is sponsoring an in-depth disicuswith several keynote speakers and a
panel of experts, including China Research Center Asssdiai-ling Wang and Penelope Prime. In
addition, leaders of companies that have been successigpanding their operations into China will
reveal how they learned to thrive under challenging ¢mmsi, where the opportunities and pitfalls lie,
and how to best prepare for the endeavor.

Where: Sutherland Asbill and Brennan, 999 Peachtree Street, atir@iht.
When: Tuesday, May 15, 2007, 5:45- 9:00 p.m.

Registration Required at: www.mitforum-atlanta.org

Center News

Womble Carlyle Delegation Visited China

CRC platinum sponsor Womble Carlyle Sandridge and RiceCPent a delegation of nine lawyers led
by former North Carolina Governor Jim Hunt to ChinaddrO-day trip in March. The group was
composed of attorneys from Womble’s various officesrandy practice groups. Guanming Fang, a
member of the CRC Advisory Board, was primarily resgaasor organizing the trip. The delegation
went to Beijing, Tianjin, Jinan, Changsha, Shanghai, SuamlNingbo, visiting 14 Chinese
companies and meeting with government officials. In amditihe group hosted two seminars, one in
Beijing and one in Shanghai, to introduce the firm antatse base: the Southeast and Mid-Atlantic
region of the United States. Among the events wasseptation at the semi-annual conference of
Zsoft, a trade association based in Beijing of softweartesourcing companies. The delegation also had
meetings at the offices of the U.S. Commercial Seraicthe U.S. Embassy in Beijing and with lawyers
from U.S. and Chinese law firms.

The principal purpose of the China mission was to beginttoduce Womble Carlyle as the go-to law
firm for Chinese companies that will be expanding thasitess into the U.S. market, especially in the
firm’s footprint. There is widespread and strong inteaesbng Chinese companies in the U.S. market,
and many are looking for strategic opportunities in the Ul&ey are interested in learning new
concepts, new technology, management systems and geec@&sey are also interested in building or
acquiring brands. Intellectual property protection is acttimat came up often. The Chinese government
is also encouraging mature Chinese companies to go oserstay companies the delegation met are
ready and capable of doing so. However, the cost ofjdmisiness in the U.S. remains a barrier for
many.

Still, the delegation believes that China presents a gogantial for business in the long term. Staying

in the game of attracting this business will be challengnd require persistence and a long term
strategy, which Womble is prepared to develop and implement.
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Mercer University Hosted Forum on China’s Energy Policies

China is increasing energy use at unprecedented rates, arcc&mconsumers are already feeling the
pinch at the gas pumps. China’s spectacular economiclgis\Wwelping to drive increases in demand —
and prices — for world oil supplies. As these forcesinort where will China place itself?

Approximately 40 people discussed the question at a forunohedgril 22, 2007, on Mercer
University’s Atlanta campus. Entitled “China’s Energy Pglienplications for International Affairs and
Economic Development,” the forum was jointly sponddog the Atlanta Chapter of the U.S.-China
Peoples Friendship Association and the China ResearchrCent

The discussion touched on three important areas:mhacit of China’s economic development and
government development policy on energy use and optib@snternational relations implications of
energy policies and pressures; and domestic opinion anitgolitthese energy issues.

Panelists for the forum included: John W. Garver, pemfieat The Sam Nunn School of International
Affairs, Georgia Institute of Technology and China Rede&enter associate; Yawei Liu, director of
The China Program at The Carter Center and assoc@espor at Georgia Perimeter College and
Center associate; and Penelope B. Prime, profes&amomics and Business, Mercer University, and
Center director.

China is already the second largest economy in the w&éidd the U.S. and the second largest consumer
of energy. It is projected that the country’s energgds will increase 150 percent by 2020.

This process will, of course, put additional pressure orggrsupplies and prices around the world. In
addition, China’s foreign policy will need to take enenggds increasingly into consideration,
especially with rising concerns about the environment amaé¢lRd to craft policies that will ensure
sustainable world development.
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Commentary

The Geopolitics of Kung Fu Film

by Paul Foster

(This article first appeared in Foreign Policy In Focws (FPIF), a joint project of the International Relations Center
(IRC, www.irc-online.org) and the Institute for Policy Studies (IPS, www.ips-dc.org), February 8, 2007; repried
with permission from FPIF)

' Regardless of whether it had won four Oscars, nora) ten for which it was
nominated, Ang Lee8rouching Tiger, Hidden Dragobroke down the door to the U.S.
market several years ago and ushered in a host of gness€ Kung Fu movies
featuring swordsmanship, hand-to-hand combat, gymnasticicatgmnergy forces, and
fantastical battles in flight over rooftops, lakes atop bamboo groves. The arrival of
high production value Kung Fu movies was overdue. Westernrauggidnad long been
ready for this style of Chinese, Hong Kong, and Taiwiam fven if that critical mass
was not apparent to Hollywood.

The international success of Crouching Tiger and its s@psristels the popular image of an ascendant
Chinese nation and enhances China's sense of cultural Wottis digital age, a world-class power
produces world-class movies. The kind of movies China hassitlly sold to the world also reflects
a certain set of Chinese values. Through these new Kuntpies, China emerges as dynamic, fast-
paced, and disciplined, as well as Confucian in its dendt a strict moral order. The movies also
suggest a China that is not subservient to the West buhsengiperior—capable of being a strong
nation, a multiethnic empire, and an internationallgnd@nt player.

Charlie Chan is no more. On the big screen, China ngtspalaks in its own voice, it kicks butt as well.

Hunger for the Exotic

The West's willing suspension of disbelief and hunger faxanic China has been predicated on a long
period of cultural conditioning. In the 1970s, David Carradit®duced television audiences to the
martial magic of the Shaolin Temple, and Bruce Leenmeezed moviegoers with unexcelled Kung Fu
prowess. In the 1980s, the "force" of Star Wars spirituafs grounded in Chinesgi;" the very

energy of the universe. Two decades of director ZhangWsrepic cinematography introduced
audiences to grandiose Chinese geography, sans Kung Fu. Mieadatkie Chan pounced from Hong
Kong to Hollywood with his hyper-energized Kung Fu, includmg highly successful Rush Hour series
with Chris Rock.

In 1997, when Chinese female Kung Fu movie great Crouching Tjgetagonist Michelle Yeoh
teamed up with Pierce Brosnan in the 007 adventure Tomdtemer Dies, the Kung Fu stars
themselves achieved global appeal. Riding the wave of Kurartion to challenge Hollywood at the
box office have been not only China's movies and staralémiChinese Kung Fu itself. The Hollywood
action genre has assimilated the fighting and swordssd popular with Chinese audiences. For
instance, the first ten-minute chase scene of 007 'streloekbuster Casino Royale directly imitates
Jackie Chan's Kung Fu fighting and chase style in pun&leks, and assorted chase-related jumps and
gymnastics. Thus has Hollywood been sinified.
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Once freed from a strict Western sensibility ofisea] American audiences can now enjoy the flight
and fight of warriors who cling to walls and race ovasftops and lake surfaces. Chinese audiences
immediately recognize these techniquegiaggong(light body Kung Fu) oneigong(internal Kung Fu
power) and take for granted the rules regarding such Kungifing and use. American audiences
might require some tutorials to recognize the deepelsl@fesuch martial techniques. Digital imaging,
however, has helped to redefine the surface-levelyesld thus bring Hollywood that much closer to
Hong Kong.

It remains to be seen if the more esoteric and facthsiements of Chinese Kung Fu film, such as
shooting gi energy beams from a fighter's palm, finggror sword, will be equally well received by
American audiences. This barrier to cultural sharing afKbu has been challenged with some mild
success by Stephan Chosisaolin SocceandKung Fu Hustle Crouching Tiger showed the obvious
potential of this genre of Chinese films in the Chinesguage, and the rush to capitalize on this
revelation produced other films like Zhang Yimodasro andHouse of Flying Daggers

Behind the force of the Kung Fu is the force of the ihgusself. The writers, directors, producers,
technical experts, and stars form a "Kung Fu industriapdext that is multilayered as well as
horizontally and vertically integrated. This loosely koiganization capitalizes on the trajectory of
individual works as they move from literary serial tet#sion series to movies and post-production
commercial items like computer games. It is somewhalbgous to the Disney Empire. TV and movie
adaptations commonly serve as the springboard to stdodomoung actors and actresses, like House of
Flying Daggers star Andy Lau, who thereupon ride the wapepdilarity with other advertisement,
movie, and even musical careers.

The Kung Fu industrial complex has finally gone global@®and for its production techniques, stars,
directors, and fighting styles has reached Hollywoaer the last decade. A prime example is the
opening chase scene of The Matrix in which Trinity rumszontally on vertical walls. It is no
coincidence that such signature "light body Kung Fu" achjgpears in The Matrix and its sequels,
because these films employed Crouching Tiger's renowngsh alitector, Yuen Wo-Ping. Chinese
cultural values are further legitimized by the blockbustenings these films have garnered in the last
half-decade, both in Asia and the West. This new sadodse international marketplace—Crouching
Tiger earned $128 million in the United States alone, avd ldarned $177 million at the box office
worldwide—reinforces and reconfirms the Chinese natiomaesef cultural self-worth. Chinese Kung
Fu really does finally "earn" its reputation as cultutegdsures” through which the global market begins
to appreciate the essence of Chineseness.

Construction of ldentity

Chinese consumption of popular martial arts literaturelacated in the latter half of the 20 th century
with the serialization of Jin Yong's (and other watenovels, which were immediately adapted for
television series and movies. Their popular success wgieabas to generate subsequent and multiple
re-adaptations and spin-offs into comics, digital garard other movie genres. Jin Yong's works
transcend entertainment by performing the unconscioud $moegion of constructing the nation. They
map out the Chinese nation geographically, and the chesacte their behavior become archetypical
products that inform the national consciousness. Fangbea Jin Yong's final epic The Deer and the
Cauldron, which was serialized from 1969 to 1972, provides aricslly based fictional account of
Qing imperial consolidation, intrigue and internatior@hftict. The protagonist Wei Xiaobao colludes
with Ming loyalists based in Taiwan, a pseudo-allegory st{i®49 PRC-Taiwan relations, and travels
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to Russia forming an alliance to thwart Wu Sangui's coaspio overthrow the Kangxi Emperor. Hero
and Crouching Tiger perform the same mapping function ashdm@acters traverse a vast space from
western Xinjiang, to Beijing in the northeast, and soot¥Wudang Temple in central China.

This construction of national identity also involvesoastruction of ethnicity. Jin Yong's novels
frequently turn on conflicts between ethnic groups struggbrdgpminate China. The cultural
superiority of the Han—who make up a little more than 9@%e mainland's population—is ultimately
reaffirmed through struggles for sacred Kung Fu texts, gveartial superiority on a dynastic scale is
temporarily elusive. Works like The Eagle-Shooting HeroesTehe Demi-Gods and Semi-Devils
demonstrate both the breadth of China's ethnicities anatithacy of the Han.

In addition to helping fashion national and ethnic idgnthe Kung Fu action also provides a complex
vision of Chinese social values that reinforce and chgdléhe audience's view of China, ancient and
modern. Cultural values such as Confucian respect fortisracentral authority, education, and virtue
are entwined with swordsmanship that resembles calligr@ptuyvice-versa), poetry recited while
defeating foes, and loyalty to martial master and stédtthe same time, the films counterpose these
individual qualities of rectitude with national aspiragon

Hero's narrative, for instance, demonstrates the wisdf@apowerful ruler and his highly efficient
military organization that can build a peaceful and pramspe"nation.” On one hand, the individual's
sword and Kung Fu prowess, like one's moral rectitude tefldzy one's calligraphy, can overcome the
massive destructive efficiency of orchestrated arroikestr On the other hand, the ruler is determined
to assert the unity of "Our Country" (the English subtitloss) over the hero's thirst for righteous
individual revenge. The fact that the Chinese gloss@ur 'Country” {ianxia) literally reads as "all
under heaven," creates space for a reading that poiGtsna’s rise as the preeminent 21st-century
industrial power.

East Versus West?

Chinese Kung Fu narratives often propound the cultural superd the Chinese. In blatantly
nationalist films such as Fist of Fury, Bruce Lee (Skemese Kung Fu to defeat an entire Japanese
karate school, thus showing the metaphorical superiofittye Chinese over the Japanese and other
foreign imperialists in Shanghai in the early 1900s. Thisonalist narrative is repeatedly re-performed
in later Fist of Fury film adaptations starring Jackie@ (1978), Stephen Chow (1991), and Jet Lee
(1994), as well as a 28-part TV series with Donnie Yen in 1996.

China's superiority to the West is a common theme issoneer hits, particularly the films of Jackie
Chan. Shanghai Noon, for example, juxtaposes a coxiofgnt, and mentally unstable wild West with
a cultured Chinese princess and her loyal Imperial Gudrd,pgrsonify moral integrity and decency in
the effort to save her. Rush Hour portrays the hamesthardworking Hong Kong cop using his Kung
Fu and his brains to outwit arrogant and bumbling FBI agargsery turn and ultimately rescue the
diplomat's daughter. In Who Am |, Jackie's would-be @#cuers engage in high-tech villainy in their
efforts to kill him to consummate their illicit $500 millicnuclear weapons deal. In each of these
movies, the well meaning Western partner serves asfarfdiackie's loyalty, ingenuity, honesty, and
bravery—the defining qualities of the Chinese hero who metagaltly, as well as literally, conquers
the corrupt foreign world.

Hero and Crouching Tiger function on a subtler ideologiahe to reaffirm Chinese values such as the
centralization of state power and the loyalty of widlial and clan to the state. In this way, they suggest
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a cultural cohesion not dependent upon the threat ofaWesation states. A maturation of Chinese
consciousness with the onset of the 21st century isatetl by a move away from obviously nationalist
movies that reflect a China struggling with a 20th-centurgese inferiority to the West and toward an
exploration of Chinese values and capabilities on their @rms.

The Western assimilation of elements of the "Kungrfélwstrial complex” offers a corrective to
previous notions of a weak China. By successfully expoitsngtars, directors, styles, and Kung Fu
(along with such attendant notions as chivalry and vatirina thus has a platform for expressing its
values. By the same token, Western audiences may wegre positive and proactive (thus complex)
China rather than blindly wallow in the paradigm of prejacconstructed during the semi-colonization
of China during the 19th and early 20th centuries.

The Kung Fu Hustle Hustle

In the first four decades of the PRC, Chinese film produoatias tightly controlled for didactic
propaganda purposes. Hong Kong was the center of film productibe Chinese-speaking world.
With its entry into the WTO, China has gradually looskepeoscriptions on the film industry. These
changes coincide roughly with the success of the Taivamasle Crouching Tiger. Now, many of
China's most talented directors have pursued formulas ofthlstd commercial success after the
moneymaking potential of Kung Fu films was proven.

Directly drawing on Jin Yong's rich literary and fileglacy, Stephen Chow's Kung Fu Hustle is an
inspired caricature of Kung Fu film. Kung Fu Hustle woreast 21 awards and nominations in Hong
Kong and Taiwan and was the highest-grossing foreign Igegiilen in North America in 2005. Kung
Fu Hustle imagines a future for two of Jin Yong's two nfastous martial lovers, Yang Guo and Xiao
Longnu. As writer, director, and actor, Stephen Chow itgpamythic archetypical action styled by
Bruce Lee and to characters created by Jin Yong. A higdh ¢ Kung Fu cultural literacy is mandatory
to understand the rapid-fire inside jokes and allusiongiraheate every scene, but the movie still
appeals on the surface to the uninitiated.

Thus, the "hustle" of Kung Fu Hustle is Stephen Chow's dstration that China can transcend more
narrow issues of nationalism and national identityfailg embrace its own cultural forms. China no
longer needs to make nationalist pronouncements aboutatdtibjugation in modern global society,
thus serving to seal its rise in the 21 st century. Chaisablecome a producer of artistic and aesthetic
culture, not just consumer products. It has moved up timeifiaeturing chain to create higher value-
added cultural artifacts. As such, Kung Fu film nationaksamd internationalism—supplies both
Chinese and foreign audiences with a muscular, mytha@dgiew of Chinese martial and cultural
prowess.

Paul Foster is Associate Professor of Chinese at Georgia Heshecent book is Ah Q Archaeology: Lu Xun, Ah Q, Ah Q
Progeny and the National Character Discourse in Twentieth CentunaGhexington Press, 2006).
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Taiwan: A Key to China’s Rise and Transformation
by Fei-Ling Wang

(This article first appeared in Foreign Policy In Focws (FPIF), a joint project of the International Relations Center
(IRC, www.irc-online.org) and the Institute for Policy Studies (IPS, www.ips-dc.org), December 21,, 2006; répted
with permission from FPIF)

| The peaceful rise of China is in the fundamental istes&the Chinese people and
world peace. But as Chinese power and confidence incrqadé/yago has
international scrutiny and reaction. The United Statelsits allies, the currently
dominant powers, will very likely develop more misgivirgg®ut China's rise,
unless Beijing also becomes a responsible stakeholded ishares the basic
values and norms of the global community.

Therefore, a peaceful rise of China increasingly dependbke successful political
transformation of the People's Republic of China (PRGhe direction of the rule
of law and democracy. Key in catalyzing this profound chasigjge tenacious, democratic, and unduly
marginalized Chinese political opposition: the Republic loih& (ROC) on the island of Taiwan.

The Qin System as the Sword of Damocles

Since the time of its first emperor Qin Shihuang in3teecentury BC, China has been under a
centralized, authoritarian, and imperial rule. In 1912, mthe ROC was created on the mainland as
Asia's first republic, the two-millennia-old Qin politicgystem was poised for fundamental change in
the direction of the rule of law, greater respectiaman rights, and increased local autonomy as well as
democracy and freedoms of press and assembly. Howeagugepl by repeated external and internal
wars, the self-serving leaders of the ROC and theaqgillipped opponents tragically retarded China's
political progress. In 1949, a peasant rebellion colorel wiported communist ideology created the
PRC and drove the ROC offshore to Taiwan. Mao ZedoegPRC's self-proclaimed new Qin

Shihuang, perpetuated and intensified China's despotic politidaldra

After three decades of phenomenal economic reform andlgréoday's China is once again on the
verge of departing from its Qin system. Yet, succegsdlifical reform of the PRC is still far from
certain. Overplaying the fear of chaos and oversellinguthéevement of a rapid, albeit highly uneven,
economic growth, Beijing still appears to be unwilling ancdhpps also unable to democratize
peacefully. The current leadership therefore risks pitatipg another “big bang” type of crisis, a repeat
of the cyclical crashes that have plagued Chinesegadlitistory since the Qin dynasty. Political
fragility, the institutional suffocation of human hig and innovation, and out-of-control corruption all
combine to fashion a sword of Damocles that hangs beeuture of China.

The rise of China is thus in danger of stagnating, straginderailing—with dire international
implications. A new superpower with the Qin politicgsem and worldview, if such a regime could
really elevate China to the height of global power, Wdd a disaster for the Chinese people and world
peace. A China that has collapsed under the weight afgtagovernance would be an equal, if not
greater, catastrophe.

The Taiwan Story
Taiwan is key to the political reform of the PRC anel peaceful rise of China. By surviving the Cold
War and evolving into a vibrant and prosperous democrag\R@C in Taiwan has become a de facto
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and viable political opposition to the undemocratic PRGngater China (which includes Hong Kong
and Macao). Over the past decades, the Taiwanese lmdypproven that Western ideas of
capitalism, freedom, and rule of law can thrive tbgetwith Chinese culture. Driven by the combined
force of bottom-up and top-down efforts as well as glementary foreign influences, the Taiwanese
successfully introduced and expanded local elections, fdwagttfor a free press, and managed to
establish a young democracy.

The Taiwan story of solid economic growth and peagadlitical change is a great success story for all
Chinese, on and off the island. In addition to the naagsansfer of capital, technology, and
socioeconomic norms and values to the mainland oveyastetwo decades, Taiwan can also serve as a
powerful model and leverage for political changes inRRE€.

Yet, having long enjoyed a de facto independence, many irafieane now aggressively searching for
full, de jure independence. A democratic Taiwan seekirigave China paradoxically undermines
democratic transformation on the mainland. In fa&,Thiwan issue has served to justify and magnify
rising Chinese nationalism, instilling excessive humiliat@anger, and frustration among Chinese
against outsiders rather than against internal injisstiod irrationalities. This nationalist reaction also
gives the ruling Chinese Communist Party (CCP) a measte¢o Chinese away from learning from the
Taiwanese experience and pushing for democracy at home.

Driven by powerful indoctrination or simple nationafiselings, most Chinese in and outside of the
PRC are highly united over the Taiwan issue. It goestmky mere dispute over territory. Indeed, many
historical, cultural, economic, political, and emotibayuments can be made for why unification with
Taiwan lies at the core of China's national interestadswl legitimates the one-party rule of the
corporatist alliance of the PRC's governing elite. Lika ihot, so many Chinese have pinned their own
sense of dignity, pride, and destiny on the Taiwan idsateetven a war with the United States seems to
be a tolerable price to pay.

Target or Catalyst?

The Taiwan issue is consequently not just the biggestegobétween the PRC and the United States,
as statesmen and analysts have been insisting fadleedahas become a key factor shaping China's
overall foreign policy and the PRC's internal politidalelopment, which affects the future of China,
East Asia, and beyond. It may drive the rising Chineseepaveversibly into the horrific, dead-end
alley of militarism and imperialism. But it may alseifdate the PRC's transformation into creating a
democratic and peaceful nation in Greater China befise¢ab late. Taiwan, under a conditional
unification with the Chinese mainland, could become a poweatalyst of change to help reform the
PRC and enable a peaceful rise of China. Much bigger andnip@ereloped, China indeed must
travel the inevitable road of political reform in it&no way and at it own pace, but in the same general
direction as the Taiwanese. And Taiwan can help $pliquicken, and smooth that process.

Unfortunately, leaders on both sides of the TaiwantSieaie discounted and marginalized the Taiwan
story. Rather than viewing Taiwan as a viable force tfigal opposition and a model of successful
political change, China sees the ROC as just a logaheeseeking independence in the refuge of
foreign protection. Even though Beijing's stubborn refusalact political reforms has made
independence ever more attractive to many Taiwanese ottals @nd acts by many in Taiwan for full
independence have served to deprive the ROC of its rigigfiical influence in Greater China.
Shrewdly seizing upon the opportunity, Beijing has succdggiattrayed Taipei as an anti-China
traitor that has harmed and divided the Motherland, itgachany Chinese simply to despise and reject
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Taiwan's experience. As such, Beijing, and the world,iimoally underestimate and undermine
Taiwan's catalytic role.

Toward a New Consensus

Beijing's political rivalry with Taipei should stimulatether than stifle, China's democratization.
Instead of propelling China into imperialism and militari€®hjnese nationalism could become a
powerful driving force to constrain the rising Chinese poavet reorient it toward democracy and
peace. Taiwan must act as a catalyst for China becauyswitmla democratic, free, and peaceful China
can the Taiwan story securely continue. Unless th&arese are willing and able to fight and win a
war of independence against the ever powerful China,aramll lose its de facto autonomy in the not-
too-distant future, not to mention the impractical caudelbindependence.

Only by assisting the peaceful rise and change of Chindaaran solidify lasting support from the
United States. Otherwise, the American national @stecould conceivably lead to a new Sino-U.S.
strategic compromise in the Western Pacific and takeyawiwan's most important bargaining chip,
effectively bringing the Taiwan story to an abrupt enalh€&lp China change politically and rise
peacefully, and also for Taiwan's own future, the Taiwamaust sacrifice their understandable but
ultimately self-defeating desire for full independence.

The latest signals from Taipei are promising. The opiposieader Ma Ying-Jeou, while upholding the
“one-China” principle, insists that unification with tB#inese mainland must be conditional. The PRC
must democratize, and Beijing must be held accountablesfolisdeeds. More encouraging, many
senior cadres of the ruling party (which has traditiorsllgported independence) now assert that
“unification is one of our future choices, too,” while eclg Mr. Ma's conditions. The maturing
Taiwanese democracy, with a stabilizing two-party sysss®ms to be rising to the occasion by bravely
making hard choices about a future inseparable from the dest@®yeater China.

American Interests

The United States must assist in this process. Ignoringglecting the situation will only further
marginalize the ROC and diminish the PRC's chancerabdetic political reform and the likelihood of
China's peaceful rise. In addition to the three U.S.-CBmmamuniqués and the Taiwan Relations Act,
the United States should develop a two-pronged policy. Euestnited States should continue to help
Taiwan defend itself. This security commitment, if ctioded by the U.S. “one-China” policy, will not
be perceived as hostile by a rising Chinese power. ThedJaieges must use any means to oppose
attempts to change Taiwan's autonomy and political systeords. To allow an undemocratic power
to use force to destroy a young democracy and re-impo$giiheystem on Taiwan would not only be a
fatal blow to America's global leadership but would alsol $pelend of the hope for a peaceful rise of
China.

Second, Washington should actively support a peaceful, temmaliunification between Taiwan and the
PRC, not just a vague “resolution” of the Taiwan issugs Way, America's security commitment to
Taiwan will be much easier for the Chinese people torghaled and accept. A timetable for China's
conditional unification should be linked directly and cdig#o verifiable political changes in the PRC.
Nationalist desires for unification among the Chinesduding many elites, will generate the kind of
incentives and energy for political change in Beijingt tlew external pressures could ever achieve. It
will be a great awakening for the Chinese people to seéhihbiggest obstacle to China's national
unification and peaceful rise lies in Beijing's refusigbolitical reform: a powerful message that will
help to reshape minds, paradigms, policies, and paths.
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As part of its long-term strategic interest, the Uniates should urge and facilitate direct Beijing-
Taipei talks about their one-China political future. Theted States should not shy away from the
leadership and broker's role that are historically anrfgae interest and obligation. Washington should
also not to be deterred by any criticism from Beijingwgboterference in internal affairs or derailed by
radical claims of some lobby groups at home.

Unification and Transformation

Taiwan is therefore a very precious and highly potemtlysttfor China's rise and transformation. It
must not be marginalized. Imagine how Taiwan's very Chines&ee media, legal norms and practice,
and multiparty democracy could, on direct contact @it extensive presence in the PRC, captivate,
energize, and edify the Chinese people on the mainladain's role of catalyst is especially valuable
given that Beijing now seems to be lacking both the ajgpatid the stamina to engineer its own
democratization.

A federation-style political integration under the rafdaw will allow the Greater China to abandon the
Qin political system for good. Only when the Chinese gawent is accountable to its own people can
(and should) there be a peaceful rise of China. Towatcatith a democratic and free Taiwan will work
wonders when it genuinely—but conditionally—unites withr@.

FPIF contributor Fei-Ling Wang is professor of internationdibaf at the Georgia Institute of Technology, whose most
recent book is Organizing through Division and Exclusion: China'soHi#ystem. He can be reached at fw@gatech.edu.
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