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FOREWORD 
 
This issue of China Analysis, which goes to press just as the 17th Chinese Communist Party 
Congress is about to get underway, reveals a China divided between self-assurance about its 
particular model of development and significant doubts, including at the highest levels of the 
State as to how to renew the country’s leadership. This may be nothing more than the fruit of 
speculation prior to the actual decision-making, but even the near total power of Hu Jintao is 
today thought to be limited when it comes to designating the successors of the "fifth 
generation"  who are destined to take over five years hence. 
 
In spite of China’s economic and international success, there is reason to believe that it is the 
political system and its ideological weakness that are the problem, notwithstanding the 
advances of recent years. Many Chinese are delighted with the fact that ideology no longer 
has the same importance, as this seems to them to safeguard a pragmatic approach and a 
less conflictual model. But can factionalism without intellectual debate enable the 
institutionalisation of the handover of power at the top? Can it provide for the future of a 
Communist Party wrought with tensions in the context of competition between members of 
the ruling class? It seems that the "harmonious society" and scientific development do not 
always make for an adequate response. 
 
From an economic perspective, China is developing a form of pragmatic economic rationalism 
which borrows from different theoretical schools of thought without any ideological inhibition. It 
is seeking sometimes difficult compromises between the various stakeholders. For instance, 
Chinese investment funds that are listed in foreign currency on offshore markets are being 
sollicited to finance China’s industrial surge. Yet exceptional regulatory care is being taken to 
try and limit the volatility of the Chinese Stock Market, as the daily volume of transactions 
have increased by a factor of four or five in Shenzhen and Shanghai within the space of a 
year! Similarly, competition is regulated less through any liberalist faith in the transparency of 
markets than providing the State with a new judicial tool enabling it to control growth and as a 
way of encouraging foreign participation in the national economy. We can also observe an 
attempt to stabilise the soaring prices of real estate and basic foodstuffs, to the benefit of 
households with limited purchasing power. Yet, Beijing is in two minds about making a clear-
cut choice in favour of macroeconomic control to avoid overheating the Chinese economy. 
And at the microeconomic level, the restructuring of state enterprises is largely out of its 
hands, as shown by the case study of one construction company in Shenzhen. 
 
The question of what model to adopt recurs as a central motif concerning China’s relations 
with Taiwan. Cross-strait relations will not easily be able to avoid new tensions – although 
their level of intensity remains to be seen – leading up to the Presidential election in Taiwan in 
March 2008, with plans for a referendum on Taiwan’s membership of the United Nations 
being proposed first by the government and then by the opposition. But the Chinese strategy 
of a United Front with the Kuomintang against independence does not seem to be delivering 
the hoped-for benefits. Without any convincing unification model for the Taiwanese, China 
sees an intensification of the island’s authorities push for independence, however fraught with 
risk this may be. 
 
Once again, it is in the diplomatic arena that the Chinese press seems to show the greatest 
confidence. It is pleased with the Sino-American military interactions at the 2007 Shangri-La 
dialogue, something it attributes to the American need to have a dialogue with Beijing on 
strategic matters. This need is thought to have been shown through Washington’s new 
conciliatory tone in the way it expressed its criticisms of the modernisation of the Chinese 
army. It chooses to greet with optimism the new French President as "a friend of China". 
Neither his pro-Atlantic leanings nor his preparedness to adopt a diplomacy focusing on 
values and reciprocity would seem to be having any negative impact on the friendly relations 
between France and China. These factors sometimes give rise to a Messianic view of things, 
with the desire to export the theory of the "harmonious world" and reset international relations 
based on a new Chinese model, brilliantly instrumentalising Confucian thought in the process. 
 
François Godement, Michal Meidan, Mathieu Duchâtel 
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 DOMESTIC POLITICS 
 
1. Final straight before the 17th Central 
Committee1

 
Critical summary by Michal Meidan from:  
- Luo Bing, "The 17th Central Committee 

is just one month away,  but the war 
over personnel issues goes on 
unabated", Chengming, no. 9, pp. 6-7 

- Luo Bing, "Difficulties in changing the 
leadership at Foreign Affairs", 
Chengming, no. 9, p. 8 

- Chen Qun, "The eight positive points 
of the new fourth generation", Ta Kung 
pao, 4 September 2007 

 
At the end of August, the opening date of 
the 17th Communist Party Congress was 
finally announced. The Hong Kong press 
follows internal struggles closely, both in 
relation to ideology and to the changing of 
the political guard, and offers us a running 
commentary on the progress of the 
preparations for the opening of the 
Congress on 15 October, as on 
disagreements within the leadership.  
 
Whilst the selected analyses may vary on 
many issues, they are unanimous about 
the pressing need to renovate the 
ideological basis of the Party’s work at this 
17th Central Committee. Although the 
substance of this ideology is the subject of 
much speculation 2 , it is certain that a 
thoroughgoing political reappraisal is now 
urgently needed. The analysts cited all 
agree that the political system is becoming 
increasingly inadequate to deal with the 
complicated and sometimes contradictory 
challenges of the economy and of Chinese 
society more generally.  
 
The second question exercising the minds 
of analysts concerns the make-up of the 
next Central Committee. Ta Kung pao 
announces an important restructuring, due 
both to a drop in numbers and the 
"rationalisation" of management 
structures. At present the average age of 
members of the standing committee of the 

                                                                                                 
1 This article was initially written as an 
introduction to the 17th Congress, and 
published the day of its opening, on October 
15. 
2 See the previous issues of China  
Analysis and Michal Meidan, "Between Maoism 
and ideology: the Party in search of an 
ideology" in this current issue.  

Politburo is sixty-seven, in the Politburo 
itself it is sixty-six, while in the secretariat 
sixty-five. This means that the rate of 
replacement of cadres in the Central 
Committee should amount to about 50% 
by the end of the 17th Congress. 
 
The new members of the 17th CC will in 
the main belong to the generation of the 
1950s, that "lost generation" which did not 
have the opportunity to get an education 
on account of the Cultural Revolution but 
which was able by and large to take up 
studies by 1977. The level of schooling is 
therefore higher with 85% of new 
members completing three years of higher 
education, while, at the local level, half of 
the cadres have a Master’s or doctoral 
degree (engineers and lawyers for the 
most part). Likewise, the number of 
women is thought to make up 39% of 
cadres, and the representation of ethnic 
minorities is also estimated to have gone 
up. 
 
The basis of the new generation of leaders 
is thus being laid down in October 3 . 
According to Chengming, there still remain 
a great number of uncertainties as to the 
composition of the leading group, 
particularly on account of renewed 
pressures brought to bear by Zeng 
Qinghong and the "Shanghai faction". 
Zeng is said to have referred in late July to 
the difficulty in keeping to the schedule 
laid down for selection of candidates, and 
is thought to have consequently proposed 
a deferral of the opening of the Congress. 
His proposal was rejected, according to 
Wu Guanzheng, the secretary of the 
Party’s commission for discipline and 
inspection, owing to a "lack of time and 
justification". Yet Wu supposedly proposed 
to make Hu Jintao responsible for the final 
stages of preparations for the Congress. It 
is thought that only Zeng Qinghong, Jia 
Qinglin and Li Changchun voted against 
this initiative.  
 
According to Chengming, the "old heads" 
of the Party also voiced their opinion on 
questions related to the changing of the 

 
3 In this connection, we should note, however, 
the designation chosen by Takungpao: "the 
new fourth generation". In spite of this 
formulation, it seems evident that the ruling 
team which will be appointed in five years will 
be chosen from among the permanent and 
alternate members of the present central 
committee. 
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political guard. Qiao Shi, Song Ping, Li 
Peng and Yang Baibing among others, are 
said to have supported Hu Jintao and the 
consolidation of his power and opposed an 
initiative aimed at giving Jiang Zemin the 
role of special delegate at the 17th 
Congress and entrusting him with any 
power to take part in the Party’s decisions. 
 
However, not all questions have yet been 
dealt with. It would appear that there are 
presently four candidates for the post of 
President: Hu Jintao, Wu Bangguo, Wen 
Jiabao and Zeng Qinghong4, and eleven 
for that of Vice-President: Zeng Qinghong, 
Li Changchun, Hui Liangyu (Deputy Prime 
Minister), Wang Zhaoguo (Vice-President 
of the Standing Committee of the NPC), 
Liu Yunshan (a member of the 
secretariat), Zhang Dejiang (Party 
secretary in Guangdong), Zhou Yongkang 
(a member of the Party secretariat, and 
Minister of Public Security), Wang Gang (a 
member of the central committee and the 
secretariat), Li Keqiang (Party secretary in 
Liaoning and Hu’s designated successor), 
Liu Qi (a member of the politburo, former 
Party secretary in Beijing) and Wang 
Lequan (Party secretary in Xinjiang)5.  
 
The difficulties do not end there, again 
according to Luo Bing. The work of 
renewing the working groups in the 
ministries and the various commissions 
runs up against a number of barriers. 
Whilst changes of position within the 
commissions and the ministries will only 
be completed and announced in March 
2008, the preparatory works are already 
underway, and indeed should normally be 
at a much more advanced stage. Out of 12 
commissions that are subordinate to the 
central committee, the makeup of only five 
have been decided, and of the 71 
commissions of ministerial rank under the 
auspices of the State Council, only 9 have 
been definitely established.  
 
The Politburo is thought to have divided up 
the task as follows: Wen Jiabao and Li 
Changchun would be responsible for the 

                                                 

                                                
4 It seems impossible to imagine, however, that 
there is any real chance that Hu Jintao could 
be replaced. Luo Bing’s remarks in this context 
run counter to all the other analyses that see 
Hu Jintao as holding on to the reins of power. 
5 The writer does not, however, deal with the 
debated questions in any detail, and the nature 
of the debates remains consequently vague, 
and information sometimes imprecise.  

changes to the team in foreign affairs. Hu 
Jintao and Cao Gangchuan would be in 
charge of changes in the area of national 
defence, and, lastly, Wu Bangguo and Wu 
Guanzheng, concerning the propaganda 
departments. However, the greatest 
problem is thought to be the replacement 
of Tang Jiaxuan in foreign affairs.  
 
Hu Jintao is thought to have proposed that 
Dai Bingguo replace Tang Jiaxuan in his 
capacity as State Counsellor, but others 
(unnamed) apparently responded that his 
experience in the management of 
international relations was inadequate. 
The name of Yang Jiechi is also said to 
have been mentioned for this post, but he 
is not thought, in the eyes of some, to 
have the qualities and talents needed to 
manage the major international issues 6 . 
As for Tang Jiaxuan, he is said to have put 
forward the candidature of Wang Yi 
(Deputy-Minister of Foreign Affairs and 
former Ambassador to Japan).  
 
 
Finally, even the succession of Li Keqiang 
was suddenly thrown up into the air with 
new information about the emergence of a 
new candidate: the Party secretary in 
Shanghai, Xi Jinping 7 . Beyond the 
significance that this speculation could 
have regarding factional squabbles, such 
a development could pose questions 
concerning the relative stability of Hu 
Jintao’s transition to real power.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
6  And this despite the fact that he currently 
holds the post of Minister for Foreign Affairs!  
7 See Chua Chin Hon, "Hu's Plan to Anoint 
Successor May Hit a Snag", Straits Times, 28 
September 2007 and Benjamin Kang Lim, 
"Shanghai Party boss tipped for higher office-
sources", Reuters, 25 September 2007 
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2. Between Maoism and democracy: the 
Party in search of an ideology 
 
Critical summary by Michal Meidan from:  
- Liu Xiaobo, "The troubled ideology of 

Hu Jintao", Chengming, September 
2007, pp. 19-22 

- Luo Bing, "Four intellectuals speak 
out: the Party must reform", 
Chengming, September 2007, pp. 9-
10 

- Mu Muying, "A theoretical conference 
reveals the Party’s despair", 
Chengming, September 2007, pp. 11-
12 

- Li Rui 8 , "Open letter to the 17th 
Congress: An opinion on the Party’s 
reform", Yanhuang Chunqiu, no. 10, 
October 2007 

 
Is the abundance of new political slogans 
a sign of Hu Jintao’s grip on political 
thinking or does it on the contrary reflect 
the state of confusion in which the CCP 
finds itself in relation to its ideological 
foundations?  
 
The Hong Kong press seems to be opting 
for the latter response. For analysts of 
Chinese political life, it is now commonly 
accepted that Marxist ideology no longer 
allows the Chinese elites to respond to the 
needs of what is now a more diversified 
society or to the challenges posed by a 
more complex economy. In their view, 
political thinking has no choice at all but to 
adapt to the Chinese reality after almost 
three decades of reform and opening up. 
Since the "three represents" of Jiang 
Zemin, there has been no political 
innovation from the Party, thereby creating 
a vacuum and a drop in motivation.  
 
During the months of July and August, the 
central government therefore organised a 
working conference in two parts, bringing 
together experts from the Party’s research 
department, the Party’s school, the 
Ministry of Propaganda, the Chinese 
Academy of Social Sciences and others 
from the local branches of these 
institutions, around the question of 
                                                 

                                                

8 Li Rui was the personal secretary of Mao Tse-
tung in the 1950s, but after criticising Mao’s 
excesses, he was imprisoned before becoming 
an important ally of de Hu Yaobang in the 
1980s.  

ideological and theoretical construction. 
Hu Jintao, who took part in the second 
part of the conference, is said to have 
emphasised the importance of 
consolidating an ideological line serving as 
a guide for the Party and the population, in 
the absence of which the gains of the 
country could not be consolidated or 
expanded.  
 
The experts involved, again in the words 
of Chengming, stressed this ideological 
vacuum and the inability of Marxism to fill 
it. Hence the need to affirm the 
constitution as the basis of the country’s 
political activity. For the experts, the 
socialist nature and underpinning of the 
country having collapsed, social, political 
and economic contradictions are now 
emerging and it is becoming urgent to find 
solutions to them. In some provinces, so 
they say, the society can be characterised 
as "capitalist with Chinese 
characteristics"… The two-paced 
development  of economic reform on the 
one hand and political reform on the other 
has enabled the emergence of privileged 
groups and given rise to a profound 
polarisation of Chinese society, 
intensifying the break with its socialist 
foundations.   
 
Similarly, the notion of "stability above all 
else" was called into question by the 
participants at the conference, as it has 
given a new legitimacy to governance by 
the person and the Party (as opposed to 
government through the rule of law) and to 
a new form of the concentration of power. 
Given this, the more one fights corruption, 
the more one becomes corrupted, which 
leads to a form of "structural corruption". 
What is more, in the name of "stability 
above all else" pressure is exerted on 
society and infringes on civil rights. The 
Party cannot therefore avoid implementing 
a reform of the constitution and its own 
statutes. 
 
In this mould, Wen Jiabao’s meeting with 
four prominent intellectuals was the 
opportunity for Zhu Guangya, the physicist 
who was involved in the fabrication of the 
first Chinese atomic bombs, to offer a 
warning to the Party that without reform it 
will lose power9. The solution, according to 

 
9  The meeting between Wen and the four 
intellectuals was reported by the official press 
without such discussions between them being 

China Analysis n°15, septembre-octobre 2007 4



Qian Xuesen, the founding father of the 
Chinese spatial programme, is rule by law, 
with independent legal bodies having 
oversight over the political organs.  
 
Whilst there is unanimous agreement 
about the social problems, there is still 
heated debate as to the solutions to them 
and the way to reform the political system. 
Liu Xiaobo chooses to report on two 
recent series on Chinese television to 
relay the confusion of the Chinese leaders: 
the first TV film, entitled "The Rise of the 
great Powers", studied the rise and fall of 
nine historical powers. The production of 
this documentary, supported by the top 
echelons of the Chinese regime, passes 
favourable judgment on the powers of the 
United States and the United Kingdom, as 
well as on the values that they represent, 
such as free trade, the market economy 
and constitutional democracy. Likened by 
some to He Shang10, this series could be 
understood as an announcement by 
Messrs Hu and Wen of their intentions in 
terms of political reform. However, there is 
another documentary with a completely 
different tone entitled "Vigilance in time of 
peace" (apparently supported by none 
other than Hu Jintao himself), which 
explains the Soviet Union’s decline and 
draws conclusions from it. Basically, it is 
the refutation of Stalin’s legacy and the 
betrayal of Marxism-Leninism begun by 
Khrushchev and continued by Gorbachev 
and Yeltsin which were determining in the 
decline of Soviet power. For Liu Xiaobo, 
the broadcast of the two documentaries is 
a patent demonstration of the indecision of 
the Chinese leadership concerning the 
ideological renovation of the Party. 
According to him, social polarisation has 
led Hu Jintao to look for answers in Maoist 
ideology. But Maoism, he goes on to say, 
was discredited a long time ago, to be 
replaced by nationalist sentiment and 
hollow slogans. The result is that the ruling 
team is clearly taking China in a certain 
direction without knowing where it will end. 
Messrs Hu and Wen are thought therefore 
to be seeking to fill the ideological vacuum 
through a return to Maoism but on account 
                                                                 

                                                

mentioned. See, "Premier Wen pays visits to 
senior scientists", Xinhua, 6 August 2007. 
10  This concerns a televised series, the 

production of which was supported by Zhao 
Ziyang and broadcast in China beginning in 
June 1988, which caused quite a debate about 
the political reform process underway in China.  
Its diffusion was subsequently banned. 

of the weakness of their political 
authority11  and the emergence of strong 
interest groups, they could not easily 
accept "the values and institutions of a 
modern political culture". On the other 
hand, a return to Maoist ideology also 
seems unlikely as "Deng’s opportunism 
and pragmatism have transformed the 
Party into a skilful calculator of costs and 
benefits", which would not easily return to 
more rigid ways of doing things.  
 
Whilst it is not unusual to read this kind of 
commentary in the Hong Kong press, 
which is openly calling for the 
democratisation of the Chinese political 
system and the liberalisation of society, a 
similar call has come from Beijing. In the 
latest issue of Yanhuang chunqiu (China 
through the Ages)12, Mao Zedong’s former 
personal secretary published an open 
letter to Hu Jintao in which he pleads for a 
constitutional democracy in China (at the 
same time as avoiding to talk about multi-
party elections), and calls for freedom of 
the press and freedom of expression and 
publication. In his text, and with his 
predecessors in the democratic debate in 
mind, Li Rui has far-reaching demands, 
but also shows great skill in the way in 
which he presents his argument.  
 
First of all, he talks in terms of an 
"imminent crisis" to describe the urgency 
of political reform, which is lagging far 
behind economic reform, before going on 
to sing the praises of democracy. Quoting 
Chen Duxiu and trying to appeal to the 
sentiment of solidarity of the Communist 
Party veterans 13 , Li Rui advocates the 
adoption of democracy in China. 
"Democracy is not exclusively capitalist; it 
is a concept which is not bound up with 
one social class but is the result of long 
years of struggle. Before the communist 
party came to power in China, the goal 
was to overthrow anti-socialism. However, 
once in power, we regrettably lost sight of 
this and made capitalism and the 
bourgeoisie our principal enemies. By 

 
11 It is, however, to be noted that many analysts 
feel that the duo Hu Jintao/Wen Jiabao has 
consolidated its political power. See Cheng Li; 
"Anticipating Chinese Leadership Changes at 
the 17th Party Congress", China Brief, vol. 7 
no. 6, March 2007.  
12 For recent publications in this journal that are 
just as controversial, see the previous issue of 
China Analysis  
13 Li Rui joined in 1937.  

China Analysis n°15, septembre-octobre 2007 5



joining the Party, we were opposing the 
autocratic domination of Chang Kai-shek 
with a single ideology, a single party and a 
single leader. We wanted to found a new 
China that would be free, democratic, 
strong and prosperous." 
 
Li Rui would like to see in China a critical 
study of the history of the country and the 
Party, to put less importance on the legacy 
of Mao and rethink the place of his thought 
in the ideological foundations of the 
country. "After 1949, the country suffered 
significant losses, not only of a material 
kind, but also intellectually. These are 
detestable phenomena which could not 
have happened in a democratic system 
with checks and balances (…). I think that 
the root of the problem comes from within 
the Party". Hence, for him, the need for the 
Party to reform itself: the Party cannot 
carry on as a privileged class, and will 
have to be exemplary in its application of 
the constitution. It will also have to 
guarantee the freedom of the press and of 
expression and thus come under the 
control of the people. In contemporary 
history, many autocratic parties have 
managed the transition to government by 
law, and it remains for us to carry out this 
historical task". To return to the political 
programme set out at the time of the 13th 
CC14, which should, according to Li Rui, 
be studied once again, it advocated the 
withdrawal of the Party from all the 
echelons of government. The "party in 
power should respect the law and limit its 
actions to those spheres defined by the 
law… the Party must of course govern, but 
(…) with the consent of the parliament and 
the government for its actions. The Party 
should not be authorised to intervene in 
the activity of government, just as judicial 
power should be independent". 
  
Constitutional democracy is thus seen as 
the only possible response for China, but 
adopting it would mean seeing that the 
constitution is respected by all, making the 
Chinese population aware of its rights 
through a process of education, such as 
citizenship training, so as to strengthen the 
civic consciousness of the Chinese. "We 
have changed the constitution seven times, 
but it is still inefficient. From the time he 
came to power, President Hu Jintao 
stressed the importance of the constitution. 

                                                                                                 
14 The reforms proposed by Zhao Ziyang and 
Hu Yaobang in 1988. 

This gave hope to the people." Li Rui is 
thus clearly positioning himself within the 
system and the Party, and does not seek 
anything more from the Party than that it 
keep its promise.  
 
Finally, for Li Rui the principle of "stability 
above all else" can only condemn the 
reform process to an early end. 
"Democracy is a good thing (…), it can 
only serve social stability. Admittedly, each 
country has its own unique circumstances 
and experiences", referring to statements 
that China should not copy other political 
systems15: "there is no point in imitating 
others just for the sake of imitation, but we 
can benefit from a wide range of 
experiences. We must weigh up the 
lessons of History carefully".  
 
Even if it seems unlikely that any 
thoroughgoing political reform will be 
announced by Hu Jintao at the time of the 
17th CC, reformist pressures are making 
themselves felt in discussions as reflected 
in the press. The urgent need for new 
political thinking is often evoked, but the 
factors for such a rethink do not yet seem 
to be in place. The latest editions of the 
journal Yanhuang Chunqiu are not 
available on line, but the texts are 
reproduced by other websites, showing on 
the one hand the willingness of the 
propaganda organs to restrict the range of 
such debates, and on the other the 
impossibility (or being resigned to the 
impossibility) to do away with them 
altogether. 
 
The press believes that the political 
innovation announced on 15 October will 
be limited to the introduction of slogans 
like "the harmonious society" and 
"scientific development" in the constitution. 
However, given the proliferation of 
discussion, it is possible to think the 
announced constitutional change might be 
taken further. 
 
 
 
 
 
 
 
 

 
15 See "Democratic debate is no longer stifled", 
China Analysis no 14.  
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3. Is the rise of the Communist Youth 
league a good thing for China?  
 
Critical summary by Michal Meidan from:  
- Hu Shaojiang, "The tuanpai enters the 

ruling circles", Dongxiang, no. 264, 
September 2007 

 
 
The change in leadership in Beijing on the 
occasion of the 17th Congress should see 
the consolidation of a new political faction 
in China: the tuanpai, or the Communist 
Youth league faction.  
 
The Hong Kong journal Dongxiang tries in 
this article to answer two questions: who 
are the members of this faction? What are 
the implications for China of their 
accession to power?  
 
The members of the tuanpai are cadres 
who have come from the ranks of the 
Communist Youth league, associated with 
Hu Jintao, who was the secretary of the 
league’s central committee between 1982 
and 1985. The Communist Youth League 
is intended to be the "reserve" of the CCP, 
its stated goal being to produce cadres for 
the party and provide the next generation 
of operatives for all levels of political 
leadership. The League is one of the 
PRC’s most important political institutions, 
with, in 2002, about 70 million members, 
and it employs 181 000 cadres16. Several 
Chinese leaders have come up through 
the ranks of the league, among them, in 
particular, Hu Yaobang, Hu Qili and Li 
Ruihuan, but until now few members have 
held the Party’s highest offices. However, 
for Hu Shaojiang, with the arrival in power 
of Hu Jintao, their emergence is now 
inevitable.  
 
Nonetheless, the assessment made by the 
writer of the vast majority of cadres who 
come from the league is rather negative. 
He makes a distinction between two 
different categories of league members: 
the first category contains cadres who 
have not spent much time there. They 
went through it as a stepping stone 
between two posts and have continued 
their career as senior bureaucrats in 
government or state-owned enterprises. 

                                                 

                                                

16 For a more detailed analysis of the Tuanpai, 
see Cheng Li, "Hu’s Policy Shift and the 
Tuanpai’s Coming-of-Age", China Leadership 
Monitor, no. 15, 2005 

The writer cites the example of Li Ruihuan, 
Wang Zhaoguo, and of course Hu Jintao. 
"We are dealing with very capable people, 
who are clever but also brutal when it 
comes to power struggles. These people 
are, however, a minority within the 
Communist Youth League".  
 
It is the other category which therefore has 
the majority of league cadres having spent 
the greater part of their career there. They 
joined while they were students and have 
had careers in the various bodies of the 
league. They are transferred and were 
promoted until they accede to functions in 
the League’s secretariat or in local 
secretariats, before finally being appointed 
to positions in the Party or in government. 
Li Keqiang, the Party’s secretary in 
Liaoning province, is a case in point, as is 
Li Yuanchao, the Party secretary in 
Jiangsu, and Yuan Chunqing, the 
governor of Shaanxi. "Apart from a few 
exceptions, they have little experience in 
the real work of the Party or government". 
Thus, for the writer, "the Communist Youth 
League is in fact the Party’s assistant" and 
even if the league’s members have high-
ranking positions in the hierarchy of the 
system with respect to their counterparts 
who have come from the ministries, state-
run companies and the administration, 
they do not actually have much power. 
Besides, given the nature of their work, 
they do not operate under the same 
constraints and in situations that are as 
variable and complex as do their 
counterparts. "The only way of assessing 
their work is to estimate their ability to 
understand the requirements of their 
leaders". They are, therefore, according to 
Dongxiang, "less independent, less 
entrepreneurial and less likely to take on 
responsibilities or to have innovative ideas. 
This is a consequence of their 
development within the league when they 
take on managerial functions in the Party 
or government, so that they often follow 
the inertia of the local bureaucracy and do 
not leave much of an individual mark on 
these bureaucracies" 17 . This becomes 

 
17 We note that Cheng Li, a leading analyst of 
Chinese political life, takes a less critical view 
of these differences. For him, the tuanpai are 
actually cadres from more modest family 
backgrounds who had carved out a career in 
the central and western provinces of China; it is 
this very fact that has made them better 
adapted to implementing the "social" policies of 
Hu Jintao aimed at reducing the gaps in 
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even more apparent when one compares 
them with the cadres who have had to 
fight for their place in the Chinese political 
system and who, for better or worse, have 
very particular personalities such as Xi 
Jinping, Bo Xilai and Wang Qishan.  
 
The writer concludes that the emergence 
of the Communist Youth League faction is 
a factor of uncertainty in Chinese political 
life. If after the Cultural Revolution the 
mood encouraged reconciliation between 
a disenchanted people and the Party, the 
leaders who have come after Deng 
Xiaoping "have opted for easy solutions", 
leaving it up to the next generation of 
leaders to solve any problems or 
contradictions.  
 
However, the members of the tuanpai, 
who have little experience or skill in 
holding the reins of power, will not easily 
be able to take quick decisions, and are 
therefore likely to be even less in a 
position to face up to the current explosive 
situation in China. Moreover, these, 
"indecisive cadres" would have to confront 
two additional difficulties in their political 
manoeuvring: the experienced technocrats 
and the "princes" (the sons of former 
cadres)18.  
 
This leads the writer to conclude that "the 
loss of political power under the tuanpai is 
therefore not a totally unrealistic 
hypothesis".  
 
 
 
 
 
 
 
 
 
 
 

                                                                 
income and modifying the pattern of growth. 
They have top-notch degrees but they are not 
engineers, which would lead one to foresee a 
less bureaucratic generation coming through. 
However, he also notes a relative weakness in 
their expertise in financial, economic and 
international trade matters, which would tend to 
bring about a more important balance with 
other factions and in particular with the faction 
associated with Jiang Zemin.  
18 Cheng Li remarks that that there were 
"princes" in the league’s ranks in the past but 
that they have become increasingly rare. 
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THE ECONOMY 
 
4. Does the anti-monopoly law facilitate 
competition? 
 
Critical summary by Pierre Nordmann, 
from:  
Duan Hongqing, "The basis of an 
‘economic constitution'19", Caijing, n°193, 
3 September 2007 

 
The anti-monopoly law, which had been 
under discussion in Parliament since 
1994, was adopted by the National 
People’s Congress on 30 August last. 
Over the years, this important legislation 
has given rise to much heated debate on 
several fronts. In its final form, it still 
leaves many questions up in the air: 
the areas to which it could be applied 
remain unclear, and the organisation 
that will be responsible for ensuring 
that the law is enforced has not been 
completely defined. For these reasons, 
many experts have doubts about its 
applicability.   
 
The result of a compromise 
 
In 1987, the Chinese government 
established the organisation charged with 
drafting the bill. However, as the 
conditions for doing so were not ripe, the 
law had to be split into two parts the same 
year. The first part, which deals with 
protection against anti-competitive 
practices, was adopted in 1993; and one 
year later Parliament put the anti-
monopoly law on its agenda. Owing to 
several disagreements within the working 
party drafting the legislation, discussion of 
it took 13 years, with the result that the 
first version was only presented to 
Parliament for consideration in 2006. 
 
This initial version laid out the principles of 
the anti-monopoly law by defining the 
various forms of monopoly – abuse of 
dominant position, cartels and  
arrangements set up to restrict 
competition. The bill decided on the 
establishment of an agency charged with 
ensuring that the anti-monopoly be 
respected, and spelled out its functions, its 

                                                 
19 ( 法经济宪  jingji xianfa, a term used in the 
Chinese press to refer to the anti-
monopoly law). 
 

legal obligations and the procedures at its 
disposal for carrying out investigations and 
taking action. The text also defined the 
principles of the fight against 
administrative monopolies. After the first 
reading of the draft law, the Parliament 
circulated it among the provincial 
governments and the different ministries 
as well as university research 
departments. 
 
Parliament then amended the draft 
legislation in the light advice from these 
various administrations. After two further 
parliamentary readings, the bill was finally 
passed. 
 
In an interview with Caijing, Wang Baoshu, 
a Professor at the prestigious Qinghua 
University, made the following 
observation: whereas the anti-monopoly 
law decides to fight against administrative 
monopolies, the text’s general principles 
do not contain any definition of the 
concept of administrative monopoly. For 
Wang Baoshu, this lack of coherence was 
in fact needed for the adoption of the law, 
as whilst the Chinese economy is 
fundamentally a market economy, the 
administration is still indirectly present in 
every sphere of activity. This is particularly 
the case with sectors such as the 
pharmaceutical industry, education, 
publishing and tourism, where local 
protectionism and the practices of 
administrations whose aim is to strengthen 
monopolies are commonplace. As the anti-
monopoly law threatens to upset their 
interests, the administrations have blocked 
the adoption of the text. 
 
In order to reduce resistance to the bill, 
its content had to be modified. For one 
thing, the definition of administrative 
monopoly was removed. For another, 
whilst the law recognises the dangers 
presented by administrative monopolies, it 
makes no provision for legal sanctions: the 
text simply calls for the higher authorities 
to impose administrative sanctions. 
Consequently, Wang Baoshu fears that by 
deliberately leaving a vacuum around the 
question of administrative monopolies, 
the law in fact will strengthen the 
administrations in their monopolistic 
behaviour. 
  
Wang Baoshu then tackles a second point, 
concerning the organisation charged with 
ensuring that the anti-monopoly legislation 
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be enforced. In the current set up, several 
departments, including the very powerful 
National Development Reform 
Commission (NDRC), the Ministry of 
Trade and the State Administration for 
Industry and Commerce (SAIC), already 
have certain powers pertaining to the 
prevention of monopolies. On account of 
the difficulty of the law’s attributions, and 
also on account of the resistance mounted 
against it, several academics have 
proposed the setting up of an 
"independent" entity that would be directly 
under the control of the State Council. It 
alone would thereby hold the powers of 
enforcing the anti-monopoly laws. 
 
But here again, the draft bill that was 
finally adopted resulted from a 
compromise: the text states that the State 
Council is charged with the task of setting 
up an agency responsible for its 
organisation, harmonisation and 
supervision, by refraining from establishing 
it. For Wang Baoshu, the anti-monopoly 
agency is an empty shell (虚), as the law 
does not provide any clear guidance on its 
mandate. Moreover, whilst the 
responsibilities for putting anti-monopoly 
prevention into practice continue to be 
shared between several jurisdictions, 
Wang Baoshu thinks that the law cannot 
be properly applied. In conclusion, Wang 
Baoshu is of the view that by reason of the 
imprecise nature of the law, the 
government must quickly begin to 
establish decrees as to its application. He 
nonetheless considers that certain 
problems, like the administrative 
monopolies, cannot be resolved through 
the anti-monopoly law, as they are rather 
problems to do with the reform of the 
political system. 
 
A question of "national security"  
 
The anti-monopoly law stipulates that in 
addition to the anti-monopoly 
investigations, acquisition of an interest in 
a company with links to national security is 
subject to national security clearance in 
line with the appropriate laws and 
regulations. However, the law does not 
define either national security or the 
administrations which will be responsible 
for examining such interest or the 
"appropriate laws and regulations". The 
application of the text is therefore the 
subject of much attention on the part of 
foreign investors. 

 
In an interview for Caijing, Thomas E. 
Jones, a jurist specialising in foreign 
takeovers, considers that if the concept of 
national security is not clearly defined, 
vagueness will be a cause of 
uncertainty in the long term plans of 
foreign investors. Indeed, investors are 
afraid that the Chinese authorities will 
invoke this as a reason for rejecting their 
investments in these sectors. However, 
these inquiries concerning national 
security clearance are not peculiar to the 
Chinese anti-monopoly legislation. 
Witness the actions of the Committee on 
Foreign Investment in the US (CFIUS), like 
those of the Legal Department and the 
Federal Commission on Trade in the 
United States or of similar bodies in 
Germany, Japan and France. 
 
According to Thomas E. Jones, a 
rudimentary system for national security 
checks has existed since 2006, but the 
relevant text puts emphasis on the 
concept of economic security. Even if 
Thomas E. Jones and other experts have 
contacted the legislators about this point, 
they have not obtained any clarification on 
the difference between national economic 
security and national security20. 
 
Foreign investors are afraid, however, of 
difficulties in cases where a law makes 
use of the concept of national security 
and a regulation that of economic 
security, since there is a difference 
between the two principles. Economic 
security is much more extensive than 
national security. For example, out of more 
than 2000 takeover plans studied by the 
United States since the setting up of the 
Committee on Foreign Investment, only 
one has been rejected. This plan by the 
China National Aero Technology Import & 
Export Corp. to invest in an aeronautical 
equipment company based in Seattle was 
linked to the national defence policy and 
so involved national security. At the same 
time as recognising that the national 
security checks correspond to the 
sovereign rights of States, Thomas E. 
Jones hopes that the investigative process 
will be transparent, regular and 

                                                 
20 On these questions of national security and 
the blocking of foreign investment, refer “The 
Chinese economy is too exposed to 
international risks”; China Analysis n°8, 
September 2006.  
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predictable. He therefore wants the 
executive to specify the conditions of the 
investigation and quickly make known the 
decrees relating to how the law is to be 
enforced. 
 
Growth of Chinese enterprises vs. the 
anti-monopoly law  
 
The text of the anti-monopoly law indicates 
that the state reserves the right to protect 
the interests of those state industries that 
are connected with the country’s vital 
interests and security, but does not give 
any other details about these industries. 
 
Responding to Caijing about this, Huang 
Jianchu, a legal expert from the standing 
committee of the National People’s 
Congress, states that the anti-monopoly 
law is not opposed to companies 
expanding and acquiring a dominant 
position. As the market economy has not 
yet reached a stage of sufficient 
development in China, many industries are 
not yet considered to be concentrated 
enough.  However, concentration can 
produce economies of scale. All that the 
anti-monopoly law does therefore is to 
prevent improper use of market 
dominance and excessive concentration, 
at the same time as it encourages the 
legal acquisitions of companies. Caijing 
points out that Huang Jianchu did not in 
the end give any indication in his reply as 
to what were the industries "connected to 
the country’s vital interests and security". 
Just as with the questions concerning the 
anti-monopoly agency and the national 
security investigations, this question will 
have to be clarified in the laws and 
application decrees to come. 
 
The anti-monopoly law will come into 
effect on 1st August 2008. These 
problems will therefore have to be 
resolved over the next 11 months, 
something that Caijing sees as a long and 
arduous task (任重道远). 
 
 
 
 
 
 
 
 
 
 

5. The difficult issue of housing  
 
Critical summary by Valérie Demeure-
Vallée, from: 
- Shen Xiaojie, "Ten years of reform to 
usher in a new era of policy", Zhongguo 
Jingji Zhoukan, n°34, 3 September 2007. 
- Shen Xiaojie, "Housing costs: at what 
‘appropriate levels’ should they be 
stabilised?", Zhongguo Jingji Zhoukan, 
n°34, 3 September 2007. 
- Zhang Yishan, "Solving the housing 
problem is more important than being an 
owner", Zhongguo Jingji Zhoukan, n°34, 3 
September 2007. 
 
On 24 August 2007, the State Council 
presided over a meeting on real estate, 
eleven days after the issue of document 
n°24 on the resolution of the housing 
problems of low income families. In the 
context of soaring real estate prices, and 
in spite of control policies, housing 
problems are getting worse in China, 
something that the governing bodies are 
aware of. At this meeting, they tried to 
present an assessment of the situation 
and propose measures to help those in 
greatest need. 
 
Housing, a recurrent problem that the 
State must at least partially deal with 
 
It had been ten years since a meeting on 
housing had taken place at this level. 
There is, however, nothing new about 
China’s housing problems. One of the 
most problematic aspects is the offer of 
"guaranteed housing" ( 保障房 ) for the 
poorest members of the community. This 
is a policy that had already been tried by 
the State Council in 1998. At the time it 
proposed to make available premises that 
were designated as being for economic 
use (经济适用房 ) so as to guarantee 
accommodation for the most needy. This 
measure was hardly put into practice by 
reason of the Southeast Asian economic 
crisis. According to Ren Yuming, a 
counsellor in the State Council and a 
permanent member of the Chinese 
People’s Consultative Political Conference, 
"the real estate industry has become a 
support industry, and people have used 
housing construction to underpin the 
development of sectors like steel and 
cement". The market had priority over the 
guarantees of housing for the most needy. 
This trend became more marked from 
2003 onwards, when the State Council 

China Analysis n°15, septembre-octobre 2007 11



decided to get behind the development of 
the real estate market, particularly the 
construction of commercial premises. On 
the back of real estate speculation, 
housing costs started to soar in 2003, 
and especially from 2005 onwards, and 
policies of regulation and stabilisation 
became ineffective. 
 
For Zhang Yishan, an official at the 
Commerce Institute at the University of 
Jilin, guaranteeing housing for all is a 
public matter, and the responsibility for 
settling the complex problem of housing in 
China cannot be left to the market. It is 
therefore necessary to "rely at once on 
the power of the market, public 
services and government policies to 
improve and regulate" this problem. All 
that can be done must be done to see to it 
that the State’s public service mission, 
which is to house those most in need, is 
compatible with economic and market 
policies. These problems were dealt with 
at the meeting on 24 August. 

 
Housing those most in need, improving 
the housing conditions in the towns 
and cities, keeping a close watch on 
prices in the real estate market  
 
Two of the subjects discussed at the 
meeting of the State Council had been 
outlined in the document n°24, issued on 
13 August. The first one concerns the 
establishment of a system of affordable 
housing, the second is about solving the 
housing problems of low-income families 
in the cities.  
 
Although it is difficult to know exactly what 
decisions were reached during that 
meeting, Shen Xiaojie talks in his article 
about reaffirming a double objective called 
the "two 70%" (两个 70%): on the one 
hand, "increasing by at least 70% the 
amount of space available for small and 
medium-sized businesses, and providing 
premises ear-marked for commercial 
activity and moderately priced rental 
accommodation"; on the other hand, 
"increasing by at least 70% the space of 
block houses of less than 90 m2" for new 
housing developments in the cities. 
According to statistics provided by Rong 
Junqing, an official from the committee of 
experts on housing policies in the 
Construction Ministry, at the present time 
10 million households have a living area of 
less than 10 m2. 

 
For Ren Zhiqiang, acting coordinator of 
the Beijing group Huayuan, this meeting 
and the document n°24 have set the tone. 
According to him, the government is 
currently seeking to give low income 
families a right to housing. When this 
system is up and running, rents will 
become a market regulation tool subject to 
the interplay of supply and demand. The 
fact remains, though, that prices are 
soaring in the real estate market, and that 
it is hard to keep this trend under control. 
The authorities, aware as they are of the 
limits of his power of intervention, even 
seem to have changed their tune, as 
observed by Shen Xiaojie, who notes that 
the government’s objective now is to 
"stabilise real estate prices" (稳定住房

价格) and no longer to "control real estate 
prices "(房价调控) or to "restrict the rapid 
increase in real estate prices" (抑制房地产

价格过快上涨), as was previously the case. 
      
A new policy, but one that is difficult to 
implement  
 
The State Council drew up a sort of 
requirement list in which it delegates to 
provincial governments the task of 
stabilising real estate prices, allocating 
housing and guaranteeing housing for 
the most needy in the regions under 
their jurisdiction. The municipal 
governments and districts also see 
themselves now entrusted with 
responsibilities in this area. 
 
In practice, however, the objectives 
outlined by the State Council seem 
difficult to implement.  Some 
commentators denounce what they see as 
too short a deadline for applying the 
measures which have to come into effect 
within the year. Moreover, as the 
Counsellor at the State Council, Ren 
Yuming, admits, there are very many 
applicants for housing and it is hard to 
sort out the "low-income groups". Many 
of those seeking housing are in actual fact 
employees with little protection, but it is 
not possible to have this as a criterion for 
them to be considered in the category of 
low-income households. For Yi Xianrong, 
a researcher at the Chinese Academy of 
Social Sciences, in spite of the extensions 
provided for by the government, those 
regarded as being low-incomer earners, 
and who are likely to benefit from housing, 
represent 1% of the urban population, that 
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is, the same proportion as before.  Ren 
Yumin also concedes that the really big 
problem is "on the ground", as there is 
nothing to constrain prices, and the mu of 
land is sometimes so expensive that it 
makes it hard to apply a policy 
guaranteeing housing for the destitute.  
 
These soaring market prices are limiting 
the capacity of the State to carry out its 
public service mission. But they are also 
acting as a break on households whose 
purchasing power is on the slide. 
According to Shen Xiaojie, the cost of a 
flat or house represents 10 to 20 times 
their annual combined income, instead of 
the 3.6 to 4.6 times recommended by the 
World Bank,. 
    
6. The chaotic restructuring of Chinese 
enterprises 
 
 Critical summary by Thibaud Voïta from: 
- Lu Yanzheng, “The incidents of 
Shenzhen Construction Group’s 
restructuring process”, Caijing, no 193, 3 
September 2007, pp 66-70. 
 
The process for reforming state 
enterprises, begun in the 1990s, is 
referred to in Chinese by the term gaizhi 
(改制), that is, reform of the system (which 
we translate in the article as reform 
process or restructuring). This term 
enables one to avoid using words that are 
outlawed such "privatisation" or 
"restructuring". 
 
The present article offers the interest of 
giving a detailed description of the gaizhi’ 
of a major group held by the municipal 
government of Shenzhen. It is an excellent 
example of the fits and starts to which the 
business reforms could be subject21: in it 
can be found reference to the ways in 
which a group’s directors can cook the 
books, cut-priced asset sales and the 
wholesale ripping-off of employees… The 

                                                 
21 The International Finance Corporation (IFC, 
an off-shoot of the World Bank) has published 
some excellent studies of the gaizhi: cf. 
TENEV, Stoyan, ZHANG Chunlin, BREFORT 
Loup, Corporate Governance and Enterprise 
Reform in China, IFC, World Bank, 2002, 185 
pp. and GARNAUT Ross, SONG Ligang, 
TENEV Stoyan and YAO Yang, China’s 
Ownership Transformation. Process, 
Outcomes, Prospects. Washington: IFC, World 
Bank, 2005, 236 pp. 
 

only thing not mentioned are connections 
with the local authorities.  
 
At the time the article was published, at 
the end of September  2007, the reform 
process was nearing its completion. The 
fact remains that the determination and 
estimation of the group’s assets were not 
completed by that time. "The gaizhi is at a 
very delicate stage", as the company’s 
Chairman of the Board declared last 
August. 
This delay can be explained by the many 
irregularities from which the group has 
suffered since the reform process was 
launched. 
 
The fall of a star of the Shenzhen 
economy 
 
The Shenzhen Construction Group was 
set up in 1982 as an entity in the hands of 
the local government of Shenzhen which 
specialised in construction. In 1985, it 
became an enterprise whose capital was 
100% owned by the city. It then had a 
monopoly of the city’s real estate. Its 
activities subsequently diversified, 
branching out into tourism and trade. Its 
assets reached 3 billion yuan, with annual 
profts in the order of 200 to 300 million 
yuan. Within a few years, the group 
climbed into the top rank of the city’s 
enterprises. In 1996, the government of 
Shenzhen took the decision to promote 
ten enterprises with assets of more than 
10 billion yuan, and the Shenzhen 
Construction Group was among the happy 
few.  
 
Unfortunately, in 2000, this plan of the "ten 
leading enterprises" (十大) was abandoned, 
as some of them had gone bankrupt in the 
meantime. The group then went through a 
period of decline, during which its profits 
and its influence were on the wane. As a 
consequence, in 2003 the authorities 
began to restructure its assets. The 
government of Shenzhen started to 
withdraw from the most competitive 
sectors and got behind the gaizhi of state 
entreprises. Fourteen firms, in the first 
instance, were affected by the reform 
process, which came with the catch-
phrase: "let us only allow success, and 
ban failure". (只 成功许  不 失许 败).  
 
The Gaizhi process  
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The reforms to the Shenzhen Construction 
Group began in 2005, and were first 
intended to last a year (according to the 
wishes of the local branch of the State 
Assets Supervision and Administration 
Commission - SASAC, a stakeholder in 
the major enterprises under central State 
control). In the first place the reforms 
impacted on the group’s subsidiaries, 
whose net assets were worth 26 million 
yuan at the start of the gaizhi. 360 
employees bought shares and received 
compensation to the order of 60 million 
yuan. In other words, not only did 
employees who bought shares have 
nothing to pay, but they also received 
subsidies. These branches experienced 
one of two fates: those that could try out 
the gaizhi, while those not already on a 
sufficiently strong footing were reabsorbed 
by the group. At the present time, 8 
subsidiaries have tried out the experience 
of the gaizhi. In March 2006, 3 branches 
were merged, and four others were 
reabsorbed by the group. 
 
But the reforms are proceeding at too slow 
a pace. In the hope of sticking to the 
schedule, the Chairman of the Board, Li 
Xinfang, was relieved of his duties in June 
2005, owing to the fact that the reforms 
had not gone far enough (改制不力). The 
managing director, Guo Hongzhuang, was 
then appointed chairman, while Fang 
Yibing, the managing director of Shenzhen 
Properties and Resources Development 
(publicly listed on the Shenzhen Stock 
Exchange) became the group’s managing 
director. Despite these changes, the 
deadline set for the end of remained 
unrealistic. An evaluation of the reform 
was then undertaken, but this did not alter 
the fact that the end of the gaizhi had to be 
put back by a year, until the end of 2006, 
in line with the central government’s 
demands.  
Once the assets had been estimated, 
board meetings were called. Nonetheless, 
many problems remained. The group was 
still suffering from bad loans and many a 
legacy from its socialist management 
practice. All these factors made it difficult 
to see the reform process being completed 
before the end of 2006. In spite of every 
effort being made, and subsidies being 
provided, the restructuring was not 
achieved in time. The end of the reform 
process was therefore pushed back again, 
until March 2007, before being further 
extended until the end of September.  

 
Dividing up the cake 
 
According to the reform programme, the 
Shenzhen employees must get 70% of the 
shares, the remaining 30% being state 
owned (国有股), and these shares cannot 
be sold off. They therefore remain under 
the control of the management of the 
company, with the requirement that they 
be transferred to a subsidiary (the 
Shenzhen Construction Investment 
Company). The group’s overall number of 
shares has a value of 668 million yuan, 
while net assets are 1.25 billion yuan. 
 
This plan is not without its difficulties. 
Those with 70% of the shares are all small 
shareholders and it will be no easy matter 
for them to get together to hold a meeting. 
On the other hand, the company’s 
management maintains very considerable 
power through keeping its 30% holding. 
There are those who suspect the 
company’s management of instigating tacit 
agreements with some small shareholders 
and of being ready to sacrifice the 
dividends of these same shareholders for 
their own benefit. In other words, the right 
to be represented is distorted, all the more 
so in that in the view of Fang Yibing 
himself, the group’s managing director, 
holding a 36% share of the company is 
enough to control the decision-making 
process due to the very scattered nature 
of the group’s shareholders.  
 
The biggest problem comes, however, 
from the method of reallocating shares. In 
terms of the project outlined on 15 March 
this year, a first stage provides for about 
600 employees of the group buying shares 
in it. Employees themselves are divided 
into three separate groups: "ordinary 
employees" (普通工员) may, in toto, hold 
between 6.13% and 32.7% of the group’s 
shares; the "middle–ranking employees" 
(中 工层 员) between 6.32% and 15.8%, and 
the management team, between 7% and 
9%. At the same time, provision is made 
for the future members of the 
management team to be able to purchase 
12.62% of shares. As for the chairman of 
the board, he is entitled to hold 1/5 of the 
board’s overall share allocation.  
 
Now, each employee has to outlay a 
minimum of 150 000 yuan to purchase the 
shares, an amount that is of course out of 
reach for most of them. For the unsold 
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shares there are two solutions: either they  
are retained by Shenzhen Construction 
Investment, in the case where they do 
exceed 20%; or, where they do, the 
management team is given the option of 
acquiring them.  In any event, the process 
allows management to gain considerable 
power of control in the process. However, 
where the employees do not purchase all 
the shares (which seems extremely 
probable), these will go in a fireside sale to 
management ("shrinking in the wash", 水缩 , 
as the Chinese expression would have it). 
In other words, employees will be the ones 
to pay the top price for shares, while 
management is likely to be able to acquire 
their lot at a cut price.  
 
Cut-price sales  
 
The problems do not end there, however: 
the group has been caught up in a "cut-
price sale" (贱卖) scandal. In September 
2006, Fang Yibing sold  3080 m² of flats at 
9500 yuan per sqm. Three months later, 
the price fell to 8100 or 8000 yuan a sqm 
when the flats were on-sold to a private 
firm, a sale that attracted the attention of 
the authorities, as the cost of a sqm in 
Shenzhen is more like 30 000 yuan.  
 
Lastly, the group is also reported to have 
signed a deal with a company by the name 
of Foshan for the sale of flats for which it 
supposedly paid a deposit. Yet this did not 
prevent the group from then selling on 
these flats to three people of unknown 
identity for 26 000 yuan a sqm. These 
transactions too have attracted the 
attention of the city’s authorities and an 
investigation is underway.  
 
This all goes to show that after ten years 
of accelerated reform, the restructuring of 
some companies is still far from complete.  
 
7. The new role of Private Equity in 
China 
 
Critical summary by Jules-Guillaume Friol, 
from:  
- Special issue, "Private Equity, the 
Chinese dream", Caijing, 9 July 2007 
- Zhao Juan, "A change of direction for 
private equity now enjoying a state of 
grace", Jingji Guancha (Economic 
observer), 1st October-8 October 2007 
 

In China, private equity22 has taken on a 
new meaning after the series of regulatory 
changes that have been introduced over 
the past year. Whilst, in the first instance, 
private equity was a form of financial 
engineering that led to the public listing of 
Chinese assets on foreign markets (so-
called "red chips" or 红筹), it sees itself 
more and more as a tool of Beijing for the 
sustainable growth of its "private" 
companies (民 企营 业 私 企营 业 or ) or for the 
reform of state-owned enterprises – with a 
view to the domestic markets of  Shanghai 
and Shenzhen. But is this strategy actually 
sustainable? 
 
Good Bye Red Chips, Long Live A 
Market 
 
Until September 2006, private equity funds 
traditionally operated in China according to 
an off-shore circuit. A fund that had been 
invested in foreign capital and registered 
outside China took a share in a Chinese 
company, (a so-called Operating 
Company) via an off-shore Special 
Purpose Vehicle (SPV), itself often 
registered in a tax haven. A merger of the 
two entities was made before proceeding 
to a public listing on foreign stock markets, 
most often Hong Kong or Singapore. A 
directive in September 200623 put a stop 
to this "red chip" method, by giving the 
Ministry of Commerce (MOFCOM) the 
right of refusal for any acquisition of a 
Chinese company by an off-shore SPV. 
There are three main reasons for this 
change in regulation. The first is the 
concern the authorities have to keep hold 
of the country’s best assets. The second is 
the wish to attract firms of quality onto the 
domestic markets. The sole raison d’etre 
of private equity funds is to ensure that 
their investments can be taken out, and 
the best way for this to happen is through 

                                                 
22 The aim of private equity investment funds 
is to invest in companies which have been 
chosen according to certain criteria. For the 
most part the funds are specialised in relation 
to the set goal of the operation: either capital 
risk, capital development or an LBO fund. All 
these funds correspond to various stages in the 
life-cycle of a company. 
23 "Directive on foreign investors acquiring on-
shore Chinese companies" 
("关于外国投资者并购境内企业的规定"), 8 
September 2006.  
http://www.legaldaily.com.cn/misc/2006-
08/29/content_397421.htm

China Analysis n°15, septembre-octobre 2007 15

http://www.legaldaily.com.cn/misc/2006-08/29/content_397421.htm
http://www.legaldaily.com.cn/misc/2006-08/29/content_397421.htm


a public listing on the stock exchange. By 
having the A market as the focus of any 
investment in private equity in China, the 
regulators are reacting to the critical lack 
of successful listed companies on the 
domestic markets. The third reason is that 
the new legislation favours the 
establishment of funds in RMB, which 
enables to absorb a part of any surplus 
liquidity cash. 
 
Since last June, an amendment to the law 
on partnerships in commercial law  
("合伙企 法业 24") allows local incorporation of 
private equity funds. These can now raise 
funds in RMB  and thereby benefit from a 
favourable fiscal policy enabling them to 
avoid the impost of double taxation. Local 
groups are gaining ground. Hony Capital 
(弘毅), the Lenovo fund, and CDH-
Investments (鼎晖), whose manager, Wu 
Shangzhi, introduced the red chips 
method by listing Eagle Ceramics ( 牌陶瓷鹰 ) 
in Singapore in 1999, are enjoying the 
most success. Companies listed on the 
Stock Exchange, such as China 
International Capital Corp. and Citic 
Securities, have also set up their own 
private equity funds. A great many foreign 
franchises have also now sprung into 
existence: Temasek and Goldman Sachs 
have just entrusted this mission to some of 
their most experienced bankers, while 
Carlyle, Texas Pacific Group and CVC, 
among others, are also adapting to the 
new regulatory climate. All in all, Beijing 
has approved 11 funds in RMB since 
2006, amounting to some 10.6 billion 
dollars US (according to the Centre for 
Asian Private Equity Research). 
 
The government has also set up pilot 
investment funds that Caijing puts under 
the "Private Equity" label. The Bohai 
Industrial Fund in the Tianjin region, with a 
value of 20 billion yuan, was established in 
late 2006, while four further funds in 
different sectors, worth a total value of 46 
billion yuan (4.3 billion euros)25, obtained 

                                                 
24  At article 108 concerning the Foreign 

Investment Partnerships 
("外商后投 合资 伙企 管理 法业 办 ") 
http://www.mofcom.gov.cn/aarticle/bh/200703/2
0070304413083.html  
25 The Financial Fund of Shanghai has a value 
of 20 billion yuan (1.9 billion euros). The 
Guangdong Electricity and Nuclear Fund and 
the Shanxi Environmental Fund each raises 10 
billion yuan, and the "Suntech" Fund of 

approval from the State Council in 
September 2007. At a time when the 
foremost investment fund, China 
Investment Corp., is officially starting up its 
asset management portfolio, with 200 
billion US dollars, the setting up of public 
investment funds confirms the importance 
placed by the authorities in private equity 
investments in areas of strategic 
importance for Beijing. (energy, 
environment, new technologies, financial 
services). These funds, despite not having 
any asset portfolio, are nonetheless being 
felt as a threat to the "original spirit"    of 
private equity, which in China is facing the 
twin problems of bureaucracy and political 
nepotism.  
 
Directed Private Equity  
 
The new  legislation largely determines the 
direction taken by private equity type 
investments in China. They are seen as a 
means of identifying the country’s best 
companies, of helping in their 
development through acquisition of 
interests and listing them on an A grade 
stock market keen to have quality assets. 
The Chinese authorities have noted the 
fact that companies involved with private 
equity funds turn in better performances 
over the long term than more traditional 
companies26. 
Private equity Chinese style is very far 
from what Michael Jensen has 
characterised as the "eclipse of the public 
corporation"27. It is grounded, according to  
the Jingji Guancha, in a "Pre-IPO" logic in 
China, in which the cases of public-to-
private, frequent though they are in well-
developed markets, are here the 
exception28. The bulk of transactions take 
the form of  a partial acquistion (capital 
development) and rarely of a full buy-out. 
KKR’s recent acquiring of an interest in the 
cement manufacturer Tianrui to the tune of 
                                                                 
Sichuan, 6 billion. Cf. Caijing, 13 September 
2007. 
26 Cf. "Morgan Stanley Roundtable on Private 
Equity and its import for Public Companies", 
Journal of Applied Corporate Finance, Summer 
2006; see also Kaplan, S.N., Schoar, A., 2005. 
“Private equity returns: persistence and capital 
flows”. Journal of Finance, 60, 1791-1823. 
27 Michael Jensen, "The Eclipse of the Public 
Corporation", Harvard Business Review, Sept.-
Oct. 1989. 
28According to Jingji Guacha (24.09.07), Digital 
China could see its listing withdrawn (0861.HK) 
by IDG Venture Capital in the coming months. 

China Analysis n°15, septembre-octobre 2007 16

http://www.mofcom.gov.cn/aarticle/bh/200703/20070304413083.html
http://www.mofcom.gov.cn/aarticle/bh/200703/20070304413083.html


43.2% is a typical example of the kind of 
operation likely to take place from now on 
in China29. KKR has invested 115 million 
dollars US of its own funds and has 
secured financing syndicated by Morgan 
Stanley worth some 335 million dollars 
US. Private equity expertise is thus of 
considerable assistance to Chinese firms 
in their search for new securities. 
 
But companies need to have the 
regulatory bodies on their side. This has 
been recently shown with the tribulations 
of a major regional player, Carlyle. The 
Washington fund saw the rejection of one 
transaction with the construction 
equipment manufacturer, XuGong 
Construction Machinery Group  (XCMG), 
as well as of its acquisition of 7.99% of 
Chongqing City Commercial Bank. 
 
A delicate balancing act 
 
Granting a dominant place to private 
equity in the development of Chinese 
companies is a strategy that is paying off, 
and at first flush it would seem to justify 
the efforts being undertaken by the 
Chinese authorities.  Liu Chuanzhi, the 
manager of Hony Capital, identifies three 
key factors of success, in particular. To 
begin with, China is benefiting from the 
expansion of key sectors (public works, 
textiles, foodstuffs, pharmaceutical 
industries) where companies are able to 
produce high, stable and regular profit 
margins. The private equity funds then 
contribute to the introduction of better 
management practices which result in 
further wealth creation for the company 
and a better international profile. Lastly, 
private equity is a unique tool to pilot the 
reform of state-owned enterprises: 
Blackstone’s entry into the chemical group 
China National Blue Star via a 20% capital 
purchase (600 million dollars) is one 
striking example of this. 
 
There are, however, some structural 
factors that paint a slightly different picture 
of the relevance of private equity, both as 
a government strategy and as a source of 
returns on investment. 
 
First of all, while domestic markets are 
offering exceptional growth, they remain 
extremely volatile. This fact is important 

                                                                                                 
29 Cf. "KKR, one of its kind in China", Caijing, 
19/09/07. 

both in the light of the three-year waiting 
period, starting from the day of a public 
listing, before shares can be freely 
disposed of – compared with the period of 
six months in force in most of the world’s 
markets. We might add to that the fact that 
a company must also show three full years 
of positive results before being able to be 
publicly listed on the Stock Exchange. 
Taking the investment out is thus put off 
for 6 years if the regulation is strictly 
adhered to. The only fund to have 
managed to liquidate a part of its 
investment is IDG Venture Capital, which 
sold half of its holding in Guangdong 
Ygsoft for 50 million yuan (4.7 million 
euros). These structural constraints are 
likely to undermine the new role of private 
equity in China. As Wu Shangzhi, the 
managing-director of CDH-Investments, 
points out, the funds then tend to reduce 
the risks by giving preference to 
investments in more well developed 
companies and by downgrading the share 
of risk capital in their asset portfolio. 
 
This situation further reduces the number 
of potential targets in a context where the 
supply of liquid assets exceeds demand. 
By way of illustration, over the same 
period, private equity transactions 
amounted to 752 million dollars while the 
funds raised reached 5.3 billion 30 . The 
increased competition between Chinese 
and international funds, combined with the 
scarcity of quality targets, will henceforth 
contribute to an overvaluation of assets 
and consequently to a greater difficulty for 
the funds to attain the hoped-for internal 
return. Moreover, the disparity between 
the amount of funds raised and the 
reserve of transactions runs the risk, 
moreover, of lowering their standard in 
order to use the funds, which are quoted in 
RMB, a non-convertible currency, during 
their lifetime. 
 
The private equity market in China is a 
market with a strong growth potential, but 
whose outlook remains unclear by reason 
of the opacity of the decision-making 
process of the regulatory authorities. The 
success of the new role that those in 
power have entrusted to private equity will 
largely depend on the flexibility of the 
regulators, particularly concerning the 
operation of stock exchanges, as well as 

 
30 Cf. "Firms Hunger for Way into Chinese 
Equity", Financial Times, 12 September 2007. 
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on the health of the domestic financial 
markets. By way of example, the lifting of 
the three-year moratorium following the 
date of a company’s public listing could 
allow private equity funds to engage in 
higher risk investments, something that 
would be of benefit to the best Chinese 
companies as it would to the partners of 
these funds, and would go a long way 
towards satisfying private equity’s new 
mission as a tool for improving the 
Chinese industrial landscape. 
 
 
8. An appreciation of the RMB, the last 
hope to avoid a crisis? 
 
Critical summary by Thibaud Voïta, from:  
Zhang Rui, "Excess liquidity: the major 
problem of the Chinese economy », 
Zhongguo Guoqing Guoli, June 2007 

 
It is useful to recall that in 2004 the 
Chinese authorities feared that there 
would be a "crash". The official cause was 
said to be an overheating (过热) of the 
economy produced by over-investment 
( 渡投过 资) in some areas (steel, aluminium, 
cedment, real estate…)31. The spectre of 
inflation was rearing its head once again in 
China. The authorities reacted by 
introducing macro-economic control 
measures in the targeted sectors, as they 
were reluctant to use the traditional levers 
of economic policy (interest rates or 
exchange control mechanisms). They thus 
acted against the recommendations of 
foreign economists and certain Chinese 
liberal elements (including the magasine 
Caijing).  
 
These measures did mean that the crash 
was avoided, but not that the Chinese 
economy slowed down. The problems  
could not but recur. On 11 September last, 
the National Bureau of Statistics 
announced that the consumer price index 
for August had increased by 6.5%, a ten 
year high. In July, the cost of foodstuffs 
climbed by 15% and that of pork by 90%. 
Earlier, during the spring and summer, 
people had started to talk about an 
oversupply of liquid assets  (流 性 剩动 过 ), a 
new expression that took the place of the 
"overheating" of three years ago.  
 

                                                 
31 Cf. Les Nouvelles de Chine, [China News], 
n°15, April 2004 and n° 18-19, August-
September 2004.  

The article in Zhongguo Guoqing Guoli 
offers a very pessimistic report on this 
"objective" situation (一个客观事实). For its 
writer, the only way to resolve the problem 
of this oversupply of liquidity is to 
reevaluate the yuan, a diagnostic shared 
by many Chinese. At the present time, 
China has deposits of 35 000 billion yuan 
(that is, an increase of 1 875 billion yuan 
over the previous year), 15 000 billion 
yuan worth of A shares, and, on average,  
600 billion new investments in cities every 
year. According to estimates, the June 
excess went from 1100 to 3600 billion 
yuan (3 000 billion according to Zhang)32. 
The relation monetary mass M2/GDP 
amounted to 165% in 2006 (209 000 
billion yuan of GDP, 346 000 billion of M2), 
compared with 55% in the United States.  
 
Chinese monetary aggregates at the end 
of March 2007  
Type of 
aggregate33

M0  M1 M2 

Amount 
(billions of 
yuan) 

27 400 127 
900 

364 
100 

Increase over 
the previous 
year  

16.7% 19.8% 17.3% 

 
Where do these surpluses come from? 
 
According to Yuan Gangming, a 
researcher at the Academy of Social 
Sciences, in the three previous years, 
trading bank reserves had been going 
steadily down, in spite of the increase in 
the level of mandatory reserves. The 
monetary multiplying factor at the end of 
2006 had reached 25.3%.  
For Zhang, the surplus liquidity is not 
related to policies broadening the 
monetary base, but to the exchange rates. 
The "double surpluses" in the trade sector 
(双顺差, – 46 billion dollars in the first 
semester, that is, over 23 billion more than 
the previous year – and exchange 
reserves of 1200 billion dollars 34 ) 
admittedly bring China important foreign 
                                                 
32 It should be noted that the article does not 
mention the fund charged with managing the 
China’s foreign currency reserves.  
33 M0 corresponds to the central currency, M1 
to the fiduciary currency in circulation and bank 
money; and M2 to M1 to which short term 
deposits must be added. 
34  The double surpluses are in reality the 
American twin deficits, but seen from China (so 
the other way round).  

China Analysis n°15, septembre-octobre 2007 18



exchange reserves, but also potentially 
create unprecedented surpluses in liquid 
assets. The exchange rate is thought to be 
responsible for 70% of currency creation. 
Furhtermore, the savings/investment ratio 
is imbalanced. Savings continue to 
increase and currently represent 44% of 
GDP, which is well above the international 
average. The Chinese economy is 
characterised by an important current 
account surplus, which reinforces the 
surplus in liquid assets.  
 
These structural imbalances are China’s 
illness, and one that rsisk getting worse 
with the excess in liquid assets. Besides 
the foreign exchange imbalance, there is 
also an imbalance in the 
investment/consumption ratio. For Zhang, 
the problem does not come, as one often 
reads, from low consumption by the 
Chinese, but from a too rapid increase in 
China’s investments. Thus, in the first 
semester of 2007, retail sales shot up by 
14.9%. Over the same period, investments 
increased by 23.7%, such that the 
investment/consumption ratio now 
exceeds 70%, a ratio that is clearly not 
sustainable. In 2006, overall investments 
reached 1000 billion yuan, which 
represents an increase of 8.7%. Zhang 
estimates that of these 1000 billion, 80 
billion are due to surplus liquidity. 
However, 92% of this liquidity surplus has 
gone into real estate. In the first semester 
of this year, fixed investments amounted 
to 1 752 billion yuan, of which 354 billion 
were in real estate, that is, 20.22% of the 
total. 
 
Furthermore, the surplus in liquid assets 
exposes the financail sector to very 
significant risks. For trading banks, the 
abundant supply of capital runs the risk of 
causing a flood of loans, which will force 
banks to lower the requirements for the 
obtention of a loan. Zhang suggested that 
at the time of writing his article the number 
of loans had grown by 16.3% since the 
start of the year, and M2 had climbed by 
17.3%, that is to say, beyond the 16% 
target. In terms of the stock market, the 
indices keep on breaking all records, and 
then of course there is the real estate 
bubble.  
 
Monetary policy:  both inflexible and 
vague 
 

The Central Bank has used quite a few 
levers to try to stem the flow of these liquid 
surpluses by issuing bonds, opening up 
the market, increasing mandatory 
reserves, adjusting interest rates, etc. But 
no measure has turned out to be 
adequate; nor has any been carried 
through to its logical conclusion. The 
issuing of bonds is not enough, and the 
scope of this measure remains far too   
narrow in relation to the reserves of 
foreign currency. The gradual opening up 
of operations has been restricted to 
Treasury bonds. The Central Bank has 
lifted the level of mandatory reserves 
sevenfold over the past year. If one thinks 
that these measures have involved about 
160 billion yuan each time, then overall it 
becomes apparent that there is now an 
unprecedented freeze of 1 120 billion 
yuan. We should note that implementing 
decisions of this kind is no easy matter, as 
they imply that banks will reduce their 
profits. 
 
But the principal problem comes from the 
fact that the increase in mandatory 
reserves does not allow the two main 
causes of the surplus to be addressed. 
These are the rate of savings, which is too 
high, and the exchange rate. Nor, 
paradoxically, according to Zhang, does it 
allow for any settling of the problems 
associated with the increase in credit, 
over-investment or the real estate bubble. 
 
In addition to these measures, the Central 
Bank has increased the interest rates of 
trading banks on five occasions within a 
year 35 . The lifting of rates allows an 
increase in the the cost of investments and 
should therefore see a reduction of them. 
At the present time, Chinese savings and 
bank deposits are at quite a high level. 
Lifting rates therefore contributes to 
increasing the burden borne by trading 
banks. In addition, rate increases runs the 
risk of attracting speculative capital from 
aborad, which has been a major fear of 
the Chinese since the Asian financial crisis 
ten years ago. 
 
A change in economic strategy has 
therefore become a matter of urgency. 
Firstly, there needs to be less of a 
dependence on foreign trade. Chinese 

                                                 
35  The latest having taken place on 14 

September (a piece of information that is 
provided subsequent to Zhang’s article).   
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growth must be based on three strengths 
(三力): investments, consumption and 
exports. Furthermore, a social security 
system (i.e. improving access to health 
care, education and public services 
through greater investment in these areas) 
needs to be set up. This is the only way of 
seeing a drop in the level of savings and 
over-investment – and at the same time 
being a means of kick starting 
consumption. 
 
Zhang is also encouraging further 
deregulation, particularly of the exchange 
market and in the yuan market. The best 
solution would be to increase by 3% thez 
alue of the yuan in relation to the dollar. 
 
 
Disagreements 
 
Zhang’s viewpoint is not shared by 
everyone. To begin with, the reevaluation 
of the yuan would not necessarily produce 
the desired effects. 
 
The former Morgan Stanley economist, 
Andy Xie, cites the examples of Japan, 
Korea and Taiwan in the 1980s, countries 
which reevaluated their currencies by 30% 
to 50%, yet without succeeding in reducing 
inflation.  Any reevaluation would have 
only a temporary effect 36 . For Albert 
Keirdel, of the Carnegie Endowment for 
International Peace, it would have the 
consequence of making Chinese goods 
more expensive internationally, which, 
coupled with high inflation, would risk 
truning a surplus into a trade deficit37.  
 
What then is to be done? For Xie, as for 
Keirdel, the authorities have no choice but 
to introduce a sharp rise in interest rates 
as a way of showing their willingness to 
fight against inflation. Keirdel fears a rise 
in social tension. These social questions 
are of less concern to Xie who is calling for 
very tight measures to be taken, of the 
type adopted by Paul Volker in the United 
States in the 1980s. These 
recommendations run counter to Zhang’s 
proposals which aim at reinvesting in 
social services any surpluses in liquidity.  

                                                 

                                                

36 “Containing Bubbles During Inflation”, Caijing 
7 September 2007.  
37 Cf. the excellent article: “China’s Looming 
Crisis – Inflation Returns”, Carnegie 
Endowment for International Peace, Policy 
Brief n°54, September 2007.  

 
It is hard to imagine the current leadership 
accepting the adoption such measures. Hu 
Jintao and Wen Jiabao are for the present 
giving the appearance of being very 
concerned by social questions. 
Nonetheless, as these lines were being 
written, such economic troubles seemed to 
be causing some difficulty for Wen, on the 
eve of the 17th Congress38. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
38  “China’s Leaders Deadlocked Over 

Succession”, International Herald Tribune, 5 
October 2007. . 
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DIPLOMATIC AND STRATEGIC 
AFFAIRS 
 
 
9. President Sarkozy's foreign policy. 
 
A critical summary by Mathieu Duchâtel 
from: 
Yi Xiao-ming and Hu Jun, "A preliminary 
analysis of President Sarkozy's foreign 
policy", Xiandai Guoji Guanxi, no. 8, 
August 2007, pp. 18-22. 
 
 
Yi Xiao-ming and Hu Jun are two non-
French speakers whose research relies 
mainly on the English and German press 
in their attempt to grasp the direction of 
French foreign policy since the election of 
Nicolas Sarkozy. In their view three factors 
will influence France's diplomatic 
orientation. In the first place there will be 
the "iron fist" (铁腕) wielded by the "little 
Napoleon" (小拿破仑), which they consider 
to be characteristic of the French 
President's use of his powers.President 
Sarkozy's personality will make him a 
more difficult partner in dialogue than 
Jacques Chirac, since he is more 
"impatient" in handling foreign policy 
matters and "not inclined to compromise" (
不善于妥协). Secondly, M. Sarkozy has 
little experience in diplomacy and is more 
concerned with domestic policy. Moreover, 
the new Head of State has already 
extended the notion of "areas of special 
concern" to include all dossiers which 
interest him personally, instead of 
restricting them, as is traditionally done, to 
foreign affairs and defence matters. He 
has received an electoral mandate to carry 
out domestic reforms, which these writers 
believe to be necessary and urgent, and 
therefore throughout his term in office he 
will give his domestic political agenda 
priority over activities on the international 
scene. 
 
These writers place their bets on Sarkozy 
undertaking innovative diplomatic 
initiatives on matters with direct and deep 
influence on the French economy, such as 
the developments in the European Union 
or immigration, whereas he will opt for the 
traditional French foreign policy approach 
to other less pressing affairs. Thirdly, 
French foreign policy will probably be 
influenced by Sarkozy's own "patriotic 
feeling" (爱国精神). The two writers, who 

consider France to be a particularly 
patriotic country, predict that the patriotic 
strain in Sarkozy himself will resound even 
more loudly than in his fellow countrymen, 
because his immigrant origins incite him to 
emphasise it more. For these reasons the 
Head of State must be expected to "fight 
tirelessly, like a warrior, to defend the 
interests of France" ( 在维护法国利益上像

斗士一样不退缩). 
 
They also believe that Nicolas Sarkozy's 
victory represents a halt to the process of 
deepening the structures of the European 
Union, since he gives priority to 
maintaining the status quo. Their first 
prognostication is a clash between French 
economic policy and the demands of the 
EU with regard to the convergence criteria 
and the independence of the monetary 
policy of the European Central Bank. 
According to these analysts, M. Sarkozy is 
not "enthusiastic about the EU" (对欧盟向

来没有好感 ), in addition to which the 
French president is a believer in 
protectionism, which was again made 
clear by his insistence on deleting "the 
clause on free untrammelled competition" 
during the negotiations over the "modified 
Treaty". They insist that Sarkozy favoured 
such a treaty because it removed all the 
substance from the initial proposals for a 
European constitution, pointing in 
particular to the abandonment of the 
proposed creation of a post of European 
Foreign Minister, and of certain symbolic 
provisions (a European flag and anthem). 
In this way he managed a clever 
compromise between French Eurosceptic 
tendencies and the need to restore the 
country's international reputation after the 
"no" vote in the referendum on the 
European constitution. 
 
Their second point is that the election of 
Nicolas Sarkozy marks the end of the 
Franco-German special relationship. Even 
though agreement over the "modified 
treaty" was made much easier by the 
close understanding between Mr. Sarkozy 
and Mrs. Merkel, and the fact that the 
French President visited Berlin on the day 
he was sworn in, Franco-German relations 
are going through a period of structural 
change. On the one hand, the new self-
assertion in foreign policy on the part of 
the Federal Republic forebodes increasing 
competition between Berlin and Paris for 
European leadership, and greater 
difficulties in reaching consensus on the 
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international scene. And on the other 
hand, Mr. Sarkozy was born after the war, 
and he seems less sensitive than his 
predecessors to the historic significance of 
Franco-German friendship. Consequently 
he will devote much less effort to 
preserving the "special" nature of that 
bilateral relationship, in which he has little 
belief, at least as a driving force for 
building Europe. Yet, according to these 
writers, Paris and Berlin remain as 
inseparable as an "old couple" (一对老夫

妻 ), who have no remaining romantic 
attachments but are incapable of living 
separately. So it is more national interest 
than sentimental feeling which will form 
the basis of their relationship, and in turn 
out of pure necessity this will have 
structural importance for the two countries 
and for the rest of Europe. 
 
Their third point is that they recognise that 
the election of Mr. Sarkozy will have a 
positive effect on Franco-American 
relations. They note the natural affinity 
which he feels towards the USA and his 
repeated insistence on Franco-American 
friendship, which is out of line with the 
majority of the French political class. More 
striking is the way they point to similarities 
between Sarkozy and Bush themselves, 
which should favour relations between 
Washington and Paris, at least until there 
is a new incumbent in the White House: 
viz. their firm way of speaking, their 
aversion to alcohol, their love of sports, 
and their shared propensity to have 
themselves photographed in cowboy 
outfits.  That does not prevent Paris from 
having a quite different approach from 
Washington on a number of issues: the 
Iranian nuclear programme, the "excessive 
expansion of NATO" (北约的过度扩大 ), 
climate warming, and Turkey's accession 
to the EU, all of these being question on 
which Mr. Sarkozy has voiced "moderate" 
criticisms of Washington's approach. The 
writers note that the appointment of 
Bernard Kouchner to head the French 
Foreign Ministry, and of Jean-David 
Levitte to a post labelled erroneously and 
perhaps in anticipation, as "counsellor for 
national security" ( 国家安全顾问 ), are 
good illustrations of France's new pro-
American direction after the recent victory 
of the UMP. However, one should not 
expect a "special relationship" of the kind 
which links the United States and the 
United Kingdom, and French foreign policy 
will certainly follow the traditional 

independent diplomacy of the 5th 
Republic. The intention of Paris to 
increase France's influence on the 
international scene will remain a constant 
factor, and will prevent a full convergence 
between Paris and Washington. 
 
As for Sino-French relations, the two 
writers believe that Mr. Sarkozy will follow 
the same policy as his predecessor in the 
Elysée palace. They recall that at the 
lowest point of his political career, he 
visited China on three occasions and 
played host to Hu Jintao in 2004. They 
observe in addition that Mr. Sarkozy has 
built up and maintained friendly relations 
with the associations of overseas Chinese 
in France, and that he was the first 
candidate in a presidential election to set 
up a campaigning internet site in Chinese, 
setting out the points in his programme 
with the greatest appeal to overseas 
Chinese, such as the fight against 
criminality, lowering the tax rate, and 
improving the business environment. They 
argue that the key figure for understanding 
Sarkozy's attitude to China is He Fuji 
(Michel Lu). He has been friends with 
Sarkozy for thirty years, he accompanied 
him on each of his visits to China, and he 
helped him to set up a meeting with 
President Hu Jintao. As a Sarkozy 
counsellor at the Neuilly city hall (in charge 
of dealing with ethnic Asian businessmen), 
He Fuji was made an Officer of the 
National Order of Merit in 2003. These 
writers say that He Fuji may have some 
influence on Sarkozy's policy towards 
China, but this should not be exaggerated. 
Even though France needs China, 
particularly to stimulate her own economic 
growth, there are certain factors which will 
tend to inhibit any inevitable improvement 
of Sino-French relations, including 
Sarkozy's insistence on human rights, his 
wish to improve relations with the United 
States, and the fact that French priorities 
are not in Asia but in Europe. 
 
Finally these two observers believe that 
Mr. Sarkozy's victory will increase the 
chances of a break between France and 
Africa. The main reason for this is that the 
two sides have differing interests. Paris 
wishes to limit immigration and to promote 
human rights on the African continent, 
whereas the writers believe that African 
countries hope for economic assistance 
from France and employment 
opportunities there. The diplomatic 
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approach based on values like democracy 
and human rights, which is becoming 
more and more explicitly laid down by 
Paris, conflicts with France's traditional 
policy towards Africa. The writers point out 
too that Mr. Sarkozy is giving less weight 
to the Africa desk in the Elysée palace. 
This leads to their conclusion that a 
widening of the gap between France and 
Africa is unavoidable and irreversible, 
even if Paris tries to retain what is left of 
French influence in Africa. 
 
10. The PLA finally proves 
indispensable to the Americans 
 
Critical summary by Michaïl Andréi of the 
following: 
- Sun Ru, "The SLD and Sino-American 
military interaction", Xiandai Guoji 
Guanxi, June 2007, pp. 31-35. 
 
Among the "many mechanisms for 
dialogue on Asian security issues"39, Sun 
Ru attaches particular importance to the 
Shangri-la Dialogue (SLD)40 because of its 
military complexion. Sun Ru notes that 
from the start it was considered by Beijing 
as "the result of the Western powers' 
intervention and interference in Asian-
Pacific security matters" and was therefore 
an object of immediate interest to 
Washington. That in itself would be 
sufficient grounds for explaining why 
Beijing considered its own involvement to 
be useless, even to the point at times of 
not sending an official delegation (in 2003 
and 2004 41 ). This commentator goes so 
far as to define the SLD as a "mass 
meeting aimed at spreading the idea of the 
China threat" (中国威胁论"的宣传大会), in 
which Sino-American military relations 
                                                 

                                                

39 Notably the Northeast Asia Cooperation 
Dialogue (NEACD), the Committee for 
Security Cooperation in the Asia-Pacific 
(CSCAP), and of course, the ASEAN Regional 
Forum (ARF). 
40 This was an initiative of the London-based 
International Institute for Strategic Studies 
(IISS) and has been in existence since 2002. In 
2007 it included representatives from twenty-
three states, out of which seventeen were from 
their respective ministries of defence.  
41 China's boycott in  2004 was particularly 
because of the presence of a small Taiwanese 
delegation (and it was also because of 
disagreements over the Taiwan question that 
she did not attend the first three sessions of the 
CSCAP).   

were of course "relatively cool". Given 
these circumstances, the 2007 session 
shows a shift which provides the basis for 
this article. Sun Ru's main intention is to 
throw light on the reasons for this 
change, which hinge essentially, as he 
affirms straight away, on the 
improvement in Sino-American bilateral 
relations. The whole question which his 
article raises comes down to the specific 
role which he assigns to Sino-American 
relations within this multilateral 
framework. 
 
China participated in this dialogue with a 
certain detachment, by only sending low 
level non-ministerial delegations and 
showing a certain reticence in expressing 
her own views on the need for peaceful 
co-existence and for new ideas on 
security. He reminds us that before 200742 
China participated in working parties but 
never made any statements to the general 
assembly. The hostility of the United 
States reached a high point in 2005 when 
there was a "verbal combat" between the 
American and Chinese delegations over 
the issues of military transparency and 
modernisation. Donald Rumsfeld in 
particular declared that Chinese military 
expenditure was "the third largest in the 
world and the largest in Asia43". He asked 
why China "while it faces no menace from 
any other country, constantly increases its 
investment in defence". Cui Tian-kai's 
response was to ask whether the United 
States, yes or no, believed China to be a 
menace, thus obliging his opposite 
number to reply, "no, that is not the 
case"…. 
 
But Sun Ru notes that following 
Rumsfeld's visit to China in the Autumn of 
2005, there was a complete change in the 
language from the US side, and in the 
following session they no longer 
questioned China's right to develop her 
armed forces. With this improvement in 
place, China sent a more substantial 

 
42 Sun Ru gives us a historical account of Sino-
American military relations which is far 
broader than his observations on the SLD. 
Only the essence of his argument is 
summarised here. 
43 As a reminder, the official Chinese defence 
budget only overtook that of Japan in 2007. 
Rumsfeld's estimate was that of the Pentagon 
which multiplies the amounts in the official 
Chinese budget by a factor of 2 to 3. 
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delegation to the 2007 session, including a 
member of the military high command. 
This meeting had a successful outcome 
"as shown by two distinctive features: 
China speaking out loud and clear, and 
the development of interactive relations 
between China and the United States".  
 
So Sun Ru makes the shift in American 
attitudes the main factor of change within 
the multilateral space of the Shangri-la 
Dialogue. But in that case, the higher level 
of the Chinese delegation shows that 
Beijing had anticipated this success, which 
could not therefore have come as just a 
welcome surprise. Moreover, the 
impression which Sun Ru gives of this first 
speech to the general assembly is 
certainly that of a more relaxed China 
which has made itself felt more or less 
everywhere over the last year or two. 
 
The main demands come from the 
American side 
 
A close reading of Sun Ru shows him to 
be saying that the change has come about 
because at the end of 2005 the United 
States stopped criticising China for 
modernising her armed forces, in order to 
focus exclusively on a demand for 
transparency. In this respect, according to 
him, the United States kept to the line 
taken by Mr. Gates after the publication of 
the Chinese defence budget figures for 
2007, which had risen by 17.8%: "the 
steady rise in the Chinese military budget 
is not a menace in itself, unless that 
budget increase is accompanied by 
aggressive intentions towards the United 
States". At the 2007 session likewise, 
"Chinese aggression was no longer the 
issue" and the references to the need for 
transparency "were more moderate and 
steered clear of any provocative remarks 
on China's military modernisation". This 
new attitude, which consisted in no 
longer questioning China's right to 
modernise her defence capability, puts 
China in a less difficult position, and the 
writer makes use of this to put her in a 
position of rhetorical parity with the 
United States. He explains that the latter 
"never stops pressurising China to 
increase her military transparency, but the 
US's own intentions in a number of areas 
are very often lacking in transparency. For 
example, on the question of American 
involvement in a conflict over Taiwan, or 
on the areas covered by the Japanese-

American alliance, the United States is 
keeping a quite intentional "strategic 
ambiguity" (战略模糊). Once the strategic 
doctrine on maintaining the status quo in 
the Taiwan Straits is set aside, this 
ambiguity boils down to exactly what the 
United States reproaches China for, 
namely a pure and simple concealment of 
its intentions. This rapprochement allows 
both sides to pursue similar objectives; the 
removal of uncertainties over their 
mutually shared goals is leading the two 
sides to a kind of strategic parity. 
 
This change allows the bilateral Sino-
American relationship to become part of 
the SLD since, the writer emphasises, one 
of its functions is "to follow a pattern set by 
other multilateral frameworks, and to 
manage two-sided scenarios within an 
ongoing engagement involving many 
protagonists" (多边塔台,双边唱戏); at the 
same time, "such scenarios in no way 
detract from the importance of the 
multilateral dialogue itself". Thus, Sun Ru 
reminds us that during the 2006 session 
Mr. Rumsfeld held bilateral meetings with 
the defence ministers from Japan, South 
Korea, India, Australia, Malaysia, and 
Mongolia; and that during the 2007 
session, the United States, Japan, and 
Australia set up the first trilateral meeting 
of their defence ministers in order to 
exchange views on the North Korean 
nuclear question and anti-missile 
defences. This enables a better 
understanding of why China does not wish 
to be confined within multilateral 
discussions, and why only this bilateral 
dimension gives her participation a real 
value. 
 
Given all of this, Sun Ru at no moment 
voices any Chinese demand for such 
developments. On the contrary, his text is 
sprinkled with references to 
Washington's need for a 
rapprochement, and a "greater 
willingness for military exchanges". The 
events of September 11th, followed by the 
Iraq war, call for a downplaying of the 
antagonisms arising from the bombing of 
the Chinese embassy in Belgrade (炸馆), 
and of the "dogfights" which had frozen 
early moves towards the 
institutionalisation of the Sino-American 
military relationship. Echoing statements 
from American officials and researchers, 
he lists the many motives underlying the 
American requirements (for the avoidance 
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of errors and misunderstandings, for 
influence, for improved understanding, and 
for transparency), without going so far as 
to critically inspect those of Beijing. 
 
In these ways the United States is not only 
presented as the cause for the 
improvement within the Shangri-la 
Dialogue, but increasingly as the country 
which needs it from China, with the result 
that one is left wondering what China is 
seeking to gain from this representation of 
this shift in American desires towards 
rapprochement. 
 
What, then, does China want from the 
SLD? 
 
Or in other words, what purpose does Sun 
Ru see in this particular aspect of bilateral 
exchanges within that multilateral space? 
There are three possible hypotheses: 
- A containment of American influence 
within a forum originally intended for 
handing down Washington's diktat; 
- A need for substantial improvements in 
Sino-American military relations; 
- A desire to share in America's leading 
role in Asian security. 
 
These three hypotheses are obviously not 
necessarily separable. One can even go 
so far as to detect in Sun Ru's 
presentation an arrangement of 
perspectives, with one masking another. 
From the most visible to the least, they 
could be classified as follows: 
- The opportunity presented by America's 
strategic difficulties allows at the very least 
a restraint and containment of the 
Pentagon's aggressivity at its lowest 
possible level in relation to the PLA 44 , 
and to establish a Chinese presence in the 
regional structures, taking advantage of 
the weakening of "the idea of a Chinese 
menace" in order to dissipate it entirely (in 
a best case scenario). In its more modest 
aims the article echoes the views of 
officials for whom "the main focus of the 
military exchanges is not military co-
operation but simply to keep the 
dialogue open"45.  

                                                 
44 In Sun Ru's view "the level of Sino-
American military exchanges has not yet  
returned to the pre-1989 honeymoon period". 
45 Sun Ru notes that the United States is 
keeping to its double posture towards China, in 
the hope of responding to any eventual 
developments. 

- The need to increase military 
exchanges is revealed, one might say, to 
be all the more pressing for the Chinese 
by the fact of its total absence from this 
analysis 46 . The SLD holds out 
opportunities, which must not be left 
exclusively to China's regional 
competitors 47 , for closer ties with the 
American military leadership; 
- The sharing of regional leadership 
with the Americans, only appears as a 
shadowy presence within the rhetorical 
opposition between American needs and 
China's simple good will; this rhetorical 
posture is supported by setting up an 
equivalence in the shared obligation for 
transparency. 
The desire which can be felt throughout 
the article, to see a meeting of defence 
ministers during the next session, probably 
constitutes an advance being made 
through the expression of these 
perspectives. 
 
11. The “Harmonious World”, a reply to 
the "Clash of Civilisations" 
 
Critical summary by Michal Meidan of the 
following: 
- Yu Xiaoyong48, "An assessment of the 
first steps towards formulating and 
promoting a theory of global harmony", 
Xiandai Guoji Guanxi, no. 4, August-
September 2007, pp. 1-5 
 
 
This is the leading article in the summer 
issue of the journal published by the China 
Institute of International Studies, a 
research centre affiliated to the Chinese 
Ministry of Foreign Affairs. Yu Xiaoyong 
focuses on developing a "harmonious 
world" theory, which is an extension to the 
international level of Hu Jintao's 
"harmonious society". Yu's theory is aimed 
at providing Chinese foreign policy with a 

                                                 
46 At least within the SLD since, dealing with 
the bilateral relations alone, the writes draws 
up a whole litany of "firsts" which have 
followed upon each other in recent Sino-
American military exchanges. 
47 For example the low level of Sino-American 
military cooperation is compared with the 
vigorous Indo-American defence links with 
their co-production of armaments, anti-missile 
co-operation, and the progressive lifting of 
bans on exporting sensitive military 
technology to India. 
48 Executive Director of the Reformists' Forum 
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new theoretical basis, but without 
abandoning Zhou Enlai's five principles of 
peaceful coexistence.  
 
In his analysis, Yu Xiaoyong traces the 
uses which Chinese leaders have made of 
the concept of a "harmonious world", the 
development of its meanings, and the 
sources which inspired it, before going on 
to lay out its advantages for China and for 
the world. The historical account provides 
relatively little new material (it consists 
largely of a list of the term's occurrences in 
the speeches of Hu Jintao and Wen 
Jiabao since it was first used in Jakarta on 
April 22nd 2005), but the rest of the article 
is presented as a demonstration of the 
concept's contribution to international 
relations and its universal validity. 
 
According to this article, the bases of the 
idea have remained constant over the last 
two years, even if it was formulated in the 
first instance for a developing country 
which had lived through "humiliation at the 
hands of imperialism" and now demands 
cultural, political, and social tolerance, 
while accepting the plurality of normative 
systems and patterns of development on 
the international scene. Its first main 
message was to emphasise working 
together, peace, and the search for shared 
prosperity through "win-win" solutions. The 
idea was then given broader scope in a 
speech to the UN General Assembly, 
where international objectives were 
proposed, such as multilateralism, the 
pursuit of collective security under the 
aegis of the United Nations, and a shared 
need to consider reforms to that 
organisation. At this point, the writer puts 
forward his first critical point: to be able to 
make a harmonious world a reality, there 
must be a respect for each people's right 
to choose its own kind of social 
organisation 49  and path to development, 
and for the equality of all countries in 
international affairs. 
 
In August 2006, the term "harmonious 
world" was sanctioned by the Central 
Committee's foreign policy working group 

                                                 

                                                

49 Throughout this article, the writer prefers to 
refer to social systems (社会制度, shehui zhidu) 
and never refers to political systems. A number 
of terms such as "ideology", "social system", 
"developmental model" seem to replace the 
notion of a political system (or at least to refer 
silently to it). 

as "an important component in ideological 
orientation, and one of the main tasks in 
diplomatic work". So the instalment of this 
term in the jargon of Chinese diplomacy 
represents "an enrichment of Chinese 
foreign policy" in several respects: 
- Firstly, the weakening of the role of 
ideology in international affairs. China 
attaches no importance to the ideology of 
her partners in bilateral relations and 
"opposes every attempt to "Westernise" 
and split the nation. She remains on her 
guard against forces seeking to harm the 
country", while working for an acceptance 
of cultural differences. 
- Secondly China is trying to strengthen 
multilateralism, and to resolve shared 
challenges through democratising 
international relations and preserving the 
role of the United Nations. 
- With regard to the international order, 
China is toning her statements down, 
probably in response to seeing herself 
described by certain commentators as a 
"revisionist power"50. The author believes 
that whereas China tended formerly to 
proclaim her desire to found a "new world 
order", nowadays she is content to support 
"the promotion of an international order 
which is developing towards a more 
equitable and rational system". 
- Finally, with regard to her participation in 
the international system, China takes up a 
position which is both participatory and 
innovative ( 建 设 者 ), though this 
declaration seems somewhat contradictory 
to the preceding one, on the basis of her 
independent and peaceful foreign policy. 
 
China is therefore a responsible player 
whose position reflects the development of 
international relations, and who "works to 
preserve peace, promote mutual 
understanding, and represent a 
constructive force in the world". The writer 
argues that the "harmonious world" theory 
should provide a "satisfactory riposte to 
both the 'theory of the Chinese menace' 
and the demand that China 'assume her 
responsibilities'". This point illustrates the 

 
50 For several examples of the debate on 
"revisionist powers" versus "status quo 
powers", see Robert Ross, "China ll: Beijing as 
a Conservative Power", Foreign Affairs, 
March-April 1997; David Shambaugh, "China 
or America: Which is the Revisionist Power?", 
Survival, vol. 43, no. 3, 2001; and Alastair Iain 
Johnston, "Is China a Status quo Power?", 
International Security, vol. 27, no. 4, 2003. 

China Analysis n°15, septembre-octobre 2007 26



delicate balance that China would like to 
strike in her foreign policy, which is so 
often the cause for the accusations of 
ambiguity aimed at her by the international 
community.  
 
How can a golden mean be found 
between the diplomatic interventionism 
which arouses the apprehensions of 
neighbouring countries and international 
observers (giving rise to the "China Threat 
theory"), and meeting their demand, 
implicitly judged excessive, that China 
must take up her responsibilities on the 
international scene, given that she is 
already a developed country? The writer 
believes that China "should play it cool, 
and avoid over-estimating as well as 
under-estimating herself. China should 
increase her contribution to the 
international community in close co-
ordination with the pace of her own 
development". The "harmonious world" 
concept thus allows her to assess her 
international role in the light of her own 
level of development. 
 
The "harmonious world" idea, then, should 
allow China to strike the right balances 
between her internal and external 
development, and between the role that 
she is prepared to play and the role that is 
demanded of her. The "harmonious world" 
is also another kind of balance, in that it 
draws its inspiration from both traditional 
Chinese thought and contemporary 
Western thought. It adopts the ideas of 
harmony to be found in both Confucius 
("accept differences while seeking points 
of agreement") and Mencius, by stressing 
the universal character of the harmony to 
be sought under heaven. This connects 
with the Western idea of the "global 
village". In addition, the idea of harmony is 
not alien to Marxism, while it forms an 
inherent part of contemporary international 
relations, as in the work of Keohane, for 
example. Yet Keohane's version of 
harmony 51  is not that of Confucius or 
Mencius. In its Chinese version, the author 
explains, it would be the equivalent of a 
mixture of "peace, cooperation, and 
harmony" (和平，发展，和谐 , heping, 
fazhan, hexie). Nevertheless, the 

                                                 
51 Harmony for him is a situation in which 
policies pursued by players (following their 
own interests) enable others to attain their 
goals. The classic example of this is the market 
economy.  

"harmonious world" is a sort of universal 
concept embracing the pursuit of the good, 
in economic, cultural, and environmental 
terms. 
 
So, despite its idealist nature, this concept 
is rooted in reality and in a shared aim for 
development, peace, and prosperity. It is 
the outcome of traditional Chinese 
reflection, but also of a dialogue with 
Western countries, and it should allow the 
divergences in interests, and the 
differences in cultural and ideological 
values, to be overcome. 
 
The "harmonious world" will have long 
term consequences for China and the rest 
of the world for several reasons. Firstly it 
guarantees the realisation of China's 
developmental goals as she "is still 
struggling to create a powerful, 
prosperous, and independent country, 
and, despite the progress made, she is still 
in the first stages of socialism". China has 
to confront many social challenges like 
poverty, a large rural population, a high 
unemployment rate, and a large social 
security burden. "In order to solve these 
problems, we must be self-sufficient" 
(taking up the old Maoist slogan of           ) 
"while deepening our cooperation with the 
rest of the world". The writer insists on the 
need for China to maintain a stable 
international environment in order to be 
able to develop herself and provide her 
population with a way out of wretchedness 
and poverty. 
 
Moreover, the "harmonious world" accords 
with international trends which tend, in the 
writer's view, towards the avoidance of 
conflicts, economic globalisation, and 
scientific progress. Admittedly, there is a 
rapid growth of destabilising elements 
(unilateralism, the problems of non-
traditional security needs, economic 
imbalance between rich and poor etc.) but 
the "harmonious world" should allow the 
different countries to seize the opportunity 
to find a common response to them. 
 
 Finally, the "harmonious world" offers a 
favourable framework for strengthening 
exchanges and dialogue between China 
and the rest of the world. "China must get 
to know the world better, and the world 
must get to know China better", beginning 
with the sphere of language and culture. 
And "even though China participates in 
international forums, and has done so on 
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many occasions, each side always sticks 
to its own position". So it is necessary to 
get beyond linguistic and cultural barriers 
to reach "understanding and equality". 
 
In sum, the "harmonious world" is 
presented as China's answer to the "clash 
of civilisations". 
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FROM AND ABOUT TAIWAN 
 
12. Taiwan's annual military exercises 
 
A critical summary by Mathieu Duchâtel 
of the following: 
Kai Wen, "What underlies Taiwan's 
Hanguang 23 military exercises", Guoji 
Zhanwang, vol. 13, no. 567, 2007, pp. 42-
27. 
 
From May 15th to 18th the Taiwanese 
armed forces launched their annual 
exercises, after the electronically 
simulated strategic military games which 
traditionally precede them. The Ministry of 
Defence mobilised 280,000 military 
personnel, comprising 130,000 soldiers, 
80,000 naval and air force members, and 
6000 from the missile command. The 
watchword for this year was to counter the 
opponent's "success through a lightning 
strike, winning the first decisive battle with 
extreme speed" (遠戰速勝首戰決勝 快速攻略, , ) 
which has been the general directive for 
the PLA's preparations for a conflict with 
Taiwan since the missiles crisis of 1995-
1996. Up until 2007, the five military 
regions of Taiwan and the Pescadores 
took turns to conduct their different combat 
simulations. In 2007, for the first time the 
different regions conducted their exercises 
simultaneously, in order to test the 
command and control capacities of the 
joint chiefs of staff. At the mission level, 
different priorities were assigned to the 
different regions. The offshore islands 
(Kinmen, Matsu, the Pescadores) carried 
out anti-landing and counter-infiltration 
operations. In Ilan, in northern Taiwan, the 
air and naval forces practiced interception. 
In Taichung, in the centre, priority was 
given to harbour defence and anti-aircraft 
exercises. In the south, in Pintung, the 
army conducted anti-landing exercises, 
and in the east, in Hualien, it practiced the 
defence of the large Chiashan 
underground airbase, which is believed to 
shelter most of the fighter aircraft against a 
Chinese first strike. The unprecedented 
exercises to prepare for a surprise attack 
by the Chinese special forces (反特攻作戰) 
which were conducted north of Taipei, at 
the mouth of the Tamshui River, and in the 
port of Taichung, as well as the anti-
paratroop exercises in the north of the 
island, all have a major strategic 
importance in preparing the Taiwanese 
army to face a Chinese offensive. Another 
feature of these Hankuang 23 exercises 

was the effort at total transparency and 
media coverage. For the first time, open 
stands were built to enable the public to be 
present at the exercises52. 
 
For the second time in recent years, the 
Taiwanese air force converted a motorway 
section into a landing strip, in order to be 
able to continue to fight in the case of the 
airfield being destroyed by bombing or 
PLA missile attacks. In 2004, during the 
Hankuang 20 exercises, two Mirage 2000-
5s had landed in the Tainan region. This 
year the air force tested its fourth 
generation fighter aircraft: two F-16s, two 
Mirage 2000-5s, and two Indigenous 
Defence Fighters (IDFs, built locally with 
American assistance). For the first time in 
military exercises open to the public, the 
F-16s were equipped with medium range 
air-to-air AIM-120 missiles which, 
according to the author, carried a symbolic 
message 53 . He points out that the 
Chungshan motorway was designed to be 
used as a runway for fighter aircraft, at five 
particularly wide and smooth sections, 
even though such exercises only began in 
2004. 
He notes, however, that some Taiwan 
experts believe that fitting out motorways 
for use as runways have a purely symbolic 
value. From the point of view of combat 
preparations it would be difficult to extract 
any real advantages from them, because 
of their inherent faults. There would not be 
enough room to rearm the fighters, or to 
refuel them (except in one section), and it 
would take six hours to prepare the 
motorway sections. Lastly, the aircraft 
would be sitting ducks for Chinese 
missiles, bombers, or fighters, while they 
were on the runway. 
 
In 2007, for the first time in the history of 
the Taiwanese armed forces, the Ministry 

                                                 
52 "The ROC Armed Forces Hankuang No 23 
Exercise", Defence News, Ministry of National 
Defence, April 10th 2007. 
53 In 2000, Washington allowed the sale of 200 
advanced medium range air-to-air AIM 120 
missiles, linking their transfer to Taiwan to 
Beijing's acquisition of comparable missiles, 
which was established after a Chinese Su-30 
tested some Russian AA-12 missiles (with a 
range of 80 km.).  The AIM-120s were 
delivered to Taiwan in September 2004, and 
are a symbol of US resolve to maintain a 
balance between the two forces across the 
straits. 
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of Defence staged an exercise for the 
defence of the Chiashan airbase, in the 
east of the island, near Hualien. Hollowed 
out of rock, this base is able to shelter 200 
fighter aircraft from a Chinese first strike, 
in order to retain a capacity for defence 
and counter-attack. Among the noteworthy 
armaments systems tested this year were 
nine motorised M-56 Coyote smoke 
generators, which can provide a 
smokescreen over a very large area, 
reducing the enemy's ability to see and to 
conduct secure ground operations. They 
protect the base against the Chinese air 
force, but they would be useless if the PLA 
had already managed to land paratroops 
or special forces in the area. Finally, the 
Taiwan air force practiced repairing the 
damage caused by a virtual Chinese 
strike, by laying down its new light material 
for repairing runways. The author 
maintains that this is the first time that 
Taiwan has carried out such a large scale 
exercise, to improve its capabilities in an 
area which the American inspection and 
assessment teams have identified as a 
serious weakness in the island's defences. 
  
Taiwan also conducted practice defensive 
operations against Chinese special forces, 
having given closer attention in recent 
years to the crucial role they would play if 
the PLA decided to go for so-called 
"decapitation" (斬首作戰), paralysing 
Taiwan's centres for political decision-
making, military control, and economic life. 
These practice defensive manoeuvres 
consisted in defending the mouth of the 
Tamshui River, which is a nerve point in 
the island's defence since it controls the 
approaches to Taipei. The author tells us 
that their awareness of the vulnerability of 
the Tamshui estuary led the authorities to 
redeploy the 66th Marines Division to 
Linkou, near Tamshui. The Taiwanese 
armed forces worked on a scenario 
involving a landing of Chinese special 
forces from the sea. The author states that 
the Tamshui estuary is one of the best 
defended points on the island, especially 
in view of the presence of a division of 
Marines, and this recent exercise, with its 
unprecedented level of intensity has built 
up its capacity to resist even further. 
 
As happens every year, the Taiwan armed 
forces carried out their interception 
exercises with the joint participation of the 
three forces (三軍聯合截 作戰击 ), to test their 
capacity to co-ordinate simultaneously 

control over air, sea, and anti-landing 
operations. The author reports that this 
part, which has always been the most 
costly of the annual exercises, was a 
particularly clear demonstration of the 
firepower of the Taiwanese forces. It 
involved the use of the most modern 
armament systems on the island: F-16s, 
Mirage 2000-5s, IDFs, Kidd class 
destroyers, Perry frigates, Jinjiang class 
missile-carrying patrol vessels, and Super-
Cobra helicopters, all of which test-fired 
their missiles. But the army experienced 
some failures in its missile tests, in 
particular from its ground-to-air Avenger 
missiles, with the result that the island's 
press gave somewhat negative cover to 
this side of the exercises, especially in 
their opinion that its strategic 
communications aspect (needing the 
acquisition of more equipment, particularly 
PAC-3s) exceeded its military value 
without achieving its political objective of 
strengthening the confidence of the 
Taiwanese in their army54. 
 
Finally, the Taiwanese army organised a 
simulated PLA parachute landing 
(involving paratroopers and special forces 
using helicopters) in the Hsinchu district of 
northern Taiwan. This exercise brought 
together air cavalry and motorised infantry 
brigades, to test their capacities for co-
ordination. The programme consisted of a 
defensive exercise against a PLA 
bombardment from fighter aircraft and 
helicopter gunships, relying mainly on 
Avenger missiles, and it failed since the 
Chinese troops managed to take control of 
the simulated operational control centre. 
After the Chinese troops had landed, the 
Taiwanese forces put their main effort into 
encircling them, using Super-Cobra 
helicopter gunships supported by OH 58-D 
reconnaissance helicopters, followed by 
the commitment of motorised artillery (M-
48H tanks) to give cover to the M113 
armoured troop carriers sent in to pursue 
the Chinese troops on the ground. The 
author's view, however, is that the 
successful outcome of this symbolic 
operation was planned in advance, which 
detracts considerably from its significance. 
 
The 2007 Hankuang 23 exercises were 
the implementation of the more important 
of the two electoral promises made by 

                                                 
54 See, for example "Hankuang: No Guts, All 
Glory", Taipei Times, May 18th 2007. 
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Chen Shui-bian, but the author expresses 
doubts over their concrete usefulness in 
improving the island's defence capabilities. 
This is because the element of uncertainty 
in the combat scenarios was extremely 
limited, the resources to be used were 
chosen in advance and not within a 
situation calling for rapid decision-making, 
and the routes followed by the fighter 
aircraft, the naval units, and the various 
army organisations were all 
predetermined. That is his main criticism 
of these exercises, whose value in terms 
of both their competent management and 
their exploration of different scenarios he 
nonetheless acknowledges. 
 
 
13. Ma Ying-jeou disappoints Beijing55

 
A critical summary by Hubert Kilian of the 
following: 
- Chen Yu-jun, "Ma Ying-jeou kneels in 
prayer and Beijing gets angry", Xin 
Xinwen (The Journalist), September 6th 
2007, pp. 36-37; 
- Chen Yu-jun, "Beijing no longer counts 
on the confrontation between the 
presidential majority and the 
parliamentary opposition", Zhongguo 
Shibao (China Times), August 30th 2007, 
leading article; 
- Chao Zong-hai, "No change in sight for 
Beijing's policy on Taiwan", Lianhebao 
(United Daily News), February 5th 2007. 
 
 
It is a sufficiently rare occurrence for it to 
be noteworthy, that in the space of a 
single week a Taiwanese researcher 
should publish two articles which mention 
his membership of a Chinese, rather than 
of a Taiwanese, university56. But his two 
articles also provide a certain amount of 
data on potential developments in one of 
the recent aspects of China's reunification 
strategy, namely that which aims at 
encouraging Taiwan's public opinion to be 

                                                 

                                                

55 In this regard see Hubert Kilian, "Taiwan: 
Will the Chinese Communist Party prove 
capable of tolerating Ma Ying-jeou?", China 
Analysis, no. 4, March-April 2006. 
56 Chen Yu-jun is a guest researcher at the 
Institute of Taiwan Research attached to the 
United University of Beijing.  He is also a 
professor at the Institute of Research on the 
United States attached to the University of 
Chinese Culture in Taipei. 

in favour of a greater unified China 57 . 
Since the historic visit to China in April 
2005, by the President of the Kuomintang, 
Lien Chan, one of the central elements in 
this strategy has been to rely on the 
Kuomintang to restrain the policies of 
Chen Shui-bian and the Democratic 
Progressive Party (DPP), which is 
believed to stand for independence. But, 
according to Chen Yu-jun, it would appear 
that the beginning of the 2008 presidential 
electoral campaign in Taiwan will signal a 
change of tactics on the part of Beijing. 
But this point of view needs to be 
moderated in the light of another article, by 
Chao Zong-hai58, which is not so recent 
but is well informed and underlines the 
constant factors in China's reunification 
policy, particularly with regard to the 
political parties in Taiwan.  
 
Chen Yu-jun argues that since the end of 
the 1990s, Beijing's Taiwan policy has 
been more focused on the need to 
maintain the status quo in the Taiwan 
straits than on the drive to enforce the 
unification of the two sides. He gives three 
reasons for this. The first of these is the 
strategic partnership built up with the 
United States after the events of 
September 11th. Next is the need for a 
stable and peaceful environment which 
provides the prospects for strengthening 
the reforms and the opening up process. 
And lastly, there is the departure of Lee 
Teng-hui and Chen Shui-bian's declared 
intention, in two inaugural speeches 
following his election, to maintain the 
status quo. Taking these three factors into 
account, Chen Yu-jun notes that China, 
Taiwan, and the United States have all 
sought to maintain the existing situation, 
and have displayed mutual respect for 

 
57 Known as a "United Front" strategy, this 
became the main plank in their Taiwan policy 
in 2001 and was explicitly described as aiming 
at "winning the hearts of the Taiwanese". The 
United Front is the "soft"  approach in a 
reunification policy which alternates between 
"soft" and "hard" tactics. The former are 
considered useful for drawing together forces 
favourable to Beijing, while the latter are for 
preventing trend towards Taiwanese 
independence. See "China's Double Tactics 
towards Taiwan", China Reform Monitor, no. 
425,January 2002. 
58 Professor at the Research Institute on 
Mainland China at the University of Chinese 
Culture in Taipei. 
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each other despite their different views of 
the matter. 
 
Still keeping to Chen Yu-jun's account, 
another key factor which would explain 
China's reunification policy has consisted 
in the political influence of the 
Kuomintang, and in the fact that it agrees 
with Beijing about the need to maintain the 
status quo in the Taiwan Straits 59 . As 
Chao Zong-hai also notes, the large 
number of forums organised by the 
Kuomintang and the Communist Party, as 
well as the fact that Ma Ying-jeou has 
incorporated into the party manifesto the 
five points of agreement reached by Lien 
Chan and Hu Jintao60, give great weight to 
the degree of Beijing's trust in the KMT 
and the hope they place in it. Chen Yu-jun 
believes that up until a year ago, when Ma 
Ying-jeou was president of the 
Kuomintang, everyone agreed that cross-
straits relations would be more stable and 
the economy would be greatly improved if 
Ma Ying-jeou were elected. The reason for 
this was that Ma Ying-jeou upheld the 
1992 consensus and the "principle of one 
China, with different interpretations" 61  
(一中各表). At that time the KMT strategy 
consisted in defending the spirit of the 
Republic of China and in criticising the 

                                                 

                                                

59 See Hubert Kilian "The future of the 
collaboration between the Communist Party 
and the Kuomintang", China Analysis, nos. 11-
12, December 2006-January 2007. 
60 Following the meeting with Hu Jintao in his 
capacity as the CCP general secretary, an 
agreement known as the "shared vision" 
(共同遠景) was adopted by the two parties. It 
falls into five general directives: the 
"resumption of cross-straits dialogue for the 
benefit of the people on both sides", the 
"promotion of an end to hostilities and the 
search for a peace agreement", the "promotion 
of economic exchanges and the establishment 
of mechanisms to enable such exchanges", the 
building of a form "for inter-party exchanges 
with regular meetings", and three political 
agreements: the recognition of the 1992 
consensus, the shared opposition to 
independence, and the maintenance of peace 
and stability in the Straits. 
61 This is the meaning of the consensus reached 
by spoken agreement between Beijing and 
Taipei in 1992, that there is only one China, 
whose nature is interpreted differently by 
either side. Subsequently, President Chen 
Shui-bian denied the existence of this 
consensus. 

initiatives of President Chen Shui-bian and 
the Democratic Progressive Party for 
endangering the stability of the Taiwan 
Straits. That time is now over, and Beijing 
would seem to want to bury it. 
 
In an article in February 2007, Chao Zong-
hai returned to the statements from a 
member of the Mainland Affairs Council in 
Taiwan, which announced a development 
in Beijing's policy on Taiwan aimed at 
opening special channels of 
communication with the DPP. Chao 
considered such a prospect unrealistic. He 
observed that the DPP's assumption of 
office had certainly led to an increase in 
the number of contacts with the Party, 
especially through the mediation of 
Chinese research institutes, but that the 
aim of this increase sought by Beijing was 
to reach a better understanding of Chen 
Shui-bian's political intentions, and that 
furthermore it would have allowed a 
certain number of officials from the 
Mainland Affairs Council, the Strait 
Exchange Foundation, and people close to 
Chen Shui-bian himself, to pay visits to 
China. Chao considered such a 
rapprochement quite normal but also 
limited in scope, owing to the ideological 
positions of the DPP and the very special 
relationship between the CCP and the 
KMT. So, in February 2007, he refused to 
give credence to a development which 
would consist in Beijing relying solely on 
the Democratic Progressive Party. 
 
But according to Chen Yu-jun, the stance 
recently taken by Ma Ying-jeou has 
sounded the death knell of the strategy 
involving a special channel of 
communication with the Kuomintang. He 
thinks that Mr. Ma's abandonment of 
support for the Directives for National 
Unification 62 , and the weakness of his 
defence of the constitution of the Republic 
of China in the period leading up to the 
referendum on "readmission to the UN"63 
(反聯公投) has shaken Beijing's confidence 
in him personally and in the Kuomintang. 
Many Chinese specialists on Taiwan 

 
62 In February 2006, against the opinions of 
Washington, Chen Shui-bian put the National 
Council for Unification "out of use", and 
"suspended" the Directives for National 
Unification, thus going back on his previous 
commitments. 
63 "KMT to hold referendum on UN bid", 
Taipei Times, June 29th 2007. 
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observed that, following the charges 
against Ma for fraudulent misuse of the 
Taipei City Hall's special funds 64 , his 
popularity began to decline and this 
brought about a shift in his political 
position. Some Chinese analysts believe 
that Ma Ying-jeou is so driven by his 
desire to become President that he sought 
to curry favour with another section of the 
Taiwanese electorate. And other university 
commentators in Beijing believe that the 
KMT is seeking to match the DPP in terms 
of electoral appeal. Chen Yu-jun argues 
that the fact that the Kuomintang is 
starting to play with wording like its rival, 
for example when it declared the need to 
"return" (反) to the UN rather than "to be 
admitted" (入), is blurring Beijing's 
perception of the differences between the 
two parties, and this could justify a shift in 
tactics. On this view, Beijing no longer has 
any confidence in a man whom it now calls 
a cowardly opportunist, thus condemning 
Mr. Ma to enter into a battle of wills with 
Chen Shui-bian in order to appear "more 
Taiwanese" than him. 
 
The Kuomintang is said to have sent 
several delegations to Beijing, in order to 
explain and justify the electoral reasons 
behind Ma Ying-jeou's recent speeches, 
reassuring them that as a candidate he 
took purely personal responsibility for such 
temporary statements. But Chen Yu-jun 
thinks that, despite the KMT's 
protestations that these positions 
represented a realistic compromise, 
Beijing accuses them of letting themselves 
be carried away by events and of giving up 
the struggle. He adds that it is above all 
Ma Ying-jeou's attitude and his formula of 
"one Taiwan, several interpretations" 65  

                                                 

                                                

64 In February 2007, charges were laid against 
Ma Ying-jeou over the fraudulent 
mismanagement of the Taipei City Hall's 
special funds during his period in office as 
Mayor, from 1998 to 2005. In August 2007, he 
was acquitted by the Taipei Court which 
announced there was no case to answer, but the 
prosecutor has appealed against the decision. 
65 Paradoxically, this formulation has not 
received much attention from the media in 
Taiwan, "What Ma's position on the 'status 
quo' means", Taipei Times, August 27th 2007. 
Subsequently, Ma gave another speech, 
identifying Taiwan with the Republic of China, 
"UN Referendum: 'Taiwan is the ROC', Ma 
statement says", Taipei Times, September 27th 
2007. 

(一台各表論) the main force to be relied upon 
to contain the growth of the demand for 
independence. 
 
Chen Yu-jun argues that Beijing seems to 
think that Ma Ying-jeou's electoral strategy 
is to get himself hated by China, so as to 
build up his image of a man capable of 
resisting Beijing in the eyes of the 
electorate. This is a strategy which irritates 
China, and all the more so since he also 
presents himself as the only one able to 
negotiate the opening of direct air links 
with Beijing. It appears then, according to 
Chen Yu-jun, that Beijing believes that if 
the DPP candidate, Hsieh Chang-ting, is 
able to negotiate with themselves on 
issues pertaining to cross-straits relations, 
and that he also enjoys Washington's 
support, Ma Ying-jeou only offers relative 
advantages. At the same time, the 
similarity between the two Taiwanese 
parties' positions on the status of Taiwan 
means that the KMT is losing its special 
role in the eyes of Beijing. So the spirit of 
cooperation between the CCP and the 
KMT will have to undergo some 
adjustments. Chen Yu-jun argues cogently 
that Beijing will stop relying on a 
confrontation between the presidential 
majority and the parliamentary opposition, 
that it will take a more realistic approach to 
its own national interests, and that it will 
view political developments in Taiwan in a 
way more closely in keeping with them. 
Although the need to found their hopes on 
the people of Taiwan has not been called 
into question66, Chen concludes that they 
will find it necessary to make a major 
readjustment in favour of strictly Chinese 
forces on which to pin the majority of their 
hopes. This is a conclusion which is worth 
close consideration by setting it alongside 
the reflections of Zhao Zong-hai. He 
quotes a member of the US government 
who has outlined the foreign policy of the 
United States: 70% of its diplomatic efforts 
are directed towards the government, and 
30% towards the opposition parties. Zhao 
concludes from this that there will be a 
natural rebalancing of China's efforts to 
communicate with all of Taiwan's political 
parties, along the same lines as those 
followed by American diplomacy. 

 
66 See Deng Xiaoping's message to his 
Taiwanese compatriots on January 1st 1979, 
"We place great hopes on the 17 million 
people on Taiwan and also on the Taiwan 
authorities". 
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14. Strategic and electoral implications 
of the proposals for a referendum on 
admission to the UN 
 
A critical summary by Mathieu Duchâtel 
on the following: 
- "At last the United States gives Taiwan 
a backhand slap in the face", leading 
article in Zhongguo Shibao (China 
Times), September 1st 2007; 
- Kin Heng-wei, "The Republic of China is 
no more: What next?", Ziyou Shibao 
(Liberty Times), September 2nd 2007; 
- Shih Cheng-feng, "The referendum on 
UN membership: what are the reasons for 
the cool relations between George Bush 
and Hu Jin-tao?", Lienhebao, September 
7th 2007; 
- Tang Shao-cheng, "Of course the 
Kuomintang must provide for a 
referendum on a return to the UN!", 
Lienhebao, September 6th 2007; 
- Lin Cho-shui, "The US and China's 
attacks on the referendum are a loss for 
the blue camp", Lienhebao, September 
18th 2007; 
- Chao Tsung-hai, "UN membership is a 
means and the referendum is an end", 
Zhongguo Shibao (China Times), 
September 1st 2007. 
 
On June 18th, President Chen Shui-bian 
announced his intention to organise a 
referendum on the highly sensitive 
question of Taiwan's membership of the 
United Nations under the name of 
"Taiwan" (入聯公投). It is due to be held 
on March 20th 2008, at the same time as 
the Presidential elections. The Republic of 
China was excluded from the United 
Nations in 1971, following the General 
Assembly resolution no. 275867, and every 
                                                 

                                                                
67 Resolution 2758, dated October 25th, runs as 
follows: "Considering the restoration of the 
lawful rights of the People's Republic of China 
is essential both for the protection of the 
Charter of the United Nations and for the cause 
that the United Nations must serve under the 
Charter, recognising that the representatives of 
the Government of the People's Republic of 
China are the only lawful representatives of 
China to the United Nations and that the 
People's Republic of China is one of the five 
permanent members of the Security Council, 
decides to restore all its rights to the People's 
Republic of China and to recognise the 
representatives of its Government as the only 
legitimate representatives to the United 

year the Republic of China has asked its 
diplomatic allies to put before the General 
Assembly its request for membership, but 
under its official name as "the Republic of 
China". This policy enjoys overwhelming 
support among the island's population 68 . 
On July 5th, the Kuomintang announced 
that it was gathering sufficient signatures 
to organise a referendum, to be held on 
the same day as the Presidential ballot, on 
the "return to the UN" (返聯公投 ). This 
would be a consultation with the island's 
population on Taiwan's membership of the 
UN through a "pragmatic and flexible 
approach", under either the name of the 
"Republic of China" or any other name 
likely to achieve concrete results, including 
that of Taiwan. So in all probability, on 
March 20th 2008 the population of Taiwan 
will be called upon to put three slips into 
the ballot box. This unforeseen situation 
reflects the electoral competition on the 
island, with each referendum being 
perceived by its initiators as a means of 
mobilising the electorate behind their 
candidate69 . But its strategic implications 
are far from negligeable. In addition to 
provoking new tensions in the Taiwan 
Straits, Taipei risks worsening further its 
already shaky relations with Washington. 
Despite this, the general opinion reflected 
in various selected analyses in the 
Taiwanese press is that, notwithstanding 
the damage this situation is causing to 
Taiwan-American relations, the DPP 
appears for the moment to be the major 
beneficiary on the electoral front, without 
provoking any major crisis in the cross-
straits relations. But the situation remains 
volatile. Will the two electoral camps 
manage to agree on a single text to put to 
the electorate, as Vice-President Annette 
Lü Hsiu-lien has requested? How serious 
will China's reprisals be? To what extent 
will the text proposed by Chen Shui-bian 

 
nations, and to expel forthwith the 
representatives of Chiang Kai-shek from the 
place which they unlawfully occupy at the 
United Nations and in all the organisations 
related to it". 
68 Samia Dana, "La politique de participation 
taiwanaise à l'ONU", Perspective Chinoises, 
no. 43, September-October 1997. 
69 For the use of the referendum for electoral 
purposes, see Michael Mattlin, "Referendum as 
a form of Zaoshi: the Instrumental Domestic 
Political Function of Taiwan's Referendum 
Ploy", Issues and Studies, vol. 40, no. 2, June 
2004, pp. 155-187. 
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and the DPP have a negative impact on 
Taiwan-American relations? 
 
Washington torn between exasperation 
and the desire to offer reassurances 
 
In a series of critical statements, the 
United States has made plain its 
opposition to the policy of seeking UN 
membership under the name of Taiwan. 
The Undersecretary of State, John 
Negroponte described President Chen's 
initiative as a "step towards a declaration 
of the independence of Taiwan and a 
change to the status quo" to which the 
United States "is opposed" 70 . He called 
upon the Taiwanese authorities to behave 
in "a responsible manner". Dennis Wilder, 
Director of Asian Affairs at the Council for 
National Security, stated that "membership 
of the United Nations requires the 
existence of a State, and until now neither 
Taiwan nor the Republic of China is a 
State within the international 
community"71. Thomas Christensen, Joint 
Secretary of State in charge of the Asia-
Pacific region at the State Department, 
has expressed the view that Washington is 
opposed to President Chen Shui-bian's 
referendum on the grounds that the 
proposed symbolic "change of name" 
suggests that Taiwan is attempting to alter 
the status quo. He also believes that such 
a referendum would bring no positive 
benefit to Taiwan's international standing; 
on the contrary, "Taipei's provocative 
actions are strengthening Beijing's hand in 
its efforts to circumscribe Taiwan, and are 
frightening off potential friends who could 
help her". In addition, he described the 
referendum as "a bad political initiative 
(…) masquerading behind the flag of 
democracy" 72 . In the face of such 
criticisms, President Chen has stood firm, 
reasserting the independence of Taiwan, 
its sovereign right to organise 
referendums, and the unjust "political 
apartheid" to which it is confined by the 
international community73. 
 

                                                 

                                                

70 "Referendum a Mistake, US Official Says", 
Taipei Times, August 29th 2007. 
71 "Taiwan Move to Join UN Perplexing: 
White House", AFP, August 31st 2007. 
72 "US Tells Taiwan to Back Down on UN 
Vote", Straits Times, September 13th 2007. 
73 "Chen Rebuts UN Referendum Criticism", 
Taipei Times, September 14th 2007. 

The Taiwan press admits that no 
referendum will bring about Taiwan's 
membership of the UN. According to pro-
DPP intellectuals, in 1971 Chiang Kai-
shek refused to grasp the opportunity to 
have dual Chinese representation at the 
UN, being determined to preserve the 
appearance of a single sovereign state of 
China, just like Beijing nowadays. But in 
the view of Zhongguo Shibao, at that time 
Beijing already had enough influence to 
block the membership of the Republic of 
China. Since then, the balance of power 
between the two Chinas has continually 
tipped further and further against Taiwan. 
Her diplomatic allies are less numerous, 
and China is increasingly influential. The 
UN General Secretary, Ban Ki-moon, is 
even more pro-China. (This criticism has 
been a constant refrain in the Taiwanese 
press since Ban Ki-moon declared that 
from the UN point of view Taiwan is an 
integral part of the People's Republic of 
China 74 ). And for the first time, a high-
ranking American official has declared 
publicly that Taiwan is not a State, which 
is the necessary precondition for UN 
membership. In the view of Zhongguo 
Shibao, Mr. Chen's only achievement, at 
the strategic level, is to have worsened still 
further relations between the US and 
Taiwan. By itself, Beijing would have been 
unable to achieve such a result. 
Consequently, despite its display of fury 
over the recent direction in Taiwanese 
politics, China can only have been pleased 
to watch Chen Shui-bian working so hard 
to untie the knot binding Taipei to 
Washington. 
 
And yet, unlike what happened during the 
Taiwanese referendum campaign of 2003-

 
74 Ban Ki-moon gave a mistaken interpretation 
to Resolution 2758 by declaring that it 
provided the basis for the UN to consider 
Taiwan to be an integral part of the PRC, 
whereas the resolution itself does not mention 
Taiwan, referring only to the Republic of 
China. As the pro-Taiwan American senators 
who denounce him have pointed out, this 
mistaken interpretation of Resolution 2758 led 
Ban Ki-moon to refuse to allow the question of 
the admission of Taiwan to be put to the 
General Assembly, whereas the Assembly's 
procedural rules state that the General 
Secretary must pass on to the Assembly any 
request for membership. See "Don't Abandon 
Taiwan", Washington Times, September 17th 
2007. 
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200475, President Bush has not criticised 
Chen Shui-bian. The US delegate to the 
UN did not make a public statement 
against Taiwan's membership, as part of 
the intelligentsia on the island had feared. 
Shih Cheng-feng, well known for his pro-
independence stance, wrote in the 
columns of Lienhebao that Chen Shui-bian 
had brought off a significant strategic coup 
within the security triangle, by forcing 
China and the United States to react 
shortly before their respective Presidents 
were to meet for the APEC summit in 
Sydney (September 8th-9th 2007). Neither 
was in a position to call Taiwan openly to 
order, since Mr. Hu was keen not to 
provoke counter-productive reactions in 
Taiwan, and Mr. Bush did not wish to 
make any further concessions to China. If 
Chen Shui-bian was able to act without 
meeting too much opposition, or at least 
not breaching limits unacceptable to 
Washington and Beijing, that was because 
neither of those two capitals wished to 
lose control over the situation even further 
by provoking Taipei, or helping the DPP 
candidate, Frank Hsieh, win the 2008 
Presidential elections. Thus, Chen Shui-
bian avoided any real damage to Sino-
American relations. One reason is that the 
United States cannot challenge the right of 
the Taiwanese to hold referendums, as its 
representatives have often reminded us, 
without betraying their own values. Shih 
Cheng-feng goes so far as to argue that 
Washington delivered a snub to China, by 
drawing a new line in the sand hidden 
behind the loaded statement that "Taiwan 
is not yet a State". In Shih Cheng-feng's 
view, the Chinese delegation 
unsuccessfully attempted to extract a 
more explicit condemnation from Bush at 
the APEC summit. And the United States 
clearly prevented China from seeking a 
vote in the UN General Assembly spelling 
out in black and white that Taiwan is a part 
of China. 
 
A profitable strategy for the DPP 
 
Shih Cheng-feng believes that the DPP 
has finally recovered its creative energy 
and its effectiveness after undergoing its 

                                                 

                                                

75 Mathieu Duchâtel, "Pékin et le référendum  
défensif de Chen Shui-bian: contrer 
l'indépendantisme en s'appuyant sur les Etats-
Unis", Les Nouvelles de Chine, no. 12, January 
2004.  

long crisis76. The DPP is in control of the 
political agenda in Taiwan and is putting 
the Kuomintang on the defensive. Since 
the beginning of the year, the DPP has 
kept the initiative on most issues feeding 
the island's political controversies: the new 
constitution, the record of the years under 
martial law, the transitionnal justice, and 
now the referendum on joining the UN. 
Once again, the DPP strategy is in line 
with electoral "salience theory" 77 : it is 
seeking to focus public attention on its 
own strong points and the weaknesses of 
its adversaries, in which Shih Cheng-feng 
sees it as being successful. 
 
The Zhongguo Shibao believes that 
Washington bears a part of the blame for 
the current situation. The United States 
underestimated the amount of public 
support for Chen Shui-bian. In this 
situation Washington's diplomatic efforts 
pursued a mistaken goal with mistaken 
tactics. Throughout the summer, American 
pressure was applied to Chen Shui-bian, 
by means of private statements to the 
leaders, diplomats, and elected members 
of the island's political parties. Washington 
would probably have been more effective 
if it had addressed its views and its 
anxieties as an ally directly to the island's 
population, by one means or another. 
Instead of that, finding itself caught short 
by the rapidly changing political situation 
on the island, it chose to deliver a 
humiliating snub to Taiwan, using Dennis 
Wilder as a spokesman when he publicly 
denied that neither Taiwan nor the 
Republic of China was a State. But the 
leader writer for Zhongguo Shibao 
believes that these declarations will not 
produce their desired effect. Whereas, in 
the past, Lee Teng-hui or the DPP could 
count on attacks from China to bolster 
their popularity, Chen Shui-bian and the 
DPP are now taking advantage of a 
growing swell of anti-Americanism fed by 
the Taiwanese population's sense of 
injustice.  
 

 
76 Mathieu Duchâtel, "The Democratic 
Progressive Party in crisis", China Analysis, 
no. 4, March-April 2006. "Who will win over 
the disillusioned from Chen Shui-bian and the 
DPP?", China Analysis, no. 9, October 2006. 
77 Dafydd Fell, Party Politics in Taiwan: Party 
Change and the Democratic Evolution of 
Taiwan, 1991-2004, Routledge, 2005, pp. 18-
20. 
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In addition to assured electoral gains, 
according to some analysts, the pro-
independence camp could win a kind of 
strategic victory through their referendum 
strategy. According to Chao Tsung-hai, 
Chen Shui-bian's main objective is to use 
the world-wide media coverage of a 
referendum to remind the international 
community of two things. The first is that 
23 million Taiwanese have been deprived 
of representation in an organisation which 
claims to defend the principles of the 
equality of all peoples and their human 
rights. The dream of Chen Shui-bian and 
the Taiwanese is that the international 
community should take to heart the words 
of John Bolton on his recent visit to Taipei. 
According to this ex-US representative at 
the UN, who has never concealed his 
personal support for Taiwanese 
membership, Taiwan's exclusion from the 
United Nations discredits the whole 
organisation, which is supposed to be 
based on universal membership. 
Secondly, Chen Shui-bian is seeking to 
draw the international community's 
attention to the fact that Taiwan enjoys de 
facto sovereignty and does not belong to 
the People's Republic of China. Lastly, he 
hopes that if the referendum is accepted 
as valid78, China and the whole world will 
see that the island supports the movement 
for a change of name, and that "Taiwan" 
suits it better than "the Republic of China". 
The pro-independence press has 
convinced itself that if the question of UN 
membership receives sufficient global 
media coverage, public opinion in the 
United States and the other democratic 
countries will take the side of Taiwan79.  
 
Chao Tsung-hai believes that since 2003 
and the "defensive referendum", Chen 
Shui-bian has been using the referendum 
issue as a way of drawing international 
attention to Taiwan's de facto 
independence. Membership of the UN is 
therefore not Taipei's real objective, since 
they know very well that, under whatever 
name and through whatever strategic 
manoeuvre, entry to the UN will never be 
accessible unless Beijing considerably 
relaxes its Taiwan policy. Whatever the 

                                                 
                                                

78 Participation in the referendum must amount 
to more than 50% of the electorate, which must 
vote "yes" with an absolute majority. 
79 Lin Cho-shui, "Referendum Situation Must 
Now Be Remedied", Taipei Times, September 
26th 2007. 

balance of diplomatic forces among the 
192 members of the UN, even assuming a 
favourable disposition towards Taiwan, 
China still has a right of veto, which she 
can invoke to block any new membership. 
Writing in the columns of the pro-
independence Liberty Times, Jin Heng-wei 
welcomes the fact that Wilder's words 
have struck a fatal blow to the existence of 
the Republic of China. He argues that 
even the Kuomintang no longer believes in 
it, and that Ma Ying-jeou's statement that 
the United States "has not completely 
denied the existence of the Republic of 
China" is yet another lie, perfectly 
consistent with the traditions of the 
Kuomintang. After all, they have been 
deceiving the population of Taiwan ever 
since their arrival in 1949, by trying to 
perpetuate the myth of a regime which had 
already perished on the Mainland. He 
points out that, even if Taiwan is not the 
official name of the Taiwanese state, there 
are also many other states which use a 
name in the UN which is different from 
their official name; China herself, for 
example, is not represented under the 
name of the People's Republic of China. 
He calls for a less alarmist response to 
Wilder's words, since the latter had added 
that Taiwan was "not yet" a State, which 
Jin Heng-wei considers to be the plain fact 
of the matter. So, without any risk of 
diminishing Taiwan's hopes for UN 
membership, the referendum proposed by 
the DPP would be a step forward for the 
independence cause on the international 
scene, and would also help towards a 
victory for Frank Hsieh in 2008. 
 
Is the Kuomintang the main loser? 
 
Tang Shao-cheng, the single national 
delegate belonging to the New Party 80 , 
has come out in defence of the 
Kuomintang's version of a referendum on 
UN membership. In the summer, the KMT 
declared that if the DPP withdrew its 
referendum proposal, the KMT would do 
likewise. This meant that the United States 
would concentrate their fire on the DPP 
and spare the KMT. In Tang's view, the 

 
80 The New Party has only one deputy in the 
Legislative Yuan, and one regional President 
in Kinmen. It emerged out of a split in the 
KMT in 1993. It stands for the unification of 
China, and defends the Chinese identity of 
Taiwan. It now belongs to the "blue camp" 
organised around the KMT.  
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KMT's goal is not so much to win over a 
large section of the electorate to its 
version of the referendum as to wreck the 
DPP's version. His reasoning is as follows. 
In order to be valid, and therefore to 
commit the government to implementation, 
any referendum must gain at least 4.25 
million "yes" votes. Accordingly, if the KMT 
were not to propose any referendum, the 
chances of the DPP's public consultation 
being successful would be very high. If, on 
the other hand, the island's population is 
consulted twice, the electors will line up in 
support of their parties, and neither of the 
two referendums will be recognised as 
valid. To this it should be added that there 
is also the possibility that only the KMT 
referendum will achieve validity, in view of 
the fact that some leading figures in the 
DPP have already called upon their 
supporters not to boycott the KMT 
referendum, whereas the KMT will call for 
a boycott of the DPP version, as they did 
in 2004. Strangely enough, Tang does not 
foresee this scenario. In either case, 
Taiwan will not be a cause of regional 
disturbance, because only a situation in 
which the DPP referendum was validated 
would represent a strategic setback for 
Beijing. 
 
According to Tang, the DPP's referendum 
strategy is modelled on that of Adolf Hitler. 
In November 1933, the German electorate 
was consulted on Germany's withdrawal 
from the League of Nations and the 
Geneva disarmament talks. The aim of 
this consultation was to put to the people a 
question that was both highly politicised 
and consensual, in order to strengthen its 
support for the regime. In Tang's view, 
such direct democracy is a double-edged 
sword. While recognising that it represents 
a real step forward on the way of 
democratic consolidation, he regrets that 
there is no way of preventing it being used 
for populist purposes. In the present 
situation, while the Kuomintang has 
nothing to gain by putting forward its 
version of a referendum, it has everything 
to lose electorally by not doing so. 
Moreover, in wider strategic terms, the 
"blue camp" has a responsibility to protect 
Taiwan, both from a radicalisation of 
China's policy towards the island and from 
a worsening of Taiwan's links with 
America. On the fact that he is proposing a 
referendum which the Kuomintang does 
not support, Tang Shao-cheng takes a 
defensive line against all possible attacks 

on ethical grounds. He argues that 
referendums have lost all validity in 
Taiwan, since the DPP continued its policy 
of anti-missile defence purchases even 
after they had been declared invalid in the 
referendum of March 20th 2004. Since 
then, referendums have become tools in 
electoral campaigning and have no validity 
in the realm of public policy. 
 
Lin Cho-shui, who is a figure in the DPP 
with a longstanding reputation as the 
theoretician of independence, and as a 
representative of the opposition to Chen 
Shui-bian in the party, since he resigned 
from his position as deputy in protest 
against the latter's management as 
President of the corruption scandals 
shaking his entourage, has another view. 
It is that the critical attacks from the United 
States and from China against the 
referendum, and even against Chen Shui-
bian himself, are doing more damage to 
the blue camp than to the green. He 
considers that 20% of the voters who 
support the green camp believe that a 
referendum would be useless, as opposed 
to 50% in the blue camp. Since last 
summer, the Kuomintang's strategy has 
consisted in offering the Taiwanese 
electorate a loosely formulated question, 
without committing itself to the name of 
Taiwan or the Republic of China, in order 
to encompass all the various currents of 
thought running through Taiwanese 
society. But in fact such an approach 
results in alienating a whole series of such 
trends from the KMT. The unregenerate 
supporters of unification, who are a tiny 
minority, continue to oppose the dual 
representation of China at the UN. The 
"prudent losers" (謹慎的失敗者) believe that a 
referendum will make UN membership 
even more unlikely, by undermining 
American support for Taiwan and 
radicalising Beijing's policy on Taiwan. 
Consequently, they are in principle 
opposed to any referendum. The 
supporters of the "Republic of China" who 
wish Taiwan to become a member of the 
UN with its official title, do not look kindly 
upon the KMT's offer to withdraw its 
referendum proposal if the DPP does the 
same. In addition, they are critical of the 
KMT's flexibility over the possibility of 
using the "Taiwan" name to rejoin the UN, 
believing that the party is abandoning its 
basic ideology. And those in favour of a 
name change do not believe that the KMT 
represents them. Lin Cho-shui thinks that 
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the KMT has committed a strategic error in 
putting forward such a loosely formulated 
question. He argues that it reveals a crisis 
in the KMT's core beliefs and the lack of 
vision for Taiwan which has cost it so 
dearly among the electorate since 2000. 
The KMT can no longer return to its former 
position on the unification of China under 
the flag of the Republic of China. It cannot 
accept the new values involved in building 
a Taiwanese national identity, but it has 
been unable to propose any alternatives. 
Like the DPP, it refuses to accept the 
injustice of the international system but, 
unlike its rival, it can spell out no 
alternative strategy to try to change a 
status quo which is inimical to Taiwan's 
survival. In these circumstances, the 
attacks from Washington and Beijing are 
harming the KMT. Without a basic 
message to offer the electorate, the latter 
will find it increasingly difficult to find 
sufficiently persuasive reasons to justify its 
political initiative, apart from an appeal to 
mere electoral calculations. This is quite 
different from the DPP, whose speeches 
are well rehearsed and openly spell out 
their opposition to the interests of China 
and the United States. 
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Press sources for this issue 
 
Yanhuang Chunqiu (China through the 
ages): a Beijing monthly founded in 1991, 
providing commentaries on the current 
situation and the history of China. It has 
gained a reputation for some outspoken 
articles, criticised by the propaganda 
department. 
 
Caijing (Finance and Economy): Bi-
monthly review based in Beijing, which 
takes a liberal position on current 
economic and financial issues. 
 
Zhongguo Jingji Zhoukan: an 
economics weekly published by the 
official People's Daily press, it seeks to 
"provide useful information for decision 
makers". 
 
Zhongguo Guoqing Guoli (China 
national conditions and strength): monthly 
review from the Chinese national bureau 
of statistics. 
 
Chengming: a Hong Kong independent 
political monthly. 
 
Ta Kung Bao: a Hong Kong political 
daily. 
 
Xiandai Guoji Guanxi (Contemporary 
International Relations): an academic 
monthly journal published by the China 
Institute for Contemporary International 
Relations. 
 
Guoji Zhanwang (World Outlook): a 
bimonthly journal published by the 
Shanghai Institute for International 
Studies, and devoted to strategic 
questions. 
 
Xin Xinwen (The Journalist): a Taiwan 
weekly, in opposition to the government 
since its foundation in 1987, and 
particularly hostile to the government of 
Chen Shui-bian. 
 
Lienhebao (United Daily): one of the four 
papers with the largest circulations in 
Taiwan, it supports pro-Kuomintang 
policies. 
 
Zhongguo Shibao (China Post): one of 
the four papers with the largest circulation 
in Taiwan, it occupies a middle position 
on the political spectrum, while being 
closer to the Kuomintang than to the 

present government. 
 
Zhongguo Shibao (China Post): one of 
the four papers with the largest 
circulations in Taiwan, it takes a middle 
position on the political spectrum, while 
tending more towards the Kuomintang 
than towards the government. 
 
Zhanwang yu Tansuo (Prospect and 
exploration): a Taiwan monthly which 
publishes analyses by research experts 
on the current strategic situation in Asia. 
It is financed by the Taiwan National 
Security Bureau. 
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