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1. INTRODUCTION

This Report has been prepared by the Commission Services for the purposes of point (c) of
Article 2 (6a) of Regulation (EU) 2016/1036 of the European Parliament and the Council of
8 June 2016 on protection against dumped imports from countries not members of the European
Union ('Basic Regulation' or 'Regulation’)".

Point (c) stipulates:

Where the Commission has well-founded indications of the possible existence of
significant distortions as referred to in point (b) in a certain country or a certain
sector in that country, and where appropriate for the effective application of this
Regulation, the Commission shall produce, make public and regularly update a
report describing the market circumstances referred to in point (b) in that country
or sector. Such reports and the evidence on which they are based shall be placed
on the file of any investigation relating to that country or sector. Interested parties
shall have ample opportunity to rebut, supplement, comment or rely on the report
and the evidence on which it is based in each investigation in which such report or
evidence is used. In assessing the existence of significant distortions, the
Commission shall take into account all the relevant evidence that is on the
investigation file.

The Basic Regulation defines in point (b) of Article 2(6a) ‘significant distortions’ as follows:
Significant distortions are those distortions which occur when reported prices or
costs, including the costs of raw materials and energy, are not the result of free
market forces because they are affected by substantial government intervention. In
assessing the existence of significant distortions regard shall be had, inter alia, to
the potential impact of one or more of the following elements:

- the market in question being served to a significant extent by enterprises
which operate under the ownership, control or policy supervision or guidance
of the authorities of the exporting country;

- State presence in firms allowing the State to interfere with respect to prices
or costs,

- public policies or measures discriminating in favour of domestic suppliers or
otherwise influencing free market forces;

- the lack, discriminatory application or inadequate enforcement of
bankruptcy, corporate or property laws;

- wage costs being distorted;

- access to finance granted by institutions which implement public policy
objectives or otherwise not acting independently of the State.

! OJ L 176, 30.06.2016, p.21.



This report examines the existence of significant distortions in the People's Republic of China
(‘PRC’ or ‘China’) that are relevant under the Basic Regulation. It comprehensively approaches
this topic from three different angles.

First, it examines the core features that give the Chinese economy its current shape and structure
(Chapters 2 to 8). These include the very concept of a ‘socialist market economy’ as embodied
in the Constitution of the PRC (‘Constitution’)* and other laws, the role of the Chinese
Communist Party (‘CCP’ or ‘Party’) in relation to the economy, the extensive system of plans
issued and followed up by various levels of government under the leadership of the CCP, the
State-owned sector with its numerous state-owned enterprises (‘SOEs’) including the various
supervision and control mechanisms, the financial market, the procurement market and the
system of investment screening. All these topics are closely interlinked.

The evidence relates to the framework in which economic activity takes place in China, where
the State continues to exert a decisive influence on the allocation of resources and on their
prices.

The second part (Chapters 9 to 13) covers various factors of production. It looks in detail into
the provision of land, energy, capital, material inputs (e.g. raw materials) and labour in China.
The approach here is horizontal, focusing on the overall situation in China with regard to these
factors of production.

The evidence relates to the allocation and the pricing of the factors of production influenced by
the State in a very significant manner.

The third part (Chapters 14 to 22) examines a number of sectors. These include steel,
aluminium, chemicals, ceramics, telecommunications, semiconductors, railway equipment,
environmental goods and new energy vehicles. The sectors have been selected on the basis of
a number of criteria, such as their frequent occurrence in the Commission’s trade defence
investigation practice or for their particular economic or strategic importance. Taking the
perspective of individual sectors allows a closer look at the specific rules and dynamics in that
sector. The evidence relates to the distortions resulting from the specific features of the Chinese
economy and those in relation to the factors of production.

2 See Section 2.2.1
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2.1. INTRODUCTION

China's economic system is unique®, with a particular role of the State and of the CCP (see
Chapter 3). The doctrine of social market economy is one of those elements that embodies
China's specific socio-economic setup. The basic features of the socialist market economy are
dominant State-ownership (see Chapter 5), an extensive and sophisticated economic planning
system (see Chapter 4), as well as interventionist industrial policies and a broad array of other
tools to pursue political and economic objectives set by the Party.

3 See Kennedy, S.; Blanchette, J. (ed.) — Chinese State Capitalism, Diagnosis and Prognosis (2021); The
Center for Strategic and International Studies (‘CSIS”), pp. 6-7, 83-84.
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Routinely referred to by political leaders and in legislative and policy documents, President Xi
captured some of the doctrine’s core elements in a 2019 article?, in particular the central role of
CCP:
[China] must never copy the models or practices of other countries. [...] We must
never follow the path of Western ‘constitutionalism’, ‘separation of powers’, or
‘judicial independence’.

A more elaborate view of the basic characteristic of the political and economic foundations of
nowadays China was presented by the President in 2021°:
Soon after the founding of New China, our Party put forward the goal of building
a modernized socialist country. After 13 five-year plans, we have laid a solid
foundation for achieving this goal. |[...]

The most essential feature of socialism with Chinese characteristics is the
leadership of the Communist Party of China. [...]

I have said many times that high-ranking cadres must become Marxist politicians,
and leading cadres at all levels must become politically aware. [ ...] Economic work
has never been abstract and isolated, but concrete and connected. Leading cadres
at all levels, especially senior cadres, must base themselves on the overall strategy
for the great rejuvenation of the Chinese nation |[...] and constantly improve |...]
the implementation of the Party Central Committee’s decisions and arrangements.

2.2. LEGAL FRAMEWORK

The framework for the socialist market economy is laid down in various provisions of the
Constitution, as well as in the General Program of the CCP Constitution®. These are then further
echoed in essential laws, plans and regulations that define the status and guide the conduct of
the economic actors in China's market.

2.2.1. THE CONSTITUTION

Four constitutions have been enacted since the PRC was founded, each reflecting the changing
political objectives of the CCP’. The current Constitution was promulgated in 1982 and has
since then been amended on a number of occasions, most recently in 20188, The concept of
socialist market economy was first introduced in the 1993 revision. The current version of the
Constitution refers several times to various characteristics of the socialist market economy. The

4 See Xi, J. - Strengthen the party's leadership over the comprehensive rule of law (2019), available at:
http://www.gstheory.cn/dukan/qs/2019-02/15/c_1124114454.htm (accessed on 9 March 2023). See also
Gao, Ch. - Xi: China Must Never Adopt Constitutionalism, Separation of Powers, or Judicial independence
(2019), available at: https://thediplomat.com/2019/02/xi-china-must-never-adopt-constitutionalism-
separation-of-powers-or-judicial-independence/ (accessed on 9 March 2023).

5 Speech at the Party School, 11 January 2021, available at: http://www.qgstheory.cn/dukan/qs/2021-
04/30/c_1127390013.htm (accessed on 31 January 2022).
6 Full text of the CCCP Constitution, with amendments adopted during the 19% Party Congress, available at:

http://www.xinhuanet.com//politics/19¢cpenc/2017-10/28/c_1121870794.htm (accessed on 9 March 2023).
7 Heilmann, S., Rudolf, M. (2017). The constitution of the party-state, in Heilmann, S. (Ed.) (2017). China’s
Political System. Lanham, Maryland: Rowman & Littlefield, p. 57.
8 Constitution of the PRC, adopted on 4 December 1982, as amended; available at:
http://en.moj.gov.cn/2021-06/22/c_634901.htm (accessed on 9 March 2023).
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main political principles and the key elements in relation to the economy are outlined already

in the seventh paragraph of the Preamble:
China will be in the primary stage of socialism for a long time to come. The basic
task of the nation is to concentrate its effort on socialist modernization along the
road of Chinese-style socialism. Under the leadership of the CCP and the guidance
of Marxism-Leninism, Mao Zedong Thought, Deng Xiaoping Theory and the
important thought of Three Represents, the Scientific Outlook on Development and
Xi Jinping Thought on Socialism with Chinese Characteristics for a New Era, the
Chinese people of all nationalities will continue to adhere to the people’s
democratic dictatorship and the socialist road, persevere in reform and opening to
the outside world, steadily improve socialist institutions, develop the socialist
market economy |[...] to turn China into a socialist country that is prosperous,
powerful, democratic and culturally advanced.

Moreover, according to Article 6 of the Constitution:
The basis of the socialist economic system of the People’s Republic of China is
socialist public ownership of the means of production, namely, ownership by the
whole people and collective ownership by the working people. [...]

In the primary stage of socialism, the State upholds the basic economic system in
which the public ownership is dominant and diverse forms of ownership develop
side by side and keeps to the distribution system in which distribution according to
work is dominant and diverse modes of distribution coexist.

Article 6 of the Constitution thus describes the core substantial elements of the socialist market
economy doctrine. It does so by, first, confirming that “socialist public ownership” remains the
basis of China's socialist economic system and, second, by affirming that the State is to uphold
the basic economic system in which “public ownership is dominant and diverse forms of
ownership develop side by side” for as long as China remains in the primary stage of socialism.

The latest revision of Article 15 of the Constitution is particularly telling in this context.
Currently, this provision reads as follows:
The State practises socialist market economy.

The State strengthens economic legislation, improves macro-regulation and
control.

The State prohibits in accordance with law any organization or individual from
disturbing the socio-economic order.

Prior to that change, the first sentence (“The State practises socialist market economy”) read:
“The state practices planned economy on the basis of socialist public ownership”. In other
words, the legislative history of the Constitution suggests that the socialist market economy is
something different from a fully planned economy®. At the same time, other provisions of the
Constitution such as Article 7 refute this apparent change of dogma:

However, concerning the planning system, see Chapter 4.
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The State-owned economy, namely, the socialist economy under ownership by the
whole people, is the leading force in the national economy. The State ensures the
consolidation and growth of the State-owned economy.

Given the leading role of the State-owned economy, Article 11 explains the role of the non-
public sectors as follows:
The non-public sectors of the economy such as the individual and private sectors of
the economy, operating within the limits prescribed by law, constitute an important
component of the socialist market economy.

The State protects the lawful rights and interests of the non-public sectors of the
economy such as the individual and private sectors of the economy. The State
encourages, supports and guides the development of the non-public sectors of the
economy and, in accordance with law, exercises supervision and control over the
non-public sectors of the economy.

Article 7 therefore reaffirms the state-owned economy as the leading force in China's economy
(see Section 5.1), while Article 11, on the other hand, recognises the non-public sectors of the
economy as an important component (as opposed to the leading force of the state-owned
economy), and declares that the State shall protect the lawful rights and interests of the non-
public sectors of the economy, as well as encourage and support them°.

Moreover, the Constitution assigns to the State an interventionist role that goes beyond
protecting the rights and interests of the non-public sectors, in that the State shall “encourage,
support and guide” their development. However, the legal value of the rights assigned to the
non-public sectors is limited. Even if Article 131 of the Constitution nominally provides for
independent judiciary system, China not only explicitly rejects the Western approach to
separation of powers and judicial independence but the CCP retains the express power to
interfere!!.

In short, the Constitution makes it clear that China practices a socialist market economy, that
the state-owned economy is the leading force of the economy, and that when it comes to the
private economy, the State does not limit itself to encouraging and supporting it, but also guides
it, much like in a planned economy. As described in the remainder of this Chapter, the State
indeed makes extensive use of a variety of instruments — both incentivising and restricting - to
guide the economy towards socialist modernisation under the leadership of the CCP.

2.2.2. CONSTITUTION OF THE COMMUNIST PARTY OF CHINA

The General Program of the CCP Constitution, revised most recently at the 19" Party Congress
in October 2017'2, reaffirms the socialist market economy as China's economic system and the
CCP's leading role:

The 1999 constitutional revision which amended Article 11 recognised for the first time the role of the non-
public sectors of the economy. The provision was then further amended in 2004.

i See Section 3.3.4.

12 CCP Constitution, available at:
http://news.xinhuanet.com/english/download/Constitution_of the Communist Party of China.pdf
(accessed on 9 March 2023).
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As such, the CCP is to lead the people in developing the socialist market economy, both with
regard to the public sector — which the CCP is to unwaveringly consolidate and develop — and
the non-public sector — whose development the CCP is to unswervingly encourage, support and
guide. The General Program of the CCP Constitution closely mirrors the relevant provisions of

The Party must carry out fundamental reform of the economic structure that
hampers the development of the productive forces, and keep to and improve the
socialist market economy; |...]

The CCP shall lead the people in developing the socialist market economy. It shall
be firm in consolidating and developing the public sector of the economy and shall
remain steadfast in encouraging, supporting, and guiding the development of the
non-public sector. It shall give play to the decisive role of market forces in resource
allocation and ensure the government plays its role better, and establish a sound
system for macroeconomic regulation. The Party shall work to balance urban and
rural development, development among regions, economic and social development,
relations between humankind and nature, and domestic development and openness
to the world. It shall adjust the economic structure, transform the growth model,
and advance supply-side structural reform. The Party shall promote the
synchronized development of new industrialization, information technology
application, urbanization, and agricultural modernization, and shall build a new
socialist countryside, take a new path of industrialization with Chinese
characteristics, and build China into a country of innovation and a global leader
in science and technology.

the Constitution, making the roles of the State and Party practically indistinguishable.

While the role of the CCP will be covered in greater detail in Chapter 3, it should be noted that
all key policy initiatives stem from the CCP, as well exemplified for instance in the 14 Five
Year Plan' (‘74" FYP’) (see more in Section 4.2.5), which explicitly lists the leading role of
the CCP as the first guiding principle which must be observed against the background of the

turbulent development environment in which China finds itself!*:

The 13th Five Years Plan period [2016-2020] was the phase of establishing a well-
off society in an all-round way. Facing a tangled and complex international
situation, and the arduous tasks of reform, development, and stability, and
especially the severe shock of the COVID-19 epidemic, the [CCP] Central
Committee with Comrade Xi Jinping as the core, never forgetting its original
intention and remembering its mission, shall unite and lead the entire Party and
people of all ethnicities to forge ahead, blaze new trails of innovation, and work
with enthusiasm and promise to advance the various undertakings of the Party and
the State. Major breakthroughs have been made in comprehensively deepening
reforms, major progress has been attained in comprehensively implementing the

Outline of the PRC 14" Five-Year Plan for National Economic and Social Development and Long-Range
Objectives for 2035, available at: https://cset.georgetown.edu/wp-

content/uploads/t0284 14th Five Year Plan_ EN.pdf (accessed on 9 March 2023).
Part One, Article I, Section 1 and Part One, Article II, Section 2 of the 14" FYP.

9
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rule of law, [...] the modernization of the country's governance system and
governance capacity has accelerated, and the leadership of the CCP and the
advantages of the Chinese socialist system have been further demonstrated.

[...] Persist in the Party's total leadership. We will adhere to and refine institutional
mechanisms for the Party's leadership of economic and social development, adhere to
and refine the system of socialism with Chinese characteristics, continue to raise
capabilities and standards for implementing the new development concept and
constructing the new development pattern, and provide fundamental assurance for
achieving high-quality development.

2.2.3. LAWS, PLANS AND REGULATIONS

Key legislation reflects the language of the Constitution on socialist market economy,
sometimes referring directly to it.

2.2.3.1. THE CiviL CODE

The central piece of legislation regulating essential aspects of relationships between natural and
legal persons, the 2020 Civil Code'’, leaves no scope for doubt that the notion of socialist
market economy continues to occupy a central place in the legal order of China. Article 1,
setting out the purpose of the Code, reads:
This Law is formulated [...] for the purposes of protecting the lawful rights and
interests of the persons of the civil law, regulating civil-law relations, maintaining
social and economic order, meet the needs for developing socialism with Chinese
characteristics, and carrying forward the core socialist values.

According to Article 206, which forms part of the section of the Civil Code!® stipulating

the general rules of property rights:
[tlhe State upholds and improves the fundamental socialist economic systems, such
as the ownership system under which diverse forms of ownership co-develop with
public ownership as the mainstay, the distribution system under which multiple
forms of distribution co-exist with distribution according to work as the mainstay,
as well as the system of socialist market economy. The State consolidates and
develops the public sector of the economy, and encourages, supports, and guides
the development of the non-public sector of the economy. The State implements a
socialist market economy and protects the equal legal status and development
rights of all market participants.

2.2.3.2. COMPANY LAW

The Company Law!” provides in Article 1:

15 Civil Code of the PRC, adopted on 28 May 2020, available at:
http://english.www.gov.cn/archive/lawsregulations/202012/31/content WS5fedad98c6d0f72576943005.h
tml (accessed on 9 March 2023).

16 Book Two, Part One, Chapter I of the Civil Code.

17 Company Law of the PRC of 29 December 1993, as amended, available at:
http://mg.mofcom.gov.cn/article/policy/201910/20191002905610.shtml (accessed on 9 March 2023).
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The Company Law of the People's Republic of China [...] has been enacted in order
to standardize the organization and activities of companies, protect the lawful
rights and interests of companies, shareholders and creditors, safeguard the social
and economic order and promote the development of the socialist market economy.

Existing criminal record for past charges on “disruption of the order of the socialist market
economy” also features among reasons disqualifying a person from being eligible to hold a
function of a company director, supervisor or senior officer'®.

2.2.3.3. LAW ON THE STATE-OWNED ASSETS OF ENTERPRISES

According to Article 1 of the Law on State-Owned Assets of Enterprises (‘SOE Law’)":
This Law is enacted for the purpose of safeguarding the basic economic system of
China, consolidating and expanding the State-owned economic sector,
strengthening protection of State-owned assets, giving play to the leading role of
the State-owned economic sector in the national economy, and promoting the
development of the socialist market economy.

The leading role in the economy assigned to the state-owned sector is further elaborated in the
remainder of that law, as well as in a series of other legal instruments, for instance the State
Assets Supervision and Administration Commission (‘S4S4C”) regulation and various guiding
opinions (see Chapter 5). Moreover, this legal framework also sets out the tight grip of the State
and the CCP over SOEs (see in detail in Chapter 5).

2.2.4. THE 18™,19™ AND 20™ PARTY CONGRESS

In November 2013, at the Third Plenum of the 18" Party Congress, the Chinese leadership
announced that it would undertake a comprehensive reform programme.

In the Decision of the Central Committee of the CCP on Some Major Issues Concerning
Comprehensively Deepening the Reform (‘3¢ Plenum Decision’), leaders stated that “economic
system reform is the focus of deepening the reform comprehensively” and that “the underlying
issue is how to strike a balance between the role of the government and that of the market, and
let the market play the decisive role in allocating resources and let the government play its
functions better”*.

The 3" Plenum Decision contained 60 reform proposals, affecting almost all parts of the
Chinese economy. It included proposals for the deepening of the reform of the administrative
examination and approval system, calling for the elimination of examination and approval in
areas where the market can effectively regulate itself.

18 Article 146(11) of the Company Law.

19 Law of the PRC on State-Owned Assets in Enterprises, adopted on 28 October 2008, available at:
http://www.npc.gov.cn/zgrdw/englishnpc/Law/2011-02/15/content_1620615.htm (accessed on 9 March
2023).

See Decision of the Central Committee of the CCP on Some Major Issues Concerning Comprehensively
Deepening the Reform, adopted on 12 November 2013, available at:
http://www.china.org.cn/china/third plenary session/2014-01/16/content 31212602.htm (accessed on 9
March 2023).

20
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On the other hand, the 3™ Plenum Decision reaffirmed that “the basic economic system with
public ownership playing a dominant role and different economic sectors developing side by
side is an important pillar of the socialist system with Chinese characteristics and is the
foundation of the socialist market economy”, as well as that “[t]o comprehensively deepen the
reform, we must strengthen and improve the party's leadership, give full play to the party's core
leadership role in overseeing the overall situation and coordinating all parties, [...], improve
the party's leadership and governance capabilities, and ensure that the reform was a success”.
While this apparent contradiction could be interpreted in a number of ways, subsequent
developments (see Section 2.2.2) demonstrated that despite the promise of market-oriented
reforms, the basis — a dominant role of state ownership and strong role of the Party leadership
in shaping the overall economic development— would remain the default principle.

Indeed, the strengthening of the role of the Party's leadership was one of the main outcomes of
the 19" Party Congress in October 2017. President Xi's work report, as well as his speech during
the 19™ Party Congress, reiterated the leadership of the Party over ‘all work’.!

The work report further reaffirmed the role of the State in shaping both the public and non-
public sector??:
We must uphold and improve China’s basic socialist economic system and socialist
distribution system. There must be no irresolution about working to consolidate and
develop the public sector; and there must be no irresolution about working to
encourage, support, and guide the development of the non-public sector.

Moreover, the speech proclaimed the goal to “turn Chinese enterprises into world-class,
globally competitive firms”, which should be achieved by the means of State support and
consolidation: “[w]e will work to see that state assets maintain and increase their value; we
will support state capital in becoming stronger, doing better, and growing bigger [...]"*. The
role of the plans was also confirmed: “[w]e will develop new methods to improve macro-

regulation, give full play to the strategic guidance of national development plans”**.

Furthermore, the CCP Constitution was amended to include President Xi's Thought on
Socialism with Chinese Characteristics for a New Era, further reaffirming the role of the CCP:
“Leadership of the Communist Party of China is the most essential attribute of socialism with
Chinese characteristics, and the greatest strength of this system *°. President Xi’s work report
statement that “[t]he Party exercises overall leadership over all areas of endeavour in every

part of the country*?° was also introduced into the General Program of the CCP Constitution.

2 See President Xi’s speech Secure a Decisive Victory in Building a Moderately Prosperous Society in All

Respects and Strive for the Great Success of Socialism with Chinese Characteristics for a New Era,
delivered at the 19* National Congress of the CCP on 18 October 2017, p. 17.

2 Ibid, p. 18.
23 Ibid, p. 29.
% bid.

2 The General Program of the CCP Constitution.
26 See President Xi’s speech Secure a Decisive Victory in Building a Moderately Prosperous Society in All
Respects and Strive for the Great Success of Socialism with Chinese Characteristics for a New Era, p. 17.
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The Thought on Socialism with Chinese Characteristics for a New Era eventually found its way
also into the Constitution, the preamble of which was amended accordingly in 2018 (see Section
2.2.2 above).

The 20" Party Congress in October 2022 was marked by consolidation of President Xi’s power,
entering his third term as Chinese president and emphasizing in his review to the Congress that
“over the past five years, we have continued to strengthen the overall leadership of the Party
and the centralized, unified leadership of the Central Committee™’, thereby strengthening the
overall CCP dominance over the state and the economy further. The appointment of key
positions in the Politburo Standing Committee with allies of President Xi further strengthened
his position?®,

During the Congress, President Xi emphasized that China will be transformed “into a modern
socialist country in all respects and advance toward the Second Centenary Goal”, coining the
term of ‘socialist modernization’ as the main goal for the upcoming five years. The broader
economic policy of the previous years was not fundamentally put in question, with — on the one
hand - selected parts of the economy subject to an opening up and liberalization, and — on the
other hand - with clear prioritisation of strong SOEs (see Chapter 5) and the pursuit of economic

and technological self-reliance™.

In any event, signs of further entrenchment of CCP ideology-driven politics into economic
policy have become more apparent. Indeed, President Xi added a section on science-
technology-innovation in his report to the Congress, pointing towards an intensification of
technological self-reliance in order to counter “foreign efforts” to contain China and making
the Chinese economy more secure in the face of foreign and domestic risks*!. Moreover, he
mentioned that China has been “confronted with drastic changes in the international landscape,
especially external attempts to blackmail, contain, blockade, and exert maximum pressure on
China, we have put our national interests first, focused on internal political concerns, and
maintained firm strategic resolve”. This national security and technological self-sufficiency
focus, in combination with the social stability accents (see also Section 2.3.1) not only shows a
growing concern in China about its external relations, it also indicates that the CCP is likely to
prioritize these issues in situations of possible conflict with the objective of economic efficiency
or growth®3.

In sum, the 19 and the 20" Party Congress consolidated and formalized developments towards
an ever stronger role played by the Party in all areas of the State. The continued focus of China's
leadership on strengthening the role of the Party has since become the defining feature of

2 De Wei, L. (2022). Full Text of Xi Jinping’s Speech at China’s Party Congress. Bloomberg.com; available
at:  https://www.bloomberg.com/news/articles/2022-10-18/full-text-of-xi-jinping-s-speech-at-china-20th-
party-congress-2022?leadSource=uverify%20wall (accessed on 7 March 2023).

28 Wessling, C., Thalman, E., Wiesmann, G., Seidl, H., Hinrichs, A. (22 October 2022). MERICS China
Essentials.

» De Wei, L. (2022). Full Text of Xi Jinping’s Speech at China’s Party Congress.

30 Wessling, C., Thalman, E., Wiesmann, G., Seidl, H., & Hinrichs, A.

3 Ibid.

32 De Wei, L. (2022). Full Text of Xi Jinping’s Speech at China’s Party Congress.

3 Ibid.
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China’s recent development. The Party’s role has been promoted in all sectors of the economy
— whether state-owned or private. Moreover, the Chinese economic model characterised by the
undisputed dominance of the Party over the State structures has been systematically projected
as the fundamental element of the alleged superiority of the Chinese governance model
compared to the western-style political and economic setup.

2.2.5. 14™FYP

The 13" Five Year Plan (‘73" FYP’)*, in declaring that “[w]e will follow the principles of
socialist political economy with Chinese characteristics, release and develop productive forces,
continue in the direction of reform to develop the socialist market economy [...]”*® professed
the country’s allegiance to the concept of socialist market economy.

The 14™ FYP further confirms the continued adherence to this basic socio-economic axiom.
After concluding that “[t]he objectives and tasks of the 13" Five Years Plan have successfully
been completed’ and that ‘socialist China stands in the East with a more majestic posture”™’,
the 14™ FYP lists the “guiding ideologies, principles and strategic orientations”, with the
guiding ideology being described as follows?3:
We will hold aloft the great banner of socialism with Chinese characteristics, and
deeply implement the spirit of the 19" Party Congress and the Second, Third,
Fourth, and Fifth Plenums of the 19" CCP Central Committee, persist in taking
Marxism-Leninism, Mao Zedong Thought, Deng Xiaoping Theory, the important
thinking of the “Three Represents,” the Scientific Development Concept, and Xi
Jinping Thought on Socialism with Chinese Characteristics for a New Era as the
guide; fully implement the Party's basic theory, basic line, and basic strategy; use
comprehensive planning to advance the overall layout of economic construction

[...]

The section on “main objectives for economic and social development” contains the goal to
“further refine the socialist market economy and basically complete construction of a high-

standard market system "’

This type of statement can also be found in other legislative and policy documents: the State
keeps invoking the role of markets in resource allocation and is committing to improving the
legal framework in which private enterprises operate. At the same time, the wording is
unequivocal with respect to the active role of the Government, the leadership of the CCP and
the power of state authorities to decisively shape the development of the private sector®.

i See for example Griinberg, N. - Party-state capitalism under Xi: integrating political control and economic

efficiency (2021), available at: https://merics.org/en/party-state-capitalism-under-xi-integrating-political-

control-and-economic-efficiency (accessed on 14 March 2023).

For more details concerning the planning system see Chapter 4.

36 Part 1, Chapter 1 of the 13" FYP.

37 Part One, Article I, Section 1 of the 14 FYP.

38 Part One, Article I1, Section 1 of the 14" FYP.

i Part One, Article I11, Section 2 of the 14" FYP.

40 Examples of this type of legal provisions can be found in various Guiding Opinions on reforms of the state-
owned sector (see Section 5.3) but also for example in the Guidelines on stepping up the United Front work

35
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The 14" FYP therefore once again confirms that the supremacy of the public sector under the
CCP leadership over the private sector is there to stay. Moreover, the development of the private
sector should continue to be guided by the authorities. In other words, the socialist market
economy concept remains at the core of China’s economic setup, with the role of the CCP
growing in importance.

2.3. BASIC FEATURES OF THE SOCIALIST MARKET ECONOMY

2.3.1. GENERAL FEATURES OF ECONOMIC POLICY UNDER THE SOCIALIST MARKET
EcoNOMY DOCTRINE

Prior to the launching of the ‘Open-door’ policy in China in 1978, which opened China up for
market-oriented economic reforms, the Chinese economy was essentially a closed, state-
planned economy, mainly consisting of state-owned and collectively owned enterprises. The
move to a socialist market economy meant a shift from a pure planned economy to a hybrid
system.

It is fair to say that while the Chinese economy has developed remarkably in the last forty-five
years and is much more deeply integrated in the global economy, it has also developed into a
unique economic system unlike any other in the world.

The system has been described in the following way*!:

Compared with the Japanese developmental pattern, in which central government
agencies simply planned the development process and calibrated industrial
policies, China's state capitalism encourages both central and local governments
to play a straightforward role in supporting local industries with various forms of
financial aid and services. China's developmental miracle owes much to the
socialist heritage of the Maoist era, which instituted a strong Leninist party-state
and a concentration of power in the Communist Party of China. This model tends
to promote [SOEs] at the expense of private actors in pillar industries (zhizhu
chanye), but for emerging industries (xinxing chanye) where no national champions
can be identified, the local authorities are often ready to offer generous help for
these indigenous firms, regardless of their ownership structures.

China has consistently perceived industrial policies as a tool to achieve economic goals defined
by the Government. Those goals have been subject to ongoing adjustments and redefining
according to China’s immediate priorities against the backdrop of global economic and political

in the private sector for the new era, issued by the General Office of the CCP’s Central Committee in
September 2020 (see Section 3.3.2). According to these guidelines: Strengthening the United Front work
in the private sector is an important element of the development and improvement of the socialist system
with Chinese characteristics. In order to uphold and improve the socialist system with Chinese
characteristics and to foster the modernisation of the country’s governance system and capabilities, it is
imperative to always adhere to and improve our fundamental economic system, unswervingly consolidate
and develop our public-sector economy, and unswervingly encourage, support and guide the development
of our non-public-sector economy. See Article 1(2) of the Guidelines, available at:
http://www.gov.cn/zhengee/2020-09/15/content_5543685.htm (accessed on 14 March 2023).

41 Chen, G., (2015). China's Solar PV Manufacturing and Subsidies from the Perspective of State Capitalism,
The Copenhagen Journal of Asian Studies 33(1), p. 92.
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developments. For example, from the early-2000s onwards, the Government began to focus its
efforts on upgrading the economy away from traditional industries reliant on low-skilled labour,
setting the targets of science and technology to contribute 60% to the economy in 2020, and the
degree of reliance on foreign technology to drop to 30%.? By 2015, acquiring key technological
competences in strategic sectors defined in the Made in China 2025 initiative (see Section 4.2.3)
became the Government’s central priority, shaping the industrial policies accordingly (see
Chapter 5 for details).

More recently, in view of the growing political and trade tensions between China and the US,
as well as the economic and social impacts of the COVID-19 pandemic, the concept of ‘dual
circulation’ (see also Section 8.2) and its central idea of technological self-reliance (see Section
2.3.2 below) has been ranking high on the Government’s industrial policy agenda*’. Following
its introduction by President Xi in the first half of 2020, the dual circulation concept was quickly
followed up by lower ranking politicians* as well as by government authorities*’ and it also
features in the 14™ FYP. According to the plan®®:

We will accelerate the construction of the new development pattern in which

domestic great circulation is the mainstay and domestic and international

circulation are mutually reinforcing.

This succinct statement characterizes the dual circulation concept very well. The domestic
circulation as the mainstay refers to the emphasis on the domestic economic cycle (production,
distribution, consumption) which will result in a lower degree of reliance on imports, in
particular technological ones*’. The mutual reinforcement of the domestic and international
circulation, on the other hand, signals the continued intention of ever increasing penetration of
global markets by Chinese industrial operators. This is also reflected in the following statement
in the 14" FYP concerning the domestic circulation: “We will optimize and improve the supply
structure and promote the coordinated development of agriculture, manufacturing, the service
industry, energy resources, and other industries. We will improve industrial support systems,
accelerate the marketization of competitive links in natural monopoly industries, and realize

2 See The National Medium- and Long-Term Program for Science and Technology Development (2006-

2020), Section 11.2.; available at: www.itu.int/en/ITU-
D/Cybersecurity/Documents/National Strategies Repository/China 2006.pdf (accessed on 14 March
2023). See further President Xi’s speech at the Central Financial and Economic Affairs Commission,
available at: http://www.gstheory.cn/dukan/qs/2020-10/31/c_1126680390.htm (accessed on 14 March
2023).

43 See Herrera, A.G. - What is Behind China’s Dual Circulation Strategy, 2021; available at:
https://www.bruegel.org/2021/09/what-is-behind-chinas-dual-circulation-strategy/ (accessed on 14 March

2023).
4 See Grieger, G. — China’s economic recovery and dual circulation model, European Parliamentary
Research Service, December 2020, p. 6; available at:

https://www.europarl.europa.eu/RegData/etudes/BRIE/2020/659407/EPRS_BRI(2020)659407_EN.pdf
(accessed on 14 March 2023).

45 Ibid, p. 2.

46 See Part IV of the 14th FYP.

4 Blanchette, J.; Polk, A. — Dual Circulation and China’s New Hedged Integration Strategy, 2020; available
at: https://www.csis.org/analysis/dual-circulation-and-chinas-new-hedged-integration-strategy (accessed
on 14 March 2023).
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the effective linkage of upstream and downstream, production, supply, and marketing”. And for
the international circulation, the plan envisages China to: “[...] optimize the layout of the
international market, guide enterprises to cultivate traditional export markets and expand
emerging markets, expand the scale of trade with neighbouring countries, and stabilize our
share of the international market”.

The domestic and the international economic cycle are therefore meant to boost each other in
the dual circulation strategy. Thus, the concept represents a continuity with previous economic
policy objectives®® and industrial strategies — such as the Made in China 2025’s drive for
indigenous innovation in high end technologies or the Belt and Road Initiative (see Section
4.2.4) and the related overseas investments — to which the dual circulation strategy sets new
accents rather than departing from them®. This is also apparent from additional implementing
legislation related to the dual circulation concept, such as the State Council’s Opinions on
Promoting the Integrated Development of Domestic and Foreign Trade>® which define the
guiding ideology and basic principles as follows:

Under the guidance of Xi Jinping Thought on Socialism with Chinese

Characteristics for a New Era, fully implement the spirit of the 19th National

Congress of the Communist Party of China and the 19th Plenary Session, based on

the new development stage, completely, accurately and comprehensively implement

the new development concept, [...] promote the high-level convergence of domestic

and foreign trade laws and regulations, regulatory systems |...].

Give full play to the decisive role of the market in the allocation of resources, better
play the role of government policy guidance and public services, fully mobilize the
enthusiasm of enterprises, enhance the ability of market entities to integrate
domestic and foreign trade operations, and stimulate endogenous development
momentum |...].

Strengthen the top-level design and overall planning for the integrated development
of domestic and foreign trade, [...] improve the institutional system, work system
and evaluation system for the integrated development of domestic and foreign
trade, and comprehensively coordinate and continue to promote the integrated
development of domestic and foreign trade.

a8 For a wider context of the dual circulation strategy, including China’s quest for self-reliance in food

production, see Che, C. — Can China secure its food and own the future of farming?, 18 March 2022;
available at: https://supchina.com/2022/03/18/can-china-secure-its-food-and-own-the-future-of-farming/
(accessed on 14 March 2023).

Concerning the extent of possible “decoupling” of China from Western markets, standards etc., see e.g.
Decoupling - Severed Ties and Patchwork Globalisation; European Chamber of Commerce in China
(EUCCC) in partnership ~with MERICS, January 2021, p. 10-13; available at:
https://merics.org/en/report/decoupling-severed-ties-and-patchwork-globalisation (accessed on 14 March

49

2023).
0 Opinions of the General Office of the State Council on Promoting the Integrated Development of Domestic
and Foreign Trade, available at: http://www.gov.cn/zhengce/content/2022-

01/19/content_5669289.htm?mc_cid=1a4df450e3&mc_eid=523ec61747 (accessed on 14 March 2023).
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The dual circulation concept is complemented by a further policy related to the socialist market
economy doctrine, such as, for example, the ‘common prosperity’ policy which has been
characterized by President Xi as follows:
We are now marching toward the Second Centenary Goal of building China into a
great modern socialist country. In response to the evolution of the principal
challenge facing Chinese society and people's growing needs for a better life, we
must make achieving common prosperity the focus of the Party's efforts to seek
happiness for all Chinese people, which will in turn solidify the foundations of the
Party's long-term governance. |...]

We should undertake thorough research on targets in different stages, and advance
common prosperity in phases. By the end of the 14" Five Years Plan period (2021-
2025), we will have made solid progress toward bringing prosperity to all, while
gaps between individual incomes and actual consumption levels will gradually
narrow. By 2035, we will have made more notable and substantive progress toward
common prosperity, and equitable access to basic public services will be ensured.
By the middle of this century, common prosperity will be basically achieved |...].

We must base our work on the reality that China remains in the primary stage of
socialism, and reaffirm our commitment to the development of both the public and
non-public sectors of the economy. We must uphold the predominance of public
ownership while also allowing various forms of ownership to develop side by side,
so as to leverage the important role of the public sector in advancing common
prosperity. Meanwhile, we should also promote healthy growth of the non-public
sector of the economy and of people working in this sector. |...]

Bringing prosperity to all is highly integrated with our efforts to promote well-
rounded human development. We must reinforce the guiding role of core socialist

values, and strengthen education on patriotism, collectivism, and socialism.>!

In practice, the timing in which the ‘common prosperity’ concept started gaining prominence,
as well as the substance of the related measures taken by the Government, confirms that China’s
economic development remains strongly politically led, firmly guided by the socialist market
economy doctrine. On the one hand, the common prosperity concept — by arguably also trying
to address some of the most pressing issues of the country’s economy - may feed into the wider
framework of policies aimed at further increasing the purchasing power of the Chinese
population in order to be able to divert China’s growth model away from investment towards
domestic consumption, thereby decreasing any potential for political instability. On the other
hand, analysts have suggested that some of the measures adopted by the Government in the
name of common prosperity, such as the crackdown on technology platforms or the private
tutoring sector, are mere populist moves aimed only at trimming the wealth and economic
power of selected individuals at the top end of the income spectrum. Instead, the declared goal

S Speech at the 10th meeting of the Central Financial and Economic Commission on 17 August 2021,

available at: http://en.gstheory.cn/2022-01/18/c_699025.htm (accessed on 14 March 2023).
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of reducing inequality and closing the income gap in the Chinese society could be achieved by
other, more sustainable and productive measures, in particular taxation reforms and
strengthening of the social security system>2.

In sum, the general features of the socialist market economy doctrine, as well as the recent
policies described above, demonstrate that the State/Party continues to shape the overall
economy of the country. The doctrine provides an ideological anchoring which justifies the
State’s top-down interventionist industrial policy to achieve industrial modernisation and the
use of the versatile toolbox developed for that purpose. The elaborate system of plans covering
practically all aspects of the economy and levels of government will be discussed in detail in
Chapter 4, the significant state ownership stakes in important enterprises in strategic sectors
and related instruments, such as the Government Guidance Funds, in Chapter 5. Resource
allocation is further controlled through the Government intervention with respect to specific
factors of production, such as land (see Chapter 9), labour (see Chapter 13) or energy (see
Chapter 10). Further typical instruments used are price setting>, various forms of financial
support including funding and subsidisation, market access controls including restrictive
practices, loan approvals, project examination and approvals, as well as licensing and
government procurement (see Chapter 7). Regulatory policy interventions defining which
industrial sectors should be the focus of attention for support by authorities also represent a
typical instrument (see Section 2.3.2). Another tool used by the Chinese authorities to steer the
economy in the direction of the Government’s objectives, in particular when it comes to
promoting certain sectors or increasing the regulatory pressure on others, are industry
associations (see Section 2.3.3 below). Last but not least, various information technology (‘/7”)
control mechanisms, such as the corporate social credit system (see Section 2.3.4 below), are
being deployed by the Chinese authorities to ensure a smooth transmission of the Government’s
policy agenda into actual conduct of business operators.

However, going well beyond a set of mechanisms through which the State intervenes into
markets to pursue industrial policy goals, the socialist market economy doctrine allows the State
to instrumentalize the economy for political purposes. As shown in the remainder of this
section, the State authorities have been doing so frequently and in various contexts.

2.3.2. INDUSTRIAL POLICY INTERVENTIONS AFFECTING RESOURCE ALLOCATION

Chinese industrial policies are demonstrably interventionist and there is no sign that this should
change in the foreseeable future>*. While the industrial policies related specifically to SOEs are

2 See, for example, Roberts, D.T. — What is ,, Common Prosperity* and how will it change China and its

relation with the world? 2021, Atlantic Council.
3 See Report to Congress on China’s WTO compliance, US Trade Representative (‘USTR’), 2021, p. 56;
available at:
https://ustr.gov/sites/default/files/enforcement/ WT0O/2021%20USTR%20Report%20t0%20Congress%20
0n%20China's%20WT0O%20Compliance.pdf (accessed on 14 March 2023).
For a wider evaluation of industrial policies and recommendations with respect to China’s situation, see
also: Innovative China — New Drivers of Growth; World Bank Group, Development Research Center of the
State Council, p- 30-36; available at:
https://openknowledge.worldbank.org/bitstream/handle/10986/32351/9781464813351.pdf?sequence=7&i
sAllowed=y (accessed on 14 March 2023).
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described in Chapter 5, the 14" FYP also specifies a number of policy objectives concerning
the private sector. Under the heading “We will promote the high-quality development of private
enterprises ”, the plan contains the following passage™:
We will improve the mechanisms by which private enterprises can participate in
the implementation of major national strategies. We will push private enterprises
to operate in compliance with laws and regulations and encourage private
enterprises to actively fulfil their social responsibilities and participate in social
welfare and charitable activities.

Such language could be read as being linked to the idea of ‘common prosperity’ described in
the previous Section. However, and more importantly, it also remains a testimony to the
ongoing practice of strong governmental interventions into the private economy, a system in
which private companies are expected to complement the state-owned sector in pursuing the
Government’s industrial policies and, when necessary, to accept the State’s interference in their
business conduct.

For policy reasons, e.g. to achieve technological advancements and other ‘major national
strategies’, such as those mentioned in the previous Section, Chinese authorities often select
specific industry sectors as a priority. Those industries are then to be promoted through
regulatory and/or financial incentives. Innovation is frequently emphasised as a key driver of
growth in this context and the Government seeks to accelerate Chinese manufacturing moving
up the value chain, as well as to establish China as a global centre of innovation and technology.
Major examples of industrial policies promoting selected sectors include the 2010 State Council
Decision on Accelerating the Development of Strategic Emerging Industries (‘SEI Decision’),
in which the Government identified seven strategic emerging industries (‘SEIs’)*¢ to be the
priority of industrial upgrading.

Currently, the wide range of industrial sectors which the Government considers a technological
priority encompasses, among others, new generation information technology, biotechnology,
new energy, new materials, high-end equipment, new energy vehicles, green and
environmentally friendly products, and aerospace and marine equipment’’. The National
Development and Reform Commission’s (‘NDRC’) 2020 Guiding Opinions on Expanding
Investment in Strategic Emerging Industries and Cultivating Strengthened New Growth Points
and Growth Poles®® provide more details on China’s approach to SEIs. In particular, they
subdivide wider sectors into more specific industrial areas, thereby providing an extremely
detailed list of the Government’s industrial priorities. For example, in the sector of new
materials, the authorities are required to focus on breakthroughs in photoresist, high-purity
target materials, high-temperature alloys, high-performance fibre materials, high-strength and

33 See Article XIX, Section 5 of the 14" FYP.

36 Industries included: (i) energy efficient and environmental technologies, (ii) new generation information
technology, (iii) biotechnology, (iv) high-end equipment manufacturing, (v) new energy, (vi) new
materials, and (vii) new-energy vehicles.

37 See Article IX, Section 1 of the 14th FYP.

38 Available at:  https://cset.georgetown.edu/publication/new-chinese-ambitions-for-strategic-emerging-
industries-translated/ (accessed on 14 March 2023).
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high-conductivity heat-resistant materials, corrosion-resistant materials, large-size silicon
wafers, electronics packaging materials, on improving the technical levels of rare earth,
vanadium-titanium, tungsten-molybdenum, lithium, rubidium-caesium, graphite, and other
special resources in the areas of mining, smelting, and deep processing, as well as on
accelerating the expansion of graphene, nanomaterials, etc. in optoelectronics, aviation
equipment, new energy, biomedicine, and other domains>°.

In the sector of new energy, the priorities are core technology components such as main
bearings, insulated-gate bipolar transistors, control systems, and high-voltage direct current
submarine cables, wind, solar, and water storage, advanced fuel cells, efficient energy storage,
marine energy generation, construction of infrastructure networks such as smart power grids,
microgrids, distributed energy resources, new types of energy storage, hydrogen production and
hydrogenation facilities and fuel cell systems, raising the level of digitization and
intelligentization of infrastructure networks such as for advanced coal-fired power plants,
nuclear power plants, and unconventional oil and gas exploration and development®’.

The guiding opinions further indicate which authority assumes responsibility for a given
industrial sector.

Third, they specify how the selected sectors should be supported. The overall requirement is
defined as “guide the rational allocation and effective concentration of key factors of
production such as talent, land use, and energy use’ and ‘funds follow the project, key factors
of production follow the project”®!, whereas the modalities of how support shall be provided
are specified as follows®?:
Make good use of all levels and types of government funds, venture capital, and
government-funded industry investment funds. Innovate modes of government
Sfunding support, and strengthen the role of investment in attracting [attention to]
major projects in strategic emerging industries. Encourage local governments to
set up special funding plans for strategic emerging industries, and guide social
capital to set up industry investment funds in a market-oriented way. |...]

Encourage financial institutions to innovate and develop financial products and
services adapted to the characteristics of strategic emerging industries, increase
support for core enterprises in the production chain, optimize financial services for
upstream and downstream enterprises in the production chain, and improve
internal assessment and risk control mechanisms. Encourage banks to explore the
establishment of financial service centers or business units for emerging industries.

Promote cooperation between governments, banks, and enterprises.®

In terms of funding, China created in January 2013 in this respect a central government-level
support fund for SEI development while encouraging local governments to establish their own

59 Ibid, Section II (4).
60 Ibid, Section II (5).

6l Ibid, Section I.

62 Ibid, Section IV (14).
63 Ibid, Section IV (15).
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local SEI support funds. Similarly, Made in China 2025, which stresses concepts such as
indigenous innovation and self-sufficiency, is centred around significant government support
through funding® of as many as ten strategic technological sectors.

In addition to the direct designation of certain industries as priority in order to spur the sectors’
development, the State also shapes the industrial landscape by controlling sectoral investment.
China maintains three distinctive negative lists for investment (see Chapter 8 for more details®),
among which the Market Access Negative List (‘MA Negative List’) %, applicable to both
domestic and foreign investors, restricts investment and requires administrative approval with
respect to 117 sectors, while the Special Administrative Measures for Foreign Investment
Access (‘FI Negative List'®’, applicable only to foreign investors, prohibits or restricts
investment in an additional 31 sectors. Similar lists and approval mechanisms are also
commonly used in government procurement (see Chapter 7).

Moreover, complementing the sectoral approach, Chinese authorities also channel support to
enterprises based on their size and their contribution to the long-term policy goals of indigenous
innovation and decreasing dependence on foreign technologies. A good example for this
complementarity of industrial policies and the range of methods by which the policies are
pursued provides the “little giants’ initiative®®, mentioned also in the 14" FYP® and the 14"
FYP to Promote the Development of SMEs’’. Little giants are mainly small and medium-sized
companies selected on the basis of a three-tier assessment system for government support.
These SMEs typically manufacture products or possess know-how in niche areas, mainly where
the Chinese authorities have identified technological bottlenecks or a need for upgrade and
modernisation.

Given that the criteria to be selected entail also financial performance, intellectual property and
strategic relevance rather than just size, some companies selected by the Chinese authorities are
publicly listed with significant market capitalizations or companies belonging to larger SOE

o4 See Report to Congress on China’s WTO compliance, USTR, 2021, p. 18.

65 See further Report to Congress on China’s WTO compliance, USTR, 2021, which also emphasizes that the
2020 Foreign Investment Law puts foreign investors at a disadvantage in various respects compared to
domestic investors (p. 32).

66 Available at: https://www.ndrc.gov.cn/xxgk/zefb/ghxwj/202203/P020220325357066649367.pdf
(accessed on 14 March 2023).

67 Available at: http://www.gov.cn/zhengce/zhengeeku/2021-12/28/content 5664886.htm  (accessed on

14 March 2023).

See the 2018 MIIT Notice on the cultivation of specialized and special new "little giant" enterprises ,

available at: https://zjtx.miit.gov.cn/zxqySy/tzggView?id=4582181d4e22415b89dd73 1bd714408f

(accessed on 14 March 2023). For a comprehensive analysis of the initiative, see Brown, A., Chimits, F.,

Gregor, S. —Accelerator state: How China fosters “Little Giant” companies, (2023) MERICS; available

at: https://merics.org/en/report/accelerator-state-how-china-fosters-little-giant-companies (accessed on 6

68

October 2023).
0 See Article VIII, Section 2 of the 14th FYP.
70 Available at: https://www.gov.cn/zhengce/zhengceku/2021-

12/17/5661655/files/b3a2c31e3ed44c718a120d1e9a8d4d53.pdf (accessed on 14 March 2023).
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groups.”! By mid-2021, almost five thousand enterprises were designated as little giants’?, with
the Government target to cultivate 10 000 little giants by 2025 achieved ahead of time already
in 20237 with some 12 000 little giants established’.

The following excerpt of the relevant guiding opinions’ describes in some detail various
components of support mechanism that the Government has in mind’®:

Speeding up the fostering and development of high-quality manufacturing
enterprises is an imperative requirement in order to stimulate market players and
promote the high-quality development of the manufacturing industry, it is also an
urgent necessity in order to prevent and resolve underlying risks as well as to
enhance the indigenous control capacity over industrial supply chains. |...]

Focus on key industries and sectors to guide all types of enterprises such as "little
giants" to grow into leading champion enterprises on international markets, and
guide large enterprise groups to develop into leading enterprises with ecological
leadership and international competitiveness. |...]

Raise the level of modernization of the industry supply chain. [...] Support the
participation in the building of national supply chain innovation and application
demonstration projects and foster a number of modern manufacturing supply chain
demonstration enterprises. Promote the concentration of state-owned capital of
high-quality enterprises in important industries and fields related to national
security and to the national economy’s lifeline and accelerate the layout
rearrangement in key segments and high-end sectors of industry chains [...] Guide
willing champion enterprises and pilot enterprises to ensure the orderly transfer of
related industries to the central and western regions and northeast China. |...]

Involve various types of government guidance funds and encourage social capital
to contribute to the establishment of high-quality enterprise incubator funds. Duly
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76

See Chen, E. - Little Giants, Big Expectations, 2022; available at:
www.thewirechina.com/2022/05/01/little-giants-big-expectations/ (accessed on 14 March 2023).
Yangcheng Evening News, 433 Enterprises in Guangdong Recognized as National Little Giants (May 25,
2022), available at: https:/new.qq.com/omn/20220525/20220525A02GWHO00.html (accessed on 14 March
2023).

See Brown, A. - China relies on “little giants” and foreign partners to plug stubborn technology gaps;
available at:  https://merics.org/en/short-analysis/china-relies-little-giants-and-foreign-partners-plug-
stubborn-technology-gaps (accessed on 14 March 2023); see also the MIIT notice concerning the fourth
batch of specialized and special new  "little giant" enterprise, available at:
https://zjtx.miit.gov.cn/zxqySy/tzggView?id=31038fbce79145a28ba694df8e3f011f (accessed on 14
March 2023); see also People’s Daily, China to Develop Ten Thousand Little Giant Companies During the
14th Five-year Period (Aug. 3, 2021), available at: www.gov.cn/xinwen/2021-08/03/content_5629102.htm
(accessed on 14 March 2023); see also Brown, A., Chimits, F., Gregor, S., p. 11.

See Brown, A., Chimits, F., Gregor, S. —Accelerator state: How China fosters “Little Giant” companies.
Guiding Opinions on Accelerating the Cultivation and Development of High-quality Manufacturing
Enterprises, issued by MOF, MoC, CSRC, Ministry of Science and Technology, MIIT, SASAC in 2021;
available at: http://www.gov.cn/zhengce/zhengeeku/2021-07/03/content 5622135.htm (accessed on 14
March 2023).

1bid., Introduction and points 2, 4 and 9.
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use existing funding channels to support the high-quality development of
"specialized and specific" small and medium-sized enterprises.

The above excerpt also illustrates how the little giants initiative is embedded into the wider
government industrial upgrading policies, in particular the goal to upgrade China’s
manufacturing capabilities, in the context of which cultivating high-tech SMEs is but one the
methods how to achieve such goals. The little giants initiative also exemplifies the gradual
evolution of such methods, where accents of the government support may shift over time’” -
across sectors, across type of recipients primarily benefitting (e.g. large SOEs and/or private
SMEs), across type of support (e.g. regulatory and/or financial support) etc. — without, however,
changing the overall pattern of government interventions shaping the countries economy in line
with political priorities adhering to the socialist market economy doctrine.

It is further worthwhile mentioning in the context of industrial policy interventions that the
more high-level and systematic industrial policies of the Chinese authorities can be in some
instances also complemented by regulatory measures which do not qualify as industrial policies
in the narrow sense and do not directly emanate from the socialist market economy doctrine.
They nevertheless result in affecting markets and upsetting trade flows, and they demonstrate
that the Chinese authorities may subordinate economic rationality to political priorities in
certain situations. The 2021 events related to China’s spat with Lithuania’® over the status of
Taiwan’s representative office in Vilnius provide a good example”.

2.3.3. INDUSTRY ASSOCIATIONS

Many Chinese industry associations are remnants of abolished ministries®’, and their role within
China’s overall economic setup deserves special consideration, as industry associations have
traditionally served as a bridge between government and enterprises. However, as shown below,
the trajectory on which industry associations find themselves in China does not point towards

7 See Brown, A., Chimits, F., Gregor, S., p. 13-14.

8 For a related issue concerning Slovenia, see for example here: https://www.gov.si/en/news/2022-01-17-
interview-of-prime-minister-janez-jansa-for-the-indian-national-television-doordarshan/  (accessed on
14 March 2023), as well as here: https://www.total-slovenia-news.com/politics/952 1 -slovenia-taipei-to-
open-economic-cultural-representative-offices (accessed on 14 March 2023).

The economic pressure on Lithuania exercised by Chinese authorities eventually triggered the EU’s
reaction at the WTO level (see DS610 - China - Measures Concerning Trade in Goods and Services,
Request for consultations by the European Union, available at:
https://docs.wto.org/dol2fe/Pages/FE_Search/FE_S_S006.aspx?Query=(%20@Symbol=%20(wt/ds610/1
%20))&Language=ENGLISH&Context=FomerScriptedSearch&languageUIChanged=true# (accessed on
14 March 2023). As of writing of this Report, the work of the Panel has been suspended, following the
European Union’s request of 25 January 2024. In the past, China has used tactics of similar nature against
Norway or Australia. Another recent example is Slovenia, see for example: Lau, S. - Slovenia to bolster
trade ties with  Taiwan, wading into row with China, 2022, available at:
https://www.politico.eu/article/jansa-slovenia-to-follow-lithuania-for-new-office-in-taiwan/ (accessed on
14 March 2023). For wider context, see also: Ghiretti, F.; Stec, G., des Garets Geddes, T. - An expert look
at EU-China 2022 + China-Lithuania + EU-China WTO dispute (2022); MERICS, available at:
https://merics.org/en/merics-briefs/expert-look-eu-china-2022-china-lithuania-eu-china-wto-dispute
(accessed on 14 March 2023).

Such as the Ministry of Light Industry, Ministry of Textile Industry, etc.
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becoming entities merely attempting to influence policymaking in favour of their respective
industries, as is common in western countries.

Certain regulatory developments in the past suggested a possible decoupling of industry
associations from the influence of the State authorities. In particular, in July 2015, the Central
Committee of the CCP and the General Office of the State Council issued the Overall Proposal
for the Separation of Industry Associations and Chambers of Commerce from Administrative
Organs with the stated purpose of making industry associations more independent from the
government®!. However, in December 2016, the NDRC, the Ministry of Civil Affairs (‘MCA4"),
and other eight central departments issued the Measures for Comprehensive Supervision on
Industry Associations and Chambers of Commerce®?, which called for “strengthening the
Party's leadership, establishing and improving the party organisations in industry associations
and chambers of commerce, and giving full play to the political core role of such Party
organisations 3. The measures also required that “Party building requirements shall be written

in the articles of association®*,

Similarly, in 2019, the NDRC launched an exercise with the declared task of institutional
separation of industry associations and chambers of commerce from government. Even though
the opinions® issued in this connection formally foresaw a separation of institutions, functions,
financial assets etc.®®, they ensured not only a continued financial dependency of industrial
associations on the government authorities®’ but also the continued full CCP control over them:
Party building work bodies of social organizations at all levels shall [...] strengthen
concrete guidance, deeply promote Party building in decoupled industry
associations and chambers of commerce, [...] comprehensively strengthen the
Party's leadership over industry associations and chambers of commerce, and
ensure that the Party's work is uninterrupted and the role of Party organizations is
not weakened in the decoupling process. [...] Party building work bodies of social
organizations at all levels shall urge industry associations and chambers of
commerce to introduce the requirement of Party building work into their articles of
association, so as to complete the working mechanisms ensuring the Party

81 Overall Proposal for the Separation of Industry Associations and Chambers of Commerce from

Administrative Organs, Central Committee of CCP, General Office of the State Council, 8 July 2015
(original text in Chinese), available at: http://www.gov.cn/gongbao/content/2015/content 2901370.htm
(accessed on 14 March 2023).

Measures for Comprehensive Supervision on Industry Associations and Chambers of Commerce, NDRC,
Ministry of Civil Affairs et. al.,, 19 December 2016 (original text in Chinese), available at:
http://www.gov.cn/xinwen/2016-12/29/content_5154008.htm (accessed on 14 March 2023).

8 Ibid., Part 1.

84 Ibid., Article 29.

85 Opinions on the Implementation of the Reform of Comprehensively Decoupling Industry Associations and
Chambers of Commerce from Administrative Organs, NDRC, Ministry of Civil Affairs et. al., 14 June 2019
(original text in Chinese); available at: http:/www.gov.cn/xinwen/2019-06/17/content_5400947.htm
(accessed on 14 March 2023).

Point 3 of the Opinions.

Point 3(2) of the Opinions, according to which administrative organs are encouraged to purchase services
from qualified industry associations.
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organizations’ participation in decision-making on major issues and to standardize

management. 88

Indeed, in 2021, the MCA issued model text of statutes for industry associations and chambers

of commerce®’

according to which any such organisation “abides by the constitution, laws,
regulations and national policies, practices the core socialist values, carries forward the spirit
of patriotism, abides by social ethics, and consciously strengthens the construction of integrity
and self-discipline’ and ‘adheres to the overall leadership of the Communist Party of China
and, in accordance with the provisions of the Constitution of the Communist Party of China,
establishes the organization of the Communist Party of China, develops the activities of the
Party, and provides the necessary conditions for the activities of the Party organization”*°. The
model text further consolidates the Party influence over the statutory bodies of industrial
associations, insofar as the functions of both the General Assembly and the Council of an
association entail reporting back to and seeking approval by the Party on managerial, as well as

procedural matters®!.

To provide an example, the Articles of Association ( ‘Ao4’) of the China National Light Industry
Council, adopted in July 2021, reproduce the above model text word by word®?. They also —
strictly speaking beyond the template of the model text — require the directors of the association
to “support the Party’s line, principle and policies™. The president, as well as the vice-
presidents and the secretary general of the association, are further required to “adhere to the
leadership of the communist party of China, support socialism with Chinese characteristics,
resolutely implement the party's line, principles and policies, and have good political
qualities ®*. The latest version of the AoA of the China Iron and Steel Association’ dates back
to 2020, yet it features virtually identical wording to the model text with respect to the purpose

88 Section 4 of the Opinions.

8 Available at: http://hn.flgw.com.cn/art/list2.asp?id=3449 (accessed on 14 March 2023).

% See Articles 2 and 3 of the model text.

ot See Articles 17(3) and 18 of the model text.

22 See Articles 2 and 3 of the AoA, available at: http://www.cnlic.org.cn/footers/footer-zc.html (accessed on
14 March 2023). Other examples of a very similar structure and wording are the AoA of the China Bicycle
Association, available at: http://www.china-bicycle.com/information/?cid=33 (accessed on 14 March
2023), as well as the AoA of the China Association of Automobile Manufacturers, available at:
http://www.caam.org.cn/bmsite_v3/chn/2/cate_8/con_5223238.html (accessed on 14 March 2023).

93 See Article 21(1) of the AoA.

%4 See Article 36(1) of the AoA.

95 Available at:
http://www.chinaisa.org.cn/gxportal/xfel/portal/content.html?articleld=cf5ea600ab07fee32430a4b1bab62
09£c835c0f83feaSe09d33a2bledfa356ab&columnld=0227750914a0f2a722¢5b71b220e0aal9cebOee2cd?
a7e325a35f6591cdbf66a (accessed on 14 March 2023).
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of the association’®, the adherence by the association to the overall leadership by the Party®’
and the necessary requirements for the president, vice-presidents and secretary general®®,

It should be further noted that the model text did not really change the situation on the ground.
The AoA of a number of major industry associations which were in place before the release of
the model text already fully reflected the requirement for the formalized leading role of the

Party. The model text therefore mainly consolidated existing practice.

The growing emphasis on Party leadership within industry associations is also apparent from
recent regulatory developments, such as from the State Administration’s for Market Regulation
(‘'SAMR’) Opinion on Involving Private Workers and Private Enterprise Associations to
Promote the High Quality of the Private Economy under a New Situation®. This opinion, issued
in March 2022, provides that it is necessary to strengthen political guidance, promote the
building of the Party, give full play to the advantages of keeping all private associations in close
contact with all private enterprises, and to continuously strengthen political guidance and
ideological education towards all private economic stakeholders. It also requires market
supervision departments at all levels to intensify their efforts to guide private associations to
foster Party building work in small enterprises, individually owned businesses, and the
professional market.

The recent regulatory developments therefore confirm the formal role of the CCP within
industry associations. Consequently, as of the writing of this report, industry associations, far
from being in the process of effectively decoupling from the State authorities, continue to
constitute another vehicle of Party control over the Chinese industry.

2.3.4. CONTROL AND USE OF INFORMATION AND COMMUNICATION TECHNOLOGY

The Corporate Social Credit System (‘CSCS”), a unique way by China to achieve some of the
proclaimed goals of the socialist market economy doctrine, such as strengthening economic
control or preventing individuals and organizations from disturbing the socio-economic order,
which was officially launched in 2014,' represents probably the most visible project of
leveraging the potential of modern information and communication technologies (‘/CT") to
collect and process digital data for the purpose of monitoring and guiding companies’

% According to Article 2, the Association “abides by the constitution, laws, regulations and national policies,

practices the core socialist values, abides by social ethics, and consciously strengthens the construction of
creditworthiness and self-discipline”.

According to Article 3, “the Association establishes the organization of the Communist Party of China,
carries out party activities, and provides necessary conditions for the activities of the party organization”.
According to Article 36(1), such persons shall ,,adhere to the leadership of the communist party of China,
support socialism with Chinese characteristics, resolutely implement the party's line, principles and
policies, and have good political qualities”.

% Available at: https://www.samr.gov.cn/xw/zj/202204/t20220402 341067.html (accessed on 14 March
2023). See also: https://amr.wuhu.gov.cn/openness/public/6596721/34251341.html (accessed on 14 March
2023).

But had been considered by Chinese authorities since the 1990s, see Drinhausen, K. and Brussee, V. -
China’s Social Credit System in 2021 — From Fragmentation towards Integration (MERICS, 2022),
available at:  https:/merics.org/sites/default/files/2022-05/MERICS-China-Monitor67-Social-Credit-
System-final-4.pdf (accessed on 14 March 2023).
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behaviour. The system is designed to monitor virtually all aspects of a company’s business in
China.

Central government authorities define the areas where the CSCS monitors compliance by
companies, for example, tax, customs, product quality, environmental protection, with local
authorities having a considerable leeway for putting in place regulations supplementing or
expanding the national-level legislation. In 2019, for example, the CSCS measured around 30
different ratings that in turn were established on the basis of circa 300 requirements.
Compliance is monitored against relevant information that is collected for this purpose in meta-
databases (such as the National Enterprise Credit Information Publicity System); however,
collection and sharing of information between various components of the CSCS remains a
major issue as of the writing of this Report.

In case of non-compliance, various sanctions will be imposed. These range from sanctions
directly linked to the area where non-compliance happened, e.g. a penalty in case of a late tax
filing but can also consist of consequences in areas that have no link with the company’s non-
compliance (joint sanctions).!°! Serious offenders can be blacklisted. In case of blacklisting, a
comprehensive set of sanctions applies. These sanctions are set out in memoranda of
understanding between different government authorities (in 2019, some 50 such memoranda
had been concluded). For instance, non-compliance can result in blacklisting such as the refusal
to deliver government approvals (investment permits, granting of LUR etc.), to provide access
to preferential policies (e.g. subsidies and tax rebates) or limiting access to public procurement
markets, although the company’s failure to comply has nothing to do with the area to which the
sanction pertains.

Moreover, compliance is no longer a binary question (‘Has the tax return been filed in time? —
yes or no’ etc.) that is linked to a targeted sanction (e.g. administrative penalty in case of late
or incomplete filing). Rather, the CSCS establishes individual scores in the various areas and
on top an overall score that combines the ranking in tax matters, environmental matters, social
security etc.

The legal provisions that define how the CSCS shall operate are dispersed across a wide range
of regulatory documents, both on the national and subnational levels. Moreover, essential
concepts — such as definitions of various types of social credit itself — remain unclear or absent.
This may complicate the business conduct of economic operators, in particular in combination
with the fragmented implementation of the system by competent authorities'*.

Some analysts consider the CSCS a manifestation of “the long-term and fundamental objectives
of the CCP to detach the organization and operation of politics, economics, and society from

101 Ibid., p. 10.

102 See Drinhausen, K. and Brussee, V., p. 6-7, 12-13. See further The Digital Hand, How China’s Corporate
Social ~ Credit System  Conditions Market Actors (EUCCC, 2019); available at:
www.europeanchamber.com.cn/en/publications-corporate-social-credit-system (accessed on 21 March
2023).
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their roots in the ideologies and practices of liberal democracy and its economic expression
through markets-based regulation underpinned by rule-of-law [...] "%,

Others take a more cautious view and distinguish between perceptions of the CSCS within
China and outside of China’%*:

International commentators tend to focus on the long-term potential of the system

to be used as a weapon of trade war against foreign companies and to strengthen

the socioeconomic control of the state. It has been pointed out that, while the CSCS

was ostensibly created to enforce adherence to laws and regulations, those laws

and regulations exist at the sole discretion of the Party. By contrast, domestic

reception is largely positive. By and large, observers tend to view the CSCS in light

of its immediate potential to clean up a business environment perennially dogged

by malfeasance and fraud.

In any event, while it might be too early to draw definitive conclusions about the CSCS, a 2021
the US — China Economic and Security Review Commission’s (‘USCC’) report!®® encapsulates
the nature of the CSCS. According to this report, the CSCS “aims to provide China'’s
government a nationwide system to monitor all aspects of corporate behavior and administer
automated regulatory responses to keep companies in line with the CCP’s governance
objectives”, and it makes it possible for “the CCP to compel compliance with Chinese law and
alignment with CCP policy priorities, including among foreign firms. In place of hard controls
currently governing market access, such as investment restrictions, the CSCS provides a
framework of incentives to manipulate domestic and foreign firms’ behavior within and beyond
China’s borders”. Similarly, a 2022 MERICS analysis considers the CSCS a tool within the
wider ambition to “expand, integrate and analyse existing data sources to improve and
consolidate CCP rule”, even if the social credit system as such ,,is not tasked with conducting
political surveillance of individual behaviour” and ,the central authorities recognise the

dangers of automation for legal and administrative processes "'%.

Beside the CSCS, western stakeholders have expressed their concerns with respect to numerous
other aspects of Chinese ICT-related policies'”’, typically highlighting the discriminatory

103 Cata Backer, L. — China’s Social Credit System: Data-Driven Governance for a “New Era”; Current History

(2019) 118 (809): 209-214; available at:
https://online.ucpress.edu/currenthistory/article/118/809/209/107508/China-s-Social-Credit-System-Data-
Driven (accessed on 21 March 2023).

Schaefer, K. (lead author) — China’s Corporate Social Credit System — Context, Competitionn, Technology
and Geopolitics; Trivium China, November 2020; available at:
https://www.uscc.gov/sites/default/files/2020-12/Chinas_Corporate_Social Credit_System.pdf (accessed
on 21 March 2023). See also Chipman Koty, A. - China’s Corporate Social Credit System: What Businesses
Need to Know (China Briefing, 2019), available at: www.china-briefing.com/news/chinas-corporate-
social-credit-system-how-it-works/ (accessed on 21 March 2023).

2021 Report to Congress of the US-China Economic and Security Review Commission, p. 227-8; available
at: https://www.uscc.gov/annual-report/202 1 -annual-report-congress (accessed on 21 March 2023).

See Drinhausen, K. and Brussee, V., p. 4, 13.

In particular in areas such as cybersecurity, data localisation requirements or protection of intellectual
property rights.
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nature of those policies vis-a-vis foreign operators'®®

. While such ICT policies go beyond the
scope of this Report, a direct relevance in the area of trade defence exists at least with respect
to the Chinese authorities’ control and censorship of online content. In particular, the
Government’s objective to build ‘civilised’ internet which should primarily serve the purpose
to promote education about the CCP and its achievements'?” makes access to certain online
information — ranging from policy documents to academic research to financial information on

individual market operators and industry sector — an increasingly difficult task.
2.4. CHAPTER SUMMARY

The preamble of the Constitution, further provisions in the Constitution, the CCP Constitution,
as well as various other legal acts and documents refer to the term ‘socialist market economy’,
invoking it as the basic framework of China’s socio-economic set-up. As apparent from the
relevant legislative and policy documents, this unique economic system grants the State, as well
as the CCP, a decisive role in the economy. While the Constitution recognises that diverse forms
of ownership develop side by side, and while the Chinese economy consists to a large extent of
non-state actors, the Party and the State retain a leading role in the economy of the country,
going well beyond macroeconomic control. The leadership role of the CCP and its all-
encompassing controls are in fact inherent in China's official designation as a socialist market

economy' %,

In practice, the socialist market economy system has meant that while market forces have been
mobilised to some degree, the decisive role of the State remains intact, with tight
interconnections between government and enterprises. The basic features of the socialist market
economy are dominant state-ownership, an extensive and sophisticated economic planning
system, as well as interventionist industrial policies and a broad array of other tools to pursue
political and economic objectives set by the Party and/or the Government. This system does not
prioritise and often does not result in market-based resource allocations. Indeed, the concept of
socialist market economy prioritises other objectives - such as ‘socialist modernization’.
“Giving play to decisive role of market forces”, a phrase often found in Chinese policy
documents, remains only an incidental means for achieving those objectives, with the market
forces tolerated where suitable rather than being considered the main organising principle of
the national economy.

108 See for example European Business in China Position Paper 2021/2022 — European Chamber of Commerce

in China, p. 327ff; available at: https://www.europeanchamber.com.cn/en/publications-
archive/964/European_Business_in_China Position Paper 2021 2022 (accessed on 4 April 2022) or See
Report to Congress on China’s WTO compliance, USTR, 2021, p. 7.

See for example Reuters - China targets online platforms in quest to 'clean up' internet, 23 December 2021;
available at: https://www.reuters.com/world/china/china-targets-online-platforms-quest-clean-up-internet-
2021-12-23/ (accessed on 21March 2023).

Houtari, M., Heep, S., Heilmann, S. (2017). The dynamics of a developmental state, in Heilmann, S. (Ed.)
(2017), China’s Political System. Lanham, Maryland: Rowman & Littlefield, p. 239.
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3.1. INTRODUCTION

Among all the distinctive features of China today, the undisputed dominant position of the CCP
is arguably the most significant one. The Party rules over all essential aspects of the country’s
life, whether those directly relevant for this Report — such as economy or China’s institutional
set-up — or those outside the scope of the present analysis even if nevertheless crucial for CCP’s
grip on China — such as military affairs or education.

As of the writing of this Report, the Party and the State have effectively grown together and
form an amalgam in which differences between structures of the Party and those of the State
has become blurred and largely indistinguishable. The fundamental principle of separation of
powers to which most western countries adhere does not play a role in China and is even
explicitly rejected'!!. According to the CCP Constitution’/?:

Leadership of the Communist Party of China is the most essential attribute of

socialism with Chinese characteristics, and the greatest strength of this system. The

i See Gao, Ch. - Xi: China Must Never Adopt Constitutionalism, Separation of Powers, or Judicial

independence (see Chapter 2), available at: https://thediplomat.com/2019/02/xi-china-must-never-adopt-
constitutionalism-separation-of-powers-or-judicial-independence/ (accessed on 13 February 2023).

12 See the General Program of the CCp Constitution, available at:
https://english.news.cn/20221026/d7{ff914d44f4100b6e586372d4060a4/c.html (accessed on 15 February
2023).
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Party is the highest force for political leadership. The Party exercises overall
leadership over all areas of endeavour in every part of the country.

The CCP exercises its control over the country and its economy through a number of channels,
among which the following are typically considered the core ones as far as the economy is
concerned:

- full control over strategic sectors of the economy including control of the financial
system and capital resources,

- control of personnel issues including all essential appointments,

- policy coordination through a formal network of Party entities/committees across State
authorities and the economy, as well as informal networks among industrial entities and

links between the Party and private enterprises''>.

All this allows the CCP to also bring the private sector into line with the CCP agenda.
Accordingly, this chapter will analyse the most salient aspects of the CCP’s control over
China’s state apparatus (see Section 2.2) and its economy (see Section 2.3). In doing so,
attention will be paid not only to the formal and institutional framework on which the CCP rule
is based, but also to the more informal tools used by the Party. The latter aspect is all the more
important given that the degree and magnitude of CCP’s interventions has been changing over
time and has been increasing since the rise to power of President Xi'!'“.

3.2. RELATIONSHIP BETWEEN STATE AND PARTY
3.2.1. LEGAL FRAMEWORK

The CCP is the sole governing party of China. Its leadership is affirmed in the preamble of the
Constitution:
Under the leadership of the Communist Party of China and the guidance of
Marxism-Leninism, Mao Zedong Thought, Deng Xiaoping Theory and the
important thought of Three Represents, the Scientific Outlook on Development and
Xi Jinping Thought on Socialism with Chinese Characteristics for a New Era, the
Chinese people of all nationalities will continue to adhere to the people’s
democratic dictatorship and the socialist road |...].

Article 1 of the Constitution elaborates on the concept:
The People's Republic of China is a socialist state governed by a people's
democratic dictatorship that is led by the working class and based on an alliance
of workers and peasants.

13 See Wu, M. (2019), China’s rise and the growing doubts over trade multilateralism; Trade War - The Clash
of Economic Systems Endangering Global Prosperity, available at: digamoo.free.fr/tradewarcepr19.pdf
(accessed on 15 February 2023). See further for example Ma, J., Party-State relations under China’s
Communist Party: Separation of powers, control over government and reforms, available at:
www.scmp.com/news/china/politics/article/3133672/why-chinas-communist-party-inseparable-state
(accessed on 15 February 2023).
See for example Blanchette, J. - Xi's Gamble: The Race to Consolidate Power and Stave off Disaster;
Foreign Affairs, vol. 100, no. 4, July/August 2021, pp. 10-19.
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The socialist system is the fundamental system of the People’s Republic of China.
Leadership by the Communist Party of China is the defining feature of socialism
with Chinese characteristics. It is prohibited for any organization or individual to
damage the socialist system.

The references to the leadership of the CCP, Marxism-Leninism, Mao Zedong Thought, Xi
Jinping Thought on Socialism with Chinese Characteristics for a New Era and the pledge to
adhere to the socialist road and the people's democratic dictatorship are mirrored in various
provisions of the CCP Constitution, in particular in its chapter titled ‘the General Program’
which states:
The Communist Party of China is the vanguard of the Chinese working class, the
Chinese people, and the Chinese nation. It is the leadership core for the cause of
socialism with Chinese characteristics and represents the developmental demands
of China’s advanced productive forces, the orientation for China’s advanced
culture, and the fundamental interests of the greatest possible majority of the
Chinese people.

The Four Cardinal Principles - to keep to the socialist road and to uphold the
people's democratic dictatorship, leadership by the Communist Party of China, and
Marxism-Leninism and Mao Zedong Thought - are the foundation on which to build
the country. Throughout the course of socialist modernization the Party must
adhere to the Four Cardinal Principles and combat bourgeois liberalization. |...]

The Communist Party of China shall lead the people in developing socialist
democracy. It shall preserve the organic unity of Party leadership, the running of
the country by the people, and law-based governance, follow the Chinese socialist
path of political development and the path of socialist rule of law with Chinese
characteristics, expand socialist democracy, develop a socialist rule of law system
with Chinese characteristics, and build a socialist rule of law country, thereby
consolidating the people’s democratic dictatorship and developing a socialist
political civilization.

Both constitutions thus confirm the primordial role of the CCP in leading China and “the cause
of socialism with Chinese characteristics”. The commitment to developing the socialist
economy with Chinese characteristics is then routinely repeated in general provisions of various

individual pieces of secondary legislation'!>.

The General Program of the CCP Constitution also makes clear that economic development is
the central task of the Party:
In leading the cause of socialism, the Communist Party of China must persist in
taking economic development as the central task, making all other work
subordinate to and serve this central task.

s See for example Article 1 of the Civil Code or Article 1 of the Law on State-Owned Assets in Enterprises
(see Chapter 5 for more details).
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Furthermore, the General Program of the CCP Constitution clearly states that it is for the CCP
to develop the socialist market economy (See Chapter 2) as well as to guide the public and
private sectors in the economy:
The Party must fundamentally reform the economic structure that constrains the
development of the productive forces and uphold and improve the socialist market
economy; and in congruence with this it must undertake political structural reform
and reform in other fields.

The Communist Party of China shall lead the people in developing the socialist
market economy. It shall be firm in consolidating and developing the public sector
of the economy and shall remain steadfast in encouraging, supporting, and guiding

the development of the non-public sector''®.

The Party’s claim to leading the country’s development is complemented by the corresponding
provisions’!’:
The entire Party must improve the capacity for political judgment, thinking, and
implementation and become more self-motivated and resolute in implementing the
Party’s theories, lines, principles, and policies |...]; focus on improving the
organizational system to train high-caliber officials who are loyal to the Party,
clean, and responsible and to bring together talented people from all fields who are
patriotic and dedicated; and select officials on the basis of both moral integrity and
ability, with greater weight given to integrity, and on the basis of merit, so as to
provide a strong organizational guarantee for upholding and strengthening overall
leadership of the Party and upholding and developing socialism with Chinese
characteristics. The whole Party must work to improve the political and
organizational functions of Party organizations, train and select the good officials
that our Party and people need, cultivate a large team of personnel who are capable
of shouldering the mission of the times and well prepared to carry on the socialist
cause, and bring together the brightest minds from all over, thus ensuring
organizationally that the Party’s basic theory, basic line, and basic policy are fully
implemented and applied.
Those provisions in turn translate into obligations of individual CCP members to advance the
Party’s objectives and to respect the principle of so-called democratic centralism'!®:
All Party members must hold high the great banner of socialism with Chinese
characteristics, have firm confidence in its path, theory, system, and culture, carry
forward the fighting spirit and build up our fighting ability, implement the Party’s
basic theory, basic line, and basic policy, and strive to fulfil the three historic tasks
of advancing modernization, achieving China’s reunification, and safeguarding
world peace and promoting common development, and realize the Second
Centenary Goal and the Chinese Dream of national rejuvenation. |...]

116 See the Constitution of the Communist Party of China, General Program.
17 Ibid.
18 See General Program and Article 10 of the Constitution of the Communist Party of China for details.
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[A]ll Party members must keep firmly in mind the need to maintain political
integrity, think in big-picture terms, uphold the leadership core, and keep in
alignment, and firmly uphold the authority and centralized, unified leadership of
the Central Committee with Comrade Xi Jinping at the core.

The demand for comprehensive loyalty of individual members to the Party’s leadership and to
the supreme leader personally may have been considered a formality in the past. However,
recent developments of the Xi era mark a shift towards full adherence to the directions given
by the Party’s central authorities is expected and enforced'!®, even if at times labelled as
pursuing - or coinciding with - other objectives, such as the long-term anti-corruption
campaign'%’.

In sum, the Constitution, as the centrepiece of Chinese legislation, defines China’s socio-
economic setup as ‘socialist system’, in which the leadership is not only conferred upon the
CCP but for which the Party leadership actually represents a constitutive element. The central
document of the CCP’s internal organisation — the CCP Constitution — mirrors the Constitution
by:

- repeating that leadership role,

- by declaring the economic development to be the Party’s central mission and

- by providing rules of conduct - both for the Party as a whole as well as for individual

members — on how to achieve the objectives.

These objectives include China’s economic development, as part of the long-term goal of the
“great rejuvenation of the Chinese nation” (see Section 3.3.4).

3.2.2. CCP CONTROL OVER THE STATE INSTITUTIONS

The Constitution defines the role of various bodies of the State, including those which
nominally represent the legislative, the executive and the judiciary branch of the government.
However, since the principle of separation of powers is not accepted/adopted in China’s
political doctrine, the individual branches of government represent a functional division of tasks
rather than ensuring balance of powers and, in any event, they remain subordinate to the CCP
leadership (see Sections 3.1 and 3.2.1). All this was aptly summarized by a then member of the
Standing Committee of the Central Political Bureau of the CCP and then Secretary of the
Central Commission for Discipline Inspection’?’:

In China's history and tradition, ‘government’ is always understood as a broad

concept, undertaking unlimited responsibility. The Party's organs, the NPC's

rSIZZ

organs, the administrative organs, the CPPCC's'“* organs as well as the courts and

19 See for example Hollingworth, J. and Gan, N. - Xi Jinping only wants the most devoted Chinese Communist

Party members. His tough membership rules could backfire (2021), available at:
https://edition.cnn.com/2021/07/30/china/ccp-100-membership-xi-jinping-intl-hnk-dst/index.html
(accessed on 15 February 2023).

See for example White, E. and Mallet, V., How Xi Jinping’s anticorruption crusade went global, available
at: www.ft.com/content/ae4d37bd-0440-49 1b-ad4b7-25ab6158e6ad (accessed on 29 July 2022).

121 See at http:/news.xinhuanet.com/politics/20171h/2017-03/05/c_1120572195.htm (accessed on 15
February 2023).

Chinese People's Political Consultative Conference (reference added for information).
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Even if the merits of a greater degree of separation between the State and the Party may have
been under consideration by the CCP leadership at times'?*, the recent developments show a
clear trajectory towards an ever-closer integration of the State and Party structures. The most
explicit manifestation of this trajectory may be the 2018 government reform which was carried
out in line with the Plan for Deepening the Reform of Party and State Agencies issued by the
Central Committee of the CCP (‘2018 Government Reform Plan’)'**. The introductory part of

prosecutors' offices are seen by the general public as all being the government.
Under the leadership of the Party, there is no separation between the Party and the
Government, there is only a division of work between the Party and the
Government: on this matter, we must have a clear stand, be straightforward and be
resolutely confident in the way, the theory, the system and the culture of Socialism
with Chinese characteristics.

the plan is very explicit in this respect:

Similarly, Section 1 of the plan, titled “Plan for Deepening the Reform of Party Central
Committee Agencies”, requires a stronger Party leadership over State authorities, even by

We must resolutely maintain the authority and centralized unified leadership of the
Party Central Committee with Comrade Xi Jinping as the core. We must adapt to
the development requirements of socialism with Chinese characteristics for a new
era, persist in the general principle of seeking progress while maintaining stability,
and adhere to the proper direction of reform. |[...] We must take strengthening the
Party's total leadership as our command and take modernizing our national
governance structure and governance capacity as our orientation, with a focus on
promoting the optimization, coordination, and efficient utilization of the functions
of Party and state agencies. [...] We must improve our efficiency and effectiveness,
and actively construct a functional system of Party and state agencies |...], setting
out on our new journey of building a modernized socialist country, and realizing
the Chinese dream of the great rejuvenation of the Chinese nation.

mergers between State and Party offices where appropriate:

The Party’s organizational structure must be optimized, and the Party's leadership
system for major tasks must be established and improved. Better play must be given
to the role of functional departments, and the merger or establishment of joint
Party-government offices must be promoted where duties are similar. Ministerial
duties must be optimized, and the Party’s ability and resolve to chart our course,
craft overall plans, design policy, and promote reform must be improved. Pervasive
Party leadership and firmer and more forceful Party leadership must be ensured.
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See for example Li, L., “Rule of law” in a Party-state — A conceptual interpretive framework of the

constitutional reality of China, Asian Journal of Law and Society, Vol. 2(1), pp. 93-113, 2015.

For the full text of the 2018 Government Reform Plan, see: https://cset.georgetown.edu/publication/ccp-

central-committee-publishes-plan-for-deepening-the-reform-of-party-and-state-agencies/ (accessed on 15

February 2023).
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This framework of the CCP’s dominance over the State’s apparatus must always be borne in

mind when analysing the provisions of the Constitution. The highest organ of State power is

the National People’s Congress (‘NPC”). Its role is defined in Article 57 of the Constitution:
The National People’s Congress of the People’s Republic of China is the highest
organ of state power. Its permanent body is the Standing Committee of the National
People’s Congress.

Article 62 formally grants the NPC extensive powers, such as amending the Constitution;
supervising its enforcement; enacting and amending laws; electing top officials including the
President and Vice-President; deciding questions of war and peace; approving five-year plans
‘FYPs’; and many other functions pertaining to the most important State decisions. In reality,
however, the NPC exercises many of those powers in name only and essentially ‘7atifies’ Party
decisions!?’. Section 2 of the 2018 Government Reform Plan leaves no scope for doubts in this
regard:

The people’s congress system is a fundamental political institutional arrangement

that adheres to the Party’s leadership |...].

In addition, some 70% of NPC delegates were CCP members as of 2021, with another 13%
being members of the political parties existing under the umbrella of the CCP-controlled United
Front!?®,

The executive branch of the State administration shows a similar picture of the Party’s
dominance. As of the writing of this Report, all ten members of the State Council’s executive
committee hold high-ranking positions within the CCP, with the Premier and Vice-Premiers
being members of the Politburo or the Politburo Standing Committee'?”. Among the 26
Ministers, 24 were CCP members, with the remaining two belonging to one of the United Front
parties. Given the broad array of the State Council’s competences listed in Article 89 of the
Constitution'?®, including those in the economic area, the State Council is one of the central
institutions for implementing the State’s economic agenda. At the same time, in view of the
personal and organisational overlap with the Party, the State Council effectively forms an
administrative platform for implementing the political decisions of the CCP. The CCP’s
understanding of the overall relation between the Party and the Government, as well as the 2018
Government Reform Plan described in Section 3.2.2, are in that respect a manifestation of the

ever more direct role in policy formulation and implementation that the CCP has been taking'?’.

125 Lawrence, S.V., and Martin, M.F. (2013). Understanding China's Political System, Congressional Research

Service, p. 7.

See for example: https:/npcobserver.com/about-npc/ (accessed on 15 February 2023).

See at: english.www.gov.cn/statecouncil/ (accessed on 27 July 2022).

See Article 89 (4) of the Constitution: “[...] fo exercise unified leadership over the work of local state

administrative organs at all levels nationwide and to stipulate the detailed division of functions and powers

between the Central Government and state administrative organs in provinces, autonomous regions and

cities directly under central government jurisdiction [...]” or Article 89 (5) of the Constitution: “[...] to draw

up and to implement plans for national economic and social development and state budgets [...]”.

129 See also Johnson, C.K. and Kennedy, S. (2015). China's Un-Separation of Powers - The Blurred Lines of
Party and Government, in Foreign Affairs, available at:
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As for the judiciary branch of the State, there are some provisions that point at first sight to a
certain independence of the judiciary. Article 131 of the Constitution provides that
[t]he people’s courts shall, in accordance with the provisions of law, independently
exercise adjudicatory power, and shall not be subject to interference from any
administrative organ, social organization or individual.

This is echoed by Article 7 of the PRC Judges Law ‘Judges Law’'*°, which imposes “no
interference from administrative organs, public organisations or individuals”.

However, there is a provision which explicitly codifies the CCP’s control over the judiciary,
namely Article 12 of the Judges Law. It stipulates the requirements for being eligible as judge.
Among other requirements listed in Article 12, such as Chinese nationality or appropriate legal
qualification, paragraph 2 of Article 12 provides that judges must “[ulphold [...] the
Constitution of the People’s Republic of China, the leadership of the Communist Party of China,
and the socialist system”.

According to Article 18 of the Judges Law, presidents of courts are appointed by the NPC or
the local People's Congress at various levels, and other judicial appointments are approved by
the standing committees of the People's Congresses at the corresponding levels. However, in
practice the leadership of courts must at all levels be nominated by the respective CCP
committees. When it comes to litigation, politically or economically sensitive cases may also
be decided behind the scenes by a judicial committee, in consultation with the Party and
administrative offices'!.

Furthermore, the CCP controls the judiciary through Commissions of political and legal affairs
at all levels of the CCP hierarchy'*?. These Commissions play a key role in the Chinese system
of justice since they exercise political oversight over the police, the courts, and the offices of
the public prosecutors; they instruct courts on certain judicial policies; and they may also issue
instructions on the judicial outcomes of specific cases'**. They are regarded as staff organs of
the Party committees'>*,

Moreover, in the Chinese legal tradition, the concept of rule of law differs from that of Western
legal systems in that law has been regarded as an instrument to guide and control.!*> The

https://www.foreignaffairs.com/articles/china/2015-07-24/chinas-un-separation-powers __ (accessed 15
February 2023).

130 See Judges Law of the PRC, available at:
www.npc.gov.cn/englishnpe/c23934/202012/9¢82d5dbefbe4{fa9813dd8 15af62dfb.shtml#:~:text=Article
%201%3A%20This%20Law%20is.in%20accordance%20with%20the%20law (accessed on 15 February
2023).

B Liebman, B.L. (2015). Legal Reform: China’s Law-Stability Paradox, Daedalus 143, p.104.

132 Heilmann, S. Shih, L., Rudolf, M. (2017), in Heilmann, S. (Ed.) (2017). China’s Political System. Lanham,
Maryland: Rowman & Littlefield, p. 138.

133 Li, L. (2016). The Chinese Communist Party and People's Courts: Judicial Dependence in China,
American Journal of Comparative Law, p. 59.

134 Heilmann, S., Shih, L., Rudolf, M. (2017). in Heilmann, S. (Ed.) (2017). China’s Political System. Lanham,

Maryland: Rowman & Littlefield, p. 138.

Also the latest Implementation Outline on Building a Rule of Law Government from 2021 to 2025 stresses

strengthening the Party's leadership for the building of a government based on the rule of law, available at:
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Chinese characters for ‘rule of law’ are often translated as ‘rule by law’'*®, and the CCP has
been on the record stating that the leadership of the CCP and the socialist rule of law are
consistent!3”:
Implementing Party leadership in the entire process and all aspects of ruling the
country according to the law is a fundamental experience of our country’s Socialist
rule of law construction. Our country’s Constitution has established the leading
position of the Chinese Communist Party. Persisting in the leadership of the party
is a fundamental requirement for Socialist rule of law [...]. The leadership of the
Party and Socialist rule of law are identical, Socialist rule of law must persist in
the leadership of the Party, the leadership of the Party must rely on Socialist rule
of law.

In 2017, the President of the Supreme People's Court ‘SPC’ stated that “China's courts must
firmly resist erroneous Western notions, including constitutional democracy, separation of
powers and judicial independence” and “resolutely fight against wrong words and deeds that
deny the leadership of the Communist Party of China”. Furthermore: “Only in this way can we
fundamentally avoid falling into the ‘trap’ of Western erroneous thinking and judicial
independence”’'3¥. The SPC's official publicity department reaffirmed those views by stating
that creating a legal system independent of the Party “clearly violates the constitution”, which
says administrative, trial and prosecution authorities are all subservient to the NPC!¥.

A 2021 article by the CCP’s newspaper summarizes the concept of rule of law in China in even
clearer terms’#’:
Different types of political systems determine different forms of the rule of law
system. China is a socialist country under the people's democratic dictatorship, and

english.www.gov.cn/policies/latestreleases/202108/12/content. WS611455aac6d0df57f98de545.html
(accessed on 15 February 2023).
136 Chen, G. (2017). Le Droit, C’est Moi: Xi Jinping’s New Rule-By-Law Approach, in Oxford Human Rights
Hub, p. 1.
Communique of the 4th Plenary Session of the 18th Central Committee of CPC, available at:
http://www.china.org.cn/china/fourth_plenary session/2014-12/02/content 34208801.htm (accessed on
15 February 2023).
Reuters, (2017). China's top judge warns courts on judicial independence, available at:
http://www.reuters.com/article/us-china-policy-law-idUSKBN15000F (accessed on 15 February 2023).
Also see: http://rmfyb.chinacourt.org/paper/html/2017-01/17/content_120935.htm?div=-1 (accessed on 15
February 2023).
Ibid. The Commission does not have access to the Weibo account referred to in the Reuters article.
However, the reference to independent legal system violating the constitution appears in line with additional
statement in the article referenced in the previous footnote, such as: “For the People's court, resolutely
implementing [the] important thesis and unswervingly following the path of socialist rule of law with
Chinese characteristics is adhering to the fundamental strategy of "equal importance” of ruling the country
by law and ruling the country by virtue, as well as vigorously promoting the socialist core values”.
Furthermore, according to Article 133 of the Constitution: “The Supreme People’s Court is responsible to
the National People’s Congress and its Standing Committee. Local people’s courts at various levels are
responsible to the organs of state power which created them”.
See Four Comprehensive (Xi Jinping's Study Questions and Answers on Socialism with Chinese
Characteristics for a New Era (20)), (original text in Chinese), available at:
http://paper.people.com.cn/rmrb/html/2021-08/13/nw.D110000renmrb_20210813 1-
05.htm?mc_cid=0bc681106a&mc_eid=523ec61747 (accessed on 15 February 2023).
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the leadership of the party is the soul of the socialist rule of law with Chinese
characteristics. This is the biggest difference between our rule of law and the rule
of law in Western capitalist countries. Without the leadership of the Communist
Party of China, a socialist legal system with Chinese characteristics and a socialist
country under the rule of law cannot be established.

An additional tool by which the CCP keeps control in virtually all areas of society is through
the creation of Party organisations (also referred to as Party cells, or Party committees). The
governmental structure at each level is matched by the organisation and structure of the Party,
from the central level down to the village level. Decisions by State institutions must follow
guidelines by the Party committees or Party groups established within the State institutions.
Furthermore, CCP leaders often act through the offices they hold in the State administration
rather than as Party cadres'*!. As such, government and CCP personnel remain in many ways
fused, and the practical distinction between the two roles can be very difficult to discern'*?. As
mentioned above with regard to the State Council, with very few exceptions, leading
government representatives also tend to be Party members'#*, which further contributes to the
fusion between the State and the Party.

Articles 30 and 32 of the CCP Constitution state that primary Party organisations are to be
formed in units which contain three full Party members!'#*:
A primary-level Party organisation shall be formed in any enterprise, |...],
government organ, | ...] and any other primary-level danwei [an organisation where
people work] where there are three or more full Party members.

Primary-level Party organisations shall, according to the requirements of their
work and Party member numbers, and with the approval of higher-level Party
organisations, establish primary-level Party committees, general Party branch
committees, or Party branch committees. |...]

Primary-level Party organisations play a key role for the Party in the basic units of
social organisation, they are the foundation for all the Party’s work and for its
capacity to take on challenges. Their main tasks are:

1) to communicate to the public and carry out the Party’s lines, principles and
policies, the resolutions of the Party Central Committee and other higher-level
Party organisations, and their own resolutions; to give full play to the exemplary
and vanguard role of Party members, to excel in their work, and to unite and
organize Party officials and non-party officials as well as Party members and non-
party members to fulfil the tasks of their danwei. |...]

141 Lawrence, S. (2013). China's Political Institutions and Leaders in Charts. Congressional Research Service,

p. 4.

Ip, E.C. (2011). The Supreme People's Court and Judicial Empowerment in China, p. 379, in Columbia
Journal of Asian Law.

Lawrence, S. and Martin, M. (2013). Understanding China's Political System. Congressional Research
Service, p. 28.

144 See the CCP Constitution, Article 30 and Article 32
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The primary Party organisations, as part of the basic structure of the Party
by leading Party members groups

7) to ensure that Party officials and all other personnel strictly observe state laws
and regulations and the state’s financial and economic statutes and regulations on

personnel, and that they do not infringe on the interests of the state, collectives, or

the people.

145 "are complemented

146 which represent another channel through which the CCP

makes incursions into the functioning of governmental institutions as well as non-public
organisations. According to Articles 48-50 of the CCP Constitution, wherever formed, these

bodies are granted the de facto leadership of such organisations!4’:

47

A leading Party members group may be formed in the leading body of central or
local state organs, people’s organisations, economic or cultural institutions, or
other non-Party organisations. Such a group shall play the leading role. Its main
tasks are: to ensure that the Party’s lines, principles, and policies are implemented;
to strengthen leadership over Party building within its danwei and fulfil its
responsibility for exercising strict Party self-governance in every respect; to
discuss and make decisions on matters of major significance within its danwei, to
manage officials to proper effect; to discuss and decide on important issues
including adjusting the setup of primary-level Party organisations, admitting new
Party members, and disciplining Party members; to encourage non-Party officials
and the people in fulfilling the tasks entrusted to them by the Party and the state;
and to exercise leadership over the work of the Party organisations of the danwei
and those directly under it.

The composition of a leading Party members group is decided on by the Party
organisation that approves its establishment. A leading Party members group shall
appoint a secretary and, when necessary, deputy secretaries. A leading Party
members group must accept the leadership of the Party organisation that approves
its establishment.

The leading Party members groups have been becoming increasingly important in the Chinese
system. While they have existed since the 1950s, they have been recently taking an
unprecedented role in that they help define problems, set priorities, and determine the proper

sequencing of policies across a wide range of areas'*®.

3.2.3. CCP CONTROL OVER CADRES AND PERSONNEL

145
146
147
148

Ibid. Chapter II - The Party’s Organizational System

Ibid. Article 48.

Ibid. Article 48 and Article 49.

For further information on linkages between state and Party leaders, as well as on a further type of
State/Party organisational entities, namely Small Leading Groups (effectively as an interagency executive
committee, cutting across the government, party, and military systems), see Batke, J. and Stepan, M. (2017).
Party, State and Individual Leaders. The Who'’s Who of China’s Leading Small Groups. Mercator Institute
for China Studies, available at: https://merics.org/en/short-analysis/ccps-nerve-center-0 (accessed on 20
February 2023).
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A key pillar of the CCP’s power is its control of personnel appointments across all political
institutions, the military, SOEs, and public institutions. The CCP, counting some 96.7 million
members as of the end of 2021'%°, essentially appoints all senior personnel in government and
administrative bodies and also SOEs, centrally as well as regionally. This is done through the
so-called cadre system. The CCP Organisation Department is the body in the Party bureaucracy
responsible for the recruitment of Party members and their training, as well as assignments and
appointments'>’, doing so in line with the CCP’s internal regulations, such as the 2021
Regulations on the Organizational Work of the Communist Party of China'®'. According to
Article 5 of the Regulations “the Central Organization Department guides the work of
organizational departments at all levels, and the higher-level organizational departments guide
the work of lower-level organizational departments,” while Article 6 stipulates that “the Party
Central Committee decides on organizational work lines, principles, and policies, |...]
comprehensively leads the Party's organizational system construction, cadre work, and talent
work, and recommends, nominates, and appoints and dismisses cadres in accordance with
relevant provisions”.

The Organisation Department organises cadres according to rank (see in particular Article 8 of
the Regulations on the Organization and Work of the CCP'?). Chinese political culture features
carefully observed systems of ranks that identify the relative importance of people, official
agencies, public institutions, SOEs, and geographic units. While the Party and bureaucratic
ranking are different - formally not comparable — systems, Party ranking can be considered
superseding any ranking in the State system due to the Party leadership position. Moreover,
SOE leaders sometimes outrank the Party and government leaders in the geographic
jurisdictions in which they are based, which can result in a specific dynamic where, for example
local government cannot issue binding orders to such SOE leader while, at the same time, the
SOE has to follow local government rules and decisions'*>. Moreover, it is not unusual that
SOE managers move between enterprises and government functions (see Sections 5.5.1 and
5.5.2). Investigations into the individual backgrounds of the members of the boards of directors
and the supervisory councils of major industrial enterprises have revealed that a large majority

1499 Representing about 6.85% of the Chinese population. See for example at:

www.statista.com/topics/1247/chinese-communist-party/#topicHeader _wrapper  (accessed on 15

February 2023).

For an organisational overview of the CCP, see for instance: http://www.chinatoday.com/org/cpc/ (accessed

on 15 February 2023).

The Central Committee of the Communist Party of China issued the Regulations on the Organization and

Work of the Communist Party of China (original text in Chinese), available at: www.gov.cn/zhengce/2021-

06/02/content 5615053.htm (accessed on 15 February 2023).

According to Article 8, among the main duties of the Central Organization Department and the Organization

Department of local Party Committees features also the responsibility for the unified management of cadre

work and the cadre contingent, and the responsibility for specific work related to the construction of leading

bodies in accordance with the authority and division of labor of cadres.

133 See for example Lawrence, S.V., and Martin, M.F. (2013). Understanding China's Political System,
Congressional Research Service, p. 15.
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of them are not only Party members, but also hold senior positions in the government and CCP
hierarchy or have done so prior to serving in the corporate sector'>*,

Furthermore, civil servants are obliged to adhere and carry out the policy of the Party, according
to Article 4 of the Law of the PRC on Public Servants'®>, which states:
In application of the public servant system, Marxism-Leninism, Mao Zedong
Thought, Deng Xiaoping Theory, the important thought of ‘Three Represents’,
Scientific Outlook on Development and Xi Jinping's Thought on Socialism with
Chinese Characteristics for a New Era shall be upheld as the guidance, the basic
line for the primary stage of socialism shall be implemented, the organizational
routes of the Communist Party of China for a new era shall be carried out, and the
principle that cadres are under the administration of the Party shall be adhered to.

3.3. CCP’S DOMINANCE OVER THE ECONOMY

To the extent that any state can exercise control over its economy, the CCP’s dominance over
the structures of the Chinese state translate directly into its grip over China’s economy. The
unique grip of the country’s economy in view of the importance of the state-owned sector (see
Chapter 5), combined with the Party cells and the powers of the Organisation Department to
appoint also the cadres of SOEs, means that the CCP controls the economy particularly tightly.
The CCP’s control mechanisms may take somewhat different formats in the state-owned sector
(see Section 3.3.1) and in the private one (see Section 3.3.2). Nevertheless, the resulting control
over the economic operators, in combination with the control over the state structures described
above in Section 3.2, allows the CCP to formulate and implement its economic policies by using
a number of formalized and informal tools and channels (see Section 3.3.3). Those economic
policies in turn demonstrate the Party’s broader long-term strategic and economic
considerations and priorities (see Section 3.3.4). The CCP’s determination to control the
economy recently has been restated in the book "Qutline for the Study of Xi Jinping's Economic
Thought" published in June 2022, where the first chapter is about strengthening the Party's
overall leadership over economic work !¢,

3.3.1. CCP CONTROL OF THE STATE-OWNED SECTOR

In view of the significant size of the state-owned sector in China and that it is the leading force
of the economy (see Section 5.2) and given that SOEs are expected to pursue a number of goals
not based on commercial considerations (see Section 5.3), the CCP has a natural interest to

154 Taube, M. and Schmidkonz, C. (2015). 4ssessment of the normative and policy framework governing the

Chinese economy and its impact on international competition, Report prepared by THINK!DESK China
Research& Consulting for AEGIS EUROPE, p. 246. For more detailed examples, please see pp. 247-248.
155 Law of the People's Republic of China on Public Servants (adopted by the NPC on 27 April 2005, last
amended on December 29, 2018), http://www.npc.gov.cn/zgrdw/npc/Ifzt/rlyw/2018-
12/29/content 2071578.htm (accessed 20 February 2023).
See General Secretary Xi Jinping creatively put forward a major theoretical point of view about
strengthening the party's overall leadership over economic work (original text in Chinese), available at:
http://www.chinadevelopment.com.cn/fgw/2022/09/1798129.shtml (accessed on 15 February 2023).
See also: What does the "Outline for the Study of Xi Jinping's Economic Thought" talk about and how to learn
(original text in Chinese), available at: http://www.gstheory.cn/zhuanqu/2022-06/28/c_1128785253.htm
(accessed on 15 February 2023).
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maintain firm control over the sector. In fact, the 3™ Plenum Decision in 2013 stated that “the
basic economic system with public ownership playing a dominant role and different economic
sectors developing side by side is an important pillar of the socialist system with Chinese
characteristics” (see Section 2.2.4). Since then, the overall development of the state-owned
sector can be described as a steady path towards more Party control. Irrespective of the reasons
underlying this direction'®’, the 2015 Guiding Opinions on Deepening the Reform of State-
owned Enterprises already mandated unequivocally that Party building within the SOE be
included into the respective enterprise’s Articles of Association (’AoA4’) and that the SOE's
Party organization leadership be included in the board of directors, the board of supervisors or
the management (see Section 5.3 for more details).

The Action Plan for Corporate Reform of Central Enterprises'® issued in 2017 reaffirmed the
role of the Party in the restructuring process of SOEs:
4. Overall coordination and progress

(1) Party leadership shall be strengthened. The Party committee (group) of a
central enterprise shall earnestly strengthen the organisation and leadership of the
restructuring work, [ ...]. It is imperative to give full play to the core leadership and
political role of the Party organisation of a central enterprise to ensure that Party
leadership and Party building are fully embodied and effectively strengthened
during enterprise restructuring, [...] and promptly report the major issues
encountered during restructuring to the CPC Central Committee and the State
Council.

(2) [...] A restructured enterprise shall also adhere to two unwavering principles
that the Party shall always have leadership over SOEs and that the direction of
SOE reforms is to establish the modern enterprise system, unify the efforts to
strengthen Party leadership with those to improve corporate governance |...].

Furthermore, the 2017 amendments of the CCP Constitution'>® conferred on the Party
organisation an extensive role in the operations of an SOE, and this provision remains in the
2022 amendments. According to Article 33 of the CCP Constitution, the Party organisation is
empowered to participate in decision-making regarding major issues facing an enterprise:

The leading Party members groups or Party committees of state-owned enterprises

shall play a leadership role, set the right direction, keep in mind the big picture,

157 See for example Lin, L.Y.; Milhaupt, C.J. - Party Building or Noisy Signaling? The Contours of Political

Conformity in Chinese Corporate Governance; Journal of Legal Studies (2020), linking the increasing Party
presence in SOE’s corporate governance with the need to counterbalance the corporatisation and mixed-
ownership reform.

158 State Council General Office's Notice regarding the publication of the Action Plan for a Corporate Reform
of Central Enterprises (original text in Chinese), available at: http://www.gov.cn/zhengce/content/2017-
07/26/content_5213271.htm (accessed on 15 February 2023). See also: Action plan to reform central SOEs

toward corporations, available at:
http://english.gov.cn/policies/latest releases/2017/07/26/content 281475754202054.htm (accessed on 15
February 2023).

159 See at: http://english.www.gov.cn/news/top_news/2017/10/24/content 281475919837140.htm (accessed
on 15 February 2023).
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ensure the implementation of Party policies and principles, and discuss and decide
on major issues of their enterprise in accordance with regulations. Primary-level
Party organizations in state-owned or collective enterprises should focus their work
on the operations of their enterprise. Primary-level Party organizations shall
guarantee and oversee the implementation of the principles and policies of the
Party and the state within their own enterprise and shall support the board of
shareholders, board of directors, board of supervisors, and manager [...] in
exercising their functions and powers |...].

The revisions of individual SOEs’ AoA prompted by the requirement for more direct CCP
involvement in the companies’ management'®’ resulted in a situation where, by the end 0of 2018,
some 90% of SOEs (central as well as sub-central) amended their statutes to comply with those

requirements'¢!.

China Railway Group is used as an example below. However, the changes in the AoA follow a

162

similar model for most companies °~. A specific chapter is introduced on the creation of a Party

committee, which for China Railway Group contains the following elements’5’:

Pursuant to the Constitution of Communist Party of China, the Company shall
establish an organisation of the Communist Party of China ‘Party’, which shall
play the role as the core of leadership, and the political nucleus, and take charge
of the direction and overall situation and ensure the implementation of policies. The
Company shall establish a work institution of the Party with a sufficient number of
personnel responsible for the Party affairs and guarantee the working funds of the

Party organisation.

In principle, the chairman of the board and the head of the Party committee is expected to be
the same person'®:

160 These requirements are elaborated in the 2017 Guiding Opinions of the General Office of the State Council

on Further Improving the Corporate Governance Structure of State-owned Enterprises, available at:
http://www.gov.cn/zhengcee/content/2017-05/03/content_5190599.htm (accessed on 18 April 2023). For
example, Article 5(3) requires SOEs and relevant authorities to “[u]phold and improve the two-way entry
and cross appointment leadership system. Eligible members of Party organizations (committees) of state-
owned enterprises may enter the board of directors, the board of supervisors and management through
legal procedures. Eligible Party members among directors, supervisors and managers may enter Party
organizations (committees) according to the relevant provisions and procedures. The Secretary of Party
organizations (committees) or chairman is generally served by the same person. Promote the entry of full-
time deputy secretaries of Party organizations (committees) of central enterprises into the board of
directors. In the selection and appointment of managers by the board of directors, superior Party
organizations and their departments and Party committees of state-owned asset supervision and
administration institutions shall play the functions of determining standards, standardizing procedures,

participating in investigation and recommending candidates.”

Lin, L.Y.; Milhaupt, C.J., p.4, concerning possible explanations why not the totality of SOEs has done so.

See Chapters 15 and 6 for further examples.

163 See Chapter 17, Articles 251-253 of the AoA of China Railway Group Limited (amended in June 2017),
available  at:  http://www.hkexnews.hk/listedco/listconews/SEHK/2017/0628/LTN20170628958.pdf
(accessed on 15 February 2023).

For an additional example, see Article 99 in the revised AoA for China Aluminum International
Engineering Corporation Limited (Chalieco) (Chapter 15).
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The Company shall establish the Party Committee, which shall have one secretary
and several members. The chairman of the board of directors shall concurrently
serve as the secretary of the Party Committee.

The AoA then further elaborate on the role of the Party organisation. Its tasks include not only
monitoring compliance with CCP and State policies, but also the practical implementation of
Party decisions in the company. There is also a direct referral to the role of the SASAC Party
committee’®’:
To monitor the implementation of the principles and policies of the Party and of the
State within the Company, and to implement material strategic decisions made by
the Central Committee of the Party and the State Council as well as important work
deployment assigned by the Party committee of the State-owned Assets Supervision
and Administration Commission and Party organisations of higher levels.
The Party committee is furthermore tasked to play a decisive role in the selection and evaluation
of officials, together with the board of directors’%S:
To persist in combining the principle of the Party supervising the performance of
officials with the legitimate selection by the board of directors of the managers and
the legitimate use of human resources by the managers. The Party Committee shall
consider and provide opinions on the candidates nominated by the board of
directors or the president, or recommend nominees to the board of directors or the
president,; evaluate the proposed candidates in conjunction with the board of
directors, collectively consider and make suggestions.
In addition, the Party committee is to be involved in key management decisions of the
company’%’:
To consider and discuss the matters on the reform, development and stability of the
Company, major operation and management matters as well as key issues involving

the vital interests of employees, and make suggestions.

The changes of the AoA cover also the provisions concerning the board of directors, stating
that the Party committee has to be consulted before material issues are decided upon'%®:
When the board of directors decides on material issues, it shall first listen to the
opinions of the Party Committee of the Company.

The requirements for introducing Party building activities and the Party role in the decision
making were however not limited to AoA of individual SOEs. Statutory documents of industry
associations had to be adapted in a similar fashion (see Section 2.3.3, in particular concerning
the Measures for Comprehensive Supervision on Industry Associations and Chambers of
Commerce, as well as concerning the model text of statutes for industry associations). This
established the CCP’s formal control over the statutory bodies of the associations.

165 Article 253 (1) of the AoA of China Railway Group Limited.
166 1bid., Article 253 (2).

167 1bid., Article 253 (3).

168 Ibid., Article 155.
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Furthermore, the CCP’s claim to operational control over SOEs has been re-confirmed by a
series of regulatory documents such as the 2020 Regulations on the work of CCP Grassroots
Organizations in SOEs (according to which Party organisations in SOEs must “persist in
unifying the strengthening of the Party's leadership with the improvement of corporate
governance, and integrate the Party's leadership into all aspects of corporate governance”)'®,
the Three-year Action Plan on SOE Reforms (2020-2022) (which emphasizes the need to
strengthen the leadership of the CCP in SOEs — see Section 5.3) as well as the Opinions on
Further Promoting SOEs to Implement the "Three Important and One Large" Decision-making
System (which are already in place since 2010 according to which “the Board of Directors and
the management team should communicate with the Party committee (group) and listen to their
views before discussing ‘three important and one large’ matters”'’°.

In sum, the recent policy and regulatory developments result in a situation in which the SOEs
remain the backbone of the Chinese economy and in which the CCP can exercise control over
the large state-owned sector. This control is not only exercised by virtue of the State
shareholding or the government regulatory power but, crucially, also through direct
involvement in the day-to-day management of the CCP’s organisation within individual SOEs.
The legal framework as described above enables the CCP bodies established inside SOEs to
wield significant influence including over business decisions of individual companies. This in
turn further increases the importance and usefulness of SOEs as vehicles for the implementation
of the Party’s economic objectives (see Section 3.3.4)

3.3.2. CCP CONTROL OVER THE PRIVATE SECTOR

Leaders of the private firms are not part of the cadre system. However, this does not mean that
private companies would find themselves outside the Party’s sphere of influence - or even
shielded from their direct interventions. As in the case of the state-owned sector, the recent
dynamics of the relations between the Party and the privately owned companies is characterised
by a mix of relatively settled principles on the role of the private economy within the Chinese
economic system (see Section 2.2.1) and by new policy and regulatory moves towards stronger

leverage of the Party over the private sector'’!.

On the formal level, the CCP Constitution bestows the Party organisation with considerable
influence. In particular, according to Article 33 of the CCP Constitution:
Primary-level Party organisations in non-public sector entities shall implement
the Party’s principles and policies, guide and oversee their enterprises’
observance of state laws and regulations, exercise leadership over trade unions,
Communist Youth League organisations, and other people’s group organisations,
promote unity and cohesion among workers and office staff, safeguard the

169 See Article 3(1) of the Regulations; available at: www.gov.cn/zhengce/2020-01/05/content 5466687.htm
(accessed on 15 February 2023).

170 See Article 3(13) of the Opinions; available at: http://www.gov.cn/jrzg/2010-07/15/content_1655395.htm
(accessed on 18 April 2023). Three important and one large" matters mainly refer to major decision-making
matters, important appointment and dismissal of personnel, important project arrangement and large
amount of capital employment.

171 See Kennedy, S.; Blanchette, J. (ed.), p. 13.
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legitimate rights and interests of all parties, and promote the healthy development
of their enterprises.

The creation of party organisations is reconfirmed in relevant legislation such as in Article 19
of the Company Law!"*:
In a company, an organisation of the Communist Party of China shall be
established to carry out the activities of the party in accordance with the
Constitution of the Communist Party of China. The company shall provide the
necessary conditions for the activities of the party organisation.

While the requirement to create Party organisations has been a constant in legislation, it appears
to not always have been followed or strictly enforced. However, this has been changing
significantly over the past years.

In 2017, the Opinions of the CCP Central Committee and the State Council on Creating a
Healthy Environment for the Development of Entrepreneurs, Promoting Entrepreneurship and
Allowing Full Play to the Role Played by Entrepreneurs were released. Article 28 of the
Opinions sets out also the following requirement concerning private enterprises'’>:
Educate and guide private entrepreneurs to support the leadership of the party and
support the party building work of enterprises. Establish and improve the party
building work mechanism of non-public enterprises, actively explore various ways
of party building work, and strive to expand the coverage of party organization and
work in non-public enterprises. Give full play to the political core role of party
organizations in the masses of workers and workers and the political leading role
in the development of enterprises.

Characteristically, this provision is embedded in a section titled “Strengthen the Party's
leadership over the construction of the contingent of entrepreneurs”'’*, which is broader in its
scope, containing instructions on the healthy growth of the entrepreneurial environment also to
State authorities, municipalities and SOEs.

In 2020, the General Office of the CCP’s Central Committee issued the Guidelines on stepping
up the United Front work in the private sector for the new era!’>. The introductory remarks to
the Guidelines summarize the continuously ambiguous coexistence of the CCP and the private
sector:

[W]e must [...] note that socialism with Chinese characteristics has entered a new

era. The private sector continues to expand in scale, bringing markedly more risks

and challenges. The values and interests of private-sector professionals have

172 The Company Law, available at: http://mg.mofcom.gov.cn/article/policy/201910/20191002905610.shtml

(accessed on 15 February 2023).

Opinions on Creating a Healthy Environment for the Development of Entrepreneurs, Promoting

Entrepreneurship and Allowing Full Play to the Role Played by Entrepreneurs (original text in Chinese),

available at: http://www.gov.cn/zhengce/2017-09/25/content 5227473 .htm (accessed on 15 February

2023).

See Section X of the Opinions.

175 Auvailable at: http://www.gov.cn/zhengce/2020-09/15/content _5543685.htm  (accessed on 15 February
2023).
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become increasingly diverse. [...] In order to fully implement the Party Central
Committee's major policy decisions, further strengthen the Party’s leadership over
the private-sector United Front work, and more effectively pool the wisdom and
strength of private-sector professionals towards achieving the goal of the great
rejuvenation of the Chinese nation, we put forward the following guidelines.

However, while these guidelines explicitly acknowledge the importance of the private sector
for China’s economy'’, their main objective is developing the socialist system with Chinese
characteristics of which the leadership of the Party is the most essential attribute!”’:
[S]trengthening the United Front work in the private sector is an important element
of the development and improvement of the socialist system with Chinese
characteristics. In order to uphold and improve the socialist system with Chinese
characteristics and to foster the modernisation of the country’s governance system
and capabilities, it is imperative to always adhere to and improve our fundamental
economic system, unswervingly consolidate and develop our public-sector
economy, and unswervingly encourage, support and guide the development of our

non-public-sector economy.

Interestingly, the Guidelines not only lay claim to the CCP leadership over the private sector in
the standard top-down regulatory approach, but they also seek to increase the Party’s presence
in private enterprises in a bottom-up manner by means of recruiting or at least training selected
individuals from private companies into the CCP:
We must [...] actively and properly work to recruit Party members from among
outstanding private-sector representatives and promptly bring into the Party those
with good political qualities and high public approval who meet Party membership
criteria. If there is no Party branch in the organisation where they work, the
personnel department of the Party committee (leading Party group) above county
level can liaise with them and organise their training directly’’”®.

The CCP’s incursions into the private sector may be subject to adjustments, reflecting the
insights of the Chinese leadership that addressing certain structural problems of the country’s
economy will not be possible without making better use of the private sector’s potential. For
example, the measures aimed at overcoming the weak economic growth include also nominal
support for the development of the private sector, as exemplified by the Opinion of the Central
Committee of the Communist Party of China and the State Council on Promoting the
Development and Growth of the Private Economy (‘Private Economy Opinion’)!”, issued in
July 2023 with the central goal “to promote the development and growth of the private
economy”.

176 See Article I(1) according to which “as an intrinsic element of China’s economic system, the private-sector
economy has always been an important economic foundation for upholding and developing socialism with
Chinese characteristics. Private-sector professionals, as ‘one of us’, have always been an important force
that our Party must bring together and rely on for long-term governance”.

177 See Article 1(2) of the Guidelines.

I8 See Article IV(12) of the Guidelines.

179 See at: https://www.gov.cn/zhengce/202307/content_6893055.htm (accessed on 20 November 2023).
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Indeed, the Private Economy Opinion contains a number of provisions — ranging from
competition-related issues, to bankruptcy proceedings, to access to finance, to IP rights!®? -
which may have some positive impact on the practical operations of private companies. At the
same time, the wording of the Private Economy Opinion confirms unequivocally the Party’s
intent to control the private sector and to steer its development in line with the existing industrial
policies, in particular when it comes to technological upgrade in the SEIs'8!:

Support the upgrade of scientific and technological innovation capabilities.

Encourage private enterprises in accordance with national strategic needs and

industry development trends, continue to expand R&D investments, develop key

core technology research, and actively undertake major national science and

technology projects in accordance with regulations. Cultivate a number of clusters

of private science and technology leading enterprises in key industries, of

specialized and special new small and medium-sized enterprises, and of small and

medium-sized enterprises with strong innovation capabilities. |[...]

Encourage and raise international competitiveness. [...| Encourage private
enterprises to expand overseas business, actively participate in the joint
construction of the "Belt and Road" [...].

Support participation in major national strategies. | ...] Support private enterprises
to invest in the development of labor-intensive manufacturing, equipment
manufacturing and ecological industries in the central and western regions and
northeast China |[...]. Support private enterprises to participate in the promotion
of carbon peak and carbon neutrality, provide carbon reduction technologies and
services, increase investment in renewable energy power generation and energy
storage, and participate in the trading of carbon emission rights and energy use
rights. [...]

Improve the mechanism for the ideological and political construction of people in
the private economy. Actively and steadily do a good job in recruiting party
members among the representatives of the private economy and advanced elements.
Carry out in-depth education on ideals and beliefs and core socialist values.
Educate and guide party members in the private economy to strengthen their ideals
and beliefs, play a vanguard and exemplary role, and resolutely implement the
party's theories, lines, principles and policies. Actively explore and create
innovative work methods of party building in the field of private economy. |...]

Optimize the structure of the contingent of representatives of the private economy,
improve the selection mechanism, taking into account different regions, industries
and enterprise sizes, and appropriately give preference to strategic emerging
industries, high-tech industries, advanced manufacturing, modern service
industries, modern agriculture and other fields. |[...]

180 See points 2, 4-6, 8, 12 of the Private Economy Opinion.

81 Jpid., points 16, 18, 19, 21, 23, 29.
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Uphold and strengthen the Party's leadership. Adhere to the centralized and unified
leadership of the Party Central Committee over the work of the private economy,
and implement the Party's leadership in all aspects of the entire process of work.
Adhere to the correct political direction, establish and improve the working
mechanism for the development of the private economy and private enterprises,
clarify and consolidate the responsibilities of administrative departments,
strengthen coordination and cooperation, and strengthen the linkage between the
central and local governments. Support the Federation of Industry and Commerce
to play a better role in promoting the healthy development of the private economy
and the healthy growth of people in the private economy.
In November 2023, the Private Economy Opinion was complemented by the Notice on
Strengthening Financial Support Measures to Help the Private Economy Develop and Grow'%?,
the wording of which suggest the willingness of the Chinese authorities to balance some of the
existing biases of the financial system (see Chapter 6) in favour of the state sector by putting
an emphasis on the need of access to finance also for private companies, albeit within the limits
of the industrial policy priorities set by the Government'®*:
[...] Banking financial institutions should set annual targets concerning services
provided to private enterprises, increase the weight of services provided to private
enterprises in performance appraisals, increase financial support to private
enterprises, and gradually increase the proportion of loans to private enterprises.
[Tlncrease support for private enterprises in key areas such as technological
innovation projects, "specific and special” projects, green and low carbon projects,
and industrial base reengineering projects”, and support private enterprises’
investment in technological transformation and project construction, actively meet
the reasonable financial needs of private small, medium and micro enterprises, and
optimize the credit structure. Reasonably increase the tolerance concerning non-
performing loans of private enterprises, establish and complete the loan due
diligence exemption mechanism for private enterprises, and fully protect the
enthusiasm of grassroots enterprises’ personnel. |...]

Expand the scale of bond financing of private enterprises. Support private
enterprises to register and issue science and technology innovation notes, science
and technology innovation bonds, equity-bond products, green bonds, carbon-
neutral bonds, transformation bonds, etc., to further meet the funding needs of
private enterprises in the fields of technological innovation, green and low carbon
etc. [...]

3.3.3. SETTING AND IMPLEMENTING ECONOMIC POLICIES

The CCP sets and steers all major economic policies in China, essentially by using the State
administration as an instrument to exercise Party power, as well as via the various channels

182 Available at: https://www.mof.gov.cn/zhengwuxinxi/caizhengxinwen/202311/t20231128 3918521.htm
(accessed on 4 December 2023).
183 Jbid., points 1(1) and 1(6).
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listed above to impose its will on both the public and private sectors. The most formalized
channel through which the CCP sets and imposes its economic policies is the country's
comprehensive and in-depth economic planning system (see Chapter 4). The CCP plays a
leading role in the preparation of the FYPs and is empowered to issue the full proposals for the
FYPs!8 even though they are formally approved by the NPC.

In its introductory paragraph, the 14™ FYP explicitly refers to recommendations from the CCP
as the basis for the plan:
The [...] 14th Five Years Plan [...] has been drafted in accordance with the
Proposal of the Central Committee of the Chinese Communist Party on Drawing
Up the 14th Five Years Plan for National Economic and Social Development and
Long-Range Objectives for 2035 to clarify national strategic intentions, make clear
the focus of government work, and guide and standardize the behaviour of market
entities. It is a grand blueprint for China's embarkation on the new journey of
building a modernized socialist country in an all-round way, and a common
program of action for all ethnic groups in the country.

Section 2 of Article II of the 14™ FYP expressly reaffirms the leading role of the CCP. The

relevant paragraph titled “Persist in the Party’s total leadership ” reads as follows:
We will adhere to and refine institutional mechanisms for the Party's leadership of
economic and social development, adhere to and refine the system of socialism with
Chinese characteristics, continue to raise capabilities and standards for
implementing the new development concept and constructing the new development
pattern, and provide fundamental assurance for achieving high-quality
development.

According to Article LXIII of the 14" FYP, the CCP is also supposed to take a leading role in

the implementation of the plan:
We will carry through the Party’s requirements for charting our course |[...],
making overall plans, designing policies, and promoting reform, promote the in-
depth study and implementation of Xi Jinping Thought on Socialism with Chinese
Characteristics for a New Era throughout the entire Party, [...], bring the Party’s
leadership into all areas and into the whole process of planning and
implementation, and ensure the implementation of the major decisions and
arrangements of the CCP Central Committee. We will give full play to the guidance
and assurance role of comprehensively running the Party strictly and integrate the
improvement of the Party and state supervision system into plan implementation.
We will improve the organizational system to feature top-to-bottom linkages and
effective execution and improve the political ability and professionalism of leading
groups and cadres at all levels so they can adapt to the new era and the new
requirements, carry out reform, promote development, and maintain stability.

184 Qee for example at:

http://english.www.gov.cn/policies/latestreleases/202011/03/content WS5fal59efc6d0f7257693edc1.htm
1 (accessed on 15 February 2023).
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Lower level FYPs also echo the leading role of the CCP. To provide an example, the National
Informatization 14™ FYP lays out the following guiding ideology and basic principles in its
Section I1'*3:
Deeply implement the spirit of the 19th Party Congress [...], persist in abiding by
Xi Jinping Thought on Socialism with Chinese Characteristics for a New Era,
especially General Secretary Xi Jinping’s important thoughts and instructions on a
cyber superpower, [...] persist in the overall work style of [...], building a digital
China as the overall objective [...]. [W]e will perfect innovation systems and
development environments, comprehensively manage development and security,
advance the modernization of the national governance system and governance
capacities, strengthen the construction of a digital society, digital government, |[...]
and provide powerful drivers for the new march of building a modern Socialist
country and the advance towards the second centenary struggle objective.

Uphold the comprehensive leadership of the Party. Uphold and perfect structures
and mechanisms for the Party to lead informatization development, strengthen the
top-level design, comprehensive coordination, overall advance, and supervision of
implementation of building a digital China, and provide fundamental guarantees
for realizing the high-quality development of informatization.

The FYPs and the manner in which the planning system and its implementation permeates the
Chinese economy (see Chapter 4) represent however only one among the many tools which the
CCP has at its disposal to steer the economy. Other means worth mentioning are the release of
documents setting out long-term single issue horizontal policies that are considered by the CCP
important across the economy. A pertinent example is the policy of indigenous innovation and
technological advancement!'®, Furthermore, the CCP shapes China’s economy through its full
control over the financial system (see Chapter 6) and the corresponding possibility to deliver
direct and indirect monetary support for selected areas of the economy, typically for sectors
considered of strategic importance (see also Chapter 2)!%7. The available financial support for
China’s industrial policies significantly outsizes - in nominal terms as well as a share of gross
domestic product ‘GDP’ — the support offered by other large economies, and it features certain
types of support not available to economic operators outsid