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Institut Montaigne is a leading independent think tank based in Paris.
Our research and ideas aim to help governments, industry and societies
to adapt to our complex world. Institut Montaigne’s publications and
events focus on major economic, societal, technological, environmental
and geopolitical changes. We aim to serve the public interest through
instructive analysis on French and European public policies and by
providing an open and safe space for rigorous policy debates.
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Introduction

To speak of China’s future over the coming decade is also to speak of
the future of Europe. Our fates have become increasingly intertwined
- not just because of global economic integration but also due to the
competition between political systems that the European Union cor-
rectly refers to as a “systemic rivalry.” With the advent of the digital age,
the scale of communication and propaganda has changed, and China
has emerged as the most determined actor in this respect inter-
nationally. Before the turn of the twenty-first century, no one would
have thought of China’s military as a genuine global challenge to the
United States or even to Japan, but now military parity - and with it the
possibility of war — is within sight.

On these fronts - economic integration and systemic rivalry, digital pro-
paganda and cyberspace conflict, war and peace - any scenario plan-
ning for China must take account of how China’s partners are likely
to respond. Therefore, in looking to China’s future, it is vital to take
the state of affairs in democracies into consideration. In recent years,
how China is perceived compared to its more democratic partners has
changed. Xi Jinping dominates the system like no one has since Mao
Zedong, and even in democracies, the view that autocratic systems pro-
vide stability as a by-product of control is increasingly popular.

Meanwhile, these same democracies are riddled with uncertainty to
a much greater extent than during the Cold War era. Political campaigns
now start long before major elections, while term limits make elected
leaders lame ducks. The devolution of power is undercut by inflated
promises and clashes of ideologies. At the same time, the rise of social
media has enabled a freedom of expression that knows fewer limits
but it has also fostered widespread discontent as trusted sources of
information have declined in influence.
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In contrast, China — which surpasses all other authoritarian regimes in
terms of social control - stifles discontent and has successfully elimi-
nated any appearance of political debate, whether inside the ruling
Chinese Communist Party (CCP) or in society at large. And the track
record of central authoritarian regimes, even when the economy is
not doing good, seems to play in China’s favor.

However, a look in the rearview mirror would suggest that both the
European Union, the United States, and the other major democra-
cies have, overall, weathered the events of recent decades relatively
smoothly. Financial crises have been absorbed, and political crises or
protests have not ended in upheaval. There have been shocks — mostly
external, as in the case of Russia’s invasion of Ukraine - and challen-
ges, mostly from the so-called populist movements, some of which are
ebbing and flowing (Poland), while others are still advancing (France).
This is still far from enough to upend the European political landscape,
not to mention Japan and the other East Asian democracies.

India, which is sometimes described as being on the way to a persona-
lized version of populist politics, has a functioning electoral system. The
US political system also seems to be a test case as it faces the challenge
of the MAGA movement, the origins of which - from the Goldwater pre-
sidential challenge to the Tea Party movement - long predate Donald
Trump's success on the Washington scene. In Europe, the United States,
and Israel, there are challenges associated with the role of constitu-
tional courts — challenges that could imperil the principle of checks
and balances that is at the heart of democracy. But there has been no
U-turn away from electoral democracy, no revolution, and no lasting
break from the rule of law.

Nor have the economies of Europe or the United States reversed them-
selves. Unfortunately, Europe continues on a path of tepid growth
that has been ascribed to various causes: overregulation, declining
demographics, an increasingly costly redistributive system, and a lack
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of support for innovation. These are all structural factors, and none is
surprising. Meanwhile, Japan is aging gracefully but with a diminished
financial capacity. In contrast, the United States has seen almost conti-
nuously higher rates of growth. What about China?

Xi Jinping: “It’s the
Politics, Stupid”

China’s growth has long been much stronger (and more consistent)
than that of the United States or Europe,’ but it has weakened in the
years since 2010. We are now in new territory, not just economically but
also demographically - despite the end of the one-child policy in 2015,
China’s birth rate declined by 56 percent from 2018 to 2023.2 A drop of
this magnitude was not predicted.

In the last fifteen years, autocratic and “stable” China has also seen
major policy surprises that coincide nearly with the ascension of
one man: Xi Jinping. It was in 2009, one year after the Beijing Olympics,
that nationalism and the cult of the People’s Liberation Army (PLA) were
cranked up several notches. At the time, it was believed that Li Kegiang
— who was better educated and had written his PhD on the rule of law —
rather than Xi Jinping was headed for the leadership of the CCP. Second
in line was supposed to be either Xi Jinping or perhaps Li Yuanchao,
an organization man who had contributed much to Deng Xiaoping's
decades of reform. Li Kegiang ultimately ended up as Premier under
XiJinping - when exactly the switch took place within the CCP leadership
is unknown. When Xi Jinping effectively ascended to the top position
in 2012, literally no expert accurately predicted what the coming years
would bring or anticipated China’s policy turnaround since then.?

! Growth measured by the World Bank at local currency prices in constant 2015 US dollars

2 Mandy Zuo, “China population: teachers face uncertain future with falling birth rate set to create
1.9 million surplus by 2035,” South China Morning Post, February 13, 2024, https://www.scmp.

com/economy/china-economy/article/3251486/china-population-teachers-face-uncertain-future-fal-
ling-birth-rate-set-create-19-million-surplus.
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So far, the political changes have included a reinforced dictatorship and
a cult of personality, ideological totalitarianism, population control and
political manipulation through social media platforms, and recentraliza-
tion of decision-making and political institutions under the control of
the CCP. To the list may be added: ending Hong Kong's autonomy thirty
years before its formal expiration date, mass imprisonment in Xinjiang,
a shrill anti-American and anti-Western public diplomacy and propa-
ganda, and renewed conflict or hybrid warfare with neighbors from
Japan to India. All of this took place under Xi’s watch.

The man was - and sometimes still is — underrated. His initial decla-
rations immediately after ascending to power were largely ignored,
reflecting the outside world’s bias toward continuity and confidence
that the course once set for China under Deng Xiaoping was bound
to continue. The priority given to growth was supposed to converge,
if slowly, with the establishment of a market economy, ensuring that
China would maintain its so-called “low profile” (&£ 7= #8) on the global
scene.” Even if ongoing reform was less evident, there was still faith in
the idea that the reform process would not be reversed - “If it ain’t broke,
don't fix it,” as the saying goes. Then, Xi Jinping arrived and broke the
paradigms that had previously served to explain China internationally.

Historians will certainly quibble with the above summary of recent
developments in China. The CCP’s formidable domestic intelligence and
control apparatus never disappeared - it just retracted some of its claws.
Indeed, most Chinese people had become used to enjoying areas of
personal freedom, provided they did not wade into politics - or,
if so, tilting only toward the nationalist right or the communist left.

3 One of the authors wants to believe however that he came close: Frangois Godement, “Xi Jinping’s
China,” July 17, 2013, European Council on Foreign Relations, https://ecfr.eu/publication/

X1 jinpings china212/.

4 Deng Xiaoping’s full quote was "calmly observe, keep your footing, deal with it calmly, hide your
capabilities and bide your time, be good at being humble, never take the lead, and make achieve-
ments": “Ip/NFHP I BABK R AE” [Deng Xiaoping's diplomatic thought shines forever], 12371.cn,
August 15, 2014, https://news.12371.cn/2014/08/15/ARTI1408082493450926.shtml.
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Societal freedoms have not completely disappeared. However, events
such as the coronavirus pandemic and lockdowns have coincided with
an unprecedented drop in foreign travel, including to Hong Kong. This
kind of travel had been a vacation from the system for at least one-tenth
of the population. Private education has been curtailed, and countless
private entrepreneurs or executives at state-owned enterprises (SOEs)
have been detained and often forced to abandon their companies.

China’s support for SOEs and technology - a major hallmark of
Xi Jinping — predates his rise to power. A degree of market competi-
tion, often supported by local subsidies as well as government policies
toward innovation, still exists. Private companies still hold a large share
of industrial production and services. However, legal and personal inse-
curity has become the rule - rather than the exception it seemed to
have become during the reform decades. By and large, the Party-state
has staged a phenomenal comeback to an extent that no one pre-
dicted, accompanied by the insistence on self-sufficiency for China and
dependency for China’s partners being pursued under Xi Jinping.

Neither would anyone have anticipated the wave of cutting-edge
developments in key new industrial niches that were often highly
marketable, leading to another wave of Chinese exports to the world.
This time, however, these developments have been based on techno-
logy and subsidies, rather than cheap labor and foreign capital. China’s
search for an electric vehicle industry started in 2001, going completely
unnoticed except by Warren Buffett, who bought shares in BYD in 2008
— the same year the first Tesla hit the road.® The surge in solar panel
exports came in 2013.¢ Many other similar cases have followed. Major
support for large technology and scientific projects began much earlier
than Deng Xiaoping - Xi's exponents trace them back to the late 1950s
and Mao Zedong.

5 Warren Buffett’s investment trend is now reversing however: Lionel Lim, “Warren Buffett’s
Berkshire Hathaway cuts its stake in EV giant BYD to under 5%, dropping below Hong Kong’s
disclosure threshold,” Fortune, July 23, 2024, https://fortune.com/asia/2024/07/23/warren-buffett-
berkshire-hathaway-cuts-byd-stake-china-ev/.
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However, by 2018, the consensus among international economists
was that China was at last moving toward a consumption- and ser-
vice-based economy. As imports for Chinese consumers grew, China'’s
trade balance was meant to even out, and the current account surplus
was supposed to disappear in 2019. In fact, the opposite has happe-
ned. Before, during, and after the coronavirus pandemic, China’s exter-
nal balances surpluses rose.” Today, exports are the mainstay of China’s
gross domestic product (GDP) growth, while deflationary trends stalk
the domestic economy.®

The Domestic and External Limits
of an Excessive Trade Surplus

Domesticimbalances show up in a massive external imbalance with
China’s partners in the global economy - this is not a novel situation.
The country has been running trade surpluses for decades, and although
former Prime Minister Wen Jiabao announced every year that these
surpluses would be reduced,® Xi Jinping certainly never made such a
promise. China has also been piling up foreign currency reserves for
decades,'® a move often ascribed to geopolitical insecurity. There was
a forgotten episode when these reserves shrank to nearly zero during
the first reform decade (1984-85), with Japan’s central bank coming to

6 The European Union introduced tariffs on Chinese solar panels that same year: “EU imposes
provisional anti-dumping tariffs on Chinese solar panels,” European Commission, June 4, 2013,
https://ec.europa.eu/commission/presscorner/detail/en/IP 13 501; Ben McWilliams, Simone
Tagliapietra and Cecilia Trasi, “Smarter European Union industrial policy for solar panels,”
Bruegel, February 8, 2024, https.//www.bruegel.org/policy-brief/smarter-european-union-indus-
trial-policy-solar-panels.

7 Brad W. Setser, “China’s imaginary trade data,” Council on Foreign Relations, August 14, 2024,
https://www.cfr.org/blog/chinas-imaginary-trade-data.

8 “National economy was generally stable with steady progress in the first half year,” Natio-
nal Bureau of Statistics, July 15, 2024, https://www.stats.gov.cn/english/PressRelease/202407,
t20240715 1955620.html.

9 “China’s Premier promises steps to boost UK trade,” BBC, June 26, 2011, https://www.bbc.com/
news/uk-politics-13918113.

10 Brad W. Setser, “How to hide your foreign exchange reserves — A user’s guide,” Council on Foreign Re-

lations, June 29, 2023, https.//www.cfr.org/blog/how-hide-your-foreign-exchange-reserves-users-guide.
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the rescue in support of a reformist China. This, and the experience of
pre-World War Il hyperinflation, means that Chinese leaders are aware
that there can always be a run on the bank.

Trade and current account surpluses have declined since their peakin 2003.
Their substantial rebound since 2019 is now underestimated, thanks to
various accounting changes. As a result, China is a major lender to the rest
of the world and, above all, to its supposed archenemy — the United States,
from which it purchases Treasury bonds — and to its proxies. Unchanged
percentages in imbalances are also now much more consequential, as
they apply to the world’s second largest economy, which is still growing
at a pace that remains faster than its main counterparts.

Is this asymmetric monetary and financial integration sustainable
in an unpredictable geopolitical environment? The question is not
necessarily for China to answer but rather for its counterparties. How
much is too much in terms of the trade deficit for Europe, the United
States, and large emerging economies? What is the cost-benefit equa-
tion, given that Chinese products are notoriously cheap and of increa-
singly high quality? How much reliance or dependence can others
accept when facing a top-down and ambitious China?

For China, how likely is it to exercise its economic leverage for geopo-
litical gain or in the event of an international conflict? Inversely, how
much could a combination of hard-line politics internally and risks from
a major conflict externally scare China’s own economic and financial
actors? Thereafter, hot money outflows reflect two things: “one, the
simple reality that US interest rates are now higher than Chinese rates,
second, a desire by some in China to hedge against a shift in Xi's policies
and the risk of an anti-corruption campaign by holding assets abroad.”™
Could these outflows become more than a footnote, as they are today
under China’s capital controls and important inflows?

1 Interview with Brad W. Setser.
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The Unsolved
Structural Issues

There are many other outstanding issues that call for the necessary pre-
caution of conducting a scenario planning exercise for China. One is
the need to assess the viability of current policies over the span of
more than a decade. There are the so-called “structural issues” often
cited by analysts: demographic trends; educational needs; the neces-
sary greening of the economy; budgetary and financial resources for
some sectors that have failed to or must adapt; what appears to be a
savings glut and a bias toward guided investments in a state-controlled
economy; large defense spending for new equipment and the related
issue of future maintenance, etc. In spite of Xi's professed reluctance,
publicindebtedness has never stopped increasing relative to GDP, while
the rapid aging of the population will also increase implicit debt.

In addition, several imbalances must be considered. One is, of course,
lagging household income and consumption trends in comparison with
China’s overall GDP. China has reached an economic level at which more
income redistribution would occur in countries where people have a
say. Can large inequalities in income and socio-educational welfare
be sustained politically, and if so, will they harm the economy?

Prospects for War
or Peace

Other uncertainties relate to China’s international and foreign policy
ambitions, and to the risk of a major conflict. How much does econo-
mic integration and its benefits weigh against more geopolitical
goals such as territorial irredentism? China’s sovereignty claims are
not limited to the paramount issue of Taiwan, which it regards as a rene-
gade province. Even if China’s claims against Russia are dormant, they
are active on all maritime frontiers, as well as with Vietham and India.

15
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The East and South China Seas are the scene of a military buildup and
hybrid warfare not unlike what is going on in the Taiwan Strait. China'’s
navy, which operates 234 warships, > evidently aims at qualitative parity
with the US fleet and dominance over all other navies. The perennial
border conflict with India has flared up. China has become more asser-
tive inits claims against the entire Indian province of Arunachal Pradesh,
which borders Tibet, and military fighting has occurred in Ladakh, even
if on a limited scale.

Could these potential flashpoints lead to war in the next decade? Are
China’s current tactics of wearing out adversaries and building up stren-
gth while avoiding major risks viable? Fundamentally, who does the
passage of time favor? The answer to this question, which is para-
mount in judging the risks of war over Taiwan, also depends on the res-
ponses of China’s neighbors that are being challenged and their allies. Is
the rearmament and repositioning that happened in Japan, along with
the rising defense budgets all over East Asia, enough? Does a US pos-
ture implying regional reinforcement, arms transfers to allies including
India, and so far unambiguous statements on the will to defend Taiwan
create sufficient deterrence against a conflict?

Scenario Exercises about China
Are a Risky Proposition

In developing these perspectives, we therefore intend to signal that
China’s future is directly linked to its interactions within the interna-
tional system and by perceptions of relative strength and weakness.

12 This is more than the United States or Britain, France, South Korea and Japan combined: Alexan-
der Palmer, Henry H. Carroll and Nicholas Velazquez, “Unpacking China’s naval buildup,”Center
for Strategic and International Studies, June 5, 2024, https://www.csis.org/analysis/unpacking-chi-
nas-naval-buildup; “Asia-Pacific naval and maritime capabilities: The new operational dynamic,”
The International Institute for Strategic Studies, May 2023, https.//www.iiss.org/en/publications/
strategic-dossiers/asia-pacific-regional-security-assessment-2023/aprsa-chapter-3/; “Welcome to
the new era of global sea power,” The Economist, January 11, 2024, https:/www.economist.com/
international/2024/01/11/welcome-to-the-new-era-of-global-sea-power.
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Perceptions can, of course, be misleading and can be overtaken by
future events. Why should it be necessary to look more deeply into
recent history for a scenario exercise? Because it is more than likely that
Chinese academics and think tanks do not have a clear vision of what
China will look like in 2035 or 2049. Political constraints act as a limit
on the imagination, outside the one area of techno-futurism favored by
the supreme leader. This calls for modesty in attempting to chart China'’s
course until 2035.

For instance, a scenario for 2024 created in 2009, right after the
subprime crisis, might have missed the mark by underrating Ame-
rica’s economic future and failing to predict the coming European
debt crisis. For the United States, simply replicating the 1998-2008
growth curve for the 1999-2023 period would have generated an
accurate growth scenario.” Applying the same exercise approach to
a scenario for the European Union at that moment would have pre-
dicted positive growth, but it would have overestimated its extent by
50 percent.™

Coming back to China’s course, 2035 may feel like only a stone’s throw
away, but it would mark Xi’s twenty-third year in power and fifth five-
year mandate at the helm of the one Party-state. By that time, “Xi Jinping
might be a ruler with a lot of powers but not much vigor.”™ Certainly,
there is no shortage of official targets for precisely that year [see
Appendix]. The year 2035 is a key date in the calendar of Xi Jinping and
the CCP, starting with the core objective of achieving “socialist moder-
nization” (1t & E X B 1L) - ¢ that is, significantly improving “China’s
economic and technological strength,” the “rights of the people,” “social
etiquette and civility,” standards of living, the “social governance system,”

13 Norman C. Saunders and Betty W. Su, “The U.S. economy to 2008: A decade of continued growth,”
Bureau of Labor Statistics, November 1999, https://www.bls.gov/mlr/1999/11/art2full pdf.

14 “GDP (constant 2015 US$) - European Union,” World Bank, https://data.worldbank.org/indicator/
NY.GDP.MKTP.KD?locations=EU.

15 Interview with Minxin Pei.
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and the “environment.” 2035 is, therefore, no random time horizon. On
the contrary, it is a consistent target for Xi Jinping, since this pivotal year
should also see the country embark on its 2049 path toward becoming
a “great modern socialist country that is prosperous, strong, democratic,
culturally advanced, harmonious, and beautiful”"”

XiJinping has done away with the two-term limit for the People’s Repu-
blic of China (PRC) presidency instituted under Deng Xiaoping. Even
though high office takes a toll on all “super-agers” — people above eighty
with strong memory performance in the medical sense — Xi Jinping will
only be eighty-one in 2035. Mao Zedong, known for his bad health, died
at eighty-two, while Deng Xiaoping died at ninety-two. In addition, Xi's
two rumoured potential successors under the previous collective lea-
dership, Sun Zhengcai and Hu Chunhua, were quickly purged — among
many other cadres. Therefore, it is possible that China’s future politics
until 2035 could be charted by merely extending present trends.

Doing so could, nevertheless, be yet another case of confirmation bias,
which has plagued many previous attempts to chart China’s future by
allotting too much continuity to CCP factions or to the personality
in power. Without undue fixation on the past, we must still look for any
portent of political continuity or for the possibility of policy changes.
The main factor is simply Xi Jinping himself. Is he one to change course?

16w HESiHeE NRRUIERMEMBEE—NTAXBREEHHRPERELS T XL R
ZHE” [Strive to write a magnificent new chapter in the new journey of socialist modernization
- an arrangement of the development strategy of socialism with Chinese characteristics for a
new era from the report of the 19th National Congress of the Communist Party], Government
of the People’s Republic of China, October 21, 2017, https://www.gov.cn/zhuanti/2017-10/21
content 5233414.htm; “iE ARFEMEERZF it S LZRE+TMOADBEMXIFI2035FT 5 B RN
Z” [The 14th Five-Year Plan for national economic and social development and the long-range
objectives through the year 2035 of the People's Republic of China], Government of the People’s
Republic of China, March 13, 2021, https://www.gov.cn/xinwen/2021-03/13/content 5592681.htm.

17 “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,” Xinhua, Octo-
ber 18, 2017, http://www.xinhuanet.com/english/download/Xi Jinping's report at 19th CPC Na-
tional Congress.pdf.
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To what extent might he do so? Would this be politically feasible for him
while sustaining his personal power?

All of the questions on structural issues mentioned above require an
approach that involves a scenario exercise. But in the end, in a volatile
international environment and with centralized and authoritarian lea-
dership, these scenarios must be put into perspective against major
policy choices. War over Taiwan will only come if Xi Jinping chooses
it, but if his power were to wane or to crumble, the range of out-
comes would expand. Such a war would represent the biggest shock
since the end of World War I, with global repercussions much larger
than the Korean War or the conflicts in Southeast Asia. Nothing can be
excluded. Although domestic political variables must also be explored,
they are not a key concern in building our central hypothesis.

This explainer will therefore focus on six key variables (politics, demo-
graphics, the economy, energy and the environment, science and tech-
nology, military) before moving to credible scenarios on how China'’s
partners - from the already industrialized to the emerging and develo-
ping economies — are likely to respond to China’s policies and leverage
at the 2035 horizon.
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] The variables

1.1. UNCHANGEABLE POLITICS,
SHIFTING POLICIES?

a. (Dis)continuities with China’s
Modern History

Chinese history, including after 1949, moves in cycles, with phases of
uncontested power followed by interludes of chaos. Engineered by Mao
himself, the Great Leap Forward and the Cultural Revolution were such
events. His death led to a succession struggle, the outcome of which
was unpredictable at the time. Tiananmen in 1989 and the democratic
wave were followed by repression under Deng Xiaoping but had been
preceded by some predictive signals in the years before. The event can
also be linked to uncertainty about the future in Deng’s waning years,
however, and to the fear of a political reversal. It is in fact that fear
which proved to be a self-fulfilling prophecy.

We must also look at the mood inside the elites and, more generally,
assess the potential formation of new factions among insiders, and
their potential public reception. These are two notoriously difficult tasks
at present. The only faction one can detect is Xi’s, even if there is
competition among various bureaucracies. The control of informa-
tion has reached unprecedented levels. Even under Mao, thanks to the
“struggle between two lines” and to less advanced methods of control,
more information leaked out and ended up in open-source materials.
Strikingly, this type of information was very often disregarded outside
China because it had often passed through either Taiwan or the US
government and was therefore regarded as anti-communist propa-
ganda. Gauging the level of actual control over behaviors and of hearts
and minds is a tall order.
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On the international scene, Xi Jinping appears to be both unmovable
in his strategic goals and more pragmatic when it comes to timing.
This differs from both Mao and Stalin, Xi Jinping’s most likely role
models. Mao Zedong was exceedingly versatile in both strategy and
tactics, changing alliances, launching ultra-leftist policies and reversing
them, playing factions and personalities inside the political elite against
each other, and purging cadres from top to bottom. Internationally, he
appeared to shift alliances, breaking with the Soviet Union and starting
a phase of rapprochement with the United States. Joseph Stalin was
more focused on long-range state planning, coercion by the organs of
the state, and physically controlling an international communist move-
ment. But he could also be exceedingly tactical, as evidenced by his
endorsement of wide “popular fronts” in the democracies of the 1930s
and the signing of the 1939 Molotov-Ribbentrop Pact, a move that
caught Britain and the United States off guard.

In contrast, Xi Jinping does not display the versatility or opportunism of
either tyrant. He does not have a reset button for his objectives. The
dates for his targets on the economy, on greening, and on achieving
military parity with the United States are set rather late - the record
being held by carbon neutrality, where the needle is set for 2060.

b. A Political and Bureaucratic Elite
Reshaped by Xi Jinping

In twelve years of increasing power and control over the Party-state,
Xi Jinping has remodeled the political and bureaucratic elite, created
insecurity for the managerial public and private strata, and exacted
nearly total compliance from public intellectuals, including scientists
and academics. It is impossible to distinguish any factional alignment in
the top leadership, with differences lying mostly in the leader’s back-
grounds and supposed degree of proximity to Xi Jinping. Notably,
he has also achieved considerable recentralization of decisions. This
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goes against the previous trend, which was often seen by observers as
one of “fragmented authoritarianism.”'®

In Xi’s era, unlike during the Deng decades, the cat can be of any color,
provided it is red.'® Moreover, while the technological elite is often
beholden to Xi Jinping, “business and intellectual elites appear very nos-
talgic of the Deng area’s pragmatism”.? Yet, unlike under Mao, this intel-
lectual elite suppressed under Xi Jinping is not in reeducation camps at
least and still has relative access to foreign news or the outside world.

The centralization of power has been achieved at the expense of
the diversification (and rejuvenation) of Party-state cadres at both
the central and provincial levels. The custom was to exclude cadres
older than sixty-seven from a new mandate. Beyond the removal of the
two-term limit for the PRC president, age limits have been waived in
many cases. At the 20t Party Congress (2022), more than 40 percent
of the delegates were older than 55, a 10 percent rise compared to the
19% Congress (2017),and a 15 percent rise compared to the 18" Congress
(2012).%" Over the same time span, the average age of members of the
Politburo has risen from 56.1 to 63.4 years. This means that no younger
successors have been put in place for the future. The Central Committee
is a bit younger, with an average age of fifty-seven in 2022 - but this
is still four years older than under Xi's predecessor. This is all the more
impressive, as there was a turn-over of 67 percent of the members of
the Central Committee at the same 2022 Congress.

18 Kjeld Erik Brodsgaard, “Chinese politics as fragmented authoritarianism: Earthquakes, energy
and environment,” Routledge, 1 edition, 2016, https://doi.org/10.4324/9781315629896.

9 Interview with Malcom Turnbull.

20 Interview with Minxin Pei.

21 Lisa Zhao, “China’s 19th Party Congress,” The Metric, November 24, 2017, https://themetric.org/
articles/chinas-19th-party-congress; Wei Changhao, “Demographics of the 13" NPC (Updated),”
NPC Observer, March 10, 2018, https.//npcobserver.com/2018/03/demographics-of-the-13th-npc/;
Wei Changhao, “(Still) mostly Han men: Demographics of the 14" NPC,” NPC Observer, February
25, 2023, https.//npcobserver.com/2023/02/china-14th-npc-demographics/.
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On average, older members are being selected. As one astute observer
noted, this is creating a long Brejnevian cycle in Chinese politics.?> There
are many reasons for this: one is the eclipse of the Communist Youth
League, which was the antechamber for activists and future leaders;
another is Xi Jinping’s selection of loyalists and people who happen to
be previous acquaintances. But the main factor has been that, despite
the recurring purges under pretexts of corruption or disloyalty, secu-
rity for mid-level cadres is the best way to ensure stability at the
top. The greying of top Party cadres is not the result of ageism but
the product of a policy that prioritizes loyalty and compliance: “There's
no such thing as age for age's sake, only age for the sake of sticking with
known-quantity peers.”*

Although gender representation is constant at the level of delegates
to the Congress, women represent only 26 percent of the legislative
body —and 11 out of 205 Central Committee members. They are notably
absent from the current Politburo. Xi’s extolling of women starts with
their “irreplaceable role” (A~F] & {X B {E F) in upholding Chinese
traditional values and family virtues,* but there are only three women
among government ministers and none among vice premiers or provin-
cial Party secretaries.

As for expert qualifications and factional alignment (or expected
loyalty to XiJinping), the numbers require some interpretation. Much
has been made of Xi's promotion of top cadres with backgrounds in
the high-tech sectors. Seven out of twenty-four of Politburo members
come directly from industry and technology sectors, including the PLA.
Defense Minister Li Shangfu had an important aerospace background
before moving on to procurement responsibilities — but he was purged

22 Jérome Doyon, “Rejuvenating Communism: Youth Organizations and Elite Renewal in Post-Mao
China,” University of Michigan Press, February 2023, https://press.umich.edu/Books/R/Rejuvena-
ting-Communism2.

23 Interview with Jérome Doyon.

24 “Xi stresses organizing, motivating women to contribute to Chinese modernization,” Xinhua,
October 31, 2023, https://english.news.cn/20231031/2d38b8241a39479cb29ala7199c52e3b/c.html.
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in 2023.%° These engineers have replaced leaders with some economic
background, but they have more often moved up the ranks through
managerial rather than engineering roles.

As often cited, the number of leaders with personal connections to
XiJinping and his past career is ever greater. In one analyst’s harsh words,
they are often “incompetent midgets,”* albeit with good political ins-
tincts. Many come from propaganda and organization departments
- they may not be the most skillful, but they are good apparatchiks and
are useful for Xi's political campaigns. Many, such as Prime Minister Li
Qiang himself, do not hold college degrees. Li Keqiang’s successor in
2023 appears to have won his promotion by strictly enforcing the 2022
COVID confinement in Shanghai - in the face of local public opinion.

Loyalty prevails over expertise. Thus, “his protégés are both his stren-
gth and his weakness.”* Xi likely knows this, and the recurring purges
no longer spare his reputed cronies. Such was the fate of Foreign Affairs
Minister Qin Gang, a former chief of protocol, who suddenly disappeared
in 2023.28 Xi's first anti-corruption campaigns (2013-14) heavily targeted
the energy sector and the PLA’s political commissars. Then came public
and state security, followed by the financial sector. The former coincided
with the waning of its godfather, Wang Qishan, who had been Xi’s main
supporter and executor at the head of the CCP’s Central Commission
for Discipline Inspection. SOEs and private firms have followed. More
recently, the PLA’s procurement system has been hit. Not many have
escaped the purges - but this is still the case for combatant units, scien-
tists, and engineers. It is an apparent paradox that longevity in office
and the aging of cadres coincide with the ever-present possibility

25 To this day, two (and most likely three) defense ministers have been purged, as well as the ranking
navy official in the Central Military Commission.

26 Interview with Minxin Pei.

27 Interview with Steve Tsang.

28 Qin Gang is now said to hold a minor position in the publishing sector, mainly to answer ques-
tions about his whereabouts.
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of being purged - the range of targeted behavior includes corruption
but also personal lifestyle. In reality, cadres ensure their future through
conformity and by following as well as they can the precepts, ideolo-
gies, and policies that are prescribed from the top.

As for dissidents and critics (or even lawyers defending these critics),
prosecution and penalties have become harsher. The most extreme
treatment meted out to the Uyghur minority and other groups in Xin-
jiang serves as a notice to others that the regime can extend its repres-
sion at will. Outbreaks of public protest, most notably during the COVID
lockdown period and sporadically after major industrial accidents, are
well reported abroad.? Less publicized is the dragnet that snares acti-
vists or occasional demonstrators after protest events have come to
an end. Some might have expected technologies of communication in
their early stages to benefit the expression of civil society - it actually
turned in the central power’s favour, at the expense of everything else.

c. Can Political Change Only
Come from Xi Jinping?

In the absence of extraordinary events such as a lost war or an economic
meltdown, Xi Jinping is therefore a classic case of a dictator in total
political control for the years to come, with no apparent succession
plan. “The opposition has mostly left China because, even if fear is strong,
Xi cannot be toppled. The last occurrences of debate are maybe within the
security apparatus itself. If debates within the security circles come out,
only then may Xi be threatened.”* In addition, “Xi’s control is not frozen,
it is a dynamic process that explains his lasting anti-corruption drive and
Party rectification campaign.”'

29 “China Dissent Monitor 2024, Issue 9: July — September 2024,” Freedom House, November 2024,
https://freedomhouse.org/sites/default/files/2024-11/CDM-9-Report-1-22-2024.pdf.

30 Interview with Volker Stanzel.

31 Interview with Steve Tsang.
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The top leadership has been tilted in Xi Jinping’s favor. But, as pre-
viously noted, this top leadership is also aging. In 2027, the current
Politburo will have an average age above sixty-eight. Should they be
renominated then, the average age of Politburo members would be
above seventy-three on the eve of the next Party Congress and Current
Central Committee members are not far behind. Their time horizon will
become shorter, and as long as no potential successor appears to have
been groomed, their political position will become increasingly vulne-
rable. Unless Xi Jinping changes his basic formula to ensure sup-
port and discourage any line debate, his power will become brittle,
and the likelihood of a succession crisis will increase. All schemes to
ensure institutionalization and a planned succession process have been
reversed, and legal debates have been censored.3?

This does not mean that Xi Jinping has complete control of policy
implementation or even policy design. For a decade, he has been nick-
named the “chairman of everything” for the number of institutions he
has chosen to lead,*® and he clearly has a commanding hand in many
sectors, including industry, technology, and innovation. But Chinese
bureaucracies also work in silos, with much infighting among rival
institutions and competition among individuals. Moreover, princelings
might yet determine China's future - as they infuse the management
of SOEs and financial firms — as might the armed forces’ officer classes.
Therefore, “the next ruler may not be a princeling, but clans may be king-
makers.”** The huge role given to the security services may also allow
for opaque fights among themselves.

In some cases, Xi’s policies have come up against walls - some may
call this a “pullback pattern” or a “rear-view mirror approach,”* whereby

32 Neil Thomas “Xl Jinping’s successwn dllemma ” Asia Soctety February 14, 2024,
li il

3 Graham Allison, “The Chairman of everything,” New Statesman, Vol. 146 No. 5395,
pp. 20-25, December 2017, https://www.hks.harvard.edu/publications/chairman-everything.

3¢ “How China’s political clans might determine its future,” The Economist, April 4, 2024, https://
www.economist.com/china/2024/04/04/how-chinas-political-clans-might-determine-its-future.
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damage is assessed only after a policy is imposed. The most prominent
example is the COVID lockdowns, but there have also been other
occurrences, such as the 2015 stock market crisis, the 2020 real estate
crash, and the trade conflict with the United States that started under
Donald Trump's first presidency. The lesson from these episodes is that
XiJinping can reverse himself while saddling colleagues with public
responsibility and eventual blame. In some areas, Xi Jinping is rigid
until he is not. “Xi is a risk taker, but he is not reckless” — the judgment
applied to him by one international affairs analyst might also apply to
domestic policies.?® The ebb and flow of support to real estate since
2020 is a case in point. Xi Jinping initially took a strong negative view
of bailouts, claiming that “housing is for living, not for speculation” (5
F 2 ARER, T2 KL EY).> He has since increasingly allowed for
support for the real estate sector, albeit heavily premised on local finan-
cing. Likewise, in mid-2024, he apparently toned down his long-stan-
ding opposition to fiscal stimulus.®

So far, this flexibility has not extended to the key features of Xi's dogma.
The reinforcement of ideology, focused around his personality and
key slogans, never abates. The promotion of “struggle” (3}4&) - alter-
natively understood as “fight” but also sometimes “strive” — is ever-pre-
sent, as is the possibility of a major international conflict. Xi Jinping
does, however, have a pause button, and some policies can recede in
prominence. Such was the case for the Belt & Road Initiative's outward
investments and loans, which achieved global fame. At the end of 2024,
in the context of the new Trump Il presidency, a tentative reset is also

35 Interview with Sam Hogg.

36 Interview with Steve Tsang.

¥ “hREFTESWARET LR FBF2ARER, 72 BRI E [The Central Economic Work
Conference clearly defined the direction of development of the property market: “Houses are for
living in, not for speculation”], Government of the People’s Republic of China, December 16, 2016,
https://www.gov.cn/zhengce/2016-12/16/content 5149066.htm.

» it EFift— S SEFLKE H#RERTMKILIRE” [Decision of the Central Committee of
the Communist Party of China on further deepening overall reform and promoting Chinese-style
modernization], Government of the People’s Republic of China, July 21, 2024, https://www.gov.cn/
zhengce/202407/content 6963770.htm.
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occurring in China’s relations with India, Japan,* and even the United
Kingdom to some extent.

—  Key Takeaways

 Fear of power reversal - Xi’s centralized and disciplinary
grip on power is one of the two historic patterns of the
Chinese state. It is made possible by digital control tools
and a huge internal security apparatus and could hold
until 2035. Without an anticipated succession plan, fac-
tional strife and suppressed discontent could suddenly
open up the game.
Occasional policy reversals amid rigid ideology — Xi’s
long-term objectives appear to be non-negotiable (so-
cialist modernization, military parity, reunification of
Taiwan, carbon neutrality by 2060, etc.). Yet reversals on
issues such as the COVID lockdowns and the 2015 stock-
market crisis suggest that a pivot on tactics or a pause are
possible.
Intensified control and single-faction rule — Ongoing
purges targeting the security apparatus, the financial
sector, or military officials reflect a governance model
centered on loyalty over expertise. Blanket censorship
and suppression of dissent further reinforce Xi’s domi-
nance but stifle diverse policy inputs.
An aging elite — Xi’s reshaping of the CCP favors loyal
older cadres and limits rejuvenation. In turn, this may
block fresh ideas and fuel bureaucratic inertia.

39 A consensus is growing, visible in recent visits by Japanese officials to Beijing, that Japan needs
China in terms of trade and that sole reliance on the United States is not possible.
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1.2. DEMOGRAPHICS: THEIR ROLE
IN SHAPING CHINA'S FUTURE

a. One-Child Policy,
Many Consequences

In contrast with the political outlooks, demography is full of certain-
ties derived from present trends — but with strongly diverging scena-
rios as to their consequences. Since the founding of the PRC in 1949,
the country’s population has reflected both the well-known worldwide
demographic transition and represented a unique case of (shifting)
government policy shaping its outcomes. Demographic events have
an echo at least one generation away, if not two, much like ripples
from a pebble ricocheting over water. The catastrophic 1958 Great
Leap Forward resulted in the worst famine known in human history: the
deficit from combined excess deaths and reduced births approached
eighty million people.®

Mao’s push for a larger population resumed unabated until the early
1970s, the decade during which the use of contraceptives was autho-
rized. In 1978, the birth control pill appeared in China, while a decade
later, in 1986, the imposition of the one-child policy came with major
disincentives for offenders. Although somewhat less effective in the
countryside, the policy lasted until 2016, when the government reversed
its policy and even promoted three-child families, starting in 2021.

During most of the reform boom after 1981, before any demographic
impacts were felt, a very low old-age dependency ratio and large abun-
dant workforce remained.*' This period also witnessed education and

40 Zhongwei Zhao and Anna Reimondos, “The demography of China's 1958-61 famine. A closer
examination,” Population, Vol. 67, No. 2, 2012, pp. 281-308, https://shs.cairn.info/journal-popula-
tion-2012-2-page-281.

“ The old age dependency ratio is defined by the OECD as the number of individuals aged 65
or older per 100 people of working age, defined as those aged between 20 to 64 years old.
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health needs in the countryside being largely overlooked and under-
funded. It is on these premises that China became the world factory,
capturing an ever-larger share of low-end manufacturing with initially
cheap labor costs. The demographic dividend was combined with
hard work conditions, no unions, infrastructure investments, and a
subsidized environment for foreign and local state firms alike. Even
so, one should not exaggerate the low wages. Real urban wages grew
13.8 percent per year between 1997 and 2010, on average, with manu-
facturing wages above those in Indonesia, India and Thailand.*?

This environment began to shift in 2011-13, when the effects of the
1986 one-child policy began to manifest themselves. China’s labor-age
population has been shrinking at an even faster rate in recent years, in
parallel with a steep decline in birth and fertility rates*. But as China’s
soaring population fascinated the world, this second demographic turn
often resulted in simplistic and dark predictions about the immediate
future. In reality, most of the larger consequences of the new demo-
graphic shock are about a decade away, starting to hit precisely
around 2035 but not much sooner.

b. The Aging Population’s Short-Term Impacts
on the Economy and the Labor Force

First, the facts. If China is almost as stingy in releasing population data as
releasing economic figures, and if there are clouds above official num-
bers, it is likely that births went undercounted for decades. In contrast,
they are now over estimated, although to a lesser degree.

“ Hongbin Li, Lei Li, Binzhen Wu and Yanyan Xiong, “The end of cheap Chinese labor,” The
Journal of Economic Perspectives, Vol. 26, No. 4, 2012, pp. 57-74, https://www.aeaweb.org/ar-
ticles?id=10.1257/jep.26.4.5.

BCEFHE AOBEEBRE ADZRHFLEIRA [Wang Pingping: The decline in the total population
has narrowed, and the quality of the population continues to improve], National Bureau of Statis-
tics, January 17, 2025, https.//www.stats.gov.cn/sj/sjjd/202501/t20250117 1958337.html.
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China’s fertility rate has fallen in a decade from 1.4 to about 1, which
is less than half the replacement rate.* Only South Korea has an even
lower ratio, but fertility in major Chinese cities is now down to the same
level as Korea, between 0.6 and 0.8.% The fall in the birth rate is even
worse - simply because the number of women within child-bearing
age has shrunk each year by around 4-5 million since 2012.4¢ This is
an effect of the one-child policy combined with a preference for boys
and the availability of ultrasound scanning. A similar trend existed in
Taiwan (and South Korea), apart from the official natalist policy. China’s
population is, therefore, already declining.

Life expectancy has, meanwhile, reached a very high level, a tribute
to China’s improved access to food and preventive health-care services.
Life expectancy at birth in 2023 varies according to sources but remains
within a 77-79-years range.* As a result, the divergence between ferti-
lity and longevity trends ensures a fast aging of China’s population: the
age dependency ratio increased from 10 percent in 1998 to 21 percent
in 2023484

“ Jacob Funk Kirkegaard, “China’s population decline is getting close to irreversible,” Peterson
Institute for International Economics, January 18, 2024, https://www.piie.com/research/piie-
charts/2024/chinas-population-decline-getting-close-irreversible.

% Luna Sun, “Thousands of Chinese kindergartens close as falling birth rate takes its toll,” South
China Morning Post, October 27, 2024, https://www.scmp.com/economy/china-economy/ar-
ticle/3284049/thousands-chinese-kindergartens-close-falling-birth-rate-takes-its-toll.

4 “The Demographic Drag Deepens,” Gavekal Dragonomics, January 22, 2024.

%7 Bai Ruhai, Liu Yunning, Zhang Lei, Dong Wanyue, Bai Zhenggang and Zhou Maigeng, “Projec-
tions of future life expectancy in China up to 2035: A modelling study,” The Lancet, March 30,
2023, https://www.thelancet.com/pdfs/journals/lanpub/PIIS2468-2667(22)00338-3.pdf.

%8 The age dependency ratio is the ratio of dependents (people younger than 15 or older than 64)
to the working-age population (those aged 15 to 64). The larger the ratio, the larger the burden
on the working population.

4 “Age dependency ratio, old (% of working-age population) — China,” World Bank,

https://data.worldbank.org/indicator/SP.POP.DPND.OL ?locations=CN.
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Figure 1: China’s age dependency ratio since 1998
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Figure 2: China’s life expectancy at birth since 1998
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Beyond absolute numbers on birth trends and aging, other changes
come into play. Are there likely to be major tensions from labor shor-
tages? The migration trend is both local, intra-provincial, inter-regional,
and sometimes intra-city. Simply put, a large proportion of China’s
population floats toward areas and sectors where there are employ-
ment opportunities and higher wages. These flows are largest toward
the booming industry and export macro-regions that are the Yangtze
and Pearl River deltas. The 2020 census estimated the floating popula-
tion at 376 million, of which 88 percent had moved into cities.*°

In the persistent absence of a major hukou () reform,' migrants
receive fewer social, health, or education benefits,*? and do not have a
fixed employment status. It is all the more important to remember that
almost 70 percent of Chinese children have a rural hukou,>* mea-
ning both the quantity of births and the expected level of education are
going down. Besides, informal urban employment rose from 40 percent
to 60 percent for all non-agricultural workers between 2004 and 2019.5
They therefore provide an informal labor force where it is most needed
while being less costly than registered urban residents.

However, a five-year action plan on urbanization issued in July 2024 and
guidelines published in November enjoined ministries and local govern-
ments to better protect and serve the migrant population.>> Labor
flows to coastal and urban areas explain China’s high urbanization

50 “Main data of the seventh national population census,” National Bureau of Statistics, May 11,
2021, https://www.stats.gov.cn/english/PressRelease/202105/t20210510_1817185.html.

51 The hukou, or household registration system, has long linked social benefits to an individual’s
birthplace, limiting millions of rural migrants from fully accessing urban opportunities.

52 He Yiping, Xu Shengsheng, Fu Tingping and Zhao Danna, “The impact of China’s family floating
population on the participation of medical insurance in the inflow areas,” Journal of Multidis-
ciplinary Healthcare, March 2024, pp. 949-957, https:/www.ncbi.nlm.nih.gov/pmc/articles,

PMC10921892/.
5 Henry Storey, “Is China ﬁnally getting serwus about hukou reform?,” Lowy Instltute September 7,
Al hil tti b

form.
54 [laria Mazzocco, “How inequality is undermining China’s prosperity,” Big Data China, May 26,
2022, https://bigdatachina.csis.org/how-inequality-is-undermining-chinas-prosperity/.
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rate, which is above that of countries with the same development level.
They also explain, along with the productivity gains from migration and
sector employment change, why household income remains at a low
ratio relative to GDP. Household consumption has increased, but not as
much as China's GDP per capita.

Can China take further lessons from other countries in its vicinity in
terms of financial incentives? Singapore, with a 0.97 fertility rate in
2023,°¢ has been the global standard in terms of incentives since 1996
(cash, maternity leave, housing subsidies).?” Chinese results, on the
other hand, are disappointing. The costs of education, often private,
and the difficulty for women in combining work with a traditional
family role are cited by some interviewees as factors.*® In China, the
cost of education represents 17 percent of household income but
an incredible 57 percent for the bottom quartile, an amount that
also testifies to the value China’s population attaches to education.*
However, China’s population can be segmented in more ways than sim-
ply income inequality.®°

S EHZRATFENE CRNFEHEAN AR EIENKE EETITLY #9EHN” [Notice of the State
Council on printing and distributing the Five-Year Action Plan for the in-depth implementation of
the people-oriented New Urbanization Strategy], Government of the People’s Republic of China,
July 28, 2024, https://www.gov.cn/zhengce/zhengceku/202407/content 6965543.htm; “A HHF RIS
REERE 10801 % Fitt—F MNsa R R LR S 1RETERIZE L [Opinions of 10 departments including
the Ministry of Human Resources and Social Security on further strengthening the service and
protection of migrant workers], Ministry of Human Resources and Social Security of the People’s
Republic of China, November 15, 2024, https:/www.mohrss.gov.cn/xxgk2020/fdzdgknr/zcfg/gfxwj
[v/202411/t20241122 530511.html.

56 “Infographlc Total fertlllty rate ” Smgapore Department of Statlstlcs May 7, 2021 https://www.

1 li hi

7 Jolene Tan, “Perceptwns towards pronatalist policies in Singapore,” Journal of Populatlon Research
Vol. 40, No. 14, May 10, 2023, https://link.springer.com/article/10.1007/s12546-023-09309-8.

58 At 60.5 percent, the participation of women in the labor force is at a quite high level: “Gen-
der Data Portal - China”, World Bank, https.//genderdata.worldbank.org/en/economies/chi-
na#:~:text=In%20China%2C%20the%20labor%20force.labor%20force%20participation%20
has%20decreased.

%9 Hu Dezhuang, Li Hongbin, Li Tang, Meng Lingsheng and Binh Thai Nguyen, “The burden of edu-
cation costs in China: A struggle for all, but heavier for lower-income families,” SSRN, August 31,
2023, https.//papers.ssrn.com/sol3/papers.cfm?abstract id=4558282.

% Nevertheless, at the international level, household income may be undercounted in official statis-
tics, especially in the form of housing subsidies and social transfers.
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Figure 3: Social transfers in kind and other social benefits
(as a share of GDP, in selected countries)
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Urban areas may appear to be an exception, but some traditional
aspects of the household persist, with impacts for retirees. To marry,
the groom must provide a home, consistent with the heritage of the
customary dowry process, while children are traditionally seen as an
insurance policy for one’s old age. This is less evident today with stored
savings and the better-funded retirement of post-Mao boomers in cities
and in the rich countryside. But in many far-flung areas, the elderly are
left behind as the younger generations move to the cities. Additionally,
one factor that is seldom cited may become more important in the next
decade: China’s marriage rate could mitigate some of the challenges of
an aging population. Indeed, although observers note that the mar-
riage ratio is declining, it is still estimated at 75 percent, whereas it now
hovers around or below 50 percent in Hong Kong, Japan, South Korea,
and Taiwan.®'

Another figure that should not be neglected is the unemployment rate,
which must also be treated with caution, particularly when it comes to
figures for urban youth (16-24 years old). Indeed, while the unemploy-
ment rate peaked at 21 percent in the summer of 2023 and has now
declined to 15.7 percent in December,® total urban unemployment
remained steady at around 5.1 percent.®® The youth unemployment
spike reflected the arrival on the market of new graduates and com-
petition from migrant labor, categories not counted in unemployment
statistics. Youth unemployment statistics were then manipulated, inclu-
ding by delaying the granting of graduation degrees and therefore the
head count for new graduate entrants on the job market! Finally, since
the COVID pandemic and with the real estate crisis, new employment

61 Carl Minzner, “China’s marriage rate bounces back after COVID - But only temporarily,”

Council on Foreign Relations, March 25, 2024, https.//www.cfr.org/blog/chinas-mar-
riage-rate-bounces-back-after-covid-only-temporarily.

2 “@EHEN S ERENL6 - 245555 1%k ZE (%) ” [National urban unemployment rate of the
labor force aged 16-24 not in school (%) ], National Bureau of Statistics, https://data.stats.gov.cn/
easyquery.htm?cn=A01.

0 Q024 ZFinITRRP AR TELRBRIAFISZI” [In 2024, the economy will be stable and progres-
sing, and the main development goals will be successfully achieved], National Bureau of Statistics,
January 17, 2025, https:/www.stats.gov.cn/sj/zxfb/202501/t20250117 1958332.html.
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has shifted from construction to services — which often means low-
paid jobs in China’s vast gig economy.

Another gap is increasingly being pointed out by seasoned observers
of China’s society: education levels.®* We are accustomed to the percep-
tion of an increasingly large and trained labor force. China is indeed the
world’s largest source of engineers and IT workers. But there is a large
left-behind population where education levels remain very low
- 35 percent of China’s labor force has only received one year of middle
school education. Education spending in rural areas is much lower on a
per capita basis than in urban ones, with implications for many aspects
of rural education, from school infrastructure to teacher quality.

Again, the consequences of educational divergences are hard to assess.
These might range from the need to preserve low-end manufacturing
in a full-set industry perspective to the optimistic note that a shrinking
but renewed labor force will be better educated. In addition, a smaller
budget for education will be needed, from local primary and middle
school to higher education. China may have a surplus of 1.5 million pri-
mary school teachers and 370,000 middle school teachers by 2035.%
On top of this, the average level of education for new entrants into
the labor force has increased from seven to twelve years,* and Chi-
na’s student population expanded by 40 percent from 2019 to 2021.¢®

64 Scott Rozelle and Natalie Hell, “Invisible China. How the urban-rural divide threatens China’s
rise,” The University of Chicago Press, 2020, https.//press.uchicago.edu/ucp/books/book/chicago/l/
bo61544815.html.

8 “Scott Rozelle testimony,” U.S.-China Economic and Security Review Commission, February 24,
2023, https.//www.uscc.gov/sites/default/files/2023-02/Scott Rozelle Testimony.pdf.

% Mandy Zuo, “China population: teachers face uncertain future with falling birth rate set to create
1.9 million surplus by 2035,” South China Morning Post, February 13, 2024, https.//www.scmp.
com/economy/china-economy/article/3251486/china-population-teachers-face-uncertain-future-
falling-birth-rate-set-create-19-million-surplus.

67 “Statistical report on China’s educational achievements in 2022,” Ministry of Education of
the People’s Republic of China, April 3, 2023, http://en.moe.gov.cn/documents/reports/202304,
t20230403 1054100.html; “Chapter 3: Potential risks to China’s future economic competitive-
ness,” U.S.-China Economic and Security Review Commission, November 2023, https.//www.uscc.
govysites/default/files/2023-11/Chapter 3 Section 1--China Educating and Training Its Next Ge-
neration Workforce.pdf.
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Will Xi Jinping's recent acknowledgment of demographics as a
national security priority under the concept of “high-quality popula-
tion development” (N[O & 2 % &), change things around and fur-
ther accelerate the introduction of pro-natalist measures?®°

c. Beyond 2035:
A Demographic Implosion

By 2035, the country can expect a population decline of twenty million
people peryear,” an elderly population of more than 400 million (a third
of the total population),”" a life expectancy of eighty-one (close to the
current EU average),”? and an elderly dependency ratio of 34 percent.”?
Regarding the latter number, it is equivalent to the projection for the
United States but still much lower than the EU’s average ratio. Inevi-
tably, this will create an issue for pensions that will become more critical
after 2035. Therefore, reforms are basically needed on many fronts,
but their importance differs from one hypothesis to another.

Funding retirement is the most glaring need, but is it a political prio-
rity? After all, the main consequences of China’s fertility decline will kick
in after, not before, 2035. In 2019, a much-discussed study by the China

6 “Statistical report on China’s educational achievements in 2021,” Ministry of Education of the
People’s Republic of China, September 24, 2022, http.//fen.moe.gov.cn/documents/reports/202209,
t20220924 664436.html.

% Wang Pei’an, “UAOBRELRZEHERXRKIL” [Support Chinese-style modernization with
high-quality population development], Qiushi, November 19, 2024, http://www.qstheory.cn/
qshyjx/2024-11/19/c 1130220750.htm.

70 “China’s demographic outlook and implications for 2035,” The Economist Intelligence Unit,
January 30, 2024, https://www.eiu.com/n/chinas-demographic-outlook-and-implications-for-2035/.

TERDERRERS202269 A20B B L HEXFER” [Transcript of the National Health
Commission's press conference on September 20, 2022], National Health Commission of the
People’s Republic of China, September 20, 2022, http://www.nhc.gov.cn/xcs/s3574/202209/eeddc-
20368b440a49d270a228f5b0ac1.shtml.

72 Bai Ruhai, Liu Yunning, Zhang Lei, Dong Wanyue, Bai Zhenggang and Zhou Maigeng, “Projec-
tions of future life expectancy in China up to 2035: A modelling study,” The Lancet, March 30,
2023, https.://www.thelancet.com/pdfs/journals/lanpub/PI1I1S2468-2667(22)00338-3.pdf.

73 “How severe are China’s demographic challenges?,” China Power, March 6, 2023,
https://chinapower.csis.org/china-demographics-challenges/.
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Academy of Social Sciences (CASS) predicted that the pension system for
urban enterprise employees would break by 2035.7# If we fast-forward ano-
ther fifteen years, the ratio of pensioners to the active population would
meanwhile fall to 1, according to the Chinese research institute.” This is a
systemic change compared to the beginning of the twenty-first century,
when ten working-age people supported each retiree. Published under
Prime Minister Li Kegiang, the CASS report advocated for pension reform
and for raising the retirement age. But this is only part of the picture.

The current pension system perpetuates the urban-rural divide.
A pension system that is often said to give more to urban retirees (about
€500 per month) and even more in richer areas grants much less to rural
retirees (under €100 per month). In response, private retirement funds
and the rechanneling of investment could change the picture in cities,
while the countryside will continue to lose its population. On the other
hand, were China’s elderly to have the same labor force participation as
Japan by 2035, some forty million additional people would be at work.”®

Yet the need for pension reform is a certainty, as the working-age popu-
lation from which contributions are drawn is declining. So is the fact
that declining fertility trends are unlikely to reverse by 2035. Even if
they did, the impact on the labor force and its costs would, of course,
be delayed. Solutions to the demographic decline are unlikely to be
found in reforms based on social change. Increasing the retirement
age, which is currently at an extremely low 50-55 for women and 60 for
men, has been discussed for years. It was seriously contemplated again
in 2024, during the Third Plenum, but this clearly has a limited political
appeal. Planned to start in January 2025, is the announced statutory
retirement age reform therefore really a change of mindset?””

74 This pension system for urban enterprises is based on employers and employees contributions.

75 Zheng Bingwen, “ < FEFZEEEIRE2019-2050» ” [China pension actuarial report 2019-2050],
China Labor and Social Security Publishing House, April 2019, http://cisscass.com/yanjiucginfo.
aspx?ids=26&f1=3SOURCE.

76 Bert Hofiman, “China’'s demography is not destiny,” Bert’s Newsletter, January 19, 2023,
https://berthofman.substack.com/p/chinas-demography-is-not-destiny.
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Increasing health-care expenditures (6.5 percent of GDP in 2021)78 and
shifting state funds or increasing company contributions toward pen-
sions are the kinds of redistributive measures that Xi Jinping is known
to stand against. On the rise, health care expenditures are set to
remain a challenge, since they are no longer financially negligible.
As a result, Xi Jinping may be inflecting his position by looking at the
measures introduced in October 2024 to build a “birth-friendly society”
(EBKIF4Z), including more direct support for caregivers.”

d. The “Techno-Futuristic”
Approach

The key variable for demographic scenarios is, therefore, the extent
of productivity and efficiency gains. These can be achieved through
better education, shifts in employment across sectors and regions, and
more broadly, through the impact of automation, IT, and funding from
sizable external surpluses. Notably, a shift from industry to services jobs
is traditionally believed to reduce productivity. Massive shifts from low-
end jobs to capital-intensive activities will occur at the same time.® This
is true even if China clearly has not renounced low technology exports,

7« 2EARREBERSEZSZRS KT ELMEHHREIREERINERAIRE” [Decision of the Standing
Committee of the National People's Congress on implementing a gradual increase in the statutory
retirement age], Government of the People’s Republic of China, September 13, 2024, https:/www.
gov.cn/yaowen/liebiao/202409/content 6974294.htm.

78 Arendse Huld, “Understanding China’s rapidly growing healthcare market,” China Briefing,

June 12, 2023, https://www.china-briefing.com/news/understanding-chinas-ra-
pidly-growing-healthcare-market/.

7 EZRANITNER «<KFMREEEEIHERERENBIRETRFELSOETHIE> BHN”
[Notice of the General Office of the State Council on issuing the “Several measures for accelerating
the improvement of the fertility support policy system and promoting the construction of
a child-friendly society”], Government of the People’s Republic of China, October 19, 2024,
https://www.gov.cn/zhengce/content/202410/content 6983485.htm.

% In one striking instance, employment in coal mining declined from 5,3 to 2,6 million between 2014
and 2021, even as coal production advanced: “Managing the social consequences of the transition
away from coal: the case of job losses in Shanxi Province, China,” The Oxford Institute for Energy
Studies, August 2022, https://www.oxfordenergy.org/wpcms/wp-content/uploads/2022/08/Insight-
121-Managing-the-social-consequences-of-the-transition-away-from-coal-the-case-of-job-losses-in-

Shanxi-Province.pdf.
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and Artificial Intelligence is expected to boost the country’s labor pro-
ductivity by 27 percent at the 2035 horizon?®' — a much welcome trend
as Total Factor Productivity is currently stagnating if not going
down. The consequences of demographic trends for the economy and
society must, therefore, be assessed - and there are competing opi-
nions on this question.

In the next decade, favoring “new quality productive forces” (¥ R 2 7=
77), Xi's new landmark slogan to accelerate advances in the manufac-
turing industry via state power,? will also be an answer to the coming
depletion of the labor force and to its rising cost. South Korea, with the
same shrinking labor force perspective and innovative capacity, indi-
cates the way ahead for China. In terms of repercussions, the outcome
of labor shortages and the pace of future innovation will influence
any demographic scenario. In a nutshell and in the words of a famous
expert with insightful on-the-ground experience, “demographics will
therefore be a challenge in 2035 but a problem in 2050."%

Taking one further step and extending current trajectories to the end
of the century leads to the popular prediction of China’s population fal-
ling back to 700 million by 2100. We will not venture into that territory
except to note that a reversal in the birth rate achieved by totalita-
rian control on the downside is infinitely harder to manage on the
upside. In other words, you can prevent people from having children
but you cannot force people to have them.

81 “Artificial Intelligence poised to accelerate China’s annual growth rate from 6.3 percent to
7.9 percent by 2035, finds new research from Accenture,” Accenture, June 26, 2017, https://news-
room.accenture.com/news/2017/artificial-intelligence-poised-to-accelerate-chinas-annual-growth-
rate-from-6-3-percent-to-7-9-percent-by-2035-finds-new-research-from-accenture.

82 The “platform economy” (& £&i5) is the latest addition to this innovation push: “Z=3& £ #
BAESRESSW HREHNFAZFRREZRAXIIES” [Li Qiang presided over the State
Council executive meeting to study work related to promoting the healthy development of the
platform economy], Ministry of Human Resources and Social Security of the People’s Republic
of China, November 25, 2024, https.//www.mohrss.gov.cn/SYrlzyhshbzb/dongtaixinwen/shizhen-
gvaowen/202411/t20241125 530717.html.

55 Interview with Scott Rozelle.
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— Key Takeaways

* Legacy of the one-child policy — China’s fertility rate is
below the replacement level, a trend that will create a
retirement funding crisis by severely reducing the share
of the working age population. Such effects will only in-
tensify after 2035.
Pension and retirement dilemmas — With the elderly set
to account for a third of the total population in 2035, the
pension system requires the retirement age to be raised
and funding mechanisms to be overhauled. Xi’s reluc-
tance to expand redistributive policies complicates re-
cently announced reforms.
e The urban-rural divide and migrant labor — Inequitable
access to social, health, and education benefits persists,
preventing migrants from fully integrating and limiting
household consumption. Large-scale migration to coastal
cities still sustains growth.
“Techno-futuristic” solutions vs demographic reality — Au-
tomation, advanced manufacturing, and AI may compen-
sate for labor shortages, reducing the need for lower-end
manufacturing, but they will in turn deepen social divides.

1.3. THE ECONOMY: THE IMPOSSIBLE SHIFT
FROM SUPPLY TO DEMAND

The prevailing assumptions about China’s economy have changed
radically since 2019. Even before then, Xi's reforms had shifted toward
greater control, with a policy preference for state enterprises, although
most international economists still believed that global market integra-
tion and the rise in GDP meant a turn toward more consumption, with
a service-based economy around the corner. Few would have predicted
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the reversal of trends for the foreign trade and current accounts that
ensued from 2019 onwards.

Figure 4: Composition of China's GDP
by industry since 2015
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Sources: China’s National Bureau of Statistics, Bruegel.
It is important to note that this economic reversal predated the COVID
pandemic, a pandemic often cited as creating exceptional opportuni-

ties for China’s exports and depressing domestic consumption. Howe-
ver, it did create the perfect circumstances to reduce the inward flow of
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foreign goods and services (and to shut down openings to the outside
world for the Chinese population). China already reached a 10 percent
current account surplus in the past,® and, looking at its domestic cha-
racteristics, nothing precludes it from replicating this feat considering
the large degree of freedom a $5 trillion surplus offers. In reality, “it is
the lack of trade-offs which make China’s economy uncertain.”®> Because
China’s economy is now the world’s second largest, its surplus in
absolute numbers dwarfs every other case in absolute numbers
and creates an even bigger challenge.

The priority given to the production side over the demand side, the
enthusiasm for “big projects” (2K IL#E) such as the infrastructure
projects witnessed after the 2008 financial crisis, and the search for
self-sufficiency are not purely Xi Jinping's doing alone. China’s “rate of
accumulation,” the Marxist equivalent of investment, only fell subs-
tantially in 1984-85. Then, the targeted share of “accumulation” of GDP
was 25 percent, with a shift to small enterprises and private initiative.
That has never repeated itself, and an average 40 percent savings rate
for households and businesses is now customary.8

a. An Unbalanced and Internationally
Contested Economic Model

By now, a new consensus has taken hold regarding China. Even if it
is not accepted by China’s officialdom, many available numbers sup-
port it. While domestic growth is faltering by previous Chinese stan-
dards, manufacturing and exports have been on a roll since 2019.

8¢ In comparison, Germany’s surplus stood at 5.8 percent in 2023, in part because of inclusion into
the eurozone: “German balance of payments in 2023 — Monthly report,” Bundesbank, March 2024,
https://publikationen.bundesbank.de/publikationen-en/reports-studies/monthly-reports/month-
ly-report-march-2024-926792 ?article=german-balance-of-payments-in-2023-926814.

85 Interview with Brad W. Setser.

86 “Urban depositor survey report (Q2 2024),” The People’s Bank of China, August 9, 2024,
http://www.pbc.gov.cn/en/3688247/3688981/3709408/5444431/2024082916411993627.pdf.
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These, in turn, have created unprecedented surpluses in foreign trade
and current accounts, along with major imbalances for China’s econo-
mic partners [see Appendix, Figures 9 to 14]. The latter have taken notice,
but the extent of the imbalance is still underestimated, considering that
China’s manufacturing export surplus is now 2 percent of the world
GDP, or $2 trillion in 2024.%”

In a nutshell, China now represents 13 percent of global consump-
tion, but 25 percent of global GDP and 38 percent of global manu-
facturing.® Meanwhile, the share of foreign firm joint ventures or
subsidiaries in China’s manufacturing exports has fallen by more than
half since 2012 and is now estimated to be between 25 percent and
28 percent, according to various sources.®

Incredibly, this performance has been achieved with almost no inflation
for domestic consumers (Consumer Price Index) and deflation for pro-
ducers (Purchasing Price Index). Unparalleled internationally, China
avoided any inflationary cycle that went with the COVID pandemic.
It has now gone through twenty-seven consecutive months of producer
price deflation. This means that exports have increased even more in
volume than in value.®® For example, in the first seven months of 2024,
the number of containers shipped to the European Union increased by
11 percent while the number of containers going in the other direc-
tion declined by 5 percent.® Low Chinese export value prices crush the
value of goods.

87 Brad W. Setser, Michael Weilandt and Volkmar Baur, “China’s record manufacturing surplus,”
Council on Foreign Relations, March 10, 2024, https://www.cfr.org/blog/chinas-record-manufactu-

88 Ibid.

89 This is not only true for low-end manufacturing, but also for high technology exports: Scott
Kennedy, “Data dive: The private sector drives growth in China’s high-tech exports,” Center for
Strategic and International Studies, April 28, 2022, https://www.csis.org/blogs/trustee-china-hand/
data-dive-private-sector-drives-growth-chinas-high-tech-exports.

% “Hi114 AR ERWR 5t O1844.9%” [In the first 11 months of the year, China's import and ex-
port of goods grew by 4.9%], General Administration of Customs of the People’s Republic of China,
December 10, 2024, http:/www.customs.gov.cn/customs/xwfb34/302425/6251916/index.html.
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Figure 5: Engines of Growth of China's GDP since 2019
(constant price, year-on-year change)
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Sources: China’s National Bureau of Statistics,
Rhodium Group, China Leadership Monitor.

Much of this was due to high savings and low consumer demand,
as well as to a large real estate crisis that also depressed the price of
materials and housing fixtures. Excess savings were always a feature
of China’s political economy, but since 1949, the CCP’s central goal for
the economy has been to harness those savings for development. Eco-
nomies of scale should also be mentioned as a factor of success in
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the world’s largest manufacturing economy, as well as the much dis-
cussed government subsidies.?> While these subsidies matter greatly in
the key industries targeted for export, they are not so significant relative
to GDP as a whole.

China is cooking the books on its external trade and payment
accounting to a greater extent than in the past.”® For example, sales
abroad from special economic zones, including by foreign multinatio-
nals, are not counted as exports. Likewise, insurance and freight costs
are not included in the figures, while imports are counted in the ser-
vices account.®* As a result, China’s current account surplus is probably
massively underestimated by a margin that some say is as high as
$700 billion (€639 billion), or 3.7 percent of its GDP!*® This is on top of
the 1.3 percent surplus already reported to the International Monetary
Fund.

Foreign currency reserves are also undercounted in China’s books. While
they appear to have dipped since 2015 from $4 trillion (€3.68 trillion)
to slightly above $3 trillion (€2.76 trillion), there have been additional
purchases by state banks, companies, and investment funds - mainly
of dollar-denominated instruments.® Were these included, China
would be shown to have increased its reliance on the currency of its

%2 Frank Bickenbach, Dirk Dohse, Rolf . Langhammer and Wan-Hsin Liu, “Foul play? On the scale
and scope of industrial subsidies in China,” Kiel Institute for the World Economy, Policy Brief
No. 173, April 2024, https://www.ifw-kiel de/publications/foul-play-on-the-scale-and-scope-of-in-
dustrial-subsidies-in-china-32738/.

% The current account is a record of a country's international transactions with the rest of the
world, meaning the sum of its net trade in goods and services, net earnings from abroad, and net
transfer payments. If the current account balance is positive, the nation is a net lender to the rest
of the world, if not, it is a net borrower.

9 Sales by Chinese subcontractors to foreign firms based in China are also counted as exports. But
if the same foreign firm resells the goods in China at a marked-up price, it is counted this time as
an import even though it never left China.

% Brad W. Setser, “China’s imaginary trade data,” Council on Foreign Relations, August 14, 2024,
https://www.cfr.org/blog/chinas-imaginary-trade-data.

% Brad W. Setser, “How to hide your foreign exchange reserves — A user’s guide,” Council on Foreign
Relations, June 29, 2023, https://www.cfr.org/blog/how-hide-your-foreign-exchange-reserves-users-
guide.
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arch-competitor: the United States. The yuan is informally pegged to
the dollar, although it tends to crawl slowly downwards. China has
been able to shield itself from accusations of currency manipulation
by the fact that the Japanese yen, Korean won, and New Taiwan dollar
have gone into a much stronger decline. But when the US dollar starts
to weaken, as was the case for most of 2024, the competitiveness of
Chinese goods becomes even more flagrant.?’

b. China’s Economic Culture Plays
a Role of Its Own

We should not jump to immediate conclusions regarding the necessary
responses from China’s international counterparts. Yes, twisted numbers
do exist, as do massive government subsidies and induced household
savings. But is it all the work of the Party-state? A side look at Taiwan
provides a form of answer. In the first quarter of 2024, Taiwan's current
account surplus reached a massive 15.4 percent of GDP - and the CCP
is not in charge there.*®

Equally, cycles of over-investment in specific industries, leading to
overproduction, along with local state battles for subsidies or internal
customs, are also a feature of China’s traditional economy. This results
in crashes that start a new cycle. It is not evident that Chinese entrepre-
neurs, if left to themselves, would adopt a different behavior. Herd ins-
tincts and massive competition around specific goods or services
are sociocultural traits as much as features encouraged by China’s
top-down command system. Xi Jinping has simply intensified the
policy bias toward investment and production-side measures.

97 For example, the 15 percent rebound of the euro against the dollar — from 0.96 in September 2022
to 1.11 in September 2024 — is nearly equivalent to the additional duties sought by the European
Commission on Chinese electric vehicles.

% “Balance of payments,” Central Bank of the Republic of China, May 20, 2024,
https.//www.cbc.gov.tw/en/cp-448-169725-d0db9-2.html.
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The turn toward self-reliance, decoupling by China in effect, is
omnipresent and a key driver of industry and innovation policies
- a trend some refer to as techno-utopian growth.?® It has become the
priority over international opening or the other face of the ambiguous
“dual circulation” (JUH&E¥F) concept launched in 2020.'® There is no lon-
ger a stated policy of reducing the trade surplus. Prime Minister Wen
Jiabao often made the promise in his speeches at the spring sessions
of the National People’s Congress that he would reduce it, arguing that
China’s economy was running on unsustainable trends.™' This would
not be said today. In talks with the European Union, China denies the
very existence of overproduction capacities,'® while they are self-
evident in a growing list of sectors and are occasionally mentioned by
Chinese economists themselves.'%

One area where Xi Jinping steadily emphasizes security and increasing
self-reliance is the availability of food. China is the world’s largest agri-
cultural importer,'® a dependency closely linked to new consumption
habits. It is only for soybeans used for animal feed that China is critically

9 Interview with Arthur Kroeber.

100 “China Trends #7 — The shrinking margins for debate,” Institut Montaigne, October 2020,
https://www.institutmontaigne.org/en/publications/china-trends-7-shrinking-margins-debate.

01 James Pomfret, “China to stimulate domestic demand, reduce surplus,” Reuters, June 26, 2011,
https://www.reuters.com/article/business/china-to-stimulate-domestic-demand-reduce-sur-
plus-wen-idUSL6E7HQO04P/.

102 “Xi says there is no such thing as 'China’s overcapacity',” Government of the People’s Republic
of China, May 7, 2024, https://englishwww.gov.cn/news/202405/07/content WS66391c1fc-
6d0868f4e8e6cb6.html; “Global cooperation in energy transition, climate change fight urged at
Summer Davos,” Xinhua, June 26, 2024, https://english.news.cn/20240626/43bdf87bef4543a8bf-
4392f73f85466f/c.html.

103 “Mtz+— N | +ial RELZFF” [Eleven financial players / Ten questions for the private economy],
China Digital Times, December 13, 2023, https://chinadigitaltimes.net/chinese/703177.html;
“PEE i — R R R MR XTAMEME” [Lu Feng: Characteristics of the new round of overcapacity
and its external impact], March 25, 2024, Weixin, https://mp.weixin.qq.com/s/5]F6ieE41s3yl-
Zhp3 mjGg.

104 Kevin Dong, Mallie Prytherch, Lily McElwee, Patricia Kim, Jude Blanchette and Ryan Hass,
“China’s food security: Key challenges and emerging policy responses,” Center for Strategic
and International Studies, March 15, 2024, https://www.csis.org/analysis/chinas-food-secu-
rity-key-challenges-and-emerging-policy-responses; Zongyuan Zoe Liu, “China increasingly
relies on imported food. That’s a problem,” Council on Foreign Relations, January 25, 2023,
https://www.cfr.org/article/china-increasingly-relies-imported-food-thats-problem.
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dependent on imports. From a strategic point of view, “In the event of a
conflict or faced with sanctions, Chinese might need a few diet changes but
a 1960s-like famine will not happen again.”'*> Meanwhile, arable land has
been protected in recent years, and the current priority is to increase
the yield rather than the surface of cultivated land.’® China is the
world’s largest holder of grain stocks, with available storage for more
than a year’s production in 2023!"%” A recently published decade-long
action plan will further accelerate efforts to boost consumption of cereal
grains and improve production standards, along with the emergence
of a group of leading whole-grain food processing enterprises and
high-quality cereal grain industry clusters.'®

Xi Jinping also strongly criticizes “welfarism” or policies of redistri-
bution to “lazy people” (1ii \), seeking to avoid any Western-like indo-
lence.’® He has opposed any demand-side stimulus apart from some
purchase vouchers. Price deflation is, therefore, the result of producers
adjusting themselves to low domestic demand while simultaneously
increasing China’'s competitiveness abroad. A worsening of the domes-
tic economy, especially from the real estate sector and looking at local
debts, or an export slowdown would likely increase the temptation to
change China’s monetary policy - probably meaning more fiscal support
and efforts to lower the renminbi’s exchange rate. What has prevented this
until now is the likelihood that this would increase money outflows.

105 Interview with Scott Rozelle.

06 chitkiR EERXTFEIEAFARE. ANER IREEFNEUEHRSHEERMHER”
[Opinions of the CPC Central Committee and the State Council on learning and applying the expe-
rience of the “Thousand villages demonstration and ten thousand villages remediation” project
to effectively and vigorously promote the comprehensive revitalization of rural areas], Govern-
ment of the People’s Republic of China, February 3, 2024, https:/www.gov.cn/zhengce/202402,
content 6929934.htm.

107 “China’s grain storage capacity exceeds 700m tons by end of 2023,” China Daily Hong Kong,
June 2, 2024, https.//www.chinadailyhk.com/hk/article/584685.

108 X FEN% «EREBAWITENITRI (2024-20355) » KyiEBEN” [Notice on issuing the National Action
Plan for whole grains (2024-2035)], National Food and Strategic Reserves Administration,
December 24, 2024, https:/www.lswz.gov.cn/html/tzgg/2024-12/24/content 285634.shtml

19 Xi Jinping, “IE#MRFEERKE L REXBIEFEB @M [Correctly understand and grasp
major theoretical and practical issues in China's development], Qiushi, May 15, 2022,
http://www.qstheory.cn/dukan/qs/2022-05/15/c 1128649331.htm.
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c. A Competitive Outward-Facing
Economy until 20357

These are the basic financial and economic variables that inform the
scenarios up to 2035. Is China’s debt load manageable without major
changes?''? Can exports, China’s main growth engine, be maintained?
Much of the answer depends on the outside world’s response. 2035 is
also the year many economists predicted that China would overtake
or get closer to the size of the US economy.'"" Some experts, including
Chinese scholars, now believe that the gap might actually be wide-
ning.""? Does the present reality therefore reflect the future?

Even without considering the geopolitical risks implied by overde-
pendence on Chinese sourcing, the imbalances create a zero-sum
game rather than a win-win situation. China’s manufacturing and
export gains are more and more at the expense of other producers,
whether emerging economies or mature industrialized societies whose
products are increasingly challenged by Chinese competitors.’®
Nowhere is that as evident as in green trade. Thanks to forward plan-
ning, subsidies, and economies of scale, China has leapfrogged ahead
of all competitors in this area.

110 Michael Pettis, “The evolution of Chinese debt in 2024,” Carnegie Endowment for International
Peace, July 31, 2024, https.//carnegieendowment.org/posts/2024/07/the-evolution-of-chinese-debt-
in-2024.

111 “The global economy in 2075: Growth slows as Asia rises,” Goldman Sachs, December 8, 2022,
https://www.goldmansachs.com/intelligence/pages/the-global-economy-in-2075-growth-slows-as-
asia-rises.html; “China’s ‘sorpasso’: Will China's economy overtake the US?,” Capital Economics,
2022, https://www.capitaleconomics.com/will-china-economy-overcome-us#download-report.

112 Kawala Xie, “The next 10 years: Tsinghua’s Yan Xuetong talks Trump, Taiwan and what it means
for China,” South China Morning Post, July 22, 2024, https.//www.scmp.com/news/china/diploma-
cy/article/3271304/next-10-years-tsinghuas-yan-xuetong-talks-trump-taiwan-and-what-it-means-
china.

113 Camille Boullenois and Charles Austin Jordan, “How China’s overcapacity holds back emerging
economies,” Rhodium Group, June 18, 2024, https.//rhg.com/research/how-chinas-overcapa-
city-holds-back-emerging-economies/.
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“De-risking” and “decoupling” - the first officially condoned by the
European Union and the United States, the second officially rejected -
are therefore possibilities in the coming decade. Decoupling is, in
fact, happening to some extent in the United States, where, on top of
restrictions on technology in some sectors, imports have been diver-
sifying away from China since 2018, as have China’s imports from the
United States.'™ Taiwan’s exports to China have slumped back to their
2014 level, and the island’s first export destination is now the United
States.” In the same way, Japan's exports to China have fallen by
11 percent since 2018.'*On the contrary, the reverse trend is evident
between the European Union and China, which rely more on each other
than before 2018.7"7

Overall, foreign direct investments (FDIs) into China have declined
for fourteen consecutive months, by nearly 30 percent between
January and July 2024.""® An European Union Chamber of Commerce
(EUCCQ) poll of its members shows a clear decline in future investment
intentions — although Germany and high-tech firms keep the momen-
tum going toward China.'"”® In the January-June period of 2024, German

14 Mary E. Lovely and Jing Yan, “While the US and China decouple, the EU and China deepen trade
dependencies,” Peterson Institute for International Economics, August 27, 2024, https.//www.piie.
com/blogs/realtime-economics/2024/while-us-and-china-decouple-eu-and-china-deepen-trade-
dependencies.

115 Didi Tang, “Taiwan is selling more to the US than China in major shift away from Beijing,”
Associated Press, May 17, 2024, https://apnews.com/article/china-taiwan-us-exports-invest-
ment-308c4efe8e54bef3b65f68db565437f3; “Latest trade statistics summary, 2024/12 (Unit:
Billion US$; %),” Taiwan’s Customs Statistics Database Query, https.//portal.sw.nat.gov.tw/APGA/
GA28E#t3.

16 “Trade statistics of Japan,” Ministry of Finance of Japan, https://www.customs.go.jp/toukei/srch/
indexe.htm?M=23&P=0.

117 “China-EU - International trade in goods statistics,” Eurostat, February 2024, https://ec.europa.
eu/eurostat/statistics-explained/index.php?title=China-EU - _international trade in goods sta-
tistics.

18 202451-7 A ER KN E5394.71Z T AR T ” [From January to July 2024, China attracted foreign
investment of 539.47 billion yuan], Ministry of Commerce of the People’s Republic of China,
August 16, 2024, https://www.mofcom.gov.cn/xwfb/rcxwfb/art/2024/art d8476a0f316349d1b4da-
c2a2el2fe03a.html.

119 “Business confidence survey 2024,” The European Union Chamber of Commerce in China,

May 10, 2024, https://www.europeanchamber.com.cn/en/publications-business-confidence-survey.
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companies invested €7,28 billion, more than during the same period in
2023.'2° “German companies are in China for China. Some are even conside-
ring friendshoring to other Asian countries with their Chinese partners.”*!
Some are, in addition, very much aware that expropriation of foreign
companies is possible within a mercantilist approach - especially
when they are not seen as useful anymore to China’s economy. In some
way, Nokia, Volkswagen and many others went from a “darling” to a
“squeezed” company on the Chinese market.

The same applies for other like-minded countries. For the first time in
its history, the American Chamber of Commerce in China reported in
February 2024 that less than 50 percent of its members rated China
as one of the top three global destinations for investment.’? A similar
poll of Japanese companies in October shows that 64 percent believe
the Chinese economy will worsen.'? Even more strikingly, a poll of
3,000 mid-level Japanese businessmen shows that 42 percent advise
against any business trips to China, with an additional 21 percent
applying this to management level employees!'?* In this case, security
concerns and the anti-espionage law explain these numbers. According
to a Japanese scholar, the wake-up call for Japanese companies on the
need for contingency plans most likely came in 2022, when Taiwan was
surrounded by PLA deployments.'>

120 Nik Martin, “German firms ignore calls to shrink China investments,” Deutsche Welle, August
26, 2024, https://www.dw.com/en/germanys-investments-in-china-increase-despite-warnings/a-
69957810#:~:text=The%20German%20central%20bank%20figures,the%20total%20figure%20
for%202023.

21 Interview with Volker Stanzel.

122 “China business climate survey report,” AmCham China, February 1, 2024, https:/www.amcham-
china.org/china-business-climate-survey-report/.

123 Only 16 percent will increase investment, while 44 percent will either cut or decrease their
spending: “Japanese businesses grow more pessimistic on China’s economy,” The Japan Times,
November 20, 2024, https://www.japantimes.co.jp/business/2024/11/20/companies/japanese-
firms-in-china/.

124 Only 9 percent estimate that trips can be made as usual: “Survey on China-Japan relations
in 2024 — Interim Report,” Mt. Fuji Dialogue Young Forum, October 2024.

125 Interview with Naoko Eto.
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The trade issue is important enough that it was the opening topic in
the Harris-Trump presidential debate of September 2024.'% While the
incoming President defended an overall increase in custom fees by
citing China and the threat to employment in the United States, Kamala
Harris described this as equivalent to an overall tax increase for consu-
mers, leading to price inflation. Specific increases for Chinese goods
have been hotly disputed ever since the first increases were made in
2018, but the tariffs were never rescinded by the Biden administration.
Some import substitution from other sources does indeed happen.
However, Chinese exports calculated by volume, and not by value, have
increased considerably more. Donald Trump’s promise of a 60 percent
import duty on all Chinese imports could reverse this trend regarding
the United States, butinversely, China is already weighing the benefits
of unilateral tariff cuts on imports from non-US trading partners.'”’
The first indications for the second Trump presidency is that tariffs and
China will be at the top of the administration's agenda.™®

In other words, scenarios for China’s economy to 2035 will need to
consider the possibility of global trade and geoeconomic fragmen-
tation.'”® The emergence of two main blocks involving the West
against China and their respective preferential trade partners or a
more isolated Chinese economy remains a possibility. But that is by
far not the only scenario, even if arguments about economic security
and geopolitics may reinforce it.

126 Riley Hoffman, “Harris-Trump presidential debate transcript,” ABC News, September 11, 2024,
https://abcnews.go.com/Politics/harris-trump-presidential-debate-transcript/story ?id=113560542.

27 Lingling Wei and Kim Mackrael, “China courts U.S. allies as defense against Trump’s protectio-
nism,” The Wall Street Journal, November 10, 2024, https://www.wsj.com/world/china/china-
courts-u-s-allies-as-defense-against-trumps-protectionism-e574714e.

128 They may be used for varied purposes, including the burning issue of Chinese fentany! sales to Mexico.
129 Shekhar Aiyar, Jiaqian Chen, Christian H. Ebeke, Roberto Garcia-Saltos, Tryggvi Gudmundsson,
Anna Ilyina, Alvar Kangur, Tansaya Kunaratskul, Sergio L. Rodriguez, Michele Ruta, Tatjana
Schulze, Gabriel Soderberg and Juan P. Trevino, “Geoeconomic fragmentation and the future
of multllaterallsm ” Internatlonal Monetary Fund, ]anuary 15, 2023 tth L/www. lmt org[en[
023/01/11/G:

ture-o -Multllaterallsm 527266.
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It is important to note that the main battleground over economic and
trade issues will also be outside the West, even with the addition of the
North-East Asian powerhouses. China’s export drive is eviscerating indus-
try in developing and emerging economies, which have started to raise
trade barriers before the United States or Europe. Any industry and trade
strategy by Europe (or the United States) must also consider the interests
of these economies, yet the Biden administration failed to garner support
for its de-risking agenda among emerging countries. By 2035, the West’s
share of the global economy will have declined further. Trade strategies
that avoid designating China are thought to be more compatible
with World Trade Organization (WTO) rules - but they also antago-
nize emerging economies. In some cases, such as the carbon border
adjustment mechanism (CBAM), China’s export sector may in fact be
more able than others to create specific supply chains to avoid penalties.

China’s attractiveness in terms of the quality of goods, logistics, and
pricing above all, does mean there is no win-win scenario with diversifi-
cation or decoupling. Rather, there is a lose-lose risk whereby seeking
alternative suppliers or investment sites away from China results in
large increases in living costs for consumers. Present calls for rein-
dustrialization, whether in the United States or Europe, imply a turn
toward more subsidies for innovation and manufacturing. Economic
security has a price that can be viewed as an insurance premium but
which degrades competitiveness. This could crowd out other priorities
for China’s partners without succeeding in countering China'’s reliance
on exports. That, at least, seems to be China’s strategic gamble over
its economy. So far, “China would be wrong to renounce its overcapacity
strategy sinceitis working,”in the words of a former European diplomat. %
China would rather wait for the proof of the success of these coun-
tering strategies before changing its own policy.'*'

130 Interview with Volker Stanzel.

131 Recent announcements at the Central Work Economic Conference in December show that China
is not completely deaf to the issue of clean technologies overcapacities: “ R F TIESILE
b FEEAT SEEEREEPE [The Central Economic Work Conference was held in Beijing,
and Xi Jinping delivered an important speech], Government of the People’s Republic of China,
December 12, 2024, https./www.gov.cn/yaowen/liebiao/202412/content 6992258.htm.
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— Key Takeaways

* Export-driven growth and underestimated surpluses
- China’s manufacturing exports have again skyrocketed
since 2019, fueling massive trade surpluses. But this also
favors protectionist measures and decoupling policies
from major global partners. Official figures underesti-
mate the country’s capital account or dollar reserves,
and therefore the degree of integration and external re-
liance of the economy.

* Weak domestic demand and deflation — Low consumer
spending, high savings, and the real estate crisis keep
prices down. This, in turn, continues to benefit China’s
export competitiveness but feeds private reluctance to
invest.

* Public investment and overcapacity — Xi Jinping priori-
tizes “big projects”, overinvestment, and lending, disre-
garding the Chinese and global supply gluts that they
create. Much hope is now placed on the “new quality
productive forces” to support the economy and capture
leadership in new sectors.

* Global fragmentation and long-term risks — Decoupling
trends, already at play among several of China’s key
partners, were in fact initiated by China itself. At a great
cost for the global economy, they could derail China’s eco-
nomy, which is increasingly based on external growth.
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1.4. ENERGY: FROM LIABILITY
TO GLOBAL POWER PROVIDER

a. Grid Deficiency and Energy
Imports: The Legacy

One space where China has been - and continues to be - highly reliant
on imports is energy. Traditionally, China’s growth prospects have been
limited by bottlenecks. In spite of China’s abundance of coal, energy
has been one of these bottlenecks, in addition to food, foreign cur-
rency, and technology. Historically, China’s railway lines were clogged
with coal brought from the north to fulfill the needs of the booming
southern coast as the country was opening up. The exploitation of this
resource has never stopped - China’s coal usage grew from 3.7 billion
tons in 2015 (the year of the Paris Agreement to limit emissions) to
4.7 billion tons in 2023,'3? a figure even expected to reach 4.9 billion
in 2024.'33

Meanwhile, China became increasingly dependent on oil imports over
time, and electricity production was handicapped by the lack of a
unified national power grid — which is still an on-going challenge and
topic of policy discussions,* although the Energy Law that just came
into effect could lay the groundwork for such a systemic reform."** Shor-
tages and seasonal power cuts were therefore the norm. And, of course,
past episodes of disastrous air pollution were also a result of massive
coal use.

132 “China coal production,” CEIC, https://www.ceicdata.com/en/indicator/china/coal-production.

133 “World coal use to hit record high in 2024: IEA report,” December 18, 2024, Deutsche Welle,
https://www.dw.com/en/world-coal-use-to-hit-record-high-in-2024-amid-climate-concerns-iea-
report/a-71089984.

B2 EAARKBASEEZ RS KT LN ERNITIREZERIKEIRFIRE” [Decision of the Standing
Committee of the National People's Congress on implementing a gradual increase in the statuto-
ry retirement age], Government of the People’s Republic of China, September 13, 2024,
https://www.gov.cn/yaowen/liebiao/202409/content_6974294.htm.

135 “rhfe \RILFNE4EIREL” [Energy Law of the People's Republic of Chinal, Government of the
People’s Republic of China, November 8, 2024, https://www.gov.cn/yaowen/liebiao/202411
content 6985761.htm.
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b. A Leader in Renewables
and Coal

This situation has been reversed over the last two decades. This is the
result of massive investment in several directions: from cleaner ther-
mal plants to alternative energies, including nuclear power and impro-
vements in the connection of China’s grids. Flexibility is nowhere
as apparent as with energy policies, which are at the heart of
Xi's domestic priorities. Over the long term, Xi Jinping has given an
enormous push toward alternative energies. But he has also wavered
between discouraging coal production and increasing it again in order
to preserve the competitiveness of state and provincial industries.

Energyin Chinais a three-fold issue.The first aspect of this issue, which is
often underestimated, is the availability and cost of energy. The second,
toward which interest has peaked and is now receding, is China’s role in
deepening or alleviating the emissions and climate change crisis — “for
various reasons including awareness of climate change’s tangible effects
or potential industrial opportunities.”'*® The third, which has suddenly
shot to the fore, is China’s new global role as the number one supplier
of goods and infrastructure fit for the energy transition. China alone
accounts for more than 80 percent of global solar PV module manu-
facturing capacity, 95 percent for wafers, and two-thirds of new wind
power capacity.'’

The availability and cost issue was never absolute. Cheap coal remains
an available resource throughout the country. Coal production went
from 1.2 billion tons in the mid-1990s to 4.7 billion tons nowadays,
with additional coal imports from abroad.™®To put these numbers into
perspective, India, the next largest coal producer, only reached 1 billion

136 Interview with Michal Meidan.

137 “Advancing clean technology manufacturing,” International Energy Agency, May 2024,
https://www.iea.org/reports/advancing-clean-technology-manufacturing.

138 “China coal production,” CEIC, https://www.ceicdata.com/en/indicator/china/coal-production.
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tons in 2023."* Even the most pessimistic assessments of China’s
climate commitments failed to predict such a steep rise. Moreover,
the policy has always been biased toward cheap energy supply, inclu-
ding for petrol. In the past decade, retail gasoline prices have hovered
between RMB 5.5 and RMB 9 per liter (€0.70 to €1.15), prices sometimes
set below production prices.

However, electricity production and distribution remain challenges. As
seen previously, China’s coal mines are in the northwest, while a large
proportion of consumers are in the central, southern, and coastal areas.
There is a similar challenge with the transmission of electricity from
renewable sources. Even for natural gas (excluding liquified natural gas),
solar, and wind resources, the main production centers have been in
the distant west of China, resulting in long electricity lines. Today, most
of the grid has been interconnected, and the glut of thermal plants
ensures a more adequate supply. Grid issues have moved in the other
direction, since many power lines are not multidirectional and only
work one-way. The intermittency of solar and wind electricity therefore
poses a challenge, as some of the grid cannot cope with it.

The energy sector accounts for almost 90 percent of China’s green-
house gas emissions, making energy policies a key driver of the tran-
sition to carbon neutrality.* There is no question anymore that China’s
continuous use of coal, including through imports, is matched by the
world’s most dynamic energy transition. While raw coal consumption
continues to increase (+5.6 percent YoY in 2023; +1 percent YoY in
2024) and will not peak in the coming months, ™' the fastest-growing
sources of energy are from non-fossil sources, which now account for

139 At its peak in the early 1960s, France produced about 60 million tons per year.

140 “An energy sector roadmap to carbon neutrality in China,” International Energy Agency, Sep-
tember 2021, https.//www.iea.org/reports/an-energy-sector-roadmap-to-carbon-neutrality-in-chi-
na/executive-summary.

41 “Coal 2024 — Analysis and forecast to 2027,” International Energy Agency, December 2024,
https://www.iea.org/reports/coal-2024.

59


https://www.iea.org/reports/an-energy-sector-roadmap-to-carbon-neutrality-in-china/executive-summary
https://www.iea.org/reports/an-energy-sector-roadmap-to-carbon-neutrality-in-china/executive-summary
https://www.iea.org/reports/coal-2024

INSTITUT MONTAIGNE

about 17.9 percent of total primary energy consumption.'? According
to the China Energy Transformation Program, the total installed power
generation capacity of wind and solar power were to overtake that of
coal in 2024.'* For 2023 alone, renewable energy already accounted
for 52 percent of installed capacity and more than 77 percent of
annual power investment.'** However, installed capacity should not
be confused with effective rates of utilization. Still, if the share of
clean electricity in energy consumption is taken as a yardstick, it has
stagnated at around 10 percent in the United States since 2010, and
at around 23 percent (excluding nuclear) in the European Union since
2013, while it is on track to reach 40 or 50 percent in China by 2030,
allowing the country to sell itself as the first “electrostate.”™’

12 «Summary of China’s energy and power sector statistics in 2023,” China Energy Transforma-
tion Program, March 18, 2024, https://www.cet.energy/2024/03/18/summary-of-chinas-ener-
gy-and-power-sector-statistics-in-2023/.

143 In 2024, new solar capacity reached a record 277.2 GW, while that of new wind capacity culmi-
nated at 79.3 GW, here again a new high: "E|R 8 /5 & #2024 F & ER A T Git#0R" [NEA
releases national electricity industry statistics for 2024], National Energy Administration,
January 21, 2025, https://www.nea.gov.cn/20250121/097bfd7c1cd3498897639857d86d5dac/c.html.

4 These figures are bound to grow with the National Development and Reform Commission plan
announced in October 2024 to boost renewable energy consumption in 2025, a plan that not only
focuses on energy capacities but also on relocating energy-intensive industries to renewable-rich
regions: “(AF X NEERABERBRERITHNESER(LAER (2024] 15375)” [Guiding opi-
nions on vigorously implementing alternative actions for renewable energy (NDRC Energy [2024]
No. 1537)], National Development and Reform Commission, October 30, 2024, https:/www.ndrc.
gov.cn/xxgk/zcfb/tz/202410/t20241030 1394119.html.

145 “Share of electricity in total final energy consumption,” Enerdata, https://yearbook.enerdata.net/
electricity/share-electricity-final-consumption.html

146 “Energy statistics — An overview,” Eurostat, May 2024, https://ec.europa.eu/eurostat/statistics-ex-
plained/index.php?title=Energy statistics - an_overview#:~:text=0il%20and%20petroleum%20
products%20accounted,by%20electricity%20(23.0%20%25).

147 “China - Electricity,” International Energy Agency, https://www.iea.org/countries/china/electri-

city.
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Figure 6: Share of electricity in energy consumption in 2023
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At the same time, energy intensity, a proxy for energy efficiency, also
maintained a slow downward trend at 0.5 percent per year.' On account
of the expanding economy, so far, marked improvements in energy
efficiency have not resulted in a decreased energy consumption
or carbon emissions. For the first time, slower (or stagnating) econo-
mic growth in the industry and construction sectors may be changing
this equation. Meanwhile, regulations and subsidies are geared toward
reducing consumption based on fossil fuels in the power sector, the
transportation sector (except aviation), new housing, and key indus-
tries. China is also a leader in designing small modular reactors (SMRs)
— which remain at the demonstration stage so far. It is shifting to “grey”

148 Energy intensity is defined as the quantity of energy required per unit output or activity: the less
energy used to produce a product, the lower the intensity.
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or green hydrogen, planning gigantic offshore wind energy parks after
a massive continental effort, and expanding the use of solar energy in
a setting where its price fell massively because of the overproduction
of panels. Will this be enough to guarantee the country’s future energy
security?

China's energy security became an important issue with the rise of
the oil-based economy. From the opening of the economy to 2020,
oil imports rose continuously. Still, China was less dependent on out-
side energy sources than all other East Asian economies. Regarding
fossil fuels, however, China has achieved limited diversification from its
dependence on the Middle East. Thanks in part to the war in Ukraine,
Russia has displaced Saudi Arabia as China'’s top oil supplier, and more
than half of its gas exports now go to China.'

c. How China May Lead the Global Energy
Transition in the Coming Decade

The main factor for energy substitution in China may not be energy
security, although this is also invoked as a reason. Explanations are
rather to be found in a tenacious ambition to take the lead and turn
this sector into an important export niche as well as a means of cut-
ting emissions across China. Indeed, by 2035, China could be earning
more from clean technology exports than the combined oil export
revenues of Saudi Arabia and the United Arab Emirates today.'°
Conversely, since many of the new energy-related companies are pri-
vate and make their profits in foreign markets, “a closure of overseas
markets would be a serious issue for them."*’

149 petras Katinas, “June 2024 — Monthly analysis of Russian fossil fuel exports and sanctions,”

Center for Research on Energy and Clean Air, July 12, 2024, https://energyandcleanair.org/june-
2024-monthly-analysis-of-russian-fossil-fuel-exports-and-sanctions/.

150 “Energy technology perspectives 2024,” International Energy Agency, October 2024,
https://www.iea.org/reports/energy-technology-perspectives-2024.
51 Interview with Michal Meidan.
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If China manages to sustain its clean energy trends, the country’s car-
bon emissions could be cut by 30 percent by 2035.2 A word of cau-
tion is in order here: this reduced carbon emissions level would still be
almost twice that of the United States in 2023, and nearly four times
that of the European Union.'*® Based on the country's current pledges,
China’s carbon emissions are still rising, but a peak before 2030 is
definitely in sight. China has an incentive for this in order to make the
2060 objective easier to achieve.™ The International Energy Agency
even estimates that energy demand for low-carbon sources will over-
take that for fossil fuels in 2039, thanks to a recent growth in solar capa-
city and with hydroelectricity also playing a key role.'>> ¢

On the latter source of energy, China just announced the construction of
the world’s largest ever hydroelectric dam (and the largest infrastructure
project in history) on the upper reach of the river best known interna-
tionally as the Brahmaputra. At a projected €134 billion over the next
decade, it is expected to fulfill the electricity needs of 300 million people.
Advertised as an energy project rather than a water-use project, this
development will have obvious implications for Sino-Indian relations.™’

52 Lauri Myllyvirta, Belinda Schaepe and Qiu Chengcheng, “China’s clean energy trends could cut
emissions by 30% in 2035 if sustained,” Center for Research on Energy and Clean Air, October 3,
2024, https://energyandcleanair.org/publication/chinas-clean-energy-trends-could-cut-emissions-
by-30-in-2035-if-sustained;.

153 “CO2 emissions in 2023 — The changing landscape of global emissions,” International Energy
Agency, March 2024, https:/www.iea.org/reports/co2-emissions-in-2023/the-changing-landscape-
of-global-emissions.

151 The targeted amount for carbon emissions is established at 200 million tons of oil and gas
equivalent: “PEARLMEERZFIMSLERET NN IEMKIF2035F LR BIRMNE" [The
14* Five-Year Plan for national economic and social development and the long-range objectives
through the year 2035 of the People's Republic of China], Government of the People’s Republic
of China, March 13, 2021, https://www.gov.cn/xinwen/2021-03/13/content 5592681.htm.

155 “OIES China Energy Monthly: No.4,” The Oxford Institute for Energy Studies, August 15, 2024,
https://www.oxfordenergy.org/wpcms/wp-content/uploads/2024/08/OIES-China-Energy-Month-
ly-Issue-4.pdf.

156 Solar-power generation in China alone will exceed today’s total electricity demand in America
by 2035.

157 Elizabeth Roche, “Chinese dam on transboundary river raises concern in Delhi,” The Diplomat,
January 6, 2025, https://thediplomat.com/2025/01/chinese-dam-on-transboundary-river-raises-
concern-in-delhi/.
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Oil imports increased massively until 2020 and in fact pushed up glo-
bal prices. The trend for the next decade will clearly depend on the
pricing factor, as well as on China’s successes in the downstream
energy transition. As of 2024, the surge in electric vehicles and the
slowdown in household consumption have toned down China’s need
for oil.”8 Past and present investment in solar panels and wind energy
results not only in much lower prices for these energy sources but alsoin
Chinese low-cost exports. Other energy components such as a nation-
wide smart grid, electricity storage facilities, and nuclear power have
yet to be fully developed,'® but they could very well tilt the balance
further in the direction of non-fossil energy. Even before looking ten
years ahead, China already leads the world in every one of these tech-
nologies and in their adoption.

The status of renewable energy manufacturing is less advanced in
Europe and the United States,'®® with higher overall costs for energy
in Europe and for substitutes for oil and gas in the United States.
As a result, opposition to greening policies is rising in these established
democracies. This may not always stifle future innovations, but it will
hinder their adoption across the board. In the next decade, it is there-
fore a safe bet to predict that China, after having been the villain on

158 The prominence of electric vehicles is bound to continue as 9 out of 10 cars sold in China are ex-
pected to be NEVs by 2035: « <« [Ez A it =l E 52035 % RIAEZRFARKIREY © BI2035F £3KahF
Lt SEHBIFIR4TWh, fksE R it 481515 811.6TWh” ['China power battery industry development
framework research report for 2035": By 2035, the global installed capacity of power batteries
will reach nearly 4TWh, and the scale of energy storage batteries will reach 1.6TWHh], Bjx.com.
cn, June 4, 2024, https://m.bjx.com.cn/mnews/20240604/1380893.shtml.

159 Regarding nuclear power generation, it is planned to account for 10 percent of electricity
generation by 2035: “ERZRMEZE EREERR XTHNE «<+HRARREERERAL> BB
#0” [National Development and Reform Commission and National Energy Administration
— Notice on Issuing the “14™ Five-Year Plan” Modern Energy System Plan], National Develop-
ment Reform Commission, January 29, 2022, https:/www.ndrc.gov.cn/xxgk/zcfb/ghwb/202203,
t20220322 1320016.html.

160 The penetration rate of renewable energies is higher in most European countries than China
though: “Share of energy consumption from renewable sources in Europe,” European Environ-
ment Agency, January 16, 2025, https://www.eea.europa.eu/en/analysis/indicators/share-of-en-
ergy-consumption-from#:~:text=Estimated%20at%2024.1%25%20in%202023.up%20the%20
clean%20energy%20transition.
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climate and emissions control, will become the global champion of
the energy transition. Restrictive policies in countries trying to protect
their domestic non-fossil energy industries will come with higher costs
to consumers, and China will win the day in those third countries that
want to shift away from fossil fuels. China could thus lead the energy
transition in these emerging or developing countries, even if challenges
in terms of deployment will persist (pricing, grid system, etc.).'®"

— Key Takeaways

* Reliance on coal and grid deficiencies — Despite huge re-
newable investments, coal use is still increasing, with
power grid bottlenecks hindering the distribution of re-
newables.

* A two-faced energy and emissions policy as both top pollu-
ter and clean energy champion-Both coal and renewables
are favored, revealing a policy tension between cheap
supply and green transition. Thanks to massive tech-
nological efforts and pressure on the demand side, re-
newables are poised to overtake coal, potentially driving
down carbon emissions even before the 2030 objective.

* Energy security through diversification — Oil imports re-
main substantial at 80 percent of consumption but are
more diversified, notably in favor of Russia. Meanwhile,
expanded renewables, the diffusion of EVs, and new hy-
droelectric, nuclear, and hydrogen capacities will lessen
fossil-fuel imports, improving China’s long-term energy
independence.

161 Interview with Michal Meidan.
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* Globalleadership in clean tech exports - China dominates
EVs, batteries, solar, and wind manufacturing, exporting
low-cost solutions that undercut Western producers.
Clean-tech exports could further rival Middle East or
American oil revenues, making China a pivotal force in
the worldwide energy transition.

1.5. INNOVATION: CHINA’S PULSE
AND ITS INTERNATIONAL CONSTRAINTS

a. The Decisive Technology and Knowledge
Transfers of the 20™ Century

Xi Jinping has been deepening policies that pre-existed his rule. A
look at history indeed reveals an affinity with the Self-Strengthening
Movement of the Qing empire, summed up by the famous maxim:
“Chinese learning as the essence, Western learning for practical use” (F
ZF AR, T4 ). Republican China sought help from Germany to
modernize its arms industry and sent students on scholarships to the
United States. The best-known case is that of the rocket scientist Qian
Xuesen who, after leaving the United States in 1955, led China’s ballistic
development, and whose influence stretches to this day.'s?

After the founding of the PRC, the 1950 Sino-Soviet Treaty was the
basis for what has been called the largest technology transfer in
history. Much of this focused on industry and infrastructure, but it
also involved education and the training of scientists, including in the
nuclear field. The Sino-Soviet rift inaugurated a period of closure, but
Mao Zedong nonetheless launched several “big projects” during the

162 Qian Xuesen mentored the two aerospace scientists who became Politburo members in 2023.
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Great Leap Forward. They are recalled nowadays to justify the present
large-scale policies. At the end of the Cultural Revolution, Zhou Enlai,
followed by Deng Xiaoping, hailed the “four modernizations” (B4,
{k) that put the accent on big science again.'®® Since the early 1960s,
the PLA has never ceased from engaging in research and development
on new weapons, serving as a harbour for scientists in times of poli-
tical turmoil or during more recent anti-corruption campaigns.

A chief aim of China’s normalization with the United States was to
acquire key technologies. From Richard Nixon to Jimmy Carter’s pre-
sidency, which was the heyday of the US convergence with China
against the Soviet Union, supercomputers (supposedly for climate pre-
dictions), nuclear knowledge, radar installations, and many other dual-
use technologies were shared. Large contingents of Chinese students
underwent education and training abroad, mainly in the United States.

It is therefore a mistake to look for the origins of the present self-stren-
gthening and self-sufficiency policies in science and technology in
Xi Jinping alone. But just as undeniably, he has given top priority to
these policies, which earlier coexisted with separate economic policies
and narratives such as “the world is strangling China.”'** China's post-
1978 economic rise was not based primarily on science and technology
policies,® but on “reform and opening up” (BL & FF #%). China became the
world’s first FDI destination and allowed a private economy to expand
from agriculture to small businesses, services, and increasingly large
private companies. The emphasis on policies focused on innovation
and the massive funds for science, technology, and new industrial
sectors came after 2003, under Hu Jintao’s leadership, in the context
of what was already slower economic growth. ¢

163 Besides science and technology, the fields of agriculture, industry, and defense were to be moder-
nized.

164 Interview with Tai Ming Cheung.

165 Barry Naughton, “The rise of China’s industrial policy, 1978 to 2020,” Lynne Rienner Publishers
Website, 2021, https://www.rienner.com/uploads/6061eb686a892.pdf.

67


https://www.rienner.com/uploads/6061eb686a892.pdf

INSTITUT MONTAIGNE

b. Xi Jinping: Technology Acquisition
on Overdrive

Xi’s mark on industrial policy has been to increase funding mas-
sively in order to give top priority to these historical developments
and to mesh technological development with national security aims.'®’
This trajectory is further drawn with the 2035 objective of becoming an
“S&T powerhouse” (F}#%38 E) in mind.'® Meanwhile, the turn toward
an ever-expanding national security perimeter has caused Chinese
science and technology to turn inwards in search of self-reliance in fear
of foreign spying or sabotage and ultimately with the stated goal of
making others more dependent on China than it is on them. Institutio-
nally, the Party has been put in control here, too, with the creation
in March 2023 of a Central Science and Technology Commission under
the CCP auspices.

Innovation policies combine top-down processes, closure, and ideolo-
gical compliance with the ambition to siphon off and emulate global
frontline research. Indeed, Chinese IT companies have had close links
with Silicon Valley, and American venture capital has been the most
important source of investment for Chinese start-ups,'®® but this fun-
ding path has dried up.'”®

1% Ling Chen and Barry Naughton, “An institutionalized policy-making mechanism: China’s return
to techno-industrial policy,” Research Policy 45, No. 10, December 2016, pp. 2138-52,
https://www.sciencedirect.com/science/article/abs/pii/S0048733316301482.

167 Tai Ming Cheung, “Inside China’s Techno-Security State,” Escholarship.org, September 8, 2022,
https://escholarship.org/uc/item/5f61c958.

168ttt \REMEERZF ML S L RETNANEEMXIF2035FT 7 BIRNE” [The 14" Five-Year
Plan for national economic and social development and the long-range objectives through the
year 2035 of the People's Republic of China], Government of the People’s Republic of China,
March 13, 2021, https://www.gov.cn/xinwen/2021-03/13/content_5592681.htm.

169 Erin Griffith, “Silicon Valley venture capitalists are breaking up with China,” The New York Times,
February 21, 2024, https://www.nytimes.com/2024/02/21/technology/silicon-valley-vc-china.html

170 Chinese regulators’ hope that SOEs can ramp up venture capital funding will most likely prove
insufficient, even if they have successfully incubated some unicorns in the aviation, green
hydrogen or batteries sector: “FERI]: SRR & L% 7 B3R FEE” [Two departments:
support central enterprises in initiating the establishment of venture capital funds], Govern-
ment of the People’s Republic of China, December 2, 2024, https://www.gov.cn/zhengce/202412,
content 6990606.htm.
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Meanwhile, foreign companies in China have provided important tech-
nological transfers, either willingly or unwillingly. Purchases such as
that of Sweden'’s Volvo by Geely (2010) or of the German industrial robot
manufacturer Kuka by Midea (2016) are the best-known examples of a
concerted Chinese drive to gain foreign technology by acquiring
key foreign industrial firms. The door has been wide open for Tesla
and its giga presses in Shanghai since 2018. Safran, the leading French
jet engine manufacturer associated with General Electric, has suffered
security breaches at its Chinese production site.”!

China has further made a strong push on chokehold technologies,
with the Dutch ASML being a case in point. Its extreme ultraviolet (EUV)
lithography process remains the missing ingredient for China’s produc-
tion of the most advanced chips. The firm has thus seen the rest of its
technologies appropriated in China as it sells a record amount of foun-
dry equipment. America, giving up most semi-conductor production,
remains ahead in design, and even more in cutting-edge Artificial Intel-
ligence (Al) Large Learning Models (LLMs)."7>The balance could tilt even
further in China's favor for apps or application programming interfaces
(APIs),"”® where the market scale from a huge customer base is an asset.

Returnees to China, encouraged by policies of which the best-known
example is the Thousand Talents campaign and with pay packages that
are attractive by US standards (and far exceed what European govern-
ments or companies pay), are also a contributing factor. Thus far, the
United States and China have avoided outright decoupling, but the
securitization of trade and investment is creating new barriers.'”*

171 “China, France, how Chinese hackers infiltrated Western aerospace companies,” Intelligence On-
line, November 14, 2018, https.://www.intelligenceonline.com/government-intelligence/2018/11/14,
how-chinese-hackers-infiltrated-western-aerospace-companies.

172 In 2023, America produced sixty-one notable machine-learning models, Europe twenty-five and
China fifteen: “Data on large-scale AI models,” Epoch Al June 19, 2024, https://epoch.ai/data/
large-scale-ai-models.

173 An API is a set of programming tools that enables a program to communicate with another pro-
gram or an operating system, and that helps software developers create their own applications.
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China’s rigidities have downsides — they may stifle creativity and inter-
national exchanges and are now downgrading the contributions of
market sector companies and start-ups compared with SOEs. Foreign
financing of start-ups, local government resources, and private Chinese
equity and lending capacity are down. Moreover, start-ups are very
much concentrated in specific sectors (Al, fintech, and semiconductors)
as well as geographically (Beijing, Shanghai, Shenzhen).'”®

Politically, five of the twenty-four members of the Politburo have strong
scientific backgrounds. Three of these five leaders, who tend to be
among the youngest members, were partly educated in the West or
benefited from a later stay in a Western scientific environment. But their
direct involvement in research ended long ago. Successful managerial
experience within the Party-state is now a more decisive factor in
their careers, as is their personal affiliation with Xi Jinping. In the words
of an observer who looks at the rise of scientists inside China'’s lea-
dership, “Homegrown innovation cannot be achieved only by appointing
scientists to the Politburo or by creating a new central science commission
directly controlled by the Party.””

Still, the old paradigm that scientific breakthroughs and innovations
require freedom of thought and international exchange is put in
doubt by China’s successes: "In China, products are kept out but ideas - at
least technical or product ideas — are let in. China is growing less dependent
on its returnees for technical know-how, while a very large portion of top-
tier technical talent in the United States still comes from China."""”

174 Scott Kennedy, “U.S.-China scholarly recoupling advancing mutual understanding in an era of
intense rivalry,” Center for Strategic and International Studies, March 2024, https://csis-we-
bsite-prod.s3.amazonaws.com/s3fs-public/2024-03/240327 Kennedy Scholarly Recoupling.
pdf?Versionld=iLGIfBcZY2Lphp86GMbShOzwmm]dWS3V.

75 Coco Feng, “China now home to 369 unicorns, with an average value of US$3.8 Billion,” South
China Morning Post, April 30, 2024, https.//www.scmp.com/tech/tech-trends/article/3260831
china-now-home-369-unicorns-average-value-us38-billion-led-ai-and-semiconductor-firms-re-
port-says.

176 Yu Jie, “China’s new scientists,” Chatham House, July 24, 2023, https:/www.chathamhouse.org
sites/default/files/2023-07/2023-07-24-china-new-scientists-yu.pdf.

77 Interview with Matt Sheehan.
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There is no shortage of scientific success stories in China. Indeed, the
latest accepted international estimate points to a massive leap
forward for China’s innovative industries. According to one alarmist
study, China led in just three of sixty-four technologies in 2003-07 but
emerged as the lead country for fifty-seven of them during the 2019-
2023 period. There is even a risk of Chinese monopoly in twenty-four
of them. These technologies cover the full spectrum from advanced
information and communication technologies, advanced materials
and manufacturing, biotechnology, gene technologies, and vaccines
to defense, space, robotics, transportation, sensing, timing, and navi-
gation and even to the trendy Al and quantum fields.'”® Furthermore,
China has a specific policy of supporting “hidden champions” and “little
giants” (/"B A) in industry, explicitly emulating Germany’s famous
Mittelstande of small and medium-sized firms.'”® Simplistically put, “Xi
decides and provinces follow up on the industries to promote, along with a
hefty dose of subsidies.”'® This process of selecting winners is similar
to Japan's METI approach but can at times be more nuanced.

178 As mentioned in the study, there is however one caveat to these results: “While publication-rate
parity can be an indication that two countries are publishing at the same rate, it is not an indi-
cation that the countries are on par in terms of their scientific knowledge base. At times, China
is ahead in high-impact research because it’s actually behind in the development and commer-
cialization of that technology and is making major investments in S&T to try to catch up to the
advances made by other countries over previous decades”: Jennifer Wong Leung, Stephan Robin
and Danielle Cave, “ASPI’s two-decade Critical Technology Tracker,” Australian Strategic Policy
Institute, August 28, 2024, https:/www.aspi.org.au/report/aspis-two-decade-critical-technolo-
gy-tracker.

179 Alexander Brown, Frangois Chimits and Gregor Sebastian, “China’s ‘Little Giants’ turn up the
heat on Europe’s hidden champions,” MERICS, January 11, 2024, https://merics.org/en/comment/
chinas-little-giants-turn-heat-europes-hidden-champions.

180 Interview with Liu Wan-Hsin.
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Figure 7: Share of basic R&D in overall R&D spending
in China since 2012
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Source: Chinese Academy of Science, National Bureau of Statistics,
Center for Security and Emerging Technologies.

Digging into the specifics of these sectors, China’s progress has notably
occurred in quantum sensors, high-performance computing, gravitatio-
nal sensors, space launch, and advanced integrated circuit design and
fabrication, including semiconductor manufacturing. One key actor
stands out in this success: the Chinese Academy of Science. Mode-
led on the Soviet Academy of Sciences, its importance for China’s tech-
nological ambitions cannot be overstated. Its basic R&D expenditures
(€8 billion) accounted for 28 percent of all basic R&D spending in China
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in 2023, a share that has oscillated between 20 percent (2021) and
35 percent (2014) over the last decade.'®' Another indicator of China’s
priorities can be found in Premier Li Qiang’s domestic visits and trips.
Indeed, since taking his position in March 2023, more than two-thirds of
his inspections have been dedicated to tech companies (semiconduc-
tors, autonomous driving, renewable energy, Al, etc.).

It should also be said that if China's regulations are often reached
through a process of consultation with industry, this is less effective
today, as large private companies and their CEOs have been cowed
into submission. Still, in many areas, regulatory requirements are
less omnipresent than in the European Union and its Member States’
regulatory maze or precautionary principles. Today, the latter are desi-
gnated as one of the main causes, along with underinvestment, of the
lag in European innovation. The Chinese government has no qualms
in pushing industrial policies that would be faced with hesitation and
reservations in Europe. However, the country’s rigid political climate,
threats to private entrepreneurs, and reduction in international educa-
tion exchanges create the possibility that epoch-making inventions,
as opposed to the development of applied research, are less likely
to appear.

¢. Techno-Futurism: Xi Jinping's
“New Quality Productive Forces”

Is Xi Jinping’s all-out bet on “new quality productive forces” sustainable,
and is it likely to keep delivering by 2035, closing on the 16 Five-Year
Plan? At any rate, Xi Jinping seems determined to shield future tech-
nologies, innovation, and, to some extent, revamp state firms from the

181 Cole McFaul, Hanna Dohmen, Sam Bresnick and Emily S. Weinstein, “Fueling China’s innovation:
The Chinese Academy of Sciences and its role in the PRC’s S&T Ecosystem,” Center for Security
and Emerging Technology, October 25, 2024, https://cset.georgetown.edu/publication/fueling-chi-
nas-innovation-the-chinese-academy-of-sciences-and-its-role-in-the-prcs-st-ecosystem/.
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consequences of the current domestic economic downturn. As long as
he is in charge, the line that further places global dominance and
national security over standard economic growth is likely to pre-
vail: “Xi Jinping is not prepared to sacrifice political purity for economic
development.”'82

China’s development of industrial robots and automation is at the
forefront of maintaining this dynamic. There is still a need for the quan-
titative estimates to be nuanced by more qualitative assessments, since
statistics differ between absolute and relative numbers. China’s stock
of operational robots exceeded that of all other economies in 2015,'%
but a recent study puts China’s ratio of robots to industrial workers
a notch below that of the world leader, South Korea, and below Sin-
gapore but in front of Japan or Germany.'® Yet China remains ahead
of the United States,'® and, for the first time, robot exports overtook
imports in August 2024.'% Already, China’s low-cost manufacturing of
electric vehicles is ascribed as much to robotization as to subsidies or
low wages.'® Still, in many of the new sectors, pricing is as much an
advantage as it was for labor-intensive industries.

182 Interview with Malcom Turnbull.

183 Hong Cheng, Ruixue Jia, Dandan Li and Hongbin Li, “The rise of robots in China”, Journal of Eco-
nomic Perspectives, Vol. 33, No. 2, 2019, pp. 71-88, https://fsi-live.s3.us-west-1.amazonaws.com/
s3fs-public/the rise of robots _in china.pdf, “World Robotics 2023 Report: Asia ahead of Europe
and the Americas,” IFR International Federation of Robotics, September 26, 2023, https://ifr.org/
ifr-press-releases/news/world-robotics-2023-report-asia-ahead-of-europe-and-the-americas.

181 “Global Robot Density in Factories Doubled in Seven Years,” International Federation of Robotics,
November 20, 2024, https://ifr.org/ifr-press-releases/news/global-robot-density-in-factories-dou-
bled-in-seven-years.

185 Robert D. Atkinson, “How innovative is China in the robotics industry?,” Information Technology
& Innovation Foundation, March 11, 2024, https.//itif.org/publications/2024/03/11/how-innova-
tive-is-china-in-the-robotics-industry/.

186 “Record 1.7 million robots working in China’s factories,” International Federation of Robotics,
September 24, 2024, https.//ifr.org/downloads/press2018/2024-SEP-24 IFR press release Wor-

ld Robotics 2024 - China.pdf.

187 The electric vehicle sector has become the best-known case: Xiaomi’s launch in China of a car
that roughly matches a top-level Porsche electric vehicle at a quarter of the price, or Xpeng’s new
midsize electric vehicle retailed in China at €13,000 graphically illustrate a gap that is not only
due to subsidies or even scale.
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The astute support for new industrial sectors that hope to become
export niches is paying off, especially in every area of energy transi-
tion. “By default, China can dominate a technology due to its size and even
if it is not the optimal technology”'®® — on LFP and solid-state batteries,
polysilicon solar panels, or hydrogen electrolyzers, for instance.'® This
also requires the development or acquisition of critical mineral mate-
rials relevant to the energy transition, along with their transformation
and processing. One could add that dominating a technology will
also allow China to position itself at the forefront of future tech-
nical standards - and China already has a ten-year public policy plan
coordinated by the Standards Administration of China (SAC) for this.'*

In a long first phase, China had captured a global lead in low-cost indus-
trial goods. It has not renounced all these sectors and intends to remain
a full-set industrial producer. This is why keeping part of the labor
force at low wage levels while pushing robotization is so impor-
tant. But there is now a “second China shock.”'®’ Some sectors, such
as shipbuilding, span both “shock” eras, and the list of “future indus-
tries” presented by government ministries in January is very informa-
tive in that regard.'? In addition to the best-known cases of solar and
wind energy, semiconductors (and the many products that use them),

188 Interview with Michal Meidan.

189 An LFP battery is a type of lithium-iron-phosphate battery, known for its low cost, high safety,
low toxicity and long cycle life that explain their strong use in vehicle manufacturing. And
lithium-powered submarines are even considered to be the next frontier.

190 «chitth i E&RENE «KERIFELEZRNEY ” [The Central Committee of the Communist Party
of China and the State Council issued the “National Standardization Development Plan], Govern-
ment of the People’s Republic of China, October 10, 2021, https://www.gov.cn/zhengce/2021-10/10,
content 5641727.htm.

91 Aaron L. Friedberg, “Stopping the next China shock,” Foreign Affairs, August 20, 2024,
https://www foreignaffairs.com/china/stopping-next-china-shock-friedberg; Paul Krugman,
“Opinion | Here’s how Trump could lose the coming trade war,” The New York Times,
November 15, 2024, https://www.nytimes.com/2024/11/14/opinion/trump-china-tariffs.html.

o2 « Tl FnfE SILER S L ERIT K FiEah R k=l €15 £ RAYSEHEE O~ [Implementation of the Opinions
of seven departments including the Ministry of Industry and Information Technology on
promoting the innovative development of future industries], Ministry of Culture and Tourism of
the People’s Republic of China, January 31, 2024, https://zwgk.mct.gov.cn/zfxxgkmU/kjjy/202401
t20240131 951102.html.
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household goods and ultra-high voltage power lines, electric vehicles
and batteries, one also finds nuclear energy, biomedicine, logistics, pho-
tonic computing, and digital twins. Few realize that many of China'’s
ports are fully automated with 5G technology, becoming the world'’s
most efficient for container transshipment.

Comparing China’s success with the United States in terms of research,
the former will accelerate its dominance in areas such as high-speci-
fication machining processes (trailed by India), electric batteries, and
advanced radio-frequency communication.' At the 2030 horizon,
the United States will most likely maintain a lead in advanced inte-
grated circuit design and fabrication, natural language processing,
quantum computing, and genetic engineering. But on cloud compu-
ting hubs, for instance, China already dominates in five of twelve Asian
countries and is neck and neck with the United States on two.'**

Meanwhile, the very nature of cloud computing may create heightened
threats of “leakages” to China.'®® Future scenarios factoring the science,
technology, and innovation variable must therefore include the fol-
lowing possibility: does China’s absolute success in many areas of
R&D nonetheless have limits? Vertical integration, which allows for
more control, is a weakness of Chinese R&D. Yet “scientific consortiums
have recently emerged as a horizontal response to past failures.”"® Ano-
ther aspect of this question is related to foundational technologies and
scientific breakthroughs. This applies particularly to Generative Artificial
Intelligence (GAI).

19 Jennifer Wong Leung, Stephan Robin and Danielle Cave, “ASPI’s two-decade Critical Technology
Tracker,” Australian Strategic Policy Institute, August 28, 2024, https://www.aspi.org.au/report/
aspis-two-decade-critical-technology-tracker.

9 James Lewis, “Cloud computing in Southeast Asia and digital Competition with China,” Center
for Strategic and International Studies, August 2023, https://csis-website-prod.s3.amazonaws.
com/s3fs-public/2023-08/230807 Lewis Cloud SEAsia.pdf?Versionld=d609MUjrkssGTGVKC-
mqcpJL7T8ISReil.

195 «U.S.-China competition in emerging technologies,” U.S.-China Economic and Security Review
Commission, November 2024, https.//www.uscc.gov/sites/default/files/2024-11/Chapter 3--U.S.-
China Competition_in Emerging Technologies.pdf.

196 Interview with Tai Ming Cheung.
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In what could be a leap of faith, China’s Ministry of Industry and Informa-
tion Technology predicts that GAI will produce RMB 30 trillion (€3.9 tril-
lion) in economic value (or 1/3 of global value) over the next twelve
years.'” China has the electricity resources to fuel these gigantic ope-
rational needs, but GAl also requires huge quantities of data, implying
a huge computer capacity and, most crucially, open interaction with
individual users to become effective. Moreover, regarding the quest
for a credible Al financing model, "Between millions of individual people
paying little to use chatbots or some apps making high revenue through
business applications, the Chinese government favors the latter option.""®

For political reasons, the government wants to retain control over algo-
rithms and answers for queries in large Al models - as it has done in the
social media sector. Promoting open source models, as China does, in
fact helps the government control these algorithms and, therefore, the
answers users are given. But a distinction is to be made between Al
policies and Al regulations. The central government is now inclined,
for instance, to encourage more horizontal cooperation and competi-
tion since various companies fight to reach the frontier. It will still not
let individual companies, whether private or public, control the process
without complete transparency to the Party-state. Also, can shaping a
GAl industry be achieved with chips that are less cutting-edge but in
greater quantity? This question does not extend to APIs with defined
uses, for which China’s skills in applied technology are likely to prove
once again dominant because they require less basic research.

Another issue is how much China will remain dependent on
chokehold technologies while creating its own counter-dependen-
cies among partners. Indonesia’s response to iron ore mining was a
good example of how to exploit a Chinese strategic dependency. Ano-
ther concrete example is China’s dependence on software patented

197 “China's Generative AI market to exceed $1.4 trillion in 2023: Report,” Global Times,
December 14, 2023, https://www.globaltimes.cn/page/202312/1303654.shtml.
198 Interview with Matt Sheehan.
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abroad, typically in the United States, Europe or Japan. It is, of course, a
key obsession of Xi Jinping in a geopolitical context of acute rivalry and
also the chief motivation for the United States (and, to some extent, the
European Union) to control investments and exports to China. Full US
controls on critical chips technology started having an impact in Octo-
ber 2023. Before that date, loopholes allowed companies such as Nvidia
or ASML to sell large quantities of equipment to China. "The country
is facing a bottleneck in chip supply now and for the medium term, but
they may well be able to break that bottleneck, potentially around 2030."°
The Biden administration, in its final weeks, had ramped up export res-
trictions to China at an unprecedented level.?%

Answers to these technological issues lie as much within China’s deci-
sions as within the policies and development directions in the United
States (and, to some extent, from key partners). Will Al develop in
the direction of GAIl and large-scale models that fall under the
scaling law or rather toward more diversified APIs? Will Japan and
the European Union accept the need for joint policies and restrictions?
Conversely, is a storm in transatlantic relations, for example due to trade
conflicts, likely to derail this cooperation?

There are even larger questions regarding these S&T challenges. Can
China’s partners successfully “de-risk” their relations with China
by reducing their own material, trade, and technology dependen-
cies??%' Just as with the trade challenge from China’s export onslaught,

199 Interview with Matt Sheehan.

200 “Commerce strengthens export controls to restrict China’s capability to produce advanced
semiconductors for military applications,” Bureau of Industry and Security, December 2, 2024,
https://www.bis.gov/press-release/commerce-strengthens-export-controls-restrict-chinas-capabi-
lity-produce-advanced.

201 Frangois Chimits, “Growing asymmetry: Mapping the import dependencies in EU and US trade
with China,” MERICS, October 1, 2024, https.//merics.org/en/report/growing-asymmetry-map-
ping-import-dependencies-eu-and-us-trade-china.
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the answer cannot merely be regulatory and restrictive.?? It requires
successful innovation and industrial policies on their part, as the recent
Draghi report shows conclusively for Europe.?® Yet that outcome is far
from given, looking at European divisions and the lack of an effective
private-public cooperation mechanism. On the contrary, Japan has
established such a mechanism in some key sectors, as has the United
States in a more contested fashion. The successes or failures of China’s
competitors, in addition to the security implications of their interac-
tions with China, therefore shape any Chinese scenario.

— Key Takeaways

* Knowledge and tech transfers pre-existed self-reliance
and now continue — China’s tradition of importing tech-
nology (from the Soviet Union historically, from the West
later) allowed it to achieve quick gains in defense and
industry. Further innovation may be strained if China is
cut off from foreign partners. Extensive national security
imperatives prevail above all others.
Massive innovation push - Ever-higher funding for
science and technology, channeled through state-led pro-
jects, and also by encouraging R&D competition among
smaller and local firms, are Xi’s landmark policies. If eco-
nomic headwinds persist, sustaining the big-tech agenda
will constrain these capacities, but the national security
lens is here to stay.

202 Frangois Godement, “Making European economic security a reality,” Institut Montaigne, March
2024, https://www.institutmontaigne.org/en/publications/making-european-economic-secu-
rity-reality.

205 Mario Draghi, “EU competitiveness: Looking ahead,” European Commission, September 9, 2024,
https://commission.europa.eu/topics/strengthening-european-competitiveness/eu-competitive-

ness-looking-ahead en.
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* Chokehold technologies and Generative Artificial Intelli-
gence — Gaps in chip design and production persist, while
the importance of China’s surging Al, semiconductors,
and robotics sectors is undeniable. If China cracks top-
tier chip barriers, Al leadership could be more contested.
External dependencies will otherwise continue under in-
tensifying export restrictions.

Geopolitical constraints and global competition — “De-
risking” measures in the US, EU, and Japan inevitably
challenge China’s tech rise. Full-scale blockages or closed
technology alliances may shape global R&D, testing Chi-
na’s capacity to innovate under strategic isolation. Thus
far, these measures and cooperation frameworks remain
at a nascent stage.

1.6. MILITARY: A RISE IN CAPABILITIES
AND THE ISSUE OF CHINA’S INTENTIONS

Military and defense developments within China run along an almost
straight line. Major increases in defense expenditures began under
Deng Xiaoping after China’s largely failed aggression against Vietnam
in 1979.They were extended soon after to a very long-term moderniza-
tion plan for China’s navy run by Admiral Liu Huaging. With notably few
exceptions, China’s military rise has surpassed its spectacular economic
growth over these decades.

China'’s military expenditures have risen consecutively for twenty-nine
years, and the last decade was no exception. Chinese defense spen-
ding increased by 60 percent between 2014-23, compared to a world
average of 27 percent. Such an increase is only matched by countries
at war such as Ukraine (1,272 percent!) or Russia (57 percent) or close
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neighbors to this European conflict (Poland, Romania, the Scandinavian
countries) — but such comparisons neglect the sheer volume of spen-
ding due to the size of China's GDP.2%*

a. A Fast-Track Path toward China'’s
Military Modernization

Within the larger target of modernizing China’s armed forces by 2035,2%
current figures confirm this exponential trend. In 2023, China’s official
figures put its defense budget at $224 billion (€207 billion), a level gene-
rally believed to be an underestimate.?° The American Department of
Defense places it between $330 and $450 billion (€314-428 billion),2%
the Stockholm International Peace Research Institute (SIPRI) at $296 bil-
lion (€275 billion),?°® and the International Institute for Strategic Studies
(11SS) at $220 billion (€202 billion).?** The US military intelligence agency
even has a $711 billion (€654 billion) estimate that factors in the pur-
chasing power factor.?' Indeed, weapons procurement and military pay

204 Nan Tian, Diego Lopes da Silva, Xiao Liang and Lorenzo Scarazzato “Trends in world military
expenditure, 2023,” Stockholm International Peace Research Institute, April 2024, https://www.
sipri.org/sites/default/files/2024-04/2404 fs milex 2023.pdf.

05 SLEFEORMEBER MRS FRHHRPEREHSEVEABF—EFEL=RE+RE
EffF AL LRIIRE” [Xi Jinping: Winning the decisive battle to build a moderately prosperous
society in all respects and achieving a great victory of socialism with Chinese characteristics for
anew era - report at the 19" National Congress of the Communist Party of China], Government
of the People’s Republic of China, October 27, 2017, https://www.gov.cn/zhuanti/2017-10/27,
content 5234876.htm.

206 “Report on the execution of the central and local budgets for 2022 and on the draft central
and local budgets for 2023 — First session of the 14™ National People’s Congress of the People’s
Republic of China — Ministry of Finance,” NPC Observer, March 5, 2023, https.//npcobserver.com/
wp-content/uploads/2023/03/2023-MOF-Report.pdf.

207 “Military and security developments involving the People’s Republic of China — Annual
report to Congress,” U.S. Department of Defense, December 2024, https://media.defense.
gov/2024/Dec/18/2003615520/-1/-1/0/MILITARY-AND-SECURITY-DEVELOPMENTS-INVOL-
VING-THE-PEOPLES-REPUBLIC-OF-CHINA-2024.PDF.

208 Nan Tian, Diego Lopes da Silva, Xiao Liang and Lorenzo Scarazzato “Trends in world military
expenditure, 2023,” Stockholm International Peace Research Institute, April 2024,
https.//www.sipri.org/sites/default/files/2024-04/2404 _fs milex 2023.pdf.

209 “The Military Balance 2024,” International Institute for Strategic Studies, February 2024,
https://www.iiss.org/publications/the-military-balance/.
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levels are lower in China, and one does not see why the steady fall in the
value of China’s exported goods would not be matched by its defense
industry. Even using China’s own estimate, which is the lowest of all,
this budget was 3.5 times that of India and 4 times that of Japan
- though both of these countries have a higher share of defense spen-
ding as a share of GDP than China.?"" Only the United States surpasses
this level.

Figure 8: Military spending
and share of GDP for 2023
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Source: Chinese official statistical yearbooks, Stockholm International Peace Research
Institute, International Institute for Strategic Studies, Department of Defense and Defense
Intelligence Agency of the United States.

210 “proceedings and debates of the 118th Congress — First session,” U.S. Senate, June 1, 2023,
https://www.congress.gov/118/crec/2023/06/01/169/95/CREC-2023-06-01-senate.pdfi#page=9.

211 STPR] estimates China’s defense spending as a share of GDP to only be 1.7 percent in 2023,
compared to 3.4 percent in the United States or 2.4 percent in India.
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Should one have any doubt about this level of military expenditures,
one only needs to look at China’s military forces by the numbers and
the addition of new equipment across the board. China has the wor-
Id’s largest navy at 370 ships,?'? excluding Coast Guard boats, and the
most recently built,?* with a growth up to 400 ships expected by 2025.
The list goes on: three aircraft carriers,?'* including one with magne-
tic catapults, a capacity for autonomous deployment beyond China’s
first islands chain, nuclear-powered submarines with surface and air
missiles, the DF-21 mobile ballistic missile (dubbed the “aircraft carrier
killer”), and an amphibious fleet, including with the newly unveiled
Sichuan amphibious assault ship,?” that makes a landing in Taiwan a
distinct possibility. To this, one should add hybrid forces, the ubiqui-
tous Chinese Coast Guard fleet with large and weaponized units and
spy boats, and a RoRo (Roll-on Roll-off) ferry fleet — that also happens
to be perfect for a Taiwan operation.

Looking up in the sky, even with the largest number of planes in Asia
and the new J-15 multipurpose fighter, China’s air force remains less
impressive, particularly for long-range deployment. It nonetheless
includes long-range bombers with nuclear capacities: the third leg of a
nuclear triad. Recently, and symbolically, on the day of Mao Zedong's
birthday, the new J-36 new stealth aircraft with a large payload capacity
was also unveiled.?' Moreover, since significant portions of the navy's

212 “Military and security developments involving the People’s Republic of China — Annual
report to Congress,” U.S. Department of Defense, December 2024, https://media.defense.
g0v/2024/Dec/18/2003615520/-1/-1/0/MILITARY-AND-SECURITY-DEVELOPMENTS-INVOL-
VING-THE-PEOPLES-REPUBLIC-OF-CHINA-2024.PDF.

213 Seventy percent of Chinese warships were launched after 2010, compared with a quarter for the
United States: Alexander Palmer, Henry H. Carroll and Nicholas Velazquez, “Unpacking China’s
naval buildup,” Center for Strategic and International Studies, June 5, 2024, https:/www.csis.org/
analysis/unpacking-chinas-naval-buildup.

214 China aims to have six aircraft carriers by 2035, including two nuclear-powered aircraft car-
riers: Anil Chopra, “Six aircraft carriers by 2035 — China’s ambitious plan for PLAN as it looks to
counter US, cut Indian influence,” Eurasian Times, March 10, 2024, https://www.eurasiantimes.
com/six-aircraft-carrier-by-2035-chinas-ambitious-plan/.

215 “China launches new generation assault ship ‘Sichuan,” Deutsche Welle, December 27, 2024,
https://www.dw.com/en/china-launches-new-generation-assault-ship-sichuan/a-71166860.
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shore-based, fixed-wing combat aviation units, facilities, air defense,
and radar units were transferred to the air force in 2023, a better com-
mand and control over the integrated air defense systems can be expec-
ted in the coming years.?"”

All of the above must be viewed with one major reservation. Past and
present wartime experiences legitimately raise doubts. The recent
experiences of Russian weapons, whether on the Ukrainian front or
in Iran, and particularly of its missile defence systems that Russia has
also sold to China (and India) must give some pause. In addition, the
PLA is regularly purged, supposedly for corruption. At the time of
writing, two defence ministers (Wei Fenghe and Li Shangfu) and pos-
sibly a third one (Dong Jun) have been purged, and the highest-ranking
military members of the CCP’s Central Military Commission (CMC) have
also been purged. The navy is particularly targeted, as has been China'’s
strategic missile force. This can be construed as an attempt by Xi to
make the PLA stronger by rooting out corruption, but it also testifies
to deep mistrust.

Before even mentioning its nuclear force, China is also developing
conventional armed long range ballistic missiles, seen as the weapon
of the future: cost-effective, fast, useful for attacks against strategic
targets, and hard to defend against. And it is indeed for nuclear forces
that Xi’s era is the most striking. Three hundred solid-fuel nuclear silos
have been built, mostly in Western China. China’s nuclear arsenal is said
to have expanded to six hundred weapons in 2024 and is scheduled
to reach a target of one thousand by 2030 and to keep expanding
until 2035. Technically, civilian nuclear fast breeders and reprocessing

216 Benjamin Jensen, “China’s J-36 fighter jet substitutes military signaling for economic statecraft,”
Foreign Policy, January 16, 2025, https://foreignpolicy.com/2025/01/16/china-new-fighter-jet-mili-
tary-capabilities/.

247 “Military and security developments involving the People’s Republic of China — Annual
report to Congress,” U.S. Department of Defense, December 2024, https://media.defense.
gov/2024/Dec/18/2003615520/-1/-1/0/MILITARY-AND-SECURITY-DEVELOPMENTS-INVOL-
VING-THE-PEOPLES-REPUBLIC-OF-CHINA-2024.PDF.
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facilities will make this possible. China has not reported its fissile mate-
rial data since 2017, and the sheer quantity of short- and mid-range
missiles based along China’s coast puts in doubt the “no first use” prin-
ciple that China has always claimed internationally. Overall, expanding
China’s nuclear power is an instruction that came from the very top,
“Driven by the political belief it was time to demonstrate strategic power
since Western countries only recognize power.”*'®

China’s nuclear posture is inching toward the possibility of “launch-on-
warning” (LOW),2" while “the no-first use policy remains a diplomatic
position, as much as a declaratory policy and a military doctrine.” Sources
in the United States further claim it provides for nuclear use in case of a
major conventional setback, regarding Taiwan for example.??° The same
sources describe China as having embarked on a low-yield tactical
weapons program.??' Nuclear-armed hypersonic high altitude gliders,
as tested around the globe in 2021, along with anti-satellite weapons,
tested back in 2007 and resulting in much debris in the higher atmos-
phere, complete the picture.

b. Relations with Neighbors:
Tumultuous or Cooperative?

On the cooperation side, new basis agreements, weapon sales, and
joint maneuvers - particularly with Russia - over land, sea, and air fur-
ther strengthen the picture. Although China has refrained from joint

218 Interview with Tong Zhao.

219 Henrik Stdlhane Hiim, M. Taylor Fravel and Magnus Langset Trgan, “The dynamics of an en-
tangled security dilemma: China’s changing nuclear posture,” International Security, No. 4, 2023,
pp. 178-79, https://direct.mit.edu/isec/article/47/4/147/115920/The-Dynamics-of-an-Entangled-Se-
curity-Dilemma.

220 Interview with Tong Zhao.

221 «“The growing capabilities of strategic competitors and regional rivals — Nuclear challenges
the growing capabilities of strategic competitors and regional rivals,” U.S. Defense Intelligence
Agency, October 2024, http://www.andrewerickson.com/wp-content/uploads/2024/10/DIA
Nuclear-Challenges 20241023.pdf.
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sea maneuvers with Russia around Europe since 2017, it has, on ave-
rage, more naval units deployed in the Mediterranean than the French
navy. In September 2024, it conducted a joint naval maneuver with
Russia from Vladivostok to southwest Japan. Almost simultaneously, it
launched its first naval encirclement of Taiwan with the participation of
Coast Guard units to signify sovereignty over the island. This gives cre-
dibility to the hypothesis of a semi-blockade of Taiwan that would
first include selective spot checks of ships. On a side note, military coo-
peration with Latin American countries still mostly consists of visits or
Memorandums of Understanding on defense cooperation - tangible
weapons sales are yet to materialize.???

There is a difference, however, between the continuous expansion of
China's defense efforts and fielding of new weapons and the stop-
and-go nature of China's assertive or aggressive postures toward its
neighbors. China never pulls back, but it can pause. Its moves can
be quasi-simultaneous toward many neighbors in the South and East
China seas and overland with India, or calibrated differently. The rea-
sons for the latter usually remain unspoken but are clearly related to
focusing pressure on specific partners (or adversaries) while decoupling
others from a potential anti-China front. Divergences on China have
always existed within ASEAN, or in the words of an academic, “Sou-
theast Asia is free-riding. They are hoping for not just the United States,
but also Japan, South Korea, and Australia to provide more of a deterrence
against China and to carry the real burden should there be any crisis.”**

Regarding territorial disputes, incursions into the territorial waters of
the Senkaku (Diaoyu) Islands, claimed by both Japan and China, have
occasionally ceased, most recently in October 2020,%* but they later

222 Interview with Jorge Malena.

22 Interview with Ja-Ian Chong.

221 “Trends in China Coast Guard and other vessels in the waters surrounding the Senkaku Islands,
and Japan's response,” Ministry of Foreign Affairs of Japan, January 1, 2025, https://www.mofa.
go.jp/region/page23e 000021.html.
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rebounded to their highest levels in 2023 and 2024. Shortly after mee-
ting with Joe Biden and Japan’s Premier Fumio Kishida in November
2023, Xi Jinping visited the East China Sea headquarters of China’s
Coast Guard and is quoted as saying: “We can only move forward, not
backward. We will never let even 1 millimeter of our territory be taken.”**
Toward others, it depends. Thus, in the spring and fall of 2023, before
the Xi-Biden summit in San Francisco, harassment of Taiwan by flights
and sailing across the Strait or around the island abated. Along with
promises that were not followed by much effect on checking fentanyl
exports to the United States, the meeting seemed to indicate a period
of “no surprises’, at least for the presidential campaign of 2024.

Regarding India, although PLA forces never ceased making incremental
advances in India’s Ladakh after their 2020 offensive in Ladakh and Sik-
kim, consolidation of gained positions seems a better way to describe
the present situation.??® And in October 2024, two weeks before the
US presidential election, China signed a border patrol agreement
with India that lowered local tension and allowed for some pull-back.
Evidently, China signaled a strategic priority before the US election, and
made some efforts to disengage India from a strengthening coalition
with the United States.

Interpreting this checkered, stop-and-go pattern is important. It means
the China of Xi Jinping, in continuity with its predecessors, is able to
grade the pressure it applies on its neighbors and to use at least
temporary tactical pauses to divide them. This is also consistent with
the avoidance of major risk-taking, perhaps related to political develop-
ments in the United States. In no way does it indicate the possibility of
compromise or significant negotiation.

225 “China plans to keep ships near Senkakus 365 days in 2024,” Kyodo News, December 30, 2023,
https://english.kyodonews.net/news/2023/12/eb55266c4a9f-china-plans-to-keep-ships-near-
senkakus-365-days-in-2024.html.

226 “Thin ice in the Himalayas: Handling the India-China border dispute,” International Crisis Group,
November 14, 2023, https://www.crisisgroup.org/asia/south-asia/india-china/334-thin-ice-hima-
layas-handling-india-china-border-dispute.
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One important aspect of China’s geopolitical posture is its ability to
wage cyberwar. This is true whether through known influence opera-
tions via social media, trolls, and bots or through the penetration of digi-
tal systems worldwide - capturing data and sabotaging or manipulating
infrastructures and, more broadly, the Internet of Things (loT). Through
its domination of chip manufacturing, progress in software, and syste-
matic use of unattributed hacking networks, China has achieved some
prowess. This is all the more strategic as information operations are
perceived as a means of achieving information superiority early in
a conflict, and the concept of “intelligentized warfare” (& BE{L 1 &) is
omnipresent in Chinese military doctrine.??’ It remains uncertain, howe-
ver, whether the PLA has the in-house tech talents to create future wor-
Id-class machine-learning models — not to mention the limitations of
centralized decision-making for Al-based decision support systems.

The targets for cyberattacks range from the most obvious to the fairly
remote. According to sources from Taiwan, the island experiences an
average of thirty million cyberattacks per day, including the highly
visible capture of railway stations display screens! In the United States,
the latest Salt Typhoon operation involves penetration of all telecom
operators in the United States!??® Taiwan's supporters are not spared
from this cyber-pressure.?? During tense moments with India, Mumbai’s
electricity has experienced sudden failures due to Chinese hacking. The
European Parliament and French administrations and hospitals have
also been targeted.

227 paul Charon and Jean-Baptiste Jeangéne Vilmer, “Chinese influence operations,” IRSEM, October
2021, https://www.irsem.fr/en/report.html.

228 Max Colchester and Daniel Michaels, “Scale of Chinese spying overwhelms Western govern-
ments,” The Wall Street Journal, October 14, 2024, https://www.wsj.com/politics/national-secu-
rity/scale-of-chinese-spying-overwhelms-western-governments-6ae644d2 ?mod=article_inline,
David E Sanger, Julian E. Barnes, Devlin Barrett and Adam Goldman, “Emerging details of
Chinese hack leave U.S. officials increasingly concerned,” The New York Times, November 22,
2024, https://www.nytimes.com/2024/11/22/us/politics/chinese-hack-telecom-white-house.html.

229 Shaun Turton, “Palau says China exerting ‘new level’ of pressure,” Nikkei Asia, July 16, 2024,
https.//asia.nikkei.com/Editor-s-Picks/Interview/Palau-says-China-exerting-new-level-of-pressure.
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It is very hard to gauge the extent of all of these cyber operations,
including potential future ones, since they are obviously denied by
China and only become known if their targets choose to reveal the
source of the problem. But the potential is large. This is why the Biden
administration banned Chinese software from cars sold in America.
Ultra-high voltage lines, all made in China, generally run with Huawei
chips, as does much of the port logistics equipment, such as cranes.
The average wind turbine, increasingly exported by China, incorporates
three hundred sensors that relay data on its operation.

In sum, even outside the issue of judging whether the military or geo-
political balance is set to favor China in the coming decade, the present
situation is one that presents much instability and friction within the
status quo.

¢. Caution Dictates the Real Possibility
of a Conflict in the Next Decade

When we look at a 2035 horizon, we should focus on the trend, not
on the zigzags. This is also consistent with the tradition from Mao’s era
of focusing on a main strategic direction. “Restraint, in this light, is not
the result of a benign foreign policy, as Chinese diplomats might claim, but
rather the product of a system designed to set priorities.”**°

The question remains open, however, of how much risk Xi Jinping
and the CCP are willing to take and what deterrent to their actions
can prove useful. This is what informs the likelihood of a conflict in
the next decade or beyond. Arguments can go both ways,?*" and both

230 [saac B. Kardon and Wendy Leutert, “Pier competitor: China’s power position in global ports,”
International Security, Vol. 46, No. 4, Spring 2022, pp. 9-47 https://www.belfercenter.org/publica-
tion/pier-competitor-chinas-power-position-global-ports, Joel Wuthnow, “Getting to world class:
Can China’s military persevere?,” China Leadership Monitor, February 29, 2024,
https://www.prcleader.org/post/getting-to-world-class-can-china-s-military-persevere.

21 Ibid.
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the debate and the information originate from the United States. This
seems to reflect the lag in the rest of the world in PLA assessment or, in
rare cases, in disclosing what is known.

For a conflict — which will probably come sooner rather than later and
will most likely be over Taiwan — China’s military modernization drive
will increasingly be hampered by low economic growth. The huge
quantity of hardware introduced in recent years will create more main-
tenance costs as time goes by. Demography itself could weigh in, as
China’s assumed indifference to human losses has not been tested since
the Korean War. The PLA’s more than one million strong land army, a
tiny fraction of the corresponding age group currently and the available
reserve, will dwindle. In the words of one expert, “If China recognizes
that its power is about to peak, the chances of a conflict might grow. For
Xi Jinping, leaving an important political legacy in China's history means
making progress on national unification.”?*?

The general consensus that Xi Jinping has based part of his historical
legitimacy on the unification of Taiwan with China can be challen-
ged. With the advent of Trump Il, Xi Jinping is faced with an American
executive branch with more power than any of its predecessors since
the late 1950s — and one that largely perceives China as a challenge and
a threat. Inversely, he knows that the new president himself will always
be looking for a deal. In one former Australian Prime Minister’s words,
“It is easier to make a quick pivot on international strategies or tactics than
on domestic ones.”?*

Efforts by the United States and its allies to constrain Chinese innovation
in areas critical for defense will slow down the pace of innovation. Omi-
nously, in his last meeting with President Biden, Xi Jinping cited “four
red lines” (0241 %¢) that must not be crossed or challenged: the

232 Interview with Tong Zhao.
233 Interview with Malcom Turnbull.
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Taiwan question, democracy and human rights, China's path and
system, and China's development right.?** These boundaries go far
beyond the “core interests” that China has traditionally defined. “Deve-
lopment right” is a reference to the possible heightening of trade and
technology measures by the United States that might create genuine
decoupling and harm for China.

Increases in defense spending by all of China’s neighbors, from South
Korea to India, would also place them in a better position for the future.
The added value of rekindled defense cooperation, such as that pushed
for within the Quad and by AUKUS, is also to be mentioned. These argu-
ments, and the perception that Xi Jinping has repeatedly asserted that
reunification cannot be postponed to the future, weigh in the direction
of a very large short-term risk. To this, one might add the possibility
of a junction between several conflicts and fronts. Could China seize
the occasion of multiple conflicts involving the US military to move
ahead on Taiwan? Xi Jinping and the frequent Chinese perception that
America and Western democracies are in deep decline and unable to
stick to unified and long-term strategic decisions should be factored in.

China may not run out of financing capabilities for its military programs
because, as it is, its defense spending to GDP ratio is low (1.3 percent)
and in fact much lower than that of both the United States and the USSR
during the Cold War, or that of Putin’s Russia today. True, the official
figures are clearly underestimated, but civil-military fusion (E R &)
and numerous uses of the high-tech civilian industry or logistics add
to the available resources without as much financial burden as direct
defence expenditures.

234 «“Xi says U.S. must not cross four red lines,” Xinhua, November 17, 2024,
https://english.news.cn/20241117/a147be58d8264d95bee354335f35154/c.html.

91


https://english.news.cn/20241117/a147be58d8264d95bee354335ff35154/c.html

INSTITUT MONTAIGNE

d. China’s Prowess
in Adapting

Just as importantly, it is difficult to assess the net effect of techno-
logy restrictions by the United States and its allies on future Chinese
defense developments. The very mixed record of sanctions against
Russia, the work-arounds that can be found, and the scale of China’s
self-sufficiency efforts put this in doubt.?*> Just as a recent test case, it
is interesting that Huawei’s new Ascend 910 chip, meant to obviate US
export restrictions on components, actually embeds core circuitry from
TSMC, which is supposed to fall within the scope of US export restric-
tions.?%¢ Likewise, Deepseek's chatbot demonstrates remarkable perfor-
mances in spite of American sanctions on certain Graphics Processing
Units (GPUs) and with limited financial investments compared to its
competitors.?” Recent disagreements are also shown in the extraordi-
nary surge in ASML sales to China before a more extensive ban took
effect.

These gaps, like many others, may now be plugged, but they illustrate
the practical difficulties of preventing technology exports. Slowing
down, rather than arresting development, may be the appropriate term
there. Increasingly, China is leading in some dual-use technologies that
can be used in cyberwarfare: 5G, fintech, autonomous driving, and
drones. Much of military hardware still does not rely on the most
advanced chips, and Russian offensives in Ukraine show that quantity
can make up for quality.

235 Georgi Kantchev and Lingling Wei, “China is studying Russia’s sanctions evasion to prepare for
Taiwan conflict,” The Wall Street Journal, December 1, 2024, https://www.wsj.com/world/china/
china-is-studying-russias-sanctions-evasion-to-prepare-for-taiwan-conflict-5665f508.

26 Yang Jie and Joyu Wang, “Mystery surrounds discovery of TSMC tech inside Huawei AI Chips,”
The Wall Street Journal, November 5, 2024, https://www.wsj.com/tech/mystery-surrounds-disco-
very-of-tsmc-tech-inside-huawei-ai-chips-7d922a01.

237 Chen Xiaowei, "How a top Chinese AI model overcame US sanctions," MIT Technology Review,
January 24, 2025, https://www.technologyreview.com/2025/01/24/1110526/china-deepseek-top-ai-
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The main known unknown may be the actual capability of the PLA
beyond hardware capacities. The PLA has not engaged in a major
conflict since the 1979 war with Vietnam’s border divisions, an army very
similar to its own. The dismal failure of Saddam Hussein’s Russian-equip-
ped army was a wake-up call for Chinese leaders. The setbacks of the
Russian army in Ukraine and the instant destruction of Iran’s Russian-pro-
vided missile air defenses are also lessons that Xi Jinping must keep in
mind. They may, in fact, be a reason why the Chinese strategy includes
more and more of a likely capacity for nuclear deterrence, just as Rus-
sia has leveraged its nuclear force against a direct Western intervention.

An attempted landing in Taiwan would involve what some US military
officials have called the “hundred mile swim,” the “death trench” or the
“black ditch,” as the Taiwan Strait was once called in Chinese.?*® With an
average depth below 60 meters, the Taiwan Strait lends itself per-
fectly to using sensors and prepositioning weapons on the ocean
floor.?*° A supposedly fictional story in the US Naval Institute’s autho-
ritative journal describes how ADDER systems operating from the sea-
floor with the help of Al and without human intervention could detect
and destroy enemy ships and submarines.?* PLA forces would probably
try to target infrastructure from the air, but there would be no viable
way to seize an island as large as Taiwan without troops shipped by sea,
according to a representative from the US military in the Pacific.?*" Still,
other works of fiction by renowned professionals describe a wider mari-
time conflict in the Pacific or a drawn-out land war on Taiwan itself.?*

238 Joel Wuthnow, “Getting to world class: Can China’s military persevere?,” China Leadership Mo-
nitor, February 29, 2024, https://www.prcleader.org/post/getting-to-world-class-can-china-s-mili-
tary-persevere.

239 Andrew S. Erickson, Conor M Kennedy and Ryan D. Martinson, “Study No. 8, Chinese amphibious
Warfare: Prospects for a cross-strait Invasion,” U.S. Naval War College, November 2024,
https.//digital-commons.usnwc.edu/cmsi-studies/8.

240 James A. Winnefeld, “Al surprise in the black ditch,” U.S. Naval Institute, January 23, 2021,
https://www.usni.org/magazines/proceedings/2021/january/ai-surprise-black-ditch.

241 Helene Cooper and Kenny Holston, “The U.S. Army prepares for war with China: New vehicles,
face paint and a 1,200-foot fall,” The New York Times, October 29, 2024, https://www.nytimes.
com/2024/10/29/us/politics/us-military-army-china.html.
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An alternative or intermediate scenario to invasion, therefore, includes
coercion, semi-blockade, and demoralization. This seems closer to the
traditional motto of winning a war without fighting it. This would take
the form of a “flash quarantine” to prove or demonstrate that the
PLA can exert jurisdiction over Taiwan's nearshore waters and then,
over time, a much broader quarantine or even a blockade - technically
an act of war.?** Over the summer of 2024, China certainly massively
increased its activities related to the island: it put 152 vessels at sea,
including 3/4 of its amphibious forces, brought forty-three brigades
into military operations in urban terrain, and launched two major air
and maritime cooperative exercises with Russia.?*

What China is preparing for is still an asymmetric war. Its army is
still disproportionately a regional one, while distance makes US invol-
vement more costly and risky. Since Xi Jinping himself extols the arrival
of a “once in a hundred years change” (B EXRB Z KL F), it seems wise
to build that possibility into scenarios to 2035. Overall, these develop-
ments leave no doubt that by that time, China will have achieved a
fully modernized military force. It will be predominant regionally direc-
ted against all but the United States - with large questions as to the
tyranny of distance for the latter — and will also have achieved a degree
of global deterrence and areas of global force projection.

242 PW. Singer and August Cole, “Ghost fleet: A novel of the next world war” (2015); Mick Ryan,
“White sun war: The campaign for Taiwan” (2023).

243 James Crabtree, “The hardliner,” Mekong Review Asian Literature, November 6, 2024,
https://mekongreview.com/the-hardliner/.

244 <A conversation with Commander of US Indo-Pacific Command Admiral Samuel Paparo,”
Brookings, November 19, 2024, https://web.archive.org/web/20241124200606/https.//www.
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— Key Takeaways

* Rapid military modernization and spending — China’s soa-
ring defense budgets - twenty-nine consecutive years of
constant increases —now equip the PLA with cutting-edge
naval and missile systems. But modernization also en-
tails future maintenance costs, and China’s neighbors are
boosting their own military capacities.
Expanding the nuclear arsenal and long-range capabili-
ties — New missile silos, tactical nuclear programs, and
hypersonic gliders are transforming China into a nuclear
power of the first order. A fully modernized arsenal, in-
cluding a likely “launch-on-warning” posture and a shift
away from “no first use”, will solidify China’s deterrence
and intensify global arms race fears.
Cyberwarfare and information operations — Frequent
cyberattacks target critical infrastructure worldwide,
with advanced Al-driven cyber tools magnifying threats.
“Intelligentized warfare” (B &L %) is indeed seen as
strategically decisive and omnipresent in Chinese milita-
ry doctrine.
Regional coercion and territorial disputes — “Stop-and-
go” pressure on neighbors, especially Taiwan, signals
an ability to calibrate aggression, but allies such as the
US, Japan, and India are also increasingly coordinating
their responses. Attempting to win a war without figh-
ting a fully modernized force may initially involve more
assertive blockades or semi-blockades. China’s global
maritime, missile, and space push and its moves in the
Arctic further aim to deter any outside intervention in
this process.
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 Strategic ambiguity vs. potential conflict — Xi’s focus on
“national reunification” raises the risk of a Taiwan crisis,
although economic headwinds could discourage outright
conflict. A confident PLA and sustained territorial claims
will lead to flashpoints if deterrent efforts have failed,
creating a major global security concern.

? The Scenarios

When one considers the variables that could create different scenario
outcomes, itis evident that they do not all possess the same potential to
change China'’s courses. Forinstance, in the most difficult area of political
prediction, it is prudent to assume that Xi’s dominance will still be the
key factor in 2035. Indeed, barring a health-related issue, his control
and his age would still place him in power by that threshold - even if
succession politics will intensify greatly by that time. It is certainly true
that China has surprised observers in the past when political campaigns
or a succession completely changed the course of the country, although
still under the Party. A major setback for the country could also occur,
whether caused by an economic clash with its partners or by an armed
conflict. Even in this case, Xi's unwavering policy of capturing legitimacy
makes it difficult to consider a major domestic upheaval as anything but
a modest possibility.

Demographics, where trends have fixed consequences over decades,
are less of an unknown variable than is often assumed. Massive
aging is beyond the 2035 goalpost. Meanwhile, the cost-benefit
balance is a fairly even one. China’s automation and digitalization poli-
cies, even if they do not match the breadth they have in South Korea
or the leading-edge developments in the United States, simply place
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China ahead of every other region in the world. With the exception of
Africa and the Middle East, there has been an earlier demographic fall in
births around the world. Still, the side effects of a Chinese demographic
decline on other variables, such as the economy or the military, should
not be ignored.

Energy gives China an advantage in almost any scenario, even if some of
these may result in the continuation of dramatic levels of emissions. We
cannot be sure exactly what the shares of coal, oil, solar, wind, hydro-
power and nuclear will be in 2035. But we know at least two things:
there are plenty of energy resources under development and pro-
jects now underway, and by and large China’s energy costs in all sec-
tors are below those of its industrial competitors. An international
conflict involving sanctions or a counter-blockade would create great
difficulties. But shifts between energy sectors can still prevent a crash.
Along with energy security, Xi Jinping has made food security a top
issue — as it was in Mao’s days. Feeding livestock is still an external liabi-
lity, but China has otherwise made excellent progress in this area.

Economic trends have a greater potential for different outcomes.
We discount the recurring predictions of a domestic debt or consump-
tion meltdown. Even with doubts about the current reliability of
GDP statistics, recession or real stagnation are not in sight. Analysts
rightly point to the example of Japan’s “lost decade(s),” with its “debt
trap” and deflation. They forget that, even under these circumstances,
Japan’s average GDP growth exceeded that of the European Union.?*
Alow-equilibrium trap may indeed ensue, whereby a mismatch between
production and demand, aggravated by a savings glut, creates a perma-
nent deflationary trend. This gives even more importance to exports as
a major source of growth. Past investments and subsidies, along with
making innovation a long-term priority, ensure China’s competitiveness.

245 “World Development Indicators — Japan,” World Bank,
https://databank.worldbank.org/[apan-data/id/7ba505f7.
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The key factor for the economic variable is not China itself. It is about
the degree of acceptance by China’s partners of a lopsided policy whe-
reby China grows at the expense of the world without reciprocity. It also
depends on how long the quid pro quo that China exports massive
savings and excess currency reserves will hold with its partners. In
theory, they have much agency over this. In practice, diverging interests
and disunity, coupled with China’s bilateral plays, may restrict or even
prevent coordinated countermoves by China’s partners.

Innovation is a key variable. The remarkable achievements that are now
highly prominent have resulted from different policies in the past — whe-
reby China was able to absorb foreign capacities while shielding its own
industry and filtering outward flows. Under Xi’s rules, China would very
much like to combine its own decoupling policies with a continued
opening of the world to China. Control is intruding over human and
scientific exchanges. Regarding R&D and innovation policies, our
estimate is that China is doing much better than often predicted
- although admittedly on the development part rather than on the
fundamental research itself. Quantity was assumed by many observers
to prevail over quality, but today quality is apparent in many sectors,
where China captures the lead and in fact becomes a necessary source
of innovation for competitors in many industries. In an overall context
in which trade and investment deglobalization, although not yet a sta-
tistical reality, is on everybody’s mind, the essential variable is therefore
the extent of de-risking or decoupling policies by China’s partners, and
who suffers the most from these policies.

Geopolitics, security, and the military - the areas most affected by
human decisions, even more so in a personalistic dictatorship — are of
course key determinants for future scenarios. But they may also be
influenced by the economic policies and decisions of China’s partners.
These partners are faced with what amounts to an inflexible and thus
far unstoppable drive to dominate the world’s economy in an increa-
sing number of sectors, from critical and other primary materials to a

98



[SCENARIOS] CHINA 2035: THE CHANCES OF SUCCESS

number of key advanced industrial sectors for future growth. Even if
one leaves aside the CCP’s strategic views on the decline of democra-
cies and capitalism, a containment of China’s external growth would
encourage a geopolitical counteroffensive from China. It is therefore
very difficult to separate trade from politics in future scenarios.
There will be interactions — some from China’s partners along the line
of decoupling in order to more fully de-risk, others from China trying to
reclaim the terrain that might be lost because of new barriers to China’s
economic dominance by using geopolitical leverage.

The scenarios for war may be the hardest to describe or predict, in
spite of several well-known works of fiction that seek to portray a win-
ning PLA with superiority over its aging rival, the United States.?*¢ China
is said to hold an edge in quantity regarding total numbers of comba-
tants, ships, and jet fighters and is the world's largest builder of dual-use
drones. But it is not a global military power, in spite of efforts to acquire
foreign bases (Djibouti, Cambodia) and extensive port rights. Except in
the maritime domain, it is far from possessing the projection capacities
of the United States. The latter’s aircraft carrier groups, although increa-
singly vulnerable to missiles and attacks by drone swarms, still create
huge deterrence capacities, and regional navies such as Japan’s provide
additional muscle.

War scenarios therefore rest on the Chinese leadership’s willingness
to take massive risks, on the possible coincidence of conflicts in other
theaters, on an element of surprise, and ultimately on the American cal-
culus: is it worth the fight once a secured landing on Taiwan makes
an American intervention a harder task, and do regional commit-
ments or strategic interests prevail over the unavoidable loss of
life? Increasingly, China’s recent rise on the nuclear ladder will also
create a form of deterrence, if not parity.

246 Elliot Ackerman and Admiral James Stavridis, “2034: A novel of the next world war” (2021).
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Xi Jinping himself has made that clear, not only by placing national
security and increasing self-reliance at the heart of his geoeconomic
strategies but also by citing “development rights” (% F&1X) as one of the
“four red lines” that China’s partners must not cross. Restricting tech-
nology transfers — in overt deals or by fighting stealthy acquisition -
challenging China’s exports with trade barriers, or sanctioning some
of China’s actions, as done with Russia, could be seen as crossing that
new red line.

China is building a web of support in international organizations
and non-Western countries that may offer alternative markets. It
links its bilateral trade, investment, and lending relations to political
conditions. The days when China capitalized on the conditionality of
Western aid and lending to advance its own offers are over. China'’s
conditionality is, of course, different from that of democracies, as it is
based on its direct interests and on preventing criticism of its policies.

Our scenarios therefore have to deal with interactions between the
Chinese leadership’s future designs, the policies of China’s partners to
defend their economic interests or prevent it from achieving strategic
supremacy, and China’s own reactions and countermoves to contain-
mentand deterrence policies. So far, we have not seen a chainreaction
unfold because China’s export drive has been succeeding, creating
an incentive for Xi Jinping to avoid any major direct international
confrontation. Ominously, since 2015, China has started replicating
much of the extraterritorial legislation that the United States possesses.
While national security laws are ever more extensive, especially in Hong
Kong, China’s own coercive actions toward its international partners do
not really follow this lawfare model. Rather, they are based on informal
threats and sanctions.?"’

247 Mathieu Duchatel and Georgina Wright, “China’s extraterritoriality: A new stage of lawfare,”

Institut Montaigne, December 2024, https://www.institutmontaigne.org/en/publications/chi-

nas-extraterritoriality-new-stage-lawfare.
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Should China'’s future rise be boxed in, including by ensuring the secu-
rity of Taiwan in a longer-term perspective, the Chinese calculus might
well of course change. The issue of regime legitimacy, still resting on
the twin pillars of “common prosperity” (3£ [E & #) and nationalism,?*
would then only rely on nationalism. The case of Putin’s Russia, an eco-
nomic failure that survives through militarization and confrontation,
should serve as a warning. In short, scenarios cannot just be about
graphs and curves. People and intentions matter in what is an
exceedingly unstable world.

SCENARIO N°1: AN UNSTOPPABLE CHINA
ON TOP OF THE WORLD

This scenario does not necessarily posit that China “leads” the world
in the sense that the United States largely did in the post-World War Il
era. The US projection on the planet and its role in fostering the wor-
Id’s international institutions and international law twice, in 1918 and
1945, will remain unique. Whatever one thinks about the evident inte-
rests the United States had in its long internationalist phase, China has
never shouldered such responsibilities, neither financially nor milita-
rily. The trope “when China rules the world” remains a fantasy of
self-deprecating foreigners.?* One might imagine the possibility of
an accidental empire — China being sucked into conflicts to defend an
expanded version of its interests or responding to challenges of its irre-
dentist views. None of this would constitute a law-based international
order. China’s professed multilateralism is essentially tied up with the
possibility of saying “no” rather than in achieving positive outcomes
or responses.

28 Xi Jinping, “}L3EHEFNERE E# ” [Solidly promote common prosperity], Qiushi, October 15, 2021,
http://www.qstheory.cn/dukan/qs/2021-10/15/c 1127959365.htm?ref=neican.org.

249 Martin Jacques, “When China rules the world,” Martinjacques.com, 2019,
http://www.martinjacques.com/books/when-china-rules-the-world/.
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But Chinese leaders have had every opportunity to observe therise
and decline of previous empires. Already, a popular twelve-part docu-
mentary produced by China Central Television (CCTV) in 2006, focused
on the rise and fall of nine empires, from that of the Dutch to the Ame-
rican, as well as the British Empire and the Soviet Union.?*° Economic
or military overreach and failure to adapt were among the factors cited
for decline. Even if China's ideological climate has since undergone a
profound transformation, caution remains a feature of China’s strategic
decisions. The country also shares as little of global public burdens
as possible - in spite of its rhetoric.

The optimal scenario from the PRC’s perspective is, therefore, not one
of outright domination. It is that of an unstoppable China, which has
the ability to deny any partner the possibility of contesting what it
deems to be a major national interest, while letting the world shoul-
der the consequences of Chinese superiority. We are already getting a
taste of that scenario, with China currently making the bulk of global
trade increases and successfully dividing nations where it matters, from
Asia to Europe.

This scenario also supposes the alignment of several planets in terms
of economics and innovation. Domestically, the boom in digital and
Al technologies has given an authoritarian regime unprecedented
knowledge and control of events and individuals, from microeconomics
to political profiles. Nothing here clashes with the CCP’s previous ambi-
tions and achievements. It is just that technological progress without
checks and balances has immensely strengthened its hand. In terms
of macroeconomic trends, the start of a major demographic decline
is actually balanced by the success of “new quality productive forces”
- meaning digitalization, Al, and a host of new technologies. A peaking
and slowly declining population can afford lower growth rates while
educational and environmental costs also go down.

250 “X E|WEH#E” [The Rise of the Great Powers], China Central Television, 2006, https:/www.youtube.
com/playlist?list=PLYPMNvsB]yfYiBwxynSXT29zDYoH-OSRP.
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One should add that in spite of massive top-down control and political
repression, China’s system incorporates important feedback loops from
society that allow the Party-state to adapt and innovate in governance. The
space for debate has disappeared, butin some rare cases, it reappears in the
field of the economy and occasionally on environmental issues.”’ If one
takes a pessimistic view of democracies torn by social media-enhanced
conflicts, it is likely that China’s actual governance and the public goods
it delivers to its citizens will far outstrip those of democracies by 2035.
This may be the case not only for infrastructure but also for areas such as
urban planning and health - the twenty-first century version of the old
argument from the 1930s that the “trains run on time” in fascist regimes.

Some of the above will happen regardless of moves by China’s
partners, barring a major conflict. Trends favoring global political
fragmentation among China’s partners could make its superiority even
more evident. Nationalist and populist trends inside Western democra-
cies make coordination and cooperation much more difficult beyond
short-term convergences of interests. In the words of one expert, “Xi is
keeping the advantage, not because his policies are correct but because we
are getting ours wrong.”*?

The impossible reform of the WTO, coupled with the paralysis of its arbi-
tration court, might accelerate a protectionist spiral. This WTO reform
is particularly improbable because China and some emerging
economies have zero interest in additional requirements or veri-
fications. China, an immense buyer of natural resources and the least
costly provider of export goods, would certainly have to tread carefully.
It would still come out ahead of other industrial nations if no order can
be found.?*®* And the scale of its domestic market alone is a global asset.

21 See for example the popular 2024 TV series “Above the Rivers” (;L;ilZ L), an eco-judicial tale
that mixes anti-corruption themes with the clash between environment and farmers’ interest.

232 Interview with Steve Tsang.

233 Joe Weisenthal and Tracy Alloway, “Almost 10 years later, China’s ‘Made in 2025’ has succeeded,”
Bloomberg, October 31, 2024, https.//www.bloomberg.com/news/articles/2024-10-31/almost-10-
years-later-china-s-made-in-2025-has-succeeded.
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In this scenario, even if China does not have proven military superiority over
the United States by 2035, it will have achieved effective military parity
thanks to two factors: the “tyranny of distance,” which implies additional
efforts by the United States to hold its ground, and, possibly, an American
reluctance to engage in a bloody international conflict over Taiwan, which
could be termed a regional issue. How much Taiwan remains by then
the strategically irreplaceable “Silicon Island” for the world is deba-
table. Winning that conflict without firing a shot is still China’s preferred
option. “Building economic resilience does not mean going to war, it is rather
a pre-war thinking.”** One should also note that, in this scenario, China’s
industrial capacity, already surpassing that of the United States, could be
mobilized to an unprecedented extent for war production.

The scenario can include a new strategic situation for Europe and
East Asian countries. Europe would have come under direct Russian
pressure after the amputation of Ukraine and would also have to accept
a “division of work” in which the United States has left the European
theater in all but defense procurement. In the Asia-Pacific region,
Europe would focus its energy on searching all avenues to avoid
conflict. Japan, occasionally tempted since the late 1970s by a form of
entente with China, would also shirk from conflict.

This scenario requires a great deal of pessimism regarding demo-
cracies. Almost as importantly, in order to divide and rule, it requires
that the PRC is able to control its own ambitions. But a key aspect
of the CCP’s hold over its own population is based on the notion of
foreign encirclement of China and on a national security agenda that
has replaced much of the ideology of communism.

China’s feeling of foreign encirclement and omnipresent security agenda
tend to come to the fore in case of economic difficulties. They have also

been felt when international economic integration, its benefits, and the

251 Interview with Tai Ming Cheung.
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huge growth the country enjoyed until the twenty-first century created
new demands from China’s society and risked making the Party’s system
obsolete. Xi Jinping’s counterrevolution was first and foremost a stop
to domestic economic and political liberalization dressed up as a natio-
nalist revival. Paradoxically, global Chinese success endangers the
CCP’s narrative of victimization and encirclement.

The woes of democracies, the weakening of international institutions and
law, and the fragmentation of national interests give some possibility to this
scenario. But our estimate is that the international rigidity of China’s current
leadership, which is closely tied to its domestic political imperatives, is very
likely to remain until 2035. This makes a 100 percent win without serious
responses, as envisioned in scenario n°1, a low-probability case.

SCENARIO N°2: A CHINA STILL
INTHE TOP TIER LEADERS

This is a scenario that is close to a continuation of the status quo.
It follows the proclaimed ambition of Chinese leaders in some areas,
such as entering the first ranks of the innovation-oriented economies
or achieving the PLA’s full modernization by 2035 - although the goal of
being a “world-class military power” is set for 2049.*>* More ominously, a
long-term Chinese development plan mentions “a peaceful and reunited
China” as a goal for the next decade.?¢ China only grudgingly admits
today that it is among the “more developed of the developing nations,”

%5 <SIEE REEEERNRES FRHHRPEHEHSE NV HEABF—EFER=RE+ARE
ERFXRSERIRE” [Xi Jinping: Winning the decisive battle to build a moderately prosperous
society in all respects and achieving a great victory of socialism with Chinese characteristics for
a new era - Report at the 19" National Congress of the Communist Party of China], Government
of the People’s Republic of China, October 27, 2017, https://www.gov.cn/zhuanti/2017-10/27
content 5234876.htm.

%6 chtt \REMEERZFNHS LR ETTNAEMKIF2035F12 5 BIRNE” [The 14 Five-Year
Plan for national economic and social development and the long-range objectives through the
‘year 2035 of the People's Republic of China], Government of the People’s Republic of China,
March 13, 2021, https://www.gov.cn/xinwen/2021-03/13/content 5592681.htm.
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seeking to protect the trade and financial benefits of avoiding a reclas-
sification as a developed economy.

It is easier, however, to list the targets China has already achieved
to become a top-tier nation than to identify what remains to be
done to reach this general objective, even as it appears increasingly
credible. We can try. Education beyond basic literacy skills remains
deficient, particularly in rural areas. Retirement pay in rural areas and
for the floating migrant population is minimal, even within a univer-
sal retirement system. The success of preventive health care, which has
raised life expectancy to the level of the most advanced societies, is
balanced by the cost of specialized treatment for individuals. The lack
of a reliable financial and insurance system for individuals means that
Chinese households oversave - a practice that suits the overinvestment
and poor payback in many public projects perfectly.

Where else could one find a 48,000-kilometer bullet train network that
performs perfectly but has generated a debt level for China’s public
operator of around $800-900 billion (€712-801 billion)??*” The same
situation prevails for real estate and major export niches where huge
investments and debt have been used as leverage. One should recall
that China’s economic model was described by its own then prime
minister as “unsustainable” as early as 2009.2°% Yet this model endures,
but for how long? China’s financial system and its largely closed capital
markets, with a currency mostly pegged to the dollar, are clearly under
par. And even if there is a light shift away from the dollar toward more
multipolarity in this currency realm, “it is unlikely that the dollar is going
to be replaced by any other currency in the near future.”?*°

257 Kohei Fujimura, “China high-speed rail operator forced to hike fares as debt balloons,” Nikkei
Asia, August 22, 2024, https.//asia.nikkei.com/Business/Transportation/China-high-speed-rail-
operator-forced-to-hike-fares-as-debt-balloons.

258 Wen Jiabao delivers a special message at the World Economic Forum annual meeting 2009,”
Ministry of Foreign Affairs of the People’s Republic of China, January 29, 2009, https:/www.mfa.
gov.cn/mfa_eng/xw/zyjh/202405/t20240530 11340045.html.

239 Interview with Viking Bohman.
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In the international arena, China scores resounding successes thanks to
its ability to quickly build major infrastructure, including the digital web
that physically enables the internet,° and to sell products from new
industries. A unique focus on low-tech exports is long gone, while sales
from these pastindustries remain. The return on investment abroad is
much more debatable, especially when looking at FDI or real estate
and vanity acquisitions. In fact, Xi's administration has already clam-
ped down on some of these. It has also blocked the semi-internationa-
lization of many of China’s foremost companies by limiting their ability
to list freely on international markets. Control, as well as a well-founded
fear of irrational exuberance from China’s capitalists — state managers
and supposedly private entrepreneurs alike — are explanatory factors.

China’s much-vaunted new soft power also faces limits globally. It
resides mainly in the impressive display of China’s own (breathtaking)
industrial and urban prowesses. With developing nations and particu-
larly in Africa, China has a significant infrastructure, mining, agriculture,
health, and urban development offer at a price that is without compe-
tition. This Chinese offer is all the more evident for African countries
when there is no credible alternative and when “Chinese entrepreneurs
and managers are willing to endure arduous and often risky living and
working circumstances that Western professionals are mostly unwilling to
accept.”*" In addition, China is quite good at adapting and experi-
menting its policies on the ground, according to local realities.

Meanwhile, Western aid and loans come with environmental and other
conditions that are not well received. The commercial benefits are less
convincing, while the contrast between win-win rhetoric and hardball

260 Maximilian Mayer and Yen-Chi Lu, “Digital autonomy? Measuring the global digital dependence
structure,” Social Science Research Network, April 13, 2023, https./papers.ssrn.com/sol3/papers.
cfm?abstract id=4404826, Vivi Lehdonvirta, “Cloud empires’ physical footprint: How geopolitics
and trade shape the global expansion of U.S. and Chinese data centre infrastructures,” Oxford
Internet Institute, March 6, 2024, https://www.oii.ox.ac.uk/news-events/videos/cloud-empires-
physical-footprint-how-geopolitics-and-trade-shape-the-global-expansion-of-u-s-and-chinese-da-
ta-centre-infrastructures/.

261 Interview with Raoul Bunskoek.
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commercial negotiations is increasingly visible to partners. They, too,
have undergone a learning curve, and one of the most frequent state-
ments about relations with China is that the era of naivety is over.
But offers by Chinese companies increasingly address feedback from
complaints, and they offer very different terms when they are challen-
ged.

China’s rigid control over its diplomats, including an obsessive priority
given to “discourse power” (i&i&1X) on Chinese terms, limits its ability
to reach to its interlocutors and to the general public. This is true in
advanced democracies but less so in the “Global South,” where Wes-
tern hypocrisy and post-colonial memories are a common trope.?¢?
“Inthe Global South, modernization and Westernization are no longer syno-
nymous.”***The reality of China’s soft power and of its public diplo-
macy will still rely on the ability to say “no” and to coalize others in
this refusal. Positive movement engineered by China remains minimal.

All of Xi's global strategies,?** even if they lack substance, bring some
optimism and ultimately rely not only on China’s economic dynamism
but also on its indispensability as a supplier or trade partner. They
also assume that China can maintain a delicate balance between under-
mining international institutions — mirroring these with alternative
creations sometimes — and preserving what is indispensable to the wor-
Id’s largest exporter with huge foreign currency reserves: free trading,
including logistically, and capital market liquidity.

This scenario, which would probably suit many countries wishing to
avoid the consequences of an acute Sino-American rivalry and who
would like to steer a path between those two superpowers, presup-
poses that China does not rock the boat. In particular, should a conflict

262 Global public opinion on China,” Asia Society, December 2024, https.//asiasociety.org/policy-insti-
tute/global-public-opinion-china.

263 Interview with Eric Olander.

261 Belt & Road Initiative, Global Development, Global Security and Global Civilization Initiatives
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over Taiwan erupt, it supposes that it would not entail a major inter-
ruption to global trade. The Taiwan Strait is a major trading route, as
is the Strait of Malacca, and 90 percent of China’s international trade is
seaborne!?%®

“Divide and rule,” with a surface respect for international institutions but
a steady bilateral practice, is nothing new for China. Its economic leve-
rage now extends much further. Global trade is fragmenting as some
companies are willing to pay an extra cost to re-route their supply
chains but not decreasing — except for China’s own imports. Genuine
difficulties in de-risking for other highly industrialized countries pro-
mise, at best, checkered counter-policies to China’s unbalanced eco-
nomy. Where to draw the line and, most importantly, how to enforce
de-risking? Reforming the WTO is not part of the plan, as China has
no interest in adopting new rules - and already poorly respects exis-
ting rules. Yet “China may still appear as a better promoter of interna-
tional trade rules than Trump.”?*® There will be sectoral alignments and
coalitions on specific Chinese exports and about restraining sensitive
exports to China, but they will not be universally accepted.

Again, China’s own stakes in the international economy preclude
the outbreak of a major military conflict around Taiwan. It would not
exclude, however, maximum pressure around the island and the steady
erosion of the Taiwanese people’s will to remain separate from China.
The efforts of many countries to ramp up the physical production of
semi-conductors would in themselves weaken Taiwan'’s strategic value
as the world'’s “Silicon Island.”

265 [saac B. Kardon and Wendy Leutert, “Pier competitor: China's power position in global ports,”
International Security, No. 46, 2022, pp. 9-47, https://doi.org/10.1162/isec a 00433.
266 Interview with Naoko Eto.
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In this scenario, China enjoys a partial win, and others lose, but gra-
dually and not to such a catastrophic degree as to create the kind of
unity on display after Russia invaded Ukraine. On balance, this scenario
n°2 for a controlled Chinese win has therefore a much higher degree
of probability than scenario n°1.

SCENARIO N°3: THE END OF CHINA’S ECONOMIC
AND TECHNOLOGY MIRACLE

The extent of China’s international trade and investment integration,
along with the resulting dependence of its partners, may be exagge-
rated. Key chokeholds on high technology, especially on design rather
than physical production, remain in the hands of the United States. This
is also true for the capacity to persuade or coerce important partners
to follow suit. Trade barriers go up and threaten China’s export drive.
In fact, its past export success has become a vulnerability, since
demand from China’s most important trading partners has become a
not-so-secret weapon.

Emerging economies from Turkey, which is in “an underdeclared com-
petition with China in Africa and Central Asia,”*®” to Brazil and Indonesia,
which draw China’s attention on coveted commodities to deflect its
positions rather than constrain them, have always had fewer qualms
than industrialized economies in preventing harm to their trade
surpluses and protecting their industries. The dividing line is often
the supply of raw materials or energy they export against the goods they
import from China. Many protectionist measures have been launched
directly at China, with barriers to trade and sometimes investment.?®
The “Global South” narrative, which China has now embraced after two
years of hesitation, is a fig leaf when it comes to trade policies.

267 Interview with Soli Ozel.
268 Developing countries often prefer to push back through currency devaluation rather than
through highly visible trade measures.
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Abroad, the usefulness as shields for China of Russia and Iran has
greatly diminished, with Putin’s future in a dismal demographic and
financial context?® and Iran cut down to size by resolute actions on the
part of Israel and the United States. North Korea remains an ally, but it
is as much an “agent provocateur” taking advantage of opportunities
as a genuine help for China. Alliances such as AUKUS or the Quad and
rising regional defence budgets begin to redress a balance in which
China currently enjoys an advantage over its neighbors.

Moreover, members of BRICS tend to use the forum for what resembles
a platform “airing grievances” against the West,?’° and also as a bar-
gaining chip with China, including on the internationalization of the
renminbi. With an even more pessimistic outlook and in the words of
a former ambassador: “Concrete changes to the international order are
a challenge, meaning the BRICS will most likely have disappeared in ten
years from now.”?’" It may, therefore, soften the tangible prospects of
this organization and the sincerity of their solidarity. In this scenario,
China has to reduce its ambitions, which also requires some ideo-
logical change at home.

China excels at publicizing its international offerings, but the rea-
lity is often far behind. The six Western Balkan states and the ASEAN
members may be cases in point. In the former, China has leveraged
its loans, particularly with Serbia and Montenegro.?? But one reason
why the 16+1 initiative with Central and Eastern Europe has failed is

269 Michel Duclos and Camille Le Mitouard, “[Scénarios] La Russie, une puissance crépusculaire ?”
[[Scenarios] Russia, a twilight power?], Institut Montaigne, March 2024, https://www.institut-
montaigne.org/publications/scenarios-la-russie-une-puissance-crepusculaire.

270 Interview with Eric Olander.

271 Interview with Volker Stanzel.

272 There have been visible successes in contracting for infrastructure (bridges and plants in Serbia,
a superhighway in Montenegro). In one case, a major sea bridge in Croatia, the entire project
is actually paid by the European Union. More generally, European FDI accounts for 70 percent
of foreign investment in the Western Balkans, China only 10 percent. 81 percent of the region’s
exports go to the European Union and 58 percent of imports come from the EU, while only
11 percent of imports come from China: Private communication in Budapest on November 15.
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that actual investments have never followed the rhetoric. With ASEAN,
while China is the top trade partner for each member, all ten countries
trade more with each other than with China.?”* The European Union
also remains the first source of FDI for ASEAN economies, followed by
the United States and Japan. China comes only fourth, closely followed
by South Korea and Taiwan.?* Such figures do not contest the fact that
China has meanwhile tried to take the upper hand regionally in
recent years,?® notably to rebalance its stock of investment with that of
the United States, while competing as much on quality as on quantity.

Although none of the above suggests that China’s external trade or
finances will crash, it does place a ceiling on expansion from the first
quarter of this century. Without necessarily full coordination, China’s
partners place barriers, whether for security, economic security, or
protectionist motives. Transatlantic ties are likely to survive the test of
Trump’s second mandate, and cooperative investment in the industries
of the future (or to withstand Chinese competition in existing indus-
tries) has gotten off the ground. China’s acquisition of technology from
abroad has been curtailed by technology export controls and surveil-
lance of human research and technology exchanges — measures already
put in place by Canada and Japan.

In this scenario, the operative word of the cooperation format in vogue
has been minilateralism rather than multilateralism. In the West's dea-
lings with third parties, the values that came to the fore after the
fall of the Soviet Union more often take a second seat to interests.
This enables, for example, the European Union to sign more trade deals

273 “Exploring intra-ASEAN merchandise trade dynamics,” ASEAN Statistical Brief, May 2024,
https://www.aseanstats.org/wp-content/uploads/2024/05/ASB-202405-03.pdf.

274 “ASEAN Investment Report 2024 : ASEAN economic community 2025 and foreign direct invest-
ment,” ASEAN, October 2024, https.//asean.org/book/asean-investment-report-2024-asean-econo-
mic-community-2025-and-foreign-direct-investment/.

275 Susannah Patton and Hervé Lemahieu, “Asia has no hegemon: But U.S.-Chinese bipolarity is
good for America and the region,” Lowy Institute, September 13, 2024, https://www.lowyinstitute.
org/publications/asia-has-no-hegemon-us-chinese-bipolarity-good-america-region.
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with countries and regions whose primary products are critical or which
can at least partly replace faltering demand from China. No absolute
choice is made between de-risking and decoupling. Some require-
ments of partners such as the reduction of gas emissions, where Europe
wanted to be the world’s leader and source of inspiration, may take a
second seat to interest- and economic security-based trade pacts. This
would be dramatic. Certainly, Europe’s own contribution to gas emis-
sions is minimal, but its climate diplomacy leverage over others is still
demonstrably weak.

Increasingly over the next decade, China will be faced with the issue
of its own domestic growth and structural obstacles. The need to
rebalance growth toward consumption has been repeated time and
again by foreign analysts of China’s economy and is in fact already
acknowledged in words by some in China’s economic leadership and
expert circles.?® Social issues such as the increasing need for health
services, social security, and retirement funding are beginning to crowd
out the massive investments in infrastructure, defence, internal security
and external lending to semi-client states. Meanwhile, private capital
and entrepreneurs have been discouraged by Xi’s strict policies and
legal insecurity. China’s political rigidity, understood first and fore-
most as the will to preserve a vast CCP structure well above any rising
middle class with independent ideas, is therefore an absolute barrier
to a switch of support from production to demand.

This does not imply a financial crash landing. With capital controls,
China can print money, sustain existing demand, and eventually make
up for it with monetary depreciation. But this tends to rekindle the com-
plaints from China’s partners regarding dumping and currency mani-
pulation, increasing support abroad for protectionist measures. True,
the global economy needs China’s advanced and less costly inputs, but

276 Ding Feng and Han Wei, “China’s stimulus policies now put emphasis on consumption, expert
says,” Caixin Global, November 12, 2024, https:/www.caixinglobal.com/2024-11-12/chinas-stimu-
lus-policies-now-put-emphasis-on-consumption-expert-says-102256309.html.
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not at the expense of the rest of the world. Unlike Russia, China has a
financial, not physical, hold over many critical natural resources.

This is a muddling-through scenario. As with scenario n°2, the game
changer is really in the policies of China’s partners and their ability
(or lack thereof) to achieve a degree of coordination. The other assump-
tion here is China’s unwillingness to engage in a major international
conflict that would overturn the table. This is more unlikely than the
maintenance of a precarious balance between China and its partners,
particularly given the harm a conflict would inflict on China’s economy.
Even today, part of Chinese households’ lack of trust in the future
comes from the fear of an international conflict, including the per-
ception that China has gone out on a limb with an unreliable and under-
performing Russia.

It is improbable that technology restraints and other barriers targeting
unfair competition from China can be coordinated with emerging eco-
nomies or among all members of an alliance. It is, however, probable
that political reluctance to reform under Xi Jinping will prevent
the implementation of solutions to low domestic growth. The path
toward the “Japanification” of the Chinese economy will continue with
price deflation, monetization of debt as a stimulus, etc. But China is
the world’s second economy - and, in fact, the first for industrial pro-
duction. It can be countered in some of its excesses, but it cannot
be toppled by an economic crisis alone. Assuming that Xi Jinping is
not a major risk-taker and understands worrying signals, China will not
launch a major conflict with an unpredictable endgame that would irre-
versibly tip the balance for its economy. Overall, we give this scenario
a degree of probability equivalent to scenario n°2, meaning that it
is likely.
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SCENARIO N°4: THE RETURN OF REGIME
AND SYSTEMIC QUESTIONS

Surprises can happen. If one takes a bird’s-eye view of Chinese his-
tory, cycles close more often with a bang than with a whimper: the
overthrow of the Qing dynasty, the May Fourth Movement in 1919, the
Communist Party’s victory in 1949, Mao Zedong's overturning of the
table against his colleagues and the fall of his associates after 1976.
If one looks for simple explanations for these events, they are often
external: the Qing’s humiliation at the hands of Britain and the other
colonial powers, the Sino-Japanese War, and Mao’s break with the
Soviet Union. Paradoxically, since it included much foreign inspiration,
the 1919 Reform movement appeared more homegrown, as were the
great decades of reform after Mao.

Unseating the CCP - in other words, regime change — does not appear
to be on the cards. To reassure (or worry) oneself, one must simply look
at the breadth of political and technological control, the disappearance
of “line struggle” and of the resulting factions, and the indoctrination at
all levels. Yet this is the system’s cardinal fear, feeding repression levels
well above those of the Reform decades. The unparalleled extent
of Xi’s cult of personality and authority also means that power is
brittle and that there is a likelihood of a factional or personal struggle
at succession time. Even more telling than the persecution of dissident
views, including based on the rule of law, is the repeated purges of
the PLA. Justified by an anti-corruption drive, they nonetheless signal
a major disconnect and the impossibility of permanently establishing
trust.

The CCP needs a strong army to achieve its goals. Like other Leninist
regimes, it has seized on nationalism and resistance to what it calls
strategic encirclement as the key narrative to bolster its legitimacy. But
nationalism is a cumbersome and unwieldy tool. The years prece-
ding Xi’s coronation in 2012 saw an out-of-control movement that was
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meant to intimidate reformers, but it also antagonized almost all of Chi-
na’s neighbours in the Asia-Pacific region. Xi Jinping may have tamed
the tiger, but he is still riding on its back.

Placing the return of Taiwan at (or close to) the top of China’s objec-
tives risks a backlash if reunification is perpetually delayed. This is all the
more true if Taiwan were to continue succeeding in the world economy,
even if it lacks much of a diplomatic presence. The most likely factor
to delegitimize the leader - if not the regime itself — and lead to a
rebalancing of intra-CCP politics remains, therefore, a miscalculation
around Taiwan. The combination of a high level of defence spending
above officially declared levels, the omnipresence of the PLA in propa-
ganda, and a humiliating setback would discredit any leader, including
Xi Jinping. On top of all this, China’s physical military strength is increa-
singly vast but remains almost entirely untested.

This is not so much about the “accidental war” that might happen
as a result of miscommunication and a fast escalation ladder. By all
accounts, the PLA has never repeated the assertiveness and aggressi-
vity it showed during the 1979 mistake of Vietnam. On the contrary,
incidents appear to be highly controlled and generally designed
for messaging, not for any military win. The erosion of positions has
worked well in the South China Sea against a strategically irrelevant
ASEAN - whose members have different perceptions of China, depen-
ding on whether they are mainland or maritime countries — and to a
lesser extent on the border with India. With Taiwan, it amounts to steady
harassment. With Japan, it is simply failing because Tokyo maintains
its own presence just as steadily, particularly on territorial issues — the
concept of an “Asian NATO” is, moreover, still not universally accepted
by Japanese society or security experts.?”’

277 Interview with Naoko Eto.
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Faced with rising international barriers in terms of trade, invest-
ment, and technology transfers, the regime’s paramount leader might
conclude that time is no longer working in China’s favor. This also sup-
poses that China’s coalition partners — primarily Russia but also Iran and
North Korea - provide suitable diversions from China and that America
has isolated itself inside what was previously a successful alliance.?’®

In addition, in this scenario, China’s domestic economy would reach a
breaking point. The lack of trust from private actors, mounting public
debts that would no longer be matched by large returns of money, and
the persistent predominance of state enterprises relying on monopoly
positions would erode the central government’s financing capacity. Fis-
cal stimulus does not work if there is no trust among consumers
or investors. A vast amount of China’s prosperity lies abroad, whether
by navigating the seas or stashing money inside the international sys-
tem. Even with capital controls, the game must stop at some point. In
this scenario, that point would be reached before 2035. Meanwhile,
an economically weaker China may already be a more volatile and
aggressive China.

There are arguments both for and against these hypotheses. As of
2024, despite short-term military gains against Ukraine, Russia’s posi-
tion appears increasingly unsustainable in the long term — and so does
Iran’s. North Korea takes opportunities from other conflicts to advance
its own interests, but has never launched a genuine conflict itself. And
part of the attractiveness of a compromise with China for foreign
multinationals, for Europeans disillusioned with Washington or for
regional economies, lies in the dynamism of China’s economy as a
production base and as a market. Even today’s price deflation, which
makes China’s prices and logistics the most attractive on earth, is not
enough to restart a foreign investment wave.

278 “China Trends #21 — China’s balancing act with the ‘axis of upheaval’,” Institut Montaigne,
October 3, 2024, https://www.institutmontaigne.org/en/expressions/china-trends-21-chinas-ba-

lancing-act-axis-upheaval.
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However misinformed Xi Jinping may be by his subservient entourage,
he must weigh the risks and the odds. Unlike Vladimir Putin, he is not
sitting on a treasure trove of natural resources, and, energy-wise,
distrust is the prevailing mood among China’s neighbors: “Nor-
theast Asian democracies are unlikely to plug themselves in to a Chinese
UHV international grid, but this is maybe less the case for Central Asia.”*”®
Whether a Chinese UHV worldwide-grid is both politically and physically
possible therefore remains very much open to discussion. Meanwhile,
China may accelerate its use of rare earth export denials for coercion or
as countermeasures. But this has started a worldwide search for these
critical materials, along with agreements among other countries to
ensure diversification.

As for Chinese public opinion - if such even exists in an atmosphere
of censorship and control - it is hard to gauge. Elites often seem dis-
satisfied with Xi Jinping and are prone to capital flight;** they appear
to be nostalgic for Deng Xiaoping’s past pragmatism. But opinion polls
invariably show a population that maintains high levels of trust in the
government.?®' Some of this is tied to control over respondents, some
to China’s impressive gains over the last two generations. To the older
population, this has indeed been a miracle. The younger set does not
have that historical background, apart from propaganda, and faces
more difficult circumstances.

27 Interview with James Webster.

280 Robin Brooks, “China’s Achilles’ heel - capital flight,” Brookings, July 4, 2024, https.//www.
brookings.edu/articles/chinas-achilles-heel-capital-flight/, Amy Hawkins, “China’s billionaires
looking to move their cash, and themselves, out,” The Guardian, October 31, 2023, https:/www.
theguardian.com/world/2023/oct/31/chinas-billionaires-looking-to-move-their-cash-and-themsel-
ves-out.

251 Erin Baggott Carter, Brett Carter and Stephen Schick, “Data shows the Chinese government is
less popular than state media makes it seem,” East Asia Forum, October 29, 2024, https://easta-
siaforum.org/2024/10/29/data-shows-the-chinese-government-is-less-popular-than-state-media-
makes-it-seem/, Ilaria Mazzocco and Scott Kennedy, “Public opinion in China: A liberal silent
majority?,” Center for Strategic and International Studies, February 9, 2022, https:/www.csis.
org/analysis/public-opinion-china-liberal-silent-majority.
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Observing how China’s international competitors will behave is equally
important. The United States is still the only global military power, and,
more broadly, democracies remain the main economic actors. Fragmen-
tation of the international scene and multipolarity are indeed weake-
ning the West’s leverage. Could China expect a significant military
contribution by one of its coalition partners or even a simultaneous
occurrence of conflicts that would divide its adversaries? A positive
answer presupposes the existence of a genuine alliance as opposed to
a mere axis of convenience. However, all this would not matter much
should there be a regional war around Taiwan, which would be the lar-
gest in history and would have global consequences. Rationally, this
scenario has a very low probability. But not all leaders are rational,
and therefore, it must also be anticipated. Ultimately, our dire scenario
n°4 rests on Xi Jinping going for broke.
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Conclusion

In many respects, China today seems far more predictable than the rest
of the world. A centralized and personalized power structure, the sup-
pression of internal factions through anti-corruption campaigns, and
unchecked surveillance tools have made speculation about the post-
Xi Jinping era increasingly rare. Xi Jinping himself is fairly transparent
about his objectives for 2035 and sometimes even beyond: to complete
the “socialist modernization” of the country and its military by prioriti-
zing new technologies, self-sufficiency, and, above all, national security.
This national security objective encompasses domestic order and the
defense of the regime.

China’s ambition to become a major power is epitomized by the sym-
bolic goal of “reunifying” with Taiwan. It seeks to make its partners
dependent on China, whether for raw materials, technology, or finan-
cing. Furthermore, it aims to promote an authoritarian Chinese model
that competes with democracy and the Western approach to develop-
ment. These official goals are not concealed, nor is the omnipresent
rhetoric framing China’s progress as a series of “struggles” and urging
the country to prepare for a major war. Sometimes dictators should be
taken at their word. It is the means China adopts in pursuit of its objec-
tives — such as the inner workings of power at the top, certain strategic
plans for scientific and military development, and the management of
external accounts and monetary reserves - that raise questions.

By 2025 - to say nothing of 2035 - China will rely far more on its
partners than it did at the start of the twenty-first century. This is
inevitable given a trade surplus of nearly $1 trillion in 2024,%2 including
$2 trillion in manufactured goods - a record unmatched in history. The

22 i O & MmEERGETE) B: AR [Table of total value of imported and exported goods
(United States dollar value) B: Monthly table], National Bureau of Statistics, January 15, 2025,
http://www.customs.gov.cn/customs/302249/zfxxgk/2799825/302274/302277/302276/6325041
index.html.
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world’s second-largest military, which continues to grow both quan-
titatively and qualitatively, also stirs unease among China’s partners.
These same partners often view their interactions with China as a zero-
sum game rather than the “win-win” relationship so frequently touted
by the Chinese leaders but rarely actually practiced by China’s hybrid
economy.

Moving Beyond Preconceived
Scenarios on China

Given its rise, predictions of China’s imminent failure seem almost
laughable. Just as the dream of Leninism dissolving into free trade
was misguided, the idea of an impending economic collapse is a
delusion. Any forecast of China’s trajectory by 2035 must seriously
consider the possibility of absolute success: a future marked by uncon-
tested technological progress and unavoidable influence, achieved, if
necessary, through coercion or open conflict. This is our scenario n°1,
and it cannot be ruled out. Unlike the decades of Reform and Ope-
ning-up, this scenario does not involve greater integration with the rest
of the world. It leaves little room for foreign partners in China, with the
presence of foreign businesses and human exchanges reduced to the
bare minimum. This triumphant scenario is far from optimistic for
China’s partners, including Europe.

China is no longer “a giant with feet of clay” but has its own inhe-
rent weaknesses. Demographic decline, which will have harsher reper-
cussions after 2035, excessive saving and underconsumption, and the
negative impacts of Xi's recentralization on private enterprises and indi-
vidual morale are significant challenges. With domestic growth slowing
(relatively speaking) since 2015, exports have become an increasingly
vital engine of the Chinese economy alongside public investments
and loans. In practical terms, China is extracting more growth from
the rest of the world than it contributes - this is a zero-sum game.

121



INSTITUT MONTAIGNE

However, as even a declining share of China’s immense market remains
attractive to some foreign partners, many companies still resist the
conclusions increasingly drawn by their governments.

This diagnosis demands, if not persuading China to rebalance
its growth, at least containing its most harmful effects on other
nations, such as dumping, intellectual property theft, and the militari-
zation of technology. This debate, centered on “de-risking” and “decou-
pling,” is now at its peak. An economy dominated by political factors
that preclude market reforms, coupled with growing awareness among
foreign partners of global imbalances, could lead to increasingly nega-
tive responses and retaliatory measures against China by 2035.

These responses will not be limited to the West. However, diverging
national or sectoral interests among China’s partners may reduce
the effectiveness of countermeasures, turning them into mere irri-
tants for China rather than barriers to its relentless rise. This is scenario
n°2.

Scenario n°3, the one of a coordinated international response, depends
not only on Chinese missteps but also on more effective interna-
tional coordination. This could range from transatlantic alliances to
multilateral coalitions and agreements involving emerging countries,
middle powers, or the “Global South.” The decisions of China’s partners
will be a critical factor: China’s trajectory through 2035 will depend as
much on their capacity to coordinate and act as on Chinese policies
themselves. This was certainly not the case twenty-five years ago, when
global engagement - particularly by major industrialized nations and
neighboring Chinese diasporas - fueled the rise of the “world’s factory.”

Despite rhetoric from Chinese leaders about reorienting external rela-
tions and economic exchanges toward the rest of the world, this has
not diminished China’s dependence on the dollar or the markets of the
industrialized democratic economies. While politically significant, the

122



[SCENARIOS] CHINA 2035: THE CHANCES OF SUCCESS

“rest” of the world remains (almost) negligible in economic terms for
China’s trade.

At the start of 2025, predicting the future of international balances
- often and more accurately described as power struggles — is more dif-
ficult than ever. The revisionist axis China supports is in poor shape.
Russia is suffering increasingly from sanctions, depleting its manpower
and expertise in a war that kills conscripts and drives away talent. North
Korea mirrors this absurd human drain, and Iran is facing historic set-
backs after attempting to maintain its influence in the Middle East and
beyond.

The US Trajectory

While democratic institutions in the West generally outlast political tur-
bulence, and no discontented citizens or refugees seem to be heading
toward China, it is undeniable that Western political crises create
collective challenges. While the COVID-19 virus originated in China
and vaccines came from the West, the United States’ progress in space
exploration and weaponry - albeit in insufficient quantities — remains
impressive. Europe, once home to the most devastating conflicts in the
world, now resolves disputes through flexible institutions, even if
they are not always respected. Western Europe, having enjoyed peace
for eighty years, even came to believe it could “exit history.”

Since 1989, the United States has been interventionist on many foreign
fronts, but it is now grappling with growing isolationist sentiment.
The scenarios for China in 2035 are thus closely linked to Western “res-
ponses” that should, in fact, be framed as proactive initiatives. Simply
reacting to China or attempting to shield oneself against its rise is
not enough. Faced with the decline of the multilateral institutions in
which Europe placed so much hope, finding new groupings, coalitions,
and alliances that serve collective interests is becoming essential.
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China’s engagement with multilateralism remains limited, and even
regional groupings often serve as mere echo chambers for its policies.
Its interpretation of international law is even narrower, frequently rejec-
ting binding enforcement. Following the Maoist tradition of claiming
“friends all over the world,” China’s public diplomacy, social media pre-
sence, and occasional allies aim to deny the appearance of isolation
in international opinion. Of course, diplomacy involves engaging with
adversaries or those with opposing views, but such engagement will
not suffice to influence China’s strategic choices regarding one of the
scenarios outlined earlier.

Developing viable alternatives to Chinese suppliers and unified
levers of pressure is critical. Only by presenting China with a choice
- either change its economic strategy or jeopardize its growth and, by
extension, its social and political stability — can real influence be exerted.

However, the United States may also lean heavily on bilateral bargai-
ning. Its tools, including the influential power of social media, are likely
to be used unapologetically to weaken partners that are increasingly
viewed as competitors rather than allies. While the defense of the “free
world” or democracy has never been entirely devoid of self-interest,
such motivations are now more transparent than ever. Even those who
champion the virtues of free markets over regulatory constraints
are now engaging in geopolitics shaped by power dynamics with
partners and allies.

The shared will and ability to coordinate actions across the Atlantic and
beyond are in doubt. Japan and South Korea are acutely aware of the
risks posed by their proximity to China. Like the ASEAN countries, they
are less economically integrated with China than often assumed but
remain dependent on a vast US presence to act. Caught between a
volatile United States, an indecipherable Europe, and an imperial
China, they may explicitly or tacitly choose accommodation with Bei-
jing. The same applies to many more distant nations. While they rightly
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fear Chinese pressure, they do not view China as an existential threat or
even a strategic challenge - a sentiment still shared by some European
countries.

It is worth acknowledging that the actions of the Trump administra-
tion could determine whether China follows scenario n°2 or n°3.
Conversely, Xi Jinping's extensive powers enable radical strategic shifts,
particularly in economic policy. However, this would require sacrificing
some of his state-backed supporters — a move that would undermine
his domestic legitimacy. For now, China continues to thrive in its
international economic expansion, so why would it change course?
Itis highly likely that Donald Trump will concentrate his efforts on pres-
suring China on multiple fronts, supported by many of his advisors. But,
this would also require reduced US engagement in other conflicts, such
as the Middle East and, most notably, Ukraine.

Europe’s Position
and Choices

In the short term, consolidating US economic hegemony by pressuring
Europe - or Canada and Mexico - is easier and more profitable for the
United States than directly confronting China. Europe, meanwhile, has
yet to demonstrate credible deterrent or retaliatory capabilities
and remains strategically dependent on the United States regarding
Eastern European security. Access to the American market is even more
critical for Europe than access to the Chinese market, creating a dual
dependence - both strategic and commercial.

Strengthening European innovation and industry or achieving
autonomy in defense are essential solutions to this strategic impasse.
However, both paths are expensive and will only yield results after a
decade. Unless it overhauls its regulatory framework, Europe will conti-
nue to implement projects more slowly than either China or the United
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States. Simultaneously, US incentives such as likely tariffs, high interest
rates, and benefits under the Inflation Reduction Act continue to attract
European private capital across the Atlantic.

Ironically, Elon Musk, who is increasingly interfering in European affairs,
is advocating for a Make Europe Great Again (MEGA) strategy, while
Donald Trump is demanding defense spending equivalent to 5 percent
of GDP. Unless Europe dismantles its social safety net for an aging popu-
lation, these combined demands - alongside rising American protec-
tionism — create an impossible dilemma for Europe. It would need to
defend itself independently in the short term while investing mas-
sively in future industries and services over the long term. Ameri-
can competitors, particularly in the digital sector, maintain a leading
position due to their access to vast capital markets. Simultaneously,
Europe faces American protectionism on goods while enduring the rise
of digital services and platforms without the ability to regulate them
effectively.

What is impossible will not happen. The future of the Trump administra-
tion — and those that will follow it - remains uncertain. However, at this
stage, the new America is asking too much in too many areas from
Europe, while blatantly disregarding its European allies. Trapped in this
bind, Europe will find it harder to resist Chinese pressures, particularly
as it fails to establish a leading strategic role in Asia. The rigidity of the
Chinese regime in negotiations initially prompted Europe to shift
its approach. However, if Europe is forced to independently manage an
existential conflict with Putin’s Russia while enduring America’s transac-
tional negotiation tactics, transatlantic solidarity will inevitably unravel.
A recent poll shows that only 21 percent of Europeans across nine major
member states consider Trump’s America an ally.?®' This sentiment

281 Timothy Garton Ash, Ivan Krastev and Mark Leonard, “Alone in a Trumpian world: The EU and
global public opinion after the US elections,” European Council on Foreign Relations, January 15,
2025, https://ecfr.eu/publication/alone-in-a-trumpian-world-the-eu-and-global-public-opinion-af-
ter-the-us-elections/.
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echoes that of South Korea, the country most dependent on the US
security umbrella, and, as a result, the most anxious.

One of two things will happen: either the new Trump administration
will prove to be more rational and less greedy - giving up, for ins-
tance, on replacing the income tax with tariffs on its partners — or the
very basis of transatlantic coordination will collapse. This develop-
ment may well encourage populists of the same vein to come to power
across Europe. However, they will have no common strategy with their
American counterparts. And China, the better-off supplier, as suave as
America has become brutal, will have a pathway to realizing its strate-
gic dream of dividing democracies, starting with those in Europe - this
indecisive “third world.”

The time will then have come to reassess the chances of scenario n°1,
that of China (alone) at the top. An isolationist, bluffing, and threate-
ning America will also be a stand-alone America. As all American realists
agree, there is no longer the shadow of a doubt about the need for
participation by US allies - and even by other less-aligned countries -
to thwart China in its most damaging projects. The example of sanc-
tions against Russia shows just how difficult the task is. Xi Jinping's plan
is, therefore, to make such participation simply impossible.

The Possibility of a Worst-Case
Scenario for China

We must now turn to the scenario we have so far ignored: scenario
n°4. This is the scenario of a major conflict - in other words, a war —
directly or indirectly triggered by Xi Jinping. The obvious objective
would be unification with Taiwan, but the battleground would not be
limited to the island. In view of recent events such as the large-scale
hacking of American networks, the sabotage of Baltic submarine cables,
the development of space hyper-gliders, and the overall expansion of
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China’s nuclear and naval projection capabilities, this conflict would not
remain local or even regional. As for the economic repercussions, they
would be vast and on a global scale.

We have no firm judgement on the possible timing of such a war.
For some, the years up to 2027, before Asia rearms and structural
weaknesses appear in China, are the ideal time. For others, China is not
militarily ready but is working toward being so by 2035. Neither should
we underestimate American capabilities. This conflict carries immense
risks for both powers, as well as for the overwhelming majority of a
world that depends on international trade.

What we do know is that scenario n°1 may lead to scenario n°4. Any
military undertaking could result in serious setbacks and call into
question Xi Jinping’s domestic legitimacy and that of the CCP. From
this perspective, it might be just as difficult for Xi Jinping to back down.
This is what we might call the Putin scenario — one of a headlong rush
into war.

Yet we cannot see inside Xi's head, who is generally regarded as a strate-
gist weighing the pros and cons when undertaking any major decision.
At what point will the breakdown of alliances and interests that
have structured the world since 1945 persuade him that more radi-
cal risk-taking is now possible? A surprise offensive remains difficult,
as demonstrated by the inconclusive invasion of Ukraine in February
2022.But given the state of public opinion, the rise of the national-popu-
lists, and the growing divisions between Western (and Asian) partners,
Xi Jinping may find that defeating Taiwan without fighting is a realistic
option. However, a strict blockade of the island would be a casus belli
— all the more so since the majority of the world's semiconductor pro-
duction is still concentrated on this “Silicon Island.”
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The choice of scenario n°4 depends on Xi Jinping. The United States
could turn it into scenario n°1 if it were to give in without a fight. Its
allies, above all in East Asia, fear both outcomes, whether they result in
fighting or surrender. Wisdom and recent historical and strategic expe-
rience dictate that the infernal duo of scenarios n°1 and n°4 should not
be overlooked. Of course, Europe must do its utmost to favor scena-
rios n°2 and n°3, with full knowledge of the fact that the direction
taken by China will depend on the degree of understanding pos-
sible between America and its partners. But the world in which we
now find ourselves is one in which rationality does not seem to struc-
ture reality to the same extent as before.
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Official Texts or Discourses
with 2035 Objectives

Name in English Name in Chinese ‘ Date Objective(s) for 2035
General

Strategic Arrangements FAKBEEH 10.2017 Basically achieve “socialist moderni-

for the Development of R ESE zation” (B ARSI S E X

Socialism with Chinese SENERIKIE ML)

Characteristics in the New ZHE

Era from the Report of the

19th National Congress.

14th Five-Year Plan for ZFNMHS LR 03.2021 “Socialist modernization” will involve

National Economic and E+mANREMR an expected sharp rise in economic,

Social Development ofthe | I F120354F i & S&T and overall national strength,

People's Republic of China Bfr along with an economic output and

and Long-Term Objectives per capita income of both urban and

for 2035. rural residents on the rise.

“Solidly Promote Common FLEEERNERE 09.2021 The path toward “common prospe-

Prosperity”: Xi Jinping's =i rity” (£ [5] & #4) - the ambition

speech at the 10th Central to raise the incomes of low-income

Financial and Economic groups, promote fairness, make re-

Committee Meeting. gional development more balanced,
and stress people-centered growth
— will have substantially progressed.

Politics

Plan on Building the Rule of | ;%3 EZEIRM 01.2021 Establish a“law-based country”

Law in China (2020-2025). | %1J(2020-20254F) (fikiZ & ), meaning governing
in accordance with the law at the
country, government and society
levels.

130



https://www.gov.cn/zhuanti/2017-10/21/content_5233414.htm
https://www.gov.cn/zhuanti/2017-10/21/content_5233414.htm
https://www.gov.cn/zhuanti/2017-10/21/content_5233414.htm
https://www.gov.cn/zhuanti/2017-10/21/content_5233414.htm
https://www.gov.cn/zhuanti/2017-10/21/content_5233414.htm
https://www.gov.cn/zhuanti/2017-10/21/content_5233414.htm
https://www.gov.cn/xinwen/2021-03/13/content_5592681.htm
https://www.gov.cn/xinwen/2021-03/13/content_5592681.htm
https://www.gov.cn/xinwen/2021-03/13/content_5592681.htm
https://www.gov.cn/xinwen/2021-03/13/content_5592681.htm
https://www.gov.cn/xinwen/2021-03/13/content_5592681.htm
https://www.gov.cn/xinwen/2021-03/13/content_5592681.htm
http://www.qstheory.cn/dukan/qs/2021-10/15/c_1127959365.htm?ref=neican.org
http://www.qstheory.cn/dukan/qs/2021-10/15/c_1127959365.htm?ref=neican.org
http://www.qstheory.cn/dukan/qs/2021-10/15/c_1127959365.htm?ref=neican.org
http://www.qstheory.cn/dukan/qs/2021-10/15/c_1127959365.htm?ref=neican.org
http://www.qstheory.cn/dukan/qs/2021-10/15/c_1127959365.htm?ref=neican.org
https://www.gov.cn/zhengce/2021-01/10/content_5578659.htm
https://www.gov.cn/zhengce/2021-01/10/content_5578659.htm

[SCENARIOS] CHINA 2035: THE CHANCES OF SUCCESS

Name in English Name in Chinese ‘ Date Objective(s) for 2035
Economy
14th FYP and Long-Term ZFEMHSER 03.2021 “Social modernization” of China,
Objectives for 2035 [Econo- | E+MPNFHE meaning “new-type industrialization,
mic aspects]. K informatization, urbanization, and

New Energy Automobile
Industry Plan (2021-2035).

Strategic Plan to Expand
Domestic Demand (2022-
2035).

Green Aviation Manu-

facturing System Outline
(2023-2035).

National Whole Grain
Action Plan (2024-2035).

FeERRES 11.2020
K BHK (2021-2035
)

T RAEEEEM 12.2022
X4 (20222035

F)

FEfnz fliEd 10.2023
% FRME (2023-2035

&)

ERE&WITH 12.2024

11 %1(2024-2035 )

agricultural modernization,” to

keep the country’s economy open

to the outside world, promote the
dual circulation system, position it
at the level of the middle ranks of
developed countries (in terms of
per-capita GDP), give importance

to the domestic industrial and
manufacturing system, including for
new emerging and strategic sectors,
and increase domestic demand.

Make electric vehicles the
mainstream of vehicles sold, with
public vehicles fully electrified, fuel
cell vehicles commercialized and
automated driving vehicles applied
on alarge scale.

“Expansion of domestic demand”,
mentioned in the 14th FYP, to be
achieved by improving supply’s
quality, smoothing economic circula-
tion, developing the services sector,
finding new forms of consumption
and encouraging low-carbon green
consumption.

Have an advanced green aviation
manufacturing with high integrity
and safety standards, along with
large-scale deployment of new
energy-powered aircrafts.

Significantly increase the proportion
of cereal grains in residents' dietary
consumption.
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Name in English

Name in Chinese ‘ Date ‘

Objective(s) for 2035

Energy and environment

14th FYP and Long-Term
Objectives for 2035 [Energy
aspects].

14th Five-Year Plan for
Modern Energy System.

Medium and Long-term
Plan for the Development
of the Hydrogen Energy
Industry (2021-2035).

National Climate Change
Adaptation Strategy 2035.

Guidance on the
Comprehensive Green

Transformation of Economic

and Social Development.

ZFmits LR 03.2011
E+mARE
L

‘I IR BE TR 03.2022

R ZE AL

Srerml & R 03.2022
HEAFL XY (2021-2035

)

ERENSIEE 05.2022

{52035

MREFHSE 07.2024
REMZEFHE
HER

Besides a transition to greener
production and lifestyle, carbon
emissions to “decline steadily” and,
after having peaked, carbon emis-
sions to be established at 200 million
tons of oil and gas equivalent.

Nuclear energy to make up approxi-
mately 10 percent of China’s total
electricity generation.

Hydrogen, identified as one of six
industries of the future, to have a
proper safe and efficient “energy
system” (BER{R ), along

with the supporting infrastructure
(transportation, energy storage, etc.)
for quaranteed production, adoption
and application.

Make China’s society and economy
“more resilient in the face of climate
change through better monitoring
and prediction of extreme weather,
more resilient crops, farmland, and
waterways.” Includes sub-targets on
climate change monitoring and early
warning abilities, including in terms
of technical and standards systems,
on water resources resilience, on
land management (forest, grass-
lands, wetland, etc.).

Establish a “green, low-carbon,
circular development economic
system,” meaning pollution and
carbon reductions will have made
significant progress.
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https://www.gov.cn/zhengce/202408/content_6967665.htm
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Objective(s) for 2035

Social and demographics

14th FYP and Long-Term ZFtS LR 03.2021 Population aging is identified as an
Objectives for 2035 [Social E+miRE issue with policies called for on fer-
aspects]. K tility, infant and child development,
and eldercare services.
Opinions on Deepeningthe | EXFiRLFFER 01.2025 Basic eldercare service system must
Reform and Development RUELEREN be complete and both urban and
of Elderly Services. =\ rural elderly people must enjoy basic
care services.
Outline of the Plan for HBEREEIEM 01.2025 Build a world-class education
Building a Powerful XIZRZE(2024-2035 system by expanding free education,
Country through Education | £E) shrinking the education gap
2024-2035). between urban and rural areas,
increasing PhD and graduate
students, strengthening basic re-
search, and leveraging Al to support
teaching.
Science and technology
Medium- to Long-Term BT R 61 09.2019 Innovation in the transportation
Development Plan for HPKEBHEREM sector to match that of the most
Scientificand Technological | %I/2XZ(2021-2035 developed countries, with strong
Innovation in the Transpor- | £E) basic research and innovation capa-
tation Field (2021-2035). bilities allowing for technological
self-sufficiency.
14th FYP and Long-Term ZFMHES LR 03.2021 Have China become an S&T “powe-
Objectives for 2035 E+HUANRE rhouse” (F43% 58 ) to allow it
[Science and Technology bbll to make strong achievements in key
aspects]. and core technologies and enter the
first ranks of “innovation-oriented
countries” (B F BL E K).
Outline of the Nationwide ERMFERT 06.2021 25 percent of Chinese citizens reach
Scientific Literacy Action it RIHE(2021- scientific literacy, while rural urban
Plan (2021-2035). 20354F) and regional disparities in such
literacy will still have to be reduced.
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Name in English

Name in Chinese ‘ Date

Objective(s) for 2035

Outline for Building a AR AR E 2 09.2021 Chinese intellectual property rights

Powerful Intellectual Pro- TR NE (2021-2035 to be globally competitive, including

perty Nation (2021-2035). F) to favor innovation and attract
entrepreneurs. Intellectual property
system to prove its effectiveness
and serve as an example for other
countries.

National Standardization ERrELER 10.2021 Chinese standardization system

Development Outline. NE to be “more robust” through the
guidance of both the market and
the government. Standardization
process to cover scientific and
technological innovation, industry,
green development, urban and rural
construction.

Plan for the Overall Layout HEhEEIEE 02.2023 Level of digital development to

of Building a Digital China. | {75 B X match that of leading nations,
and Digital China, which will have
infused the economic, political,
cultural, societal, and ecological, to
bring “great achievements” (22 K
FRFR).

“Moving Forward Coura- mEXEER 09.2024 Bases of an international lunar

geously Toward the Goal of | #REBERETIT research station completed.

Becoming a Space Power”:

XiJinping speech

Military and security

Report at the 19th National | RE| L =R %+, 10.2017 The national security system and its

Congress of the Chinese REERELRS L capacity will be strengthened, while

Communist Party. wE society’s long-term stability will be
maintained.
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Objective(s) for 2035

u

"To achieve the Party's
goal of strengthening the
military in the new era
we must strive to build
the people's army into

a world-class military.”:
XiJinping speech

14th FYP and Long-Term

Objectives for 2035 [Milita-
ry aspects].

Name in Chinese ‘ Date ‘

ASRIFE A
FEREBRIRIBAR
EPNEEE R
—REME S}

ZFMHESLRE
AR ERK

10.2017

03.2021

Modernization of the national
defense structure and military
achieved.

A “peaceful and national reunified
China” (FNE % R FNFEE %
—) s to be established besides the
previously mentioned military objec-
tives of a national defense structure
and modernized armed forces.
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Trade Relations of China with the United States,

Japan, a group of selected EU countries, Taiwan,
India and Russia since 2018

Figure 9: Trade Relations of China with Japan

since 2018
Billions of US dollars
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Source: General Administration of Customs of the People's Republic of China.
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Figure 10: Trade Relations of China with a group
of selected EU countries since 2018
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European countries included: France, Germany, Italy, Netherlands, Spain, Poland.

Source: General Administration of Customs of the People's Republic of China.
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Figure 11: Trade Relations of China with United States
since 2018
Billions of US dollars
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Source: General Administration of Customs of the People's Republic of China.
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Figure 12: Trade Relations of China with Taiwan
since 2018
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Source: General Administration of Customs of the People's Republic of China.
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Figure 13: Trade Relations of China with India
since 2018
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Source: General Administration of Customs of the People's Republic of China.

140



[SCENARIOS] CHINA 2035: THE CHANCES OF SUCCESS

Figure 14: Trade Relations of China with Russia
since 2018
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Source: General Administration of Customs of the People's Republic of China.
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In a sense, predictability has been the hallmark of Xi Jinping's era, thanks to a
highly centralized power structure and relentless surveillance - but even so,
China continues to keep the world on edge. In pursuit of the goal of achie-
ving “socialist modernization” by 2035, China is prioritizing new technologies,
striving to reach self-sufficiency, and making national security an unyielding
focus. Nevertheless, the contradictions are evident - for all that China appears
to demonstrate unstoppable power. It is also grappling with a demographic
decline, excessive savings, and the stifling effects of Xi's recentralization.

Meanwhile, Taiwan's “reunification” remains central to China’s grand vision, un-
derscoring Beijing's ambition to reshape global power dynamics. In terms of
trade, China'’s zero-sum approach - which takes more from global growth than it
contributes to it - is leading to heightened tensions with international partners
who are wary of its rise.

Four possible scenarios for China’s future loom on the horizon. In each of these
scenarios, the actions of China’s partners and competitors matter as much to its
future as China’s own actions will affect the world. Unless other countries can
show genuine unity in creating alternatives and deterrents, China’s trajectory
may well have redefined the global landscape by 2035.

- Scenario n°1: A triumphant and largely prevailing China with a minimal foreign
presence, able to coerce its partners and overshadow democratic systems,

« Scenario n°2: Pushbacks without much coordination from partners, creating
‘more-irritantsthan genuinely effective barriers to Beijing’s ascent, yet with a

~_somewhat preservedglobal geopolitical balance,

« Scenario n°3: A coordinated.global response, with alliances ranging from the
transatlantic sphere to the middle and emerging powers, challenging China’s
economic and strategic choices

« Scenario n°4: A major conflict, most likely over Taiwan, spiraling into a world-

[ wide crisis that no one can fully contain. While all participants in the global
h eé\onomy would, eimpacted, a defeatfor the People’s Republic of China would
cre\ate major regi/ e uncertainty. \ A\
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