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Introductory remarks
What’s happening these days around the world makes quite a number of observers say
that we are living one of the most disruptive times of registered history. The Corona
pandemic has caused tremendous damage to both, economies and people in the whole
world, and continues to do so. The landscape is, as a consequence, continuously
changing, both in China and the world at large.
Although recovery has begun in most countries, to a varying degree, the many disruptive
factors continue to influence scale and speed of the stabilisation: - The corona virus itself
- International and domestic trade disruptions - Corporate disruptions (supply chains
inside and outside of China) - Consumer spending disruptions - Staggering fiscal and
monetary stimuli.
China has somehow succeeded, after a slow start, to contain the COVID-19 epidemic, by
fast and extreme measures. But the leadership speaks cautiously of «major strategic and
decisive results” only, not yet of “victory”.
While China continues to resolutely address the various aforementioned disruptions, the
country’s leadership seems to be convinced that the most important, underlying
phenomenon of today is the fundamental shift of the economy and society to an
information driven world. The leadership allocates, therefore, enormous financial and
other resources to make China ready for the said shift.
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I. The corona pandemic continues to produce serious eﬀects on China
I.1 Today and in the short run
The overall damages caused by the Covid pandemic are indeed significant:
All three traditional growth drivers (consumption-investment-foreign exports) were
negatively aﬀected by the shutdown of the economy, by the lockdown of the entire
population, by putting millions of migrant and other workers out of job (because they
could not be shifted to the digital world), by the shrinking of personal savings, etc.
> The driving forces behind growth, the so-called “Troika” underwent significant
changes, though it is still functioning at a slower speed.

Consumption remains, nonetheless, the most powerful growth driver, although it is
recovering unevenly and moderately only

Investments have declined, by the private sector in particular.
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Exports have also fallen in H1/20, though not dramatically, compared to other main
economies.

Personal income has also suﬀered, especially that of low income people (migrant
workers in particular). The income of around one-third of households that earn RMB
10’000 to RMB 30’000 have seen their earnings significantly dropping (migrant workers in
particular).

Public revenues have dropped, in the country as a whole, and in China’s Western and
Central provinces in particular. The country’s fiscal revenue plummeted - 9,9% yoy in
Q1/20 versus + 11% in Q1/19.

Some encouraging signs
There are, as a matter of fact, some signs that the country has entered a new plateau in
the recovering of the economy. After China’s economic growth decreased by -6.8% yoy in
Q1/2020, growth stabilised at + 3.2% in Q2/2020, compared to Q2/2019.

The present
“collapse” of
growth is not
the first one
in the PRC
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> Consumption is recovering, though unevenly and moderately only. But the pandemic is altering consumption
patterns of younger generations, not only because of the
increased use of digital applications.

> Public investments are increasing again, despite the decrease of public revenue.
But private investments are still lagging.
all FAI
private FAI
all FAI

Q1/2020
Q1/2020
H1/2020

- 6.2%
-7.5%
- 3.1%

> Exports continue to resist a collapse

Unemployment, though still relatively high with 6.7% in June, has started to decrease,
with the reopening of the economy; and the limited return of migrant workers to their
working sites.

China’s stock markets have strongly expanded with high tech leading the recovery. But
the median A-share P/A ratio being close to 60 x earnings shows a disturbing disconnect
between high tech stocks and and China’s economic fundamentals.
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I.2 In the mid-longer run
Many uncertainties are looming
- The risk of a second and of more waves seems to be real, although there is no
consensus among the leading scientists. But China will likely be in a better position to
control a new outbreak than most other countries, thanks to its management experience
with the first wave.
- The duration of the global recession that can hardly be predicted, by the IMF. World
Bank, OECD oﬀering some indications (see annex 1 at the end of this presentation).
- The fiscal and monetary stimuli made by the major economies are significant, but the
sustainability is doubtful in the longer run. China’s monetary easing has, however,
remained rather cautious, and bank loans to SME limited. Velocity remained low.

China's economic ascent since its accession to the WTO has been impressive by any
standards. It will, however, be diﬃcult to continue the past trajectory given the situation of
the global economy, and the country’s move to a higher added value economy. Moreover,
demand will not go back to status-quo-ante, unless we see unexpected innovations that
could significantly create demand for new products and services. The country’s international economic exchanges, foreign investments in China and Chinese investments
abroad will also be moderate, and scientific exchanges will see hurdles ahead.
Last but not least, global demand will not return soon to the level before the Corona
crisis. It is easier for the authorities to increase supply than to increase demand, though
new products a/o services might help. But this does not prevent Chinese companies to
increase their competition against established market leaders all over the world.
China’s contribution to global economic growth could, nonetheless, reach a solid 35% for
the whole of 2020, given the decrease of economic growth by all other major economies.
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Made in China 2025
The bold ambitions in the 10 strategic industries, as outlined in MiC25, have not changed,
namely to bring ten strategic industries to global competitiveness: - Power equipment
(fossil fuel, electrical, nuclear, renewable); - Information Technology (AI, ML. IoT, smart
appli-cations); - Farming equipment; - Aerospace equipment; - New materials; - Railway
equipment; - Green Energy and Green Energy vehicles; - Ocean Engineering Equipment
and High-tech vessels; - Robotics; - Pharmaceuticals and Medical devices. But the tone of
the plan has been softened, and the fear that the ambitions have triggered in a number of
industrialised countries, has been somehow addressed.
Uncertain global eco-politics
The perception that China’s rise in the last few years and its understanding of maritime
law, has triggered in various major countries caused, rightly or wrongly, growing tensions.
The country’s the great efforts to secure raw materials and energy sources (oil, gas, coal)
are arousing suspicion in many countries.

USA-China: An armed conflict appears to be unlikely in the foreseeable future, despite the
heavy conflicts of interest in the West Pacific and in the South China Sea as well as the
competition for dominance in high tech. But the will of the US to retain its present
leadership in a couple of strategic industries, and the equal will of China to attain
dominance in the same fields will not ease the tensions. Both, the US and China will
continue driving technological decoupling, though incrementally only, being very
dependent on each other in many respects, for the time being,
Japan-China: Though the sovereignty of the Senkaku/Diaoyutai island will remain
unresolved, there exist a number of fundamental issues concerning the influence of the
two countries in the West Pacific and freedom of navigation in the South China Sea. The
bilateral relations are likely set for a new, temporary downturn.
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India-China: The unresolved territorial conflicts on their common border, the influence
over the Indian Ocean that controls the route to the energy rich Middle East, China’s
growing influence in Pakistan, Nepal, Sri Lanka and Bangladesh, et al are not conducive
to lasting harmonious bilateral relations.
Australia-China: the bilateral relations and economic exchanges have seen better times,
and will hardly much improve in the near-mid future.
China-EU: economic ties are slowly becoming more distant.
Russia-China: more common than contradictory interests will likely make the present
détente to last for quite some time. But China will not forget the Unequal Treaties the
country had to sign in the mid 19th century.

II. Strong will of the leadership and availability of financial and other
resources to overcome the diﬃculties
China is committing enormous financial and other resources to accelerate the
transformation of the economy and society into an information-driven nation, in order to
regain its “natural, rightful and civilisational historical status as a great power". The
“guiding thought” of the past three decades (chairmen Deng Xiaoping, Jiang Zeming and
Hu Jingtao) have been superseded by the “Xi Jinping Thought of a New Era of socialism
with Chinese characteristics”.
The most striking feature appears to be an adjusted interpretation of Marxism for the
transition of China to an information driven nation, while strengthening Lenin’s democratic
centralism. For Marx, the objective conditions are determining people’s thinking. Chairman Xi appears to put the “thought” back into the commanding seat, similar to chairman
Mao during certain years, but without class struggle and without the excesses of the
Great Leap Forward or of the Cultural Revolution. In a nutshell, the Supreme Leader
seems to be convinced that man’s thinking can ultimately design reality, by making
utmost use of advanced digital technologies and by discovering the “Master Algorithm”.
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- China will further strengthen its control over the flow of information
As China’s leadership is firmly convinced that “foreign forces” (the US in particular) want
to trigger a regime change in China, it is understandably an absolute must for the ruling
elite, to achieve and preserve control over the flow of information in the Chinese digital
space.
The leadership continues, therefore, to strongly support globalisation in business “though with Chinese characteristics," but
fiercely opposes any globalisation of individual people (so-called
Globalisation 3.0), namely with respect to the flow of information
inside of China and into China.
> Information into China: This means preventing “unhealthy ideas” from entering the
Chinese digital space. Recommendation: Pay due attention to the Social Credit Score
SCS.
> Information within China: This means to allocate the proper information conducive to a
harmonious society in a strictly controlled manner by SEO (search engine optimisation)
and by SEM (search engine manipulation).

- China will further modernise the infrastructures to accelerate growing number of digital
applications all over the country, in order to enhance a fast development of both, the
afore-mentioned information-driven economy and a fully controlled society.

- China will further improve the eﬃciency of existing control tools, namely …
— The legendary and pretty sophisticated Great China Firewall
— The strengthening of SEO (search engine optimisation) and of SEM (search engine
manipulation)

- China will continuously and strongly further develop the four powerful tools that shall
catapult China into the era of the New Socialism with Chinese characteristics, namely:
Hyper AI - Blockchain - 5G - Quantum computing and quantum cryptography.
> Hyper AI remains the key tool to transform the economy and society into an information
driven economy and society.
AI is proclaimed to be the key driver for China’s paradigm
change, necessary to further enhance the development of
China’s society and economy, for job creation, for boosting
productivity, for promoting innovation, for reducing costs, for
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providing people with unlimited entertainment (virtual reality VR and augmented reality
AR), and last but not least for increasing the country's competitiveness and power.
> Blockchain: President Xi has called for blockchain-plus to produce breakthroughs in
independent innovation of core technologies. Blockchain is believed to be «ten times
more important than the Internet.

> 5G: China wants to complete 600’000 base stations by the end of 2020 for 5G which is just one
striking effort to create the infrastructures and adequate software for an information-driven
economy and society.

> Quantum computing and quantum cryptography: Quantum technologies are seen as an
extremely important condition for China to allow the widespread use of blockchain and its
numerous applications, as well as to preserve the utmost goal of preserving “political stability”.
Global dominance in quantum computing and cryptography remains the ultimate goal.

- China will develop additional, more advanced tools, namely …
> Developing the Wi-Fi to 6 and later 6E, needed for the 5G.
> New IP in China that risks to be a non-interoperable Ultra-Net.
> Making use with Chinese characteristics of modern Information Theory.
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> Consolidating the country’s position as a world leading technological power (by the
leadership in the ITU, 3GPP, et al), in order to adapt the standards in question to
China’s preferences.
- The leadership will put utmost pressure on anybody, potentially able or expected to
achieve innovations. And it oﬀers noticeable rewards.
Moreover, China's leadership is promoting more flexibility in controlling the acquisition of
foreign companies, that are crucial for critical technologies, such as the production of most
advanced microchips. As the latter provide the silicon backbone and central nervous
system for advanced economies, the manufacturing of hyper highly performing memory
chips will remain “the most fundamental issue” underlying the tensions between the US
and China.
- China will massively further strengthen education in general and in STEM-C in particular.
Semi-private companies, central administration and provincial Governments are using the
Corona disaster to promote digital education to the extreme, such as Alibaba’s on-line
teaching program. Although some industrialised countries, too, have made solid progress
in making use of digital education in recent months, China’s Central-Provincial-Local
Governments as well as major private IT companies, have started to promote digital
education on a larger scale and more intensively than the rest of the world, in order to
promote education in STEM and Coding in particular (STEM-C).
There are more than 25 mio College-University students in China at
present, with a significant number in STEM. 1245 colleges and 400
Chinese universities are offering bachelor a/o master courses in AI at
present; and this in addition to the large variety of online courses in data
analytics, algorithm, et al, offered by private companies. CODING has
been added as a new discipline which attracts many young students
these days.

III. Risks to be mitigated
1. Risks related to the domestic arena

- Shadow banking is growing fast again
A fast growing number of companies, among SMEs in particular, are relying on exorbitant
loans from shadow banks on the provincial and lower administrative levels, in order to
survive. This creates a worrisome risk of unknown size and is diﬃcult to address by the
authorities.

11

- Block chain related risks
It is a truism that participants in block chain activities need a public and a private key. The
latter must be written down, on paper or in a digital wallet ( > risk of loosing the key and
being hacked). Furthermore, blockchain requires a software code ( > risk of flaws), and
blockchain systems are not intended to ever stop functioning once they have been
launched ( > you cannot stop it, even once you discover an intruder).
Blockchain is not as unbreakable as most users believe. Reading the relevant analysis in
MIT’s Sloan Management Review, Winter 2020, Vol 61. is worth the time. If interested, go
to the following link:
https://sloanreview.mit.edu/article/blockchain-isnt-as-unbreakable-as-you-think/

- Ageing population, a real issue in the longer run
China will have an increasingly old society that is likely to cause issues which need to be
addressed soon (4 pensioners for 2 tax payers, possibly by 2025 already). But the issue
might turn into a “time bomb”, if not addressed in due time.

2. Risks related to the global arena

- Access to most advanced critical equipment
The acquisition of equipment for photolithography systems for instance that is crucial for
manufacturing most advanced chips, remains a headache for the leadership, due to
COCOM restrictions. China is indeed facing growing hurdles to get access to advanced
technologies and critical hard ware from Western countries and Japan due to COCOM
regulations.
But despite the impossibility to buy most advanced lithography equipment from abroad,

China has made significant progress in the development of most advanced IC, by SMIC
and Hua Hong, as well as of mass type IC.

12

- The fragility of the global financial system that remains largely based on the US dollar.
The share of the Chinese Yuan in international trade and finance, including the petro
Yuan, remains modest, and induces China to be cautious in displacing the US$ as the
anchor currency for international trade and finances. The weaponisation of the dollar is,
nonetheless, a worrisome possibility that one cannot completely exclude to be made.

- Large scale cyber attacks
The risk of massive, automated cyber attacks that could trigger a full fledged cyber
lockdown will introduce novel challenges for China as well as to other digitally dependent
countries. Such attacks would have devastating eﬀects on the economy and society.
While the Dark Net appears to be under relative control, the Deep Net remains a totally
uncharted territory, not only once rogue states collapse.
The main big digital powers seem to continue discussing a kind of armistice or at least a
truce in cyber warfare, thus joining forces to prevent a possibly devastating global digital
disaster.

Concluding remarks
China has decisively re-launched industrial production, as soon as the spread of the
viruses was under a relative control. But the initial bold measures were aiming at the
supply side mainly, and had little impact on the demand side. As growth decelerated to 6.8% yoy in Q1/20, it recovered noticeably in Q2/20. And it remains hopefully on a
relatively steady recovery course.
There can be little doubt that China will move faster and with less damage than most other
industrialised countries to a “new normal”, if and when an new normal will be created. And
this despite the leadership’s growing assertiveness in international relations and its
preference to solve conflicts bilaterally rather than in or by international bodies.
The rationale of China’s Party-State regime to manage the economy and the society
remains unchanged: Strict control over everything that is important for the preservation of
the established order (“political security”), while encouraging entrepreneurship in the
private economy and innovation at the very same time.
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The trade off allocated to the Chinese people by the leadership appears functioning rather
well:- Acceptance of personal tracking, of encoding, of recording of private communication,
et al - In exchange of easy communication, of free access to allocated information, of
endless entertainment, et al.
Once the “new normal” will be fully functioning in China, business will not be the same as
it was before the corona crisis, neither for foreign companies nor for Chinese companies,
neither for Chinese people nor for foreigners. The scenario of permeable silos seems to
become increasingly a possibility, with a China-centered, an US-centered, a Russiacentered, permeable silo.

A few suggestions

- Stay strictly out of political discussions in contacts with Chinese authorities as well as
within your company(ies) in China. This update is obviously not suitable for discussion
with associates in China.

- Observe the above mentioned shift of China into an information driven economy and
society, while increasing your flexibility in business.

- While transport of products within China have partly returned to a New Normal,
logistics to and from abroad have not yet. And travel of foreigners into China will likely
remain limited in the short run. The restrictions could be further extended, whenever
the authorities will notice new infections. We might have to get familiar with the idea
that new waves of epidemics will induce the Chinese authorities to keep foreigners
living permanently in China to a lower level than before the corona crisis.

- Relying on your own trusted local associates is undoubtedly the best way to deal with
the frequently changing, domestic travel and transport restrictions.

- If you have not yet empowered your local Chinese associates adequately, it is
unfortunately not the best time to do so now. Without relying on trusted local
associated in China, there is a risk that foreign companies will have to fly blindly
through the bad weather and possible thunderstorms ahead.

THANK YOU
for YOUR ATTENTION
Erwin Schurtenberger
July 24, 2020
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