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			The Italian Institute for International Political Studies (ISPI) is an independent think tank dedicated to being a resource for government officials, business executives, journalists, civil servants, students and the public at large wishing to better understand international issues. It monitors geopolitical areas as well as major trends in international affairs.

			Founded in Milan in 1934, ISPI is the only Italian Institute – and one of the few in Europe – to place research activities side by side to training, organization of international conferences, and the analysis of the international environment for businesses. Comprehensive interdisciplinary analysis is achieved through close collaboration with experts (academics and non-academics alike) in political, economic, legal, historical and strategic studies and through an ever-growing network of think tanks, research centers and Universities in Europe and beyond.

			
Contents

		

		
			Introduction

			1. Waking from the China Dream

			Filippo Fasulo

			2. Beijing’s Economy: Dream a Little Dream of China?

			Alessia Amighini

			3. Financial Markets: the Pain of Reform Before the Gain 

			Christopher Balding

			4. Chinese Foreign and Security Policies: Dream at Home, Nightmare Abroad?

			Axel Berkofsky

			5. China’s G20 Presidency: Coming at the Wrong Moment

			Andrea E. Goldstein

			6. Silk Road Economic Development:  Vision and Path

			Wang Wen and Jia Jinjing

			Conclusions. Implications for the EU

			Alessia Amighini

			The authors	121

		

	
		
			
Introduction

			At a time when economic tremors in China are rippling through world markets and the country – already the second-biggest military spender in the world – is further increasing military spending at double-digit rates, it is key to assess how far President Xi Jinping has gone in fulfilling the China Dream. One of his main slogans (somehow evoking the American Dream), it spells out a specific doctrine of Beijing’s ascendance to cultural, economic and military prowess by 2049, precisely 100 years after the founding of the People’s Republic of China. As Xi’s plan unfolds, China has already reached a series of symbolic milestones. The yuan’s inclusion in the IMF’s Special Drawing Rights (SDR) made it one of the world’s reserve currencies; a new China-led multilateral institution has been established (the Asian Infrastructure Investment Bank - AIIB); China was recognized as a market economy by a number of countries, and it keeps pressing the EU and the US to do the same. Moreover, the China Dream laid the ground for the One Belt One Road (OBOR) initiative, which aims at connecting existing and planned global routes to and from various Chinese provinces. Last but not least, the Chinese 2016 G20 Presidency may prove to be a timely occasion for China to define its role in global economic governance. However, in a context of growing economic and geopolitical headwinds (sluggish economy, aging population, and political opposition), progress on domestic political and economic reforms is lagging behind expectations.

			In a nutshell, will Xi be able to fulfill his promises and lead his country to prosperity?

			Xi’s policies are meant to deal with the inevitable transformation China has already been going through over the last few years. All the multiple facets of his strategy are directed towards a Chinese renaissance – or, in his words, rejuvenation – that should turn the most populous country in the world back to central stage both at the regional and world level. However, today’s China is still a country ripe with contradictions. Skyscrapers and innovative industries abound along with dramatically poor peripheries and rural areas. Despite greater and greater attention to its international agenda, China is still positioned somewhere between a regional and a global power. Besides, its political system still appears far from concluding its journey from a revolutionary party-led system to a stable and institutionalized structure. 

			The China Dream raises several questions about China’s political and economic identity in the 21st century. The main is whether China will succeed in developing its own model or have to fully embrace the Western liberal order. In the meantime, China’s international aspirations also seem to have reached a turning point. When Xi Jinping came to power he adopted a more assertive approach that shook up the status quo among international economic governance institutions and scaled up tensions with the United States and most of the countries within the Asia Pacific region, mainly due to maritime disputes. The future evolution of China’s international role will be highly dependent on Xi Jinping’s ability to balance China’s revisionist demands – which, according to the China Dream, are simply requests for recognition of its natural and historical position as a great power – with the inevitable reaction and containment they provoke.

			When moving to the domestic level, the main question is whether Xi’s China Dream will turn out to be the country’s dream or his own. Political power struggles are heating up and the General Secretary is facing growing resistance within the Party. He quickly attained the rank of most powerful leader since Deng Xiaoping or even Mao Zedong, but he still has to strike a final deal between the interests of the political and economic elites and those of the people, also in light of the rising social costs that the ongoing economic transformation will soon bring about. 

			Against this background, the purpose of this volume is to highlight the viability and major challenges of the China Dream. The opening chapter by Filippo Fasulo places the spotlight on the genesis of the China Dream and its links to earlier policies in traditional and Communist China. Indeed, Xi Jinping developed the China Dream recalling past policies and putting the narrative of “national rejuvenation” at the heart of his agenda. In concrete terms, China should be “great again” and, to this aim, economic reforms need to be implemented. Unfortunately, Xi’s reformist agenda implies political costs for economic and political stakeholders at the local and the national levels who are attempting to downsize the reach of the reforms. To contrast this opposition, since the 3rd plenum in 2013, Xi has outlined clear-cut policies: political centralization, implementation of the rule of law, ideological radicalization and a sweeping anti-graft campaign. The China Dream’s middle goal of doubling 2010 GDP per capita by 2020 (thus reaching the status of moderately prosperous society) forces Xi Jinping to achieve substantial economic success in the short term. Should he fail, Xi’s China Dream might be questioned even more. 

			In Chapter 2, Alessia Amighini points out that, despite artfully evoking the American Dream, the China Dream is rather vague in content, scope and horizons, and therefore purposefully serves Xi’s political objectives without the need for him to actually deliver on specific outcomes. In particular, it provides a powerful slogan to revitalise domestic confidence in the future of the country, at a time when the ongoing rebalancing of the sources of economic growth in China implies a sensible slowdown compared to Hu’s times, and painful restructuring in many sectors and regions. By evoking the American Dream, Xi aims to reassure the country’s new middle class that China will eventually be able to achieve prosperity, but economic growth has been and will continue to be slower under his leadership, and structural reforms are lagging behind, in the financial sector and in State-Owned Enterprises (SOEs) as well. As the author puts it: the new middle class might have to dream a smaller dream of China than what Xi has evoked so far.

			The urgent need for reforms in the financial system is Cristopher Balding’s main focus in Chapter 3. A rising dependence on debt is evidence that financial reforms are stuck in the backrooms of decision-makers in Beijing. The current domestic financial system, marked by an underdeveloped banking industry, is holding back the economic transition needed for achieving the China Dream. The renminbi is a decisive issue too, but its full liberalization – planned for completion by 2020, when the China Dream will ostensibly have led to a moderately prosperous society – is a risky undertaking that might threaten a fragile financial system.

			When it comes to the foreign and security field, China’s changing approach to the regional context might transform the China Dream into a nightmare in disguise for many Asia-Pacific countries. In chapter 4, Axel Berkofsky warns against the contradiction between the China Dream as a peaceful concept and the escalation of its territorial claims in the East and South China Seas. Since Xi Jinping came to power, China replaced its “Hide and Bide” strategy – adopted since Deng Xiaoping’s leadership – in favor of a more proactive stance. The China Dream and its global reach are questioning the traditional Chinese “non-interference” policy due to Beijing’s rising political and economic interests abroad. It remains to be seen if China will eventually be a revisionist power of a global order or will adapt to the current status quo.

			So, the Chinese Presidency of the G20 comes at a sensitive moment, as Andrea Goldstein explains in Chapter 5. China’s hosting of the summit is the recognition of the greater role that China is playing in global governance. At home, the G20 might be helpful in escorting China along its multiple transitions (e.g. domestic demand instead of exports, consumption instead of fixed capital formation, services instead of manufacturing, private business instead of state-owned enterprises, innovation instead of capital accumulation). Moreover, at the international level, it also helps China strengthening relations with other emerging economies and promoting IMF reforms. Nonetheless, cooperation among G20 leaders is a prerequisite to achieving sustained and sustainable growth and ultimately Beijing’s success in chairing the G20 Summit will depend on its ability and willingness to bridge Western economic powers and emerging economies. 

			The last chapter by Wang Wen and Jia Jinjing focuses on a key Chinese undertaking, whose impact may be anything but negligible for both Beijing and the rest of the world: the “One Belt, One Road” (OBOR) initiative. OBOR is presented by China as an opportunity for enhancing development along its Eurasian route, and its ambition is to pave the way to shared prosperity built upon mutually beneficial cooperation. Moreover, the announcement of a revival of the Silk Road is already drawing a lot of attention in China and creating heavy competition among Chinese provinces to reap the benefits of infrastructural projects and new trade routes. Indeed, OBOR is mainly intended to favor the poorest Chinese provinces on the northwestern and southwestern borders, and it could therefore make a difference in terms of economic prospects for such provinces. 

			The China Dream may mark a turning point for both China and the rest of the world. However, its vagueness leaves room for skepticism and concerns. It is up to Xi Jinping to fine-tune this concept, but in so doing he needs to implement difficult reforms while facing mounting opposition at home. At the same time, Xi needs to scale up the Chinese role at the regional and global level, while avoiding painful retaliations. Definitely not an easy task, but one Xi needs to successfully accomplish. If not, he would have to admit that the China Dream is just that: a dream. 

			Paolo Magri

			ISPI Executive Vice President and Director

		

	
		
			
1.	Waking from the China Dream

			Filippo Fasulo

			China is in transition and its leader needs a narrative to make his political agenda a success. This is the reason behind the China Dream, a political slogan and a long-term pledge at the core of the political initiative of Xi Jinping, the Chinese President and the Party General Secretary. The China Dream promises the modernization of China by the middle of the 21st century and is aimed at giving back the prominent international role that China lost after the First Opium War. In order to fulfill his commitments, Xi Jinping has to face political and economic obstacles. The political ones are represented by party cadres and economic circles interested in maintaining the status quo. They will pose a serious challenge, slowing down the implementation of national policies both at the central and at the local level. For what concerns the economic hurdles, they emerge in an economy facing a structural reorganization that will inevitably have costs in terms of political and social dissatisfaction, economic setbacks and unemployment. China will achieve its Dream if the political authorities are capable of properly addressing those issues. 

			This chapter deals with the political implications of pursuing the China Dream. It starts by analysing the choice of the slogan with reference to some of the previous experiences within China’s political debate and its linkage to events that occurred in China’s history in the last two centuries. Then the chapter analyses the political and economic context in which the China Dream is inserted. The time of economic restructuring is also the time of a political power struggle and the success of the China Dream is also the success of the rule of the Communist party over China. Xi Jinping must balance between reforms and the status quo to advance his political agenda without upsetting the equilibrium among the party leaders and between the party and society that allowed China to experience such outstanding growth in the last decades. Finally, the chapter will list the tasks that Xi Jinping has to complete to make the China Dream a reality.   

			What the China Dream is

			Since Xi Jinping came to power in 2012, he has been promoting a significant shift within Chinese politics under a new and catchy label: the China Dream. Even if this idea appears to be easy to understand, it hides minor but important meanings that are not so self-evident, especially for a Western audience. Although from a shallow analysis it might seem that China is mimicking the American Dream1, Xi’s version differs significantly in terms of genesis, scope and dimension.

			Xi Jinping introduced the China Dream (Zhongguo Meng) into contemporary political debate on 29 November 2012, just days after being elected General Secretary of the Central Committee of the CPC2. The occasion was a visit by the newly appointed seven-member Politburo Standing Committee to the National Museum of China’s permanent exhibition named “The Road of Rejuvenation” (Fuxing Zhilu). Xi Jinping called for China to win back the role of world-class country. As it was, for example, at the beginning of the 19th century when China accounted for about one-third of the world’s GDP at purchasing-power parity3. In Xi’s view “to realize the great renewal of the Chinese nation is the greatest dream for the Chinese nation in modern history”. Accordingly, China will be “an affluent, strong, civilized and harmonious socialist modern country” in time to celebrate the 100th anniversary of foundation of the People’s Republic of China (PRC) in 2049. Prior to that, China should accomplish a middle-term goal “to complete the building of a moderately prosperous society in all respects”. This intermediate stage coincides with the 100th anniversary of Communist Party of China foundation in 20214. 

			From the occasion and the words used by Xi Jinping, it seems clear that a central element of the China Dream concept is the idea of rejuvenation (Fuxing). This feature is connected to China’s history in the XIX and XX centuries, when the Middle Kingdom lost its status as most civilized nation in the world (according to the Chinese view) and was reduced a to semi-colony subjected to foreign will5. The period between the First Opium War (1839-1842) and the foundation of the PRC is labeled the century of humiliation, and it is described as crucial in shaping the Chinese narrative since the fall of the millenniums-old Chinese empire in 1911. Thus, the idea of rejuvenation, which is connected to this long-term historical view, claims for China and its rulers the moral duty to regain the role once played. As it is officially presented, the China Dream is not an idea of rising to become a world superpower, but to gain back what  can be described as a sort of “natural” (for China) leadership. 

			The genesis of the China Dream cannot be simply described as an intuition developed by Xi Jinping, but is instead connected to images, narratives and slogans that have been part of the CCP’s toolkit for decades. As stated, the idea of rejuvenation was present in China even before the end of the century of humiliation and has been refreshed many times since. For example, as Wang reported6, Jiang Zemin and Hu Jintao extensively promoted “the great rejuvenation of the Chinese nation” from the early 1990s. This concept is present both within the Reports at the 16th and 17th Party Congresses – read, respectively, in 2002 by Jiang and in 2007 by Hu – and in the White Paper on Political Democracy published in 20057. The same holds true when it comes to the concept of China Dream. Earlier accounts of the use of “China Dream” date back even to the VIII-VII century B.C. and, according to Ryan Mitchell, it was adopted both by imperial poets and within plays in the late 1980s8. The most recent uses of the term are connected to an op-ed written by New York Times’ Thomas Friedman, who, in October 2012 – right before the 18th Party Congress that celebrated Xi as new paramount leader of China – claimed that “China Needs Its Own Dream”, referring to recent Chinese publications9. This article was quoted by the Chinese media and The Economist suggested it can be listed as one of the main sources for the resurgence of the concept10.

			The historical narrative contained within the China Dream helps underline its main difference from the American Dream. While the latter focuses on the individual goal of achieving happiness and personal success, the former focuses on the collective dimension enrooted within common development at the nationwide level. Therefore, the China Dream is the dream of the whole nation. Although it should also be fulfilled through personal commitment (since 2012 Chinese streets have been covered by tens of thousands of posters stating “China Dream, my dream”), individual success will not be complete without China becoming a modern nation. 

			From this very brief review of the genesis of the China Dream, it is possible to draw some points. First of all, the idea of an ultimate national goal is deeply rooted within Chinese politics and it has been promoted through history, sometimes with the same name, sometimes with a different one (communist society, substantive democracy, modernization or harmonious society), and commitment to the long-term is consistent with Chinese political philosophy. Likewise, the crucial point of national rejuvenation was largely adopted by Chinese political actors even before establishment of the Communist Party of China. Secondly, the term bounced from China to the West and back many times, so many that the specific original source of the concept is no longer clear. The fact that the Chinese media referred to Western media in order to promote the China Dream, even if the concept was well presented within their cultural instruments, might be a sign that Xi Jinping’s version is aimed at achieving a leading role in international discourse. The Chinese media themselves played on the ambiguity of the China Dream versus the American Dream, strengthening the consideration that the Chinese model can represent an alternative to American soft power11. 

			In this light, the China Dream is also intended as a way to reshape the global balance of power, advancing a counterweight to the international liberal order. Promoting the New Development Bank (BRICS Bank) and the Asian Infrastructure Investment Bank (AIIB) are both elements of this strategy12.

			Briefly, Xi Jinping’s innovation in terms of the China Dream and national rejuvenation is to label them as the core of his political agenda and to give them a global stage. In doing so, under Xi Jinping the China Dream is no longer a domestic issue but has achieved global resonance; on the one hand, through the innovative technologies available in 2012 (e.g. social media), and on the other to a specific willingness to promote a national dream tailored to every civilization and localized to every country. During several meetings with foreign leaders, Chinese officials and the media spoke about the African Dream, the Asia-Pacific Dream and the Latin American Dream13. As a consequence, Xi Jinping paved the way for a Chinese development model that denies the universality of the so-called “Washington consensus”, making it clear that reforming China does not mean democratizing the country in the Western-liberal sense. According to Wang14, the China Dream is a major strategic concept that is linked to the general issue of the legitimacy of the Chinese Communist Party. Many scholars affirm that the party can survive the collapse theories – that predicted the fall of the CCP almost daily since October 1st 1949, the PRC’s foundation15 – thanks to winning economic performance16. A long-term narrative like the China Dream helps Chinese leaders postpone the time for checking attainment of the good governance promised. Stating that China will be a fully modernized country by the middle of the 21st century allows the Chinese Communist Party to justify possible economic setbacks in the short term. The long-term perspective is helpful in presenting the Chinese government as committed to the people’s wellbeing even without an electoral legitimacy. In sum, the China Dream is an instrument to recall past dreams of Chinese glory along with an aspiration to lead on the international stage, putting an end to the “weak China paradigm” that characterized the last two centuries. 

			In order to successfully achieve the long-term goal, Xi Jinping and his predecessors prepared the intermediate stage by borrowing the name xiaokang shehui from Confucian heritage. In fact, when Hu Jintao advanced it, it was interpreted as a clear signal of a Confucian revival after the condemnation of Confucianism during the Cultural Revolution17. The term, which is usually translated as “moderately prosperous society”, was fully adopted by Xi as a core element of his political agenda and listed in Xi’s strategy called the “Four Comprehensives”. This political theory is supposed to represent Xi Jinping and the Fifth Generation’s theoretical contribution to the Party’s core values. Actually, the Party constitution clearly associates a theoretical contribution with each of the five generations of Chinese leadership. Along with Marxism-Leninism there is Mao Zedong’s Thought (first generation), Deng Xiaoping’s Theory (second generation), the Three Represents (third generation, linked to Jiang Zemin), the Scientific Outlook on Development (fourth generation, promoted by Hu Jintao). The Four Comprehensives are a kind of summation of Xi Jinping’s main policies conveyed in the Party’s language. They are set to comprehensively deepen reform (first), to govern the nation according to the law (second) and to strictly govern the Party (third) and are linked, respectively, to the Third Plenum’s reforms, to the push towards rule of law promoted during the Fourth Plenum and to the massive anti-graft campaign. The fourth and last component is to build a moderately prosperous society, which can be referred to the first part of the China Dream. As said, Xi plans to achieve this moderately prosperous society by 2021, when the Party will celebrate its hundredth anniversary. 

			However, while the long-term goals by nature cannot be fulfilled by the current political leadership, the middle-term goal is increasingly close. This is true especially because the CCP clearly defined the concrete meaning of a “moderately prosperous society” and put it at the center of the Thirteenth Five-Year plan. The goal for 2020-2021 is to double China’s 2010 GDP. Not fulfilling such a goal – which can only be achieved by maintaining an average growth rate of 6.5 per cent for the next five years – would not simply imply a slowing down, but could mean that China falls short of pursuing the right path towards the long-term goal. Therefore, quantifying the substance of the moderately prosperous society might force Xi Jinping into a “performance cage” that will certainly constrain his policies in the near future. China’s economy must be reformed and a first “examination” is approaching. The choice to clarify the characteristics of xiaokang society in terms of economic performance might represent a critical point, since China has been gradually getting over a sort of GDP-growth-rate-fever that poisoned its policies both at the national and local levels. The rush towards a higher GDP growth rate was one of the factors behind a growth model that respected neither the environment nor high quality standards. China’s so-called new normal, the new growth model that should shape the present and future Chinese economy, focuses on quality, environment and sustainability, ending the tyranny of GDP target growth. This is in contradiction with achieving the xiaokang society in five years and it will be a sensitive issue for China to keep the focus on quality if economic growth proves too slow to double per capita GDP. 

			Political and economic challenges 

			The China Dream is a pledge of economic success and Xi Jinping must be sure that his term is the one in which China strides the global stage, not the beginning of the end of China’s miracle. The new normal is useful in making clear that the country needs to be reformed as soon as possible. However, China’s reforms have been facing both political and economic obstacles. 

			On the economic side, Xi Jinping is promoting a titanic shift from one development model to another. This shift is essentially to move from an economy driven by low-quality exports and public investments to an economy with a stronger role for services, domestic consumption and high-quality goods. However, time and cost constraints threaten Xi’s capacity to fulfill his commitment. When the stock exchanges in Shanghai and Shenzhen crashed in the summer of 2015 and again in early January 2016, the effect on the Chinese economy was relatively limited because stock trading is less extensive in China. However, it showed the world and the Chinese people that something in the Chinese economy was no longer sustainable. The rationale behind the new normal was eventually clear to everybody. This is one of the setbacks that Xi’s China might face during the transition to structurally reforming its development model and that might put pressure on the president due to a potential loss of international and domestic trust that could affect China’s foreign direct investments and consumption demand.

			Nonetheless, the financial system is not the major threat to the China Dream. Indeed, during the era of double-digit growth (from the 1990s until the aftermath of the recent crisis), the rising social contradictions were easily resolved with more job opportunities that could be easily found elsewhere in an economy that was experiencing a decade-long boom. Today China needs to redesign its industrial structure, promoting new sectors and closing non-productive industries. The decision taken after the global financial crisis in 2008 to invest 4 trillion RMB to balance the negative effect of falling global demand generated the current overcapacity crisis. A significant share of China’s economic reforms foresees the closure or downsizing of what are now labeled “zombie firms”. Steel, aluminium, glass and cement are among the most affected sectors and are all connected to the construction bubble that emerged in the last few years. As a result, the decision to shut down many firms will lead to significant job losses in the sectors involved. According to a report published by Reuters in March 2016, the Chinese government has planned to cut up to 6 million jobs in the coal and steel sectors and it will spend 150 billion RMB to cover layoffs till 201918. The Economist Intelligence Unit estimates that steel-related unemployment might reach 500,000 workers by the end of the decade19. These figures are quite significant even for a huge country like China, especially if considered at the local level. However, the impact will vary across regions, due to different installed capacities, average profit margins and reduction plans. The state of the Chinese steel industry at the provincial level is a central issue in the government’s political agenda. The history of the steel industry is connected to that of State-owned Enterprises (SOEs) and to their ambiguous role in terms of productivity (increasingly lower), employment and local and national tax rates. Reforming SOEs has traditionally been a cyclical problem to tackle for the Chinese authorities20. The reforms occurring in the late 1990s almost doubled the unemployment rate during the period 1996-2002 (from 6.8 to 11.1 per cent)21 that was lessened only after 6 years of high growth rates. Although this was a major goal shared also by the Third Plenum, the effective implementation of the policies has been quite disappointing. Therefore, Xi’s government has been keen to promote the reforms signaling that their implementation is a priority. One of the reasons why reforming the SOEs is complicated is the political costs they bear. A traditional Chinese proverb states: “Heaven is high and the emperor is far away”. It indicates that in the eyes of the people the local government is more responsible for local issues than the central authorities. As a consequence, local authorities have broad autonomy in implementing central policies in their constituencies, utilizing them to further their own political and economic interests. It follows that central plans for closing coal mines and steel factories might well suit Xi’s goal of reforming the Chinese economic model, but at the same time they clearly conflict with many provincial governors’ plans to boost local economic growth and fight unemployment. Once again, the steel industry represents an example of the constraints that the central government has to face in implementing its policies. In fact, 66 per cent of China’s steel is produced by thousands of small and medium-sized local firms that might be unwilling to follow government instructions22. In this regard, it is not uncommon for Chinese and foreign newspapers to report on firms celebrating their re-opening, which is an event intended to revitalize the cities’ economies that are dependent on that sector23, showing at the same time how hard it is for authorities to keep them closed. 
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