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Introduction

“Tyrants are seldom free; the cares and the instruments of their tyranny enslave them.”

—George Santayana, philosopher and poet (1863-1952)

The Downfall of China or CCP 3.0 is a book for everyone that aspires to understand the enigmatic Middle Kingdom which has become so mighty that its domestic affairs are destined to play out globally as well. We have now arrived at a critical junction where the path chosen by the Chinese Communist Party (CCP) will decide whether it will face an impending downfall, or yet again can manage to radically transform itself and weather the storm.

China has faced similar transformative moments before. The CCP cleverly managed to re-invent itself from its former hardcore Marxist dogmatism, that produced nothing but misery and impoverishment, commencing with the downfall of communism in Eastern Europe in 1989. This CCP 2.0 was labelled “Socialism with Chinese characteristics,” where a carefully staged semi-market capitalism was introduced. It saved the CCP from the same demise as its Eastern European peers. 

The revamp of the economy has been a magnificent success, upgrading China from a Third World country to the world’s second largest economy. Scale is one thing, but China’s GDP per capita is still only about 25 percent of the OECD average. But now the proverbial low hanging fruit of economic development have all been picked. China has too much infrastructure, too much commercial and residential real estate for a hastily ageing and shrinking population, and hence the state commanded semi-market economy is showing signs of stagnation and coming to standstill. The ongoing trade war with the United States has exacerbated the problem. This is not surprising, as China has seen unprecedented growth for over 30 years, without any noted and extended recessions, but at the expense of an economy now leveraged to the hilt, with debt levels standing at three times its GDP.

The ‘somewhat’ maturing economy, the splendidly upgraded human capital, and increased interaction with the rest of the world have, however, despite the predictions of Western experts, not made China a more politically pluralistic and open society. On the contrary, China has, in fact, over the last few years become more authoritative and control-focused under the leadership of Xi Jinping who has been declared de facto leader for life. So far, there has been a kind of implicit trade-off between the CCP and its denizens; by providing them with economic prosperity and ensuring their offspring access to universities and enticing careers, its absolute political power has remained largely unquestioned. A bargain that, up until a few years ago, has been regarded as a win-win situation. 

On the surface, the future prospect is promising, with a population known for not shying away from hard frugal work and having among the highest average IQs in the world. But to further progress into a fully-fledged knowledge-based economy, such as in the West or in neighboring Japan and South Korea, a decisively different tack is required. This can only come about through political reform. Thus, increased authoritarianism is creating a conundrum that will be decisive for China’s future. And the party might be steering towards a head-to-head collision with the influential Chinese middle class that, either through an education in the West or travels abroad for work or holiday, have been bestowed with the insight that human rights and economic prosperity are not contradictions, but in fact complimentary necessities. The impressions formed in the outside world, with its starkly different values on the role of the state vis-à-vis the individual, has been acknowledged, and in some cases covertly adopted. 

On closer inspection, problems are cropping up that are of a psychological rather than a material nature, and they now threaten the whole edifice upon which the CCP has built its power. An innovative economy can rarely be dictated to spring to action, as its main ingredient, creativity, requires critical thinking and an open mind. One cannot foresee where the manifestations of this will lead, something that by default makes any authoritarian regime with a monopoly on dogmatic truth uneasy, even paranoid. 

The CCP’s absolute demand for obedience and its unbending request for conformity, highlighted by its running the state and its economy in a centralized top down manner, is a particularly bad fit for an economy that requires creativity and innovation for growth. Whilst their metaphorical blood, sweat, and tears approach to achieve economic progress has been lauded, it has been stained by accusations of copycatting and undercutting competition through state sponsorship rarely available to foreign firms. Chinese claims of record numbers of patents have failed to materialize in any tangible innovations, and supposedly quantum leap research papers presenting results that are never possible to objectively test and repeat, suggest a very different story.

Accusations of state orchestrated intellectual property thefts and forced technology transfers from foreign firms operating in China are rife. This has created a seemingly unresolvable hurdle in the ongoing trade war with the United States, and indeed the rest of the world, albeit often only quietly sharing the American resentments, afraid of Chinese repercussions. If economic progress has, to a large degree, relied on stealing intellectual property and circumventing international fair-trade agreements, how much further can it extend as China’s international goodwill is hastily receding amid accusations of severely violating human rights and harsh clamps downs on perceived dissidents, as well as its gross mishandling of the coronavirus outbreak? The American leadership has shrewdly identified the chink in the armor of the Chinese economy, its lack of innovation, disabled by an implicit self-imposed ban on critical thinking, which has made theft of intellectual property a key requisite for further prosperity. When and if such practices are impeded leads to the CCP’s great dilemma; creativity or conformity? 

The current repressive methods and demands for conformity not only risk stifling the capacity for innovation, but will also psychologically suffocate the population. The CCP is ill-equipped to handle a situation that requires guile insights into the Chinese psyche. This capacity so far apparently has been lacking from its engineering-like authoritarian leadership approach, with little acknowledgement for the truly human perspective under the false claim that China is too big for democracy and universal human rights. The CCP’s heavy-handed approach now risks alienating a well-educated, well-traveled middle class, no longer easily pacified by promises of economic prosperity alone, but craving the opportunity for the self-fulfillment of goals and dreams transcending beyond merely materialism. 

The future is already here, with ugly scenes of street violence playing out in Hong Kong, where Beijing’s puppet regime is having to confront a radicalized middle class. This is merely a tidbit of what might unfold in mainland China itself. The situation in Hong Kong is carefully monitored by Beijing, but until now completely misunderstood by them. The CCP has become a party in dire need of soul searching, but its own grim structure prevents it from a much called for introspection.

While many speculate that a coming crisis in China will be the result of deteriorating financial conditions, burdened by an ever-increasing mountain of debt, and obviously structural factors do play a role, history, however, teaches us that societal breakdowns only occasionally coincide with economic doldrums. The trigger to such calamities is instead a collective mental stagnation prompted through a psychologically suffocating environment. This is manifested as repressive cultural norms and an authoritarian political and economic system that withholds freedom. Over time, it translates as hopelessness and (self) destruction confronting the status quo, and unless the leadership acknowledges it and embarks on reforms to alleviate the psychological distress, it will remain on the path to its downfall.

The signs of a corroding society are typically inconspicuous with the cracks in the wall appearing subtly, even insignificantly, but over time psychologically disturbing phenomena will be occur with increasing frequency. However, these are brushed under the carpet as individual irrational aberrations by the political leadership, often profoundly incompetent when it comes to psychological insights, unable to connect the dots and acknowledge a changing mental landscape. It is at this point that the seeds of its own destruction have been sown. 

 


 




Chapter 1
China and the Fall of Communism


“不管黑猫白猫，捉到老鼠就是好猫”
“It doesn’t matter whether it’s a black cat or a white cat,
if it catches mice, it’s a good cat.”

—A quote by Deng Xiaoping in Hung Li’s China’s Political
Situation and the Power Struggle in Peking (1977), p. 107.

The fall of the Berlin Wall in 1989, and the subsequent dissolution of the U.S.S.R. a couple of years later, took the world by surprise. There exist no documented accurate forecasts of the collapse of the very foundation of an ideology and economic system that had been intensely competing with capitalism and political liberalism. It was an ideology that had enticed a surprisingly large number of admirers in the Western world, despite acknowledged insights of its darker side – mass murders, gulags, repression of human rights, and a standard of living that fell far behind what capitalism could deliver. Yet, the Che Guevara generation almost perversely found romantic appeal in Stalin, Mao Tse Tung, and other communist dictators, and idolized their aspiration of building a society void of economic and social classes, the worker’s paradise. That the practical attempts of implementing such ‘heavens on earth’ had all but failed mattered little as fantasies superseded reality in a manner that bordered to the delusional. 

When communism fell in the USSR and its Eastern European satellite states, eyes were turned to China, Cuba, North Korea, and Vietnam, among the few remaining states still adhering to the communist system, with the assumption that surely their time had also come and that they were set to follow suit. But communism was not a single animal, the hydra came in different forms and shapes, and rifts between communist states had been noted. The uneasy relationship between the USSR and China had even led to armed conflicts at the Siberian border in the early 1960s, although the lack of compatibility might be due as much to differences in the Chinese and Russian mentalities, traditionally, they never got along well, as in diverting Marxist doctrine. In 1979, the Sino-Vietnamese War led to a humiliating defeat for the Chinese by the battled-hardened and experienced Vietnamese army. In China, unlike the U.S.S.R. and its satellite states, with the possible exception of Albania and Romania, communism had taken a turn towards a bizarre cult with sectarian, almost devout religious characteristics of Mao Tse Tung. 

The Cultural Revolution that had started in the early 1960s as an effort by Chairman Mao to strengthen his political power base and eliminate opposing factions in the party. It became a remarkable mixture of personal cult, where flaunting The Little Red Book, that contained a mixture of quotations in an array of different topics with platitudes intertwined with the occasional profound insight, was a mandatory display of loyalty. Its influence extended beyond China and it became a legendary fashion accessory among the red wine socialists in the West, whilst they rarely actually read and understood it. As the Cultural Revolution evolved, it took increasingly absurd characteristics, children were encouraged to inform authorities if their parents showed counter-revolutionary tendencies, which could come down to wearing clothes or having decorations in bourgeoisie colors or forms. This infant snitching sometimes led to fatal consequences for the parents. In addition to collapsing family structures, there was another immensely sinister outcome, the already weakened economy collapsed. In today’s China, the fact that, apart from the killings of assumed class enemies, it also led to the starvation and deaths of millions is rarely spoken of and swept under the carpet. Expert estimates on the number of deaths are having to accept rounding errors in the millions. Along with this came the destruction of invaluable antique artefacts from various epochs of Chinese history as a way to start clean with a culturally and politically purified younger generation. 

But the revolutionary dream was shattered. Instead, it resulted in the forced break up of families, mob rule, with a constant hunt for class enemies and scapegoats, and an economy in complete devastation. By the early 1970s, the revolutionary madness had begun to fade and a sober insight of is catastrophic consequences was dawning. China had reached an all-time low as extreme communism had exhausted itself. Slowly opening up to the world through the so-called ‘ping pong diplomacy’, highlighted by diplomatic recognition by the United States, and replacing Taiwan as China proper in the United Nations, was supplemented with careful studies of the capitalist system.  These were the first small steps to reinvent the CCP. After Mao’s demise in 1976 and the cleansing out of his cronies, the so-called Gang of Four, including his agitated widow, the residues of the Cultural Revolution could finally be buried. 

With the collapse of communism in the U.S.S.R., the general view was that China would suffer a similar fate, and dissident voices, also within the CCP, started to deviate, sometimes considerably, from the existing party line, which after a twilight period culminated in the Tiananmen Square massacre in 1989, with claims that several thousand, mainly students, were killed by the armed forces and the police. In hindsight, the differing destiny of the CCP versus its peers in Europe have been declared by Sinologist researchers to be the result of a couple of factors; the CCP was far more centralized and ethnically homogenous compared to the communist party in the U.S.S.R., and could thus avoid an inner destruction of the party into various ethnic or regional factions. For the Chinese, it meant that economic reforms could be pushed through without the risk of them being hampered by vested interests exacerbated by political infighting.1 

The steering towards a collective leadership commenced after Mao’s death in 1976, as the CCP wanted to avoid yet another disastrous personality cult, settling for consensus decisions with regard to managerial structure and changes in economic policies. This doctrine was cemented in the Third Plenum of the 11th CCP Central Committee in 1978. In a sense, this collective leadership, regulated through norms and institutions, provided a degree of democracy within the party.2 Additional political reforms were introduced in the 1980s, such as strengthening the powers of the National People’s Congress, deploying a meritocratic system for promotions, trying out some semi-democratic elections at the local level, and requiring the mandatory retirement of government officials. Even so, inherent corruption was rampant throughout the hierarchy and local fiefdoms continued to exist. There were also no attempts to establish an independent rule of law, but it was controlled and influenced by the CCP, ensuring that legal decisions would align with its policies, a condition which has remained.3

Whereas the CCP was centralizing political power into a committee structure through reform, it deployed a decentralized economic reform policy, in contrast to the U.S.S.R. which, in essence, had done the opposite. Regional party leaders had, to some extent, free hands to develop the provincial economies. The mandate was broadened to include fiscal policies and managing budgets, which were allowed to be distinctly crafted and implemented.4 China introduced Special Economic Zones, the most well-known one in Shenzhen, a once sleepy and deprived fishing village with rice paddies bordering Hong Kong that now boosts its own stock market and something like an Asian version of Silicon Valley. To start with however, the focus was on lowest cost light industrial manufacturing, only gradually upgrading in the value chain, a strategy that proved highly successful. 

While Deng Xiaoping further tightened political control after the massacre on Tiananmen Square, the first tastes of economic freedom triggered a thirst for more, as the riches were almost instantly in abundance. Not only was fiscal autonomy delegated to the local governments, but they were also bestowed with the capacity to establish joint ventures, property rights, allocation of land, privatization initiatives, and the formulation of rules and regulations, including their enforcement within their jurisdictions. The Russia/Soviet Union model, on the other hand, which compared to China was, from a communist perspective, a relatively industrialized country, instead focused on privatizing its heavy industries, including steel mills, automotive, and other heavy machine manufacturers, often ending up being owned by a handful of oligarchs. However, their Lada cars, and similar products, were considered a bad taste joke that were hopelessly outdated in an open market. Having to compete with Western brands, they subsequently often went out of business.5 

China could on the other hand start with a clean slate. Ideologically, the economic reforms were a massive shift for China, promoting the accumulation of wealth, and implicitly greed, as a virtue. This was something which only a few years before had been seen as a vice that could result in long imprisonments, and even carrying the death penalty, or that during the Cultural Revolution came with the risk of being beaten to death by mob rule demanding instant street justice. For many diehard Maoists, it meant giving up, openly at least, lifelong convictions, for unlike the disillusioned citizens of the U.S.S.R. and Eastern Europe, many still believed in the righteousness of communist dogma, despite the disappointing hardships, deaths, and impoverishment that had accompanied it. However, any benchmarks and references to outside world were extremely limited as so few Chinese had an open-minded perspective to reflect on their impoverishment. 

Deng Xiaoping managed, in what can only be considered logic defying  and rarely hitherto endorsed by any Marxist theorists, to declare that a socialist state could adapt a market economy without actually making it capitalist.6 To make up for what de facto was a fait accompli, in effect an unconditionally lost ideological battle, fervent Chinese nationalism was introduced to replace worn out Marxist tirades and became rampant in the propaganda efforts and the previously shunned Taoist and Confucian values were now again promoted as desired moral standards. The swift economic progress was saluted by Western observers, seen as template to be applied by stubbornly impoverished dictatorial African and Middle Eastern countries, with the view that 30 years was all it was going to take to bring any country out from an impoverished Third World status up to achieving economic prosperity that over time could near OECD’s GDP per capita status. It was simply assumed, in what can only be viewed as academic ignorance, that China had followed a model that was the Holy Grail for economic development. This view chose to overlook the fact that the respect for human rights and demands for a democratic system were subdued, rather it was seen a precondition to a prosperous economy. Despite reports from Amnesty International and similar organizations on heinous crimes against humanity being committed, economists were only showing smug faces when China’s lack of general human rights was brought forward. 

It was assumed that with an improved economy, increased economic freedoms, including freedom to choose education, workplace, where to reside, and also the opportunity to travel abroad, eventually, the political system would also open up, becoming more pluralistic and bring with it such widespread reforms that would lead to a full-scale democracy with the right to hold divergent political opinions. But after more than 30 years of economic progress, such hopes are now definitively being quashed. It is readily apparent that a relative economic democracy is not going to be followed by political democracy in the near future.7




Chapter 2
A State Commanded Economy
Only Works to a Point


“In the long run, the aggregate of decisions of individual businessmen, exercising individual judgment in a free economy, even if often mistaken, is less likely to do harm than the centralized decisions of a government, and certainly the harm is likely to be counteracted faster.” 

—Sir John James Cowperthwaite, 
Financial Secretary, Hong Kong, 1961

Formally, the CCP introduced the paradoxical concept of a socialist market economy at the 14th National Party Congress in 1992. Reforms included pursuits to allow for and improve the efficiency of relatively free markets in order to stimulate growth. Since then, the economic growth has been continuous, albeit, over time, quite naturally, slowing down from double digit annual growth to around 6-7 percent in the last decade. Nothing in terms of output, various growth and employment statistics, although recognized as being somewhat unreliable, but also anecdotal conditions on the ground, suggest that the Chinese economy throughout this period has been dented by any protracted recessions, a truly impressive feat in itself. The economy was robust enough to withstand the Asian Financial Crisis in 1997 by implementing restrictive policies on foreign borrowing and keeping a closed capital account.8 And the Chinese economy also endured the Global Financial Crisis in 2008, mitigating most of its negative consequences by strengthening controls to prevent capital outflows, introducing policies that restricted holding too much external debt, and simultaneously stimulated the economy by injecting credit into mainly infrastructure and real estate projects.9 In both of these crises, the responses were remarkably apt, both in terms of content and speed, and successful in that they managed to keep the overall economy to stay on its growth course.  

But what has been lauded as the Chinese economic miracle, mainly by the CCP themselves, was in fact just one of many miracles that occurred throughout North Asia. Broadly, the Chinese copied the economic growth blueprint that had been successfully implemented by countries such as Japan, South Korea and Taiwan, only that they did it some 30 years later, albeit on a larger scale. These countries operated their economic policies by a dirigisme doctrine with its growth path structured around five-year plans. The swift industrialization was initially built on cheap export goods given the low cost of labor, a model that was backed by financial support from the state to help domestic industries gain market shares on international markets, often by undercutting the prices of international competitors through state subsidies. The economic growth rates were in excess of 10 percent per annum, supported by a rapid urbanization with associated infrastructure and real estate development projects bolstering growth. With improved education levels of populations known for intellectual prowess and a capacity for not shying away from long working hours, and capital accumulation through an export driven economy, the domestic industries progressed to produce ever more sophisticated goods, eventually leaving light manufacturing behind. There was also a strong nationalist ethos in the policies to promote the countries on the world stage. However, unlike Japan and South Korea, where the state worked closely with family-run conglomerates, keiretsu and chaebols respectively, in China, state-owned enterprises have broadly taken their role.10

South Korea shared the dictatorship status with China, with the unelected president Park Chung-Hee (1917-1979) declaring that the country was not ready for full democracy until the economic development had ran its course. Being in an uneasy truce with North Korea, which demanded a constant vigilance and a heavy U.S. supported military presence, his focus was to develop the economy, and indeed reduce the dependence on U.S. aid, as well as eliminating poverty prior to seeking to establish a parliamentary democracy. His tenure had a dramatic end, being murdered under mysterious circumstances, but South Korea eventually opened up to become what today is considered one of the most democratic countries in the world, where even a sitting president can be impeached, sentenced, and imprisoned. Japan was formally established as a constitutional monarchy and parliamentary democracy under post-WWII American oversight, but in effect it remained a one-party state for almost 40 years with the Liberal Democratic Party at its helm through democratic elections. A situation that was also shared in many democratic European countries, as typically a social-democratic party stayed in power throughout the 30 glorious years in Europe in the rebuild phase after World War II, endorsed by a largely satisfied electorate through delivering strong economic growth.11

It has been claimed that Deng Xiaoping took inspiration in the design of the combination of economic and political systems from the authoritarian leader Lee Kuan Yew when they met in Singapore in 1978. Lee had managed to mix a market economy with a one-party system where any opposition or rebellious tendencies were brutally crushed, but whilst Singapore had its fair share of manufacturing, what made the city-state really thrive was as a private banking center that provided a low taxation and light regulation approach to manage fortunes made from various means from mainly South East Asian countries. But over the long run that was an economic model that China really could not follow, as it was far too large to build its economic fortunes through the arbitration of legal and tax regimes.12

A One-Child Policy Becoming a Zero-Child Policy

Also, unlike Japan, Taiwan, and South Korea, China introduced a harsh demographic control, the so called one-child policy that went hand-in-hand as a critical component in the efforts to modernize the mainly agricultural economy and stimulate growth through hastily reducing poverty levels, in part, arising from having to support too large families. The rapidly increasing population, in absolute numbers, was a concern with it growing from an estimated 540 million in 1949 to 940 million in 1976. A plan in the 1970s was officially approved to bring down the Chinese population to 700 million in a hundred years.13

The numbers vary on how many births this policy has eliminated, spanning from 200 to 400 million from its inception at the end of the 1970s to 2015. Birth rates in China has dropped from five births per woman in the early 1970s, to 2.6 at the start of the one-child policy, and stood at 1.6 in 2018. Thus, it is now far below the replacement rate of 2.1 children. As with many laws and regulations in China, there were caveats and exceptions around the one-child policy which were applied and enforced at the provincial level. For instance, small segments of ethnic minorities were allowed to have more than one child, and in many provinces, if the first-born was a daughter, parents were allowed to have another child. In all, it is estimated that roughly a third of China’s fertile population were obligated by the one-child policy. The typical penalty for breaching the one-child policy was fines based on the family’s income, and although the policy was meant to be all-encompassing, parts of it took a particular aim at completely preventing pregnancies for people with various types of mental and physical disabilities. It prescribed sterilization of mentally retarded couples, or carriers of genetic disabilities, prior to being allowed to get married, but these regulations were enforced irregularly, depending on province. Over time, the one-child policy has been relaxed more and more, and since 2015 it was converted into a two-child policy, as the initial plan was that of a one generation adaption to bring population down to desired levels.14
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