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EXECUTIVE SUMMARY

For months, the European Union (EU) and the world have been riveted to the once-
in-a-decade leadership change in China. Though speculation abounds as to whether
the new seven-man Standing Committee of the Politburo will be reformers or take a
more conservative stance towards governance, “China’s new leaders face old and
well-known problems,” noted moderator Shada Islam, Head of Policy at Friends of
Europe.

The appointed future President, Xi Jinping, and Premier, Li Kegiang, have
demonstrated that they recognize the daunting array of economic and social
challenges facing the country and have shown a willingness to tackle them head on,
she continued.

They have vowed to fight corruption, narrow the urban-rural income divide and deal
with environmental issues. Moreover, the new Chinese leadership must strive to meet
the quality of life aspirations of China’s growing and increasingly influential middle
class.

Finally, there is much pressure to rebalance China’'s economic growth model and
change from an export-driven economy to one based on domestic consumption,
investment and innovation. “The current model of economic development that has
demonstrated impressive growth over the last three decades is no longer valid,” she
concluded. “It needs to be transformed.”
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WHAT CHALLENGES FACE CHINA'S NEW
LEADERSHIP?

Though much is to be accomplished, noted Zhang Lirong, Chargé d'Affaires at the
Mission of the People's Republic of China (PRC) to the EU, the foremost concern for
the new government will be the economy. “The world is suffering from the financial
crisis and the EU from its debt crisis. This means an austere outlook for a sound
Chinese economy which has seen a downturn in recent months,” he said. “The top
priority, therefore, is to keep our economy going.”

The target for 2020 is to double GDP and per capita GDP, which entails maintaining a
minimum growth rate per annum of 7.2%, he added. Alongside this effort, economic
reforms will be made in terms of tax and financial reforms as well as creating equal
opportunities for urban and rural inhabitants.

“The situation is changing rapidly...If China wants to implement
new policies quickly, it will need to rely on foreign partnerg.”

Xining Wang, Press Counsellor at the Mission John Farnell, Principal Adviser in the
of the People's Republic of China to the EU European Commission Directorate
General for Enterprise and Industry

This top priority is understandable, noted John Farnell, Principal Adviser in the
European Commission Directorate General for Enterprise and Industry, though it is
doubtful that implementing technical reforms will be sufficient to maintain the Chinese
economy without considering the deeper underlying issues in the country and the
world at large.

“There are a lot of underprivileged people in China,” he underlined. “The 7% growth
figure hides the strains in the system.” Though Chinese economic growth has been
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high, the distribution of income and social services has worsened as a result of
political and social systems.

It will not be easy for the new government to postpone tackling issues that have been
avoided for years, stressed Farnell. As it stands, 40% of Chinese exports go to the
US and EU, both of which are struggling economically. This alone should be seen as
a call to shift from China’s current economic paradigm. There is, however, strong
resistance to this coming from vested interests that are resisting industrial reforms
and benefiting from income inequality and low regulatory and labour costs.

With the growth of the last thirty years driven by cheap land and cheap and plentiful
labour, the time is coming when China needs to rethink its economic policies. “The
situation is changing rapidly,” he concluded. “If China wants to implement new
policies quickly, it will need to rely on foreign partners.”

“The new government must shift its strategy to the
improvement of people’s lives and livelihoods”

Lina Song, Professor and Chair in Economic Sociology and Chinese
Studies at the University of Nottingham

In recent years there has been growing discontent in China as a result of this
increasing inequality, indicated Lina Song, Professor and Chair in Economic
Sociology and Chinese Studies at the University of Nottingham. For the last ten
years, investment-driven GDP growth has been the supreme aim of China’s
economic policies, while personal spending has always been low.
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As China’s middle class grows, the country risks falling into a middle income trap
unless changes are made to the governing economic structures. “The new
government must shift its strategy to the improvement of people’s lives and
livelihoods,” she added, suggesting four actions that should be taken to ensure this.

“I do expect that reforms will take place in
the near future”

Zhang Lirong,Chargé d'Affaires at the Mission of the
People's Republic of China (PRC) to the EU

o~

Firstly, the state must have less influence on the economy. “Letting the market work
on its own will be more sustainable for economic growth,” she said. Changing the
structure of GDP composition to focus more on consumption might drastically
improve the lives of Chinese citizens

The second action is to remove state monopolies in key sectors. Thirdly, she
continued, policies to improve the livelihoods of citizens should prioritise the
society’smost vulnerable members. Finally, and most importantly, the political system
needs to be re-examined in order to create a more representative and equal system.

While the economy is the top priority for the new government, political reforms will be
a necessary part of the process. “I do expect that reforms will take place in the near
future,” Zhang Lirong said. In some ways, this is already occurring with direct
elections happening on the township level.

These elections are the beginning of a more grassroots approach to democracy
which will be bolstered by new social policies. “First of all, social equality will carry a
greater weight in policy decisions in order to provide equal opportunities for
everyone,” he said.

“China wants to improve its social contract,” stressed Cui Hongjian, Director of the
Department for EU Studies at the China Institute for International Studies (CIIS), in a
video intervention from Beijing. “China wants to adhere to a philosophy of social
justice in order to improve its credibility and position on the global stage.” Reforms in
the areas of education, medical care and social security will figure prominently in the
new leaders’ agenda.
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CHINA’S URBAN/RURAL DIVIDE AND
RETHINKING HUKOU POLICY

One of the more divisive issues in China is the Hukou (household registration
system). This system restricts migration between urban and rural areas and greatly
limits opportunities for those rural residents wishing to move to China’s burgeoning
cities.

“The Hukou system has led to a two-class society,” indicated Gudrun Wacker,
Senior Associate in the Research Division Asia at the German Institute for
International and Security Affairs (SWP). “With 230 million people — the population of
Germany and Russia together — registered in rural Hukou living as second class
citizens in China’s urban areas, the dimensions of this problem are almost
unbelievable.”

The root of the Hukou dilemma is how to manage differences in urban and rural
areas, noted Zhang Lirong. “Although the economy is strong and continues to
develop, there are still clear differences in rural and urban areas,” he stressed. “With
this system as it is, we cannot say that China will enjoy moderate prosperity in the
future.”

“There is a sense of urgency in China for more political reforms.
Civil society is a big driver for these reforms and their use of new
ruedia plays a big role in effecting change.”

Gudrun Wacker, Senior Associate in the Research Division Asia at the German
Institute for International and Security Affairs (SWP)

Two things may be done to resolve this issue, he continued. Improvements in rural
living standards will serve to improve the lives of rural inhabitants. One the other side
of the equation, China is aiming to raise the urbanisation rate — currently at 51% - to
over 60% by 2020. “Moving more people to medium-sized cities would create more
benefits for urban populations,” he concluded.
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CIVIL SOCIETY GROUPS AND CHANGES IN
THE CHINESE MEDIA

In some Asian countries, quality of life improvements are often led by civil society
organisations, Islam said, adding that the voice of civil society has been under-
represented in China.

“We need to make clear that China’s civil society is not entirely independent,” agreed
Wacker. In many cases, groups that offer services normally provided by civil society
actors are government-sponsored. Furthermore, though many such groups are active
in demanding reforms on local levels, there are yet to be larger-scale actions initiated
and seen through by these organisations.

. — ’ »

“Chinese politicians are ambiguous about civil society actors,” she indicated. On the
one hand, politicians recognise that they need support from society at large while on
the other hand, there exists a perception that these civil society actors want to
undermine the political system and might be supported or guided by forces outside
China.

- #
-t man

Currently, she continued, in 2011 there were 250,000 registered social groups, 2,510
foundations and 202,000 non-governmental organisations (NGOs) in China. In
addition to that, many organisations registered as enterprises serve similar purposes.
One thing is certain, she concluded. “There is a sense of urgency in China for more
political reforms. Civil society is a big driver for these reforms and their use of new
media plays a big role in effecting change.”

Over the last thirty years, as China’s economy boomed, so too did its media, noted
Zhang Xinghui, Brussels Bureau Chief for the China Youth Daily. “Traditional media
has developed quickly in China,” he noted. Prior to 1978 and the Open Door Policy,
there were only 50 newspapers in all of China. This number has increased to over
2000 newspapers, 8000 magazines and 400 television stations, he said.
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While traditional media have done quite well, new social media are also seeing vast
increases in number of users. Currently, he noted, there are more than 530 million
internet users in China, a 2000% increase since the year 2000. “Chinese internet
users now outnumber the entire population of the EU,” he stressed. “I believe that
media in the future will play an increasingly important role in effecting change.”

“Chinese internet users now outnumber the entire population of the
EU,” he stressed. “I believe that media in the future will play an
iIncreasingly important role in effecting change”

Zhang Xinghui, Brussels Bureau Chief for the China Youth Daily

The effect of new media on China — now the largest media market in the world, with
Chinese versions of Google (Baidu), Youtube (Youku) and Facebook (Renren) — has
been and will continue to be a valuable way for ordinary people to express
themselves and make their voice be heard by those in power. In addition, the Chinese
government is increasingly using the power of social media to interact with an ever
more aware population.
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WHAT ROLE FOR THE EU?

China has enhanced its role in international trade and affairs in the last decade, with
the EU-China Strategic Partnership® playing a great part at aligning the interests of
two of the top global economic forces. “We are happy to deal with the new leadership
which in recent years have been more exposed to the international agenda and
specifically engaged in EU-China relations,” noted Viorel Isticioala-Budura,
Managing Director for Asia at the European External Action Service (EEAS).

“We are happy to deal with the new leadership which in
recent years have been more exposed to the international
agenda and specifically engaged in EU-China relations”

I
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Viorel Isticioaia-Budura, Managing Director for Asia at the European External Action
Service (EEAS)

In recent years, the EU and China have worked to create synergies and share
experiences beyond their longstanding trade partnership. In particular, he said, over
the last two years great efforts have been made to identify areas of common concern
between the EU 2020 Strategy and China’s Twelfth five-year plan for economic and
social development.

! http://eeas.europa.eu/chinalindex_en.htm
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As China’s new leadership adopts its role in March 2013, he foresees much closer
alignment of efforts to identify common priorities. The past year in particular has seen
important developments in the EU-China relationship. The three-tiered approach of
high-level political dialogue, broadened trade relationship, and people-to-people
exchanges is aimed at working with China to expand its global position
commensurate with its economic and political power.

“We are trying to inject substance into a real strategic partnership going beyond
bilateral agreements,” he said, “so that China can play a responsible role in global
structures now and for the future.”

The political dialogue was bolstered this year by two high-level meetings — in Brussels
and Beijing — which demonstrated that the two parties can find important ways of
cooperation on international issues.

“There is huge potential in our strategic partnership, for example in the area of social
security reform,” Zhang Lirong underlined. “The Chinese middle class is currently
27% of the population and this is expected to increase to 40% — about 600 million
people — with a purchasing power of $10tn by 2020. We would like to share
experiences with the EU on this and other issues.”

In terms of trade, the last ten years has seen a tripling of the bilateral trade volume
between the EU and China. There is still much potential for further development,
particularly in the areas of innovation, technology, small and medium enterprises and
new industrial sectors searching for global top-level partners. “China remains for the
EU one market with many possibilities,” underlined Isticioaia-Budura.

“In China, we must focus more on innovation and technology and in these fields, EU
countries can provide valuable assistance,” agreed Zhang Lirong. “We expect that
China and the EU can keep their status as important trading partners.”

The final pillar of the EU-China Strategic Partnership — people-to-people exchanges —
has had a fruitful year. Through these exchanges, there has been demonstrated a
strong potential for introducing civil society organisations, universities, NGOs, and
other groups to one another as well as a confirmation that cultural exchanges are
meaningful and successful, Isticioaia-Budura underlined.

“These three pillars show that together we have a good vision about how to build our
relationship for the future,” he concluded. “The challenge now is how to tackle the
priorities of China’s new leadership.”

13
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ANNEX | — Programme

15.30 - 16.00 Welcome coffee and registration of participants

16.00 — 18.00 PANEL DEBATE

The rise in China’s global economic and political clout has raised expectations that
Beijing will seek a higher profile on the international stage. China’s new leaders,
however, are likely to spend more time, energy and money on addressing internal
challenges and meeting public expectations. How can the European Union help China
to tackle its national economic and social challenges and meet the key concerns of
China’s growing middle class? How much pressure is there from the Chinese public as
regards quality-of-life improvements such as a cleaner environment, higher food-
safety standards, water security, and social protection? Can the EU assist China as it
seeks to meet the diverse demands of its “urban billion”- and an ageing population?
How difficult will it be for China to undertake the much-needed switch from exports and
labour-intensive manufacturing to growth based on domestic demand and innovation?
What are the key areas for future cooperation between Europe and China?

John Farnell Principal Adviser in the European Commission
Directorate General for Enterprise and Industry

Viorel Isticioaia-Budura  Managing Director for Asia at the European External
Action Service (EEAS)

Lina Song Professor and Chair in Economic Sociology and Chinese
Studies at the University of Nottingham

Gudrun Wacker Senior Associate in the Research Division Asia at the
German Institute for International and Security Affairs
(SWP)

Zhang Lirong Chargé d'Affaires at the Mission of the People's Republic
of China (PRC) to the EU

Zhang Xinghui Brussels Bureau Chief for the China Youth Daily

ADDITIONAL VIDEO CONTRIBUTIONS BY:

Cui Hongjian Director of the Department for EU Studies at the China
Institute for International Studies (CIIS)

Moderated by Shada Islam, Head of Policy at Friends of Europe

18.00 End of debate

The debate was followed by an invitation-only dinner organised by the Arenberg
Foundation.
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How Europeans see the crisis

Since its launch in 2011, the idea behind Debating Europe has been a
simple one: connect European citizens and politicians together in an
online debate. From the start we've taken a 'bottom-up' approach with
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to react.

To date, Debating Europe has interviewed mare than 400 policy-makers and
experts from across the political spectrum. This includes:
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