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‘THE US-CHINA TRADE WAR: FALL OUT IN CHINA’
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Chinese Party trigger for the US initiating the Trade war was Chinese
olish fixed tenures for top Party positions and the
him at the 19" Party Congress in October 2017. These
are the ‘China ate for achieving which was set to coincide with the
centenary of the fou the CCP in 2021; ‘Made in China-2025’ designed to propel
China into the ranks of the world’s most advanced hi-tech nations; and the declared
ambition to make China a “major world power with pioneering global influence” by 2049,
the 100" year of the founding of the People’s Republic of China (PRC). If at all warning was
required that China intends to surpass US power, this was it!
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The US was precise in its targeting to prevent China’s rise and singled out ‘Made in China-
2025’ as well as its adjunct agenda of ‘Civil-Military Integration’, seen as the militarising of
technology. The US picked on China’s rapidly rising Shenzhen-based telecommunications
company ZTE in April 2018. US sanctions on ZTE, including the conditions imposed following
a reprieve granted on the personal intervention of Chinese President Xi Jinping, have
virtually destroyed it. Next was China’s fastest expanding hi-tech telecommunications
company Huawei. Like ZTE, this too has clear ongoing links to China’s People’s Liberation



Army (PLA). The US charged Meng Wanzhou, Chief Financial Officer of Huawei and daughter
of Huawei’s founder Ren Zhengfei, with illegally selling prohibited components to Iran in
violation of US sanctions. The US has approached Canadian courts to extradite Meng
Wanzhou, under detention in Canada since December 2018, to the US. Meanwhile, the US
imposed sanctions against 6 Chinese technical entities of which four are headquartered in
Hongkong. The latter move implies that Hongkong might no longer benefit from the more
relaxed application of trade restrictions by the US Government. There are currently 68
Chinese companies on the banned list in the US. In addition, 144 Chinese companies linked
to the Chinese military are also on the banned list.

The sanctions have hit China hard. The Chinese leadership was severely jolted by their
impact on China’s hi-tech sector, which had been claiming that they are world leaders and
self-reliant. According to indications the leaderships of ZTE and ei were also surprised
at the dependence of their companies on a few foreign c nies -- primarily four US
companies -- for vital hi-tech components crucial for their p
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are in addition to those already imposed by the US on $250 billion in
. Beijing, whi taliated with tariffs on $110 billion in US products, has
only about $10 in US eft to hit in response against the threatened US tariffs on
$300 billion in Chin . The latest new tariffs of 10% starting September 1 on an
additional $300 billion a year of Chinese imports sent a shock wave through Chinese tech
stocks on August 2. In Hong Kong, Tencent slumped by 2.6% that day, while Meituan
Dianping was down 3.6%. Struggling smartphone maker Xiaomi went down 1.7%. Similarly
on Wall Street, shares of Alibaba and JD.com both fell more than 4%, while search giant
Baidu finished down 2.2%.
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China’s initial reaction to US actions was to try and “buy off” Trump. After the US hit China
with 25 percent tariffs on $50 billion of exports in July and August 2018 and added 10
percent tariffs on another $200 billion in September 2018 and, with Trump threatening later
that year to boost that tariff to 25 percent, China began serious negotiations with US Trade
Representative Lighthizer and other US officials. China simultaneously activated pro-China
lobbies and individuals to propagate that China will not be affected but that the US has hurt



itself by this action. The CCP began drumming up nationalism and xenophobia. China’s
official media gradually shifted to portraying the US as unfair and a bully and asserting that
China can withstand US pressure. The official Party mouthpiece People’s Daily, for instance,
published 13 commentaries in May and June accusing the US of hegemonistic behavior. An
example of the effectiveness of China’s campaign are the numerous articles in the US and
international media detailing how American consumers and businesses will suffer because
of the trade war, how it will impact adversely on international trade, and how China is
dominant in global supply chains which will get disrupted. An example is the ‘open letter’ to
the US President addressed by the US foreign affairs and China scholar community. Beijing
played on these apprehensions adding that it is reviewing its policy on the export of rare
earths. But the US has stayed firmly on course. The draft amendments it gave Chinese Vice
Premier Liu He to carry back to Beijing in mid-May were not accepted by the CCP CC
Politburo which felt it impacted on China’s sovereignty. The meetii@failed. Chinese Foreign
Ministry spokeswoman Hua Chunying declared: “The Chinese side will not give in to any
extreme pressure, intimidation or blackmail and we will n@¥#€r concede an inch on major
issues of principle.”

But the suspicion that is beginning to run deep in China and the US is exhipiting itself in
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The US-China Tr ar has co i tune time for Xi Jinping. It coincides with
the slowing d of China’s econo reading discontent among students, workers
and ex-PLA onnel. The instances of criticism of Xi lJinping’s policies by prominent
academics, bers of the Parfys top advisory body the Chinese People’s Political
incelings’ and former senior officials, including at least
two Commerce i been increasing. Reports suggest some prominent
academics approac retired leaders to pressure Xi Jinping to amend his policies
or quit. Academics who, at a meeting in Beijing, expressed the view that China should
modify its policies and not antagonize the US were ‘disciplined’. Party cadres have been
critical of Xi Jinping’s policies saying that he has “over-reached” himself. Others have
guestioned the hyper-nationalism that surrounded the first Belt and Road Initiative (BRI)
Forum and advised lowering of rhetoric. That was visibly toned down at the second BRI
Forum in Beijing this April. In private conversation many senior Chinese cadres confide the
sentiment that “China is alone” and “everyone is against us”. Other countries are also
beginning to reassess China’s economic might and realise that China is not invincible.

In the face of growing pressure the CCP CC has decided on a tough stance. Chinese
President Xi Jinping has begun preparing the Party and people for difficult times ahead.
Visiting Jiangxi in late June, he asked the assembled cadres to prepare for the “second Long



March”. 500 journalists were tasked to write eulogies of the Long March. China’s official
media reflected this decision. A People’s Daily commentary said it was “laughable” to say
the Chinese economy was being adversely impacted by the US tariffs, adding that “These
irrefutable facts are not negated by anyone raising a hubbub.” The CCP’s leading theoretical
fortnightly journal Qiu Shi asserted “China will not be afraid of any threats or pressure the
United States is making that may escalate economic and trade frictions. China has no choice,
nor escape route, and will just have to fight it out till the end. No one, no force should
underestimate and belittle the steel will of the Chinese people and its strength and tenacity
to fight a war.”

The trouble that erupted in Hongkong on June 9 and shows no signs of abating, is an
additional serious complication for Xi Jinping. The protestors are becoming progressively
more articulate and have escalated their demands to scrappin e Extradition Bill and
resignation of the Beijing-appointed Hongkong Chief Exec Carrie Lam. Beijing has
chosen not to interfere yet, but that it will at a time of its ce is certain. Meanwhile, an
interesting divergence in tenor of the officially owned Ch i
suggests differences within the top leadership and the factio
indicator of the vulnerability of Xi Jinping’s position.
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