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With closer scrutiny of officials and
greater adherence to law, China is
entering a period which promises to
provide more fairness for domestic and
international businesses, as well as the

country’s population.
by Nicolas Musy

hina has reached the limits of its current business model

and must reform in order to continue to grow in ways that

are sustainable in the long term. A change of model, as
business leaders know, necessitates far-reaching changes in an
organisation. In China’s case, this calls for decisive overhauls
of economic policy and also fundamental changes in the
leadership culture.

In a nutshell, China’s current growth model - based on
investments channelled through state-owned banks and
companies (sometimes referred to as “State Capitalism”) - has
run its course. It cannot continue without driving the state’s
debt beyond acceptable levels which, if unchecked, could be the
cause for a financial crisis. Furthermore, state-owned companies
have become both centres of power and of corruption, allowing
them to challenge government policy to pursue their interests
without care for the environment and the effects of pollution on
people’s health.

Without a complete change in China’s current development
model, the country will most certainly come to a period of
severe disaffection among its population and very slow (or no)
growth.

According to some reliable estimates, 225,000 officials have
been or will be arrested in China through the current anti-
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corruption drive, and another 18,000 who
are currently abroad are being pursued. The
total amounts embezzled have allegedly
reached USD2-3tr, about 70 per cent of
which is expected to be recovered - adding
high profitability to a good policy move.

The new sets of reforms underway,
therefore, are not simply conveniences: they
are an absolute necessity for the country to
continue its development, as well as for the
leadership to maintain its legitimacy and its
mandate to govern.

Corruption must be stopped

The solution to corruption is evident,
but its implementation goes against the
vested interest of the state-owned sector,
the politicians who control it, and their
entourages who derive gains from it.

A telling example of the pre-eminence
of State-owned enterprises’ (SOEs’) vested
interests is the fuel and oil industry. In 2009,
the State Council (China’s Cabinet) issued
the China III Diesel Standards, which were
simply ignored by the (state-owned) oil
companies in order to maintain their profits.
(See “As Pollution Worsens in China,
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“Whatever the law does not prohibit can be done as far as the market is
concerned, while whatever the government does must be authorised by law,”
said Li Kegiang one year ago.

—ERFREEEL | AR, AXTRRATR

Solutions Succumb to Infighting”, New York
Times, 21 March 2013.)

Government clampdown on graft, bribery, and embezzlement
is an absolute necessity for a number of reasons, one of which is
to prevent large SOEs from operating under de facto immunity
from government-prescribed policies.

Fortunately enough, events of the past year have provided
room for optimism. A clear indication of both the new
government’s determination and the support that it commands
is the decision to arrest and charge top-level officials such as Xu
Caihou (the Army’s No 2 officer and former Politburo member)
and the former security czar (Zhou Yongkang) for “serious
disciplinary violations”. Remarkably, in Zhou’s case, it is the
first time in the history of the People’s Republic of China that
a former Standing Member of the Politburo has been
charged. Party members with top-level associations
have also not been immune, showing that in today’s
China, no one is untouchable, and that officials
who want to feel safe must apply policy in an ethical
manner.

What is next? “Rule by Law”

It is also important to note that Zhou Yongkang
was lastly in charge of China’s internal security, which
includes the police and the judiciary - a department
endowed with a bigger budget than China’s military.
The internal security system’s first mission is to
maintain social stability - the overarching priority
of China’s government. The People’s Liberation
Army, too, is manoeuvring quickly in reaction to
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increased scrutiny, with a January 2015
announcement that 16 current and
former senior military officials have
been placed under investigation or are
awaiting trial.

Yet, once unethical civil servants are
out of the way, reforming the legal system
is a natural next step. A well-performing
and ethical judiciary is needed, first of
all, to ensure that corrupt practices do
not resurface. Just as importantly, it is
the essential tool to bring about equal
economic opportunities for companies
small and large, private or state-owned.
This economic fairness is also the best
instrument to motivate the private sector
to invest, generate confidence, and
galvanise individual consumption.

It is therefore no surprise that the main
themes of the coming October plenum of
the Communist Party have been announced to be the economy
and “Rule by Law” - the officially sanctioned term for the role of
the law in China’s constitution.

Limiting arbitrary power

A key pillar of the reform agenda is therefore the strengthening
of the legal system in favour of citizens and entrepreneurs by
fostering greater transparency and more judicial independence,
while simultaneously professionalising the judicial decision-
making processes.

Among other provisions, specialised intellectual property
rights courts were established in late 2014, and officials have
been instructed to provide expanded government information
to the public, particularly about the way local governments
use their funds. Furthermore, a transparency mechanism is
planned that will require the Chinese government to disclose all
of its administrative approval requirements, starting first with
those at the central government level. Under this arrangement,
government agencies will no longer be allowed to interfere in
the approval of items not included in their own registers. For the
sake of transparency, these same agencies will additionally have
to publish their administrative approvals items on their official
websites.

New decisions and opinions are bringing about some
fundamental changes in the way the legal system works.
Amongst these are a clear emphasis on enforcing greater
judicial accountability for judges, prosecutors and police, and
the establishment of a greater division of powers between the
judiciary and law enforcement bodies.

The legal system’s new role

Ultimately, this is intended to shift the state away from an
interventionist role and create a much more level playing-field,
to support the development of private businesses in China along
with generating an environment perceived to be fair by common

citizens. This is the Chinese constitution’s “Rule by Law”
concept.
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The new approach was most aptly summarised by the Prime WS, IR RS — A N RGN A 21355
Minister Li Kegiang, when he declared that “Whatever the law does R R E IR RIKIET A,
not prohibit can be done as far as the market is concerned, while I % B S S AE — A AT B U P B A R
whatever the government does must be authorised by law”, in a TEAR LRI, BFARAAT T AR
speech delivered one year ago. X R R B AT T A

While the new set of reforms clearly intends to instil dynamism RSO A B W RLE R B TEAT
in the private domestic economy rather than encourage foreign . WAES IR BB (30 4RI — B O
investment (the objective of the first set of reforms 30 years ago), Ji %0 B AR BRI S, B AMRALAY
foreign companies will still benefit. On one hand, additional sectors S%i. —Hm, BUFRMIMAREEIK I ES
are being opened to foreign investments, but most importantly, is the FRIT T B R A R LA R ST Y B P HY
more level playing-field that is undoubtedly being built. TERIREL,

This is good news for all those involved in China, and for the BT AT AT R DI S5 O Al R SRR AT
world in general: should the new reforms succeed - as it seems they B, XTSRRI - I HBT SO B i
will - we can expect growing China-size economic opportunities and BRI — P EHREIERELNE
a much more favourable environment for private and smaller-size Fibls, FIHARE AN R I E S A
enterprises. o M HHHsE. o
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Shanghai United Family Hospital
Emergency Room Services

Shanghai's only Western-style, 24/7 Emergency Room

® 24/7 in-house pediatric, adult, and OB operating room services for
acute surgical emergencies (e.g., fractures, appendicitis, and C-sections)

® 24/7 in-house, state-of-the-art CAT scan, MRI, ultrasound, and X-ray
imaging services with on-site Radiologist for more rapid and
convenient imaging and diagnosis

®24/7 adult, pediatricc and obstetric inpatient services available,
including 24/7 inpatient rooms

® 24/7 Neonatal Intensive Care Unit and on-site adult Intensive Care
capabilities

¢ Highly experienced Emergency Medicine physicians certified in:

-Basic Life Support (BLS)
-Advanced Cardiac Life Support (ACLS)
-Pediatric Advanced Life Support (PALS)

Shanghai United Family Hospital
The UFH network has pioneered JCI quality . . X L .
accreditation in China 1139 Xianxia Road, Changning District, Shanghai 200336

HNEREFREERES D4 Tel: +86 (21) 2216 3900
IEBXEZ RS UCHIAIE Website: www.ufh.com.cn  Appointment Center: 400 639 3900
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