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Abstract

To what extent are the foundations of hegemonic power pres€ontemporanfChina? This

thesis addresses the question through the application of 4oiltewo structural power
framework. Prominent IPE scholarship on hegemony tends to privilege the internal or external
foundations of hegemony and to privilege production and trafleamcial development as its
subject of analysis. Through the typdlar framework, the thesis presents a comprehensive
analysis of the internal and external dimensions of power in the realms of production and trade
on the one hand and financial develamnhon the other. Overall, this holistic account allows

for a disaggregated and nuanced account of the partial rise of China to be prdsentedsis

found thatin relations to the finance pillalthoughhaving undergonaseries ofeform which

have deepened its financial capacipmestically  C h éxteraalesgagement and influence
within international financial institutions remairimited. In relations to the production
structure,China has proactivelgngagedvith resourcerich regionsto secure a stable supply

of key inputs but remains heavily reliant on external demand within its unbalanced domestic
economy Overall, the thesis suggests thaeven foundations of structural power present a

constraint on the rise of China
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Napoleon once described Chiitee the ancient sleeping giarKmar, DuFresneand Hahler,

2007). Having gradually recovered from the trauma of war, it is widely acknowledged that this

giant is now wakingip and has the capacity to exert increasing influence over globakevent
This thesis examines Cipilanapgraach davelopad fom@Bosare r U s
Strangeds theorytoangedbescburigi npbweéheodry i nt
primary structural powers and four secondary structures, whereas this research focuses on the
economic componentso f Chi nads s By oooceptunlising hggemere rand
evaluating Chinads structur al p o w,ehis thesiso m t h
provides a systematic analysisthe empirical case of Chihas r i si ng e dt@asoo mi ¢ s
engages with the latest statistics on several economic indicators and primary materials in
Chinese, such as relevant governmental documentsyto t i cal 'y examine Ch

performance and itsegemonic foundations

Deep social and economic changes have occurred in China over the past few decades, and a
range of sociabnd economidorces manifest evidence of growing unrest. Toentryd s

political leaderships aware of the significance @k foreign pdicy, as a gowing source of
increasing global power. The overall aim of this thesis is to present an evaluation of the extent
to which domestic transformation and external engagement constitute the foundations of

Chinabés hegemonic power

There are reasons to view @hias an increasingly active agent in world politics. Aisiag

power, Chinamay be gaininghegreater capacity to challengbligationsattainedunder rules

and regulations set up by the Wélte government of Chinas qui te often O6bei
int ransigence, resisting to respond tleegl obal
and Chan200815-16). It is alsopointed out that tensions mightise if China acquires
certain dodentl the ppexisirg Wéstern normsThe questn of how an ancient

power may be restablished as a globallignificant figure in the contemporary global

political economy is a fascinating and important topic. By drawing on concepts and themes
from within the field of international political econorPE), this thesis aims to shed light on

this question.
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Chinabés rising power also reflects upon 1its
power.For examplewhen considering theontextof hegemonic transitiospmescholardave
concluded that the relationship between China and the US can be termed as involving the
0 f r e n esubtyedescription of being friends and enemies at the same time (Ghzduan
andStats 2007;SverdrupThygeson 2017). Since WWII, the US has dsiahed a dominant
position via the worldwide financial regime. TMarshall Plan and abundadhbllar output to

Europe and Japare able tsafeguard a strong alliancetWween these countries and the US,
while UStroopsin theMiddle East and Africalsolead to therimestatus othe dollarthrough
providing security(Kindleberger, 1985Helleiner and Kirshner2009. After the collapse of

the Soviet Uniorand the political dynamics shiftirdyasticallywithin a short period of time,

the future of US hegemony becomes a lingering mgittye, 199®), although somecholar

believes the power and influenaee6 st i | | wi t hout .peerdé6 (Agnew,

With China joining the list of top economiesgc@#nnow be assumed as a potential threat to the
US. Dwe to the progress of globalisation, countries are becoming more connected and
interdependent. From the monetary perspective, for example, if bomgaed all the US
treasury bondst possesses, this would causduge impact on th&S economyand the
domirmant role of the US dollaiDrezner 2009) In this case, th&JS hegemony established on

the widespread use dlfie dollar becomes vulnerable in the face of the growing Chinese
influence However, thedebateaskswhether China wuld take such actions anifl it would,

under what circumstans@(Hung, 2013).

Meanwhile, sherp | ayer s in the gl obal arena are reac:
power. Developing countriesomeaffected by the competiticcausedbfC hi nads gxpor t
and some benefiig from Chi nads e mayrclwose toindhe YURtb o p me n't
counterbalance Chinads power or to fcoudm a co
possibly provide certain Asian countrigat experienceerritory dispute with China, with

military suppot, thus putting pressure upon Chiwvehereas China has been economically

allied with Pakistan and Iran, thus tensing the nerves of the Western regime.

11



1.1.Researchruzzle

Discussion of the rise of China is often framed according to very broad que$tiensopular
commentary features reflection and predictio
the worl d?6, 6ls China becomiwndg |ltitdamaegret theg
I n order to gain analytic traction ocka&r t hes
aboutthe focus of analysis and the core concepts being used as foundations on which to

evaluate Chinads rising power.

As Kang (20@) having pointed out, China cannot be explained by simply adapting existing
Western mainstream approach because of its unique trajectory of social, economic, and
political developmentTo understanthis peculiarrising power, there is a need T analytical

framework suitable for the case of China

K a n g@n®n is confirmed byeviewinga vast range of I iterature
As presented itChapter 2gexisting literaturehas drawrdisparateconclusionsregarding the

rise of China, especiallyecause of its highly ambiguous andrid character. This ambiguity
stemsfroma | ack of theoreti cal acwayisaah®wiscanabb out v
measuredBesides, empiricallyjt is also becauseC h i s1deelopment is highly uneven

between outward and inwantiented sectorsAs it is demonstrate through this thesis, by

adopting a disaggregated approach to the study of pawsam be clarifiedhat the rise of
Chinaishighfyvare gat ed across different sectors. Whi
intensiveand influential its structural power stemmed from intereabnomicdevelopment
remainsinadequateandwhile C h i nfimaécgal sectohas beerexpandingrapidly since the

late 20n centuryand achievedignificant outcome compared to its old séf capital market

capacityandglobalinfluencearelimited as a potential hegemonic power
This thesis addresses two simple questions:
1) How to gainanalytic traction over the foundationsof Clinee r i sPng power

2) What is the status of the foundations of

The first question is approached in the light of existing literature on the rise of @tna

hegemonic powerAs is reviewed in Chapter fhe existing literature presents contradictory

12



evaluations and points toward a variegatedrpretationof C h i ndavélgment. Chapter 3
demonstrates that Str ange 6 sanasefallgdspggragateéthes at i o
foundations of hegemonic power and allow for a nuanced analpsibe foundations of
Chinabs st r uc thegemhicoptexiwWieersecand question iaaddressed through

the empiricabnalyss in Chapter 4 to 7.

1.2.Thesis Outline

The thesis proceeds using the following structure. Chapter 2 reviews the state of the art of

|l iterature on the topic of &éthe rise of Chin
strands that prioritise the economic, securityd aeological dimensions of the rise@iina.

Overall, this literature remains quite disparate with divergent opinions on the rise ofdiGaina

to Chinals variegatedcandunevendevelopment through different sedorhis shows that there

is a |l ack of a systematic framework for ana
toward hegemony. There is broad agreement that the economic attraction posed by China
represents the most pot ent ns,canmpibis epeatedly f Ch
suggested that political hostility has become less important due to the mutual benefits to be
gained from economic cooperation. This thesis aims to extend this literature by explicitly
incorporating aneéxtendingS u s a n St ncepnofserutsral powsto theinternal and

external dimensions @hinedd s hegemoni c foundati on

Chapter 3 establiglsthe framework for this research by conceptualising hegemonic power and
defining an analytical approach for this thestsedominant PE literature has focusedon
hegemonic theory and power sthfttween big statesvith gudies haing been conducted via
both theoretical arguments and empirical case studiesefhve given many explanations of
the phenomenon ohegemony througttheir respectively differenviewpoints As these
theories presents, hegemonic poweateiated to for examplemilitary strength, international
stability, international cooperatiorand ideology and cultural influencelhesetheoretical
writings and exiding studies on hegemonic transition have attempted to explore the
phenomenorof hegemony with relative economic performance often being located as a

foundation of hegemonic position.

13



However, ass clarified through the review aéxisting literature in Chapter and 3 the
literature lacks a systematic understandihthe components and conceptualisation of power
Byadapt i ng disaggregatedpecépsualisation of structural powand adding the
analysis on internal and external dims@ns this thesis claries and explore the pattern of

variegated development that is underpinning the rise of China

Susan Strange defines power as a compound of four dimensions, including finance, production,
security, and intelligence. The origindleory of structural powewas expressedn the late
1980s. As is noted in Chapter 3, Strange in her own analyses privileged the finance and
production dimensions. In line with the predominant view within literature review in Chapter

2 that these economioundations represent the most salient components of the rise of China,
through an analytic framework developed in Chapter 3 these finance and production

dimensions are privileged.

After reviewing existinditeratureonunderstandingpegemoni@ower,Chapter 3henpresents

the twapillar approachand the methodology of this resear¢he two pillars of finance and
production structures are taken as the pri me
main body of the thesis, each of thés® structures will be analysed from the aspects of

internal development and external influenletably, the aim of the thesis is notdoectly

answer whether a hegemonic transitiorindeedtaking place between the US and China.

Instead, it look at the capabilityof Chinain terms of becoming a hegemonic power

To open the more empirically focused components of the thesis, Chagienariss the
major changes thdtave happenedsince the late 1970and the impact they have brought
internally on the strength of the Chinese financial system. Throlegig-running financial

reformation, the str udaschangedmsticalkthi nadés fi nanc

In 1949,the Chinese Communist Party took of®m the Nationalist Party (the KMTand
thusputbureaucratic capitalism to an end. After suffering the Great Leap Forward and Cultural
Revolution, China started a series of socialist transfornmstioter the rudof Deng Xiaoping.

A long-term financial reform was pwinthe agenda anithis isstill running today. The reform
resulted ina rapid increasen national wealthIn theory, the increasingly diverse means of
financing alongside the development of this secterable to geatly boost the emergence of

all sizedenterprisesSo far,reformhas ircluded theransformation othe banking system, the

14



opening of the stockxehange, and a number of changes in monetargypals well as other

related instrumestsuch as credit rating.

Chapter 4 concludes that o0 nequires fugheraeform aBch i n a o ¢
perfection of relevant laws. Through this chapter, new insights are presented in particular into
Chinaés ability of g¢ge npeomatihgtheuge otmaterdlicturencya nd i t
foll owing St r anng endisngapfp rnoaancche osft reuxcat ur e. Chi r
on an approach @ocialism with Chines€haracteristics. It has a limited degree of openness

in terms of the market, thus limits the credit generating ability; but on the other hand, relatively

high central control helps with monetary stability and could avoid some critical situations that

the Westermediberal regime once facet@he series of internal development greatly promoted

C h i neao@anicpower from the finance perspective but does nadence that China has

moved into a hegemonic position.

Chapter 5 extends the analysis of Chinaos
specifically by exploring evolving interactions with international financial institutions. The
Peopl e dsof Ghexphedaina part of the IMF and World Bank in 1980 as a result of its
reform and opening up. Gradually integrating
status in these institutions changed over time as it became more capable of tpkingiibdiy

for development and stability. As well as joining these existing organisations, China initiated

a series of institutions with its developing allies, comfortably taking the lead.

Overall, Chapter 5 concludes that while China remains a relatwatginal figure within the

6ol dé international f i nanci alithastakeh uptawclear o n s ¢
|l eadership role within the 6édnewbd instituti
Arrangement, the New Development Bank, and the AlIB. However, given that these new
institutions remain broadly aligned to the goals and proceduréseodld institutions, this

leadership role does not constitute a clear move toward an alternative hegemonic order.
Through this chapter, new insights are presented in particular in relations to the formal
governance structur e amthihth€seleatetstismtionsnf or mal i n

Chapter 6 | ooks at the developments in Chin
evaluation. Whereas the financiaform startedh the late 197Qgnajor progress production

started to materialisaround theearly 1990s. Since then, China hasdea quantitative and

15



qualitative leap. Under the guidance of Deng Xiaopidgeoty andrelevantpolicies, which

encouraged the founding of small and medium private buggessChi naés sector c
was reshapedramatically ashebooming manufacturing industry led to intense GDP growth.

Many reports and news articles have attempted to reflect anrCh 6 s r api dl y mu

productive capacity.

This chapter seeks to systematise this body of work by evaluatnmg @adés pr oduct.i
relation to sectoral composition, productivity, aedport dependency. Overall, Chapter 6
suggests that Chinabds p rbackward in iteoms ofssectomalc t ur e
composition and productivity when compared to the standammbntemporary hegemonic

power ; further mor e, a heavy reliance on exp:

fastpaced development in the production structure.

Chapter 7 explores Chinads resour csudtailpp!l omac
rapid productionprogress, securing raw materials is the initial task. Meanwhile, the domestic
overcapacity issue has forced China to transdpacitypeyond t s bor der . When Ct
took off in the 1990s, so did its exportatidmporting natural resources and exporting
manufactured goods has been one of tMore key s
recent evidence shows titae focusofC h i na 0 s r e sisoshifting minvestnrergtdo e g y
create stableenvironments and advantageous conditions for transnational business. The
creation of a stable environment can attract investment and cooperation, timg teadore

frequent impoiihg and expoiihg of products as well as davested projects. As a reswuch

changes could enhance both domestic productivity and wealth dgenesathin Chinese

society, and an international mutual benefit sharild many others

Overall, the findings of Chapter 7 show that China, demonstrating a good level of economic
attraction, has been successful in developing trade partnerships and securing resources for the
expansion of its production structure. New insights are presented in particular in rel&t®n to
institutional foundation of partnerships, trade volume, stfiectural development, and

challenges to sustainability.

Building on the framework introduced in Chapter 3 and the insights generated in Chapter 4 to
7, Chapter 8resents an overall reflection on the rise of Chihaoncludes thathis thesis

finds nosufficient evidence that Chirtaas constructed a solid economic foundataespite
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thata series ofefornms of the finance and production structusexe 197&ave directijed to

C h i rsignificantlystrengtheedeconomip ower . Chinadés promoted st
regional financial institutions is based on internal development, buh¢hementalfinancial

deepening meanscrementalglobal influence. The financial reform created new financing

means for small to madn firms, private firms that boost production; settoral composition

and productivity awaitsnprovementFurthermorethe massive scale of production, especially
manufacturing industry driven by the emergence of private firms, exposesability from

external dependency, includingliance oroversea market and overseas resource.

Reform in Chinads financial structure booste
growing material strength allows China to participate more actively in relation to trade and

gl obal governance, and hence plritosreoguee shat Chi n a
while notable transformations have occurred specifically in relation to the internal finance and
production capacity, Chinabés finance and pro
modernisation. From the external aspect, @ins economi ¢ growth f ac:e
resource dependence and limited influence within glibahcial institutions. As such, it is

suggested that theconomicf oundat i on o0 Shows lan untalarced growshethrat

restrains Chinads hegemonic ri se
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HD YRSNEGF YRAYI GKS wMmEsSS RR T

This chapter reviews the riexe sdfi n@Qhilnddé&, aitnur @
the contribution of this study. The existing literature can be divided according to thematic and
geographic focus. In terms of themes, significant reflections are provided on the economic,
security, andeadershipmpactof the rise of China. In terms of geographic fooesisting

literature explores the implications of these changes as experienced domestically and externally
across East Asia, the US, and the rest of the wBrloiminentdiscussion occurs regarding the

power conflict between China and the US in particular, as is the impact on subordinate states

and thus the balance of power throughout the global regime.

The literature review below &rangedy geographic locatiorie each of the three dimensions

are systematically reviewed. Literature focusing on the economic dimension of the rise of
China, as experienced domestically and externally, is first covered, followed by literature on

the security and the ideological dimenss. Overall, many useful insights are generated by this

large swathe of literature. However, despite the intensive discussion on the implications of
Chi nabés r c¢osciusiogof s lilemturaemainmuchdisparateMost studies do not

offerap eci se conceptwualisation of the 6rise of
at a high level of abstractiohis is becauseof a highly variegatedn at ur e o f Chi
development, where power and growth carsbercedfrom variousdimensionsTherefore,

this research will bring together this literature and a conckgditian of hegemonic power

drawn from IPE scholarship, which allows forsgstematicanalysis that considerthe

disaggregateternal and external dimensions of finance and produstimcture

Beyond this overarching incorporation of a clear conceptualisafibegemonic powen the

literature on the rise of China, there are additional components to theadalad from this

project to the rise of China literature. This thesis providegséematicanalysis of both the

i nternal and external d i omship swithotlme sprodudtion @idi na 6 s
financial sphere of the global economy. This is in comparison with the tendency in much of

the literature to focus on one dimension alone.

The research also provides new empirmatenceanto these dimensionSpecificaly, this is

to introduce a large range of materials, both in English and Chinese, as well as updated statistics,
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to best explore the momentum of Chinads gr o\
reports by the Chinese government are used to pralatsled information on the internal
devel opment of Chinabs financial and product
from databases of World Bank, IMF, the OECD, dml®bservatory of Economic Complexity
il lustrates Qhwith eegosrcetircahd er eagcitoinvsi and Chi nad

international financial institutions.

2.1. Economic Transformation and theeRof China

The preponderance of the literature that considersddmesticimplications of Chi na 6 s
economic trasformation attempts to identify the factors responsible for rates of economic
growth over recent decadeSomeliterature has flagged up problems lurking beneath the
apparent prospect dfie Chinese economyAnother group of literature points out the impact

of Chinads economic rise, both positive and n
countries, and the U®verall, this project builden this foundatiomnd adds value by linking

explicitly to the concept of hegemany t hus exami nitygfb&€dmngads ca
hegemonic poweiThe paragraphsgtow provide overviews of the main stds of this existing

literature.

Chinab6s rapid economic expansion has become
debatesFollowing market reform andpening up, China saw rapid improvement regarding

many economic parameters. In 1995, its GNP was five times larger than at the beginning of

the reform in 1978, and trade volume, which started from almost nothing, climbed to about a
quartermillion USD forthe same period. While population growth has gradually slowed down,

|l ife expectancy for the population has ext e
pleasing when compared to other countries during the same period of time, as never has a
country ben able to achieve so much in just a few decades. While the rise of China brings
opportunities and prospects to both Chinese and foreign businessgant literature has
expressedvor ri es about Chinadbds huge demarmtbn f or ¢t}
that sustain this rapid economic growth (Kreft, 2006; Wang and Qj 2014).
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A group of |l iterature explores the result
contributing factors (e.g. Chen and Feng, 2000; Wang and Yao, Pa@en 2010).Many

studies in international relations summarise the early 1990s global pattern as trilateral or tri
polar, as the US, Japan, and Europe took the leading po@itin 1991) Meanwhile,

regarding market size and trade volume, China was seen to beibgdtbefourth pillar. In

the 1990s, the World Bank was already predicting that China would grow into the biggest
economy in Asia (Kristof, 1993). It was also predicted that China could ob®46 &nnual

growth for the next 20 or 30 years if it becametdyeat utilising resources and improving
productivity (Lin, 2011, as cited i n Wan g
devel opment has sl owed down in recent year s,
than 6the endd of Cdok 2086hs power growth (Wom

Chinabs growth is attributedi tesentalising the ms ov
economic system without losing political control of the CPC, and gradually shifting away from
communism or socialism at the economic level (Bre2d®,7 Sun, 2000). Because SOEs were

mostly making losses due to overloaded bureaucracy, and private enterprises were not
politically in favour, collective ownership, specificallgwnshipvillage enterprisesbecame

the leading contributor of economic growthidurg t he early stages of
transformation\(Veitzman and Xu1994). Between 1980 and 1994, the percentage of industrial

output by SOEs dropped from 76.1% to 34.1%, and the share of private enterprises grew from
0.4% to 25.1%; meanwhile, colkee enterprises contributed 40.9% of the total output in 1994,

in comparison to 23.5% in 1980. Later on, as economic reformation intensified, private and
mixed ownership gradually took the lead as the mainstay of the national economy. While law
enforcemen awaited improvement and because political stability atestake, the special
townshipvi | | age enterprises could not be Il ess i m

unprecedented economic rise of today (Bowles, 1998; Goodhart and Xu, 1996).

Anot her study by Rosecrance (2006) expresses
growth model. Here, the emergence of townshiipge enterprises and private firms boosted
manufactur e, first fulfilling Chimaidagor domes
i mporter to a major exporter. Chinabs expan
number of subsidiaries and joinénture firms. Even though the world economic system has
flattened, meaning more players can participate, the end proatucinly be integrated by the

few. For example, while Chinese manufacturers are responsible for producing parts, the final
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product, the iPhone, is assembled in the US. The aadded for Chinese and American firms,

in this example, differs greatly. In theng term, it cannot be considered an advantage for
Chinaés pursuit of rising power. For Rosecra
sector 1s not heal thy growt h. It al so means

aspects than megeproduction and export.

Additionally, literature has developed critiques of the expadnted and investmedlriven

economic growth of China during the latel20entury and the early 2000s. Hung (2008) noted

that domestic oveinvestment and unde&onsumption consequently led to a new type of crisis,
overaccumulation. lllustrated by the ratio between gross fixed capital formation and final
consumption expenditure, China experiences a greater imbalance between investment and
consumption than other Ami countries. The cause of this probl&ant h e -findneed t
expansion of excess industrial capacity, ass
2008:165). Therefore, a warning of an impending crisis, similar to the Great Depression in the
193G US, lies behin€hi nads economic devel opment . Neve
previously a major recipient of FDI, started to shift into the position of a leading investor.
Chinese outflow FDI increases each year, pushing forward the globalis@mnese firms.

Doing so eases the pressure of weak domestic demand and allows for more active engagement

with the international market (Yeung and Liu, 2008). This literature hints the heavy external

reliance of Chinads pr eplanedmore explisitty withapdatede wh i
numbers.
Much of this strand of I|iterature flags the

growth. Surging exports were explained as being due to a series of institutional ¢htrages

is, interms of ownership and other policies, for example, reform of SOEs and the emergence

of private enterprises boosting production (Liu and Li, 2001; Baj and Tap2006; Sun,

2000; Puttermanl995. However, the 1970s economic reform was far more tharahaut

SOEs and ownership. The way that all types of firms finance their operations has changed
alongside financial reformation; the role of commercial banks are also overlooked in work
presenting Chinads economi ¢ gstructure ik becoming f act
much more mature than in the Mao era, the iIm

has not been explored properly.
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Furthermore, contributions to this body of literature suggest that further problems are
embedded dcanoniyrowtha & rsajor one is poverty and underdevelopment, largely
due to ovetpopulation. h 2001, 211.6 million people lived below the poverty line of $1.08
(1993 PPP) a day, while 593.6 million lived on less than $2.15 (1993 PPP) a day, from a total
of 1.272 billion Chinese. Other problems have also occurred, for example, insufficient
infrastructure in remote areas. Regional imbalance is another major institutional problem, with
provincialgovernments adopting protectionism and blockirtgr-regional trade, contrary to

the picture of China as a whole nation embracing an international free trade regime. Despite
the central governmentodos endeavour to redist
the underdeveloped and the more atbed eastoast provinces persists, causing cause a
further policy barrierBardhan 2006). For China to further pursue rising power, the issues that

stem from a soci@conomic dimension must be tackled.

Overall, this body of literature highlighteefact or s of Chinads economi
critically evaluating the progress of Chinat¢
on the production structure, there lacks an explicit analysis of financial development as a major

dimension of the s e o f China. These themes are trans

internal development in finance and production structur&@hapter 4 and.6

Anotherst r and of |l iterature explores Chinads r e
basisof Chinas economic performance. For Chinads n
as ot her devel oping countries, the most co
i mplications 1is trade. The focus of the deb

beneficial to others?

Chinabds export surge began i n Qvard withahee 19 70C
advantage of population size, China first emerged as a leading manufacturer eirisdmive

goods, and then soon extended its advantagle¢tr@nic andT departments. Because of the

cheap labour cost and increasingly open market, many multinational enterprises came to
relocate their manufacturing units to Chikoreover joining the WTO in 2001 granted China

the ability to trade with furter favourable conditiongA@hikari and Yang, 2002; Chen, 2009).

Chinabés economic surge would not have existe

significant material supplier, besides establishing a partnership with gtes like Latin
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America and Africa. The relationship with ASEAN was built up naturally upon geographic
conditions; meanwhile Chinabés investment and trade in

impacted the latter and their connection with the international community.

Generaly, with the process of political independence and economic development, China
became the hub of trade, investment, and productidsia Bowleset al., 2016). While being

the leading exporter in Asia, for example, taking over from the US, as the tepwii#td South
Korea, China has become the most sought marKk
the early 2000s. During the same period, it also overtook the US and became the biggest
attraction for FDI. As another instance, the Chitieica relationship can be dated back to the

1950s, starting from purely diplomatic rapport building to more intense economic cooperation,
China is described as winning market, heart, and minds in Africa. Indeed, economic
cooperation with China has been sought mBsécountries, and while some suggest that the
0dumpingd of Chinese products harms other

circumstances.

There has developed a fear among countries in similar stages of industrial progress that Chinese
productswa |l d 6crowd outdé the global market and d
manufacturing sector. As for developed countries, another kind of fear has started to
accumul at e, with protecti oni ldoweves bheexppiimhg ag a
Chinabs trade pattern, economists conelude t
intensive industries, which affects mainly East Asian industrialised countries only. This is
contrary to the most common belief that China took over markegsbaginally belonging to

ot her developing countries; i nstead, the ri s
supply chain for the countries around it, with other developing countries able to become more
specialised in terms of providing speéciproductsand developing more advanced export
advantages (Athukoral2aP09 Erturk, 200).

Moreover, activities carried out by Chinese businesses have also gradually shifted from raw
material extracting to devel oifhmEEANand Africenvest m
extend to its infrastructural development and joint ventures. This relationship is thought to offer
valuabl e experience and | essons for ROditi naods
and Paz, 2008). Chinabés trade partnership wi

area of interest.
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Apart from the direct economic impact China creates for other economies, there is some
specific focus o0 has &rheferenebosr gortohwetrhs . molgnendg e ner a
strategy can be concluded as Okeeping a | o
introduced by the government and discussed by many Chinese scholars. Keeping a low profile
allows China to establish a social faation for stable economic growth while the achievement

part refers to its increasingly proactive foreign policy (Yan, 2014).

Theimplication of this strategy is twipld as Li (2016) suggest®©n the one hand, the rise of

China and its global influen@an be attributed to its tejanking position in the global financial

order as well as its ability to provide public goods for the international community; however,

it is not a hegemonic power because hegemony should also contain social and political
dimersions. As Chinese products face protests from Latin American farmers and
manufacturers, the Chinese government maist for sociopolitical development, and
approach its trade partners with mutual interests beyond economic benefits, for example, value
excmnge and cultur al communi cation. On the o
growt h, its Okeeping and strivingé strategy
developing countries who @ralso seeking an economic rise. This analysis hings th
conceptualisation of hegemony as poty possessing material poweut al® having non

material influence, howevgis unsuccessful in explicitly justifyinguch concept.

Al t hough much attention has been dimanccl t o Ch
cooperation between China and other developing countries is a much more recent phenomenon
that awaits further exploration. While China
form of industrialisation, from seBustenance to leading maaafured goods exporter and

then capital exporter, the pattern of Chinabd
ti me. Since there has Dbeen no synthesised ¢
countries in terms of either trade and finahciooperation, and because circumstances keep
changing across time, this theme remains an

power.

Existing Iteraturealso focuse®n theimplication of Chi na 6 s e owtheoU8incher i s e
context d regional economic structure and balance of power by its Asian neighbours and out

Asia-Pacific countries. The rise of China concerns scholars as much as it concerns politicians
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because of the discussion as to whether China will challenge the existimgdmegeegime,

especially in the context of ChindS competition.

In terms of economic conflict, both the US and China, according to their current economic
modes, have advantages over each other as well as facing challenges and different targets.
While the US possesses more higilue added sectors amsyncreticinnovation, China profits

from mass production. Economic competition is a kergn phenomenon rather than a tipping

point when one takes over another. Most importantly, analysis eChiga econornc
competition should regularly take the framew
US and China on specific countries. However,
to agreatextent, with bilateral economic cooperation beneficialdthparties. Therefore, the

US-China economic relationship is a sustainable form of rivalry (Womack, 2Bddn the

6US + China + X6, i égemorcrconipeatition betiveen Chéna and thea t  t |
US can be analysed through their economic impicato subordinate states, such as East

Asian countries.

Thereisasuggestion that the US should be more pc¢
activity regardlessf the alleged hegemonic transition and power conflict. Most specifically,

for the AsiaPacific region, itgegional structurdasgradually shifted from Japarentred to
Chinacentred the predominant influence of the US notwithstandiAthough from the
perspective of economic development, the Asian regime seems to bedéhined, regional
cooperation still faces several obstacles. The biggest one is the Jalpawa relationship where
nationalism sets the key toiilewh i | e Japan deniadashighasodebls r egi
impuissantas its strongest ally, the US, is excluded from most Asian economic cooperative
agendas | i ke the ASEAN+3 regi me. Nonet hel ess
would bring an even bigger market for trading; theref the future for the East Asian regime
should extend to the north, with Chinads int

mutual economic interes¢dhn, 2004).

By referring to Martin Wright, Clark (2011) argues that there is a distimchietween

hegemony and primadywhat China is pursuing may be primacy rather than hegemony, and
military confrontation will be excluded from the rise of China. This view coincides with the
Opeaceful rised argument peeZan20@diarha0ldnany C

What was observed as the US hegemony includpsecedentenhaterial power, such as GDP,
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military expenditurereserve, and trade volume; although China is closing the gap in terms of
these economic parameters. However, this doeequal China closing in as the next hegemon
because it still lacks significant soft power. Furthermore, the remaining heat of US dominance

persists, meaning that the US will maintain its primacy for anotheickatury.

Overall, n this section abay theliterature on the internal foundations of and external impact

of the economic rise of China has been revievizd.s pi t € t he i ntense dis
economic development and its implications, existing literature cannot decide in congeatus
Chinads devel op me mothowotha countrigs shouldireact te ib. THisdnay
bemainly because of a lack of consistantlerstanding f t he nature of Chin
By framing my analysis of the rise of China in terms of core conceptsih Susan Str ar
work on hegemony, themes and insights introduced through this literature are systematically
brought together. While early work explored the factanstributing to the rise of China, such

as manufacturing and trade, timecreasing importance of financial aspects to continuing
economic growth has not been stressed enough. Therefore, this thesis specifically develops a
focus on Chinads f i n awmthasystanmatic amalysis tbprovidé aomores t r u
up-to-datecomprehensive understancth g o f Ch i n andhe contexsof hegemagmio we r

transition.

2.2.International Security and the Rise of China

A second prominent focus theexisting literature on the rise of China seeks to explore issues

of internatioral security. While most countries cut down militegpenditurdollowing WWII,

China has been actively building up its arsefal,example, independently researching and
developing its own fighter jetdkenberry 2008). The key debate in much literatuneer
Chinabs growing military strength is edhat Ch
to this growing powerAgainst the backdrop of suchixedinformation, this thesis adopts the
disaggregate approach to analyse the internal and externa dotini ons gdwingChi nad

power which its military and diplomatic strength rests upon.

Amongst this strand of literatuen Ch i n a ptwo aspectsthave begn developed to

examine Chi na o looks & thenextenpto whehr China andWsinfluence
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subordinate states, such as East Asia countries, and the other considersadirettienilitary

conflict will occur between the two. Each of these aspects is also written from the perspectives

of different actors around the world, amongettthe most involved are the US and East Asia.

The overall insight is that economic factors have been playing an increasingly important role

in other countriesd6 China policy. Although
uncl ear wimtantion Golviisnraoét contemporary scholars agree to emphasise the
consideration of economic benefits over foreign policy and military action, both for great
powersand subordinate stateReviewing this strand ofthe literature revealsa relatively

diminishing role of securityn the study of hegemonic powand ambiguity in perceivng

Ch i n a 6 militaryipgwiern g

The majority of the literature studying the rise of China writes from the perspective of US
foreign policy. The inevitabldecline of the US alongside the relentless rise of China has led
to military tensionsvhich could potentiallyhinder the USChina relationship. The core of the

debate over the ChiAdS security issue contains two themes, a direct confrontation between

thetwo and conflicts via agents such as other A%aaific states.

Lookingback to the | ate 1990s, Chinads military
Liberation Army (PLA) carried out missile exercises in the Taiwan Strait and the US bombed

the (hinese embassy in the former Yugoslaviae two countriebecamebitterly hostile The

US government believed that rising China would be a-leng security threat to the
hegemonic power of the US, and therefore, allied with Taiwan via arms transfararagr

t o ¢ h e c forceS Rublicaian®dy the Chinese PLA also showed that a plan was needed
against the US (Johnston, 2003¢ (2009) notes that despite the historical hostility, there is a
dynamic balance between China and the US, with thiedltBngtheinitiative 1 because China

is moreconcerned about internal uniyd stabilityfor economic development.

Chung (2016) sumarises a few schools of thought on the-OlS$ina relationship that hold

di fferent opinions on Ch-China cosfrontatioh is mavitalen s a n c
At the moment, believing Chinads rising pow
Pacific region, the US is seeking more active and frequent military deployment with Singapore

and Australia, as well as deepening defensive cooperation with others like Japan and the
Philippines. The US is also putting more of its budget and investmenwv@#pons and the
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army forapotentialas ea battl e. East Asian countrieso6 |

fact, | argely due to Chinads uncl ear present

As Chung (Ibid.) concludes, factors such as ancient China historimtlg predominant in

Asia, Chinads challenge over the Sowking Chi ne
projection of its military might, lead to the impression of an assertively rising China. Before

China can prove its strategic intention and iffical stance towardghe international

community, however, the future of Asia in the context of a rising China is uncéfetjras

the global environment is constantly changing, and with even greater potential economic
interests at stake, the militacpnflict between China and the US is only part of the picture of

the USChina relationship.

While China is situated around neighbours who are not completely welcoming due to territorial

and economic interest conflicts, the influence of the US militaofté introduced to Asia by

these neighbours to counterbalance Chinads ¢
role unchanged as both a Pacific and Atlantic power. It is unwise for the US and China to
escalate economic competition into political fildg, as theBrzezinski (2013)criticises the

formation of TPP without China and RCEP without the B&h the US and China should see

the rise of China as an opportunftyr further mutual benefits rather than an amase or

military confrontation.

The fear that China will turn its economic growth into political and military power is reasonable.

It can be explained by power transition theory and empirical studies orpgrveatt (Kennedy,

1988. However, since 2001, the consensus on the securitydéanéterrorism has put China

and the US in the same interest group, wi t h
longer a major issue. Meanwhile, China itself has repeatedly stressed its firm choice for a
peaceful rise. Most importantly, the casd Chinabés rising power e X
concepts in the field of international relationshow to define power, status quo power,
revisionist power, and the international community. Studies on the rise of China should thus

be conducted impartiallgndpractically(Callahan, 2005).

As for US foreign policy directed at the rise of China, offensive realist Mi@ansheimewas
criticised for his understanding of state behaviour and his suggestion that the US should try its

best to prevent the rise of Chihacause as soon as China gathers enough economic power, it
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would transfer it into military might to dominant Asia (Msheimer, 2001)As it is difficult

to determine Chinadés intention and to tell
military power, Mearsheimer (2010) insists that the US should sipalest effort to contain

Chi n a6 s Ingeaspprsétch his agument, Jonathan Kirshner (2012) stated that the
theoretical foundation Mearsheimer based his argument on was fundamentallyi fibaeid,

offensive realism is merely normative, and the prediction does not match reality. The way great
powers make cho&s is always uncertain and contingent, which allows roomméoroeuvre

This means thahe security strategy of great powers in the context of hegemonic shift can be

extremely dynamic.

Furthermore, China and the US are economically interdependent.dndheilitary conflict

is always balanced out by economic interest. Preventing the rise of China would also harm US

i nt er e s thekey liRsirt chaanelling thet burgeoning Chinese economic clout into paths
consistent with U.S. goals in the regidiNanto and Chanle#very, 200639). While most

di scussions focus on Chinads exports and eco
and contribution of the Chinese import market. With all elements considefeli;lbdown

confrontationis a canpletely undesirable approach for the US to choose (Kirshner, 2012).

Some scholars particularly seek answers through theoretical writings, specifically by turning

to Power Transition Theory and tr yGhinag)St o i de
relationship dilemma. Wth the intellectual development and more complicated dynamics
involved in the issue of rising China, there is no definite conclussotowhether China will

or will not become a security threat.

In theory, if hegemonic ar should take placd?ower Transition fieory state that two
requirements must be meétthe emerging powér growth should bedriven by internal
development and global orderthat isshaped by the hegem@@rganski, 1958)These two

conditions arguestionable in the case of rising China. Furthermore, another prerequisite for

war between hegemonic powes the rising power being unsatisfied with the existing regime

i acounterexample of this condition is the transition between Britain and thednik@.and

Tammen, 2003), but it is unclear if China is a dissatisfied posaenethingwhich will be
reviewed in the next section. Because O6theo
have been built on the largely unchallenged assumption thitnited States acts as a global

economic stabilizer I n ti mes tofally suitablefor s 0 , tr
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analysng the case of rising China aitd questionable hegemonic ascendance (Kim and Gates,
2015:223).

In addition, Chinesgolitician and scholars have stated that Chinese people rarely want to
challenge the US for world supremacy; they merely hope that China can be rich and be
respected by the international community, as is the US. The rise of China may make-the Asia
Pacific region mre peacefu{Wen, 2003; Xu, 2009. After all, Chinabos
because a vibrant economy can only thriva peaceful international environme@ontrary

to what is generally believed, that is, that China is a security threat, Yan Xuetoeg trgu

since the collapse of the Soviet Union, it is the US that has become the unchallenged and
uncontrolledsuperpower. The danger of this unipolar configuration is that the US is getting
more impatient and want to solve things quickly by using milipoyer, for example, is the

1998 Iraq War. Therefore, China is a growing power that can constrain the excessive power of
the US and thus maintain pegd@n, 2001).

Besideghediscussion on U&hina security conflictthe competition between China antent

East Asian states composes another major interest in studying the rise of China, with some
studies exploring security concerns over China from the perspectives of East Asia, including
Northeast and Southeast Asian countridse response from East Asia, as secondary states in

the existing regime, towards Chinads growing

If war is inevitable, it is likely to occur between China and its neighbouring countries, and erupt
over diguted territory, such as Diaoyu Island, the South China Sea, and the Southwest border.
Furthermore, China has been suspected of irresponsibly selling weapons to countries that
include Pakistan and Algeria, which could destabilise certain regions. Orh#vehand, it is
understandable why China is behaving so assertively. China was once great and ancient,
however, in the intervening centuries following the Qing Dynasty, it has suffered great losses
in terms of lives, materials, and territory. Considerimgdocial dimension, even if the Chinese
leader decided to let go of all its territorial claims, the Chinese people are unlikely to swallow
such bitterness (Kristof, 1993)lhe ambitious nation of China flags a destabilising future that

follows the pattermf previous hegemonic transitions (Organski, 1958).

In theory, smaller states respond situationallg tising power, according to traditional realist

and neerealist approaches, while others argue that secondary states are likely to balance any

30



rising power because of the archaic nature of international politics. There are also opinions on
state alignment as a factor t hat affects s
multilateral institutions, and common cultural influences, apart fromaoanand material

interests, determinié secondary statgserceivethe rising power as a thredbhnston (2008)

notes thatfollowing a constructivist approackgcialisation and social interaction can affect

anacta sdinteresteind hence determineChirdc s behavi our .

Overall, although East Asian states are mor
Japan, the Philippines, and Singapore, are strengthening military cooperation with the US
(Ross, 2006). Furthermore, zooming in to regional powerildigion, specifically in the case

of Japan, capacity, referring to national power, and intention are the major two influential
factors. This is because Japan, similar to the US, has a leadership conflict with China, existing

at the regional rather thanofpal level. Nevertheless, from the bigger global picture, the US

China relationship has emerged as a stabiliser for the Qhjpen relationship (Lee, 2015).

The overall observation of East Asia is tha
Asianregionundeniabbpn gages wi th and relies heavily on
for the equilibrium between economic gain from China and security gain from the US.
Secondly, countries choose differently when determining where the equilibitgirfror more

advanced countries, like Japan, Taiwan and Mongolia,atetcticallyallied with the US as

bal ancing Chinads growing power, whereas f or
Kor ea and bahgwagonird with andbemerging poweto challenge the existing

hegemon seems to be a much more preferred option. There are also a number of nations staying
delicatdy in the middle, like South Korea and Australia, adjusting their stances according to

the actual circumstances (White, 208&ng, 2007.

This difference is due to the various extent of security concerns a country has in relation to
Ch i n a 6 Bthose wath langgtanding territorial and political disputes often choose to ally
with the US and those countries with fewer disputes more trade dependency choose to
cooperate. Lastly, the relationship between China and the US, whether turning more hostile or
more cooperative, can greatly change the dynamics that exist between China and East Asian

countries, even across the wholaaBacific region (Chung, 2009).
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Ot her articles see Chinads growing military
capacity and are concerned with the security issues related to Bamaoi (2003arguesthat
Chinadés rising power is a threat to US natio
great implications for other countries and regions, such as Southeast dxsgxafple, the
relationship between China and ASEAN is described as oneéetpartners in competition.

China is deemed as a great economic opportunity for ASEAN, but on the othershalsd

believed by the ASEAN leaders to be seeking military expansion in ®agairityconcerns in
Southeast Asia are mainly caused by ideaalglisagreements between China and ASEAN,

as well as territorial disputes. However, this article does not explain in detail the competition
surrounding influence and the military that exists between China and the US or local
government over Southeast Asreither does it give clear implications regarding the rise of
China to Southeast Asia security issues, instead merely stating that China plays a significant

role in these issues.

As is evident from the volume of literature on the topic, the securityralitdry dimensions

to the rise of China has attracted significant scholarly attention over recent years. However,
underpinning much of this literature there is a common opinion that economic interest can
counterbalance concerns over military and secusgyes With much more interests from
multiple aspects involved, states tend to approach security with cautions, using diplomacy to
avoid direct conflict(e.g. Brzezinski2013 White, 2005; Nanto and Chanl&tery, 2006.

For the case of China, econoratcength determines military strength, while, mutual economic
and financial benefits reduce military conflict (Breslin, 2007). This study follows other work
that privileges the economic foundations of the rise of China. Indeed, as is made clear in
Chapte3, this is a privileging that is present in IPE literature on hegemony, including in Susan

Strangebs work around which the | ater analys

2.3.China as a Global Leader

The third strand of literature on the rise of China explores the togieggmonic transition
more criticaly by turning away from economic and military factors to iden@ifjnad s r ol e i n
international regime building. Commonly, this literature explores the topic by offaring

comparison between t heacktoglabal gouweenance andfidedbfyi n a 6 s
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on the one hand, artbat oftheUS and contemporanyesteradominated systenthis strand
of I'iterature shares a c¢ o mntheimernationaleconmensirtity i n
and globabovernance, but the conclusions vary as different definibbhggemony, implicit

or explicitdefinitions, are adopted

Overall, across this literature, it is suggested that theaedecreased emphasis on military
power and the fadingrospect of fullscale hegemonic war; this is because globalisation brings
countries closer to each other via economic activisash as trade, and capital flow. Other
elements like communication, culture, and global challenges such as the enviediissaat

also urge countries, especiahosecompetingfor great powestatus to cooperate for mutual
interest through the structure of international institutions. Meanwhile, the hierarchy within

international institutions reflects power conflicts andigtile between statdsfor example,

the dominant state can often insert its universal values and ideology into the structure of an

Ch

institution. This has especially caught aca

pushing its Otveslintrecamtryebarey.eadihdnd, RO16Callahan 2016; Li
et al., 2015; Huag, 2016 Fallon, 2015) With these insights in mind, this eesch extend

Strangeds original conceptualisation of str.

where interaction@mong statesas well as between states anter-stateinstitutions are

examined

Direct comparison between China and the US can ofteaurelfin manypieces of literature

For example,Hu and Men (2002) andHu et al. (2015) put forward the concept of

6compr ematonaspiovwee r 6 attempti ng t he Thmagpreacha hol i

included 17 elements from 8 general perspectives whith element is given a specific weight.

The conclusion unsurprisingly stated that China is been increasingly closing the gap between

itself and the US; however, the selection of elements leaves many open questions, as

6 compr enatomalp io we r 6 anth his callangue focuses on strategic resources. It has

not explored how efficiently and effectively a state can utilise the resources, what can be the

performance outcome of such resources, and, most importanédse is no theoretical

foundation of IEE scholarship to validate this approach.

Some of the | iterature considers that Chinabo

prospect of a peaceful transition highly possible. With China being an increasing heavyweight
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in the global economy, itsctvities concern the whole international economic regime,

especially in terms of its participation in many organisations.

As Chinabés intense trade and investment make
strategy of almost all developingpuntries, Gy Humphrey, and Messn€R008) analyse
Chinabés engagement with the WTO to seek 't he
international organisations. 't is concludec
global market, make uséihe dispute settlement mechanism, and build its international image.

It shows little interest in siding with anyone or contributing to the improvement of the regime,

even though th&/TO expects that China, as the biggest emerging market, could play a more
active part incoordinatingnegotiations between developing and developed countries during

the Doha roundScott and Wilkinson (2013) drew to a similar conclusion that China shows

littl e interest in altering the existing WTO structure; instead, it is an advocate of the status quo.
Bishop and Zhang (2019) also pointed out that China is relunctant to lead the WTO, despite its
assertive behaviour in other regimes. They added that thisceude of the decline of
multilateral trade systeyrand the fruitless Doha Round furttdisillusioneddeveloping and

emerging countries

Nevertheless, the arena of the WTO is rather inclusive with countries of all levels cooperating

for common institutia a | buil di ng. Chinadbds participatior
China is inevitable, which is same as it is in other international organisations. In the context of
globalisation, old and new great powers can align their interests and agree omte s tef

a new international orderdé¢Lisle and Goldstein 2017). The existence of international

intuitions has now become a major approach in terms of coordinating between countries,

especially between great powers.

Many others di scgusys aGhsierad svei nmfcorreeaisginn pol i cy
One Roadd Fefdod@R016) comments that apart freesuringtrade relationship,

the OBOR initiative is also an ambitious infrastructural development plan for the relatively
poorwestChinend outside Chi na, &edpditeallysspeaking, thel an 6
OBOR al so establish rapport with strategic a
(2016) believesthat the OBOR initiative is to integrate Eurasia, the South Pacifit Fast

Africa into a Chinacentred community of common interestssupraregionalregime under

Chinese hegemonyit et al. (2017) interpretetlé OBOR initiativédrom a finance perspective,
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suggesting that the founding of AlIB and the funding of infredtiral development abroad is
Chinabés strategy of outputting eastadisisg ve ca
Chinaled international financial regiméit et al. also expressed worries on the similarity
between OBOR and pi/WI Europe where stronger states try to dominate others industrially

and militarily.

However, according ttheexisting literature on OBOR, it is not completely clear what OBOR

refas to i as the name indicates that it is an initiativeot a specific project. It is
multidimensioral, as existing literature tend to analyse it from production, trade, infrastructure,
finance, cultureenvironmentand security aspectsi et al., 2015Swaine, 2015; Wang, 2016;

Rolland, 2017; Du and Zhang, 201&)s a focal point of China study, the OBOR attracts

attention from schola@nd contributes to a vast range of literatditeereis alsomoreliterature

focusing on assessing OBORvhetheritis successful &6 from nfany dif
different playerqCasarinj 2016;Huang, 2016Herrero and Xu, 20t71.ee and Kim, 201)7
Tounpack the multiple di mensions of OBOR and
under the Belt and Road initiative, it 1is ne.:
power where the OBOR initiative is laid updks this thesiswilstdy Chi nads powe
the finance and production structure, the elements of the OBOR initiative, namely the AlIB

and Chinaos trade and infrastructur al deve

corresponding chapter as part of Chinads di s

The literatureon t his theme also points out Chinads
global governance and its capability to shape a new world (Bdeslin, 2011 Kupchan 2012

Lanteigne 2005. For example, the formation of G20 creatingeavibalance of power between
developing state and developed ones. Duringthe2nfdd0 0 s, t he term &6Bei jir
put forward against the backdrop of the disi
global crises occurred during the past fesvala d e s , Chinabs hyper ecol
went uninterrupted. 1t is considered that Ch
political and economic structure where a level of central control persists in order to avoid an

overliberalised economy (Hung, 2008owles, 2014

To raise the issue to a higher level, some scholars try to explore thesysidin paradigm
based orsiovanni Arrighd s i n (e.g.Areghi,2@05a; Arrighi, 2005b; Arrighi and Silver,

1999) Itis concludedtita Chi nads devel opment foll ows a c
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than the West. Unlike in the US with hegemonic power rising filoacapital and energy

i ntensi ve sector s, China possesses a histo
Although nowadys China actively engages in the global financial system, its market economy

and initial rise of powerwere birthed through labodintensive manufacturing. This
fundament al di fference in growth model det er
upan on the same value system as the West. Aratgies that capitalism is a representation

of a particular social class, but that a market economy is determined by the state, making it a
political decision taken by the government. The typeaainomy does not definitely coincide

with the ruling class. China is an example of a-napitalist natiorembracing market economy,

without capitalists being the dominant social sléRobinson, 2011)his example shows that

the choice of transforming m a market economy represents the interest of the state but not a
particul ar cl ass. Whil e the West retreat fr
development model can be referred to for other developing countries with a historically non

capitalsm-oriented economy.

The ideol ogical and soci al vedirawnggmiBcantatestioro f Ch i
Shambaugh (2013has argued h a't Chinads hegemon;iatthoughr esenc
economic and military seem to spring up, its diplamanfluence is not growing
correspondingly. When it comes to presenting leadership, Cheedi-iaterested, rislaverse,

and reactive As Shambaugh agrees that China is indeed a global economic power,
conventionally evaluating from the aspect<o i sgéoldal trade position, its role in energy

markets, its outward direct investmeand its development assistanbe attributed China

failing to be a global leader to ideological factoekating towillingness to lead, and internal

conflicts. Shambaudh studiesocusmoreonthe socialpolitical dimension while overlooking

theeverc hangi ng f oundat i on a.lFurtbdrneoreeatdntstatstics pdvei n a 6 s

t hat Chi na6s ,endastmorewuloerapl®tinaa whatiSeambaugh believed.

Shambaugh (20143lscar gued t hat Chinads rising power
internal weaknessSimilarly, another article by Shambaugh (2015) focuses ofstti® a s p e c t

of power and statehtat t hi s area of development is ver
pursuit of big power statu§ hambaughés approach is to exami
areasi international diplomacy, military capacity, cultural presence, economic power, and
domestic elements; and in regard to each of this pillar, he argues that China is not demonstrating

| eadership. For example, one of these ar gume
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cultural trend is not entirely true. As a matter of fact-fége Hollywood productions are

now being acquired or partially acquired by
economic growth, the articlelies upon a broaldased clainthat China focuses on leend
consumer goods manufacturing rather than teldgical innovation and investment. The
argumentlacks a degree of nuance in its treatment of the empirical sulbjeetdition,
conceptually, we are not provided with a detailed framework for analysing power and power

transition

Shirk (2007) arguesChina is a fragile superpowee avi | 'y focusing on t|
dimension and social factors, sheknowledgsthe economic and military strength of China

but considers the fragility comes from internal social stability. Chinese leaders haep a d

sense of domestic insecutity Echoing this opinion, Cal |l ahai
weakness as a global power is due to its neg:
This argument is true in a way, however, does not capturathdf essence of Chi n;
status. The Communist Party secure its leadership by buying people off with rapid economic
development, meaning that as londgleseconomy goes on well, the regime would most likely

remain stable (Dickson, 2016). As Chikaeps shifting, transforming, and reforming its
economic policies and structure, one would have the reason to believe that this country is
resilient and adapting quickly to contemporary conditi@tse¢/chenkp2004). Therefore, the

internal instability ag u me n t is only wvalid on the basis
research will conclude in the laten chapters thahe economic strength of China is still the

major reason China yet to reach its hegemonic peak.

While scholars mentioned above remdiro u bt f u | 0 recormic poweiBeeson o n
(2009)argues that China can add value to the existing global ordembyamgCh i nadés r i si
power with the nature of US hegemomBeeson definethe key to US hegemonic success as
American ideas and values, all widely distributed through the establishment of the global
financial regime. It is the repeating emphasis on these values via formal and informal
institutions, such as Bretton Woods institwd n s and the O&édWashington
consolidate US hegemony. Using a similar ap
material poweli it is also actively seeking influence through its foreign policy and regime
buil ding, althoegd way.a Mmaurc hexampgl e, China

regarding agendas to establish a free trade network and partakes inditferousorums.
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Yan (2011) compliments this opinion by argu
during the 2008 finacial crisis because it showed superior ability in withstanding such a
disastrous impact. If China keeps up the momentum for continuing economic growth, it will

be capable of leading the world out of the current crisis (Bowles, 2014). Yan predicts tteat Chi

may surpass the US in terms of economic bige2025, and by 2050 catch up with the US
regarding comprehensive national power; therefore, a change in international norms may
happen between 2026 and 2050. However, Beeson still concludes that Chitizehagokct

on the current US hegemonic regime nor is a hegemonic transition likely to take place. This is
because China has, in fact, abandoned O0soci a
instead adopted the capitalist economy, which markgheutJS hegemonic power; the-so

called 6Beijing Consensus6 is merely a blurr

There is clear evidence that China is catching up with the US regarding technological
advancement and GDP an incredible speedChina épsedetermined agenda and intension
areshaped by the social groupinponwenm d as Chi na G®grpw itgambiticnont i n
will correspondingly expand-his means that the UsBiouldnot only be concerned about China

from an economic perspive but also from an ideological one, in terms of its foreign policy

(Art, 2010).However, it is unclear i€China is committed to Western liberali$nthis is back

to the di s cus.3adgetiaclotmthedasit elemerttse rise df China deenot

necessally mark the end of US leadership, as long as the US can work on strengthening the
existing liberal global order and embrace globalisation. China may take over the US and
eventually become the largest economy, however, it is much hardehifa © overtake the

whole Western regime on its own (|l kenberry,
participation in current international institutions, arguing that China should not be simply
identified as a status quo or revisionist sthte to insufficient conceptualisatidn.some case,

China is identified as reforrminded status quo country (Ferdinand and Wang, 20l&her

i s t her e cl ear evidence t hat Chi nabos forei
international communytto replace US unipolarity (Johnston, 200leas in this strand of

|l iterature conflict each other, yet amglai n, d
theconjectureo f Chi nads Ointentiond, which.lableher ef o

variable to measure Chinads rising power.

Overall literatureon Chi nabés engagement poimsoutharsléof uct i n

international regimes and institutions in relatiorthte power conflict between China and the
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US. The US still maintains its leadership on behalf of the West via the establishment of Bretton
Woods institutions and liberalapital values. The US has the ability to shape the global
political regime, where the asading China has to react and make strategic choitesefore

the US could manipul ate the current i nternat
to overturnd through the building of institu
the result could be that Chishowsgreat interest in accessing the global capitalist system as

well as desires to maintain this system; this is because its own interests are protected by these
norms, for example, trade rules and monetary policy. Thisg¢hetnansposed into the analysis

of Chinads engagement with Chapterér nati onal fin

2.4. Summary

The exsting literature shows eomplexpicture of the rise of China with many mixed messages.
Three areas of interest are expldrsurrounding this issue, with the scholarship focusing on
economics, security, argdobal leadershiprhe general observation of this chapter is thate

is widespread disagreement time existing literature on the rise of China, with competing

interpretations of the extent and nature of China's contemporary power.

The existence of these competing interpretations suggestietl@bpments in China may be
variegated, with differential patterns across different secods different aspect®ebates

pesist exploringyh et her Chi n a 6 s sustanmgpravoriyiog? Whethev China i s

IS a status quo oa revisionist? Whether China challenges or commit#h&existing global
regime?Furtherto thisdisagreementmuch literature developsr gument s taking 0
Chinadé as a prerequisite, without clearly de
Ohegemoangyd O I Thialdck of sharedpconcepts and approachdeiplain why

these studies often reach competingnadosions. Hence, it is necessary to conceptualise
hegemonic powen a disaggregatemanneto construct a more comprehensive understanding

as to what actuallgomposehe rise of China.
Literature on economic rise usefully focuses on production stejctwith individual

contributions typicallyemphasisingnternal foundationge.g. Wang and Yao, 2003; Patten,
2010 Putterman]1995 Breslin 2007 or external impadte.g.Adhikari and Yang, 2002; Chen,

39



2009; Bowles et al., 201&hn, 2004. There isabroadb as ed agr eement t hat
initially rose from the economic pillaithis thesisdevelo thesefocuses bysystematically
framing the analysis using Strangedbs approa
power. This thesialso introduce anextended focus on finance, which is driven partiythsy

gap intheexisting literature and partly lieanalytic approach of Strange on which this thesis
draws. The analysisf Chi nadés economic perfor mastcandwi | | é

i nformation to accurately depict the current

Literature on security points out that conf |
rising power.Shirk (2017)notesthat provoking a trade war, @amms race, or even a military
confrontation meanagreatlossto both China and the UShe significantly common opinion

in this strand of |l iterature is that t he Dbe
countriesodo att it wdrdssChiagBrdezifski,20&3 Vghite, 2005, Nardoy t o
and ChanletAvery, 2006 Kirshner, 2012)This strand ofiterature is more convinced of the

idea that China is more an opportunity than a thisliiough China indeed posessecurity

challenge to othecountries, contemporary IPE issues prileging the effect of economic
interests on foreign policyThist hesi s i ncorporates this insig
dimension structural power into a tvpdlar approach which better serves the particakse

of the rise of China.

Literature on global governance deddershigocuses on debating whether China will commit

to or challenge the current Westamented international regime, without pinpointing the link
between hegemonic rise and internagibregime(e.g. Robinson, 2011; Hung, 2008; Beeson,

2009; Ikenberry, 2008) Whi |l e the topic of Chinads part:i
governance remains an area of interest, this thesis incorporamsthmatic analysis of this

topic under the analytical framework e€onomicpower with a clear conceptualisation of

hegemony.

While much of theexisting literatureterst o f ocus on a specific di me
rising power, this thesisadgpt and extends Susan Strangeo6s fr
include a systematic study on the internal and external dimensions of the foundations of

Chinabds rising power .
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The issue of hegemonic transition has attracted much attention and debate in the field of
International Political Economy. With early work focusing on hegemonic cycles associated

with British and American leadership of the global economy, attention has recently begun to
explore the issue of the rise of China. Although a vast majoritgeexistingliteraturehas

analysed US hegemonic decline, seeking evidence for hegemonic transitibrery recently,

fewer have shed light on the other side, the growing power of Chirgathesis overatkims

to present aystemati@nalysis of the rising power of China, exploring the nature of China's
economicpower in the context of hegemoniamsition. The main question asks, what,

ul ti mately, is Chinadés rising power when pu

applies an analytical framework based on Sus

This chaptepreserd a review of key literature on understanding wihegemony iend how

to conceptualispowerin a way suitable to study the rise of Chi@everall, it issuggestdthat

although there exist vast range of literature on a hegemonic theme, the concegtioalisf

the nature of power remains vague and ambiguous. There is a need to buildnabyais to
refine the understanding of power, and hence
and to critically evaluatyebOQhindadg hegoamduisc
theory of structural powethis thesiglevelogs a two-pillar approach and apply this to the case

of rising China.

The structure of this chapterdsvelogdthroughseversectionsThe firstfour sections review
the popula theoretical foundations for understanding hegemony through existing literature.
This includes a basic introduction and interpretation of hegemony through the mainstream

approaches of international political economy and corresponding empirical studies.

The first section is a review of the relationship between hegemony and military power, using
Spanish hegemony and Pax Britannica during the Age of Discovery as illustrations. The second
section looks into hegemonic stability theory that suggests hegerasttlgenpower to provide

stability, especially from an economic aspddtis sectionwill include a review on literature
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focusing on US hegemony as supplementary material. The third section discusses the liberal
term of complex interdependency which stressest at es d® freedom of <choi
result. It also suggests that power is a combination of hard and soft, whilst hegemony is
sufficient but not necessary to form t-ransna
war reconstruction wilbe introduced to illustrate this liberal stance. The fourth section
introduces the interpretation of power in critical theory. Scholarship in critical theory argues

that power rests within ideology and values. Critical theory also advocates that igtates a

entities that possess power, but instead this is held by the social classes.

The fifth and sixth sections move on to discuss Structural Power Theory by Susan Strange and
the analytical framework developed for this research which is based upAtthiiugh
hegemony theories in the previous sections have identified several manifestations of
hegemonic power, they cannot construct a practical approach to operationalise this study.
Structural Power Theory is a moresilientand empirically focusedppoach suggested by
Strange to analyse power where powerdisaggregatednto different dimensions for
examination and evaluation. Strange also advocates that for every different case, there can be

a different set of structures applied.

Adhering to this principle, this chapter introducesapwo | | ar approach to t he
rising power, which represents an eilaer ati on
operationalisation provides an analytic tool to comprehensivelyysmand measure the
unevers t at us of Chinads poweananalysElhi €hi nabdewd i k aao
production structures which underpin the con
of these dimensions examined via their intead aspects and their external implications.

Finally, this chapter will offer mexplanatiorof the methodology of thisesearch.

3.1 Early European Hegemony anditéry Predominance

A vast range of existing literature have put effort into exploring idsue of hegemonic
transition; in particular, some have taken the example of major power shift cases to identify
the component of hegemonic power, which providesluable reference for this research.
Within literature exploring hegemony and internasibpolitical economy, a prominent strand

aims at using studies from the period of European expansion (fromtleedtiry) to draw
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insights into the topic. These literature are briefly reviewed below. While usefully highlighting
the destabilising consequences that can accompany hegemonic transition and pointing in
general terms towards the importance of domestic capacity as a fomndathegemonic
emergence, the pmminent importance placed on military capacity reduces the direct

relevance of this literature tbis study of the hegemonic rise of China.

Paul Kennedy (1988considers the fate of Spain as a hegemon was secured byajep
reasonsi one being the costly wars between European countries and the other that the
Habsburg family had too many enemies. To further explain this argument, Kennedy suggests
that the transition between Spain and its successor was determined legoti@mic
performances of them bothand this applies to other rising and falling hegemons in history as
well. This explanation quite obviously confirms the approach of a realist theory whereby
economic and military powers, also known as hard powershardeisive factor (although
Kennedy never claimhi msel f to be a realist). The Ar ma
against other European economies, and the silver plundered from the American continents
continuously sponsored the expansion of the Shaméy. Based on this interpretation of
history, it is straightforward that Spanish hegemony was built upon military predominance and

the subsequence accumulation of resources.

On the other hand, the reason for this hegemony transiting to Britain isu@ely related to

the military. Hegemons should be aware of
expansion overseas finally bankrupts the country. Excessive expansion brought about the
heavy burden of maintai ni nmalstuotirds. Signsefdeelimp i r e 6
appeared when production could no longer keep up with the Spanish military operation, and
royatfunded British pirates made the situation worse for the hegemon. Therefore, based on
Kennedyds justif haawel asthe ecanonlicicapability sugportmepin ig t

considered a key factor in hegemonic power during earlier centuries.

Geoffrey Parker criticises Kennedyds suggest

The Spanish king was obsessed wélgion and dynastic aims that were soon exhausted by

the huge amount of weal th collected from th
argument , Tenace writes: OPhilip |I1 l ost s
nothing more thanunnecs sary and wastef ul di versionso6 (7

British monarch enforced more poapitalism policies which enabled the quick takeover of
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the hegemonic position. It can be argued that it was strategic choices of the two countries that
determined this transition, and the choices of that time were based on ideologies and the
personal belief of the king or queen. Moving on to the present time, a new voice can be heard
criticising Kennedyo6s Or eal iasgting thattheré shaulids o f
be more factors such as national identity taken into account (Nau, 2001). However, very little
information could be found on this topic. Rather, most empirical studies on hegemonic

transition show an interest in more recent shifé®lving the US.

In short, it is fair to argue that, to a great extent, the success of both the Spanish and the British
regime could be directly attributed to profound military strength, but military is not the sole
factor to determine hegemony. More recently, as histomaplore further into the social and
political complexity of the era, other correlated factors have been discussed. Overall, as
historical evidence of this period suggests, there were multiple reasons, including the
acquisition of resources and advancedr®mic structure, that led to such rapid growth in
military forces, and which ultimately resulted in the power surge of states (Glete, 2002; Bonney,
1995).

While some contributions direct attention to the underlying secanomic foundations of
hegemop, this literature on early European hegemony tended to privilege the military and
security dimensions. However, along with the changing global order and the dynamic roles
played by states and markets, the emphasis on the militargieagsive factor oftate power

has gradually shifted away with more consideration of economic and financial dominance, as
hegemony appears in studies focusing on more recent times. This is not to say military strength
is no longer an element to be taken into account, bsiaiivays accompanied by factors such

as economic strength; the emphasis on this aspect has reduced as other dimensions take more
weight in the overall evaluation of power. As in the following section, attention on the

economic dimension increases when abergng the literature on later hegemonic.
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3.2. Hegemony andEconomic Sability: Pax Britannica and Pax

American

Another strand of the literature conceptualises the role of hegemony in relation to the whole
international arena in a more contemporargitext, by examining the different natures of the
postwar US hegemonic regime and its predecessor, the Pax Britannica. Initially suggested by
Kindleberger and extended by a number of IPE scholars, this literature flags up the importance
of a preponderanpower as the stabiliser and provider of the international economic and
financial order. It emphasises the relationship between the hegemon and the global order, rather

than just focusing on hegemonic power.

Another value of this strand of literature tsetstrengtheninghe importance of financial
structure to power analysis, which becomes one of the ratidhadkesisised when choosing

the dimensions to examine the research. Yet, as is demonstrated below, this literature
presents a rather stapcture of hegemonic power. It shows how power can manifest as the
result of established hegemony rather than the dynamics of a power shift. It does not explore
what elements power consists of, and neither is it able to provide a feasible approactate evalu

power as per Strangebs approach.

To identify hegemonic power, this strand of literature first paves the way to understand the
nature of the global system. As significantly flagged in-resdist theories, hegemony is
defined as the sole dominating pawwithin the global economic system and is based on the
realist belief that the nature of the international environment is anarchic. Here, states are the
essential players in the system and they are always rational andteedbted, seeking the
maximum benefit. States are also fearful of threats over being defeated and perishing.
Therefore, the primary concern is surviving and-belping (Baylis Smith, and Owen£011).
Kenneth Waltz 1979;2008) believes there is no harmony under anarchy. In suahaaohic
environment, it seems to reakstyes that the difficulty of reaching agreement and cooperation
becomes magnified. Thus, in the early 1970s, hegemonic stability theory, developed by Charles
Kindleberger, suggested that hegemonic power is the key to the stability of the world economic

sygem.
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Kindleberger believes in a positive correlation between hegemony and economic order. When
the hegemon becomes predominant, the economic order within the international system would
also seem to be in good condition. By contrast, if hegemonic powknete such a regime

will become disordered and eventually collapse, with the eventual complete failure of
hegemony (Kindleberger, 1981). Therefore, the existence of hegemony is vital to a global

economic regime.

The more indepth reason for the impontee of hegemonic stability is that the hegemon is able
and willing to take over certain responsibilities, for example, being the coordinator of an
international system or regime as well as providing certain public goods for the system
(Kindleberger, 2013)n order to achieve cooperation and stability, there needs to be a hegemon
playing the role of coordinator and stabiliser. Kindleberger states that in order to create and
maintain the stability of the international order, there must be one, but onlhegemonic
power. The hegemon can either positively or negatively make use of its influence, regardless

of whether it forces other subordinate members within the order to obey.

Advocators of hegemonic stability theory believe that it is necessary faileanational regime

to have a hegemonic power because of the connection between hegemony and public goods
(Wohlforth, et al., 2007). It is widely acknowledged that an open market economy cantains
particular kind of goods known as public goods or collecgoods, for example, highways,

and lighthouses. Public goods are +extlusive and non i val r ous . Oneds <co

public goods does not decrease the amount of the same product that others can enjoy.

However, because the consumption of public gasdssually free of charge, the goods are
often insufficient and scarce unless an agent is willing to be responsible for providing a greater
share of the costs of such goods. Alternatively, some organisations, for ins&ance
governmental department thagisle to force consumers to pay for public goods, can also avoid
the shortage of public goods. In the context of IPE, public goods exist as well. The rules and
regulations of economic organisations, such as free trade regimes based on the principle of
Most Favoured Nation; stable international monetary regimes that benefit all transnational
commercial activities; and international security treaties on chemical and nuclear weapons, can
all be considered as public goods within the domain of the internag@oalomic system

(Kindleberger, 2013). As long as there is a stable and peaceful international order, any country,
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regardless of it contributing money and efforts to the establishment of this order or not, can

enjoy a peaceful and favourable environmerfoogign relations and domestic development.

According to Kindleberger, only a hegemon has the willingness plus the ability to provide
public good, including international security, a free trade regime, monetary stability, and so
on. The country with hesmonic power prefers and guarantees to provide public goods that are
considered as too excessive a responsibility for other countries to bear. Thus, the economic
performance of the hegemonic country is of great concern to the functioning of the world

econany.

The hegemon is able to use its prestige and reputation to set up rules and regulations within the
regime, defining lawful and illegal behaviour while resolving the issue ofité®sy (Pedersen,

2002). Both the Gold Standard in the late 19th cerdndythe postvar Bretton Woods System

are presented as powerful examples that support this explanation of hegemony. The existence
of Britain and the US as hegemonic powers during those certain periods continuously provided
the world with new public goodsnd maintained the stable liquidity of capital while forcing
freeriders to compensate. With these efforts, hegemonic countries, performing as stabilisers

according to this strand of literature, are able to maintain the stability of the world economy.

In the early 2@ century,the US dollar joined the international financial system as the US
ratified and became a member of the Gold Standard in 1900. Presidemnplainented
o0Dol | ar Dpughingo fanaacdytlgsstrategy in competing for global madaey and
financial hegemony across the whole American continent (Leuchtenburg, 1952; Rosenberg,
1998).While the US had surpassed BritainGDP, the US dollar did not affect the role of

sterling due to the large scale of trade settlement around the world.

During the interwar periocchaosand t he Gr eat Depression occur
and the US unwillingness to maintain international financial stability (Kindleberger, 2013).

After WWII, order had been rewed when the US hegemony and dollagemony came into

clear existence. By being geographical far away from the main battlefield, the US suffered
much less damage from WWII compared to Britain. Moreovgrthe end of World War I,

the US accounted for pr o duwedgoods and enbré than énet he
third of foreign trading, with around 59 pegnt of gold reserves among all countries (Cohen,

1977).
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The US had also become the biggest creditor in the vaftdd WWII and finally established

a solid foundation for the delg@ment of dollar hegemony. Backed by its economic strength,
the US continued promoting the dominance of the dollar as an international currency and
eventually built up the Bretton Woods system by the end of the World War ll, initially taking

it one stepurther and approaching world monetary and financial dominance.

In general, he hegemonicshift between Britain and the US after the Second World War
occurred forcomplex reasons. Ikenberry (2Q0duggests the war was a direct cause of this
transition. Being at the frontline of the European battlefield, the British nation was devastated
when materials and resources were drained. This was the same for most other European
countries, and therefore wme was able to take the responsibilitaiggemon and to provide

order. The advantage of the US became extremely obvious at this time. While the war could
be perceived as a destabiliser, a state which was able to restore or rebuild global order can be

considered a hegemon.

Meanwhile, the establishment of the IMF was in favour of the expansion of US foreign trade.
The massive output of goods and capital led to a huge surplus of US payments with a deficit in
other countries (Eichengree@011). The dolar became extremely popular in the world
resulting in a worldwide dollar shortage. This shortage symbolised the flourishing nature of
dollar hegemony, and also marked the dollar as fully able to establish its hegemony within the

worl dés moneidlregimes.and financ

Additional insights into the role played by the hegemonic state as a stabilising force is provided
by Helleiner and Kirshner2009. For these scholars, hegemony also requires military power
as a way of safeguarding economic interests, esipeaihen economic and financial interests

are so vital that they become the basic national value. In other words, military strength
somehow determines whether a country has control over all the tangible and intangible
resources mentioned above. An examplighe US launching wars against-ekportation
countries in the Middle East can illustrate this opinion. On the other hand, the US military
protecting allies from the Soviet threat during the Cold War also enhanced and maintained
economic cooperation tveeen these countries; although this military strength does not

necessarily need to extend to worldwide dominance.
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Literature on hegemonic stability outlines the important role played by a hegemonic state and
outlines some mechanisms of stabilisationstiesses the significance of hegemony in the
stable global order as a manifestation of hegemonic power, however, it fails to suggest factors
that can contribute to ascendant or descendant hegemonic power. The stability theory itself
focuses on explainingné function of hegemonic power and how power is manifested, but not
what el ements make up that power. Suppl ement
theory add that profound economic strength, military power, and the establishment of
institutions could be factors determining the dominant position of the US dollar which
ultimately brought some financial stability to the global regime. However, this vast range of
literature has not reached any agreement or formed a realist approach to providgtialana
framework for this research. Lastly, the foundation of hegemonic stability theory itself was
guestioned and challenged recently by liberal scholars, which will be presented in the next

section.

3.3. Power and Complerterdependence: Postar Japa

The third strand of literature explores the interplay between markets and states as an important
dynamic in the global economy, especially as globalisation progresses. It develops on the basis

of a similar global environment as the frealist hegemonistability advocator but interprets
statesd6 behaviour in a different way, the I
of a hegemon is no longer the sole element shaping international regimes; instead, cooperation
and coordination are the kdwctors due to interdependency between all types of states,
hegemonic and subordinatehere is always a certain level of instability in the contemporary

global structure regardless of the presence of a hegemon, and the parts played by emerging
powers andgmall states should not be overlooked. This literature provides the rationale for a
more dynamic interpretation of power, however, once again it fails to clearly identify its

composition.

While Kindleberger was working on stability theory back in theOE9 Keohane and Nye, in
the | iberal camp, introduced the idea of &6c:
interdependence in a global economy (Keohane and 20d). Complex interdependence is

defined as containing three main features: multipenoels of communications, an absence of
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hierarchy among issues, and a diminished role for military force (Cohen, 2008). In contrast to
the approach used in hegemonic stability theory, liberals believe that there are multiple
channels in an internationaysgem. Nye disagrsewith realists by particularly noting that
military strength is not so necessary among alliadoesto the changing globahvironment
though he does agree that it is important in considering relations with a rivaNgecl99@).

The complex interdependence idea stresses the significatioeinteraction between states.
This opinion implies that the state power or the stat@red paradigm determines the pattern

of the international economy. Thus, the correlation between hegeamshthe international

system is weak, or at least not as strong as the realists believe.

Hegemony, as previously introduced, is understoagsasgle dominating country. However,
interdependence is not solely determined by state power. The sole imégeower, in fact,

cannot always be decisive regarding everything within the global system. As to hegemony,
Keohane does not deny that it can bring cooperation but argues that it is notrewevist the

system. Countries are like players in a game theavdel. They can value the pros and cons

of each option and make a decision. He argues that hegemony can indeed facilitate cooperation,
but it is neither a necessary nor sufficient factor in terms of creating and maintaining that

cooperation.

Pursuing mtual benefits or common interests, states are willing and more likely to cooperate.
Even though a regime is created under the influence of a hegemon, it does not require
hegemonic power to keep it running. Once the rules and regulations have alreasigthgen

the regime can keep benefiting the members within it without much maintenance effort from
the hegemon. Therefore, pdstgemonic cooperation is possible (Keoh&0€5. Specifically,
Keohane uses game theory to explain why hegemony is not a vital component in achieving

cooperation.

Foll owi ng Keohaneos I dea, Oy e i ntroduces
international cooperation via four different forms, for example, two actors adopting strategies
to either cooperate or not. Liberals believe that driven by the maximisingtbepkfyers are

more likely to collaborate. Taking the model of stag hunting, as an example, hunters collaborate
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because of the tempting outcome that benefits all (Oye, 1986alists often oppose this idea

by saying that due to an anarchicenvironmen t he uncertainty of anot
leads to a selinterested situation. For instance, fearing the risk of betrayal, states rather go for

a less beneficial choice but one with a guaranteed prize. Contrarily, liberals suggest that
becausehe international environment is a myptay model instead of a single round, states

can learn from previous results, and thus be more willing to cooperate, with or without a

hegemonic coordinator.

Keohane partially agrees with the realists who assattstates are essential players in the
international system and are always rational, but he suggests a promoted position for
international institutions. Cooperation and coordination can be achieved under a guild of
institutions. Thatis alsothereasonsompeopl e t hi nk of Keohane as
He considers that hegemon and cooperation are not alternatives, but instead hegemony may
foster cooperation, while cooperation can make and enforce rules for the hegemon. Cohen,
referringtoKeohae 6 s i deas, writes: 6States might sti
but with the expansion of the global marketplace they could no longer claim sole authority to
det er mi ne Caa,R0O&8.e s 6 (

After all, during the postvar periodyealist and liberal theories in IPE represented the majority

in terms of understanding, when taking on Anglmerican hegemony as a role model; holding

similar beliefs regarding many of the basic guidelines and sharing recognition of the
international envonment. The difference is that, while realists believe in mighty and coercive
hegemonic power, liberals focus more on freedom of choice and the interaction between
players. Hegemony is not the absolute decisive péwestead, if one wants to build up a
international order, it should attract other players rather than coerce them. The significance of

l i beral theory in understanding hegemony is
power 6, in contrast to t he 20048 By usisgtsoftpdwarr d 6 v
states can reach cooperation using foreign policy as the method and benefit from a growth in

state power. One example of this statement is the growth efyamstapan.

1 Stag hunting is a classic game theory model including at least two hunters as the players. If
all the players spare their efforts on hunting stag, the outcome will be obtaining a stag in the
end (the biggest achievement). If one hunter decides to humthieacan obtain one hare in

the end (still better than getting nothing) while other hunters will receive nothing at all (the
worst outcome).
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Duringthelate26c ent ury, t he tsiittlieondohegveamarsi ¢ hter &m st
frequentl vy, with the OEastoé referring to J.
guestioned whether Japan was 6an i mminent he
devel opment of Jeapanc| 29 bdtkheaudapame countr
downturn after World War 1| 1. Though the 0Jarg

dramatic rise in power was fearsome to many Americans.

The reasons that pestar reconstruction went so smootlagd quickly are mainly threefold:

the setting up of a market economy system following the Westgle; giving priority to the
development of basic raw materials including iron, steel and coal, as well as the power industry,
as the breakthrough point feconomic development; and the prosperity brought by the
Koreans which allowed Japan to profit by selling wartime goods (Smitka, 1998). In other words,
there were both internal and external factors that supported and enhanced the Japanese
economic recongtiction, including a more dynamic relationship between economic factors and

power.

Notably, in 1949, the Japanese government created the Ministry of International Trade and
Industry (MITI) as a connection between internal development and the tide ofigatibal It

was set up when Japan was facing increasing inflation and insufficient productivity. The
purpose of setting up the MITI was, apart from dealing with exports and imports, to provide
and implement guidance on industrial activities. It also filtethe gaps left by other business

and economic related departments. Johnson describes the position of MITI as being equivalent

to the Ministry of Defence, instead of any commercial related department (Johnson, 1982).

It is reasonable to think so, agthITI was de facto concerned about strategic policies, which
reflected inthe domestic industry. It played a role adridge between foreign affairs and
internal construction, for example, adjusting foreign exchange to enhance exportation and
publishingoverloaning policy to control commercial banks. Johnson also points out that the
uniquely formed social ideology adopted during wartime had also enabled Japan and its people

to keep economic development as the first priority.

Besides the contribution ahternal institutional architecture, the prosperity of Japan is

inseparable from the assistance of globalisation and an international environment. The Japan

52



US relationship is highly strategic and geopolitical. The US has given remarkable support to
the recovery of the Japanese economy by providing large amounts of capital and material to
Japan. The US troops stationed in Japan also insured local social stability (Krauss and Pempel,
2004). When Japan's economic strength continued to increase, the ttamlelfetween Japan

and the USed Western countries also began to grow. In addition to the United States taking
up a trade protection policy to suppress Japanese products, in 1985 it united other developed
countries to jointly sign the Plaza Agreementiciiog the sharp appreciation of the yen.
Nonetheless, this prompted Japanese companies to accelerate the pace of technological
innovation, moving to an overseas production base, as well as improving the advantages of

energysaving, automobile, electroniand other fields at the same time (Nakamura, 1981).

On the other hand, it was also Japands geopo
it impossible for Japan to overtake as hegemon. Despite miraculous advancement and growth,
Japan could notompete with the US on making and enforcing rules for the international
economic system, not to mention its ability of replacing the dollar as a key currency or
providing a | ast resort open market (€alder,
power surge can be attributed to its choice in transforming the domestic market and subsequent

international market participation, as suggested by complex interdependency theory.

Notably, the complex interdependency argument has flagged the sigrefiméiheinteraction

between states using the market mechanism and foreign policy as major tools. This dilutes the

role of hegemonic power, hinting that the foundations of power are complex and involve public

and private dimensions. However, this perspectioes not provide any insights into the
composition of power. Despite its proposal
clearly identify what constitutes such soft power. A number of recent theorists criticise the
ambiguity of early liberditerature on identifying the distinction between soft and hard power,

as wel |l as pointing to the impossible écompl
interdependency still cannot provide a comprehensive analytic framework to operationalise

this study.
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3.4. Hegemony icritical hieory:Social Clasgr8ggle

Besides the mainstream approaches mentioned above, there is a particular strand of literature
on the critical theory of international relations that also contributes to the study of power.
Marxist dependency theory provides an alternative explanationgeinteny, moving away

from the debate between realists and liberals. It develops a syatsd analytic framework

that explores the existence of stable hierarchies within the international political economy.
However, although this literature generates almemof critical comments on the mainstream
approach and suggesisalternative definition of power, critical theory is a marginal approach

still under development. Furthermore, scholars advocating critical theory have also very
divided opinions among thesalves; thereforeritical theorywill not be appliedas the main

guideline forthis study.

The work of Gramsci informs the conceptualisation of hegemony within this strand of critical
theory. In Gramscian theory, hegemony particularly represents thieace of ideology that
reinforces social orders. Putting such a term into the international environment, hegemony
becomes one of the elements that impose global governance and internationalCoxers
1983) For Gramsci and Gramscian scholars, thera isroad agreement that hegemony
constitutes those ideological structures through which leadership is maintained. At different
times and in different places, varying combinations of intellectual and moral leadership and

more repressive forms of dominatioan be used by elites to maintain order (Litowitz, 2000).

Marxists and Gramscians suggest that the subject of power can be social classes, ethnic groups,
or political parties, besides states. Therefore, Gramscian hegemony suggests there are various
entities of hegemonic power. Hegemony is not only exercised as state power, and more actors
and entities that should be taken into account (Hoare and NB&wth, 1971). In fact,
hegemony involves the ideology of the whole society. Gramscian hegemony isral @uitl
institutional hegemony instead of a purely economic one, despite the fact that this form of

cultural power could eventually exert influence on economic performance.
Along with the development of democratic politics, Stephen Gill argues that lgzemarning

receives pressure from the grassroatosvndas

approach and mainly emphasises market civilisation,($395. Here, leadership represents
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wellbeing and the need for stability by the wealthy andledtinembers of society. However,
Gill states that nowadays neoliberalism and the form of leadership under its control are badly
in crisis (Gill, 2012). Hegemony, according to critical theory, is built upon the condition of

material. A change in material mdition thus changes the status of leadership.

Gi |1 al so points out that Kindlebergerds opi
willingness of hegemony is quite narrowly concerned. Instead, a Marxist explanation of
hegemonic stability conders the US as the sugerperial power that facilitates global
cooperation. However, the nature of capitalism deems to generate crises due to the excessive
amount of capital and undeonsumption. Sklair (2001) classified the causes of these crises

into two, including a wealtlgap crisis and an unsustainable situation leading to social crises.

Gill emphatically states that global leadership exists to serve history, because after all, as
Gramsci argued, power is possessed by historical blocs, and cooflmtsinterests are

conceptualised as clashes between classes.

As for the determination of transnational actions, Robert Cox (1981), a representative figure in
this area, concludes that three factors are involved: material capability, institutions,asd ide
These factors decide whether states choose to cooperate or act against each other. Cox (1993)
describes the international environment whereby the US and other Western states are identified
as the core, operating heavily under a discipline oflfbeodism, with the global periphery
composed of nofwestern or even arWestern political economies. Gill compliments this
opinion by explaining the trilateral relationship that exists between North Améfiarope,

and Japan (Gill, 1991These new elemendse considered social forces in Gramscianism and
avoid the disagreement between realist and liberal schools. Critical theory also provides
another angle and viewpoint on international relations by historicising the phenomena of power,

agency, and structuf€ox and Sinclair, 1996).

Gramscianism and Marxism introduced the epistemology of historical materialism into the

conceptualisation of hegemony and, more generally, international and transnational relations.
Critical theories have proposed consideratbnew elements when studying power. There is

an increasing weight of intellectualism involved in the balance of interests and risks, thus
determining all kinds of social behaviour and even international activities. Meanwhile, these

theories have also wieaned the natural role of states and government. For example, Marxism

particularly failed to explain the internationalisation of international economic activities,
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especiallyfollowing the 1960s (Gill, 1994 Overemphasising the capital and the material

would not be comprehensive enough to allow for studying the contemporary issues of IPE.

Similar opinions are found in a range of literature. Many believe that global leadership is on
the edge of a power shift, and there are certainly potential altexsditivthe prexisting US
hegemony. However, the immaturity and limited acceptance of these critical theories fail to
provide a clear and accurate evaluation of the actual conclusion of shifting power, despite the

fact that critical theories are being dsaore frequently for particular case studies these days.

3.5.{ ( NJ yoHcSpAlisationStructural Bwer Theory

While others tried to conceptualise hegemony and power, Susan Strange brought forward the
theory of structural power, providing the idea of analytical technique and the four components

o f power . Rat her than being a atiomof staudturas ed t h
power isa practical guidancandan approach. It provides a flexible aoperationaimethod

for examining hegemonic transitions when compared to classic theories. Indeed, analytic
flexibility i s a c¢entanadratténgpts to broaden thd focEstofrtteen g e 6
discipline away from an abstracted focus on states as unitary actors toward a consideration of

the multiple and interacting fodations of power (Strange, 2035b

Al t hough Strange®s warfokus andraddianal forens of gower sugh b ey o
as military power and material capacity, Strange does not deny the roles played by the control

of such resources. Rat her , her opinion is
competition between stateglt o mi ng mor e about the competit
choices of economirelated policies, indeed with these having begun to override foreign or
defence policies (Strange, 1976). Powkerefore should not be conceptualised in terms of
diplomacy ad balance of military power, as these aspects are thought to be of decreased
significance within the contemporary international political economy and hence within the

framework of structural power.

ToanswertO Wher e does aut horistowrliciee D6 aorodved Whoagt Sit

four primary structures: including finance, production, knowledge, and security. These four
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primary structures each represent an aspect that examines power, together they form a pyramid
like power structureThis sectionwi | | briefly review Strangebod

structures comprising the composition of power.

Security is considered the most basic human need. In the definition of security given by Strange,
security is oneods abihlsudtiep antd slow peath (Seaage, 2816t i z e n
Sudden death implies wars or any other form of direct military conflict as a kind of traditional
security factor. More importantly, slow death signifies unnatural death caused slowly by under

production, famine,ral fatal diseases, although in most cases it is ignored or forgotten.

The stress in this dimension, apart from the traditional forms of direct violent conflicts, is that
economic security should be considered in regard to the overall concept of security. Thus, the
definition of security becomes the ability of states to tatéizens from any potential threat

to life, as well as the ability to maintain social order; this is because stability is ya&kistent
economic development. Although she points out that production might be the most important
structure of all, Sange does nonetheless state that without the safeguarding provided by
security it would be impossible to achieve development and improwsnte production
(Strange, 198y

This production structure is the dimension of the weald#ating process in theofitical
economy. It includes both the objects and subjects of production activities. It is the continuous
process of adding value to existing materials. Notably, production structures do change from
time to time, and these changes have significantly itegathe way wealth is created and
gathered in human society. Historically, as Strange concludes, two major changes to the

production structure have happened worldwide.

The first one was when machines were invented, and mass production came into eXisgence
emergence of capitalists and the market greatly enhanced overall social production. More
importantly, production activities were guided by the dermsunaply relationship within the
liberal market (Strange, 1987; Strange, 1996; Stopftcinge, antlenley, 1991).

The second major change was the expansion of the market from domestic to global, as
nowadays al most all giant businesses are mul

can greatly influence the performance of international busasesn addition, Strange
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considers the dimension of production the most heavily weighted of all. As concluded, a stable
production structure gives strong backing to security and prosperity in other structures because

it is the most fundamental aspect a#alth generation and social construction.

Starting with the creation of credit, Strange stresses the significance of the financial structure
to the contemporary IPE context. Compared to the production structure, finance is a more
advanced and recently\ddoped dimension. This structure consists of two subfields, including

the capability to create credit between states and banks following the rules and regulations one
makes for the other, as well as the communication between different governments,, markets
and currencies, namely the exchange system. The existence of banks and credit allows for the

industrialisation of production by providing loans and funds to companies.

Historically, a primitive economy shifting into an advanced financial structurectsfbn the

increasing use of currency and the prosperity of institutions such as banks and stock exchanges.
As the financial market develops and matures, governments and states became more
responsible for regulating domestic financial activities besi@des/iog out fiscal policies

(Strange, 1975). Through such regulatory actions, states are able to provide public goods and
welfare to society as well as redistribute social wealth. In her later work, Strange provided
powerful critiques of the destabilisingffects of financialization (Strange, 1998; Strange,

201%) . However, an i mportant feature of Stran

an appropriately developed financial sector provides a significant pillar of structural power.

Meanwhile, along with the progress of globalisation, maintaining the $yadfiboth domestic

and international financial systems is one of the conditions of continuous economic growth.
On the other hand, finance may be problematic as it can lead to higher degrees of inequality
and fail to coordinate the global financial systasna whole. By analysing the dollar crisis in
1971, Strange points out that the four propositions of political ecofiodaynestic politics,
international politics, domestic economic management, and international economic
managemert are all intertwined ashinteracting, either directly or indirectly (Strange, 1972).
Overall, the financial structure is an organic component of domestic and international
economic management that eventually becomes influential to political decision making and
political activities. Therefore, the study of financial structure is necessary and meaningful for

an understanding of power.
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The knowledge structure is the most ignored in the traditional studies of power. Moreover,
power within the knowledge structure is intangible anesxely vague, as knowledge can be

any kind of information and the way the information is conveyed or denied. Strange concludes
three changes occur in the knowledge $tructu
control and regulations over infoation; the use of language and form of communication;
changes in basic beliefs, value judgements; and understanding the ways in which human

society functions (Strange, 1987

This structure can be conceptualised by defining the discoverer of knowlledgeceiver of

it, sometimes the media of storing knowledge, and the means by which it is passed on. Power
derived from this structure is rarely similar to those in other structures. It is comprised more of
consent than coercion. Partially coinciding lwihe critical theoriesthe authority of the
knowledge sphere comes from shared beliefs or values among individuals (Strange, 1996).
Similarly, on the wider stage of global governance, mutually recognised consensus and value
judgement grant internationahtities, such as states and international organisations, authority

over certain issues.

Besides the four primary structures, Strange also mentions another four secondary structures,
including transport, welfare, energy, and trade. The four primary stasctome together to
construct a pyramighape composition of power, which ultimately supports the authority of a
legitimate state government, while the secondary structures somehow fall within the domain
of the four major ones (Palan, 1999). Furthermtre,four primary dimensions of structural
power are interlocking and interact with each other. Notably, Strange points out that the
structural powers are dynamic instead of static. Through the progress of human society and

international affairs, it is pashle to forge changes within these structures.

Overall, then, through her writings, Susan Strange provides a conceptual framework for
understanding the foundations of structural powéis framework provides a flexible and

explicit template, that can lmiilt on to assess the foundations of hegemonic power; however,
Strangeds focus on measuring each ssumderi fi c s
defined.The following section provides an overview of the manner in which this framework
isbuitout from, through which Strangeds four ma
power and transposed into two overarching themes around which the analysis of the rise of

China is structured.
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3.6. The Wo-pillar Approach

On top of the dur broad taditionsidentified wthin IPE literature on hegemorpart of the
contribution made by Strange through the conceptualisation of structural waweto
disaggregate the concept of power, and to dansanempirically focused manner.

This disaggregated approach allows for the apparent pattern of varielgaldpment in

China tobe effectively probedAs presented in Chapter 2, the rise of China is a very complex

phenomenon withthe uneven development of different sectors. Empiricalltrange’s
framework provides an approach with which to create a disaggregated analysis of the rise of

China and allows an accouwt be constructed thatentifies and explores theundations of

this variegated development.

On the back of this chaptan applying the concept to this caslee two economicpillars of

structural power are focused tm explore the contemporary politics surrounding the rise of

China.These two pillars consist of the internal transformations in financial sector development

andthe production structure of China, as well as tresiternalimplications in terms othe

wider international political economiy a total of four areas of interests a development of

the original Structural Power Theory

Table 3.1Analytical Framework

Foundations oEconomicPower

Criteria of Evaluation

Financial power (internal)

Depth of financial system;
Productive enterprises?o
Internal financial stability

Financial power (external)

Role within statédbased rgional andglobalfinancial
organisations

Productive power (internal)

Production volumg

Productivity,

Prevalence of inward FEdupported production
Prevalence of exportatiesupported production

Productive power (external)

Trade volume,

Outward FDIland infrastructural investment

Depth of institutionalisation of trade and investment
relationship

Table 3.1 presents a brief overview of the factors explored in each of the fouTaethgsis

prioritises the

economic structures of
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and economy play an increasing weighted role in politics as opposed to conventionally defined
state power (Strange, 1996; Strange, 20&hijle acknowleding the importance othe other

two structures.

The financial struer e f ol | ows | argely Strangeds sugges
ability to generate credit and its monetary power. The production structure examines the
outcome of valumddng acti vities. To enrich Strange?os:s
production, each empirical chapter includes an operatiatiafissection at the beginning of

the chapter, using thegotominanexisting literaturan each field to give guidance on how t

evaluatehata s pect of Chinadés economic power.

On top of t hat, this thesi sofd@idndtse rtnoal Starnadn ge
di me n sfollonng dnsights from the relevant existing literaturlthough Structural

Power Theorylay specihemphasis orthe internal components of power (Strange, 2015b),

Cohen (2001) points oeiplicitly that power exists in the internal and external dimensions of
powerWhi | e the internal di mension of power A c
poweras a capacity for action, 0 t hethedixtormny nal di
definition of power as a c ap a(€Cdheny2001:d33)cont r C
Evidence of poweistem from the external and internal factors can be foanoughout
predominant IPE literature. Krasner (1978) specifically focuses on the prodtoragn

policy point of view, using the US hegemonic power as the instance and sugdlesting
production structurabeyondthe nationalborderis equally vital totheb i g st at eds pul
power.lkenberry (2008; 2017points out thaexternal elementthat international order and

regime building are alscomponents of hegemonic power. Keohane and Nye (2011), from a
neoliberalism perspectivlave added that the measuring of power cannot be separated from
interdependenceaunder the contemporarglobal st r uct ur e, coinciding

commenton powerorderregimeinteraction

By developingthis disaggregatingapproach to studying power, the resulting analysis can
engage with thenultiple strands of literature reviewed aboVehile drawing primarily on
Strangebs conceptualisation, the two pillars

that feature ammonly across the existing works reviewed above.
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The structural powenf finance and production are typicaflyivileged by Strangen her own

work, where she explordbe declining role otheconventiondly conceptualised state and the
increasingly ifluential position of market andconomy(Strange, 1991; 1996; 201,5015b)

andare areas thafhinaappeas to exhibit variation in developmenAs Strangepoints out,
powers are dynamic. The process of refining the understanding of power is to continuously
guestion existing theories and engage it contemporary context. Three decades have
passed since the theory of structural power was first suggested, and éxtafanternational
relations has changed during thesipd. The twepillar approach designed for this thediaws
heavily on Strangeé6s theory of structural po
work on hegemonic stability theory andtical literature. The following paragraphs will
introduce the two pillars chosenlbe studied in this thesisfinance and production, and the

reason for choosing them.

Fundamentally, the assessment of financial power focuses on a system about finedficsal

deepening and reforms that enabled the creabibreredits while maintaining stability
throughoutthe reforoThe f i nance pillar, as Strange con:
generate crediCreditis a modern development but has essl significance for a state. Besides

the argument built by Strange, many also believe that financial development has a positive
effect on the legls of economic growth (e.g. Makhon, 1973; Shaw, 1973; Drake, 1980;

Levine, 1991; King and Levine, 1992; Kjrand Levine 1993), consequently leading to the

growth of power. As Schwartz and Seabrooke (2008) present, the financial sector is a source

of power and as a key causal force for domestic and international economic outcomes.

With a particular focus othe housing finance system and comparative politics, Schwartz
points out that ofinancialisationdéd can eithe
and social wealth, using the US as an example and analysing the relationship between crises
and financial systems taking a macroeconomic perspective (Schwartz, 2009). Regulatory
failure, loose monetary policy, and global imbalances ttarefore cause a financial crisis

and economic recession, for example, the recent Subprime Crisis in the US and the subsequent
global crisis (Allen and Carletti, 2010). Tracking back to an earlier age, Skidelsky (1976)
examines the fall of British hegemony, pongfithat its hegemonic decline was directly the

result of declining economic strength and lack of regulation. Keynes, as rephrased by Skidelsky,
believes in taking the fiscal approach to solve financial struggle and to stimulate consumption.

Failing to undestand the poswvar global situation and its inadequate financial policies finally
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l ed to the end of Britainbés hegemony. Il n s h
regulating financial institutions such as banks, as well as financialnmstrits, is an influential

dimension for a modern country aiming to achieve economic growth.

On the other hand, a countryods finance stru
words, it has the ability to shape and influence the internationaétaxy regime. Such an
ability is undoubtedly determined by a coun
ability to manage monetary stability. International institutions are a modern creation now

playing an important role within the global fimzial system.

In After Victory, Ikenberry describes a pestr situation with the winners facing three choices

I dominate, abandon or transform. He stated that states usually prefer the last option (Ikenberry,
2001). The sealled transforming decisionceording to lkenberry, refers to transferring
power and building up regimes. Realists believe that such international regimes, in other words,
norms, rules, and regulations, are a reflection on the interests of hegemonic power (Keohane,
2005. The BrettonWoods system and the International Monetary Fund (IMF) established
under US hegemonic power are vivid illustrations of the significance of international
institutions to power. If it is to support the argument of rising China, there should be evidence
that China is either taking increasing responsibility for existing international financial

institutions or building new institutions to reshape the balance of the current regime.

Toacertainextenthee ar 'y | iterature on ChChiamadd$ i miaman
reformation following the founding of t he F
explored further changes to Chinads capital
1992a and 1992b; Laurenceson and Chai, 2003; Mehra),18%ile a relatively small
number of studies have been done to correlat
under the context of a hegemonic transition. Hence, Chaptard5 will conduct an analysis

ofChinadbs financi al structur e.

Chaper 4 evaluates Chi na 6 s deepenmq Asi ita identifies, he concepts of
financialisaton and marketvere first introducedo Chinain the late 197Q€Banking reforms
took placefollowed by the emergence of a series of financial instrumenitsh asstoclks

exchangeand cedit rating All thesenew introductiondreed upcredits to be borrowed by

individuals and private firm@hile maintaininghestability of the financial market throughout
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these drastic change$o date, China is still undergoing amcreasinglydiverse fmancial
deepeningPolicies and regulations play a significate role indkelutionary transformation
Chapter 4 exploreshowe |l evant el ements, since the | ate

financial system today and evaluateselienomigpower from this strand.

Chaptebf ocuses on the external achievement of C
resultofasees of domestic refor ms. 't ai ms, i n ot
role in the international financial system through its engagement with international financial
institutionsHavi ng gone through decades isadisedoaf or m,
much higher level thaprior tothe reform. Asar esul t of the i nternal (
financial structure started to manifest its influence on the external sphere, namely the
international level of monetary and finance regirBesidesparticipatingactively in pre

existing USled institutions, a few Chinhked r egi mes have sprung u|
capitatoutput following the OBOR initiativeCh apt er 5 examines the exil
external influence could reach as the restileconomic reform which started to materialise

since the 2000s, as the chapter fingsintly, Chapter 4 and ®rovide a comprehensive

understanding of Céafinamaabpsrspective.i ng power fr om

The second pillar focuses on the structure of production and also consists of two aspects
internaldevelopment and external implications. As production is fundamentally the process of
generating wealth, it is a prerequisite for big states who are lot&iegercise diplomacy,
provide security, or even progress in scientific advancement. In other words, by adding value
to and selling products and services, the rewards can be used to invest in further production
and other structures including finance, sdgu and knowledge, thus comprehensively

strengthening state power.

Historically, all hegemonic states have been leading countries in terms of production during
their hegemonic eras. For example, the industrial revolution starting in the tatedfry
changed Britainds production in many ways, S
(Stokey, 2001). Adrasticgrowth in production, reflected in GDP per capita and GDP growth

being the highest among great powers, subsequently created thle Belemony of the early

19n century (Maddison, 2007:92). This was a lead taken over by the US in the escgn2ry

when European countries became tired out from continually fighting each other (lbid.).
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The correlation between production and hegaeimpower is certain. Furthermore, as reviewed

in the previous chapter, the existing literature acknowledges that foreign policy, security
concerns, and other dimensions of state activities, can often be affected by economic benefits,
for example, throughrade partnerships. The externality of its production structure can
determine a countryods position in the gl obal
due to the significance of production in relation to state power, it is a fundamentéalrstruc

that needs to be examined in any analysis of power.

As for the case of China, a great amount of literature has discussed the economic reformation

on production structure, and it has also been reviewed in the previous chapter. The information
from this literature is rather scattered. Besides the widely acknowledged soaring GDP number,
many other elements should also be taken into account when evaluating production. In order

to create a thorough compr ehensé6wlanalgsetheCchi naod
current status of Chinabés domestic productio
on the existing literatur&imilar to what is examined in Chapterfdr the content of Chapter

6, policy changes play a vital role in thevadopment of this structurevith some influential

factors dates back to the late 197Bsur t her mor e, because this re:
rising power in the context of hegemonic transitiGhapteré will alsopresent some results in
comparison witithe US. Using the US, the current hegemon, as a reference, the chapter will
ulti mately provide an understanding as to h

actually been.

The external implications of production are mainly reflected througbures diplomacy, in

other words, trade and cooperati@s suggested by Kmex (1978. In the case of China,
constant high economic growth led to high demand for natural resources and saturation of the
domestic market; thus, the country was urged to a seek solution to secure access to resources
and to overcome ovarapacity in order to caimue the transferral of products into social wealth.

A large amount of literature on OBORSs reviewed in Chapter 2 also put forward the
significance ofChina's evolving trade relationshipehis chapter providematerial that is of
relevance to this litature. Given the extended timeframe within my analysis, | do not
explicitly frame the material presented in relation to OBOR. Nonetheless, empirical detall
provided helps to demonstrate the institutional foundations from which the OBOR initiative
emerged This part of the analysis focuses on the case of changes in trade and cooperation

related diplomatic activities with resouroeh partners. Chapter will study the issue of
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Chinadés resource diplomacy to explreabmadhow Ct
and how it intends to acquire stable resource access to maintain spliggth production rate.

This chapter mainly focuses on the 20Cfsd onward During this period of timean

increasingly frequent engagement between China and resiehiaeegionsis observedi

cooperation framework being established and transformation in the pattern of engagements

occursasthis chaptefinds.

Although Strange has categorised knowledge and security agltiitnal primary structures
and undisputable these aerimportant set of issueshis researchin line with Strange and

others, prioritise political-economic foundations

The security structureas been a key focus of political researches. A good number of previous
studiesard i scussing Chinads intentions in terms o
As mentioned in Chapter 2, Chinads inaeracti
dynamic process of seeking equilibrium between economic interests and seeentiiough

Chinese governmental reports and official announcements have repeatedly emphasised the

t er m O p e aooectatfdcusesiors eeadnomic gains rather than coettiemecessary

to acknowledge that security remains a valuable topic in edualbout the rise of China,

meanwhilejt is of lesser significance for this thesis.

According to the World Bank, Chinabds militar
since the millennia, especially since 2010 it has been under 2%. This is tebsalfithan the
amount the US is spending on military. Il n a
al so much | ower than the US. Chinabds gener al
demonstration of the ability of sedfefence, to earrespect, rather than assertive or aggressive
expansion of influenceThe literaturereview also poirg out i many scholars suggest that

military concern is no longer of urging importance due to the increasingly frequent economic
cooperationBoth countries are equipped with nuclear warheads, anccbattiries are aware

that a direct military conflict beteen big states is a zesom game. Assuming that states are

all rational players in the global regime, certajralyresson of the cold war should be learned.

On the other hand;ampbell and Ratner (20)L8Isoargued that neithehe US military force
nor regional balancingassignificantly removed China from its pursuit of global powire

deterrencef military might has diminished in the case of China. As mentioned in Section 2.2,
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acontest between China and the US in terms afiriggoower is keeping a relatively stable

equilibrium. TheUS strategy is to welcome China to 6p
AsizPaci fic regiondé to avoid direct conflict
2014167).PartofChi naés security interest is also al

to antiterrorism Callahan, 2006 Furthermore, hough China is indeed placing more
attention on developing its military strength to defy US influendssia, particularly inegard

of Taiwan, South China Sea, and Japatgnomic development is always a prerequisite of
security strength a s President Xi noted in his speec
Obecoming strongé ( Ca-6V) bherkfore, then stcuyRsauctare is 201

sitting outside the focus of this thesis.

For the knowledge structure, 0knowl edged it
literature on how to evaluate knowled@éerefore, in reality, it is extremely difficult to define

and exanine power from knowledge perspective due to the lack of theoretical guidance.

Knowledge carbe defined asechnology, literaturepr any intangible powetf knowledge is

to be defined as technology, undeniably, China has been promoting its powdrifraspect,

funding domestic technology firms for scientific innovation. This can be reflected in the
production structuré while initiative for promoting knowledge power has been on the
gover nment agenda, Chinads poassirglativelywlonnas t he
Chapter 6 foundf knowledge is to be defined as cultural influenttesre is also evidence of

China strengthening its power by establishing Confusious Institutes world@rnole. the

aspect of international relations, the knowleggever carrefer to ideologies and values; it is

similar to the case of mutual benefits to overcome ideological disagreements, especially for

China, a country rising on the basis of pragmatism.

The conceptualisation of knowledge structoverlaps with theoncept of soft power and faces

the same problem as soft power is fadinghat exactly is the term referring t6.to include
knowledge in this thesis, this structure itself can constitute a significant length of
conceptualisation and analysige to tle lack ofasystematic approadb evaluate power from

a knowledge perspectiveKnowledge can eventually reflect into finance and production
structure. For example, scientific breakthrough leads to production boost; changes in ideology
introducea new modéof business that can improve efficien&pr the purpose of this study,

knowledge and soft power are certainly relevamd significanfactors to power but are not
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necessarily the primary structur&ghile acknowledged to bene of the essential dimeonss
of Chi nabécsuspbwert hesis prioritises the econo

knowledge structure is also set outside the scope of this thesis.

Besides, Strange her original theoryrivileged economic factors in tleentemporary issues
of IPE by emphasising the effect of market and 1stette players (Strange, 1994; Strange,
201%). Although security and knowledgeeintriguing areato exploretheywould probably
lead to another pce ofthorough researcln a realistic and pragmatic manntris particular
thesisconsides the securityandthe knowledgeissues secondary structuseand instead focus
on fundamental economic structurds will not conduct diret studies on securityand
knowledge structures because of their relative complexity and insignificaneiation to the

case of Chinads economic rise

3.7. Thesis Research Methodology

To carry out this research analysigw Chi nads power céarni shengde
h e ge moni cthisptlesisavill @ontain several qualitative case studies of the four

dimensions mentioned above.

In general, the use of case studies in social science research can identify the operation of casual
mechanism in individual casesnd also allow researchers to select variables most related to

the case (George and Bennett, 2005) . The cas
of factors, and just as many historical evettie case study method allows the researcher to
choosewhich event, which facet of the event, and which variables to focud®a. few

scholars have pointed g@hina is a unique case in IRE&mM manyperspectivesHriedenand

Lake, 2002:377381; Kang, 2003) Chi nads power s haomayitlat ist hus b
suitable for its variegated development patté€aeping this in mindthis research will be

adding a rich and historicalipformed case study that sits alongside existing literature.
Ot her advantages of usi ng orical explanaions af padigulari nc | u

cases, attaining high levels of construct validity, and using contingent generalizations to model
complex relationshipsdéd (Bennett, 2004:19) .
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identifying complex relationships fiill the aims ofthis research which is to explore the

disaggregatetbundatiosand composition of Chinabés growin

Furthermore, the nature of development appears as continuous progress, not a static point on a
historic timeline. Tunder st and how Chinads comprehensiv
certain decisions changed the trajectory of
describe the situation and make casual inferences to the relationships between é&lements
especialf when a case requires a strategy for accommodating different sets of conditions (Yin,
1981). Moreover, according to Yin (20080d Schell 1992, a case study is most suitable for
answer i raq do loguelsiyrs regarding a contemporary event withibatneed to

control behavioural event$herefore, it is necessary to make use of case study methodology,
including a set of detailed methods such as process tracing, as thetkayents for carrying

out this research.

According to Yin (2003), the peedure for a case study contains the design of the case study,
collecting data, analysing data, and presenting the result; in particular, the design of a case
study should be carried out under certain theoretical frameworks prior to conducting the
following steps. That is to avoid diluting the intuitive practice and thus the validity of the study.
For this research, each analytical chapter can be deesnmeglecase study, containingtthe
beginningof the chapteran operationalisation sectiavhere the design and the analytical

methodof the case studgredefined

In terms of collecting datdjterature on miodology in the social scien@mphasises the
importance of aligning method with research questions and &ongstance ethnographic

or participant observer approachese considered appropriate fateveloping a rich
understanding of the functioning of an organisatiosamial grougHammersley and Atkinson
2007). For another instanc&ennett and Elman (2007) and Wallace et al. (1999) suggest that
when the focus is on understanding pciiogking policy implementatiorprocesses, or more
broadly on understanding the raé&particular individuals within processes of organisational
or social changenterviewsandarchivd sourcesare morevaluable Such method can be found
used byEvangelistd1999 andMoravcsik(1998.

This thesisf ol | ows P e r lwoadeddefmitiof af @rim@ry dataising published
sourcedy states and internationialstitutionsfor a firsttime interpretation AlthoughRitchie
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et al. (2014) and Fontana and Frey (2008) have pointed dbtnwterature in the field of
social sciencén general, interviews are commonly used as a means of generating insight into
particularsocial changepolicy shifts and institutional developmenge.g. Yang Wall, and
Smith, 2008;0i, 1999. However, inliterature focusing on issues of hegemangtitutional
change, and the foundations of state pomigt muchgreaterttime spanit is common for rich
accounts to be derived from secondary literature andapyirdocuments and data (e.g.
Kennedy, 1988Naughton, 200;/Maddison, 200(. St r asmagrkeod structural pow¢2015)
follows this methodological approach. In this application of Strange's framework to the
analysis of the rise of China, this thedimws extensively on secondary sources and prymar
documents and data. By including a broad rafgehinesdanguage sources, this thesiwed

new light on thdour areas oémpirical focusesThis will be done based on primary sources,
including governmental regulations, official reporssatistics,and announcement by state

departments, as well as secondary literature on the relevant topics.

FurthermoreSchél (19926) points out that case studies shoulddased upon the use

multiple sources of evidendenultiple triangulatiop 6 r 6 r envu letwi polfe wwase st
enhancedhe validity of the dataThe challenges of data collection from and about relatively

closed political systensave been documented by Sadiq (200%)uite often,an authoritarian

state would suppress statistics thaagree with the desired political outconse=l realise

modified numbersThis mightbe true for a study focusing on China, which is a subjectavith
relatively closed political systerfi,h e over al | I mpression one may
statisticspublication is that it contains a concerning amount of falsificafiRenvski 2001)

While there are dissenting voices, the balance of studies ssdbastpublished official

economic data in China suffers from problems of inaccuracy and can be thet saibje
manipulation. In line witlsuchsuggestionthese paragraphthereforeseek wherever possible

to triangulate such data

Some countries are found embellishing its economic data strategicahyna being one of

them who overstated GDP whilanderstating trade surplusedi¢halski and Stoltz2013.

Early research believed tlasetdandCdenerataddtsroughf f i c i
enumeration(Travers,1982. This is entirely plausible when data is generated based on a
political purpog especially in an authoritarian regiméhere transparency is questionable

before the liberalisation of markéfateron gudyaboutC h i n a 6 secondmfcstatistica df

the 90s found thaffor various reasonsome of these numbers are certainly erroneous and
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poorly organised, failing to captutieerealty of growth (Holz, 2008)Wallace (2016) suggests
thatt here is a discrepancy between Chinabs eco
electricity consumipon i normally, the two should be positively correspondifgrthermore,

such phenomenon occurs more often during politically sensitive intkataprovincial level.

On the other hand, Chow (2006 :48an6 lageekable e v e s
and useful for drawing conclusions about the Chinese economy, but some statistics are not
reliabled Holz (2003) also suggests data falsification at a central governmental level is unlikely.

In otherrecent literatureresearchscannot find clear evidence that the numbers provided by
Chinabés Nati on al (NESyareefud wf marfipulsdidnedéviat®on dowdsbe

caused bya different definition or a different method of calculatiorCai et al., 2013; Holz,

2014. The entral government has nmtertion or incentiveto manipulate national data,
whereas some locglovernments are motivated to exaggemtevincial data; but as long as

NBS directly calculate local key indicators, interference grgvincial officials can be
minimised (Ma et al., 2014Even if there is false reporting, tlgeneral trend f Chinabos
GDP/GNP growth andectoralvalueaddedcorrespond to other economic parameters like

price and expenditur@iolz, 2014).Other research supports the finding byistathatC h i na 6 s
growth is largely reflected by its official data white evidence can be foupdoving that the
published numbers are less reliable than udterh@ld et a).2013.

While Chinesdanguage government sources and data constitute dlafnaterialthis thesis

where possible triangulated agairistther evidence fromindependent sourcesncluding
Englishlanguage scholarshipdocuments, and statistics extracted from international
organisations ancesearchnstitutions.The data and resources used in this thesis consist of 1)
statistics published by international organisations including the World Bank, IMF, OECD, and

the Observatory of Economi€Complexity, 2) statistics published
Statistics, Ministryof Commerce, and other relevant Chinese state departments; 3) official texts

and documents published by international financial institutions including the World Bank, IMF,
NDB, and AlIB; 4) official foreign policies and announcement made by the Chinese

government; 5) official domestic economic policies published by the Chinese government.

As George and Bennett (2005) also point out, a case study may lead to indeterminacy. To
overcome this limitatin, they suggest that a mixed method may be able to provide more

explicit results, with the statistical method verifying undetermined inference. Hence, while
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most of this research relies on the qualitative analysis of case study, it also irtbledes
gquantitatve method as a supplementary tool when necegsemyexample, when disissing
productivity in Chapter 6 in order to obtain a better understanding of this specific feature of

Chinabés economic development.

In addition to these explanations of the vatdieich case study investigation as a source of
insight, the empirical content of the thesis is structured in a manner that mirrors the approach

t hat i's evident within Strange 6tke histoncally wo r k .
contextualisedtudyof patterns of systemic transformation, following a flexible prattical
approach. The aim of this study is to build
into power, hegemony, and IPE, by systematically applying to the study of the @k&afin

the manner outlined above

3.8. Summary

Earlier literature privileged military power as the dominant factor in hegemonic power. More
recent studies pay attention to the economic basis but remain divided by contested definitions

and measures. Nextheless, Strange provid#se case of Chinavith a useful framework,

which this thesis operationalises through a -piltar approach. With thisdisaggregate
approach, the internal and external di mensi (
are systematically explored, allowing for a comprehensive evaluation to be presented regarding

thevariegatechegemonic rise of China.

Although discussethtensivdy in the existing literature, analyses of empirical case studies of
power shiftscanremainunderdevelopedConventional IPE approaches often focus on a single
element as the driving force of hegemonic power. Different scholars present very distinct
suggstions due to the different entry points or aspects they work on. Hegemonic power can be
related to military strength, economic performance, the establishment of international regimes,
and dominant social classes. It also has many different manifestadige on these rationales

but there remains no consensus on this topic. Through the reiadimpted thatin fact, these

various factors have mutual effects on each other.
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Furthermore, the existin@E scholarshiparely explores thpheromone of asing power the
analyses are mostly done on the basis of a static pictaneestablished hegemonic power,
instead of a dynamic changing status. The state of the art in the field of hegemony studies is a
live debate among contending scholaFs. engagewith this broadbased field, this study

adoptsa comprehensive and systemditaamework foranalysng of this issue.

As is outlined in the closing paragraphs below, the ambition of creasggt@amatianalytic
framework is reflected in three central elements of the approach to studying hegemony adopted

through this work.

Firstly, this research studies the rise of @Hollowing a clear conceptualisation of hegemony
and structural power by existing literature and Susan Strange. By doing so, this research creates
a theoreticarationaleand defines theconomiccomponents of power that can be examined

empirically.

Secadly, this research introduces the tgilar approach in order to enable a systematic
analytical framework for the issumstead of exploringiegemonic power by focusing on a
narrow range of dynamicshis chapter presents a framework with the two chqskars,
including insights on internal developments and external implications regarding international
political economy, therefore conducting a meystematic t udy o fisingpbwennad s

disaggregating manner

Thirdly, this thesis will extenche Englishlanguage literature on the contemporary politics of
hegemonic transition by integrating a wide collection of resources in the Chinese language,
providing new details from official reports, news sourcgsholarship,and governmental

notices that together allow more comprehensive insights to be developed. This collection of
primary materials includethe official announcement, statistics, and reports by the Chinese
government to il |l ustr atnmec dévéopmeptrBy pokmgat theof Ch
fundament al el ements of Chconomigpewerythioreseahch vi a t
will concludewh at Chinads risindgwhbawenral thmatseéhby us
economicpower in terms of internati@h political economy, and what are the implications of

this economigpower to the changing global order?
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This chapter explores the trajectory anddynamicof Chi nads financi al de
aspect of the first pillar. The focusos the rapid expansion dhe financial market andhe

growing variety of financial products associated vitkd e vel op ment of Chi nc
system, financial aste financial intermediaries, and instruments. It aims to find out to what

extent the transformatigrof the financial sectoprovideas ub st ant i al foundat.i

economicpower and, potentiallyto theover al | promot i otmewalfd sChi na

financial development.

Overall, it is confirmed through this chapter that a significant improvemesrtakan place;

with the result passable yetiso shallow and criticisedThe nodernised banking systéns

provision of more free capitahas bemme the essential means of financing all types of
enterpriseswhile theemergence ofhe stock exchange and credit rating senviesfurther

boosted the comprehensive development of &€ldfimancial market, althougthere is still

room for regulation improvement. Teodernisedinancial structurenaspr o mot ed Chi n
ability to manag its monetarystability, includingt he spetiratk@ddapproach
withstand financial crises. The reform, then, subsedueamnsolidatedC h i s fanancial

position among neighbouring countries and regidsanwhile,C h i rcarr@rsy, the RMB,

is becoming increasingly internationalised, which is considered another significant
achievement of Chi nAthowgh iff has lbeanc plagirig ars impodantt ur e .
supplementary role in world finance, itasvery large distance from overtakitige dominant

role of the US dollar.

After in the first section below presenting the rationale for the focus of analysis adopted in this
study of the internal development of the financial systitra second section of this chapter
briefly introduces théistoricf oundat i on of Chi 948 Bhisfvasvhenn c i a |
the state, being the only entity all economic operations, strictly contied all propery and

capital. The thirdsection presents aeview of 1970s financial reform. The core of this
reformationwas market liberalisationtransforming the plannedconomy into a market

oriented one by separatingtthe role of financial institutions into administration and business
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with a very clear linelemarcatinghe two. Thefourttt e ct i on moves on to exf¢
financial institutions managlenationalmonetary stability, especially during the periodiu#
wide-spread financial crisishis isfollowed byafifth section examining the progress of RMB

internationalisation.

4.1. Operationalising the Study of the Finance pillar: Internal

Development

The structure of financeaccording taStrange (201599-100), consist®f two aspectsthe

aspect ofgenerating credit and thespect ofmonetary powerTogether, these two aspects
deter mi ne a stateos financial WWliwte US For €
repositioned itself as the greatest creditor and was able to supply credit to other parts of the
world. This strategy padethe way toa hegemonic pealddditionally, it was the massive

outflow of public funds and private capital from the @She world economy that kept Bretton

Woods, a monetary system, functioninghe earlystage®f the US hegemonic regime. Hence,
applying that to anal yse C¥wioffinadctal develepinenty p o we

this chaptewill look at both he abilities of credit geneiah and managing monetary issues.

The measurement of these two aspects of financial power is straightforward. For the first one,
Strangesuggest hat &6éno advanced economy can functio
no matter if it isa capitalist economya socialist market economy, @ planned economy

(Strange, 201 1 01) . Generating credit is the I|iabil
financial power can be evaluated through the aliibityenerag credit i the amount of funicg

that can be provided to all kinds of fiscal and business entities to facilitate investment. Besides

the volume of credita set ofdetailed financial polies should be taken into consideration as

the foundational factor affecty the overall finanal structure.

Ot her I iteratur e coi ncthetinansial structute bey a kayagpecdb s ar
reflecting economic power and suppogt the argument that policy is a leading factor
determining financial performandeis suggested that the functionality of financial institutions,

for example banks, and a variety of financial instrumergach as stocks and securitiean

6facilitate tradeé fongebdseandresesvfrcem ande
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and Levine, 1992:1). Early empirical studies pointed out that government policies soward
financial activities and financial instrumendetermire the extent of financial deepening.
Furthermore, McKinnon (1973) highlighted the importance of capital mableztlisation, for
example how much freedom is given to banks by the state tlamdole ofthe central bank of
determiningtheinterest rate. King and Levine (1992) also suggest factors such as investment

volume as indicators of financial deepening.

The case of China, complying with its special communist doctrine, has significantly close
monitoring andexertsstrong control over its banking system. The capacity of credit creation
is bornesolely bythe state because all banks in China are siateed with heavily loaded
bureaucracyin the prereform period To understand how and to what extent China has
launcted itself from this rigid systemto e ¢ 0 me nodechised Hnancial structunmeans
looking atpolicy changewhich is asignificant area of interesgt terms of the liberalisation of

the market This includes policies regulatintye banking system,tsck market, and credit

rating system, which are considered major instruments in the Chinese finance structure.

As for the management of monetary issugtrangenotablysuggestshis being determined by

states and marketahile also beinglepen@&nton how much freedom governmental regulation

givesto other actors (Strange, 205Whi | e Strangeds notion of m
vague,voluminousamounts opredominant IPHterature about hegemonic powenkanade

a connection witlturrencypoweror moretary power mainly using the significant transition

between Britain and the US asexample. Botthegemons were, first and foremost, powerful

in managing their own monetary system, and subsequently were able to extend this power to a
significantly largerstructure where they could manipulate and control the international
monetary system. Bottegimes once possessed their own exchange rate system, namely the

Gold Standard under Pax Britannia and thele&tSDollarcentred Bretton Woods system.

Having its airrency internationalised is often desired by great powers because it can greatly
consolidate a st at e-Oredudpgdransactions costahile forovideg a s p e ¢
more international seignioragemacroeconomic flexibility political leverage reputation

(Cohen, 2012) In pursuit of great power,t woul d be a stateds inter.
status.Cohen (2014) also acknowledge the difficulty of measuring monetary power, but
particularly under the context of hegemonic analysior Chi nadés ri sing pow

one can simply |l ook at oO6influenced6 to ;determ
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and Chinads cur r enc y-convertble cugenay,rcan beaf great bbstacimo s t
for the nation tursuegreater powerHolding a similar viewyYictomov and Abramov (2019)

suggest at monetary power autonomyletermined by liquidity, is a key component for
emerging countrigs f i npawercconabinng with macroeconomic policie$o encourage

the use of credit. Enhanced liquidity of currencysahr engt hen a st atebs a
financial criges and boost foreign trade and investm¥&idtomov and Abramov also point out

that he study of banking reforns closely associatewith changs in monetary policyand

financial strength

At the same time, internationalised currency imposes policy responsibility to that great power.
Kindlebergei(2013)arguedhat the role of hegemonic power is to provide certain public goods,
suchas an exchange system, in order to maintain the stability and functionality of its regime.
During the late 18 and early 2 centurywhen London was the world largest market for gold,
money, and capital, other players willingly adopted the monetarynsysteocated by Britain

in order to lower transaction costs, represent creditworthiness, and respibeditancial

policy made by states (Schwartz, 1996). Thisangs approachstimulated the increasing
consolidation of British financial hegemony. Sianly, and to a greater exterihe Bretton
Woods system facilitated US hegemomyth countries participang in this system for more
convenience in trading goods and dealofdgfinancial assets. Kindleberger believes that a
hegemon wouldtherefore have the ability and willingness to bear such responsibility. The
transition between Britain and the US fully illustrates this argument. The instability during the
transition periodvas essentially caused by the inability of Britain and unwillingness of the US

to play the hgemonic role (Kindleberger, 2013

Al t hough it is dif f itobecbne ahegemorefeos a straightioward | i n g
point of view, to study hegemanpower and transition from monetaryerspective is simply

examining whether an emerging power has the increasingly overwhelming tabdgtablish

and maintain monetary stability. Furthermore, the abilithhefeading international monetary

regime $iould be established upon profound financial strengthisito bear the responsibility

of maintaining global financial stability, a hegemonic power should be able to memage
balancéats ownpayment problem so thtite stability of international fina®can be continued
particularlyin the case of the US. That is to say, the US has been facing a chronic current
account defi cit dareservecurrenoye(Triffimp 1960n THiegemonic| e a's
declineof the USmanifesedwhen the prexisting dollarcentred monetary system gradually
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beameinadequateo fulfil the needs of subordinate countries and has been attributed to
catastrophic crises worldwide. Based on this rationale, a chanigeledgemonic regime may

take place if a rising powshowsanability to restoe order and maintaicurrencyequilibrium.

The internationalisation of RMB, the Chinese currency, is closely related to the issue of
convertibility. Due to politicatoncernsands af eguar di ng Chi ,€kinabkasf i nan .
been reluctant to fully liberalise its capital accouwith the consequences dinancial
globalisation, currency internationalisation requires effective pot@o and Yu, 2011)his

means responsive and sensitive polices need to be ingdabe foundational and structural

power of Chinabs finance.

To simplify the issue, this chapteiill focus on the degree of RMB internationalisation, the
extent it has been used as reserve currency d@rahsnationatlearing, as the indicator ohe
ofthe aspects @ h i rfiraldcmal powerwhereas China participation and responsibility within
the international financial regimes will be analysed in the next chaptenternational

institutions, in line with some further theoretical guidance.

To um up, the analysisf&C h i n a 6 ml stfuctuneawill construct an understandingtioe

internal development of this structure, and subsequeaigmine the outcome dhis

devel opment in relation to ChiTmschsterfadused i ty t
on the former aspect tolygnera cramit andig finagcialtiengtha 6 s a t
fromthemonetaryaspect |t will explore the institutiona
by reviewing relevant policies and reform outemseveral key areas, includitige banking

system, stock exchange, and credit rating system; meanwhile, it will also present a brief
discussion orurrency stability anthe status of RMB internationalisation as a direct outcome

of financialreform.

4.2. The Early Foundations: feéorm

This sectiorbriefly reviews the preand postl949 financial structure of Chinausproviding
an overview of the structur al foundation of

the pre1949 Nanking sucture. The second part presents the changes made since 1949 under
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the ruling of the Communist Party of China (CPC), followed by the third part showing certain
detailed monetary poiesand Chi nads attit udesatthotima Thes f or e
overall messagpaintsa picture of farreaching central contredrChi nadés f i,onenci al
establishe@arly on andvhichhashadac over t i nfl uence on the traj

development.

The Chinese nation has a history of thousarideears, but China, as a modern economy, is
conversely young and wunstabl e. Chledividadindo hi st o
a few phases. Starting from 1912 till 1949, the @eemainland was under the governance of
the KMT party after abokhing the monarchyt wasknown ashe Republic of China. Several

civil and World Wars took place during that period of time, leaving the country in chaos.
Problems were lurking within éhChineseegime througbut itsyears of developmentostly
causedy mismanagemer{Paauw 1957. For example, @ntinual wars drained the wealth of

the nation and caused serious inflation. With the help from counterfeit money made by
Japanese troops and the Silver Purchasememented byhe Americans, by 1945, thetal

issue of banknotestood at56.9 billion Yuan, which was more than 400 times the number of
1.4 billion that existedn 1937 (Fan, 2008:4)Gross production failed to catch up at the same

rate.

Following 1949 when t he Peopl eds fBuaded kthé stracture the Chi n a
Chinesggovernment changed completedgdid the financial system. As the Nanking structure

had beeraccuseaf representingte 6evi |l of bureaucracyo, it w
communist governmeribllowing the establishing he Pe o p | ef@ChinaRmeepasto | i ¢
1949 structure, however , wa sFoeusystnnag satlug, y a t
althoughthe roles were perplexing. To maintam i gh | ev el of central C
government issued a whole neéerm of currency, while foreign business was strictly

supervi sed by oftChiea TReeatipn again expeBienced unrest.

Thelong-time focus of the countryvas on issues relateddoc | ass str ugepl ed un:
Mao. The Great Leap Forward and Cultural Revolution greatly pushed back the progress of
social developmern China, as well abavinga huge impact on the political systeamd on
technological and cultural developmeBiuring the Mao era, Chidasystemwas oneof a

highly centralised planned economy. As political factors can highly affect financial and
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economic progress, it wamt until a few years after the Cultural Revolution and a change in

leadership that Chinarfally started reforming its economic structure.

4.2.1. Postl949 Banking Structure

After the oOo6War of Liberationd, thdilmdbeegwitai ni ng
by the predecessor was repugnanatzew government under CPC leadepsiA series of
actions were quickly taken as soon as the I
6socialist transfor msihgaomw Spvogrt amimgd etboo K hel
China, functioning as the central bank, was set up in lat8 194preparation for the
establishment of a new financial sectotottk over all bureaucratic capital bankgthat time,

placing a strong grip on capital control and investnighaaing Wang, and Wang012)

The Common Programmeserving asan interim constitutionwas adopted by the Chinese

People's Political Consultative Conferemmre29th September 1949.dhnounced that action

would be taken tdassume controlfdhe remaining bureaucratic capdal order to serve the
communist ideologyP R C . The PgelodfP) eBy BP&E€sume control o
precisely confiscation. ThEommon Programmerovided juristic support for the specific

policies that came lateincluding, initially,closing down and liquidating the Central Bank of
ChinajtheFar mer 6 s Bank of Chi naSavigBuead. Oteer iRirms t al |
commercial banks, such as Sin Hua #melmperial Bank of Chinawhich were once jointly

owned by governmental officials and businessmen, were restructured into-grudie
partnerships. Theroletiec ent r al bank was solely and compl

Bank of China, previously established in 1948 and officially moved to Beijing in 1949.

Meanwhile, the Bank of China andhe Bank of Communications(later renamed China
Construction Bank)maintained most of their original function and businedthough the
board of directors was completely reselected and most of the shares were confiscated into

public ownership Along with these tw banks the Agiculture Bank (founded in 1951) and

2 Later on, the Bank of Communications changed its name to the Constructions Bank of

China, while a new Bank of @amunications was founded in 1987.

3Chinads party | eaders described the politic
autocracy This term indicates that all rights of the nation belong to the people. The
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the Industrial and Commercial Bank of China (founded in )9&metoc onst i Bigt e t he
Foudi the leadingfour stateowned commercial bank§Ho, 2012:293) Thesefour banks

have come t@lay arole as specialised banks in order to provide funding assistance to urban

and rural constructions, transportations, business and merchandising, and industrialization.
Meanwhil e, the P d&aspometaverk j@ndynwikh the¥inisByhof Fnance

onissues determining the direction of financial developni@ktizakj 2007:6)

4.2.2. Postl949 Monetary Policy and Foreign Business

As stated previously, one of the biggest problems for the CPC to tackle was the high inflation
level left by the nationalist partkKMT. This was mainly caused by a series of langning

wars and lack of financial experts during that period. In fact, thereVvebeen more than

one currency in circulation. Precious metals and foreign currencies dldbedemarket along

with the Gold Yuans whilst local banknotesalso malethemselves populavith citizens.

It took a year for the CP@overnment to completely abolish the previous currency system.
Besides legislatively recognised RMB as the only natiomaency, the CPC set up numerous
exchange offices for citizens to get rid of the abolished currencies within a limitedusimg

a fixed local price fotheGold Yuan. For instance, the exchange rateeold Yuan to RMB

was 10:1 when the new gowmenent was founded in Beijing and this business lasted for 20
days later, when Shanghawvasliberated, the rate was sat100,000:1 and the service was
openedherefor merely a weekYao, 2007423). The short period and rapid de\alanof the

Gold Yuanurged people to abandon the previous currency system. Meanwhile, laws and
regulations were set up against the dealing of precious metals, especially speculatiiesactivit

in silver and gold.

government represents and is responsibtee people. Thus, public ownership is namely

state ownership in China.

4 Some scholarship considers the new Bank of Communicatieestablished in 1987, as

the fifth biggeststate wned commer ci al bank, whisedeg.t hus ¢
(Dobson and Kashyap, 2006) and (Zhang and Ye, 2011).

5 The Gold Yuan had been in use from 1948. Before it appeared, the Chinese Fiat was the

official currency, from 1935 to 1948, seéao, 2007)

6 From 1949, local banknotes gradually came to be retrjeratiat rates issued by different

local banks. For example, banknotes in Southern Hebei at 1:100 to RMB; Northwest Farmers
Banks at 1:2000; 1:3 in central China, etc., see (Yao, 2007).
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Since the national currency market was centralized, theanext i on t aken by
Government was to strictly control foreign exchangetae@wnership of foreign currencies.
Individuals were completely forbidden to carry either national or foreign currency when
crossing the border without being granted gesion from the central baffRRC.Government
Administration Councijl1951)7 Citizens were also encouraged to give up ownership of foreign

money in exchang®r RMB.

At the same time, foreign banksuld no longer enjoy privileges within China. Those
privileges included issuing currency aad FX franchise, whichhad beergranted by the
Nanking government. The Peopleds Bank of
for determiningheexchangeate of RMB against other currenci@hang, 1999)Besideshis,

it authorisedthe Bank of China as the operating and regulatory agency, as watlsaging
severalspecific andeputable foreign banks as designated franchi$ée exchange rate was

sd according to a comparison method libse domestic and foreign commaodity prices.

For example, in 1952, the Yuatollar exchange rate increadeom 800:1 to 42,000:1 because
of domestic inflation in China arakrisis in the West (Yang, 20022). The egkhange rate was

however heavily based on governmental decisioakinginstead of market relations. In fact,
this way of handling the exchange ratg¢h strong central contrdlomehow protected China
from the heavy impact of sonoé the worldwidefinancid crises, which will be discussed later

in this chapter.

The f oundat coatempardrfindhtial secod mains similarities with these early
foundations for example, with foumajor commercial banks arite joint leadershigoy the
Ministry of Finance anthePe op |l eds Bank of China. Other
account along witlC h i rragid economic recoveyost1949. This structure was efficient in
controlling the whole situation afterseries of wars andllowedthe CPC to secure its ruling.

Such a financial structuadsoenabled China tquickly recover and unify the financial market

Thesevery detailed policies were very much influedd® communist and socialist ideologies,

as well aghe Soviet Union. Howevethey were also part @n inflexible structuré so highly

7 The1951 policywas replaced bZontrol Procedures of the PRC @arrying the State
Currency into or out of the Counton 1 March 1993. The latter allows movement of
currencies under controlled method.
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centralised that al most every economic acti v
Congress or the Peopl eds Bank hetildaypoliciesovere he p o
madelargely according to the personal will of the party leader€Hmesehistory, there hae

been several major mistakes in economic and political development such as the Great Leap
Forward and the Cultural Revolution. Financial development was mainlyngepdalitical

purposse and was offthe course therefore, a reformation was urgesith Deng Xiaoping
poiningout t hat Ofi mmoder nset berlOAYySoon afdrEngn

1978, financial reformation eventually took pladcekingChi naés economy to a

4.3. Postl978 Internal Development and Reform

Finance is onef themost important ancherfor the national economy ia modern society.
McKinnon (1973) poirg out the significance o# liberalised financial systerto healthy
economic growth. As mentioned multiple timgseviously it is nowadays widely
acknowledged that financial development has a positive effect on the levels of economic

growththrough the facilitation of production and trade

This section is diided into four parts. The first two parts introduce the changing role of the
Peopl eds Bank ,ahmecial bamks, afdRhB Ea6king systemeneral with

evidence of related laws and regulatiombe danges eventually led @® more liberalisd

mar ket and freer capital flow, which great]l)
performance. Thargument themmoves on to explerrelated aspects of symbolic financial
instrumens, including the emergence of credit rating stangadd the stock exchanggoth

the rapid changes atigeslow progress$o datesignify that despite the fruitful outcome of such
reformation, Chi na 6 s idginmsuficient saiéntifis regulationrandr e ma i
might face fatalinstitutional and policy problens in the future. Therefore, there is still

considerableoomfor improvemenwithinCh i na 6 s stfugtunea nc i al

4. 3. 1. Rol e o fandtMbnetarPRgolgtidne 6 s Bank

Startingin 1978, Chinavas involved ima number ofeformations, especially ithe economic

and financial sectors. Before that, the nation was for a long period of tilieeg a planned
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economic system. Banks westeictly centralised and controlled by t6&® Cgovernmentwhile

foreign exchange wasupevised closely and only permittediatheP e o p | e 6SichBa n k
financi al system was descr i btieedecisi@to casybud | | o wo
financial reformin 1978 The commercialisation of banks startedhia mid-1980s when the

modern oncept of bankge mer ged i n China. The Peoplebs Ba
gradually released specific bankingusiness and certain level of autonomy to newly
established commercial bakOkazakj 2007) Bonds could be purchased privately. New
intermediaries were gradually allowed and regulations for open market started to be set up (Xu,
1996).

One of theessentia of this reformatioray in identifying and clarifying the roles ofa central
bank and commercial bankSomplete separation ofi¢Ministryof i nance and t he F
Bank in early 1978 marked the beginning akthinancial reformation. It started as a slow

process but gradually accelerated

In September 198h¢eDe ci si on on Functi ons takdnbythbsatePe o p | e
council symbolised the establishment afregulatory rolefor the PBOC interms of
macroeconomic control. It no longer carried out satmgtionand credit business foeither
individuals nor enterprises.ristead, there was a stipulatidvat thePBOCwould transfer all
its daily commercial business to the Industrial and Commercial Bank, and the WB@dC

only cary out functions including:

ARResearch and drafting of principles, pol
system, and their iplementation of financial work; regulating currency

issuance and currency market; unified management of RMB deposit and lending

rates and t he(PRX StadteaCoungllo983at e é 0

Beginning after ths announcement wasmade,and over the next two yeart)e PBOCOG s
household saving business dropadhy dramatically( X u , 1996) . Eventual |l

Bankwastransformed into a neoommercial administrativenly institution.

In 1986,DengXiaopingstatecthe importance of reformindpeb an ki ng system as ¢
fulfil their role and functionas baskb ( Dehg, DU®BBg the next year

proposed four targets to achieve and a seriesofe@midb | i ci es. Yet, Chinaéd
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wasliberalisedto avery limited extent and stiltestrainedunder the planned economy. Banks
werehighly reliant uponand bound tdhe governmentvhile the market economynechanism

was still under construction.

It was not until the end of 1993 when tgevernment announced tlecision of the State
Council on Reformation of the Financial Systdimisannouncement clarified the four ultimate
targets of fimncial reformation in China, which were namely:establishing a strong and
stable regulatry banking system based on the rulesaotentral lank; 2) implemening the
separation between policjnénce and commercial finand®; establishing an open, regulated,
competitive financial market under thesiruction of related laws; a reformingtheforeign
exchange management system by coordindtrgjgn exchanggolicy and monetary policy
(PRC. State Council, 1988 Those targets correspond with the principles given by the World
Bank 1 that financial systesishould be able to make econontiansactios easier, more
efficient, and lowrisk (World Bank, 1989).

In 1995, theenforcementf The Law of the Peopleds Republic
of Chinaconferredofficial andl e g a | protecti on thexentrahbank BFBOCO s
modernChina Apart from regulating the whole financial sector in China, the PBOC al& b

the obligation of maintaing currencystability and determining interest ratéPei, 1998 As,

since 1985individualshad been @rmitted to hold and make depasitsingforeign currencies,
transactions involving foreign exchangegan increasingvery year. Following the trend of
liberalisng theexchange market, tiRBOCfirstly improvedtherelevant laws and regulations

secondly it used itsmacracontrol powerto set up appropriate exchange saémdmaintain

currency stability.

The Announcement ofurther Reform of Foreign Exchange Managemeydt&s by the

PBOC in 1993 clarified thatthe loige r m t ar get of Chi nadsasxchan
to make the RMB &reely convertible currené(PRC. State Council, 1993W)he prevailing
circumstancesvere thoseof social transformation from a plannel economy to market
economy(Qian, 1995) Thus, the Announcement put forward a thpbase plan: current

account conditionally convertible, current account freely convertible, and finally capital

8 This announcement was marked expired in 2009.
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account freely convertible. A nationwide unified foreigntexage mdset was themstablished

withthe PBEDC6s centrali zed management of foreign

In 1996, theRegulations on Exchange Control of the Peoples Republic of Cfaehap a legal
framework ortheforeign exchange of RMB current accasirileanwhile, the capital account
was still under strict contrqzhang, 2006) Foreign exchange income could be sawved
special foreign currencycaountat designated banksutwas not allowed tbe converedinto
RMB without permissiorfPRC. State Council, 1996)he eport of overseas investment and
foreign investment capitals also required permission from the State Administration of Foreign
Exchange

As for the exchange rate, China adoptednified exchangeates system, which means the
domestic financial market exchange rase consistentwith the exchange rates dhe
international financial market. However, it was not completely consiatgrt a great extent

it wasrelianton managemeiy thegovernmat and thd®PBOC For instance, the graph below
shows a dramatic depreciation of the RMB in 1994, which atagutedto an aggressive

exportation strateggHuang, 201D

Figure 4.1 RMB to US®xchange rate, 1982014
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9 This lawhas beemevised in 2008The new version allows certairpgs of currency
conversion, for example for registered regular trade activities.
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The devaluation ofhe RMB resulted in a much lower pridferChi nads export cor
when compared tootal productsof Western developed countriesThis gaveChi na 6 s
manufactuing industry and economic growth great advantagelt dso impaced on normal

peopl eds ivesassdomedtia pricing became unstable. Inflation began to increase
sharply, from 6.3% in 1992 to 14.6% in 1993 and 24.2% in 186dording to th&Vorld

Bankio Thus, this system was criticizeadafi mandat ory FX settl|l ement s
Huang 2004). Clearly, while a certain level of freedom was introduced into businesses
involving foreign exchange, the system overall remains under strict control as the central bank
retains a strong grip on convertibitlategyy 1 n
and maintain monetary stability. This aspect will be discussed in further detail in the fourth and

fifth sections.

4.3.2 Liberalised @mmercialBanks

The second remarkable achievement in the process of financial refornliiethésationof
commercialbanks.This is a development of the second trackhe emergence aharketas

coordinator of economy (Qian, 200@eforeC h i nrefodngation, as merdned previously,

banks functioned as an economic lever following political orders. Sinclair desthibed a

worldwide phenomenorwhereby 6 c o mmer ci al banks used to b
corporations, municipalities, and national governments soughtoun or der t o bor |
(Sinclair, 20053). It was the same situation in Chjmath strong socialist privilege favouring
stateowned enterprises. The banking systdesolated from theexternal world caused

Gstagnant productivity, extensivieeffici e ncy and wa s t(éap, 191.dnotderw mor
to change the situation, progressive acii@staken.In the paragraphs below, these actions

are reviewed.

Before 1979, credit management was mainly baseal@®is u p p | yi raying meeclyoh
governmental decisien(Leng, 2009). At the early stage of reformation, changes mainly
targeedr eact i vati on, reopening, and recreation.

new ways of attracting savings and were given more discretion in tlieealtoi on of cr e

10 See WorldDevelopment Indicatorsdnflation, consumer prices (annual $yorld Bank,
nd).
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(Bowles and White, 19934). In 1984, the PBO@ctivatedthe interbank marketmechanism
allowing more flexible credit allocation between commercial baBksictural reform occurred
at the same time. Major commercial banks converted fi@tateowned toa shareholding
framework.Thus, wthout the strong backing t¢fie governmentthese banks were compelled

to seek out new mechanisrfor operating and showing responsibility to tleeakeholders.

The Law of t he Pe oonCoemtherciaRankswab publishedarf1996 And n a

has been constantly revised until today, providing legalthe basis and instructiorthrough

which commercial bankgan operate especially for theBig Four, the leading statewned

commercial banksyhoser ol e changed from the d&édcashiers ¢
enterprise§Fu andHeffernan 2009) Gradually, starting with a few major cities, certain

authority was grantetb local government and PBOCaniches in order to make flexible use

of funds and credit.

The relationship betweethe PBOC and other commercial banks changedjeneral as

commercial banks became relatiyindependent from the RBC. Commercial banks gained

a right toselfmanagemeninstead of receiving funds from the B and taking orders from

the state council@PRC.People's Congress Standing Committe895) This transformation
encouraged commercial banks to initiatively attract and distribute capitals, exealtually

ledto the separation of policy and commercial finance. The concegphaf et ala c k 6, e mer g e
as both the administration and the margame toplay equally matchedolesin economic

activities. Therefore,raeraofd6 mar k e t socnhn@lna.smbé started i

OAt the end of 2003, the four major commer Ci
improved to a 13.17% accumulation rate by the end of 2007. Bad loans dropped from 16.84%
to 2.81% i n tHoue20K4A2ne) .p eC h io kidgEystemvastherefdre b a
reshaped following four basic principlasnc |l udi ng uni fied planning
account division among specialised banks; fund and loan availability control and cas)strain

and interbank lending as caflbw back up CSRG 1993:285ascited in Lu and Yu, 2000:198).

Yet, some hee argued that banks were given more autonamtyle remainingweak in

imposing discipline on enterprises (Bowles and White, 1993). Mehran and Quintyn (1996)
believe that the first ten years eformation were wasted on institutional development instead

of real market development. After all, the reformatieaslargely restricted under communist

ideology. In comparison to the relatively more develop¥dstern financial institutions,
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Chi n a 6mg sybtenstik containsfeatures of immaturity andgidity, while the level of

operatioral autonomy is limitedTam, 1986)

Overall, the independence and liberalisation of commercial banks, including both the Big Four

and other smallecommercial banks of different types of ownership founded later on, greatly
altered the way for businesses to finance their capitals. While some critique suggested that
further reform and liberalisation are required, the liberalisation of commercial badks u
Chinaétsr ddlu@lsystem has | ed to the | iberalis:

significant components of Chinads enhanced f

4.3.3.StockMarketDevelopment

Shareholding represents a significant mechanism for gengrproductive capital, and for

storing and accumulating value by investors. While securities trading was stopped in 1952, the
practice reemerged in the podt978 reform period. A number of SOEs started to raise funds

by offering shares to the publichiB action is most accurately characterised as emergence of
corporate bond issuance than the emergence of stock exchange per se, due to the very limited
scale of both market scale and participar®nethelessthis development represents a
significant aspct in the deepening of the Chinese financial syggemd Chi nads str el

ability of generating creditvhich constitutegn emegent node oéconomigoower.

Six years after the financial reform offidiainitiated, n 1984, Feilo Acoustics&Ltd became
the first authorised company to openly issue shareghe stock marketwhen boththe
Shenzhen and Shanghai Stock Exchange stapgerdhtion(Tang, 199%. Since then, freedom
for exchangng and trading \as given to the public, and the governmdsegan towork on
improving its regulatory role in the stock markkt.1992, he China Securities Regulatory
Commission (CSRC) waalsofounded as an institute of the State CoyneHile the Interim
Provisions on the Management of the Issuing and Tradin§tackswas publishedin the
following yearas the first regulation in relation tbe stock exchange. ThHaterim Provisiors
set standard®r proceduresor stock issuances, exchasgand most importantly, information

disclosure, as well as investigatiand punishmenEor example, a:
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i isted company shall provide the following documents to the Commission, stock

exchanges to: (A) submit an interim report within 60 days after the end of the

first six months of each fiscal year; (B) submit an annuaitaddeport by a
certified accountant within 12RRC.days afte
State Council1993c Art 57)

Figure 4.2Total stock market capitalisation, 199017 (billion yuan)
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Source(PRC.National Bureau of Statisticad)

However,when implemented on 27 March 19@5nevitably hadsomeloopholes and defects

and scandals involving irregularity ®everalcompanes wereexposed. Again in 1997, the
Qiong Minyuan Case involving securities fraud was investigated as the biggest fraud case in
Chinabds secur i.tConsequenta rekision to relevarnt tawsyand regulatory

practices were urggdami and Zhou,@8).

A study conducted by He and Pardy (1993) shows thatlmsdata between 1978 and 1990,
financial depth positiely correlatedvith stock market development andrketcapitalisation
as a proportion of GDP. The study also concludes that such a correlation can explain the reason

why continuous foreign investment attracted markets witiore advanced infrastructure

Despite the obstaclescounteredhroughout the devegiome nt pr oces s, Chinabé
has now beenperating for 25 yea@nd obtained sontemarkable achievements. The market
expanded dramatically, from 104.8 billion Yuan total market value in 1992 to the 37.25 trillion

in 2014 which created a 38bBne increaseAt the beginning of 2015he total share capital of
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listed companiesn theShanghai Stock Exchange was 27,09 million Y,weimle total market

capitalisation reached 24.40 ftrillion Yyamith a gross float market capital of 22.05 trillion
Yuan.Until June 2018the Shanghai Stock Exchange had a totdl4#5listed companies and
1469stocks(Shanghai Stock Exchang2018. This is notto mention the amount of capital

flowing in bothShanghai and Shenzhen Stock Exchanges together.

Table 41 Annual transaction overview of A, Bares in Shanghai Stock Exchange

Total Market| Float market Number of| Total Average
Year | capitalisation capitalisation Transactions | Turnover Earnings

(Billion Yuan) (Billion Yuan) | (million) (Billion Yuan) | Ratio (%)
2017 2401.78 51124.28
2016 | 28460.B 2400062 2383.18 50170.@ 15.94
2015 | 2951942 25412.B 5134.08 133099.2 17.63
2014 | 24397.9 22049.8 1590.87 37716.2 15.99
2013 | 15116.2 13652.68 1153.% 23026.6 10.99
2012 | 15869.84 13429.44 925.55 16454.50 12.3
2011 | 14837.62 12285.13 1273.28 23756.04 13.4
2010 | 17900.72 14233.74 1661.49 30431.20 21.61
2009 | 18465.52 11480.® 2142.61 34651.19 28.73
2008 | 9725.19 3230.59 1278.84 18042.99 14.85
2007 | 26983.88 6453.2 1617.33 30543.42 59.24
2006 | 7161.23 1642.83 447.26 5781.66 33.3
2005 | 2309.61 675.46 210.14 1924.02 16.33
2004 | 2601.43 735.08 260.16 2647.06 24.23
2003 | 2980.49 820.11 206.61 2082.41 36.54
2002 | 2536.37 746.73 175.57 1695.90 34.43
2001 | 2759.05 838.21 209.75 2270.93 37.71
2000 | 2693.08 848.13 304.91 3137.38 58.22
1999 | 1458.04 424.97 179.71 1696.57 37.09
é é é é é é

Source(Shanghai Stock Exchang2019

The Chinese Stock Markatsoattracted a number dbreign stocks and foreign investans
However, the openness diie market is still very limited with the degree of market

liberalisation unable to atch up with leading Western countri€3ne major problem is the

11 Catalogu@A is stocks issued in CNY within China and trade among Chinese investors; B is
stock issued in USD and HKD within China but subjects to foreign investors; H stands for
stocks of Chinese enterprises issued in HKD and listed in Hong Kong stock market.
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function ofthestock market imelation to SOEsThe government still maintains a high degree
of control over the marketia the operation of SOE&acked by the state and able to bypass
regulatory bodies, SOEsV®been exploiting stock exchange as an easy financing instrument.

It wasadvised, however, thatis operatiorbeavoided as a lonterm strategy (Lin, 1999)

In the early 2000s, a few stadgvned giants appeared on the stock market. Those included
monopolists such as China Sinopec and the Baosteel Group. As mentioned shyetau

reform of commercial banks and thetsef up of acredit rating standard made it more difficult

for enterprises to obtain funds and investments from banks. That was mainly bafcidugse

rigid bureaucratic system within SOEs, as they were veed ts beng privileged and

supported byhe government. Therefore, SOEs chose to join stock markets as a way out. As
soon as thenorereputable SOEs had attracted enough individual investors, the price of each
sharewent ona rollercoaster ride. Theree vi dence showing th@&mt Chin
fact, the toolused by thgovernment to make up SOEs bad delibgrovidetemporary and

superficial solutions to inflation (Chen, 2006).

Additionally, asFigure 4.2 and Table 4.1 above shaluring 20072008 the opemg up of
the stock market with the lack @in effective regulator led to serious instabilifyhe gock
exchangen China went on to beconmerheategthat is,from 2005 to 2007. The reascius
this are various. Combined with tltataon GDP growth rate, whicimcreased shply from
10.08% to 14.19% during 20D07 (World Bank, nd)the overheated stock market was due
to the apparent prospect of the market and a rapid increaperafable mcomeof Chinese

public.

The apparent high returtihus enhanced a stock market bubble phenomenon. In regpon

during 2007 the Ministry of Finance andhe State Administration of Taxation jointly
announced an adjustmemt the stamp dutjyor stock exchang&ansactios, an increaséom

1a t3® (PRC. Ministry of Finance, 2007)he new policy caused an immediate effect the

next dayi prices of 853 stocks dropgbyt he dai ly | i mit of thdsO %. Ch
received a heavy blow antié tension was not eased until the next year. This adjustment
eventuallyheld back the unhealthy growth thfe stock bubblealthough it alsseemed to be

an improvised tool made and used by the governmadtfiorwh i ch Chi naddsd st ock
a high pice.
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The lack of scientific and effective regulation is also confirmed by the data ofZ11B5(Tabe
4.1 and Figure 4.2). Following an overheated marlkety 2016, the CSRC introduc€&ircuit
breakerto the Chinese stock market. Triggered twice inrfaays, the new mechanism was
quickly abolished by CSRC, but leavirag7.41 trillion Yuan loss of market capitalisation
accordingto the BBC Pramuk 2016; BBC, 2016)Scholarstherefore urgedthegovernment

and financial experts to reconsider tbeondi t i on of Chinabés <capit

0 s ci e n (seeCherrZhdny anddWang2009; Jiang et al., 20)0

Ingeneral, the accomplishment of building securitiesastdck regime is remarkain China.

In comparison to advanced countriggstook much less time for China to achieve the same
scale of markefStill, the size and transactions keep growing, and the gross value of stocks has
multiplied dramatically. On the other hand, some have argued that the outcome of capital
reform was disappoting because it iaproblem by default to introdudkecapital market into
asocialist economy (Bowles and White, 199Zl)e lack ofthoughtfulregulation andagging

policy indicate the still very immature Chinese stock markes a big step forwal for the
devel opment of Chndabercapetaltrmagkbening
However,because athelow starting pointand inexperience, the outcome of this development
remains shallow. The instability of the market and swinging regulatory decision are the major
obstacle of China to pursue profouadonomicpower through the instrument tie stock

exchange.

4.3.4.Credting Rating

As economic systems become increasingly complex, there is a need for credit allocation to
move beyond personalised relationships between investors and inveitesair( 2014).

While the performance of credit rating agencies has been sdjecimuch scrutiny before

and after the global financial crisis, such mechanisms constitute an important component of
contemporary financial systems (Sinc]&010; White, 2010 In the paragraphs below, the

relatively recent emergence of credit ratiggacies in China is reviewed.
In the 1980sa crediting rating agency emerged in China, first as a department formed by the

PBOC However, it took adecadebefore this departmentoecame independent amther

independent agencies started to emé¥@ag, 2002)Due to the openness and independence
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of the banking system and the increasing volume of investntieatemergence of eredit
rating system came to bef great significance for investoms the Chinesdinancial market

looking to reduce riskand losses.

In 1997, thd®BOCidentified nine rating agencie@gho had acquiredualificationfor engaging

in corporate bond rating. After nearly twenty years of development and markag,testy
four of them remain. T h eating €ysteanlisocspnpieand largely Ch i |
reliant on borrowing experience from the Wes$h December 2002Measurements on
Eligibility of Employees in Securities Industsgued by the CSRf@quired credit rating agents

to hold certain qualificatiomand practie certificates. It was not until 200#hen the CSRC

put forward Interim Measures Stock Market Credit Rating Businesgsch laid down more
detailed rules regardinficensing, business rules, supervision and management, and legal
responsibility for creditating agenciesddowever, this document is fundamentally immature
and limited, only regulating the credit rating for listed companies and s(B&S. CSRC,
2007)

In October 2016, the PBOC published a set of drafted interim regulations regarding the whole
credit rating industry. Instead of putting it into immediate effect, the PBOC invited public
opinion on the new regulations. The biggest contribution of this @naftias the clarification

of basicprinciplesand responsibilities, from aspects of management, use of personnel and
procedure of operations to information disclosure and super{BiRG. PBOC, 2014). The
industry is supervised by several government depants including the PBOC, CSRénd
National Development and Reform Commissievhile maintaining a high level of
independence. It is also strictly forbidden for any agency to make any kind of promise
regarding results in order twlgit clients. Thedrdt text can be seen to provide a basic
guideline on credit rating activities and, in principle, the ability to greatly reduce the chance of

unqualified entities entering the financial market.

However, athe same time, the CSRC rules are vague in tertneo&ctual practice of credit
rating. There is no detailed specificationtbedifferent varieties of bonds and credits. Multiple
supervision and different regulatory authorities having different stanflardpproving the
qualification ofa credit ratirg agencythusresulted in a lack of unification and effectiveness
for theregulaton of rating agenciedn reality, wo of the six agencies qualified by the CSRC

failed to obtain qualificatios for acorporate bond rating; another twerenot recognisety
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China Insurance Regulatory Commissithreeof themwere assessed aaqualified to carry

out shortterm and mediurterm bondératings (Zhang, 201879).

Because the credit rating industry is still young and immature, data accumulatidatainase
construction are still laggg behind due to limited developmeime. In particular the lack of

data on defauttmakes it difficult to evaluate corresponding indicators such as probability and
loss given default LGD). I n addi ti ofic, mackconorai® and fthanoiad s
environment changerapidly owing to fasfpaced economic development and grovitius,

there can be deviations between timeliness rating results and the actual situation.

Besidesarating analysis can be a qualitative ggss. In the case where there is no specific

legal provisionenforced yetvarious agents may give out various results on the same subject
(Zhao, 2011)0On the other hand,ush defects have driven potential clieritsvards nore
reputable and trustworthyagh ci es abroad, for exaimmphedS Moody
Thishasledt o a vicious cycle of st agrbeotikeynedy n Chi |
(2008 believes that Chinads <cr edi teputatmiandn g c o n
affect the decisioamaking powersof those entities that issue or invest. Moreo¥emnedy

observes that though privatised, many credit rating agencies, as well as other financial
institutions, aregreatly dependent on government mandateather tharsuppoted bythe

market.

Overall, as a newly developed instrument, credit rating system can be a significant component

to stabilise Chinads financial structure and
properly designed and regulated. Whilar@&se credit rating agencies tend to make their own

rules under a loose governmental regulatory, their role is somehow weakened by the strong
grip of central control. It is too soon to make the verdict that the Chinese credit rating system

has alreadyconsi t ut ed an i nfluenti al share of China

4.3.5. SummaryPost1978 RknancialDevelopment as a SourcelB®tonomicPower
Besides the drastic reform in the banking section and liberalisation of capitals, Chinese

government also gradually introduced other financial products, instutions, and measurements
to further di ver si f y Pravdnciam aridslocaf deovenedcbiarkd stri
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emerged as supplements to t he-daBlifg Aparofom t o b
stock exchange, other financial products, such as insurance, trusts, and growth funds, were
made available for public to purchase with the corresponidiws in place to regulate these

newly emerged industries

Development in this area recently started to expand to overseas markets. Chinese commercial
banks, since the 2000s, are seeking opportunities of expansion tisedtigh up subsidiaries
andmerger and acquisitioand by 2011hese statewnedcommercial banks are in control of

270 billion USD worth of assets overseas (Zhang, 20 B3#pough the internationalisation of
Chinese domestic financial institutions gomgroad is still at an early stage, this indisutry is
developing quickly with new instutions mushroomed in recent years and relevant studies
published since the late 2000y(&hu, 200% Wu, 2006;Hu, 2009.

Chinese scholars are also looking at therimeat i onal i sati on of Chi na:
(2001) compared stock markets of various countries and concluded that the process of
internationalising Chinese sitslowdykandmgaudkallyt s s h o
because the impact wbluminousforeign capitalaill greatly increase the risk and instability

of the Chinese marke®imilar researches followed, continuing to guide the process (e.g. Kang

and Zhang, 2001; Yang and Huang, 2003; Wang, 20tf7@¢reas otheresearcthaspointed

out that the gructural defe@ i n Chinads securities system

perspectivare the main restrain of the internationalisa(ion2017).

Byexamin ng maj or developments in Chinads financ
and transformation can be discerned, and reflection provided on the extent to which changes
constitute significant foundations etonomicpower. The CPC leadership haseteminedat

the constitutional |l evel that Chinads econon
control compared with Western regimes. On the one hand, financial rddgrreallocating
responsibility and resources among different banks, intlesdeneratedand liberalised a

| arge amount of capital. On the other, the m
problematic, especially in terms of the regulation of financial activities. The gap in

policymaking can consequently lead toarwsses within the financial markiefor example,

2 For ekampke, Chinese Insurance Law was published in 1995 followed by the national Trust
Law in 2001.
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thestock market crasts that occurred ithelate 2000s and 2016urther reform is necessary

to allow financial deepening to overcome this obstacle.

Overall, the 1978 financial reform has fundamdntal r eshaped Chinads fi na
several dimensions, including reform of the banking systemttanghtroduction of modern

financial instruments. The banking reform is fredominant act or t hat enhanc
financial power, as this actidras clearly separated the roles of different institutions and freed
capitals from the previ oacanomigowger lths reachechamemd e c o
height compared to its old self pt®78. Meanwhile, the development of financial instruments,
including the stock market and credit rating system, is relatively recent. Because of the lack of
scientific management and the fundamental ideological restriction, the incre@eneis
economicpower through this dimension is incremental. In generallewthe reform has
achievedgreatoutcomeprovidingme ani ngf ul foundati on thsf Chin

outcome does naufficiently indicatean economigower enough to become world hegemony.

4.4. The 1990s: Crisis, Transition, and Monehgapility

Besides the liberalisation of the financial market, the ability to manage monetary stability is

al so considered a key function of a financi a
to financial crises as the indicator of its abililymaintain monetary stabilitysincethe Third

Plenary Sessioim 1978 the opening up of thignancial market had also become a reform goal.

Large scale communications and cooperation brought China a breakthroaogtms of
international financial relatns. While the market has become liberalised and open for more
actors, including foreign institutions, to access, the impact from beyond the border has also

increased.

This section proceeds by first examiamdng Chi
then moves on to discuss the transition process when Hong Kong was incorporated as a major
mil estone in Chinads financi al structur e. B ¢
socialtsackdubtl nanci al s y gthsiand the impast ofesudddeb | e d
change and avoid the vulnerabilitye{cessivdiberalisation; therefore, China possesses good

capacity to manage its domestic monetary stability.
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By the end of 1997, China tiaet up 687 financial institutions abroad, including 654 business
institutions and 33 representative officeperatingacross 24 couries and regions (Yao,

200754 1) . Foreign institutions started to ent
institutions not only includeé banks, but also insurance agency and trust agency. At the
beginning of 1999, Beijing cancelled the regional restrictiofiooeign financial institutions,

allowing these entitiet operaten all major cities in China. In Febryaof the same year, the

total number of foreign financial institutions reached,1€th a total of$36 billionasses (Wu,

2008:488).

Chinads market has huge <capacity and potent
demang fordevelopment. It isertainly an attractiofor all kinds of cooperation. Throughout

the process othe market opening, the Chinese government contintee playits role as

regulator and from a micr@conomic perspective, keepitige degree of intervention t@

minimum. Echoing the view of racro-control, China insists onsingt he o6 mar ket soc

principle as guidance.

The East Asian financial crisis erupted in 1997, stgrin Thailand before spreadinthrough

East Asian, and affaag crosscontinents. The causes are many. Apart from the immature
financial market within the majority of developing countries, the economic bubble and bad
debt contributed a lot to the oceeinceof suchanincident(Radeletand Sachs1998) There

are simiarities among those who suffered the most in this crigasn those who hatheir
national currency pegged te dollar, to theunregulated marketnd those experiencing less

advanced risk management.

By contrast, as the previous section pointed dwgt,Ghinese government adoptestepby-

step approach in liberalising the exchange of RMB with other currencies. Its capital account
was not fully opened to free converting. The relatively low level of market liberalisation and
relatively highly concentratednacrocontrol prevented the coumt from experiencinga
devastating blowo its financial systemrhis waslespite the huge presstogrevent the RMB

from depreciating.

Internally, it had takeran effort to expand domestic demand andken@olicy to stimulate

economic growth, asn 230October 1997, the RBC issuedNotice of Lowering Deposit and
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Lending Rates of Financial Institutiorasd Offshore Banking Administrative Measur&sy

the end of 1997the CPC Central Commiteeand the State d@incil madean official notice
regarding financiedeepening and risk control. The notice pointed out the importance of risk
management, stressed theedfor strongmacrcocontrol and expressed resolute opposition
against speculation and other illegal financial activife®C. State Council, 1997This
attitude was able tmaintain the operaton@ h i na 6 s d o matsahealtby ardcstalileo my

level, easindensions around Asjand promadhg economic recovery.

In addition, to ease the crisis, the Chinese government adopted a series of podipike@active
policies. Externally, it provided, through bilateral channels, a total of more$thaiilion in

aid to Thailand and other countries in the framework of the IMF arrangements. It also sent out
freeemergencynedicine plus import and exporechitto Indonesia and othe(PRC. Ministry

of ForeignAffairs, nd)

Taking the crisis as an opportunityhe Chinese government, represented by Jiang Zemin

during the APEC Economic Leaders Meetiofj 1998 proposedthe needto strengthen
international coperation, reform and impreuhe international financial system, and redpec

oo hersd choices i n oRRErMnstnyiohFgreigniAffamsn 1098 | cris
other diplomatic meetings, Ctforimakingteefdowirmder s p
a priority: strengthening regulation and supervision on stesrh capital flows and

encouraging communications between finance ministers and expert groups (Ba, 2003).

Economists concluded that the financial crisiay have causellig damagefor Chi na 6 s
economy and national wealth, bexen greater was the politicahig as the impression of

Chi n a 6 $o stand fadt against the crigias created (Noble and Ravenhill, 2000). Despite

heavy lossesonat i onal reserves and economids devel
reputation duringhe series of financial crisesccurringworldwide. It was alsat that point

that the debate aboutth®a s hi ngt on Consensus begangs nafyei j i ng
believalt h at  @deiofmac@® control would be superior to the highly liberal economic

policy used in d&JS-oriented financial framework.

Another major impaconChi na 6 s f i n ahmed99aslwassthe hiandower af Hongt
Kong. Before 1999, Hong Kong was under the administratiothefUK. The 1970s was an
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era of a rapid emeemcefor the financial industry in Hong Kong due to an improving
relationship between Chirendthe UK. The reformabn in Mainland China provided huge

business opportunities and strong backottgHong Kongdés economic devel

Hong Kong itself as an open harbawith access tdhe Chinese market attracted numerous
financial institutions. The British Hong Kong gaviment adopted higlevel liberal financial
policies, including the abolition of exchange contrtigimporting and exportingf gold, and
restraint on foreign banks. Though under the governarbeBfitish Hong Kong government,

the main target andependent object of Hong Kong finanagas China. TheCPC did not
recognise the Treaty of Nankinthe Convention of Pekingor the Second Convention of
Peking,but insistedon the handoverof Hong Kong to Chinese authority insteakk to the
economic structure, privileges were given to Hong Kong to kieeptatus quo. Hong Kong
Basic Lawz Chapter V Section 1 clarified that Hong Kong enjoys a high degree of autonomy

in its financial sectar

AThe Hong Kong Special Administrative Regi
(Art. 106)

é

The Government of the Hong Kong Special Administrative Region shall provide

an appropriate economic and legal environment for the maintenance of the

status of Hog Kong as an international financial centr@Art. 1090 (PRC.

Peoplebds Congress, 1990)

As the Articles indicate, such policy was significant in maintagnthe stability of Hong
Kongbs economy, as we | with itg gpeniharlsour pdanteimediayn  a s

rol e in Chi na 6 alsoguarantedn ralé as ireepaat.n c e . |t

Furthermore,he mai nl and and Hong Kong bewththe each
latter providingstrong financial and technical support to the former. Correspondingly, the
PBOC promised to bear the liability of stalsilng theHong Kong dollar according to the

bilateral agreement on repurchasing US Treasury Bonds signed by both in 1996 (Chen, 1996).

This was a successful mgver as the previous sectionshow&h i naés sol i d nat.

13 This law came int@nforcedon 1st July 1997
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was able to reducan Asian Financial CrisismpactingHong Kong and presernvbe stable
value of the Hong Kong Dollar. Mutual benefithas beenconsiderable thraghout the

development of Hong Kong.

For China, incorporating Hong Kong into its financial structure was a huge step forward in
terms of market reform. Meanwhile, the strategy of maintaining autonomy in Hong Kong and
close macrecontrol in Mainland China proved to be effective, especially after the Asian
Financial Crisis when Hong Kong was exposed to severe financial instability. In other words,
if Hong Kong was subiject to strict control as it was in the mainland, it would leselttantage

of being a free port and regional financial centre; on the other hand, while in need of integration,
if the mainland market was fully liberalised, China would not be able to stabilise its domestic
monetary system due to lack of regulation dreimpact of global crises, not to mention being

the regional stabiliser.

Overall, the period of the |l ate 1990s il lust
eruption oftheinternational financial crisis and the handover of Hong Kong. WHile&had

liberalised its financial market to a certain extent, a concentrated 1oact®| remains as the

core of the Chinese financial system. The dtedk approach enabled China to withstand

impact of international incident and maintain largely indéstability.

4.5. RMB Internationalisation

Due to the progress of globalisatiohete is always a natural need for one currency to be the
singlecommon internationalenominatiorfor all countries. If the world did not choose the US

dollar, it would have chosemcurrency from anotheountry. As concluded by Helleiner and

Kirshner 009, the reserve currency usually has to bear several obligations, including the
ability to exchage, storeandvalue,while, more importantlyact asan anchofort he wor | d o6 s
monetary system. These functions and roles can be reflected in several aspects of economic
andpolitical activities. Central banks of each country are not enfynomic entitis but also
governmental bodieddonetary policy and currency, therefore, imply the status of markets, the

instrument of certain authority, and the grand strategy of the whole nation.
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As the market indicates, the reserve currency certainly has enoughtiattr towards plagrs

in international exchange. The sources of such attraction rely langtdg preexisting market
share of the currency, as well iasliquidity and a transactional network. Market share is a
directbasisof currency hegemonyntil 2014, the US dollar maintaada sharef around 60%

in the foreign exchange marketith about 25% by Euro, whereas the RMi®k up less than
3% overall(IMF, 2016) Though occupying the majoriposition in terms oforeign exchange
reserve, the US dobr still suffers negative predictions that it would endasethe world

leading reserve curren@ventually.

An influential amount of existing literature has showexpectatios forChi na é <0 R MB
dominaethe markebver time(e.g.Bowles and Wang2008; Cohen, 2031 Eichengreen, 2005

It is notnecessary to elaborate on the point that dollar hegemony is challenged currémly by
Euro, instead of the RMBn terms oflong-term analysis and prediction, the current stagstic

on market shararesuperficial, thuscontaininga natural defecOvera longer period, there is

theobvious downfall of the dollar compared to half a century ago.

The Triffin dilemmahas already been suggesésda major reasdor this, for theunipolarity

of thedollar wasundoubtedly a failur€Triffin, 1960). The decreased occupation of the dollar
was in facdue to aradjustmento the dollar hegemonic system itseif order to maintain the

do!l | ar 6 s mainfleence. Fhougle expectingf increasing popularity, BB is
actuallyfalling far behind the US dollar while the latter is still the most favourable currency
(Figure 4.3) From the perspective of market share and market dominance, there is a possibility
for the RMB to outdo the dollar, howeyérwould be asignificantandlong process. Bcause

of thelengthyand unpredictable upcoming timeline, in addition to both China and the US being
active and dynamic actors ¢ime worldstage, the pattern of international finance waalkb

be more dynangithan ever.

Liquidity and convertibility are the other major aspects consideredrnms ofreserve currency.
Liguidity stands for the scale of flow of a certain currency, especially the usagecaftdéncy
outside ofthe original country.Chen and Tia (2013), from China National School of
Administration, state that the function of an international currency should not rherabhout
storage, but more importantly be reflectedtive valuation, settlement, investment, and

financing of businesss Such tinctions should include the ability to open letters of credit,



guarantees, and honour checks regarding international financing. More specifically, to carry
out financial derivative business corresponding to interest rates, exchange rates, stocks, and

bonds Thus, the status and influence of a currency can continuously improve and expand.

It would be insignificant for an international currency to be kept in stock without anglse.
pointsout that the direct output of capital in RMB should allow angsuforeign institutions

and individuals opening RMB accounts within their countries, so that the RMB could enjoy
thenational treatment of making deposits, finance, and various securities investment. Moreover,
the liquidity of market investments must leasufficient security, timeliness and effectiveness
(Chen,2010.

Figure 4.3Market share of trade financing by currency, 2012 and 2013
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Thus, besides being held by countriesaagsserve, liquidity is an additional parameter
reflecting on the acceptance of one currency by others. In the most simplified way, the wider
use of this currency, the more liquiditycibntains Adequate liquidity usually createnough
trustin the curency, therefore maiag it more likely to be held and used, because it can help

to minimise vulnerability to external shocks.



As Figure 4.3 and 4.4 indicatdiquidity of RMB is increasinggradually taking over the
secondplaceposition, and keeping ta general trend of growth. The transactional network
indicates the convenience of converting it. Namely, there is afoeedcertain network to
support transactional activities. With the support of a friendly netvwaankyertibility can be
greatly enhaced.An opened financial market arle stock marketin Shenzhen and Shanghai
as well as Hong Kong, have provided sicplatform for transactions to be taken place in
China.

Figure 4.4 China crodsorder trade RMB settlement by month (Jan 201an 2014)
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In 2016, he RMB wasdetermined to be a freely usable currency and will be included in the
new SDR basketThis can be a great step forward for the internationalizationed®MB. It

is supported by the massive sizetlé financial market inside China as well as the more
frequent use of RMB outside its bord&@he market is free for entry and exit. This Wwerthe

same for currency. Economic entities are free to choose the currencies they wish to use during

atransaction.
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However, froma governmental perspective, the major currency is determined by what tools

and instruments are usatla political level.The extra grip of central control means China is
unwilling to float iIits RMB exchange rate due
currency market (McKinnon, 201B32169. Besides this institutional restriction the
internationalcurrency not only reflects the level of usage in tradamgl other financial
activitiesbut also the degree of recognitiate governance level. Thus, the dominance degree

of national currency in crogsorder transactions can also indicate political damae, namely

hegemonic powethat thiso bt ai ns . Chinabés currency esandoub:
and ischallenging the US dollabut the disparity between themsis huge thait cannot be

cleared up within a short period of tifemuch more complicated questioaskswhether there

will be a point of equilibrium between the currencies.

Overall, it is certain that a long period of time is required befoeeRMB becometruly
internationalThe i nternationali sati on-imprbvedRaMB/ toi mp | i c
manage monetary stabilityhile promoting the liquidity of its currency general. It also

means that Chinads financi al powerculmeacy been
related financiapowerdefined by Kindleberger an8trange. However, from the aspects of

mar ket share, converti bi {divengcpnomigalermdintans di t vy,

a relatively weak foundation

4.6. Chapter Summary

To conclude, the internal reform tife financial sectohas seen a deep transformation in the
nature of banking and credit allocation in ChiG&ina has absorbgutacticesrom the West
and combinedhesewith its own nationalnstitutional structuresThe aimof the reformation
wasmarket liberalisation, which to a great extent haderpinned a period of rapgtonomic

growthover recent decades

The separation between administrative and financial miesstitutions provided a clearer
division of dligations and liabilityfor governmental offices, central bamkand other
commercial banks. TheePo p IB&nk &f China which is liable to make macro development

policies handlel the overall trend of development independentlsing a duaidtrack
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framewak. It also adopted a series of monetary polictescorrespondwitht he O mar k et

socialisto6 appr oac h. theBrarket edoasnywasestllisheédwas welb n a | c

A gradual but slow and trimming reform was introdudedcommercial banks andther
financial institutions.The Iberalisation of capital flow, cash flow, and the concept of credit
became accepted. The resofitthis turned out to be finewith thereformation alloving for
higher efficiency when performing economic activities. Thatral banKocusesprecisely on
adjustingthenational interest rate and exchange rate, while commercial eemkdreed from
being linked tostateowned enterprisegirms of all kinds are ablto borrow credits from the
commercial banks if meeting certain requiremehit® introduction of stock exchanges further
allows businesses to utilise available funds from the public. Although still in development, the
credit rating system has come inttape to safeguard the interests of investlayers in the

financial markehave thusachieved atate ofhealthy competitiomompared to the past.

At the same ti me, t he o0 p eerposedsitsto tleefimp&thoif thea 6 s f
internationakr e gi me . Neverthel ess, ChinabsheAsafi or m s f
Financial Qisis provided a chance for China to show off its abundant national reserve and the
advantage of powerful central contral It causeda discussion on whether thBeijing

Consensus is superior to the Washington Caoswisenas well as improveatie relationship

between China and others, especielbpng Kong SAR andomedeveloping neighbours

As the progress of development speehdp, ex@nding economic growtm Chinawas seen to
stimulate external cooper at i onowasomworkingione ver
promoting the international status of the RMihich recentlyjoined the SDR basket. The
RMB hasthusbecome thsixthmost sed currencyn the world, and its status will improve in

the future backed up bgontinuous economic growth.

Nonet hel es s, sGueturasaadtee sdmie tinggmoblématic. The transformation
from highly concentrated central command adree marketis a lengthy process. The
reformation and openingpo f Chi na 6 s f stilhlesstlcan lzalf a centupld, and | s

it facessimilar problemgo theold Nanking governmentvith alack of experience and experts.
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First of all, much policy-making aims superficially to solve the surface phenomena, ignoring

the actual probl em. This ki nd inerfsifiedinterab i ng |
instability and inequalityMajor policies have beemmadethat focuson institutional and

structural changewvith little detailed guidance on the operation of various financial institutions.

The space left blank leavebe governmentwith an opportunityto explain and modify

regulationsbaskon t he st ateds need.

Secondly, the degree of market freedmmainsshallow. Asstated beforereform is a long
process and a fee market mechanism cannot be built in one day. To have a mature and
complete financial regime, there needs to be a sound regulatory and legal, ssteell as
effective implementation. It iV take more time for China to establish both afsth Before
that,Chi nads f i nwauldaamais dperatirghderrthehigh level of governmental

controlandthe majority of financiainstitutionswould be guided directly by the state

Arguably,C h i nstylé effinancial reform andyovernance has its advantagstimulating
discussiononwhbte r 't h e @IS Ieitenthan timoAdnerican liberalised economic style.
Nevertheless, purely focusing @inancial liberalisation and financial deepeniagot useful,
instead, further reform and improvemewitl be needed ovethe forthcoming decade® that
China can leveits power with leading Western countri@$e task for China is more difficult
thanit was for the West, because while continuing the process of liberalisation, vulnerability

and stability must also be taken into account.

Ov er al | finanGdpowea ltas been notably strengthened due to the rapidly expanding
internal financial markeand stable monetary management since the 1978 financial reform.
Banking reform introduced credits -ownedo Chi |
enterprises and private firms can further seek capitals via the stocks exchaiigése

emerging credit rating system reducing risks. On the other hand, A strong government control

over financial instruments aims to safeguard stability against the dropback of -apemedket.

However, agnentioned in the paragraphs abptlee rebrm is superficial and restricted by

0 i de o ldactgneédd a Iparadox for the Chinese government at the moniénis the

foundation ofC h i reeoBosigoower in relation to the internal aspect of the finastoecture

is insufficientto be defined as source ofhegemonigower.
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This chapter examines he pattern of With interaaical fangial g e me n
institutionsand how effectively China is inserting its influence into the international financial
regimeTwo mani festations of Chinabds engagement
IMF and World Bank being consider@longside recent attempts to create new organisations

in the spheres of financial stability and development finance, respectively.

The generalobservation is that China ielatively passive within existing international
institutions,but proactive increating parallel institutions that nonetheless are supportibe of
existing order.China is becoming more proactive than it has previously in terms of
participatingn predominant global financiaistitutions, with its overall status being promoted
alongside its improving economic performance. Although China shows increasingly intense
engagement with existing UI8d institutions, itsncreased power within those institutions is
incremental and limiteth comparison to the deeply rooted dominance ofi8eMeanwhile,
China, with its emerging and developing allies, is perusing a regional influence by setting up
new institutions side by side with those that predomi(i&igchan 2012) Such a move poses

a significantly enhanced Chineseonomicpower to tle US in relation to the leading role in
coordinating the international financial system, although it also compliments the system that

exists.

This chapter firstpresents theationalefor the focus of analysis adopted in this study of the
external influece in institutions of international financial governance. Then it analyses each

case in the following ordérf i r st , Chinads engagement with t
the existing international institutions under US hegemony, followed by the cdse BIRICS
ContingenReservéArrangement (CRA) and Chiang Mai Initiatetsltilateralization(CMIM)

as emerging institutions for the purpose of financial stability, and finally, the New
Development Bank (NDB) and Asian Infrastructure Development Bank (AlIB) as emerging
equivalents of the World Bankhe overall conclusion delivered through thieapter is that

C h i nexansmic power manifested from this external aspect of finast®ictureis

insufficient to move towards a hegemonic status.
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5.1. Operationalising the study of the Finance Pillar: Engagement with

International Institutions

The topc of hegemony and international institutions has received substantial attention over the
years. Seminal scholarship suggests that establishing international institutions can be a key
mechanism through which a rising power serves to-iodks position ofrelative advantage
(Ikenberry 2001). There is a broadly shared interpretation that the-@45 architecture of
international institutions was, to a notable extent, founded on the basis of US guhvaimed

to facilitate the promotion of US preferencasd interests through the international system.
This chapteexplores the changing relationship between China and a selection of existing and

more receninternational institutions involved in monetary and investment regimes.

A number ofthe existing literature have explored the relationship between hegemony and
international institutions. This section provides a synthesised overvi¢ine cbntemporary
understanding of this relationship, including theoretical writingsttos topic andsome

empirical stulies, before presenting the organisation of this chapter.

The existing literaturdnas suggested that international institutions interact with states in a
contemporary IPE structure (e.g. Keohane, 198i8)er, 1997).A substantial body of work

explores the ways in which hegemonic power uses and structures international organisations,
and amoremodest body of work exples therelationship between chaing the distribution

of power and the performance of international organisatibashegemonic regime or balance

of power is to change, it will manifest such change through the operatitmitfernational
institutions. Overall, it is confirmed that
within international institutions and can be examined through aspects of the formal governance

structure, informal mechanism of influence, andiinstut i onsd bal ance of po

International institutions are widely acknowledged as possessing two key faatioeasg
intergovernmental and having determined rules. Being intergovernmental determines that the
mechanism of international institutions istethased, where states are the actors in relevant

activities. This feature distinguishes international institutions from otheigoeernmental



organisations and civil societies, which do not directly reflect state interests. Meanwhile, with
legally binding rules and regulationgiternational institutions represent relatively formalised
spaces within the international political econofbyffield, 2007).SinceWW]I, international
institutions, as specialised agents, have been effectively undertakingkhed teansnational

problem solving (Zamora, 1980).

Existing studies suggest that internatiomatitutiors can function as form of hegemonic

power in contemporary international politi¥®hile Kindleberger (2013) clearly points out the

role of a hegemon in establishing order through international institutions, as demonstrated by
the case of the US, Keohane (2005) consider the establishment of institutions an instrument for

the hegemon texterd its reign when entering the phase of hegemonic decline.

Regimes and institutions appealttoh e h e qagenda to @ursue optimal interests. The
establishment of international institutereduces transaction costs by building up economic
cooperabn (Keohane, 2005 Betts 2017%; meanwhile, from the aspect of policymaking,
international institutioacan also reduce the cost when one interverieas n ot her 6 s d o me
law. This is particularly true since the global environment has chaswm@gmatcally since

the great wars. Interdependence between stategraduallybecomestronger and peaceful
development has become a key theme worldwide. Power is interpreted not only tifv@ugh
material aspects, but also has become structural, institutiorhlingangible. Conventional
international relations literatures have also largely agreed that in history the establishment of
certain international institutions, through the process of the formation and the legally binding
operating rules, symbolise the ergence of hegemonic regimes, as well as its weakening and
collapse when some institutions fail to mainttiaglobal orderas designedKenberry, 1999;

Krisch, 2005;Kindlerberger, 2018

It is widely heldthat international institutions agemajor instrumentn the construcion of
global order and arg/pically used to suppothe interests of the great powerd.Keohane,
1988; Keohane, 1998; Bohle, 2008turrell, 2001; Bieler and Morton, 2004)n the
contemporary structuréhehegemon would prefer to achietiheegoak governing international
regimes through institutions, extending its influence over subordipéagers and
consolidating its interests worldwide. The Gramscapproach has particulatyghlighted

that the role ofmaterialsi market and capital, as the social forces of the dominant capitalistic

classi are taking increasing controf political decisionsand as a result, economic and
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financerelated international institutions hateenlargely aligned to proma free trade and

free flow of capital as their core agendas (Gill and Law, 1989; Cox, 1981).

In the current global environmenhis meandJ S hegemony, as i nternati
deeply influenced by US power, [and] USwer also rests in large part upon the ability to
influence international organizationsd (Ston
of international institutions, namely the IMF, provides conditions and resouraes¢ed
coordinaing amongcountries with various domestic laws, especialhe vital circumstances

of crisis.

In short, the reason for a hegemonic power to create multilateral institutions can be concluded
asbeing so6t hat institutional agreements can | oc
congenial and st ablThisatowsltieehagenion t& iesartitecore walue 2 0 0 3
and interests as principles; such a congenial and stable ordémusgamovide the conditioa

for both strong and weak states to pursue their maximum and mutual benefits in the long term.

To sum up, current IPE theories deem international institutions as insteegoeciallyat
the momentor following the birth of a hegemonfor achievingglobal governance based on
t he h e g e-mteresblsternatienalfinstitutions have a direct link to hegemonic power

and can often indicate the status of that power.

Much literature on hegemony and international institutions lookhetole played by the
current preponderant powerimternational institutiongkeohane, 2005young, 1986) In this
regard, typicallycontemporary literaturéocuses orthe US and contemporary architecture.
This literature highlightsthe importance of forral governance structures, informal
mechanisms of influence, and balance of pai@ey. Stone, 2011; Woods, 206ohane and
Nye, 1974). The main body of this chapter uses the concepts of formal and informal
mechanisms of governance to explore the rolggueby China within existing and emergent
structures of global governanda the paragraphs below, existing literature that explores

formal and informal mechanisms of governance are reviewed.

One major strand of empirical studies focuses on the forndhlirdformal governance of
institutions. It is suggested thAeUS engages witternational financial institutions, namely

the IMF and the World Bank, via formal power structure and informatechanisms of
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influence (Woods, 2003). These two kinds oustrt ur es justify the | e

fal)

embodied in the institutions.

Other literature also supperthe suggestion, presenting that US structural poweritand

influence on the IMF are reflect@aforms of formal and informal governance. More precisely,

formal governance usually refers to formal rules containing standard operating precedure
including oO6voting rul es, property rights, a
(Stone, 201113); whilst informal governance is inexplicit and varasording todifferent

contexs, allowing powerful states to extend their own interests as long as they are not explicitly
forbidden. Stone also points out that the building of an instituti@b@t the balancingof

interests via formal and informal governance. While weaker members safeguard their interests
through consensual formal rules, powerful states enjoy more benefits via informal governance

besides the mutual interests set by formal r(B¢sne, 2011).

The formal structure of international institutions manifests largely in the formal consensual

rules that facilitate interactiolthe formal design of the institution and its written standard
procedureis acknowledged as the source af ind i t u tegitiomacy aw reason forits

participation (Hawkins et al., 2006; Koremenbgson, and SnidaR001). The most important

element of tis formal structure is the voting mechanism which gsamémbers the authority

and power to make decis®mA st ateds f or mal power within a
rights, veto power, membership on committees, or other control rights that are legally assigned

to membersdéd (Stone, 2013:125) . It is an expl
institution can specifically point out the agenda, core interest of the institution, and operational
method, regardlessfc oi nci di ng with the | eading statebod
mechanism, voting shares can be mathematically measured to préssegeneral picture of

power distribution among member states (Martin and Simmons, 1998).

Meanwhile, informal governance is the other strucwused byinternational institutionsn
parallel to the for mal rul esi.s dowtoniccke nep toin
| eading state and the externalities that 1its
1988, as cited in Stone, 2011:33). Informal governance can be anggstcit are outside

but not forbidden by formal forms obgernanceandwritten rules of the standard procedure.

States with stronger structural power are more capbdaercisng their power outside the

rules. Informal forms of governance within international institutions are nhkedy to be
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powerful playeré6 i n s $ andudesggmeltd maximise intereshecaussmall states are often
underrepresented and decisiong gfobal institution, for examp)ehe IMF are often made in
the Executive Boardroomvith little transparencyClegg, 2012vanHoutven, 200p Despite
being inexplicit, informal praatesfeature manipw@tionthrough transparency and information
asymmetry (Stone, 2011; Stone, 2013; Christiansen and Neuhold, 2012).

Other empirical studies focusnt he &6 bal ance didnal platesfolowingn i nt e
Keohane and Nyebs i niateifoand tootialyays repgresemtrthe solen st i t
interests of thenostpowerful states, because if not offering enough to the weaker actors, the
design wouldbe urable to attract enal participation and hendés effectiveness would

diminish. As a result, big states may, for example, sacrifice dominant voting shares to maintain

the legitimacy of the situation antbmpensate by exerting power fimarginal areas. The
balancesought is tofirstly maintain the accountability and credibility of the institutions
themselves; then to maintatime stability of an international system by showing consideration

to both the great power arttie subordinate players, often in the form of shaping agenda
(Keohane and Nyd,974 Niou, Ordeshook, and Ros2007).

Some reflection on the relationship between hegemonic transition and international institutions

are offered inthe existing literature. Specifically, it is suggested by Stone that when an
institution becomesut of control of the hegemon, the great power magase to marginalise

or abandort h e m, meaning they no | onger rteyddect th
when they were initially built (Stone, 2011). Such examples include thmlpfilure of

Bretton Woods, the US bypassing the UNSC on the Iraq War decision, and the WTO after the
Doha round (Glennon, 2083 Glennon, 2003b;Mercurio, 2007). However, it does not
necessarily mean that the hegemon or the institution has failedateippinstead, it is irthe

process of seekingnewequilibrium and rebalancing power.

To explore Chinaédés shifting relationship wit
of hegemonic transitigrthis chaptefocuseson two dimensions:irstly, examiningCh i na é s
behaviour within preexisting institutions thatdwve previouslypeen dominated and controlled

by the US; and secolydstudyingChi nadés participation in some
that have overlappmfunctiondike those USled institutionsand arearguably challenging the

role of the latter ircurrentglobal governanceAs Heep (2014) points out, a country in the

position of a creditor can often allow it to exercise direct press on other states.
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Because the focus of this thesis is the transition of power, the context of this studyssiessid

a newrising power enterin@grealm where a predominate power already saistl is in charge.

Therefore, inside the lorgtanding USed Bretton Woods ingtitions, a clear power contest

can be captured between China and the O8i nads i nterest in these
discussing a€ h i nngefnational status promotssnultaneously withts economic growth.

On the other hand, the world has beenmge@ growing number of institutions founded in

recent years. Some newdgtablished institutions, where the US does not participate, can be
considered as agencies of emerging markets and developing countries (EMDSs) in the same
field as the Bretton Woodsstitutions with China actively engagingith, and pushing fqra

new global equilibrium.

Inotherwords,tpi ct ure the external effect of Chinabd
institutionsas evidence of its hegemonise, themost likelyapproach is to evaluate the extent

of China having influence from within Uled institutions; an@donsideringhe significance of

other similar but noiJS institutions within the overall regime. The second point is to identify

to what extentheinternatioral institution in question can instrumentally affect the global order

as a mani festation of t he .Thefys pmtlookeathpwor | e a
state powers are distributed witla@ninstitutioni in other words, to what extecanthe keading

state exercise its power to control the institution, because despite being created or led by a

certain great power, an institution might not always turn out to serve its tentative purpose.

Most specifically the corresponding casagplying this agproach include the IMF and the
World Bank which date back to Bretton Woodsadcan beconsideredepresentativesf US
hegemony(Kindleberger,2013; and theirChinaled or Chinaparticipating equivalent$
namely the BRICContingent ReservAgreementand theChiang Mai Initiative Multilateral,
corresponding to the role of the IMF, tN®B and theAllB, and serving aimilar purposeo
the World Bank.

The CRA andCMIM are regionaland multilateralcontingent swap arrangements. Their
purposes to minimise the impact dfiefinancial crisis as well as maintain financial stability,
which falls in the same categoagthe IMF. Althoughthey do not hava specific governance
body or appear to have an organisation, they fulfil the criteriasttutions defined previously

that is,being statébased, intergovernmental, and having formal rules of operation.
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The NDB, also known as the BRICS Development Bank, and the AlIB, invest in infrastructural
projects in BRICS countries and Ast®acific deeloping countriesTheypossess a similar

agendao the World Bank. These two institutions, Chipegposed and Chirlad, are believed

to embody Chin sewrdlgifferentéspecteESshblars believe that the design of

these Chinded institutions can reducthei nt er nat i onal financi al SY ¢
and the impact of Americanmriented financial crises (Abdenur, 2014urthermore, these
institutions can also promote Chinese currency and outflow inves(Rent2016and relieve

Chimmbs overcapacity of pr o dThis will pptentiaiytleadute t ur e
increasingrapport with developing countries as well as spread codémterican ideology.

These impacts hint @apotential hegemonic conflict between China and the US, and therefore,

these institutions are chosen to be the cases this chapter will examine.

To sum up, although various strands of the existing literature have studied different forms of
international istitutions, looking at various aspects in various contexts, there is a broad
consensus that international institutions always represent and reflect hegemonic power within
an international regime. Iprominent literatug, a suggestion is made that, to areek
hegemonic power is demonstrated throtigdtontrol of international institutions. For example,
according to Kindleberger (2013), US hegemony was formalised through the establishment of
institutions. Keohane (2005) argues, in the context of declihigemonic power, that
institutions are the mechanisms for maintaining a hegemonic regime and for continuing to fulfil
the interests of the hegemon. International institgticanconsolidatdhegemonicgegimeeven
whenthe relevanpower is in declingExisting literature has also analysed hegemonic power
through formal and informal mechanisms, stating thatew balance of power and new
institutions may emerge at the point of hegemonic shift (Stone, 2011). In light of these
rationales, this chapter explsre Chi nadés engagement with inter

on formal and informal aspects of power, and on these particular existing and new arenas below.

5.2. China and the Existing OrdEnelMF

As a centrepiece of the Bretton Woods monetary systed the symbol of US hegemonic
establishment, the IMF is a lofgganding financial institution tasked with maintaining global

financial stability.Thi s sect i on fermaandinoeal er@agenmeat dvithis
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foundation of the Bretton Woods ordé\fter presenting a brief overview of the history of
Chinabés engagement with the I MF, dynamics su
guota allocation, and staff activity are r e\
within the IMF, although improved, has grown incrementally compared to the US dominant

for mal and infor mal c o nt r odconamicgower lias ot yetM F . T

formedenoughinfluence in this case.

Alongside the internal developmenttb&financial maket, China seeks more intense external

activity to further boost its economic and political capa@&@ince rejoining the IMF in1980,
Chinabés status has been promoted dramati cal
institutions are believed to reftec i nt er est s of great power s,
international financial instittionsi the IMF in this casé can be interpreted as the external

aspect of Chinads growing financial power.

Chinabés changing rol e wit lrirshas Chméashbedédmethe nsi st
secondargestworld economyjoiningthe G20 elitesit has developed a deep interest in seeing

the IMF effectively support atable global economyBryant, 2008:4). SecondChina has

becomea significant representative of the EMD, considering promoting the wellbeing of the

poor as anmportantendeavour. It is this unusual and unique positi@tisd r i vi ng Chi nz¢

activity within theseinstitutions.

Sincethe2 000 s, Chi naos shfedfiomn isaenborrgwer td leader| and
accordingly its financial interests aligned moneth the US and other developed countries.
the area otransnational investmeraind global financial stability there is somelignment
between the preferences of China and those of other leading OECD couiaissg, 005
Christensen, 20)5because, just likevery other country in this wiok, China has no immunity
against worldwide financial ces. When a crisis stardsewhere, it quickly undermines the
wellbeing of massiveamounts ofChinese labourthrough the import and export link, for
example (Chan, 2010). In other cases, crises spread thitmeigiisiness cycle where Chinese
foreign direct investments and finaakiproducts caralso lose great profg (Fidrmuc and
Korhonen, 2010).

Therefore,according to the more general picturegarding the role of global financial

institutions that take care of global financial stability and monetary issues, there is i conf
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or power wrestling between China and the West. Becoming a mhéfotender means that
China has much moresponsibility around global stability wheampared t@reviouslywhen

it wasa sole borrower, and it would be more likelyntakea cautious deisionif the riskswere

assessed as too big/hile embracing the Westewriented global insitutions to cope with
financial vulnerability, China intends to reform the IMF in the long téarclear change in its
compared to its initial attitude of mimiclg the Western syste(Rerdinand and Wang, 2013).
It will begin todemand a bigger share thfe decisionmaking power and a relatively more

equal positioralongside theleveloped countries in the governing body.

I n the | MF, a memberdés status and voting pow
to which it subscribesSince quotas are calculated based on economic performance, including

GDP, openness, variability, and reserves, they are regularly revaweatljusted. Moreover,

the Executive Board of IMF had been under criticism for a long time for its lack of
representativenesand calls for quota reform have been made by both academics and
politicians (Stiglitz, 2003; Woods, 2000). Especially since queftamin201Q Chi nads act
guota and quota shares have both seen a significant increase, whereas the other five major

memberdaveall received deeased quota shares (see Tablg.5

Table 5.1 IMF Historic Quotas and Quota shares of Major MemlagesSt

20062008 2012 2017

Quota Share(%) | Quota Share (%) | Quota Share (%)
China 8,090 3.994 30,483 6.390 30,482.9 6.41
us 37,149 17.660 82,994 17.398 82,994.2 17.398
Japan 13,313 6.552 30,821 6.461 30,820.5 6.461
Germany 13,008 6.107 26,634 5.583 26,634.4 5.583
France 10,739 4.502 20,155 4.225 20,155.1 4.225
UK 10,739 4.502 20,155 4.225 20,155.1 4.225

Source: IMF, seenttp://www.imf.org/external/np/fin/quotas/pubs/index.htficcessed 10
May 2018

Currently, in the structure ofMF, the quota for China is 30.4828llon SDRs,the equivalent
of $43.014 billion6.41% of the total. This quota entg&lehinato a 6.09% voting poweamong
all members, making it the third most powerful state wittiel MF6s f or mall gov

structure. It is also slowing closing the gap between &£ad the top two, the US and Japan.


http://www.imf.org/external/np/fin/quotas/pubs/index.htm

However the 2010 quota reformvasnot as deegootedas many haveuggestedThe BRIC

countries together received an increase of 3.46% voting shares with China being the winner;
however, the OECD bloasws avery slight decreasewith the rest of the world, mainly small

states with poor economic performangepping byabout 3%in voting power. As no change

occured to US voting power, it remains the most powerful governor of the IMF and can
potenti al | y majoededsios whighrelguitd-adnsajority of 85%. In comparison,
togetherthe BRICcountriescurrently possess 13.71% voting pow&s. such, the extend of
Chinabés formal power wisthtedn t he | MF should n

Indeed it has been suggested thia¢ tgains in formal power made by China run far below the

l evel warranted by the countryds economic ¢
economy over recent decadesndng the other BRIC and developing countri€ina is

considered the most undepresented member of the IMFRalthoughhaving 18.59% of the

worldd gconomy in terms of PPRpting power 0f6.16% ought tdoring aboutcontinuous

adjustmerd in the foreseable future Weisbrotand Johnston, 2016). The voting power of

BRIC countrieseven after reforms haytakemnplace still does not match their sharewbrld

GDPs (Nelson and Weiss, 2015 Wi t h Chinaés GDP growing at
country becoming more active internationally due to marketization reform anthgpgm it

is very |ikely that Chinabés quota share amo

correspondingly, its voting poweriNvgradually gow as well.

Beyond this measure of formal influence, a series of dynamics surrounding informal influence
can be exjpred to shed further light on the relationship between China and this important
existing foundation of global financial governanktanwhile, Chinese representativéshe

IMF are also endeavouring to promote its stdtuterms of the geographic logat ofthe IMF
headquartetsetworking, easy access to informational resources, and theasivities and
activeness of sthfthe US hatheunparalleled advantageistkey for many scholars like Stone

to illustrate US poweusingthe informal struttre of international organisations. Because the

US enjoys this deeply rooted institutional advantage, China, here referring to Chinese staff and
management withimstitutions, have few option®r acquiing further power. In principle,

these options con@own to getting their voices heard more frequently rmndeclearly.
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On the management levehe Chinese ED and governor have been challenging the formal
power of the previous leading states through the informal channel by advocating reforms and
makingalliances with other EMDs. In 2007, during tHén IMFC meetingthe Chinese deputy
governor made a statement suggesting quota and voice reform adearmstrategyor the

IMF, specifically stressing the role of EMD¥MF, 2007) shortly aftewards at the IMF and

World Bank 2010 annual meeting of governdise Chinese IMF governor also made a
statement reemphasising and calling for quota reftivtf, 2010) At the 28th IMFC meeting,

the Chinese deputy governor affirmed the result of reform and pomiethat EMDs could
potentially challenge the legitimacy of the IMF if the institutiad dot adapt tdhe current

global structurglMF, 2013)

Instead of making direct proposals andioglfor the votet he strategy of Or
awarenesso t hr oug h appaarste belwerkingaQhida insthe bbrigerrme nt s
The effortmade byChinese governom® push forward formal reform turnede disadvantage

o f C hlackno&irdosmal power intanadvantagevith its increasng formal power.

Some existing literature defines one form of poweraaunty going for an alternative
arrangement and bypassing institutions,®d form
which waspowerful enough to forcadecision (Stone, 2013). The G20 hmasv replaced G7

as a mechanism for clulbased control ovethe IMF, ande mer gi ng economi es,
devel opment &nally gettiagttheis \ices lacaré more frequently (Sta2@l1;

Gallagher, 2015). The legitimacy and stewardship of international institutions would be
insufficient if Chinawasnot included in the major leader cantpis is simply because the

increasing interdependencytbEg | o b al e ¢ o n ogrowingstredgth@hablerGhines

t o, 60t hrough madn e twd ity aggpowiliextgnt, its foreigndard security
policy wreck the international systemd (Pent

China as a member of the new leadership grofiigrs an effective coumtrbalanceto US

dominance. The expansion of leadership from G7 to G20 makes it harder for the US to
negotiate, especially when the latter intend to exercise informal power by making arraisgement

and bypassinghef or ma l voting syst ednbe takeh iinto sérisus opi ni
consideratia, even if the US wislsto reachan agreement through negotiation with other

leading states. In other words, China is gaining relatively more pwitem the IMF

governing due to its economic performance, espedallywing the 2008 crisis.



Furthermorewhile joining the elite camp, China still paseself asbeingstrongly allied with

other underdeveloped countries an&MDs. Nowadays China 6 isformal power can
materialise through bilateral arrangensgrdften with developing countries, that bypass
institutional rules or decisionisin other words, that invalidate the role of the INFer instance,

many African countriesre willing to provideaccess to resources in exchamgreloars and

investment from China. The most significant case of thiskiqtactce i s Chi nads $2
loan to Angola via channels outside the IMF (Alden, 2005). This is because, on the one hand,
IMF loans often comewith conditions, sometimes rather hamtes(Goldstein et al., 2003)

while, on the otherChina has the resoucand ability to provide funidg to counterbalance

Western dominance (Humphrey and Messner, 2006).

More of this kind of examples can be found i
outside the IMF and other UI8d institutions. Bilaterally, China invests actively in Africa and

South America for infrastructural development projects provideeh more options than
conventional institutionslo (Zweig and Bi, 2005; Ray and Gallagher, 20)5Furthermore,

Chinaled institutionsi the AlIB and theNDB T are also taking up an increasing portion of

funds and loans provided to developing countri@skine,2015 NDB, 2016. These two

strands of engagements are further explored in the later section of this chapter (Section 5.5 for
Chinal ed institutions) and Chapter 7 (for bil a:
power within the IMF, its powevia new institutions and bilateral cooperations demonstrates

its rising influence in the global financial regime and continues to marginalise conventional

Western institutions.

To sum up, there is clear evidence that China has been actively engagédevithit MF. Chi n a
guota contribution and voting power have significantly increased to 6.41%, almost double that

of previous decades, while Chinese staff have been calling for fairer detialong
mechanisms. It can be interpreted that as its economigsgirgrcreases, China has shown a
greater interest in Iimproving its position w
cases of giving out funds and loans, it was able to counterbalance the IMF due to its own
financial resources. However, theseno suggestion that China would proactively seek to
overtake the IMF regime as it isbaneficiaryof the existing structure, including financially;

also, it is not capable of doing so as the US retains the power of veto over any significant

structural change.
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Il n short, Chinabdés power within the | MF 1is
marg nal . While significant i mprovements have
position in previouslecades over all, Chinadés power to influ

compared to the power of the US.

5.3. China and the Existingd2r: World Bnk

In the other leading global financial institution, the World Bank, China has also gained

significant power growtin severalaspect$ hi s secti on proceeds by e:
voting power within the Bank, the implications of its coexistirajlst as major borrower and

lender status, and its cooperative support for particular projects within the World Bank. Overall,

the suggestion is that although having achieved incremental power gain within the organisation,
Chinaos

power aenWbrldiBank temains licnged dug te its ddmestic poverty

issues, includingegional imbalancae nd o v er p o p udcanamicquower in K@lation a 6 s
to its engagement with the World Bank is limited and insufficient to become hegemadyc
Followingthe &6éVoi ce Reformsdé of the Wor thdttodka nk , r
place in 2010 (Vasta, 2010), China joined the ranks of the largest sharehwlttetise IBRD

and IFC oping for an increase in capital share Subsequent | y,ervithn nads
the IBRD climbed from 2.77% to o d a&.$%33%s making it the thirtargest decisiommaker

ahead of Germany, France, and the UK (Wroughton, 2010). China is also among the top
countries vith both their own executivedirector and exclusive constituencies. The detailed
share subscription and voting power of China within each of the organisatidestbe World

Bank Group can belentifiedin Table5.2

Table5.2Chi naods

Ssubscription and vodndADB 2000 wer i n

IBRD IFC IDA MIGA ADB
Subscription 4.77 241 n/a 3.12 6.444
Voting power | 4.53 2.30 2.19 2.64 5.4%4

Source: World Bankseehttp://www.worldbank.org/en/about/leadership/votingpowers
[Accessed 1May 2018] Asian Development Banlsee

https://data.adb.org/sites/default/files/ar2@i-appendix1.pdfAccessed 13une2018]
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According to the Article of Agreement, in most cases, vowitgin the World Bank requires

a simple majority and sometimes@ecial majority of twethirds, threequartersor other The

extreme case of voting in both the IBRD and IFQ, example,amendingan article of

agreement, is when a super majority 85% vote is required. Based on the current voting power
distribution within the IBRD and IFC, only the US, the largest shareholder possessing 16.28%

and 20.99% voting shares in each organisation respectivelyhdaswer of veto tblock a

major decision alone. Therefore, in the current structure of the World Bank, thel uSastis

the most power, wher eas Clutrenmidssaufficent.Dueto power
possessinghe power of vetoover the World Bank, the US can overturn decisimgarding

significant organisational changes thaiuld potentiallyshakeits dominance, for example, a

significant increase in Chinads stock subscr

On the other hand, similar to the reaction to IMF quota reform, sch@aeslso commented

intensively on the World Barik goice reforms. The focus dfig¢sedebates is undoubtedly the

sufficient representation of developing and transition countries (Clark, 2017; Strand and Retzl,
2016). I n order to maintain the World Bankds
changing global order, the ina@ng weight of EMDs (Wade, 2011), and calls for further

reform from within the institution (Lu, 2009also,t o r eal | ocat e member séb

allowing substantially more voisérom the relatively lower tiers.

Surely the road to extensive voiceawhs would lead to obstacles, such as from the US and
those with vested interests; nonetheless, as many miidiiee developing countriesre
emerging at a much faster pace than the advanced world, the general trend is heading towards
afairer ground foall. China, as the leading emerging economy with the biggest share of wealth
andthelargest populationis likely &ble to see an increasing voting power within the existing

global financial institutions in the foressdefuture.

Moreover, it is also wah mentioning that sinckeunching aseries of organisational reforms

and increaing contributions, China has its own executive direteffice to soldy represent

the country among a total of 24 EDs the IMF Executive BoardThis is thesame as its

pasition among the 25 EDwithin the World Banki makinga significant improvement for

China.In this case, &iving an individual EBo f f i ce can strengthen a <c
because the director is able to focus on the sole interest ithesente country. Especially

when votingondecisions, the ED representing one couisttgss concerned and does neéd
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to divide votes into different proportions for the interest of different stakeholders (Momani,
2013).

Despite its promoted voting poweE, h i ndandosstrated capacity to exert influence within

the World Bank organisatigmemains modestt is widely ackhowledged that control over the
Worl d Bankds budget represents an important
(Clegg, 2010,Clegg, 2014Simmons and Martin, 2002). It is through this mechanism that
member states are able to support either bbaaeld reform to operational practice in the Bank,

or to support the emergence of more specific
to exercise such control can be seen to be relatively limited, given the constrained volume of

finance suppliedby China to the World Bank.

Based on data recorded by the World Babkinad position isboth a borroweof the IBRD

anda ¢ | é@nedns of @apital subscription and contributions to IDA replenishni@mnha
graduated from the IDA in theiscalYear 1999. As a lender, it makes regular contributions,
for example427.94million SDR for the most recent &8DA replenishment, as well as 199.05
and 107.02 million SDR for the previous two; but the number of its contributions are far behind
many Western cdributors, such as the US and the UK, who manage to contribute just shy of
3 billion SDR for each replenishmefwWorld Bank, 2017)

As a borrower and classified as an uppeddle-income country, China remains asnajor

borrower of the World Bankvith cumulativeborrowing of $50.5 billion for 343 projects from

the IBRDatthe end of November 201Figure 5.1 and 5.2 show that China has been receiving
loans for multiple projects from the IBRD each year, and theuatsoof each project vary
between $10@100 million in recent years. There has been no significant dedrgagenumber

of projects approved each year, meaning that China maintains an active borrower of the World
Bank.By the end of 201, 7China still ha 98 orrgoing IBRD projects worth $10.07 billion and

111 ongoing IFC project{Global Reach, 2017)n comparison, according to World Bank
records, other lending members, the US, Japan, France, Germany, and the UK, have been sole

lenders since the 90s, folwi ng Japands ful |l repayment of it
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Figure 5.1IBRD Loans to Chin&imelineby Projectsn USD, 20062008
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Figure 5.2Number ofChinese&Projects Approved by IBRD Board
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Although China has been dramatically promoting its phensive economic and political
strength, a complex set of factors, such as population, regional imbalance, and productivity, is
holding back its per capital income level; thus, ranking it as an upjakelle income country.

Chi nads c hi e stsatedifekest framrthtbse of the @tlhrerdeading states, regarding
the World Bankdéds purpose of tackling povert.y
may face the situation whereby lenders hold their human rights or other political issues hostag
i for example, in 2000, when a project in Qinghai province was cancelled because of concerns
over Tibet (Wade, 2009). In order to receive investment, China must meet the requirements
attached to the World Bank loans for borrowers without having mucim siegermining those
conditions, this is in addition to circumstas@ehere other leading states are able to easily out
vote China (Woods, 2000). In this case, China has rather limited control over World Bank
decisions even though it has become the orthettop six members with an exclusive ED

office.
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Nonetheless, China does indirectly influence the World Bank through its foreign direct

i nvest ment . Chinese banks weatleastf$Dld billibntb o h av
developing countriesetween mieR008 and mieR01® and t he Wor |l d Bank p
its cooperation with Chinese banks by venturing joint projects (Bretton Woods Project, 2011).

With emerging multilaterial e vel opment banks springing up oV
lending dropped sharply (Wang, 2013pmeevenargue that large sum of capitals from China

and Chinded instituions haveendered the World Bank irrelevant (Clemens and Kremer,
2016).Although sometimes labelling itself as a developing country, China is asserting itself as
the 6wave of the futured and representative
groundwithin the World BanKWade, 2011).

Previous studiealsofound t hat with Chinaébés assistance,
recipients also face fewer conditions when acquiring World Bank funding. It is believed that

Ot hey receive 15% fewer-poontdithonsafwthi avE€hy
investment and funding from China to developing countries able to reduce the size and
conditionality of a World Bank loafHernandez, 2017:544This finding demonstrates that
China has the abil it yWadrol ddiB auntked socho peevreant idor neap

I n short, Chinadés power within the World Ba
relatively marginal. Although compared to Ch
been a great achievement, Chi nlawobecaysoolvteer t o |
unsolved poverty. Chinabdés borrower position
t he Wor |l d Ban kecon@ngeower through eBdagementowsth the World Bank

is limited that cannot form global hegemonic influence.

5.4. China and the Emergingd@r: CRA and CMIM

The previous sections suggested, broadly in line with expectationgHfemnisting literature,

t hat Chi n anihe World BahkuaedriMFeemains limited. Below, attention is turned

toward new instittions created by China that parallel the functions of the IMF. After
introduwcing the CRA and CMIM, this sectioreviews Chi nadés voting power
activities within these aforementioned institutions, followed by a comparison with the IMF.

Overall,the suggestion is thas the leading figure in the CRA and CMIM, China demonstrates
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great capacity and willingness to bew a regional leader. However, it is important to note
that these new institutions are important coempnts to the existing Bretton Woods

institutions, not replacements.

As a major rising powertiis possible thatChinamay wish to circumvent its status a
subordinate member of existing institutions andregimes by seekng out alternative
arrangememstand arenathatallow for enhanced capacity to promdateinterestsThe Chiang

Mai Initiative represents one potential manifestation of this dynamic.

For the purpose of maintaining financial stability, especially since the 1997 Asian Financial
Crisis, a regional reserve scheme has been carried out amongaSoutkian countries,
including China, Japan, and South Korea, namely the Chiang Mai Initi@Mé).(Initially

built as a regional currency swapping mechanism, it later upgraded into the Chiang Mai
Initiatives Multilateral (CMIM) in 2010 and was institutionalised by setting up reserve pools

as well as implementing operational rules.

The CMI tfiégndodyincludes a Resolution Facility and a Prevention Facility in addition

to its governance body, whidk, as indicated, responsible for supervision and resoluition.

recent years, the ASEAN+3 Macroeconomic Research Office (AMRO), as an independent
international organisation, was also established to provide policy guidance and supervision for

t he CMI M. The CMIM peacetime checkludet and
vari ous s cenéEMiMo2168, prepariag tré€spoBdiactlyeand effectively to

potential major financial crises.

The reserve pool of the CMIM currently tota®4® billion, approximately 1/3 of IMF quotas,
amongst which the O6plus 36 countries (China,
reserve. More specifically, China (including Hong Kong) and Japan, are the leading
contributors, each taking up 32% diettotal reserve contribution. The voting power of the
members is determined by their financial contribution plus a basic vote. As a result, while
others possessing a much less significant number of votes, China and Japan, sa8visia

of the total véding power, making them the most decisive figures within the organisation
(CMIM, 2016b) However, due to the special autonomy given to the monetary authority of
Hong Kong, the voting power of Mainland China is in fact 25.43% which may be a potential

obstate for China in acquiring further influence. Yet, this is a very minor setback, as most
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significant decisions require 2Bajority T meaning that not a single country has the power of

veto, a great distinction when compared to the IMF.

Ingeneral,itcame concl uded that the &édplus 36 countr
with China and Japan obtaining most power 8
governance body includéso co-chairsto coordinate any activities triggered by swap requests,

andthesecea hai rs consi st of one of the 10 ASEAN ¢

Besides voting poweaind control ovethec hai r, Chinads influence o
many informal aspects. There are arguments that the CMI was initially dechinytJapan,

with China advocating for the formalisation of rules and the transformation of CMIM. From

t hat perspective, the CMIM is mainly the fr
concluded that the power source of China comes from its redgradel volume, the amount of

its foreign reserve having surpassed Japan since 2006, as well as the tremendous amount of US
debt it holdsTsoand Yeh 2013. Since Beijing has been totally ready to spend its large reserve
onforeign diplomacy, regional cperation with neighbouring countries, as in the CMIM, is a

good place to start (Jiang, 20Xk, 2009.

The CMIM, then, represents a quantitatively significant new addition to the regional monetary
regime in East Asia, and a structure in which Chinmyenconsiderable mechanisms of
influence. However, it is important to note that the CMIM maintains significant operational
links with the IMF. As such, the CMIM is fundamentally supportive of the IMF, albeit in a
manner that may introduce a degree of rumstitutional competition. The IMF alonis
increasingly unable to providaufficientstabilising finance to countries in need shown in
examples of Asian Financial Crisis, Greece, and Egypt, whereas joint funding is now the
common practiceBoughton 2004; Litzand Kranke 2014). CMIM represents a mechanism

for potential concerted lending with the IMF across ASEAN countkési( 2017).

There is a general trend whereby the CMIM is growing in strength and importance as it enlarges
itsreservg ool and increases Othe drawabl e proporf
and Yeh 2013:114). In practice, this means that borrowers can draw @pger8ent of their

swaps prior to agreeirtg an IMFrescueprogramme, meaning that the 30% drawalflind is

the delink portion.



Scholars believe the establishment of the CMIM represents a step towards the
institutionalisation of an Asian Monetary Fund that will provide the region with independence
from the | MF. I t 1 s s iomgigtEssatrangementhisaaligne@withilsa 6 s p
interest & RMB internationalisation and move away from U8ollar dependencyo RMB
reliance(Grimes, 2011Tso and Yeh 2013)

Overall, as to the future of t hetab@®dodmiand Ch
growth of China and Japaare key foundatios to Asian financial stability; however, the
increasing financial and political instability in Eurgpes wel | as Americads ¢
towards globalisation undd?residentTrump, are potential risksNo significant crisishas
occurredunder the CMIM framework. The CMIM has not yet been drawn wgnoe its
founding.Therefore, the CMIM resolution mechanism disdeliability are yet to be tested in

real practical situatias) nevethelessthe experience of incidents happening worldwide have
equipped the CMIM with valuable lessons for its daily operation and crisis prevention (AMRO,

2017).

Anot her st rexterdal engage@dntiwithanéwsstructures of international monetary
governancdies with the BRICS Contingent Reserve Accoulrihancial cooperation among

the BRICS countriesasv the establishment of the CR#hich fulfils a similar purpos#o the

IMF. It wasdesigned to ease the shtetm balance of payment presstoeBRICS members

and maintain financial stability by providing emergence soani t h me mber sé con

reserves.

The CRA is based on commitment rather than subscrgpbtbrstocks, meaning that other
member states are required to provide only when a funeljisested by a member reed.

China has committe#i41 billion according to Article 2 of CRA treaty, which is 41% of the
initial total $100 billioncommitted resourc and just 3% o f Ch i holdidgs oftheo t a |
foreign reservéBrazil. Ministry of Foreign Affairs, 20114 Article 3e also indicates that the

voting power of each member is calculated based on the proportibaictontribution plus

uTi Il April 2018, Chi n a6 s SekGhinaStag Administateom ve t o

of Foreign Exchage website. Seettp://www.safe.gov.cn/wps/portal/sy/tj#ccessed 25
May 201§
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5% sharedequally among all membersgnder this formula Chi nads voting pow
CRA is 39.95%s.

The CRA, asarelativelysmaller and more flexible mechanisvith just a handful of members

has a governance organisation consisting of one governing council and a standing committee.
Both these governing bodies are expected to maksidesiby consensus; except when the
standing committee is dealingwiido r e queithbt b en e wa l or request of
the | iquidity or pvheeea waightedwoteaby the promiding memivezsn t s 6
is required Brazil. Ministry of Faeign Affairs, 2014Art. 3cii & 3ciii).

As a very recent development, the CRA can provide limited information on its operation. There

is no dedicated research institution linked to supervise it, neither can abundant academic
research be foungklating to this arrangement. It is not fully materialised as no reserve pool

has formed like for the CMIM, insteathere has merely beencommitment. Because it is

relatively small, flexible and informal, there is still huge uncertainty regarding theerand

the future of the CRA. Nevertheless, it can be inferred that the CRA can potentially become an
organic component of the global financial system just as the CMIM, especially against the
backdrop of the | MF&6s i n s sdghificanceamdinfluén@mect i on a

substantial due to its economic size and reserve size in comparison to the other four members.

To sum upas outlined Strangene of the core characteristics ofirsancial powerrelates to

the ability to manage monetargtability. In addition, Kindleberger has also emphasised
hegemony to be th&illingness ando provide stabilising finance during a time of cridighile

both the CMIM and BRIC Contingent Reserve Account remain untested during times of crisis,
through thei creation we see that China is willing and able to take the lead in institutionalising
international financial stabilisation mechanisms. In both cases, China has played a prominent
role in creating structures, is the largest supplier of capital, andswpedgponderant control.

As such, while their durability and effectiveness are yet to be proven, the CMIM and CRA can
be seen to represent significantvaments in the shitbwards hegemonic status on the part

of China.However, it will take a certain amotiof time before China moves forward to global

leadership from the role of a regional hegemon.

15 5%6/5+41%%*(1005) = 39.95%



5.5. China anthe Emerging @ler:the NDB andhe AlIB

In recent years, as regional equivalents of the World Bidmgkemergence of thdDB and

AlIB has caudt the attention of both politicians and academics. This sectionaexgimine
Chinabés engagement with these newly establi:
aspects of their organisational structures and operational activities. The analy&isusilbn

the NDB and then the AlIB. The overall insight is that China has proactively supported the
establishment of these infrastructure investment institutions, with its substantial material
resources playing an important role in furnishing the orgtoisa However, the NDB and

All B do not cover some of the World Bankds c

are unlikely to overtake the latter.

In the face of a doublstandard and sometimes ineffective Bretton Woods institutions, the
BRICSountries have beea$l@ibilion CaisgenhResetvaRool orh i n g
arrangenents for strengthening global financial safety ( Si n g h , TheZdsudlt®f:sc® 4 ) .
discussion washe NDB, officially founded in 2015 by the five BRICS, a year after the
Agreement on the New Development Bamkssigned in July 2014NDB, 2014) According

to the Agreement, the general agenda of the MB provide capitaio its member statefor

sustainabledevelopmental projectssuch as fundamental infrastructure and clean energy

supply.

The establishment of the NDBcluded a total of US$100 billion authorised capital, of which
US$50 billion accountedor subscribed capitalequally distributed among thi®unding
membersThe voting power of eactNDB member is calculated based on the shares held by
the member, with one share worth US$100,000 at par. At the moment, membership of the NDB
remairs limited to the five founding memberAs one of theseChina sibscribed capital of
US$10 billion holding100,000 shares as 20% of the total voting pothersame as the other
BRICS membersMeanwhile the NDB has another US$50 billism unsubscribed capital.

This means that potentially, if any eligible state idimg to join the organisation or if any
existing member extesdts subscription, it will lead to changésthe distribution of voting

power within the | imits of the institutionos
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Although NDB membership is open to any country recognised by the UN and no specific
amount of capital stocksubscription is presented, the Agreement has laid down certain
conditionsfor when a subscription becosmvalid 1 if 1) founding members hold less than
55%o0f voting shares; 2) nehorrowing members hold more than 20%; and 3) afoanding
member holds more than 7%DB, 2014:Art. 8c).

Therefore, over the timeas new members join the NDB, China along with other BRICS
founding members would possess a minimum of 11% of the total voting power easthl and
maintain their leading position; as anopposite extreme scenario, Chirauld possess 56%

of the total voting shares if it subscribed to all the unallocated capitel, althoughhis is
unlikely. Under any circumstance, China can certainly maintain a dominant position in the
NDB, either alone or together with its BRICS alli@s the controlling bloc of the bank;
currently,as a founding membat,enjoys a 20%shae of thevoting power which is equal to

the other four members.

The organisation of the NDB includes the Board of Governors, the Board of Directors, and
ManagementBesidesthe Board of Governopossessinghe ultimate powers in decision

making accordng to the Articles of Agreemerthe Board of Directoris in charge of most of

the decisiormaking. Directorsolelyconsist ofpersonnel from the founding memloe@untries

as each of the five BRIC&untriesappoints one director and one alternate, piotherwise

elected by the Board of Governpis terms ofadditional directorsJudging from the current
arrangement of the NDByith founding members each subsangpto an absolute equal share
ofcaptajland based on t he Bmanahghgothermanagementrstaflaip pr o a:
can be assumed that each directocugently entitled to an equal share of lifba voting

circumstance.

Furthermore, he management consists of a president and fourpresidents who are
responsible for managingdtdaily functioning and operation of the NDB. They should come
from the five founding members on a rotation basis and are appointed by the Board of
Governors to certaitask areasCurrently, the Chinese representatid&an Zhuy hasthe role

of vice presient and COO of the NDBvhile vice presents from other member stéialsl the

roles of CRO, CAO, and CFO. The roles of the presidency are also on rotation as stated in the

NDB agreement in order to show absoletgiality and mutual respect.
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Among the BRICS countries, Chihasthe biggest economy berms ofsize, especially since

the 2010swhen Chi nads GDP e x c eceutdteedputtopether. Toiast he o't
partially due to its domestic financial reformation as mentioned inpteeious chapter.

Resource and capital are allocated more freely and accordingly to the market deamahe

introduction of various kinds of financialassetas di ver si fi ed Chinads f
may lead to further capacity and abilifpr Chi nadés fi nanci al structu

enhance its external influence, especially among its BRICS cohort.
The NDB has been officially operating for more than a year. The 2016 annual report presents
thecurrent organisation and personreifrentachievement, andhajordecisiors made byhe

NDB. In this report, the frequency of words is showodisws:

Table 5.3 Word frequency of the NDB 2016 annual report

Word times word times
China 46 Russia(n) 19
Chinese 7 Africa(n) 9
India(n) 29 Brazil(ian) 7
RMB 13

Source: (NDB, 2016)

Words directlyaddressin@hinaappeathe most, much momso than for ther member states.
Chinadés involvement, as pr eperspedivwe @f geographich e an
location (in terms ofheadquartgr involvement of relevant persons, borrowing and lending
activities, and projectdor exampletheNDB bond was i ss interdbanlonl!| y t
market and two out of the five approved projegts € i n Chi na. Chinads ¢c
participating in the NDB operation is also included in the report, which leads to a much more
frequent appearance of Chitacan be assumed fromeben u mber s t hat Chi nads

with the NDB is much morentensive thamor other members

Furthermorewhile the Chinese currency ispeciallymentioned in the repqrthe remaining

currencies were nasprivileged. The repoigtateskey parameterfor loans specifyinga few

types ofloans provided. Among ¢hsix differentloan types,ier e i s one <call ed
Project Loan itheothRrMaein USD.iCbrespondirgly, by the end of 2016,

the NDB hal received $2.2 billiorof paid-in capital and approved 7 projects worthy of $1.561



billion; among the 7 approved projectsyo of theloanswere made to China in its local
currency, the RMENDB, 2016)

In short thisis the first casavherean international institutiorhas used somethidgesideghe

US dollar asa major operational currencyMoreover, this is an exceptional case that only
applied to NDB loans to China, as no exceptioterms ofloan currency has been made to
other BRICS members.

Furthertotheel endi ng activities, the NDB has al so [
banks on top of theapitalstocks collected from member states. The first NDB green bond was

i ssued in Chinaos tonpRMB as eart ofdsfikaacing idsgumband n a

was considered very Osuccess fyeal strategyc (blPB;, di n g
2017:7). The green bond dha size of 3 billion Yuan, the equivalent of $449 million. Two

Chinese credit rating agencies were also granted the chance to asd$¢B8tand botlgave

anAAA rating to the institution upon issuance of this first green bond ddn be interpreted
asasustainable infrastructural project in Chadbowing for the acquisition dunding in local

currency through the NDB with a soveneiguarantee, while the funds eventually coming from

a Chinese commercial bank.

The use of local currency and the process where funds go through different hands greatly
reduce various aspects of risk, for example, exchange rate and timeframe. Althoagiréhe

press releases on plans to issue similar bonds in other member states, none have yet
materialised GalbraithandHolmes 2017). The NDB currently still operates mainly based on

the US dollar, aside from the RMB business.

In short, current numbenmsdicate that a large proportion of NDB activities and operations take
place in China, based on Chinese resources and communication chBeoalse China has
the capacityresources anthformation, itshows a much more intense sort of engagement with
the NDB than the rest of its BRICS cohort

In comparison, some arguments on the US contrahgtitutions suggest thatsieffective
controlis due to the great number of members, insufficient representation of small states, and
coalition among bigtates due to aligned interestisatthe USis allowed tobypass formal

rules (Stone, 2011). While the World Bank has 189 members, the NDB contains fiverely
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with highly consistent mutual interestshas also been operating fess than two year$he
decisionmaking mechanism of the NDB is much more flexible compared to the World Bank,

and each member can be sufficiently represented.

The director meetingsake a relatively simple formand although a formal vote can be
requested by directors andosiid be recorded, there is no record of any vote taking place in
the minutes of the quarterly Board of Director meetifiDB, nd). Most likely, decisions by

the board are madhroughconsensus

The new approach stated in the NDB strategy
streamlined project review and i mpl ementati
andthatapproval of projectis based on risk assessment (NDB, 201 7#j)s means delegating
investment decisions to the crealitdinvestment committee, which comprises of the president

and all vice presidents, each represegta member state while having the directors and
governors focus on higlevel policymaking.As presidacy is set to be on rotation and all

members are represented in the credit and investment commniiteeefote, having one

member trying to imperceptibly dominate or manipulate the NDB against the will of other
membersis anunlikely achievementNonethelss, through theaspects ofmarketcapacity,
resourcesind locationsand informationit can be confirmed that China possesses a rather high

level ofinformalinfluence on thé\DB.

AnotherChinaled institution with developmental and infrastructural pggs the AllB.and
here,China has drawithe atention ofa wider range of participants. The AlIB is also of
developmental purposss itaims to investn infrastructural projects developing countries,
mainly Asia. At the momenthere are38 regionalmembers from Asia and Oceaniand
Eastern European, and 20 a@gional members. With new members signingwugrtime, the
AlIB is constantly expanding iterms of scale and there are consequent chang#wto

compositionand distribution opower.

As laid outin the A | | Briictes of Agreementthe voting power of each member state is
determined by a combination of basic votes whtdke upl2% of the total votes equally
distributed among all members, share votes, &d@unding member votedlB, 2015: Art.

28); the initial authorised capital stock of US$100 billion is divided into one million shares at
apar value of 100,000 each shardiB, 2015: Art. 4).
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By the end of 2017, statistissh ow t h at Ctiomn of ital is 9S$20 S804 milhion,
31.021%%6 of the total subscriptionyith the power of 30®18 votes it thus accountsor

26.64920 of the totalAlIB, 2018). Compared to late 2016, thispresentabout a 2% decrease

i n both Chi n atél sharssand vimg rshate€\dB, 206 p With approximately

US# hbillion of capital still awaiing subscription, assuming all prospective founding members

will have ratified the AlIB Agreement and China maingtime size of its current subscription,
then ultimately Chinabés voting power shoul d
secondargest voter occupying less than 8voting shares individually at the moment, and

all current memberfacing adecrease in voting powers when new members join, Ghilha

maintain its dominant position in ti#dIB voting system.

Furthermore, as its agreent has state@nymajor decision, such as the distribution of income

and the issuance of capital shares or new membess$tupld be approvedwitmé af f i r mat i v
vote of twathirds of the total number of Governors, representing not less tharfolordies of

the total voting AlIBwWeIs: And. 28). THisemeamethab as rChirda  (
currently hold 26.649246 of the total voting poweandpotentially a mitmum of 25.58% it

has, in theory, theower ofveto to disallow any major decisiofiom the AlIB; that said,

China has declared that it would never use this veto power

Besides the voting system which may shape the desisi@ade bythe Board of Governors
who represent the supreme power within the institution, the AIIB formal governance also
contairsa Board of Directors analpresidency. Directors are elected by governors and can cast
votes based on the voting share of the govenbcselected them. The current structure of the
Board of Directorsandthe approximate voting share by each directoshmvn in Bble5.4,

with the Chinese direct@hown topossess the largest sharelad voting poweroverall, and

other delegates halag shares ranging from 5% to 14%.

Table 5.4 ED offices and voting pow@tovember2017)

Director | Constituency | Voting | Total Director | Constituency | Voting | Total
No. power power
1 Jordan 0.3783 | 5.6585 | 8 Denmark 0.6073 | 7.8273
Oman 0.5064 Hungary 0.3058
Qatar 0.8222 Iceland 0.2853
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Saudi Arabia | 2.5975 Norway 0.773
UAE 1.3541 Poland 1.0303

2 Azerbaijan 0.5017 | 5.3037 Sweden 0.8457
Brunei 0.3171 Switzerland | 0.9156
Darussalam
Georgia 0.3185 UK 3.0643
Kyrgyz 0.2937 9 Iran 1.7156 |9.1995
Republic
Pakistan 1.2154 Kazakhstan | 0.9365
Turkey 2.6573 Russia 6.2499

3 Bangladesh 0.8736 | 4.6025 Tajikistan 0.2975
Malaysia 0.3694 10 Austria 0.7274 | 13.7892
Maldives 0.2758 Finland 0.5531
Nepal 0.3432 France 3.3579
Philippines 1.1651 Germany 4.3723
Thailand 1.5754 ltaly 2.6224

4 China 27.5186 | 28.433 Lux 0.333
HK 0.9144 Malta 0.2816

5 Israel 0.9554 | 5.4226 Netherlands | 1.2128
Korea 3.6901 Portugal 0.3287
Mongolia 0.3068 11 India 7.9254 | 7.9254
Uzbekistan 0.4703 12 Cambodia 0.3262 | 5.0055

6 Egypt 0.8644 | 1.1206 Indonesia 3.3443
Ethiopia 0.2562 Lao 0.3085

7 Australia 3.6467 | 5.7122 Myanmar 0.5112
New Zealand | 0.6915 Sri Lanka 0.5153
Singapore 0.4979
Vietnam 0.8761

Source(AllB, 2017)

The structure othe AlIB is apparently similar to the World Bank excepta smaller scale.
There is, however, a fundamentabanisationabifference between the two. As presented
previously in section 3, among the six biggest shareholders of the World Bank, five are
advanced countriethat have not requested amyestment for decades. Some scholars have

argued that the weakened accountgbiif the World Bankand IMFis exacly due to such
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organisatios, wherethe rich and powerful determine the future of the weak and poor (Foot,
MacFarlane, and Mastandurf03 Stone, 2004

Within the structure of the AlIB, nehorrowing members occupy less than a quarter of the
total share. China is the biggest investor and, at the same time, also a borrowing country. This
is the oppositef a pictureof the World Bank. In other words, foedeloping countries, the
nature of the AIIB is morene of selthelp than an institution under hegemonic control;
whereas, for no#borrowing members, the major attraction is the huge market of Asian
developing countries in need of infrastructural develapnand pragmatic profitnaking
opportunitieChenandDai, 2015; Sekine, 2015).

Nonetheless, even though China has promised not tiisugeto power or to manipulate the
institution in any form(He, 2016) with such ashort operating historyt is imposible to
arbitratein what future direction the AlIB is head For this particular aspect, it is fair to argue
that in comparison to the World Bank, the AMB | enaudhenore bhesevoleritpwever, a

moreconvincing conclusion will require close obsatienovertime.

Some have speculated that the AlIB poagseat threat to the Uled World Bank as many
European countries have willingly participated in this Chethinstitution (e.g. Heilmann et
al., 2014; Wihtol, 2015; Chung et al., 201Bespite some overlapping responsi@btand
functiors, there arsomefundamental distinctions ithe nature of botthe AllB and the World
Bank.

Regarding the organisation of both institutions, the AlIB tlaarly not set up a department

for researcrand technical suppgrivhile, a large part of the work done by the World Bank
includes providing technical suggestisrand conditions to the fund receivers. The AIlIB
focuses heavily on investment risk and return rather than the ethical issue of tackény po

in the long term.

It can also beonfirmed that the World Bank is cooperating with the Albi@&ause smany
joint investments are carried out. Among 24 approved AlIB projduatse displayed in Table
5.5.areco-financed with the World Bankany otherAlIB projects areco-financed withthe
Asian Development Bank and other regional institutiondedd it is rarefor large AllB

projecsto be financedolely by this entity



Table 5.5 List of AIIBWB joint projects(November2017)

Project AllIB WB
($million) | ($ million)

Philippines: Metro Manila Flood Management Project 207 207
Egypt Round Il Solar PV Feed Tariffs Program Amount unspecified
Tajikistan: Nurek Hydropower Rehabilitation Project 60 225.7
India: Andhra Pradesh 24x7Power forAll 160 240
Indonesia: Dam Operational Improvement and Safety Project 125 125
Indonesia: Regional Infrastructure Development Fund Project 100 103
Azerbaijan: Trans Anatolian Natural Gas Pipeline Project 600 800
Pakistan: Tarbela 5 Hydropower Extension Project 300 390
Indonesia: National Slum Upgrading Project 216.5 216.5

Source(AlIB, nd)

The financing details ahe joint projects above also show that in many of these projects, the
AlIB is playing a supporting role instead of taking the leadildtompare the financial position

of the two, the World Banis more resourceful due to ilsrger membership artdgh levelof
participation from highly advanced countries like the US and Japan. Currently, the
establishment of the AlIB shows littlereatto the World Bank regardinigs purpose, financial

strength, andphere of influence.

To sum up,within the structure of he AlIB and the NDB, China is the leading state holding

the biggestnumberof stocks and voting powerdVith China proactively takg the leadto
establishthese institutions, it presentm adequateamount of economic strength and

willingness toplay the role of aregionalhegemenc c or di ng t o Kindl|l eber ge
hegemony. -Coerciveapfpsoaclin organisingand managinghese institutions

generates mutual benefitand attraction drawing subordinate countries along and
demongrating hegemonic power under the liberal rationale. On the other hand, these newly
established institutions do not passignificant challenge ttheexisting order. This is mainly

due to thefact that the new institutions are merely regioraily partally overlap with the

Wor |l d Bankos fasmalldrfuasize thamthee Whrlal Baithe two see more

cooperatiorthancompetition.
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5.6. Chapter Summary

This chapter examines the pattern of Chinads
intermsot he external aspect of Chinads financi al

hasdemonstrateéconomigpower within thenternational financial systesn

The existing literature has extensively discussed the relation between hegemonic power and
international institutions. By illustrating this with the case of US hegemony, éedjer

(2013 and Keohane (2005) both demtyage the importance of institution to hegemons. While

the establishment of an institution signifies hegemonic power, institutions are also an
instrument for maintaining and stabilising an existing hegemonic regime, even in the context
of hegemonic declineRecent empirical studies show the formal and informal channels by
which hegemonic power can exert power within institutions, arguing that the US remains the
dominant power behind the apparent hegemonic deéthtene, 2011)It is agreed that

institutions heavily reflect the interests of the leading state.

Meanwhile, emergingeconomies as their power grow, often seelka new equilibrium or

alternative ifthey areno longer satisfied with their share of power and interest. Therefore, this
chapter aims texplore through twease strandsoneChi nadés pursuit of po
US-led institutions, andwo,C h i n a 6 t® padidipiednrntajor USexcluded institutions.

In recent years, China has been more actively engaging withstanding BrettoWWoods
institutions, namely the IMF and the World Bank, and seeking nfae&oiceand insitituional
reform so that these institutions céne t t e r me et Cifterest 4 Ferslinapdraadg ma t i
Wang, 2013)Both theeinstitutions haveonethrougha series ofeforms to adjustnemberé
financial contribution and voting power distributiomith Chinabeinggranteda muchbigger

proportion of quotas and voting shares.

However, China has remained a relatively passive member of the IMF; while theydoam

a clear interest in the maintenance of global and regional financial and economic stability, there
is little evidence of attempts to use its influence to pursue specific goals through the institution.
In relation to the World Bank, China has ineatyears gained voting power and increased its

contributions to the Bankdés budget. However,



power accommodating to amxisting institutional structureOv er al | Chinads it
stayed relatively insgni f i cant i n compari son to the U ¢

institutions.

The CMIM and AIIB both represent institutional structures in whose development and
evolution China has played a central role. These developments suggest that China is moving
towards taking up a hegemonic role, by virtue of its willingness and ability to contribute to
making an injection of finance into the international economy, both for development and
stabilisationrelated purposes. However, given the established links bettheeCMIM and

the IMF and the AlIB and the World Bank, it seems like this rising role is taking place in a
relationship that is accommodative of existing structures. Therefore, in structures both existing
and new, the rise of China appears to be takiagepin alignment with, rather than in tension

against, the existing global order.

Overall while internal development of financial systdamdamentallypr o mot ed Chi n:
economipower, Chinads engagement with itestheer nat i
external implication of this rising power. With the enhaneednomigpower, China is able to

become a much more active player in the existing Bretton Woods institutions and a dominant

role in newly founded regional institutions. Meanwhile, becaighe incremental change of
Chinabés influence and participatiomemans eXxi st

limited within a global scope
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Along with its financial reformation, China has seen a qualitative leap in production since the
late 1980s. As touched upon in Chapter 4, the enhanced freedom of capital and organisation of
banking and investment provided foundations for these tranatons. Through this chapter,
attentionis turnedo the sources of strength and weakness relating to industrial structure reform,
productivity, and increased reliance on external inputs and external markets to assess the extent

to which these transformationenstitute a source @conomigpower.

This chapter first provides an analytical framework for studying the issue of production in
relation to hegemonigse Drawing on existing studies, this chaptifines the concept of

production and outline major indicators for evaluating the strengthofc ount r yés pr o
structure. By looking through existing literature and empirical case studies on previous
hegemoni@owers three aspectsan be pinpointeds the focus of this chapter. These, namely,

are production volume, productivity, and exterd@pendence. Following this framework, the

rest of the chapter proceeds to an anabfseach of these three aspects

Overall, the suggestion is that although China is experiencing unprecedented economic growth

in relation to its production volume, itsqauction structure continues to be weakened by low
productivity and heavy external reliance. T
status suffers from significant constraint in relation to the produstiarctureof economic

power.

6.1. Opeationalising the Study of the Production Pillar: Internal

Development

When proposing the theory of structur al powe
sum of all the arrangements determining what is produced, by whom and for whom, by what
met hod and on wh a th:70). énrotimes ShorterSerms aproduetipn is2abolits
generating wealth and adding value. From an
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structure, a fine production structure performance usually indicates aleyadbf overall

strength.

Strangebs definition, however, remains very
of productive power actually are in relation to a hegemonic transition remains ambiguous.
Before carryi ng o ptodueion stauotad, iyisthesefore vital t6 identifya 6 s
what indicators and factors should be assessed in order to evaluate the extent of hegemonic
transition. Existing |iterature have attri bt
openingup d the market, SOE reform, and the emergence of private and township collective
businesses. However, unfortunately, potential indicators for measuring the strength of the
production structure remain unegpecified. By reviewing the existing literature stisiection

identifies three elements to indicate production strudtypeoduction volume, productivity,

and external dependendée paragraphs belowutline the sources from which these focuses

of analysis have been drawn.

Existing literature on empirad hegemony study has indicated that production volume is the

maj or consideration when evaluating a countr
case to illustrate the significance of production volume involves the comparison between China
andmost Western countries. The different production structures of the East and the West, as
reflected in industrial relations, social and economic dimensions, business activities, and so on,
have consequently led to a distinction of economic and politizeépbetween those countries

since the 16th century (Strange, 26)L5

Previous hegemony studies note that taking Britain as an example, between 1651 and 1815,
Britain triumphed in ten major wars against the Netherlands and France, eventually dominating
Europe and other parts of the world. One of the reasons for Britain becoming a hegemon was
that by the end ofhe 18th century, Britain haalreadyoccupieda significant share ahe

worl dos ma n u faadc wasexoceptionatlyuweld entdowedn agricultural term
(O6Brien al®®) .Pilgantaenr,, Asi ads pursuit of capit
as US hegemony can also be identified as vivid illustrations of the positive correlation between

production structure and power.

Whenanalg i ng what was termed O0the mythd of US |

met hod of examining O6the proportion of total
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a) in the United States, and b) by enterprises ultimately headquartered in theStatitscand
responsi ble to the gover nme567).Byhbneakiigdownithegt on 6
statistics, Strange notes that the changes in market share of different US sectors, including the
manufacture of both basic and higgth products, thessvices sector, oil business, and so on,

indicate that the US production structure is still dominant.

The reasons behind this growth in productive capacity were, for Strange, the large mass internal
market of the US, laws and policies encouraging exiloit of the market and control over

foreign subsidiaries. By emphasising the importance of the production structure to analysing
power, Strange also points out that an increasing number of firms, including small to medium
sized companies, no matter ifyate or publiclyowned, are participating in the global market.
Particularly regarding this context of inter
be affected by transnational corporations (
cont i bution to domestic wealth generati-on and

making is in terms of regulating TNC (Strange, 2015

To sum up, in order to assess hegemonic power from the perspective of production volume, it

is to considethevolume ofoutput and market share, among all countries in the world, from a
guantitative standpoint. Therefore, the fir
production structure and the consequent production volumes of each sector, incledirgl th

amount of production and its relative share around the world. This section focuses on the
growth of China throughout time as well as looking at the comparison and gaps between China

and the US.

Besides production volume, additionalindicatorthat is turned to in existing literature relates

to productivity. While there are significant challenges in precisely measuring productivity,
broadly this refers to how efficiently factor inputs are translated into outpfies all, along

with the discovey of new lands and the forming of modern international society, countries

come in all sizes with distinct levels of population and development. Merely judging a country
by its total volume of goods and services being produced wodd becomplete measuoé

power Therefore, the second factor inferred through reading existing literature is productivity.

Most of the existing literaturériefly touches on the relatiship between productivity and

hegemonylmplicitly, productivity is lodged as an importaexplanatory factor in hegemonic
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transition. Analysis comparing the British and US hegemonies hints a forthcoming transition
as Lake (2002) found théty the end of the 19th century, the United States had reached a
relatively higher level of labour prodiinty than Britain, as well as expressing some other

production indicators. This higher level of productivity was, therefore, paving the way for the

later transition of the US, when it overtook Britain to become the world hegemon.

Similarly, Maier, by sudying the policy and political agenda of the US, notes that
straightforward and clear stress on economic productivity in the US has actually existed across
time, and up to the modetha vy . For the US, &éproductivityo
of political settlement in its own righto (
resolve its previous economic issues and reorganise its economic power. It could later produce
hegemony as well as maintain it. This principle was consideredcsessiul that the US also

extended it to its subordinates following WWII, especially those devastated by war.

Building upon Maierds wor k, Rupert further
60t he politics of pr odu ctricularly grifical thgory.eMalkgng g i n g
productivity a political principlein fact, reflects the ideology of liberal capitalism which is the
foundation of US hegemony. By building a historic bloc of capitalism, in other words,
neol i ber al h e g esimoltangquslytcteating th& soeiad isfrasfructure of mass
production and consumptiond as high product

masspr oduction industry, and mai-#38ain soci al ¢

Some other literaturdas also confirmed this opinion and stated that, in its infancy, US
hegemony was grounded in productivity so that it could consequently acquire economic
strength and later provide a large amount of dollar output for the eventual hegemonic transition
(Cox,1992;Cafruny and Ryner, 2007).

Furthermore, the method of using productivity to evaluate the changing dynamic of power can
be found in previous studies as well. In a paper examining the relative decline of US hegemony,
Corden makes an analysis basedJ@&labour productivity and productivity growth, alongside
with other indicators such as gross domestic products (GDP) and dollar value. As GDP and
labour productivity of the US continued to grow, its rate of productivity growth began to slow

down, althought had stayed positive since 197 3his corresponds to the hegemonic decline
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in question and coincides with the collapse of the Bretton Woods system in the early 1970s
(Corden, 1990).

Contrary to production volume, productivity moves focus away from the total amount of goods
but looks at more detailed factors instead. It is connected to variables such as demographic

features, energy consumption, and technological advancement.

Forinsenc e, popul ation growth has been adding |
the latter may come up with different solutions to stimulate output. Productivity is reflected in

the types of production system, such as a feudal or capitalist systdimgdastrial structure,

which is the composition of different economic sectors (Strange p20Abother study on the

rise of British Empire agrees that a shift from the Middle Ages feudal system tareogdezn

style of production was foundational for British hegemony, as resources were allocated and
exploited different |lythig i®©a Bryigenergl ratdr@le Bon.the Ad mi |
perspective of ideology and institutional structure.

For another example, productivity can be influenced by scientific and technological
development. A straightforward example is the Industrial Revolutionhwioiok place during

the second half of the 18th century and the early 19th century. The massive improvement in
production methods and means, due to technological advancements, greatly boosted
production volume and labour productivity, consequently regpiti the Pax Britannica (Lake,

2002; Glym and Booth, 1996; Wrigley, 1988Many economists generally believe that
technological innovation has had an effect on economic growth and productivity gains
(Kraemer and Dedrick, 1999.

More recent studiesanh e O Pr oducti vity Paradoxd al so not
negatively impact productivity as it could bring about the inability of technocratic instruments,

a lack of regulation, and other instances of social regression. Some have argued, thats h a s
resulted in the undermining of one of the main conceptual fortresses constructed by the think
tanks of neoliberal gl obalization, |l eadi ng t

Brefla, 2007:44). Regardlesswhether a negative or pasi correlation has been found, there

16 Also see VanGelderen (1913), Schumpeter (1939), Abramovitz (1956), Kendrick (1956)
and Solow (1957), Arthur (1994), and Romer (1990), as aliiart (Kraemer and Dedrick,
1999.

14t



is little dispute over the idea that productivity, affected by science and technology, can be a

factor determining hegemonic power.

Despite the complexity of productivity, this indicator can be analysed both quaalytand

qualitatively. This chapter aims to examine the productivity of China and the US, focusing on

the following aspects in order to evaluate the possibility of hegemonic transition. First, the
composition of different sectors ithe production struatre will be explored, which is
responding to Strangeds justification of pro
productivity will be presented. According to OECD, among all kinds of productivity, labour
productivity isntépiar ttilcaul @cdryomimpoand st ati s
(Freeman, 2008:5). Several of the IPE literature noted above also privilege labour productivity

as a measure of economic power. Third, an examination is presented on the relation between
technologyand its effeconChi nadés productivity in a qualit:
aspects, aomprehensivevaluatonofh egemoni ¢ transition from th

productivity condition will be constructed.

Beyondthe volume of production androductivity, external dependence featureshaghird

factor of relevance to hegemonic rise and talternal dependence here refers to reliance on

foreign capital and foreign marketo n e 06s posi ti on i n Adcdidngtg! ob al
David Lakedur i ng the 16th to 18th centuries, the
mer cantil i smd (Lake, 2002:128) . As previou
advancements and the Industrial Revolution, Britain had become the model of modern
countrieswhen it reached its hegemonic peak around 1870. The significant improvement in
production boosted the growth of national wealth and was soon urging its overseas expansion.
Many previous British colonies, as well as other countries in the far East, haglagmg a

role in Britainds overseas mar ket as wel | as

At some point, this involved forcing foreign markets to open up in order to sustain British
manufacturing and merchandising. Meanwhiie€Europe, Britain wapromoting its Corn Law,
inducing neighbouring countries to participate in its free trade regime; indeed, regardless of the
actual functionality of the regime, it would ideally enhance exportation and-adhed to

Britainds production structure.
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The hgemonic ascendancies involved opening up the international economy in both British

and American cases. However, as compared to US hegemony, British hegemony was built
upon its trade regime and exportation, as well as its domestic economic strengtir.woatlse
Britaindés production structure needed greate
also means that British hegemony had a higher risk of being affected by other players in the
international arena (Lake, 2002). In fact, as soon as brailee out and the international

economy generally collapsed, British hegemony also declined dramatically.

Similarly, Gamble also comments on British hegemony by comparing the two historical
hegemonies, stating that an obvious distinction between Batalrthe US is that the former
relies much more heavily on trade than does
trade deficit rather than a visible trade surplus in order to stimulate economic development in
other parts of the world economyhigh boosted demand for British banking, shipping, and

i nsurance serviced (Gamble, 2002:130). Briti
comparison to the US, due to the way it stimulated development elsewhere. However, this also
means that the Bish economy was under greater risk of being surpassed by those economies

it stimulated. It would not be an absolute decline in that case, but rélatiieh is sufficient

enough to triggea hegemonic transition.

Correspondingly, Mommsen (2002) notiest by the end of the era of British hegemony,
Britain was at the brink of being surpassed by the US and Germany, not only in traditional coal
and steel manufacturing, but also in some newly emerging industries, such as chemical and
electrical industriesThis can be proven from another viewpoint, that is, when mismanaged,
excessive external dependence can lea@ telative decline in production and, hence,

hegemonic power.

In other literature focusing on different periods of hegemony, Flynn conslurSpanish
hegemony was | argely buildt upon Oextracting
1982:140). Hamilton argues that this form of external engagement proved to be unsustainable,
noting that 6éthe most f amotuSpanishsdociety hacddecormea u s e
addicted to the influx of American treasure; the peninsula could not survive the withdrawal
associated with drastically reduced i mports
(Hamilton, 1937, as cited in Flynn, 1982:139).



Though Flynnés article focuses on the fisca

silver was a currency at that time as well as a commaodity, it is, nevertheless, the heavy reliance
on external actorsin terms of importing materialsthat made thempire vulnerable in the

face of radical changes to the international situation. An excessive level of reliance on colonies
and external players gave the Spanish Empire less say in controlling its own production

structure.

However, it is not to sathat external reliance has an absolutely negative impact on hegemonic
power. In fact, by comparing Spanish and British hegemony as well as other European
countries during the early stages of capitalism, many historians conclude that flourishing
economic pgormance started alongside warfare in a particular period, with mercantilist
economy and war mutually benefitting each other (Ju&fihchez and Jerelgl@&dez, 2012).
Similarly, for US hegemony, although war was no longer a means of recruiting subesdinat
being the leading figure in exportation due to mass production equipped the US with

hegemonic advantages (Norrlof, 2010).

The relationship between hegemonic rise and external dependence is explored in the case of
the US by Krasner in his early work.oF example, Krasner foregrounds the importance of
gaining access to stable supplies of raw materials as a matter of US foreign policy in-the post
1945 period. Indeed, such economic interest in countries within its near neighbourhood and
beyond was identiéid as an important driver of foreign intervention (Krasner, 1978). More
recently, literature has highlighted the manner in which US oil dependence through recent
decades served as a source of structural vulnerability (e.g. Giemres, and Leihyl998;
Gnansounou; 2008; Greene, 2005).

Therefore, how external dependence affects a hegemonic or rising power is dependent on the
contextual specificities of the individual case. External dependence, as presented above,
includes dependence on overseas resoameverseas market. This chapter focuses on the
overseas market and capital resources, and raw material resource will be analysed separately

in the next section.

To sum up, this section seeks to qualitatively assess the benefits and vulnerability that € 6 s

production structure is facing, and to identify what factors could possibly undermine or hinder

14¢€



the continuing devel opment of Chinads produ

forward the potential hegemonic transition in question.

Overal, these three aspects, production volume, productive, and external dependence can be

identified as the key indicators of Chinads
of hegemonic transition. Pr o d u cactwabamourmtofl u me |
out put and its share in the world market,

productionrelated policies. Productivity takes into consideration the sectoral structure, labour
productivity statistics, and the use of technologproduction methods. External dependence

|l ooks into whether Chinads pr odu-orieritedstylest r uct
and assesses the vulnerability of its production due to external factors. By combining the
analysis of these three aspmedhis chapter aims to provide a thorough and comprehensive
evaluation of the U&hina hegemonic transition from the perspective of production structure

as the second pillar of this study.

6.2. Postl978 Economic Liberalisation and ProducVfolume

This section provides an overview and evalua
three major parts, analysing each of the three production sectors of China: agriculture, industry,

and servicaz The analyses contain a historical ovewiof the development and reformation

of Chinabs production structure and a stat.

i ntroduces the institutional foundation of C

Overall, the suggestion is that since economic refoh@,production volume of all three
sectors have seen tremendous development, but at different speeds. The soaring amount of
GDP and rapid GDP growthare based on an overemphasised industry sector. While taking
second place as the country with the highestgppu ct i on v ol ume, Chinads
can be optimised and made more competitive by gradually shifting its focus to the tertiary
sector. At the moment, it is the country with the seelangest GDP, which is the main reason

for considering China asing hegemonic power.

17 According to the Fishe€lark tripartite classification of sectors, thedl production
sectors are about agriculture (primary), industry (secondary), and services (tertiary)
respectively (Fisher, 1939).



The story of Chinads prosperity can be divic
points of 1978 and 1992, as major events oc
GDP growth rate provided by the World Bankedhis story of development. The political

turmoil due to the Great Leap Forward between 19%@0 and the Cultural Revolution of
19661976 greatly impacted productivity, and the reliability of data from this period could be
guestionable. Nonetheless, wicertain is that therdPlenum occurred by the end of 1978

and a series of further reformations, parti ¢

republic into stable, positive and fgsaced economic growth (Figure 6.1).

Figure 6.1 Annual GDBrowth Rate, China 1962015
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The late 1970s is set as the starting point for this study, because it was the time when sectoral
composition, industrial relations, and production methods were reformed after the 3rd Plenary
Sessio of the 11th Central Committee of the Communist Party of China (the 3rd Plenum)
(Tisdell, 2009).
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6.2.1. Agricultural and Household Responsibility System

Before 1987,all the land was owned by the People 's Commune, production tools were
distributed equally between farmers by the Commune, and no reward or punishment was given
based on onedés contribution. Hence, people w
6eat from the same big poté. ddisysemaumdérthect i ve

rigid Maoist system greatly wundermined far me

Secretly carried out by 18 families from Xiaogang Villagethe beginningthe Household
Responsibility System was eventually acknowledged and encouragetheb central
government, then extensively promoted nationwide. Iiviimeites of the National Rural Work
Conferencepublished on & January 1982, a few points were made to acknowledge these

changes to the essentials of Chinads agri cul

@ more than 90% of the rural areas have ¢
for agricultural production é The curren
[different types of] contracting to individuals, households, or gradpse all

legitimate method forpoducti on responsibility allocat
coll ecti v(ePCel®8 nomy . 0

Through this document, the CPC recognised that the time of class struggle and ideological
conflict should be put to an end, and instead to conclude, perfect, biidestd he frequently
appearing word O6contractingd recognised the
insourcing contract between state and farmer, giving greater autonomy to farmers in terms of

the whole process of production. More importantly, #@ad section of the Minutes provided

guidance on the trading of agricultural and dide products:

~

18In the original text, threewords6 6, ~ & , a n @i cauld all be translated into

6contract i ng 6. theldataleddnethofiseof destribatiag résgonsibifities and
ownerships of the products.
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0l ncreasing f ar mer soh raising euwamsingrpocesoonl y r el i
reducing the basic purchasing amousnhut also the development of commypdit

production, to achieve pfCPC 02 abundance ¢

By allowing a commodity economy for agricultural products, fartard and farmestate

relationships were modernised. Farmers were given a certain level of freedom to allocate
resouces and distribute products produced on the land that they were responsible for. This
reform successfully gave farmers the incentive to work and promote the production volume of

agricultural productsand this responsibility system is still in uselay.

Figure 6.2 Agricultural value added (current US$), China 13864

Source(World Bank, nd)

Further reforms were carried out after the millennium based on the existing resthies of
responsibility system r ef orlmaDao coumregafisgdim 198
agriculture were successively published. In the heart of these documents were three issues:
farmers, rural areas, and the agricultural sector. More specifically, a series of policies were

conveyed, including thogealt c ecrhod e rbryi saa j Qksitn

wv6Basic purchasing amountd® means price fixed
products purchased from farmers and a flexible price for products beyond thattamo

200No. 1 Documentsdéd is the nickname given to a
by the CPC Centr al Commi ttee and the State C
main line of action on agricultural reform




























































































































































































































































