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Introduction

resident Xi Jinping’s most recent call for “common

prosperity” made a huge splash in the business

world. The term has risen in prominence amid
an intense regulatory crackdown on China’s leading tech
companies, wiping hundreds of billions off their market value
and sending shockwaves across the global capital market.
Immediately, private companies rushed to establish charity
funds to show how seriously they had taken the words of
Xi. For example, Alibaba and Tencent, the two leading tech
giants, each pledged 100 billion yuan to be spent on various
social and philanthropist initiatives.! Deeply concerned about
the policy change and its potential impacts on economic
growth and business, investors have consistently pulled back
from the stocks of Chinese companies, especially those
listed in the United States and Hong Kong. For example, the
NASDAQ Golden Dragon China Index suffered a 50% decline
in 2021, a sharp contrast with nearly all other major markets
that have reached record levels during the same period.
Given its extraordinary importance, investors, politicians,
and businesses have all been striving to understand what
constitutes common prosperity, why the Party and its leaders
pursue it, and what implications it may have for the world’s
second-largest economy.

Xi's own words do not provide a straightforward answer
to the above questions. In an article published in Qiushi
(“Seeking the Truth”), the Party’s top political theory and
ideology journal, Xi laid out his broad vision for common
prosperity, provided guiding principles, and proposed six
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grand objectives.? The manifesto of the new policy agenda
nevertheless offers no clear road map or explicit policy
instructions. It also constantly wrestles with the tensions
between development and equality and between rewarding
capitalists and restraining their wealth.? It is less clear where
and how to achieve a balance. Moreover, the objectives
specified in the manifesto cover an extremely wide range of
policy areas: from regional development to education, from
business to social welfare and even cultural policy. The sheer
scope of the agenda adds further hurdles to decoding it.

China pundits quickly offered their views on common
prosperity and its sudden rise on the Party’s agenda. Some
interpreted common prosperity as the Party’s new efforts

to tackle the rising inequality between the rich and poor and
shore up its popular support. “Common prosperity and its
official focus of creating a fairer society,” wrote Dexter Tiff
Roberts, a senior research fellow at the Atlantic Council,
“aim to win Xi and the Party support from the people as
China’s economy downshifts to much slower growth and
the demographic challenges of a quickly ageing population
put new economic pressures on families in the coming
years." Ryan Hass at the Brookings Institute similarly viewed
common prosperity as a populist agenda which, through
“championing greater equality, including by soaking the
rich”, presents “Xi a new opportunity to align with the people
against the powerful.”

Another analysis focuses on state-business relations

to suggest that common prosperity aims to rein in the
“disorderly expansion of capital” (FABITSFF 5K), which
is often seen as the crux of many of the socio-economic
problems China currently faces. For example, in an event
organised by CSIS, JPMorgan’s Joyce Chang argued that
a key aspect of common prosperity focused on the “new
economy sectors” and aimed to “control the amount of
profitability and put more regulation in.”® MERICS, a leading
think tank on China, argued that the foundation of the
common prosperity agenda “was laid in recent years as



the Party became increasingly wary of
unconstrained market mechanisms and
speculation.”” “Runaway real-estate prices,
rising inequality and surging costs for
education”, MERICS wrote, “threatened to
tarnish the CCP’s economic achievements.”
Given the latest regulatory moves against
the tech sector, it is not surprising that

this view has gained vast popularity in the
capital market.

The current views on common prosperity,
albeit insightful, do not depict the complete
picture and leave many puzzles unresolved.
On the one hand, the new policy came when
income inequality in China had been on the
decline, mainly due to rising wages,® which
raises doubts about both the timing and
rationale of the policy. Comparing China’s
labour share in the economy with other
countries, Bert Hofman, Director of East
Asian Institute at the National University

of Singapore, doubted that “uncontrolled
capital” had been a major cause of income
inequalities in China.® Wealth inequality, he
pointed out, is not particularly high in China
compared with many other countries and
did not change much from a decade ago.

On the other hand, to equate common
prosperity with the government’s effort to
regulate the private economy risks missing
the bigger picture. Common prosperity as

a policy concept emerged much earlier and
is far more comprehensive than the recent
regulatory crackdown. President Xi's report
at the 19th Party Congress in 2017 elevated
common prosperity to a critical component
of the Party’s second centenary goal (55—
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N—BEEEB*F) to be achieved by 2050.7° As
mentioned earlier, the new agenda covers a
wide range of policy areas and extends well
beyond state-business relations.

This report proposes a novel perspective
to understand common prosperity. | argue
that common prosperity does not mark a
radical policy shift. Instead, it follows the
changes that have already occurred over
the last decade to pursue further and more
comprehensive economic centralisation.
The fundamental purpose of common
prosperity is to support a new political
order—one that keeps significant political
power in the hands of Xi and his closest
allies—and to bolster the supreme leader’s
political survival in the coming decades.

A Centralisation Drive

What is “common prosperity”? The starting
point of my analysis is that common
prosperity has more to do with centralising
and strengthening the Party’s economic
control than improving the welfare system.
While China can significantly reduce
income inequality through better welfare
policies," a route taken by most developed
countries, the Party has firmly rejected

the Western model of welfare states.

For example, Xi explicitly warned against
“slipping into the trap of welfarism that
feeds the lazy”.’? An article published in
the Party’s leading media outlet in Zhejiang
province, the first and only designated
“Common Prosperity Pilot Zone” (1£[3]
=ia7BX), also stated that “common

7
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prosperity is the innovation of Chinese-style
modernisation rather than the replication of
Western-style welfare policies”.’®

Instead, common prosperity offers a

strong interventionist vision that would
further strengthen the Party’s control over
both localities and the market. While the
detailed policies are yet to be formulated
and will leave ample room for “bureaucratic
improvisation”," existing evidence suggests
that the common prosperity agenda

has mainly followed the moves towards
centralisation that have already taken place
over the past decade, more specifically in
the following areas:

First, common prosperity seeks to
strengthen the Party’s control over
government finances and promote further
centralisation in the fiscal system. A
major objective of common prosperity is
“promoting balanced development across
regions” (3R X g & BAIFEM). This is
to be achieved through “implementing
major regional development strategies” (
SOt X IR B A SR RE AN X A A A FE A ),
“perfecting the fiscal transfer system” ({2
SEBY(T4IE), “bridging the gap in fiscal
expenditure per capita across regions” (45
INKIFAIBZ HESR), and “increasing
support for underdeveloped regions” (i
ARIRRIXXAIZFFE). ' All these
measures require the central government
to tighten the control over fiscal revenue
and have a greater say over budgeting and
spending. The document issued by the
Ministry of Finance to support the pilot
zone in Zhejiang also called for reforming

the fiscal relations between provincial

and sub-provincial governments and
enhancing the fiscal dominance of the
provincial government in both revenue and
expenditure terms.'®

The emphasis on fiscal centralisation
aligns with the existing policy trend over the
past decade." For example, in a massive
debt-swap program, the central government
replaced debts held by Local Government
Financing Vehicles (LGFVs) with publicly
issued government and municipal bonds.

It subsequently adopted a quota system to
exert an upper limit on the bonds issued by
each provincial government. Greater control
over local governments’ financing activities
allowed the central government to expand
its financial leverage against the provinces.

Second, common prosperity also supports
the expansion of the Party and central
government'’s authority vis-a-vis that of

the local government in a wide range

of policy areas such as environment,
housing, education, industrial policy, and
public welfare and services. A prominent
feature of the Chinese state since
economic reform has been a high degree
of decentralisation, with strong power

and policy discretion concentrated in the
hands of local officials, whose behaviours
may not always comply with the objectives
of the central government.’® Although in
the 1990s Beijing adopted successful
reforms to centralise the fiscal and financial
systems, most other policy areas remained
highly decentralised. One example is
environmental policy. For decades, China’s
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environmental agencies were weak political actors. Their
position in economic decisions was marginal. Enforcement
was often thwarted by local governments and companies
with strong political connections. The strict environmental
policy and draconian enforcement campaigns adopted
under Xi's leadership changed the situation dramatically:
environmental protection has since become an important
imperative for local officials; the authority of the
environmental agencies was strengthened significantly, and
the Party itself, through the Central Leading Small Group

on Ecological and Environmental Protection Supervision
(PRESIAERIPERTIEMNS/\A), began to assume the
leadership role in environmental enforcement. With a strong
emphasis on environmental policy and carbon reduction,™
the common prosperity agenda follows the existing
changes to consolidate the Party’s centralised control over
environmental policy.

Another example that showcases the centralising nature

of common prosperity is housing policy. Until recently,

the private housing market had been under a highly
decentralised policy environment since it emerged in the
1990s. With the supply of housing land monopolised by the
local government, the latter had strong incentives to boost
the local housing market to maximise their share of land
taxes and revenues. The central government, in contrast,
had limited influence on the housing market except through
periodical adjustments of macroeconomic policies. Radical
changes occurred around 2016 when Xi proposed that
“houses are for living in, not for speculation” (B F2MA¥k
1FH9, REMKELHY). Over the following years, the Party
and central government adopted a wide range of policies
and measures—termed collectively as the “long-term
real-estate mechanism” (BHEIF=H1#)—to regulate the
housing market and control the behaviours of the local
government. The common prosperity agenda reaffirmed
these earlier changes and reinforced the central control over
housing policy.

The thrust

of [common
prosperity] is
more about
tightening
political control
rather than,

as alleged

by some,
addressing
socio-economic
problems such
as worker
welfare and
the costs of
healthcare and
education.
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Third, as widely discussed, common prosperity also includes
a systematic effort to step up regulations on private
businesses, especially giant tech companies. However,

the thrust of the effort is more about tightening political
control rather than, as alleged by some, addressing socio-
economic problems such as worker welfare and the costs

of healthcare and education. The new regulations are

often vague and undetailed, granting much discretion in
interpretation and enforcement to the regulatory agencies. In
practice, “work groups” (T{E2H) are dispatched by the Party
and various agencies to individual companies to conduct
spot inspections and guide compliance. Such interventionist
measures contrast sharply with the regulatory model
adopted by the US and EU based on detailed legislation and
the rule of law.

It should also be noted that the Party placed the newly
created regulatory power under several agencies, including
market regulation, cyberspace, financial regulation, tax,
human resources and social security, transport, education,
among many others. The result is a new regulatory regime
that is centralised but fragmented.

The Political Logic

If inequality is not the prime concern, why do the Party and
President Xi choose to put such a high priority on common
prosperity? The answer is politics. Like other authoritarian
leaders, Xi does not rule by himself. He needs a ruling
coalition, a group of political elites whose support is essential
for staying in power. He also needs to share power and
spoils of office to maintain the loyalty of those political
elites. Successful coalition-building does not follow any
playbook but requires contingent political strategies based
on the context. These political strategies, in turn, shape
economic policies.



The ruling coalition Xi inherited from his
predecessors was a highly decentralised
one, forged initially by Deng Xiaoping in
the 1980s. In Deng's era, the key members
of his coalition were local political elites,
especially those who governed the
developed coastal provinces. Benefitting
tremendously from Deng’'s economic
reform, these local elites became the
strongest allies of Deng, providing him
with crucial political support in his
power struggles against both Maoist

old guards and Chen Yun'’s faction of
central bureaucrats.?

Deng’s ruling coalition inevitably
constrained the policy choices of Jiang
Zemin, who became leader of the Party

in the aftermath of Tiananmen. Without

a solid power base in Beijing, Jiang had
limited choice except to follow Deng'’s
political order. This constraint was clearly
illustrated by Deng’s stern warning,

made during his famous Southern Tour,
that “those who do not support reform
need to step down” (ERKE, HERFT

B). While Jiang and Premier Zhu Rongji
did manage to strengthen the centre’s
authority by tackling some of the most
centrifugal forces (such as the Guangdong
faction) and through fiscal and financial
re-centralisation, local governments
remained hugely influential throughout their
leadership. Local spending still accounted
for a dominant share of the national
budget. Local governments enjoyed
enormous policy discretion, especially

in areas outside the fiscal and financial
systems. With the booming private housing

Decoding China's "“Common Prosperity” Drive | Xin Sun

market, local governments also relied on
revenue from land sales and land-based
borrowing to fund their spending binge.
Subject to limited central supervision, land
capital reduced the financial dependence
of the local government on the centre.
The vast power enjoyed by the local
government fuelled a multi-decade
economic miracle and laid the foundation
for what Yuen Yuen Ang has called
China’s “gilded age”.”"

The decentralised ruling coalition inherited
from the Deng-Jiang era continued to cast
a shadow over politics and policymaking
in the Hu Jintao-Wen Jiabao decade. In

an effort of coalition reshuffling, Hu-Wen
set a new policy agenda to favour political
interests that were previously overlooked,
including the less developed localities,
central bureaucracies in policy areas
outside the fiscal and financial systems,
and state-owned enterprises (SOEs).
However, they faced strong political
resistance, and the process was riven
with conflict. A prominent example is the
intense political struggle around the purge
of Chen Liangyu, former Party Secretary
of Shanghai and one of Jiang's protégés
who openly challenged Hu-Wen'’s decision
of economic retrenchment.? Overall, Hu-
Wen'’s political manoeuvre only produced
limited effects.

Decades of decentralisation and
liberalisation not only weakened economic
control by the Party but also created
enormous space for the private sector.
Private tech companies, backed by

1
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domestic and international venture capital
and less dependent on the domestic
banking system, took full advantage of

the decentralised regulatory environment
to achieve explosive expansion. The

most successful, such as Tencent and
Alibaba, have now built integrated business
ecosystems that cover a wide range of
sectors, including e-commerce, social
networking, healthcare, education, culture
and media, payment, and even public
services (for example, the track and trace
system developed by Tencent under
COVID-19). Business tycoons have also
developed connections with political elites,
including “princelings”, the children of
senior officials. To Xi Jinping, the potential
alliances between the resource-rich
business giants and other powerful political
elites pose a tremendous threat to his
political survival.

The logic of political survival offers a
powerful explanation for Xi's centralisation
moves across the policy spectrum. While
many of Xi's policies may well achieve
certain regime-level benefits, they also
share the purpose of reinforcing the
Party’s control over local governments

and the economy. As a result, they could
consolidate the position of Xi and his
closest allies at the commanding height of
the Party’s patronage system that allocates
the spoils of office. They could also make
it more difficult for private capital and

rival political elites to form alliances, as
the large companies are now under the

intrusive supervision of multiple regulatory
agencies. Ultimately, the comprehensive
economic centralisation translates to Xi's
concentration of political power.

One might be curious why Xi has been able
to pursue such radical centralisation while
his predecessors hadn't. Recall that Deng,
facing complicated political environments
in the 1980s and 1990s, relied on the
decentralised ruling coalition to maintain
political survival. While both Jiang and

Hu sought to build a new ruling coalition
to their favour, and each achieved some
success, neither was powerful enough

to accomplish what they had envisioned.
Xi, by contrast, is less constrained by the
political order he inherited, thanks to the
unprecedented anti-corruption campaign
he launched that removed many of those
who belonged to his rival factions. The
success of Xi's political adventure created
a political environment where there was
no single political faction strong enough to
challenge his rule. As a result, he faced less
political resistance, allowing him to pursue
more radical centralisation. Moreover,

Xi was also able to keep the centralised
economic power distributed across several
of his close allies so that none of them
was too powerful to challenge him. While
the ultimate stability of this centralised
ruling coalition remains to be tested in the
coming decades, the economic policies
underpinning the new political order,
including the common prosperity agenda,
have all been put in place.
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The Road Ahead:
Implications for Business and the Economy

Common prosperity and many related policies adopted
under Xi's leadership will have important implications

for China’'s economy and business. On the micro-level,

the emerging regulatory regime dominated by central
bureaucrats could bring about radical changes to China’s
business environment. In state-business relations, local
governments, facing intense cross-regional competition for
capital and economic growth, tend to be more supportive
of business. By contrast, the central government authorities
have little concern about competition but a stronger
incentive to advance their bureaucratic interests by flexing
their regulatory muscles. Therefore, Xi's centralisation drive
weakens the political support for private businesses while
increasing their regulatory burdens.

Moreover, the additional burdens come from not a single

but several central agencies that compete to expand their
influence within the new regulatory regime. In other words,
while in the past private companies often relied on the local
government being the “dealmaker” in business, they now find
themselves having to deal with multiple central agencies

as potential “dealbreakers”. To be sure, tighter regulatory
scrutiny, especially on big tech companies, is a global

trend and could generate certain socio-economic benefits.
However, as discussed earlier, the undetailed regulations
and intrusive enforcement simply leave too much discretion
to the agencies, adding further uncertainties to business and
risking the suffocation of innovation.

The changing political and regulatory environment has
compelled Chinese private companies to adapt their
business strategies. First, the leaders of several tech
companies, including Jack Ma of Alibaba, Colin Huang of
Pinduoduo, and Zhang Yiming of ByteDance, have resigned
from their posts and kept a low profile to protect themselves
from being targeted by the Party. Second, more and more

Common
prosperity

and economic
centralisation
also mark a
radical change
iIn China's
economic
growth model.
Decentralised
authoritarianism,
the institutional
foundation

of China's
economic
miracle over
decades,

IS gone.

13



private companies choose to bring in
government shareholders and invite
officials to sit on their boards. In so doing,
they hope to signal their political loyalty
to the Party more credibly. For the same
reason, some Chinese companies listed
on American stock markets, especially the
tech giants that control affluent data or
companies that do business in sensitive
sectors, will have to delist from the US
and return to Chinese stock markets.
Private companies have also sought

to demonstrate loyalty through charity
donations and contributing to government
projects, as Tencent and Alibaba have
done in the rural revitalisation campaign
and subsequently in their common
prosperity initiatives. Third, a new trend
emerging from China'’s tech sector is

that the largest tech groups have been
reducing their portfolios and contracting
from expansion and integration. For
example, Tencent planned to spin off its
stake in the e-commerce platform JD.com.
Alibaba has also been divesting itself of
its assets in the media sector. Given that
a crucial aspect of the business model
adopted by these tech giants is building an
integrated ecosystem involving multiple
complementary industries, the current
contraction moves are more likely to

be driven by political than commercial
considerations. More specifically, the tech
giants are intending to signal that they are
not building empires or amassing undue
influence that could threaten either the
single-party rule or Xi's leadership.

Common prosperity and economic
centralisation also mark a radical

change in China’s economic growth
model. Decentralised authoritarianism,
the institutional foundation of China’s
economic miracle over decades,? is gone.
Tight central control is now imposed

on what used to be powerful local
governments in nearly all policy areas,
weakening their incentive and capacity

to promote economic development. As
discussed earlier, the central ministries
and departments are more interested

in using their newly acquired power to
expand their bureaucratic turf and guard
their bureaucratic interests than fostering
development. China’s economic growth
could lose its momentum, resulting in a
premature slowdown or even stagnation.

Not only is economic growth at risk, but
economic centralisation may also amplify
policy mistakes and delay their correction.
Since so much power is concentrated

in Xi's own hands, it is difficult for him

to obtain reliable information on policy
performance and even more so to admit
and reverse policy mistakes. One example
is the “Evergrande crisis”, triggered by

the Party’s year-long crackdown on highly
leveraged real estate developers by using
blunt and draconian measures such

as a government-imposed debt limit to
developers. The crackdown has led to

a frozen real estate market and driven
several developers and local governments
to the edge of bankruptcy, putting
economic growth and social stability under



pressure.?* While concerned about a potential
policy mistake, the Party and Xi have been
reluctant to order an explicit correction out

of the fear that doing so would undermine

his reputation and political capital. Without a
clear message from the leader himself, other
government officials have neither the incentive
nor the capability to change course. Such
policy inertia amplifies the risk of policy failure
and compels the Party and Xi to take more
radical correction measures to avoid a crisis.
As a result, economic cycles in China will be
sharper and shorter over the next decade.
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on China’s leading tech companies. However,
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map or explicit policy instructions, giving
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supreme leader’s political survival in the
coming decades.
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