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MERICS TOP 5

1. Unleashing the productive forces with data

At a glance: Last December, the Chinese Communist Party Central Committee (CCPCC)
and the State Council released one of the most significant economic policy documents to
date charting the future of the country’s data market. The twenty opinions highlight:

= Establishing a system of legally enforceable and tradeable rights with respect to
public, enterprise, and personal data, including the rights to own data, process it,
and manage related products

= Improving and standardizing data circulation and trading, both within China and
across borders, encouraging experimentation (e.g., around pricing models) and pre-
venting monopolistic behavior, data security and privacy violations, etc.

= Ensuring a fair and efficient distribution of revenues among all participants, from
the individuals whose data is collected to data handlers and workers

MERICS comment: The CCP treats data as a factor of production alongside land, labor,
capital and technology. To unleash data’s economic value and digitalize the real economy,
policymakers have progressively established the building blocks of a data governance re-
gime. The 2021 Data Security Law and the Personal Information Protection Law set the
foundations. After years of inefficient and under-regulated data trading, Beijing wants to
promote the safe and orderly circulation of data.

The national data market is still a patchwork of local experiments. Shenzhen has pio-
neered the definition of data property rights and it recently launched its own data ex-
change, following Shanghai’s. But issues related to data ownership, pricing, valuation, and
dispute resolution remain thorny. What is sure is that the party state has asserted firmer
control over large digital platforms like Didi Chuxing and Ant Financial, following more
than a year-long crackdown. While this is good news for smaller players, enterprises
should be under no illusion that the market is in charge.

Foreign companies could benefit from a more predictable data market as they seek to tap
into data sets in China, export data, or provide supporting services. Yet, there will not be
much tolerance for security and privacy violations, which makes compliance key. The
opinions also contain the first mention of data-related violations in tandem with the (Cor-
porate) Social Credit System. They also suggest that the security review of M&A deals in-
volving foreign capital will consider data risks, adding yet another layer of complexity for
foreign investors.

Article: “Opinions of the Chinese Communist Party Central Committee and the State
Council on Building Basic Data Systems to Better Bring into Play the Role of Data
Factors” (Frtrh R [E Sk X T2 R EAE E Eir A EHEER(EANENR) (Link)
Issuing bodies: CCPCC, State Council

Date: December 19, 2022
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https://merics.org/en/short-analysis/china-activates-data-national-interest
https://www.chinalawtranslate.com/en/shenzhen-data-regs/
https://www.chinalawtranslate.com/en/shenzhen-data-regs/
https://merics.org/en/merics-briefs/end-tech-crackdown-covid-policy-diplomatic-repackaging
https://merics.org/en/merics-briefs/end-tech-crackdown-covid-policy-diplomatic-repackaging
http://www.gov.cn/zhengce/2022-12/19/content_5732695.htm
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2. MIIT pushes growth of local data security providers

At a glance: Sixteen government bodies led by the Ministry of Industry and Information
Technology released guidelines on promoting the development of the data security indus-
try that provides technologies, products, and services to protect data. The main key tar-
gets for 2025 are:

= Expand the scale of the industry to CNY 150 billion, with annual growth of 30 percent

= Promote technological development and innovation, create five data security key
laboratories at the provincial and ministerial level or above

= Build three to five national data security industrial parks, ten advanced demon-
stration areas for innovative application; cultivate international competitive firms
as well as a number of “little giant” enterprises

= Promote privacy-preserving technology solutions such as secure multi-party com-
puting, federated learning, and fully homomorphic encryption

MERICS comment: While China considers data as a key driver for economic growth in
and of itself, the need to ensure the safe storage and exchange of data also presents an
opportunity for indigenous hardware and software firms. Policymakers are pushing for
the implementation of a wide range of data security technologies, from data identification,
classification and grading, data desensitization, to data rights management. Moreover, the
government’s “autonomous and controllable” policy mean that public and private entities

are being progressively pushed to switch over to local suppliers.

In time, foreign firms offering related services could be pushed out of the Chinese market
seeing as they are not considered reliable and secure. For foreign companies in other in-

dustries, it may become harder to bring in data security solutions made in-house and to
import from European, American, and Japanese suppliers. Ultimately, foreign firms will
need to evaluate what scope exists for them to maintain their current information systems
in place, whether it is necessary to switch suppliers, and what risks conducting operations
using Chinese suppliers entail.

Article: Guiding Opinions on Promoting the Development of the Data Security Industry
(DA FE B EHFHRBIXx T RERERZ 2~ I 4% RIVIESENR)(Link)

Issuing Body: MIIT, CAC, et. al.

Date: January 13, 2023

3. Not so self-reliant: high-tech centers lure foreign talent

Ataglance: On January 1, the Ministry of Science and Technology and Ministry of Human
Resources and Social Security launched two-year pilots in six cities to trial identification
standards for foreign high-end talent. City governments are to attract more "expert and
urgently needed" foreign talent and incorporate them into their talent service guarantee
systems.
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https://merics.org/en/short-analysis/china-relies-little-giants-and-foreign-partners-plug-stubborn-technology-gaps
https://www.caixinglobal.com/2021-09-23/chinas-increasingly-inward-turn-could-bring-negative-long-term-impact-eu-firms-say-101776778.html
https://www.reuters.com/business/media-telecom/china-issues-draft-rules-banning-unfair-competition-internet-sector-2021-08-17/
https://www.miit.gov.cn/zwgk/zcwj/wjfb/yj/art/2023/art_a8ef4985d9834d11a5b5495574e60480.htmlQ&A
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On January 19, the State Council also released a circular instructing local authorities to
incentivize foreign funded research and development (R&D) centers in China through ad-
vantageous tax policies, financial support, improved intellectual property protection and
particularly through additional support for foreign talent to work in China.

Sectors with the most acute shortage of experts

o

SHENZHEN GUANGZHOU SHANGHAI
113 POSITIONS IN TOTAL 104 POSITIONS IN TOTAL 62 POSITIONS IN TOTAL

1. Software and information 1. New generation information 1. Al (& 17 positions)
services (& 17 positions) technology (& 30 positions) 2. Integrated circuits

2. Semiconductors and integrated | 2. Biomedicine and health (& 15 positions),
circuits (& 16 positions), (& 18 positions)

vation and environmental
protection (& 16 positions)

biomedicine (& 15 positions),
biomedicine (& 16 positions) | 3 New energy, energy conser- finance (& 15 positions)

Note: Based on the number of positions in the “expert and urgently needed"” foreign talent catalogues

Source: Ministry of Science and Technology

MERICS comment: Highly skilled personnel, both home-grown and from abroad, is es-
sential for China to achieve its science, technology and innovation goals. As such, support
schemes have been established, offering significant benefits to experts in the form of hous-
ing and living allowances, etc. These initiatives are now being revamped following clear
signals that talent development is a top priority. For instance, President Xi’s report to the
20th Party Congress in October stressed the importance of cultivating talent to support
the growth of high-tech sectors. Yet strict Covid-related travel restrictions have led to a
decline in the number foreigners living in China and begun a process of personnel locali-
zation - the share of local staff in foreign firms is on the rise.

Reforms to the foreign talent programs will channel more resources into recruiting for-
eigners to contribute to major science and innovation projects in China. Ultimately their
focus on boosting the capabilities of indigenous firms could leave foreign firms worse off.
But policymakers have had little success with similar initiatives in the past, particularly
among experts without an ethnic Chinese background, given the linguistic and cultural
barriers. Restrictions on the flow of skilled personnel, such as recent rules prohibiting US
persons from "supporting” the development or manufacture of certain semiconductors,
will only make it harder for Beijing to achieve its goals.

Article: Notice on Carrying out Pilot Work on Identification Standards for "Expert and Ur-
gently Needed" Foreign Talent in Shenzhen / Guangzhou / Hangzhou / Chongqing / Shang-
hai / Beijing BB AT AN FIRIL S RIERBIA T R TR/ T /AU /EIR/ £ /AL =FF
RIME “BRERER” ATINERER S TERE (link 1, link 2, link 3, link 4, link 5, link 6)
Issuing bodies: MOST, MOHRSS

Date: January 6, 2023
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https://www.most.gov.cn/xxgk/xinxifenlei/fdzdgknr/fgzc/gfxwj/gfxwj2023/202301/t20230119_184332.html
https://chrm.mohrss.gov.cn/%E8%81%9A%E7%84%A6%E9%AB%98%E7%B2%BE%E5%B0%96%E7%BC%BA-%E7%AA%81%E5%87%BA%E9%87%8D%E7%82%B9%E9%A2%86%E5%9F%9F/
https://www.intereconomics.eu/contents/year/2022/number/5/article/goodbye-china-what-do-fewer-foreigners-mean-for-multinationals-and-the-chinese-economy.html
https://www.brookings.edu/wp-content/uploads/2020/04/FP_20200427_china_talent_policy_zwetsloot.pdf
https://www.most.gov.cn/xxgk/xinxifenlei/fdzdgknr/fgzc/gfxwj/gfxwj2022/202301/t20230106_184174.html
https://www.most.gov.cn/xxgk/xinxifenlei/fdzdgknr/fgzc/gfxwj/gfxwj2022/202301/t20230106_184173.html
https://www.most.gov.cn/xxgk/xinxifenlei/fdzdgknr/fgzc/gfxwj/gfxwj2022/202301/t20230106_184172.html
https://www.most.gov.cn/xxgk/xinxifenlei/fdzdgknr/fgzc/gfxwj/gfxwj2022/202301/t20230106_184171.html
https://www.most.gov.cn/xxgk/xinxifenlei/fdzdgknr/fgzc/gfxwj/gfxwj2022/202301/t20230106_184170.html
https://www.most.gov.cn/xxgk/xinxifenlei/fdzdgknr/fgzc/gfxwj/gfxwj2022/202301/t20230106_184169.html
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4. Beijing to ween the country from non-renewable to bio-based materials

At a glance: Six government agencies led by the Ministry of Industry and Information
Technology released a three-year action plan to develop the country’s non-food bio-based
materials industry. By 2025, China aspires to cultivate strong innovation capabilities and
scale up the production of related products, to increase the scope of China’s circular econ-
omy and reduce carbon emissions. Key targets included in the plan are:

= Develop mature technologies for large-scale saccharification (the process of break-
ing a complex carbohydrate into its monosaccharide components)

= Enhance the collaborative innovation system between industry, academia, research

= Enrich the varieties of bio-based chemicals and polymers based on non-food bio-
mass such as lactic acid, glutaric diamine, polyhydroxy fatty acid esters, etc., and
scale up their application in plastic products, textile fibers and other fields

= Cultivate about five leading enterprises with core competitive advantages and es-
tablish three to five bio-based-material industry clusters

MERICS comment: Bio-based materials could help decarbonize the plastics and chemical
industries by replacing fossil fuels as a feedstock. Yet concerns around the diversion of
food resources towards fuel and feedstocks has led to growing interest in non-food-based
biofuels. The United States and China are the leading countries in the emerging field of

synthetic biology research, which develops technologies for biofuel production from non-
edible and sustainable raw materials. For China, the approach is particularly attractive
given its desire to maintain a high degree of food and energy security.

To push forward this initiative, Chinese state-owned enterprises in the petrochemical and
chemical sector will likely lead the way in pursuing supply chain innovation and applica-
tion demonstration. The government intends to leverage abundant non-food biomass
such as bulk crop straw and residues in the main crop-producing regions of the country
to explore innovative bio-based materials.

This industry shares many similarities to the country’s green hydrogen sector. In both
cases, China is at the very beginning of scaling up new technologies to pursue the twin
goals of industrial upgrading and greening. Like in hydrogen, there is strong potential for
foreign firms to benefit from a growing market and opportunities to collaborate, as Bel-
gian’s Galactic Group is doing. Yet, Chinese firms are also likely to become increasingly
competitive over time.

Article: Three-year Action Plan to Accelerate the Innovation and Development of Non-
food Bio-based Materials (Tl {5 2 EEFS I TXFENA MIRIEREMEM RO ELR=
F178h7 Fa9EH) (Link)

Issuing bodies: MIIT, NDRC, MOF, MEE, MOA, SAMR

Date: January 13, 2022
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https://www.mdpi.com/2674-0583/1/1/3
https://www.lactic.com/en/news/galactic-group-pla-production-unit-was-launched-china
https://www.miit.gov.cn/zwgk/zcwj/wjfb/tz/art/2023/art_b8eeb7c50d1e4234b52f1a3cc028d4e6.html
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5. Indigenous biomedical material firms to benefit from new research program

Ataglance: The MIIT and China’s food and drug watchdog, the National Medical Products
Association, released an application call to ‘unveil the list’ for three types of biomedical
materials (polymer, metal and inorganic non-metallic materials). Unveiling the list refers
to a competition-based research model whereby policymakers identify important tech-
nologies and select promising firms to develop them with government support, with the
intention to later incorporate them into government procurement programs. In that sense
it is akin to a pre-commercial procurement agreement.

Consortia of producers and up- and downstream stakeholders, including research insti-
tutes, can apply to participate in the scheme by February 10. Good political relationships
and government titles such as “Little Giants” will go a long way, as provincial governments
can recommend specific applicants.

Short-listed companies will benefit from preferential policies and resources, including
land, capital and energy supplies. A professional body will evaluate newly developed
products. The winner’s products will be listed on the NMPA’s medical device master file

and benefit from a subsidized insurance scheme to promote high-tech products.

MERICS comment: Despite years of trying to produce high-tech biomedical materials do-
mestically, China still relies heavily on imports. 70 percent of high-end biomedical mate-
rials come from other countries. Beijing views the ability to produce these materials lo-
cally not only as an economic opportunity, but also as a matter of national security, fearing
potential supply disruptions caused by foreign countries.

Hence, officials are taking steps to address — what in their eyes is - a market failure in the
medical technology industry by providing assurance to potential local suppliers that they
will have a market for innovative or first-time China-developed solutions. They are also
working to ensure that medical institutions will be compensated if materials do not meet
their standards.

If successful, the policy would negatively impact foreign producers who currently supply
high-tech biomedical materials such as high-end polytetrafluoroethylene (PTFE) varieties
that are used for implants. If Chinese competitors can develop “good-enough” alternatives,
foreign producers may be replaced in the market through local content requirements or
“Buy Chinese” policies.

Article: Notice on Organizing and Carrying out the Work of Unveiling the List of Innova-
tion Tasks for Biomedical Materials (First Batch) (&R 1% FLELA T REYIE BRI SIFE
SiaEEh (B—#) TIEMEH) (Link)

Issuing body: MIIT, NMPA

Date: December 15, 2022
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https://www.nmpa.gov.cn/directory/web/nmpa/xxgk/zhcjd/zhcjdylqx/20210312151937166.html
https://www.cnii.com.cn/gxdt/202201/t20220101_348016.html
https://www.sohu.com/a/624929427_121123735
https://www.miit.gov.cn/zwgk/zcwj/wjfb/tz/art/2022/art_c2dcc506861e491c80bd6ad9053730c9.html
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NOTEWORTHY

Policy news

= December 15: The State Council issued a Five-Year Plan for the development of
modern logistics to boost the development of a more efficient and green logistics
system and strengthen the integration of logistics and manufacturing (State Coun-
cil notice)

= December 26: The State Administration for Market Regulation (SAMR) launched a
sandbox pilot for new automotive technologies including autonomous driving
functions and innovative electric vehicle technology (SAMR notice)

= December 28: NDRC and MOST released the “Implementation Plan for Further Im-
proving the Market-Oriented Green Technology Innovation System” to boost
China’s green technology sector; measures include changes to procurement laws
and SOE procurement of green energy technologies (NDRC notice)

= December 30: The MIIT intends to overhaul the way China assess S&T achieve-
ments in industry and information technology; focus will be on industrialization
and commercialization of research (MIIT notice)

® January 11: The MIIT issued a list of one hundred specialized manufacturing clus-
ters for SMEs, including a life sciences cluster in Beijing and an automotive chip
cluster in Tianjin, and a electrolyte and diaphragm materials cluster in Liaoning
province (MIIT notice)

® January 17: The MIIT and five other government ministries issued Opinions to en-
courage the development of new energy technologies like photovoltaics and en-

ergy storage (MIIT opinions)

Corporate news

= November 30: China has reportedly set up a consortium of research institutes and
companies, including Alibaba and Tencent, to design semiconductor chips to in-
crease China’s technological self-reliance (Financial Times article)

= December 6: From 2024, Volkswagen will produce its first electric SUV in Anhui,
the Tavascan, also for exports (Bloomberg article)

= December 28: PowerChina to start construction on China’s first offshore floating
wind power project by 2027 - the project is intended to have a capacity of 1 MW
(PowerChina press release)

= December 30: China granted conditional approval for the import of Merck’s Covid-
19 treatment Molnupiravir (Reuters article)

® January 12: German automotive supplier Bosch announced plans to invest EUR
950 million into a new R&D and manufacturing site in Suzhou focused on EV com-
ponents and automated driving technology (Bosch press release)
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http://www.gov.cn/zhengce/content/2022-12/15/content_5732092.htm
http://www.gov.cn/zhengce/content/2022-12/15/content_5732092.htm
https://gkml.samr.gov.cn/nsjg/zlfzj/202212/t20221230_352565.html
http://www.gov.cn/zhengce/zhengceku/2022-12/28/content_5733971.htm
https://www.miit.gov.cn/zwgk/zcwj/wjfb/tz/art/2022/art_5b9bdda13bef4cf1bbf6f3be9d3a36c7.html
https://www.miit.gov.cn/zwgk/zcwj/wjfb/tg/art/2023/art_3ca534006b3b4628a1fdaa5609754bd9.html
https://www.miit.gov.cn/zwgk/zcwj/wjfb/yj/art/2023/art_5fe76c58f263450ebc92c903427a6d12.html
https://www.ft.com/content/1d017204-96e8-4d0a-a737-83cf091d41da
https://www.bnnbloomberg.ca/vw-will-join-tesla-and-bmw-in-selling-china-built-evs-in-europe-1.1854152
https://en.powerchina.cn/2022-12/28/c_828213.htm
https://www.reuters.com/business/healthcare-pharmaceuticals/china-grants-conditional-approval-mercks-covid-treatment-2022-12-30/
https://www.bosch.com.cn/en/news-and-stories/bosch-to-set-up-r-d-and-manufacturing-base-for-new-energy-vehicles-core-components-and-automated-driving-in-suzhou-china/
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= January 12: China is planning to acquire “golden shares” in units of tech giants
Alibaba and Tencent (Financial Times article)

= January 13: Tesla had to delay its Shanghai Gigafactory expansion after local au-
thorities withheld permission, potentially due to data security (South China Morn-

ing Post article)
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