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The growing pluralization of Chinese society has made China’s foreign
policy decision-making more complicated. As a result, traditional
state-centric approaches to analysing China’s foreign relations may no
longer be adequate. A nuanced understanding requires attention to new
actors in the formulation and conduct of the country’s foreign affairs,
including central state-owned enterprises (CSOEs). This article explores
the increasingly important role played by Chinese CSOEs in Beijing’s
policy towards the South China Sea. It hypothesizes that although CSOEs
are employed by the state as policy tools, they fulfil different roles in
Beijing’s South China Sea policy. Some CSOEs mobilize resources to
influence state policy; some CSOEs proactively take advantage of state
policy when opportunities arise; while other CSOEs are mostly policy
takers. In the case of the last category, it is interesting to note that
their activities are not just a demonstration of political subjugation to
the state; they also combine state-directed political tasks with efforts to
seek market opportunities. This article employs three case studies —
tourism, energy extraction and infrastructure — to demonstrate how the
roles of Chinese business actors vary in China’s South China Sea policy.
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At the 18th Party Congress in 2012, the Chinese leadership set a
strategic goal to transform China into a strong maritime power.’
In July 2013, Chinese President Xi Jinping reiterated this ambition
at the 8th collective study session of the Politburo of the Chinese
Communist Party (CCP) Central Committee.? Thereafter, China began
a sustained effort to reinforce its control over the land features it
had occupied in the 1970s and 1980s and expand its presence in
the South China Sea. Beijing reformed its maritime administrative
system and strengthened the capabilities of the navy and maritime
law enforcement agencies in order to protect and promote its
perceived interests in the South China Sea.® In 2013, China began
to transform the seven atolls it controls in the Spratlys archipelago
into large artificial islands equipped with extensive military
infrastructure such as airfields, barracks, radars and communication
systems. In mid-2014, the national o0il company China National
Offshore Oil Corporation (CNOOC) deployed the Haiyang
Shiyou-981 (HYSY-981) drilling rig into disputed waters near the
Paracel Islands, resulting in a severe confrontation with Vietnam.
In July 2016, China rejected the ruling of an arbitral tribunal in
a case brought by the Philippines against China in 2013 which
had challenged the legal basis of Beijing’s expansive claims in the
South China Sea. In October 2017, at the 19th Party Congress,
President Xi highlighted the “steady progress” that the artificial-
island programme in the Spratlys had achieved and how this had
helped the country safeguard its maritime rights.* These events
demonstrate that China has become more assertive in the South
China Sea since Xi became General Secretary of the CCP in 2012.°

Scholars have attempted to explain Beijing’s increasing maritime
assertiveness from different perspectives. In general, however, their
analysis has failed to fully address the role of domestic actors in
China’s South China Sea policy. As has been acknowledged by
many China experts, the growing pluralization of Chinese society
has made China’s foreign policy more complicated.® Traditional
state-centric approaches to analysing China’s foreign policy are no
longer adequate to achieve a nuanced understanding of the country’s
external relations. It is necessary to pay more attention to the role
of new actors in Chinese foreign policy, and in the case of the
South China Sea in particular, the role of Central State-Owned
Enterprises (CSOEs).

This article argues that Chinese CSOEs have become increasingly
important actors in the formulation and execution of Beijing’s policy
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in the South China Sea. However, while all CSOEs are required to
follow central government commands, their roles vary. Some actors
mobilize resources to influence state policy and even pursue their
own initiatives in the name of building a strong maritime nation
in order to secure economic and political benefits. As such, they
proactively align their business interests with the country’s maritime
interests and present themselves as defenders of the national
interest. Other actors only respond when the central government
provides policy incentives. When the policy environment appears
favourable to their corporate objectives, they become very active in
policy facilitation. Other state-owned enterprises are simply policy
takers that serve as a political tool to undertake strategic tasks for
the state. However, it is important to note that their activities are
not just aimed at fulfilling political tasks given by the state; these
companies also take advantage of their policy-taker role to maximize
commercial opportunities.

Exploring the role of CSOEs in China’s South China Sea policy
is important for four reasons. First, it provides a new perspective
for understanding China’s policy towards the South China Sea. In
particular, it helps us better understand Beijing’s economic interests
in the South China Sea, the pursuit of which often complicates
relations between China and the Southeast Asian claimant
countries, i.e. Vietnam, the Philippines, Malaysia and Brunei. Second,
it helps disclose how CSOEs collaborate with one another and even
local governments in exploring business opportunities in the South
China Sea. Third, it helps us understand how the Chinese state
utilizes the different capabilities of CSEOs to support its assertive
foreign policy. Fourth, the domestic political economy perspective
reveals many empirical nuances in the dynamics of the South China
Sea dispute.

This article relies on case studies, interviews, quantitative
data and archival materials to analyse the involvement of Chinese
corporate entities in the South China Sea dispute. It should be
acknowledged at the outset that information on Beijing’s South
China Sea policy is not easily accessible due to the opaque nature
of the policy-making process in China. Moreover, it is also difficult
to accurately determine how much financial support Beijing has
provided to CSOEs to support its policy in the South China Sea.
However, evidence from the three case studies examined in this
article strongly suggests that Chinese CSOEs play an increasingly
significant role in Beijing’s South China Sea policy.
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The Role of CSOEs in Beijing’s South China Sea Policy

Examining China’s post-2012 assertiveness in the South China Sea,
many security experts have focused on the military and political
dynamics to understand China’s policy.” However, the economic
element — especially China’s maritime economic interests — has
been largely overlooked. According to Chinese official statements,
the development of the maritime economy has become one of
the country’s top national priorities. Statistics from the State Oceanic
Administration (SOA) show that from 2012 to 2016, China’s maritime
economy witnessed an average annual growth of 7.5 per cent;
0.2 per cent higher than the national economic growth over the
same period. In 2016, the value of marine-related products reached
7.05 trillion yuan (US$1.08 trillion), accounting for 9.5 per cent
of the national economy.® Accordingly, developing the natural
resources in the South China Sea has become very important
for China’s economic development. Since the establishment of
Sansha City as a prefecture of Hainan Province in Woody Island
in the Paracels in 2012, business activities there have flourished.
By 2017, a total of 216 companies had been established in Sansha
in the areas of logistics, telecommunications, natural resource
development, tourism, civil aviation and maritime technology.® The
airport on Woody Island handled over 680 flights from December
2016 (when commercial flights began) to December 2017.1° This
shows that the business activities in the South China Sea can no
longer be ignored.

The existing literature also emphasizes the significance of state-
centric efforts to account for different aspects of Beijing’s South
China Sea policy." However, scholars and analysts often fail to pay
adequate attention to the role of non-state actors. It is true that
some observers have attempted to trace China’s assertiveness to
various domestic actors, for example local governments, the maritime
militia, the navy, energy companies, the media and even nationalistic
groups.’ However, such studies are rare and not systematic in that
they only recognize the dichotomous functions of these domestic
actors — either as policy shapers or policy takers in China’s foreign
policy®® — without taking account of significant variations in their
actual roles.

While China and the Southeast Asian claimants trade barbs
over sovereignty and jurisdictional issues, the reality is that some
Chinese CSOEs have been quietly engaging in economic activities in
the South China Sea. For example, the tourism industry generally
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regards regional tensions and conflict as bad for business. However,
some actors, such as the China Oceanic Shipping Company (COSCO)
and the China Travel Service Group (CTSG), became very responsive
when the state declared policy support for maritime-related
industries in the South China Sea that included tourism, despite the
fact that they understood this policy would almost certainly generate
tensions in the South China Sea. Some actors, like CNOOC, have
mobilized resources in an effort to influence state policy by aligning
their business interests with the state’s maritime interests and
presented themselves as defenders of the national interest. For
some CSOEs, such as the China Communications Construction
Company Ltd. (CCCC), the construction of facilities on land features
occupied by China became a political task to serve Beijing’s South
China Sea policy and strengthen China’s presence in the disputed
waters.™

In order to understand Beijing’s policy in the South China Sea,
it is important to understand the relationship between the state and
CSOEs. In China, the special state-business relationship suggests
that CSOEs are subordinate to the state. The CCP’s Organization
Department appoints CSOE executives, quite a number of whom
may hold ministerial or vice-ministerial ranks, while some even
serve as alternate members of the Party’s Central Committee.'® In
general, CSOEs survive and prosper because they enjoy connections
to state power and benefit from state-backed preferential policies.'®
For example, many CSOEs enjoy favourable access to bank loans
and low-interest financing because of their privileged status vis-a-vis
the state.’” Because of these unique ties, Chinese CSOEs are often
required to serve the interests of the state at all levels. Although
business actors do not seek to dictate state policy, the scope and
magnitude of their activities inevitably has an impact on China’s
actual behaviour in the dispute and consequently on regional
security.®® Also, the state can mobilize CSOEs to safeguard China’s
interests in the South China Sea by utilizing the capabilities and
resources of these companies.

However, the unique role of CSOEs as a strategic tool in
China’s external relations does not mean that they completely
ignore commercial incentives as CSOEs are also tasked to maximize
corporate revenues, and many of their investment decisions are
guided by market principles. CSOEs often use national interests
as pretexts to maximize their own economic interests. When both
interests are convergent, CSOEs will be more proactive in working
with state agencies and participating in China’s foreign affairs. For
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the corporate actors, the best case scenario is to enjoy state support
— which advances their commercial interests — while fulfilling
the political requirements of the state. Such state support would
include favourable loans and credit guarantees for large business
deals, particularly in strategic sectors.

Chinese CSOEs and the state share similar visions and interests
in the South China Sea. Chinese policymakers and CSOEs are
both motivated by nationalistic sentiments and are interested in
strengthening China’s territorial and jurisdictional claims there.
For instance, these companies had the political acumen to lend
their support to the nation’s sovereignty claims when China
decided to establish Sansha City. They either pledged donations
or invested in Sansha to demonstrate their patriotism.'® Another
good example is CSOE’s attitude towards the 12 July 2016 arbitral
tribunal ruling on the South China Sea. On the same day that the
ruling was announced, the official portal of the State-Owned Assets
Supervision and Administration Commission (SASAC) published an
article that praised CSOE’s involvement in the South China Sea.?

There are also differences in the ways CSOEs respond to the
policy needs of the state. Some actors appear more skillful and
capable of mobilizing resources to influence state policy. They
align their business interests with the state’s maritime interests and
present themselves as defenders of the national interest through
developing certain key technologies in the maritime domain,
making media statements and even engaging in lobbying activities.
Some state business actors only respond actively to commercial
opportunities when the state issues policy incentives. When the policy
environment becomes favourable for aligning their organizational
interests with the national interest, they become active in policy
facilitation. Other CSOEs are policy takers who help China
strengthen its control over land features or assert jurisdiction over
the contested waters. However, their involvement is not just to fulfil
political tasks; at the same time, they also seek to expand their
business activities. The CSOEs’ general supporting role to the state
and their somewhat different tactics are described and analysed in
the following three case studies.

Case Study I: The Role of China’s Tourism Industry in the
South China Sea

Before 2012, the Chinese government was reluctant to support
tourism in the South China Sea for several reasons. First, it was
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the government’s policy to refrain from encouraging tourism in the
South China Sea in order to maintain regional stability.?® According
to Dai Bing from the China Tourism Academy, developing tourism
in the Paracels was regarded as a sensitive political and diplomatic
matter because doing so might damage China’s image and
relationships with its neighbours.?” Second, developing tourism
in the South China Sea required coordination with several other
actors such as the Ministry of Foreign Affairs, the business community
and the military, which had not been the case.?® Third, China
was not prepared to open up the islands under its occupation to
tourists because of the geological limitations of these land features,
environmental issues and security concerns. In light of these
considerations and constraints, Beijing decided to develop tourism
in the South China Sea in a limited manner, only allowing for
small-scale cruise tourism.

At the same time as the government was demonstrating caution
in its South China Sea policy, China’s cruise industry was
encountering bottlenecks in the market which prevented it from
operating in the South China Sea. Therefore, the cruise companies
limited their activities to China’s coastal waters. There were three
major explanations as to why Chinese cruise companies were
conservative in their business operations. First, despite China’s
long coastline and multitude of island chains, tourist facilities
near these areas were rather limited. Industrialization in China’s
coastal provinces had degraded the quality of water and this
prevented activities such as snorkelling, fishing and surfing.
Although the coastal waters of Hainan Island provided a relatively
good environment for cruise ships, fierce competition among
industry players had led to the overdevelopment of those waters.
Partly because of this, Chinese tourists began to develop an interest
in the Paracels and used small private tourism companies who
often bypassed state regulations. As a result, these companies
suffered casualties due to bad weather conditions or inadequate
safety measures, financial losses, law enforcement interference from
the other claimant countries and even diplomatic protests. In this
regard, it was a priority for Chinese companies and the government
to develop new maritime resources for the tourism industry to meet
market demand.

Second, the cruise industry in China encountered a dilemma:
overcapacity at the low-end of the market and shortages at the
high end.** The global financial crisis of 2008-9 had also starved
the industry of financial resources. For example, it was difficult
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for cruise ship companies to obtain loans from Chinese banks, and
the government refused to provide subsidies.?® The situation led
some experts to call on the government to develop more supportive
policies for the industry. As the Chinese economy continued to
grow, more and more Chinese citizens became interested in taking
cruises, accounting for over 40 per cent of the Asian market.?® But
supply continued to fall short of demand because the Chinese cruise
industry lacked the core technologies, management skills and national
support needed to build an industrial chain of its own.

Third, China’s cruise industry also faced institutional barriers
that delayed its development. According to the Rules of the Customs
of the People’s Republic of China for the Administration of the
Levying of Duties on Imported and Exported Goods, the purchase
of foreign cruise ships would incur duty rates as high as 27.35 per
cent, which inevitably increased operational costs for the whole
industry.?” China’s domestic cruise industry also faced strict quota
requirements for recruiting foreign crews.

China’s cautious policy on tourism in the South China Sea began
to change in 2009 when the State Council issued Several Opinions
on Promoting the Development of Hainan International Island for
Tourism.”® The tourism industry began to show progress when the
cruise ship Coconut Fragrance (purchased from Japan) undertook a
trial cruise in April 2012.% It was run by an SOE based in Hainan
which aimed to promote tourism in the Paracels.

The State Council’s 2012 policy document Provisions on the
National Marine Functional Zonings (2011-2020) proved to be a
turning point for tourism in the South China Sea.*® The document
stipulated that the state supported the development of the maritime
sector in the Paracels and Spratlys.’® At the Politburo’s 8th Study
Session in 2013, President Xi called for further efforts to improve
the management of maritime development.®? Thereafter, the Ministry
of Transport issued Guiding Opinions on Promoting the Sustainable
and Healthy Development of the Cruise Industry in 2014.% The
State Council also issued the Notice of Issuing the 13th Five-Year
Plan on Developing and Planning of the Tourism Industry in
December 2016.3* All of these policy documents shared a common
objective: to develop the cruise industry. Because of the clear policy
support from the central government, Chinese cruise companies
began to initiate operations in the South China Sea.

Further incentive policies from the state began to change the
dynamics of the cruise industry and even the industry’s interest
and involvement in the South China Sea. Taking advantage of state
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support, a few Chinese companies opted for collaboration among
themselves to break into the domestic cruise market monopolized
by foreign companies. According to Liu Junli, the Manager of CCCC
Oceanic Investment, a subsidiary of CCCC, it was necessary for
CSOEs to develop China’s cruise industry and overcome the
technological advantages enjoyed by foreign cruise companies.®® In
August 2015, CTSG, CCCC and Sanya City signed a collaboration
agreement. In April 2016, COSCO created the cruise company Sanya
Cruise Development Corporation in partnership with CTSG and
CCCC. The Nanhai Zhimeng (the South China Sea Dream) cruise
began to operate from Sanya to the Paracels in December 2016.
Chinese business actors have also been working closely with
the provincial government of Hainan to evaluate the commercial
viability of building more cruise ships and expanding cruise
services. There is a consensus among Chinese companies and
the local government that developing tourism in the South China
Sea will boost the development of infrastructure on the islands,
generating revenue for both the local government and residents.
These activities suggest that these CSOEs were able to take
advantage of the state’s incentive policies for commercial purposes.
It is in the commercial interest of China’s tourism industry to
become involved in the South China Sea for several reasons.
First, it is crucial for any cruise company to start early so as
to be better positioned for future competition. These CSOEs, for
instance, understood that collaboration among themselves could
help enhance their competitiveness, thereby contributing to the
development of tourism in the South China Sea. CCCC’s experience
in infrastructure development such as ports and transportation
could enhance the “hard” aspects of tourism development. The
CTSG was expected to contribute to the “soft” aspects of tourism
development by overseeing programme planning and service
provision for tourists interested in the South China Sea. COSCO
had the necessary expertise in shipping management and operations
to enhance the management and training of Chinese cruise ship
crews. According to Zhang Xuewu, the Chairman of the Board of
CTSG, his corporation and China State Shipping Corporation (CSSC)
collaborated for the purpose of developing various high-end cruises
to meet demand for routes in the South China Sea and along
countries included in President Xi’s Belt and Road Initiative.*
Furthermore, the development of tourism in the disputed
waters of the South China Sea also created opportunities for the
development of cruise terminals in cities in Hainan Province and
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ports in Sansha City. Traditionally, foreign companies would dock
their ships in densely-populated cities such as Shanghai and Qingdao.
Recognizing that Hainan and even Sansha City could become a
hub for tourism connecting Northeast and Southeast Asia, the three
CSOEs sought to collaborate with Hainan Province to develop the
Sanya cruise terminal.®

Finally, since the Chinese government emphasized the importance
of exploiting tourism resources in the South China Sea, the CSOEs
became interested in expanding their civilian activities in disputed
maritime areas. During the exhibition of China Nanhai Cruise,
Xu Lirong, the Party Chairman and CEO of COSCO, reiterated
that developing South China Sea tours was part of the company’s
mission to promote social-industry clusters that would combine
real estate, maritime education and hotel management. In the
future, the company would seek opportunities to expand its
business operations from the Paracels to Taiwan and other islands
in neighbouring countries as part of China’s Maritime Silk Road
Cultural Tour.*

The tourism industry also believes that the development of
tourism in the South China Sea is one of the most effective ways to
strengthen China’s sovereignty claims. According to a senior manager
in the industry, “tourism in the South China Sea needs policy and
financial support from the government. The central government
should provide sufficient services and coordinate the relationships
between the tourism sector and other industries.” He also suggested
that operating cruises was a “soft claim of sovereignty”, unlike
Chinese fishing boats that can easily be detained and surveillance
ships that provoke diplomatic disputes. “Therefore, tourism in the
South China Sea carries much weight in national security and should
receive support from all levels of government.”*

To secure popular support for its business activities in the
South China Sea, cruise companies also provide patriotic education
for nationalistic purposes. For example, registration for the Nanhai
Cruise is limited to Chinese citizens because the trip includes a
flag-raising and patriotic vows ceremony. The development plans
are based on the assumption that promoting tourism is conducive
to China’s territorial and jurisdictional claims in the South China
Sea. By June 2016, over 10,000 Chinese tourists had joined these
tourism programmes, mainly in the Paracels.*' Such tours are gaining
popularity among the general public, especially since the arbitral
tribunal issued its “unjust” ruling in July 2016.
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Case Study II: Revisiting the National Oil Companies’ Role
in the South China Sea

The Chinese national oil company CNOOC has long aspired to
expand its commercial operations in the South China Sea so as
to secure access to potentially large energy reserves.** In 1992, the
US company Crestone signed a contract with CNOOC to develop
the Wan-an Bei 21 block near the Spratly Islands. However, owing
to rising tensions between Vietnam and China, the project was
suspended.®® In 2005, Beijing directed CNOOC to partner with the
state-owned Philippine National Oil Company and its Vietnamese
counterpart PetroVietnam to conduct a joint seismic survey in an area
of disputed waters near the Spratlys. However, the Sino—Philippine—
Vietnam Joint Marine Seismic Undertaking (JMSU) was allowed to
lapse in 2008 due to lack of trust, strategic concerns and claims of
corruption in the Philippines.*

Given persistent tensions and political sensitivities in the South
China Sea, CNOOC was reluctant to begin commercial activities
in the disputed waters without backing from the state for several
reasons. First, exploring and developing natural resources in the
South China Sea without political support would damage CNOOC’s
business interests.®> As a publicly-listed corporation since 2001,
CNOOC is expected to protect shareholders’ interests. Second, CNOOC
lacked the technological capabilities to begin operations in the deep
waters of the South China Sea. Traditionally, CNOOC had only been
involved in drilling operations in coastal waters. To diversify its
business portfolio, CNOOC had expanded its onshore and downstream
businesses and engaging in high risk projects in the South China
Sea was not a priority. Third, CNOOC was cautious about entering
the South China Sea because of unproven energy reserves.*t

However, CNOOC’s business logic was questioned by Chinese
citizens. Chinese scholars criticized CNOOC for not developing
resources in the South China Sea while Vietnam and other countries
were benefitting from the exploitation of energy resources there.?’
Facing mounting pressure from the public, in 2008 CNOOC declared
that it would invest approximately US$32 billion to develop energy
resources in the South China Sea.*® A former CNOOC official even
suggested that Chinese national oil companies should cooperate
and even partner with foreign companies in the South China Sea.*
Given the high business risks, the state should finance and expand
CSOEs’ resource exploration projects in the South China Sea.®®
In 2008, during the National People’s Congress (NPC), Song Enlai, a
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senior manager at CNOOC, urged the government to refine its policy
and finance the development of maritime natural resources in the
South China Sea to “safeguard China’s rights”.* Chief Editor Wang
Peiyun from CNOOC News — which is affiliated to CNOOC — also
suggested that resource development was necessary to defend China’s
maritime territory in the South China Sea.’? Even professionals from
other oil companies and NPC members advocated state support for
developing hydrocarbons in the South China Sea.*®

Although CNOOC faced domestic pressure to begin operations
in the South China Sea, economic reasons provide a better
explanation of why it began to develop a stronger interest in
the area. First, China’s rapid economic growth over the past few
decades has created a demand for oil and gas resources that can
only be met by foreign imports. High demand for energy resources
has driven the national oil companies to venture abroad or explore
under-developed areas in China.*® In 2009, China’s oil imports met
51.3 per cent of the country’s demand.®® It was the first time that
China’s oil imports had accounted for more than 50 per cent of
its oil consumption. Most of China’s crude oil imports are sourced
from the Middle East and East Africa, and must pass through the
narrow Straits of Malacca between Indonesia and Malaysia. Many
Chinese security analysts view the straits as a strategic vulnerability,
especially in the event of a Sino-US conflict.?® With nearly three-
quarters of its oil imports passing through the straits, the so-called
“Malacca Dilemma” has clearly influenced China’s energy security
calculations.®”

Second, as its business is largely limited to offshore areas,
CNOOC faces competition from the two other national oil
companies: the China National Petroleum Corporation and the China
Petrochemical Company (parent company of Sinopec). As its name
suggests, CNOOC’s activities are concentrated in offshore fields,
such as those in Liaodong, Bohai and Beihai. CNOOC was initially
reluctant to expand into the South China Sea, and only changed its
position when CNPC obtained permission from the government to
explore blocks in the South China Sea in 2004 and after Sinopec
had submitted its application for permits in the same year.*® Besides
domestic competition, CNOOC also faces difficulties in the East
China Sea, where Japan and China are in dispute over sovereignty
of the Senkaku/Diaoyu Islands.® Concerned about competition,
and hoping for market expansion, CNOOC executives lobbied the
government for support in the name of safeguarding territorial
sovereignty in the South China Sea.®
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At the same time, CNOOC opted to collaborate with other
partners to develop the technology required for deep-sea drilling.
In 2006, CNOOC staff were sent to the Shanghai Waigaogiao
Shipbuilding Co. Ltd. — which was an affiliate of the CSSC — to
explore the feasibility of building a deep-water drilling rig.®* After
discussions and consultations with CSSC, the Ministry of Land and
Resources, and the Chinese Academy of Sciences, in 2006 CNOOC
invested approximately US$1 billion to construct HYSY-981.%2 The
development of HYSY-981 was supported by government agencies
such as the National Development Reform Commission (NDRC)
and the Ministry of Science and Technology. It soon attracted the
attention of the top leadership. Former CNOOC CEO Fu Yucheng
made a report to then Chinese President Hu Jintao on HYSY-981
when he visited Qingdao in 2009.% In 2010, CNOOC announced
that it would invest 200 billion yuan (US$30.75 billion) over the
next 20 years to build another “Daqing” field (Daqging is the largest
oil field in China) in the South China Sea.’* Furthermore, in
response to CNOOC’s request, the local government of Hainan
pledged to provide the energy company with law enforcement ships
to protect its off-shore projects.®

Attempts to secure state support proved successful. In 2011,
the State Council issued the Decision on Amending the Regulation
on the Exploitation of Offshore Petroleum Resources in Cooperation
with Foreign Enterprises.®® In July 2012, the State Council issued
the 12th Five-Year Plan for the Development of National Strategic
Emerging Industries, in which the state attached great importance
to developing the capabilities of deep-water resource exploitation
technology by 2015.%

Policy support from Beijing helped promote CNOOC’s activities
in the South China Sea. In 2012, CNOOC launched the “Second
Leap Forward” programme for exploring and developing the
maritime oil industry, with an emphasis on developing resources
in the deep waters of the South China Sea.%® In addition, CNOOC
began to invite foreign companies to bid for oil exploration and
exploitation projects in disputed areas of the South China Sea.®
According to Dr (Major) Jiang Chunliang from the PLA Academy
of Military Sciences, CNOOC issued these tender proposals
because it had been assured of state protection.”® As its capabilities
continue to grow, China will protect its own enterprises so as to
safeguard its maritime interests. This is not just about sovereignty
but also about the opportunities for developing China’s energy
industry.”
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With clear signals of support from the state, CNOOC began to
prepare itself to align its own interests with the nation’s maritime
interests. In 2012, CNOOC reported that “developing oil and gas in
the South China Sea is not only in CNOOC’s business interests but
also helps defend the country’s maritime sovereignty and safeguard
its national interest”.”? CNOOC Senior Executive Wang Yilin went
as far as to describe HYSY-981 as “mobile sovereignty” and a
“strategic weapon” to promote the development of China’s offshore
oil industry.”? Wang also reiterated President Xi’s remarks on
developing China into “a great maritime power” to justify
CNOOC'’s efforts to enhance its deep-water exploration capabilities.
In Wang’s words, “Deep water is not only an important alternative
area for our oil and gas resources but also a premium position
for protecting our maritime rights.””* In 2013, CNOOC organized a
lecture series for its employees that included the topic of maritime
rights protection, whereby the company’s new policy move was
touted as safeguarding “sovereign oil”.”®

Soon after the 2014 HYSY-981 incident, the State Council issued
its Energy Development Strategy Action Plan (2014-2020) which
called for a “steady increase in domestic oil production, strengthen-
ing oil and gas exploration and development in the Bohai Sea,
the East China Sea, the South China Sea and other coastal
areas, and break through deep-sea oil extraction technology and
equipment manufacturing capacity to increase offshore oil and gas
production”.”® Addressing an enquiry from the State Council in 2015,
Zeng Hengyi, the Vice-General Engineer of CNOOC, suggested that
his company was already treating the development of resources,
safeguarding sovereignty and the construction of islands in Sansha
as an integral programme.”

CNOOC appears more skillful and capable of mobilizing
resources to influence state policy by aligning its business interests
with the state’s maritime interests and presenting itself as a defender
of China’s national interests. National oil companies such as
CNOOC, which enjoy state support at all levels, will likely continue
to be a significant player in Beijing’s South China Sea policy.

Case Study III: The Role of Infrastructure Corporations

Since 2013, China has executed a massive land reclamation and
infrastructure building programme on the seven features it occupies
in the Spratlys. These artificial islands have enabled China to
strengthen its military presence in the South China Sea, thus raising
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security concerns in neighbouring countries and beyond. During
the construction of these man-made islands, the CCCC played a
prominent role as a policy taker.

The Chinese state employed CCCC to undertake this strategic
task for several reasons. First, CCCC has strong technical and
construction capabilities as well as better access to bank loans and
lower financing costs than its competitors. Second, the company
enjoys a strong reputation in the maritime infrastructure industry,
including deep-water channel construction and reclamation projects.
Third, through acquisitions and mergers, CCCC has been able to
consolidate its business and enjoy a large share of the infrastructure
market by reducing supply chain costs and by acquiring technological
capabilities from other CSOEs. Fourth, in order to enhance its
competitiveness in maritime development, CCCC has skilfully
developed collaborative ties with other companies and local
governments. One such company is Tian Jing (Sky Whale), a cutter-
suction dredging company which played a critical role in building
the artificial islands in the Spratlys and which is owned by CCCC.
The dredging vessels used by Tian Jing were built by the China
Merchants Industry (Shenzhen) which is affiliated to the China
Merchants Group, another CSOE. In 2017, CCCC, together with other
CSOEs such as CSSC, launched the Tiankun, the largest and most
advanced dredging vessel in Asia.”

Owing to the limited availability of official data, it is difficult
to ascertain the financial returns that CCCC and other companies
obtained from the construction of China’s man-made islands.
However, according to the International Financial News (affiliated
to the People’s Daily), the estimated cost of reclaiming and
building facilities on one of the seven features, Fiery Cross Reef,
was 73.6 billion yuan (US$11.4 billion).”

Compared to the previous two case studies in this article, CCCC
has placed less emphasis on its business activities being used to
advance China’s national interest. Despite being a significant policy
taker in fulfilling state-initiated projects, CCCC also capitalized on
the call from the state to diversify its investment portfolio. This
was because of the current economic situation where overcapacity
in the construction sector cannot satisfy the growth needs of CSOEs
in the industry. Driven by demand for future development, CCCC
began to undergo an internal restructuring in order to enhance its
competitiveness. According to its Board Director Liu Qitao, CCCC
has transformed itself from a mere contractor to a developer, investor,
operator and service provider of real estate in the maritime sector.?
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CCCC has benefitted from the construction of artificial islands
in the Spratlys in several ways. First, CCCC has been able to
capitalize on China’s aspiration to become a strong maritime
nation.®* In order to demonstrate its determination to become a
major player in the country’s maritime development, in 2015 CCCC
merged three major dredging firms into one company, the CCCC
Dredging Company Limited, thereby improving its already advanced
dredging capabilities and contributing to the country’s maritime
security interests.?

Second, CCCC emphasized its commitment to China’s maritime
strategy of developing the South China Sea®® and the national policy
of enhancing civil-military collaboration by developing Sansha City.?
To achieve its goal, CCCC collaborated with the Hainan provincial
government. According to the Board Director of CCCC, Mr Liu Qitao,
it is strategically important for Hainan Province to strengthen civil-
military cooperation. Therefore, CCCC would continue to engage in
Hainan’s economic development and play a major role in resource
development in the South China Sea. He further added that CCCC
would bear the responsibility of achieving development according
to the expectations of the state and society.?® Historically, CCCC
has reaped benefits from its business expansion in Hainan,®®
evolving from a mere contractor into a multi-sector conglomerate
that has business interests in real estate, infrastructure, resource
development services and other fields (see Case Study I for its
role in tourism in the South China Sea). In return, the Hainan
government has demonstrated its support for CCCC, and promised to
provide the “best resources, a first-class business environment and
living environment” for the company which it regards as a valued
investor.?”

Third, other than land reclamation in the Spratlys, CCCC is
active in developing other businesses. CCCC Ocean Investment was
set up in 2016 to advance the development of the maritime economy
for Hainan Province and in the South China Sea by concentrating
on the development of four major business sectors: cruise tourism;
real estate; the development of resources and related services in
South China Sea; and infrastructure construction.?® CCCC Ocean
Investment, together with its investor CCCC, has attached more
importance to resources development and the service sector in the
South China Sea and decided to further engage with the Sansha
City government. For example, in December 2012 CCCC and Sansha
signed a Strategic Cooperation Framework Agreement to establish
the CCCC (Sansha) Development and Construction Co. Ltd. and
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Sansha Nanhai Dream Travel Cruise Co. Ltd. in 2016. According
to the Municipal Governor of Sansha, Xiao Jie, the development of
significant construction projects on Tree Island in the Paracels and
permanent docking terminal for fishing vessels in Sansha is very
important for the development of the marine economy along the
Maritime Silk Road.®

According to CCCC, the establishment of CCCC (Sansha)
Development and Construction is expected to benefit the company
in the long term. It can help synergize CCCC’s different business
interests, which include offshore infrastructure construction and
maintenance, fisheries, offshore tourism development, and logistics
services for activities on the islands and reefs. CCCC aims to invest
over 100 billion yuan (US$15.4 billion) over the next five years to
expand its business operations in all of these sectors. The company’s
ambitious investment plan stems from the fact that it has quietly
benefitted from land reclamation in the South China Sea through
implementing national tasks and its long history of business in
Hainan, technological collaboration with other companies and its
diversified businesses in the South China Sea in the past.

Conclusion

Chinese corporate entities have played an increasingly important
role in the execution of China’s policy in the South China Sea since
2012. In order to achieve a deeper understanding of this policy,
we need to examine the role of Chinese CSOEs. The three case
studies presented in this article — tourism, energy and infrastructure
— demonstrate that Beijing has utilized CSOEs to strengthen its
sovereignty claims and expand its presence in the South China
Sea. In general, these corporate actors neither play an entirely
independent policy role nor do they decisively shape China’s policy
in the South China Sea.

There are also differences in the ways that CSOEs and the
state interact. Some actors, for example CNOOC in the energy
sector, appear more skilful and effective in mobilizing resources to
influence state policy, while some actors, such as enterprises in the
tourism industry, respond only when the state provides incentives.
Other corporate actors, for instance CCCC in the infrastructure
sector, are mostly policy takers. Their activities are also indirectly
related to the business opportunities that they are keen to pursue.

With the overriding political objective of strengthening its
territorial and maritime jurisdictional claims, China will continue
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to support CSOE activities in the South China Sea. And so long as
their business interests converge with the country’s national interests,
CSOEs will maintain their support for China’s assertive policy in the
South China Sea. Thus we can expect Chinese CSOEs to continue
playing a significant role in the dispute for the foreseeable future.
As China’s commercial interests and economic presence in the
maritime domain grow, Beijing may be incentivized to use even more
assertive military, law enforcement and political means to protect
its expanding economic and maritime interests, further complicating
the South China Sea dispute.
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