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At Huawei's annual developers' conference, the company made a tough pitch to the thousands of longtime partners in attendance: to continue making apps for its devices, despite not knowing how much longer Huawei would be able to make smartphones.  As Zhang Ping'an, Huawei's head of consumer cloud service, said: "Without apps, our phones are not 'smart' phones."  After the US sanctions in 2019, the company expanded its own smartphone software to reduce its reliance on partners who can no longer do business with it, such as Google and Facebook.  Yet amid all the developers' optimism at the conference, Huawei never discussed the latest round of US sanctions head on. From today, Huawei will be unable to buy any chips made using US technology, meaning the end of its smartphones as they are currently designed. "They will adjust production capacity, and try to extend their lifespan, but by the second half of 2021, Huawei still faces the risk of having no phones to ship," said Jia Mo, smartphone analyst at Canalys.  Huawei's engineers have been striving to find ways forward. At the conference, the company announced that its new operating system, HarmonyOS, would launch next year. Its unique advantage, it argues, is that it will provide the first major unified system for smartphones to connect to internet-of-things devices.  Boosted by sales in China, Huawei came extremely close in the first half of 2020 to taking Samsung's top spot as the world's biggest smartphone vendor.  But despite this strength, the company's consumer division faces an existential threat, with developers and Huawei staff at the conference appearing to be equally in the dark as to how the company could make phones next year, after its current chip inventory runs out.  Asked how the division can survive, Vincent Wen, a Huawei executive who works with app developers, said: "That's the kind of question you should ask our senior leadership."  China's ban on Google has handed Huawei an advantage in having developed its own software ecosystem. The Chinese developers at the conference have already bought-in to using Huawei Mobile Services, the suite of apps it uses for the Chinese market, where Google Mobile Services is blocked.  For HMS, as with any ecosystem, there is an entry cost for developers, but it could attract more users overseas.  Since it is so difficult for Chinese companies to develop apps for a banned platform, Huawei's switch from GMS to HMS gives them a chance to get their apps out of China easily. Domestic developers say they feel well supported by Huawei, which takes less than 15 per cent of app revenues, compared with Apple and Google's 30 per cent cut.  Foreign app developers face a very different choice, said Rich Bishop, chief executive of AppInChina, a big publisher of international apps in the Chinese market. "Outside of China, foreign app developers are focused on iOS and Google Play, and will be reluctant to spend time adapting their apps for Huawei," said Mr Bishop.  All that is predicated on Huawei still being able to make the phones. When asked about its survival, some developers were doggedly loyal: "Even if Huawei can't sell more phones next year, we still have hundreds of millions of existing users." Most reserved judgment, saying that they would "wait and see".  Huawei's competitors are already circling. Privately, rivals talk about their respect for its leadership in China's tech industry. Nobody wants to publicly declare their encroachment for fear of sounding crass or politically insensitive.  But the movements are clear: in the second quarter of this year, Xiaomi overtook Huawei's sales in Europe, according to Canalys. In September, Oppo raised its sales target for the second half of 2020 by 30 per cent.  While there was no clear challenger as large as Huawei, Ben Bajarin, analyst at Creative Strategies in California, said BBK Electronics, which owns Oppo, Vivo, OnePlus and Realme, was best positioned, thanks to its portfolio of brands that can target different regions.  Finding common cause with Chinese partners may boost Huawei's most radical offer to its partners: lean on our selfdeveloped app platform and you will not suffer possible US sanctions. Additional reporting by Nian Liu in Beijing and Tim Bradshaw in London  'They will extend their lifespan, but by the second half of 2021, Huawei faces having no phones to ship'
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US sanctions targeting Huawei are "likely" to have an impact on the Chinese telecoms equipment maker's ability to help enable 5G mobile phone networks in the UK, culture secretary Oliver Dowden said yesterday.  His statement comes as the government is weighing up whether to reverse its January decision to allow Huawei a limited role as a supplier of equipment for 5G networks.  Boris Johnson appeared to pave the way for a U-turn on Huawei yesterday after pressure from rebel Conservative MPs and the US government to drop the company amid claims it gave Beijing a means to spy on UK communications.  "I am not a Sinophobe, I won't be drawn into Sinophobia," the prime minister told reporters. "But we need to strike a balance to protect critical infrastructure from hostile vendors." The government moved to reopen its decision over Huawei after the US in May introduced export controls aimed at cutting Huawei off from access to semiconductors made with US equipment. Officials at the National Cyber Security Centre, a branch of the GCHQ signals intelligence agency, began an emergency review into the impact of the US sanctions on Huawei's supply chain.  A report by the NCSC has now been passed to ministers, including Mr Dowden, who are evaluating the government's response. "We have, since the middle of May, had the US sanctions in respect of Huawei, so clearly given that those sanctions are targeted at 5G … it is likely to have an impact on the viability of Huawei as a provider for the 5G network," Mr Dowden told the Commons defence www.committee.UK officials have told the Financial Times the US sanctions represented a "material change" in Huawei's risk profile, partly because it would be harder for Britain to vet any Chinese-made semiconductors used by the company.  Asked by MPs whether it was a case of "not if but when" the UK would remove all high-risk vendors, including Huawei, from its telecoms networks, Mr Dowden appeared to agree.  "But there is a big difference as to the path to getting to that point," he said.  When Mr Johnson authorised a limited supplier role for Huawei in the UK's 5G networks, he excluded the Chinese company from the sensitive "core" of infrastructure and capped its market share at 35 per cent. Mr Dowden admitted these restrictions caused a year's delay in the rollout.  Since the NCSC review, some telecoms executives have become resigned to removing Huawei equipment from their networks altogether over time.  Mr Dowden said: "We won't hesitate in taking decisions that will impose additional costs on mobile network operators. The primary consideration is national security."  Huawei has repeatedly said it is a private company and denied accusations it would be involved in espionage on behalf of the Chinese state.
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Sovereignty, Britain's Brexiters forever declare, is a precious thing. It allows nations to do as they please - to cast off from the crowd and set an independent course. This week Boris Johnson showed how it was done by tearing up an agreement that allowed China's telecommunications giant Huawei to help build Britain's 5G network. What we learnt, however, was that geopolitics serves up another definition of sovereignty to a nation like Britain that can claim significant but only second-tier heft. The prime minister's decision was a response to coercion - a choice framed by two sets of competing threats rather than any clear-sighted assessment of the right course.  Unsurprisingly, Beijing is promising retribution. Britain was the critical jumping off point for Huawei's, and China's, ambitions to dominate next generation communications technology across Europe. The ban may influence Germany, France and others that have yet to finalise decisions on Huawei. Britain's bilateral relations with Beijing had already taken a serious knock in response to China's more aggressive foreign policy and the snuffing out of democratic freedoms in Hong Kong.  This was not part of the plan when Mr Johnson led the 2016 campaign to swap "vassal" status in the EU for the sunlit uplands of "global Britain". Back then, the Conservatives declared the UK to be China's "best friend" in the west, bowing low at every turn to secure trade and investment deals. Europe was the past and China the El Dorado beyond.  A visit to Britain by Chinese president Xi Jinping put the seal on this golden era. The then prime minister David Cameron, prodded by George Osborne, his mercantilist chancellor, opened up Britain's nuclear energy as well as its communications sector to China. They led the Remain side in the Brexit vote, but the China fantasy was shared. Mr Johnson called himself a Sinophile. The UK was reaching beyond Europe to rediscover its Elizabethan swagger.  In national security terms, the Huawei about turn was the right one. Inviting a Chinese company to build part of the UK's 5G network was always a mistake, even if leading figures in the domestic intelligence community thought the project could be safely supervised. The government would have been wiser to take its cue from Beijing. The Chinese Communist party does not allow foreign companies within a mile of critical infrastructure.  Britain's best friend policy coincided with Mr Xi's adoption of a hardline doas-you-are-told foreign policy. This has seen an aggressive push in the East and South China seas, stepped up cyber attacks and disinformation campaigns directed at the west, and retaliation against those, such as Australia, who dare to criticise Beijing.  The new approach has been visible for some time in the decision of Liu Xiaoming, China's ambassador of London, to abandon traditional diplomacy in favour of staged public threats. Any residual doubts were dispelled by the new security law in Hong Kong which breaches the joint declaration signed with Britain before the 1997 handover.  The uncomfortable truth for Mr Johnson, however, is that Britain's break with Beijing had nothing to do with a cool reassessment of its strategic interests. Instead it marked his submission to Donald Trump's US administration. Barring Huawei was not so much a declaration of independence from China as a kowtow to a White House set on provoking open conflict with Beijing. Sure, intelligent judgment would have taken him to the same place, but Mr Johnson buckled because Mr Trump promised all manner of retribution if he did not back the US attempt to isolate Huawei. That provided cover for a rising rebellion among Conservative MPs. Everything else (including British claims about the technical impact of US sanctions) was a smokescreen.  The geopolitical realities are plain enough. Britain has cut loose from the EU at a time when the principal forces shaping international relations are Sino-American great power rivalry, Europe's economic power, and Russian revanchism. This is a world in which other nations increasingly are obliged to make choices between the leading players.  The powerful global Britain of Mr Johnson's Elizabethan fantasy might have formulated a sensible approach to China - a reset in the relationship to combine strong defence of national security interests and of democratic values with balanced economic exchanges and a co-operative approach to tackling global challenges.  On the other hand, pre-Brexit Britain might well have taken the lead in promoting just such a strategy with its EU partners. Instead, Britain's vulnerability to competitive bullying has now seen it fall into line with Mr Trump's dangerously confrontational www.Sinophobia.No one should be surprised. In 1960, the then Conservative prime minister Harold Macmillan asked his top advisers for a comprehensive assessment of where the world was heading. Their conclusion was that it would soon be dominated by a series of power blocs - the US, the Soviet Union, China and the new European common market.  The danger, these experts said, was that, shorn of empire and standing outside of each of the blocs, Britain would have to sign up to choices made by others. Macmillan's reaction to the advice was clear-sighted. He lodged Britain's first application to join the European Community.  philip.stephens@ft.com  This is a world in which nations increasingly are obliged to make choices between the leading players
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The acrimony between China and the US over technology transfers has created plenty of losers during the past year. There are the US companies which have missed out on business as a result of sanctions, and the Chinese groups that have had to find alternative supplies. But there is one group that has emerged as a winner: the security hawks who say they saw it coming and who are now pushing Beijing to be more self-sufficient.  Since the start of 2019, Washington has used sanctions to cut Chinese companies out of US supply chains, denting the telecoms group Huawei, China's supercomputer groups and eight of the country's leading artificial intelligence surveillance companies.  For many policymakers in Beijing, the inevitable trend is towards more decoupling of the two countries' tech supply chains. A truce in the trade war is unlikely to diminish the Trump administration's drive to place controls on exports of advanced technologies.  The result has been a decisive shift in China's approach to the industry. Beijing is accelerating its drive for technological "autonomy" to boost its control over its own supply chain in the face of political risks, such as further US embargoes.  To achieve technological autonomy, Beijing is pursuing strategies that often strike an uneasy balance between increasing its engagement with the outside world and shutting it out. For all the accusations China has faced about stealing other countries' technology, Beijing is now embracing international opensource, or free to use, collaborations. China is also tapping overseas markets for talent, investing more in countries other than the US.  This acceleration of decoupling will not only affect US groups that rely on China's custom, it will also start to reconfigure the world's tech supply chain, as Chinese companies turn to countries they view as safer allies. The two superpowers are already bullying countries they buy from, and sell to, to take sides.  "Three years ago, there may have been more people thinking that we could rely on some US technologies rather than developing our own," says Yan Ming, a director at the China Computer Federation, a research alliance. "Now if someone is still saying that, I suppose they have just been sleeping for the past three years."  An issue of national security? The Trump administration has justified its sanctions so far on the basis of national security concerns surrounding Huawei, as well as a foreign policy objective of preventing Chinese government repression of Uighur Muslims and others in the northwestern region of Xinjiang, which is facilitated by surveillance companies. But within China, these justifications are seen as excuses for a broader agenda: preventing the rise of China as a challenger to the US as a tech superpower.  China's fears are not unjustified. In November, the US commerce department proposed rules that would give the agency power to review and block any transaction involving "information and communications technology and services" from a "foreign adversary". US officials have expressed national security fears over a range of Chinese companies, from software tech giants Tencent and Alibaba to the state-owned China Railway Rolling Stock Corp, which is pursuing an estimated $1bn contract for the Washington DC subway. The officials say their concern is not limited to a few tech companies, but that all Chinese companies could be seen as threats because they are potentially subject to the ruling Communist party's control.  As a result, Beijing and a whole host of Chinese groups are assessing their dependency on US technologies. The largest gap is in hardware, especially the design and manufacture of semiconductors and high-end chips, where China lags far behind the US. They also rely on the US for software, from Google's mobile apps for Android smartphones - which are now sorely lacking from Huawei's handsets - to Microsoft's Windows operating system and its Office suite.  More broadly, the Chinese and US tech industries benefit from knowledgesharing. That includes informal discussions within industry alliances and standards-setting bodies, some of which have already been curtailed by export controls on Huawei and other companies. Although not subject to the same controls, US-origin software developed under open-source licences supports much of the basic infrastructure of the internet, and Chinese developers worry that their access may soon be blocked.  China's response to the threat of decoupling dovetails with an ambition enshrined in its 2017 Cybersecurity Law, to ensure components of "critical" infrastructure are "secure and controllable" and "autonomous and controllable".  In light of US sanctions, Chinese experts argue that the risk of supplychain disruptions for political reasons should be taken into consideration when vetting components. That includes the knock-on impact of Wash-ington's pressure on non-US companies. US officials have been pressuring their counterparts in Taiwan to stop its largest chipmaker from selling to Huawei. "Developing autonomous and controllable technology is a solution to being controlled by others," says Mr Yan. He adds that the Trump administration "taught China a lesson" when it temporarily imposed sanctions on telecoms equipment maker ZTE in 2018, taking the company to the brink of collapse. The lesson was: "If you continue like this, you are controlled by others and you won't survive if I cut your supply chain," he says.  Although foreign products could in theory be certified as "secure and controllable", this push largely means stripping out foreign vendors, say cyber security companies. In a confidential directive revealed by the Financial Times, the central government told its departments and public institutions to replace existing computers and software with domestically made versions. "We're being uninvited to bid. We're not being allowed to even participate any more," Cisco's chief executive, Chuck Robbins, told analysts in August, referring to the company's business with Chinese state-owned enterprises.  Getting round the embargo For many countries, technology development nearly always requires piggybacking on international expertise. This year, China has driven engagement with open-source research collaborations - where individuals from around the world can contribute - as a way to circumvent US export sanctions.  Chips are a crucial part of China's drive for self-sufficiency because they are the building blocks for all forms of computers. In October, China's annual government-run World Internet Conference in Wuzhen, near Shanghai in eastern China, debated an open-source chip design project. Born at the University of California, Berkeley, RISC-V is a research collaboration that develops free-for-use designs for the basic architecture used in microprocessors - potentially meaning the end of reliance on Intel and Arm's proprietary designs.  Ni Guangnan, an IT industry veteran, argued at the Wuzhen conference that China has several options when it comes to chip design. Those designed by Intel and the UK-based Arm are subject to possible US sanctions, he said, while chips designed in China, such as by Loongson and Sunway, are rarely used.  But, Mr Ni concluded, Chinese-made chips based on RISC-V architecture are not controlled by other countries and have a future in emerging markets.  China has faced plenty of other problems developing a competitive domestic chip industry. Companies such as Xiaomi and Huawei already use their own in-house designs for chips used in their smartphones. But designing other high-end chips, such as microprocessors used in high-speed servers that will be competitive with Intel's, could be more than a decade away, says Dan Wang, a tech analyst at the consultancy Gavekal Dragonomics in Beijing.  Chinese venture-capital investment in the US has fallen substantially over the past year as the money instead flows to countries that investors consider beyond US sanctions.  "The Chinese are scouring the world for non-US semiconductor technologies to bridge the gap," says Bas Fransen, lead analyst at the consultancy TenX2, who has helped introduce Chinese investors to Indian chip designers. "Particularly in Bangalore, you come across many Chinese company reps and government officials looking for start-ups to acquire or invest in, and to persuade to move to China."  But beyond chip design, Beijing sees open-source projects as an opportunity for China's tech sector to expand. Not only does it underpin much of the technology behind the modern internet, but open-source software is also, for now at least, exempt under US export controls.  The ministry of industry and information technology, China's tech industry regulator, has recently encouraged Microsoft's GitHub, the world's biggest code-sharing platform and host of opensource collaborations, to expand in China. GitHub's chief operating officer, Erica Brescia, says Chinese officials told the company that open-source projects give a "sense of security" because of the lack of trade restrictions.  "[Due to] the trade war, China's government and its big tech companies have realised it needs to push the development of its own domestic opensource ecosystem," says Mark Ma, chief executive of Open Source China.  The government is stepping up its talent-poaching programmes to try to bring Chinese emigrants home and attract foreign expertise. Among them is the Thousand Talents Plan, which has continued despite the government telling civil servants and state media to stop mentioning it by name last year because of criticism in the US.  Headhunters in Silicon Valley describe how increased difficulties in the US, such as the tightening of visa rules for talented workers, have led to more Chinese engineers returning home after finishing their studies in the US.  "Some of these [Chinese] researchers in the US do not feel fully safe [any more]," says Zhang Monan, chief researcher on US and Europe at the China Center for International Economic Exchanges in Beijing, a government-sponsored think-tank.  The Chinese recruitment schemes offer a range of incentives, from tax subsidies and research grants to topping up wages in co-operation with large private sector employers. They often also provide office and laboratory space, and even help with recruiting local researchers.  Last year, the government announced a tax subsidy scheme designed to lure overseas talent to the Greater Bay area on China's south coast, giving high earners an effective tax rate as low as Hong Kong's, according to calculations by KPMG. Elsewhere, officials in Ningbo, near Shanghai, have said they will pay relocation costs of between Rmb150,000 ($21,000) and Rmb8m ($1.2m) to attract specialist tech workers.  Chinese government-backed recruiters have, over the past year, been more cautious about operating in the US. But while the Trump administration has scrutinised university staff with Chinese state funding, it does not seem that the US government is concerned about Chinese engineers leaving the country. China's private sector is still able to move quickly to mop up talent - although companies under export sanctions, such as Huawei, are careful not to hire competitors' engineers who could be accused of bringing sanctioned technical knowledge to China.  This push for chip self-sufficiency has boosted smaller private Chinese companies, according to Charles Hao, a private equity investor formerly on the board of Applied Materials.  "The drive for tech decoupling has increased demand for Chinese startups," he says. "They used to be thought of as too high-risk and so had no market to sell to; now they're developing because there's demand domestically."  A potential recoupling Some Chinese academics talk optimistically about trying to "recouple" rather than "decouple" from the US - a reference to welcoming in more American investment and companies, hoping this will add to the lobbying pressure in Washington from the parts of tech sector that want to deal with China.  Examples of this trend include the central bank's decision to allow PayPal to become the first foreign company to acquire payment processing licences, as well as the Foreign Investment Law, pushed through in March in a bid to calm overseas investors' concerns.  The law promises that all sectors are open to foreign investment unless they are named on a "negative list", flipping the previous presumption of industries being closed unless otherwise stated, and fulfilling a longstanding US demand.  Yet experts say this strategy comes into conflict with ensuring technologies China relies on are "secure and controllable". Politicians abroad have compared buying Huawei's equipment to giving China an "off switch" for a country's telecoms network.  The Chinese government faces a similar conundrum: if it really wants to allow foreign tech companies to gain market share in China, it must recognise that Washington will have potential influence over crucial technology. Chinese policymakers increasingly believe they cannot bear the risk.  Additional reporting by Nian Liu  'Chinese start-ups used to be thought of as too high-risk. Now they're developing because there's domestic demand'  'Due to the trade war, China has realised it needs to develop its own domestic open source ecosystem'
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One is allowed to travel around parts of Vancouver, enjoy restaurants, stroll through parks, wear designer clothes and smile for the cameras.  Two others are held in a Chinese jail, with little communication to families and friends, and very restricted access to consular help.  Normally, the trio would have nothing to do with each other. But global politics and matters of justice have forever linked the drastically different positions of Meng Wanzhou, Michael Kovrig and Michael Spavor.  Ms Meng, the chief financial officer of Chinese telecoms group Huawei, is in Vancouver fighting extradition to the US, while Mr Kovrig and Mr Spavor are two Canadians held in China, widely viewed in Canada as being detained in retaliation for Ms Meng's arrest.  Her arrest on December 1 2018 - to face charges of breaching US sanctions against Iran - sparked an international crisis and sunk relations between the countries to an all-time low. The debate has since spread to include claims she is a political pawn in the US-China trade war. She has denied the allegations against her.  The ramifications of Ms Meng's arrest were harsh and swift. Days after her detention, China arrested and jailed Messrs Kovrig and Spavor on accusations of espionage. Separately, Chinese officials banned Canadian imports of pork and beef, decisions that have since been reversed, and blocked imports of canola seeds from two of the nation's largest exporters, costing an estimated $1bn annual loss of business.  The saga enters a new phase this week as Ms Meng, daughter of Huawei founder Ren Zhengfei, heads to a Vancouver court for the first part of her extradition hearing, which will focus on the issue of "double criminality" - the requirement for extradition that the offence she is accused of is a crime in Canada and the US. It is scheduled for the whole week. More court dates are scheduled for later in the year.  Ms Meng's lawyers had argued that her case should be dismissed because it was based on alleged breaches of US sanctions on Iran, which were not crimes in Canada at the time.  However, in recent court filings, Canadian government lawyers said her alleged offence was not breaking US sanctions on Iran, but defrauding UKbased bank HSBC. Crown lawyers, representing US interests in the case, said "the essence" of her "offending conduct is fraud, not violating sanctions".  As a result of her misrepresentations, "HSBC's economic interests were put at risk," they said, because it prevented the lender from accurately assessing the risks of maintaining a business relationship with the Chinese group, they added. Ms Meng told the bank during a meeting in Hong Kong in 2013 that Huawei had cut ties with Skycom, a company operating in Iran.  Ms Meng's lawyers plan to argue that she was a victim of a conspiracy between Canadian and US authorities to violate her rights. They will also argue that she is being used as a political pawn in the US-China trade war.  The US and China last week signed phase one of a pact to pause their trade battle - despite a plea by Canada's prime minister, Justin Trudeau, for the US to hold off until Mr Spavor and Mr Kovrig are released.  Ms Meng is also personally suing Canadian border agents for her treatment before her arrest, while Huawei is suing the US government over what it claims are unconstitutional barriers to entering the country's telecoms market.  Canada is also facing pressure from the US to ban the group from its 5G network over security concerns. Ottawa has not made such a decision yet and is watching events in the UK, which is considering allowing Huawei access to its 5G network, said University of Ottawa professor Wesley Wark, an expert on national security and intelligence.  "The key for Canada will be to avoid isolation by finding a group of likeminded countries and negotiating American desires," said Prof Wark. "For Huawei, Canada is a small market and a decision to ban them from 5G would not really affect their global business but it would be a straw in the wind and an indication that US pressure tactics on allies might win out, with broader ramifications for Huawei's stake in Europe and elsewhere." Though Canada is not a big market for Huawei, Paul Evans, at the University of British Columbia's School of Public Policy and Global Affairs, said the company was "playing the long game" and probably saw Canada as a good source of research and development and "partnerships that are of practical and reputational value".  Despite the China-Canada tensions, Prof Evans, called the situation "stable", noting officials on both sides had cooled their rhetoric. But China could step up restrictions such as on tourism and student enrolment. "People-to-people relations have been pretty steady even as diplomatic relations have chilled," he said. "If the Chinese turned off these taps the economic and psychological effect would be severe." Since posting C$10m ($7.65m) bail, Ms Meng is allowed to live in one of her two upmarket Vancouver homes under a form of house arrest with a 24-hour security team. She can travel through parts of the city but is subject to a curfew. She must wear an ankle monitor and be escorted by private security guards wherever she goes.  Meanwhile, Mr Kovrig and Mr Spavor remain in Chinese jails. China has refused to allow them access to lawyers while permitting limited consular visits.  Hong Kong-based Mr Kovrig is a former diplomat and adviser at the International Crisis Group. Mr Spavor, who lives in China, organises cultural exchanges in North Korea.  ICG called the arrest of Mr Kovrig "arbitrary and unacceptable". Karim Lebhour, ICG's head of communications and outreach for North America, said: "We have not been able to communicate directly with Michael since he has been detained. He is only allowed one consular visit every month." Prof Wark said: "Probably the best outcome for the two Michaels ... would be ongoing quiet diplomacy plus a Chinese show trial followed by quick expulsion and return to Canada. Calls for a harder Canadian line against China do not strike me as very realistic as we have limited leverage and cannot really afford a trade war with that country."  See Editorial Comment  'People-to-people relations have been pretty steady even as diplomatic relations have chilled'
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The arrest of Huawei's chief financial officer has sparked concern among US and Chinese executives, alarmed that they could be the next targets in the increasingly tense relations between the two countries.  Meng Wanzhou, daughter of the telecoms group's founder and the granddaughter of a Communist party veteran, was detained at Vancouver airport last week following an extradition request by the US over allegations of violating Iran sanctions.  Ms Meng's arrest has made her the public face of the friction between Beijing and Washington and sent a chill through the ranks of China's top executives.  Although Chinese media have downplayed the extradition request and censors have erased defiant comments on social media, Ms Meng's detention has raised the stakes in the dispute between the two biggest economies.  "There's a lot of concern among wellconnected Chinese, or Chinese executives of companies that the US has criticised," said Shaun Rein, managing director of CMR China, a market research group. "They feel it is a step too far, that it is targeting individuals."  Over the past year, Beijing has tried to damp public discussion of the trade tensions to give the leadership more leeway to respond to US demands. Instead, it has tried to woo US executives to press for a resolution and maintain investments in China.  William Zarit, head of the American Chamber of Commerce in Beijing, did not think there would be direct reprisals by the Chinese government against US executives.  "They don't want to kill the goose that lays the golden egg, and they don't want to send a negative message to third country investors," he said.  The rapid escalation of the dispute has angered and worried Chinese business and politicians.  Some among the political elite had expressed concern to Xi Jinping that the tensions were hurting their interests, two people familiar with the issue said.  In the past, some companies have issued restrictions on travel to China. UBS cautioned its employees following the detention in China of a Singaporean executive in relation to a corruption investigation, and Rio Tinto following the detention of its Shanghai-based representative, Stern Hu, during iron ore price negotiations. Mr Hu ultimately served a sentence for accepting bribes.  News of the arrest of Ms Meng came in the week that Patrick Ho Chi-ping, head of a think-tank affiliated to a finance-to-energy company, was convicted by a US court of bribing African leaders.  Roland Hinterkoerner of Expertise Asia, a corporate consultancy, wrote: "If Washington is now in the business of nothing short of taking hostages in the form of detaining business executives, not just in Canada but potentially anywhere in the world, for the purpose of having them extradited to US soil and tried for sanction violations there, what Chinese businessman is going to travel any longer, not just to the US but any jurisdiction that would be minded to easily kowtow to the forces in Washington?" When anxious Chinese asked the commerce ministry for guidance, it said it "wasn't clear on the circumstances", according to one business consultant.  State-owned companies, for their part, have been tiptoeing around US rules to avoid triggering sanctions that could hurt their ability to raise capital in western markets.  Lucy Hornby, Louise Lucas and Tom Mitchell.
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China has said it is willing to work with the US to implement the "important consensus" reached at the G20, in a potential sign of progress in trade negotiations following a phone call between the two presidents at the weekend.  US president Donald Trump and his Chinese counterpart Xi Jinping spoke by phone on Saturday, and Mr Trump praised the "positive progress" in bilateral negotiations, China's foreign ministry said in a statement. Mr Trump struck a positive note on Twitter at the weekend, describing a "long and very good call" with his counterpart.  Mr Xi told Mr Trump that he "hopes that the two teams will meet each other half way, work hard, and strive to reach an agreement that is mutually beneficial and beneficial to the world as soon as possible", China's foreign ministry said after the call.  Worries about the danger of a collapse in the trade truce have unsettled financial markets in the month following the two presidents' discussions at the G20 summit in Buenos Aires. The two sides offered different interpretations of the supposed agreement, raising questions about whether they could ultimately avoid higher tariffs.  At the same time, concerns about existing and threatened tariffs are beginning to eat away at business confidence around the world, contributing to forecasts of slowing global growth late this year and into 2019. Analysts question whether it will be possible to achieve by early March a substantive agreement tackling major problems such as intellectual property theft and forced technology transfer. Top US and Chinese officials will not hold face-toface trade talks until January, highlighting the tight timeline that faces the countries.  Nevertheless, the parties have been taking steps to prevent the ceasefire from collapsing. China, for example, has cut car tariffs back to their levels before the trade war and has begun buying US soyabeans again.  Mr Trump took to social media at the weekend to talk up the possibility of an accord with China. The "deal is moving along very well. If made, it will be very comprehensive, covering all subjects, areas and points of dispute. Big progress being made!" Yesterday, Chinese foreign ministry spokesman Lu Kang added to the positive rhetoric in a statement commemorating the 40th anniversary of the establishment of diplomatic relations between the US and China.  "China stands ready to work with the US to implement the important consensus reached by President Xi Jinping and President Trump in Argentina, expand co-operation on the basis of mutual benefit, manage differences on the basis of mutual respect," Mr Lu said.  Mr Trump is facing pressure at home to ratchet down trade tensions following a torrid period for financial markets, while concerns grow about the impact on key constituencies, including US farmers.  Jon Tester, a Democratic senator from Montana, said yesterday the loss of foreign markets was now threatening farmers' solvency as he called for the trade war to be ended. "If this continues we will see more farmers go broke and see rural America be further diminished," he told CBS.  The arrest of Meng Wanzhou, chief financial officer of Huawei, in Canada following an extradition request from the US has also added to broader anxieties about relations between the two powers. Nevertheless, China did not direct particular ire towards the US for Ms Meng's arrest.  The 'deal is moving along very well. If made, it will be very comprehensive, covering all subjects …'
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When Donald Trump sat down to dinner with Xi Jinping last month at the G20 summit in Buenos Aires, the US president did not know about the diplomatic bomb that would soon explode. At about the same time, police in Canada arrested a Chinese telecoms executive after a US extradition request.  The detention of Meng Wanzhou, chief financial officer of Huawei, was extraordinary because the US justice department had not told the White House about the warrant to arrest the daughter of the founder of the telecoms group, one of China's most successful and influential companies.  But the importance of the arrest went well beyond the immediate circumstances. It is the most striking symbol yet of the dramatic deterioration in relations between China and a US that is increasingly suspicious of Beijing's motives and actions. Reinforcing the rupture, the US several weeks later charged two Chinese nationals with conducting a global hacking campaign to assist the Chinese intelligence services.  While the trade war has received the most attention, the economic tussle is part of a much more profound shift in the US that has seen Washington reverse important elements of the strategy of engaging with its Asian rival that was first introduced more than 40 years ago by Richard Nixon.  Support for this change in approach has a broad base in the US. Officials across the US government have become significantly more hawkish towards China - over everything from human rights, politics and business to national security. At the same time, US companies and academics who once acted as a buffer against the harshest views are now far less sanguine.  "China has for some time underestimated the extent to which the mood in the US has shifted," says Hank Paulson, the former US Treasury secretary. "The attitude that they would implement reforms at a timetable that made sense to them missed the fact that this was no longer sustainable if they wanted the US to keep its markets open to them. And the US business community now supports a harder line."  While Mr Trump likes to describe China's president Mr Xi as his friend, his White House signalled a major shift away from China when it labelled the nation a "revisionist power" in its December 2017 National Security Strategy. In October, Mike Pence, vicepresident, hammered home that message in a speech at the Hudson Institute that charged China with a litany of offences - from political repression at home to coercive diplomacy abroad.  The rhetoric has been matched with action. In the South China Sea, the US navy is now conducting frequent freedom of navigation operations to push back against Chinese sovereignty claims to disputed reefs and islands. Meanwhile, the justice department has created a "China initiative" task force to crack down on espionage.  While Ms Meng was arrested for allegedly helping her telecoms company violate US sanctions on Iran, US officials have long worried that Huawei could help China spy on rivals. Those concerns escalated last year, culminating in the US convincing its Five Eyes intelligence-sharing partners - Canada, Australia, New Zealand and Britain - that they needed to take a much tougher line on Huawei, according to one person familiar with the situation.  A bolder China While concerns about China have risen in parallel with its emergence as a rival to the US, Washington has concluded that it has underestimated the speed with which it has caught up with the US in terms of technology - particularly technology with military applications.  Dennis Wilder, former head of China analysis at the CIA, says that as the US war on terror has receded in urgency, intelligence and national security officials have now woken up to the fact that China was using a "whole-of-society" approach to collecting intelligence, and that the openness of the west to Chinese scientists, students and business people had become an "Achilles heel".  "The Chinese intelligence operations were astoundingly successful in providing the military and other state-owned enterprises with the secrets to enable technological leaps that could only be possible with the theft of advanced critical technology from the US, Japan and Europe," Mr Wilder says.  Mr Trump and his trade war have done a lot to change the mood but many experts say China would have faced a harsher climate regardless of whether he had won the 2016 election. One of the few areas where Democrats and Republicans are united is on the need to adopt a tougher stance towards Beijing.  Lindsey Ford, a former Pentagon official under Barack Obama, says US military officials started to become much more concerned about China during the second half of that administration, when it appeared that Mr Xi was abandoning the "hide and bide" low-profile approach espoused by Deng Xiaoping, the former leader.  This was most striking in the rapid land reclamation in the South China Sea, where it installed weapons systems on some islands despite Mr Xi having pledged to Mr Obama in 2015 that China had "no intention to militarise" them.  Ms Ford says the South China Sea activity was "the clearest signal that the game seemed to have shifted and that China's own calculations about how much risk it was willing to accept … was no longer the same".  At the same time that its navy has become more assertive, China has developed weapons-related technologies at a much faster pace than many US analysts once thought likely.  Underscoring how the gap between the US and China has narrowed, General Paul Selva, vice-chairman of the joint chiefs of staff, warned in June that "if we sit back and don't react, we will lose our technological superiority in 2020". The Pentagon is also concerned about the vulnerability of military supply chains because of components made in China.  Technological fear Washington is raising red flags about activities aimed at stealing US technology - whether via Chinese nationals working in American university labs or cyber espionage. One person familiar with the situation says US officials real-ised how much more vigilant they needed to become when they discovered just how much similarity there was between the Chinese J-20 stealth fighter jet and the American F-35.  To tackle the threat, the US has significantly stepped up vetting of Chinese nationals who apply to study sensitive subjects in America. Christopher Wray, FBI director, warned Congress last year that US universities were naive about the potential for Chinese nationals to collect intelligence on their campuses.  John Demers, head of the justice department's China Initiative, recently told the Senate judiciary committee that 90 per cent of economic espionage cases over the past seven years involved China. When the US charged the hackers in December, it said Beijing had breached a 2015 deal that neither nation would steal intellectual property for commercial advantage.  The US is also concerned about China trying to recruit American spies. In his testimony, Mr Demers said the justice department had an "unprecedented" three cases against former US intelligence officers accused of spying for China. In May, the US charged Jerry Lee, a former CIA operative, with illegally possessing secret information.  The CIA believes he provided Beijing with details of its spying operation in China. One person familiar with the matter says his actions dealt a catastrophic blow to the CIA's network - as many spies were arrested or executed.  The US also believes two Chinese cyber attacks in recent years - on the Office of Personnel Management which maintains government employee records, and another on the Marriott hotel group - were designed to help China identify covert US intelligence operatives in the country.  As the US strikes a tougher tone, China is losing constituencies that once helped balance the more hawkish views in security circles. US academics who were seen as friendly to China are becoming warier as Beijing cracks down on human rights, not least those of the Uighurs held in mass detention centres in Xinjiang, fails to follow through on economic pledges, presses US scholars to be less critical and moves backwards in terms of political reform.  "People I've known for decades have given up on China," says Susan Shirk, chair of the 21st century China Center at the University of California San Diego. "There's a widespread view in the academic community that the overreaching China has done both domestically and internationally is hard-baked into the system and that there's no hope of getting them to adjust their behaviour to our interests and values."  Red flags A turning point that alarmed Washington came in late 2017 when Mr Xi did not name a successor at the Communist party's 19th congress. He also pledged that China would become a fully modern economy by 2035 - picking a date that some saw as another sign that he intended to remain in power following his second five-year term. In a further sign of centralising power, the National People's Congress approved last March a change in the constitution to remove the two-term limit on the presidency.  More recently, Mr Xi reignited concerns that he was backtracking on reform when he used a December speech about 40 years of China's economic opening to stress the primacy of the party. "No one is in a position to dictate to the Chinese people what should or should not be done," he said.  One senior US administration official says China has misread the change of mood in the US, adding that "even more disturbingly, they just don't care". The official says the fact that Mr Xi's speech had focused on "the growing role of the Communist party in every aspect of economic, political and personal life in China" suggested that Beijing was not taking the US concerns seriously.  "I don't see signs of a course shift by the top leadership," says the official.  "I never thought China would aspire to be a Jeffersonian democracy or espouse the western liberal order," says Mr Paulson. "I always thought the Communist party would be paramount, but I didn't see the clock being turned back."  Ms Shirk says a significant factor in the US backlash is that the business community has "really soured on China". "Right now, it is totally out of balance because the national security concerns are completely dominating the process and the business community isn't resisting," she says.  Ryan Hass, a former White House official now at the Brookings Institution, says many US companies had "promise fatigue". While many did not agree with the approach Mr Trump was taking on trade, they wanted him to be tough with China on market access and were "trying to use Trump's instincts for disruption [to] their advantage". "The Chinese leadership has promised for years that reform was around the bend and then you see things like President Xi's speech where he emphasised the central role of the party," says Mr Hass. "Members of the business community see the Trump administration as an opportunity for the US to rattle the cage in Beijing."  Susan Thornton, the top Asia official at the state department until last summer, says many of the grievances had existed for years but Mr Trump was giving them impetus because no one inside his administration was weighing those concerns against the broader China relationship.  "There is no one imposing discipline right now. Everybody has now got a hunting licence. It is open season on China," says Ms Thornton. One reason the Chinese may have been blindsided by the changing US approach is that Mr Trump rarely raises security issues. "Trump never brings up any of that stuff in meetings with the Chinese," she says. "He won't bring up Taiwan or the South China Sea, or nuclear missiles or arms control, or espionage."  Just before New Year, Mr Trump tweeted that he had spoken to his Chinese counterpart and that there had been "big progress" on trade. But the landscape has changed so dramatically that most China experts believe the relationship will become much more rocky even if there is an agreement on trade.  "I am cautiously optimistic that President Trump will be able to declare a trade victory and end the tariff war," says Mr Paulson. "But there will still be so many intractable economic and security issues that this will continue to be a very fraught relationship."  Speed read  Strategic shift Washington has become much more sceptical about China's actions and motives  Achilles heel The US is particularly worried about Chinese efforts to get hold of technology with military uses  Strong leader Xi Jinping's efforts to concentrate power have caused concern in the US about China's path  'It is totally out of balance because US national security concerns are dominating the process and the business community isn't resisting'  'China has promised for years that reform was around the bend and then you see things like President Xi's speech [on the role of the party]'   

