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Paper Tigers, Hidden Dragons. Douglas Fuller. 

Pity the Chinese Communist Party: most Chinese expect it to take their country back to its rightful place as an 

advanced economy. But ŵĂŝŶůĂŶĚ CŚŝŶĂ͛s ascent is slowing.  The Middle Income Trap is beckoning, where a 

ĐŽƵŶƚƌǇ͛Ɛ ůĂďŽƵƌ ďĞĐŽŵĞƐ ƚŽŽ ĞǆƉĞŶƐŝǀĞ ƚŽ be competitive before it has become competitive as a knowledge 

economy. Its East Asian neighbours escaped the Trap, but they did so with a labour force which advanced 

quickly and evenly. Mainland China is vastly more unequal than Japan, Taiwan or Korea were or are, and so it 

has a bottom half-billion (or so) whose education and training has lagged behind the rest.  Their workplaces 

are resourced accordingly - in the countryside, and in the cities where they reside as migrant workers - and 

their low productivity is a drag on the economy.    

DŽƵŐůĂƐ FƵůůĞƌ͛Ɛ ĞǆĐĞůůĞŶƚ ďŽŽŬ ŝƐ ŶŽƚ ĐŽŶĐĞƌŶĞĚ ǁŝƚŚ ƚŚŝƐ ŵĂůĨƵŶĐƚŝŽŶŝŶŐ ƉĂƌƚ ŽĨ ƚŚĞ CŚŝŶĞƐĞ ĞĐŽŶŽŵǇ͕ ďƵƚ 
with another part whose underperformance is more surprising - high technology͘  CŚŝŶĂ͛Ɛ ůĞĂĚĞƌƐ Đůearly care 

about high tech͘ TŚĞ ƚŽƉ ƵŶŝǀĞƌƐŝƚŝĞƐ͛ ƐĐŝĞŶĐĞ ĂŶĚ ĞŶŐŝŶĞĞƌŝŶŐ ĚĞƉĂƌƚŵĞŶƚƐ͕ ĂŶĚ ůĞĂĚŝŶŐ ƌĞƐĞĂƌĐŚ ŝŶƐƚŝƚƵƚĞƐ͕ 
ĂƌĞ ůĂǀŝƐŚĞĚ ǁŝƚŚ ĨƵŶĚƐ ƐŽ ƚŚĂƚ CŚŝŶĂ͛Ɛ ŚŝŐŚ ƚĞĐŚ Ĩŝrms can employ their graduates and draw on their research.  

Those firms are funded with generous venture capital and cheap loans, force-fed with subsidies, cosseted with 

preferential public purchasing - as Fuller shows. And yet, as he shows too with sometimes vivid detail, most of 

them fail. He argues persuasively that their failure arises at bottom from government failure: the officials in 

charge of the funding and subsidising and public purchasing do not have the industrial expertise to know what 

they are doing. Those lower down often know just what they are doing: they are gaming the system. And 

whom they are helping: often their friends and relations. 

For anyone with a dark sense of humour, the story is amusing: take patents. The government has come to the 

unimpeachable conclusion that successful economies take out rather a lot of patents. Further, successful high-

ƚĞĐŚ ĨŝƌŵƐ ŝŶ ƐƵĐŚ ĞĐŽŶŽŵŝĞƐ ƉĂƚĞŶƚ ĂƐ Ă ŬĞǇ ƉĂƌƚ ŽĨ ƚŚĞŝƌ ƐƚƌĂƚĞŐǇ͘ SŽ͕ ͚ƚŚĞ NĂƚŝŽŶĂů PĂƚĞŶƚ DĞǀĞůŽƉŵĞŶƚ 
Strategy 2011-20 called for an increase from 1.2 million patents filed in 2010 to 2 million by 2015͛ ;Ɖ͘ϭϬϱͿ͘ WĞ 
must all be thrilled to hear that this demanding goal was reached in 2012. But such Stakhanovite achievements 

ŚĂǀĞ ƚŽ ďĞ ǁŽƌŬĞĚ ĨŽƌ͘ ͚͘͘ϭϱϬ ůŽĐĂů ƉĂƚĞŶƚ ƚĂƌŐĞƚƐ ǁĞƌĞ ƐĞƚ ďǇ ŵƵŶŝĐŝƉĂů ĂŶĚ ƉƌŽǀŝŶĐŝĂů ŐŽǀĞƌŶŵĞŶƚƐ͕ ĂŶĚ 
patent applications are one of the criteria by ǁŚŝĐŚ ƚŚĞ ĐĞŶƚƌĂů ŐŽǀĞƌŶŵĞŶƚ ũƵĚŐĞƐ ŝƚƐ SOE ŵĂŶĂŐĞƌƐ͙ƚŚĞ ƐƚĂƚĞ 
has provided SMEs with over 10billion RMB ƐŝŶĐĞ ϭϵϵϵ ďŽƚŚ ĂƐ ƌĞǁĂƌĚƐ ĨŽƌ ĂŶĚ ŝŶĐĞŶƚŝǀĞƐ ƚŽ ƉĂƚĞŶƚ͛͘  With so 

many people trying so hard to oblige the central government with patents, it is not surprising that those who 

grant them - the State Intellectual Property Office, SIPO - are understanding of their needs.  In 2011, even the 

ŚĞĂĚ ŽĨ ƌĞƐĞĂƌĐŚ Ăƚ SIPO ĂĚŵŝƚƚĞĚ ƚŚĂƚ ƉĂƚĞŶƚ ƋƵĂůŝƚǇ ƌĞŵĂŝŶĞĚ Ă ĐŽŶĐĞƌŶ͘ AŶĚ ͚ĂŶŽƚŚĞƌ ƌĞƉŽƌƚ ůĞĚ ďǇ Ă 
scholar related to SIPO found the quality of Chinese invention patents [the highest type] below those of 

developed countƌŝĞƐ͛.  Fuller is, rightly, harsher. 

SƵƌĞůǇ ƚŚĞ ƐĞŶŝŽƌ ŽĨĨŝĐŝĂůƐ ŝŶ ĐŚĂƌŐĞ ŽĨ ƚŚŝƐ ŐĂŵĞĚ ƐǇƐƚĞŵ ƵŶĚĞƌƐƚĂŶĚ ƌŽƵŐŚůǇ ǁŚĂƚ ŝƐ ŐŽŝŶŐ ŽŶ͍ WŚǇ ĚŽŶ͛ƚ ƚŚĞǇ 
ĚŽ ƐŽŵĞƚŚŝŶŐ ĂďŽƵƚ ŝƚ͍  FƵůůĞƌ͛Ɛ ĞǆƉůĂŶĂƚŝŽŶ ŝƐ ĂƐ ƵƐƵĂů ĞǆŚĂƵƐƚŝǀĞůǇ ƌĞƐĞĂƌĐŚĞĚ ĂŶĚ ƚŚŽƌŽƵŐŚůǇ ƉĞƌƐƵĂƐŝǀe. 

TŚĞǇ ƚƌǇ͕ ďƵƚ ƚŚĞǇ ĂƌĞ ĐĂƵŐŚƚ ŝŶ ƚŚĞŝƌ ŽǁŶ ŶĞƚ͘ TĂŬĞ ǌŚĂŽƐŚĂŶŐ ǇŝŶǌŝ ;ĂƚƚƌĂĐƚŝŶŐ ŝŶǀĞƐƚŵĞŶƚͿ ǁŚŝĐŚ ͚ƌĞŵĂŝŶƐ Ă 
ƉƌŝŽƌŝƚǇ ƚĂƐŬ ĨŽƌ ůŽĐĂů ĐĂĚƌĞƐ ǁŚŽ Ɛƚŝůů ĨĞĞů ƵŶĚĞƌ ŐƌĞĂƚ ƉƌĞƐƐƵƌĞ ƚŽ ƐĞĐƵƌĞ ŝŶĚƵƐƚƌŝĂů ŝŶǀĞƐƚŵĞŶƚƐ͛͘  Fuller shows 

the disastrous consequences of this ĐƌƵĚĞ ͚ĞĐŽŶŽŵŝĐ ŵĞƚƌŝĐ͛ - it leads to bidding wars to attract multinationals, 

without any of the efforts at embedding in local supply chains or technology transfer which their counterparts 

in Taiwan and Singapore have long undertaken.  Repeatedly Premier Li KeqŝĂŶŐ ŚĂƐ ͚ƌĞŝƚĞƌĂƚĞĚ ƚŚĞ ŝŶƚĞŶƚŝŽŶ ƚŽ 
ŵŽǀĞ ĂǁĂǇ ĨƌŽŵ ŚĂƌĚ ĞĐŽŶŽŵŝĐ ƚĂƌŐĞƚƐ ĨŽƌ ĐĂĚƌĞ ĞǀĂůƵĂƚŝŽŶ͛ ;Ɖ͘ϰϳͿ͖ but repeatedly - when faced by economic 

slowdown or the threat of it - ŚĞ ŚĂƐ ͚ƌĞ-ĞŵƉŚĂƐŝƐĞĚ ŚĂƌĚ ĞĐŽŶŽŵŝĐ ƚĂƌŐĞƚƐ ĨŽƌ ůŽĐĂů ŽĨĨŝĐŝĂůƐ͛͘ ͚UŶǁŝŶĚŝŶŐ 
CŚŝŶĂ͛Ɛ ŝŶǀĞƐƚŵĞŶƚ-centric model is necessary and yet such reforms will lower growth in the short term to 

levels that are politically painful to a regime predicating its legitimacy in large part on delivering the economic 

goods.͛ ;Ɖ͘ϱϰͿ͘  

In his long and thorough research on the integrated circuits sector(s), Fuller has discovered a gleam of light in 

CŚŝŶĂ͛Ɛ ŚŝŐŚ-tech darkness.  Not multinationals, which do not commit to China; not domestic firms, which are 

either stifled (as above) by state favoƵƌ͕ Žƌ ƐƚĂƌǀĞĚ ŽĨ ĨƵŶĚƐ ďǇ ƚŚĞ ůĂĐŬ ŽĨ ŝƚ͘ ͚HǇďƌŝĚƐ͛ ĂƌĞ CŚŝŶĞƐĞ ŝŶ ƚŚĞŝƌ 
ĐŽŵŵŝƚŵĞŶƚ͕ ŝŶ ŚĂǀŝŶŐ ƚŚĞŝƌ ͚ŽƉĞƌĂƚŝŶŐ ƐǇƐƚĞŵ͛ ŝŶ ŵĂŝŶůĂŶĚ CŚŝŶĂ͕ ďƵƚ they draw much of their capital and 

thus of their governance from outside it, and this plays a crucial role in preventing the encroaching state taking 



control - ǁŚŝĐŚ ǁŽƵůĚ ŝŶ ƚŚĞ ůŽŶŐ ƌƵŶ ďĞ ĨĂƚĂů͘  TŚĞ ͚ŶŽŶ-ŵĂŝŶůĂŶĚ͛ ĞůĞŵĞŶƚ ƚĞŶĚƐ ƚŽ ďĞ ŵĂŝŶůǇ ĞƚŚŶŝĐ CŚŝŶĞƐĞ 
from Taiwan, Hong Kong or Singapore - better than mere foreigners at operating in China.  

Fuller makes a stƌŽŶŐ ĐĂƐĞ ĨŽƌ ƚŚĞƐĞ ͚ŚǇďƌŝĚƐ͛ ;ƚŚĞ HŝĚĚĞŶ DƌĂŐŽŶƐ ŽĨ ŚŝƐ ƚŝƚůĞͿ ĂƐ ďĞƚƚĞƌ ŵĂŶĂŐĞĚ ƚŚĂŶ ƐƚĂƚĞ-

controlled domestic enterprises (the Paper Tigers) and contributing to the build-up of competences in 

integrated circuits in mainland China. But can we really look to the Hidden Dragons to make up for the failure 

of mainland firms in high technology generally?  DŽ ƚŚĞǇ ƌĞĂůůǇ ;ƚŽ ƋƵŽƚĞ ƚŚĞ ďůƵƌďͿ ͚ƉƌŽŵŝƐĞ ĂŶ ĂůƚĞƌŶĂƚŝǀĞ 
ǁĂǇ ƚŽ ĂǀŽŝĚ ƚŚĞ ŵŝĚĚůĞ ŝŶĐŽŵĞ ƚƌĂƉ͍͛   TŚĞƌĞ ĂƌĞ ƚwo reservations to enter. One he makes plainly himself:  

ďĞĐĂƵƐĞ ŽĨ ƚŚĞŝƌ ůŝŵŝƚĞĚ ĨŝŶĂŶĐŝĂů ƌĞƐŽƵƌĐĞƐ ƚŚĞǇ ĐĂŶ ŽŶůǇ ƐƵĐĐĞĞĚ ŝŶ ƐĞĐƚŽƌƐ ǁŚŝĐŚ ĂƌĞ ͚ŵŽĚƵůĂƌŝƐĂďůĞ͕͛ ƚŚĂƚ ŝƐ 
where new entrants can depend on other firms for most components and competences, and with ͚fast clock 

speed͛, that is where there is rapid turnover of competences and IP so that being new is on balance an 

advantage. The other reservation emerges from his discussion: it is not enough for a Hidden Dragon to be on 

the side of all the angels technologically.  It has ƚŽ ŵĂŬĞ ƐĞƌŝŽƵƐ ŵŽŶĞǇ͘ IĨ ŝƚ ĚŽĞƐŶ͛ƚ ŝƚ ǁŝůů ŐŽ ƵŶĚĞƌ Žƌ ďĞ ƚĂŬĞŶ 
over by the state.  That is, alas, what appears to have happened to most of his hidden dragons in integrated 

circuits.  Now as he points out, there are splendid hidden dragons in the internet sector - Alibaba, Tencent - 

ĂŶĚ ƚŚĞǇ ĂƌĞ ƚŚƌŝǀŝŶŐ͘ SŽ ǁŚĂƚ ŚĂǀĞ ƚŚŽƐĞ HDƐ ŐŽƚ ƚŚĂƚ ƚŚĞ IC HDƐ ŚĂǀĞŶ͛ƚ ŐŽƚ͍ Protection from foreign 

competition. But that is a policy instrument that China has in general forsworn. 

This book is nonetheless required reading ĨŽƌ ĂŶǇŽŶĞ ǁŚŽ ƐĞƌŝŽƵƐůǇ ǁŝƐŚĞƐ ƚŽ ƵŶĚĞƌƐƚĂŶĚ CŚŝŶĂ͛Ɛ ĚŝĨĨŝĐƵůƚŝĞƐ͕ 
and successes, in high tech. It is well written and most thoroughly and perceptively researched. FƵůůĞƌ͛Ɛ HŝĚĚĞŶ 
Dragons are not only promising for China, they show how in an ever-more-connected world, developing 

economies can draw creatively on foreign institutions.  

Andrew Tylecote 

University of Sheffield. 

 

 

 


