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Conspiracy theories abound in the Stern Hu arrest case

'It is a riddle wrapped in a mystery inside an enigma."

Winston Churchill's comment on Russian policy could equally apply to the Chinese government's decision-making process in the Stern Hu case.

Mr Hu, the general manager of mining company Rio Tinto Group's Chinese operations, was arrested nearly four weeks ago by the Shanghai arm of the Ministry of State Security along with three colleagues.

Given that Mr Hu is an Australian citizen and that his detention came as tense negotiations between Rio and Chinese steel mills over iron ore prices neared their climax, the arrest inevitably caused an almighty row.

But the reason Mr Hu was arrested remains unclear. The official explanation, that he is suspected of "stealing Chinese state secrets", doesn't tell us much. On the mainland, the definition of a state secret is extremely flexible. Essentially, it's whatever the authorities decide, even if that decision is retrospective

The general assumption is that Mr Hu had been collecting information about the order books and operating margins of Chinese steel companies; information that would be valuable to Rio in its negotiations. And there have been allegations that he bribed steel company executives to obtain it.

Yet it is hard to shake off the impression that there is more to this affair than meets the eye, that the mainland authorities have their own agenda and that the unfortunate Mr Hu is merely a pawn in a much larger game.

Joyce Poon and Louis Gave at Hong Kong-based research house GaveKal have had a crack at working out what that game might be. They've put their heads together and come up with four possible explanations for Hr Hu's arrest.

The simplest is that someone somewhere messed up; that the decision to detain Mr Hu was made by junior officials unaware of the international furore their action would cause.

This explanation is possible. Mainland officials have not been shy about arresting Chinese-born foreign citizens in the past. In 1993, another Australian, James Peng, was kidnapped from a Macau hotel room, bundled over the border and jailed on fraud and corruption charges.

But a foul-up seems unlikely in Mr Hu's case, especially if there is any truth in reports that his arrest was authorised personally by President Hu Jintao.

The second explanation is that Mr Hu's arrest was a symptom of Beijing's frustration at being a price-taker rather than a price-setter in ore negotiations. Although China is by far the world's largest importer of iron ore, its steel industry is deeply fragmented, weakening the ability of Chinese mills to determine ore prices.

In recent years, Beijing has sought to get around the problem by appointing negotiators for the entire industry. Yet their position has been undermined by ore-sellers dealing directly with smaller mills. Ms Poon and Mr Gave suggest Mr Hu's arrest may have been intended as a warning only to deal with the official negotiators.

Their third explanation is that Mr Hu's detention may have been intended to accelerate the consolidation of the Chinese steel industry. Beijing has been trying to push steel mergers for years, but as last week's murder of a steel executive by the workforce of an acquired mill demonstrates, the process is fraught with problems.

Ms Poon and Mr Gave argue that Mr Hu's detention may have been aimed at cutting off the supply of imported ore to smaller steel producers, forcing them into the arms of their larger rivals.

Finally, they suggest that the arrest may have been meant as a warning to business executives and the corporate sector in general. President Hu, they suspect, is uncomfortable with the growing self-interested independence and assertiveness of the business sector and its increasing ties to foreign companies, and wanted to send a message reminding executives that Beijing still calls the shots.

Granted, the explanations offered by Ms Poon and Mr Gave may sound a little far-fetched. But without more openness from the authorities, the affair will remain, as they put it, "as clear as mud"; or a riddle wrapped in a mystery inside an enigma.

