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Interview

专访

Asian Integration: Seeking 
Common Development amidst 
Restructuring
— Interview with Zhou Wenzhong, Secretary-General of 
Boao Forum for Asia

 Caijing magazine reporters Liu Yan, Zhang Yandong and Hu Weijia

The annual conference of the Boao Forum for 
Asia (BFA) is scheduled to commence on April 6. 
The theme for this year's forum is "Restructuring, 
C o o p e r a t i o n ,  R e s p o n s i b i l i t y :  A s i a  S e e k i n g 
Development for All,” and will encompass in-depth 
studies of economic, political and other wide-ranging 
topics involving Asia and world’s development. 

The path to global economic recovery remains 
less than optimistic in 2013, with the recovery growth 
track of major economies littered with obstructions. 
The collaborative spirit that had emerged when 
the financial crisis was at its utmost often met with 
challenges from trade protectionism. Under these 
circumstances, Asia has undoubtedly become the 
most powerful engine of growth for global economic 
development. 

Since the current global financial crisis began, 
Asia has contributed to two-thirds of the world’s 
economic growth. In the last decade, the average 
annual growth rate of emerging Asian countries was 3.5 
percent. If we were to expand the time horizon further 
to the last 30 years, emerging Asia countries have seen 

their share of global GDP rise from 10 percent to 30 
percent. At the same time, the rise of Asia has seen it 
assume increasing important economic and political 
roles in the world, but these changes also resulted in 
greater responsibility. 

Faced with such complex global economic and 
political landscapes, the challenges encountered by 
Asia have gradually risen. In terms of economics, 
other than enhancing economic integration within 
Asia, and contributing more to global economic 
growth, it also suggests that Asia will bear more 
responsibility for the recovery of other economies. On 
the political front, it faces multiple challenges such as 
strengthening internal mutual political trust brought 
about by the return to Asia strategy of the U.S. and 
other factors. How would Asia meet these challenges, 
and through its own restructuring and effort, bear 
greater responsibility and seek development for all? 

As the most important regional international 
organization in Asia, the BFA Annual Conference 2013 
will attempt to seek a feasible path of development 
for all through restructuring, responsibility and 
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cooperation for Asian integration. At his office 
in China World Tower, Beijing, Zhou Wenzhong, 
the Secretary-General of the BFA, indicated at an 
interview with Caijing magazine that the economic 
integration of Asian countries will help transcend and 
restore the cultural differences and “cultural cracks” 
that exist among Asian countries and regions, which 
would in turn result in the realization of genuine 
regional consolidation. On the issue of development 
for all, each major economy should assume mutual 
but different responsibilities, including taking into 
consideration the impact of a particular country’s 
policies on other economies when formulating 
domestic policies, not to seek to benefit oneself at the 
expense of others, and to avoid negative spill-over 
effect to the best of one’s ability. 

Zhou believed that a mutually developing 
Asia based on mutual trust and cooperation not only 
benefits Asian interests, but would also add to world's 
economic recovery oriented growth as well as further 
stability and amalgamation of international political 
order. 

Restructuring, Responsibility and Development for 
All

Caijing: The theme of this year’s Forum is 
“Restructuring, Responsibility, Cooperation: Asia 
Seeking Development for All.” It is the first time that 
the annual conference has placed restructuring at the 
head. At a time of a weak global economy, and delicate 
politico-economic conditions, why is restructuring so 
important? As far as the whole of Asia is concerned, 
what is the most important restructuring? 

Zhou: Restructuring is a term that was first 
put forward by Mr Yasuo Fukuda, the Chairman 
of BFA. Restructuring is always important, and 
even more significant under current conditions. The 
financial and Euro debt crises have exposed the flaws 
of the development model of developed countries, 
and also highlighted issues concerning the national 
development models of emerging markets. How 
to realize sustainable development, and prevent 
similar crises from recurring have become the basic 
challenges of major economies. The current situation 

is that major economies have arrived at a consensus 
on the inevitability and general direction of structural 
transformation, but its execution capacity is weak. 
As such, the courage and wisdom to restructure have 
become crucial. 

A series of topics based on the theme of 
“restructuring” have been designed for the annual 
conference this year, encompassing restructuring 
challenges faced by the global economy, major 
economies and key areas. Top foreign and domestic 
economists and corporate leaders will be invited 
to the session on China’s Reform Agenda, and will 
summarize their experience and lessons learnt from 
the 30-year reform China has undergone, as well as 
explore restructuring prospects for the next five to 10 
years. 

The EU session will be based on the theme of 
Structural Reform: Revitalize the Core Competitiveness 
of EU. We have invited European leaders and 10-15 
top European CEOs to diagnose the future direction 
and implementation route for restructuring. 

African leaders invited to address the Africa: 
Rise of an Ancient Continent session will share with 
conference participants, the restructuring that is 
underway in this ancient continent, and the limitless 
opportunities these have brought about.

At the Latin America: Transformation of the 
New Continent session, leaders from this faraway 
continent will be invited to share how Latin American 
economies face and survive the “middle income trap”, 
restructuring and innovating. 

An introspection of the world economy, macro 
policies and industry conditions, as well as the appeal 
to restructure will become the theme that threads 
through the various topics, including: Rethinking the 
Monetary Policy, Automobile vs. Society, Government 
vs. Market,  and Deregulating the Financial Industry. 

Caijing: Many believe that the current global 
economic and financial crises are passing, but clearly, 
no economy can detach itself from these issues. The 
respective roles played and responsibilities assumed 
by developed and developing economies have also 
triggered numerous debates. In your opinion, what is 
the core significance of “Responsibility” highlighted 
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in the theme of this year’s Forum?
Zhou: There is an abundance of meanings 

attached to the term “Responsibility” mentioned 
in the theme of this year’s annual conference, but 
there is only one core and objective: Asia’s mutual 
development. Development for all calls for mutual 
responsibility. 

The definition of mutual development is broad, 
and involves harmonious development between 
man and nature, mutual development of different 
economies, the balanced development of different 
regions and different industries, and coordinated 
development between the economy and society. 
Corresponding to these, the definition of mutual 
responsibility is also very broad. Many topics in 
the annual conference are concerned with mutual 
development,  including Global  Recovery and 
Development for All, Young Leaders Roundtable’s 
Development for All: Role of Young Leaders, and 
Philanthropy, CSR & Social Enterprise in Asia. 

You mentioned the role played and responsibility 
to be assumed by each economy; that is also one 
aspect. On the issue of development for all, every 
economy has to bear joint but different responsibilities, 
including taking into consideration the impact of 
policy of a particular country on other economies 
when formulating domestic policies, not to seek to 
benefit oneself at the expense of others, and to avoid 
negative spill-over effect to the best of one’s ability. 

Caijing: Europe’s economic recovery is still 
slow, and its political and economic cooperation are 
being tested. The experience of integration and lessons 
are similarly deep. In your opinion, what separate 
responsibilities should the members of the EU and 
countries such as the U.S. and China assume in 
subsequent political and economic cooperation?  

Zhou: The outlook of the Euro debt crisis 
remains uncertain. This has provided EU momentum 
for unity, and even continued economic and political 
cooperation for the EU, as well as fresh challenges 
and difficulties. A very prominent challenge is the 
difference conditions of each EU country, and the 
different difficulties each face. The policy emphasis 
of each country is naturally different. Under these 

circumstances, it is very important not to stress the 
difference in individual responsibility. The practical 
way should be to further highlight mutual responsibility 
and mutual goals when faced with a crisis.

In  my opin ion ,  each  EU economy faces 
unavoidable mutual responsibility when undergoing 
structural reform. The current alleviation of the EU 
crisis is only temporary after a series of emergency 
measures, rather than a solution to the EU debt 
problem. All EU countries should resolutely grasp 
the window of opportunity that is opened under this 
temporary alleviation to accelerate the process of 
structural reform. The U.S., the largest developed 
economy, should also accelerate its structural reform 
of its own economy, and appropriately resolve the 
“fiscal cliff”. Not only is this a necessity for the U.S., 
it is also the responsibility that the U.S. has to assume 
in stabilizing the global economy and the international 
monetary system. 

Against  a general  backdrop of collective 
“deceleration” of GDP growth of developed countries 
such as the U.S., the EU and Japan, the continued 
growth of China’s economy becomes very important 
with regards to maintaining global economic stability 
and growth. As such, conscientiously maintaining 
stable and sustainable growth of China’s economy is 
China’s biggest responsibility which it can assume in 
driving global economic recovery. 

Continue to Deepen Asian Integration
Caijing: From emphasizing a win-win situation 

for Asia in the past few years to eeking development 
for all in Asia of BFA's themes, in your opinion, what 
significant changes are occurring in terms of the 
content and model of collaborative development in 
Asia?

Zhou: The pressure of globalization has forced 
large and small countries and enterprises to attempt to 
elevate their respective economic efficiency through 
expanding markets, increasing competition and 
bringing in foreign capital and technology. All hope to 
obtain more dependable terms and conditions to access 
a key market, and to increase one’s competitiveness 
and international position through cooperation with 
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other countries. 
The world is  now divided into two large 

integrated economic systems, namely the European 
economic union and the North America Free Trade 
Zone. Economic integration in Asia, the world’s most 
populous and fastest growing region economically, 
is still being deliberated, without any breakthrough. 
As the waves of economic globalization and regional 
rises, each Asian economy has accelerated their pace 
in participating in regional economic integration. The 
new wave of regionalization in Asia is underway, and 
would bring about new opportunities and challenges to 
the economic development of all Asian economies. 

ASEAN, Japan, South Korea and India are 
actively exploring development strategies, objective 
models and priority sequences for regional free 
trade, and are all accelerating their pace towards 
participating in regional free trade. ASEAN is 
emphatic about maintaining their dominant position in 
a regional economic organization. Japan has instead 
turned toward a dual multi-lateral and regional FTA 
bilateral approach for its trade strategy based on the 
WTO framework.  

The process of economic integration of Asian 
countries will help transcend and restore the cultural 
differences and “cultural cracks” that exist among 
Asian countries and regions, and would advance the 
realization of genuine regional consolidation. Regional 
economic integration is a complex and big project, 
and covers a wide area. Therefore, one should not be 
looking for a quick result. Rather, an orderly, step-
by-step progress would be adopted to build a more 
intimate economic and trade relationship with other 
countries or regions on the basis of mutual benefit. 

Caijing: In an Asia development for all, the 
effect of China and Japan’s relationship is significant. 
However, the Sino-Japan relationship has experienced 
a series of disharmony since last year, which has 
resulted in uncertainty over prospects for Sino-
Japanese cooperation. From the BFA perspective, how 
should China and Japan adjust their relationship in 
within Asian cooperation, and play a better role? 

Zhou:  S ince  S ino-Japanese  re la t ionsh ip 
normalized, great progress has been made in bilateral 

ties. Both have also reaped enormous benefits from 
their current cooperation, and play an extremely 
crucial role in regional peace and stability. As such, 
there is no reason to damage a relationship that has 
developed over so many years. A positive relationship 
is beneficial to both China and Japan. The main 
responsibility of the Diaoyudao dispute lies with 
Japan, but Sino-Japanese relationship should not 
be impeded by the Diaoyudao issue. I think that we 
should believe in the wisdom of the peoples of both 
China and Japan, and they can come up with ideas to 
resolve this issue. I have confidence in this. 

The entry point of the TPP negotiation is based 
on regulation, and the requirement for free trade is 
very high. The negotiation between Japan and the 
U.S. will be difficult to execute, as there is also great 
conflict between U.S.-Japanese trade. In particular, 
Japan’s agriculture subsidies are very high. I believe 
that Japan would find it very difficult to give way 
from a domestic political perspective. To protect the 
interests of its farmers, an outcome may be difficult to 
achieve. As such, it may be a case of much ado about 
nothing as regards Japan’s TPP negotiation; more akin 
to a campaign. 

Going forward, the international trade, or 
rather, the development of Asia-Pacific economies is 
dependent on free trade. Given that the WTO is mired 
in difficulty, the trend towards regional cooperation 
would be an option. Asian regional cooperation is 
emerging. This is very important to maintaining 
regional cooperation and development. In reality, China 
has this problem too. The goods trade between China 
and other countries is already liberalized; the next step 
is liberalizing the services and other industries. 

We cannot afford to liberalize only after all the 
preparations are complete. Rather, we should liberalize 
and adjust at the same time. The extent of economic 
development in Asia is still not very high, on a relative 
basis. The impact of the economic crisis still exists. As 
such, protectionism is implemented in every country; 
some more aggressively than others. Which step to 
take next is a challenge that faces all countries in Asia. 

Caijing: What are some of the specific measures 
the BFA have adopted in terms of driving Asian 
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integration and regional integration? In particular, 
given the sensitivity surrounding Sino-Japanese 
relationship last year, many BFA members and leaders 
from China and Japan’s political circles have been 
expended much effort in trying to resolve this issue. 

Zhou: The BFA is a regional organization. Its 
mission is to drive regional cooperation, ultimately 
moving towards regional integration. Therefore, 
the BFA would be happy to see the success of any 
event that would benefit the development of bilateral 
relationships of countries in the region. We would also 
be willing to provide a platform or venue toward such 
effort. In fact, we are already doing this now. This 
year, more than 40 Japanese key entrepreneurs will be 
coming to the annual conference of BFA.

Currently, Sino-Japanese interactions are very 
important. Yasuo Fukuda is the Chairman of BFA. He 
has been to China once recently, and has exchanged 
ideas with BFA Vice Chairman Zeng Peiyan as regards 
the preparation for the annual BFA conference. 
They arrived at a number of consensuses. He and 
the Japanese members of the BFA will continue to 
encourage Japanese entrepreneurs to take part in the 
annual conference. As a regional organization, while 
driving regional country cooperation, we would spare 
no effort if we are also able to simultaneously work 
on improving the bilateral relationships of relevant 
countries. 

Caij ing:  A very  important  part  o f  Asian 
integration is financial cooperation. In this regard, how 
do China and other countries in Asia intend to enhance 
cooperation?

Zhou: There are 15 to 16 topics on Asian 
cooperation in the BFA Annual Conference 2013. One 
of the more important ones is a thematic speech to be 
given by BFA’s Vice Chairman Zeng Peiyan on global 
revival and Asia development for all. The current state 
of infrastructure development in Asia relatively is 
weak in general. The speech receives great attention. 

In  ASEAN, as  Sino-ASEAN cooperat ion 
deepens, the breadth and depth of China’s participation 
in internet and infrastructure development in Southeast 
Asia will increase significantly. The Asian Financial 
Cooperation Conference was held in India last year. 

Capital requirements for infrastructure development 
provided very good opportunities for cooperation 
between China and Southeast Asian countries. 
Thailand and Cambodia plan to build a cross-
border high-speed railway; Singapore and Malaysia 
are also looking to construct a high-speed railway. 
There are many plans but for these to take place, 
the key issue is capital. In the cooperation between 
China and Southeast Asia, financial cooperation is a 
breakthrough. Zeng Peiyan’s speech will discuss how 
boosting Asian financial cooperation, particularly 
increasing China’s investment in all Southeast Asian 
countries, will help drive infrastructure development 
in Asian countries.

Caijing: In terms of Asia, is the collaborative 
model adopted by the EU one that must be adopted 
by Asia? In the past, we had believed that the EU 
model was THE model. Is much of this thinking being 
overturned now?

Zhou: There are different ideas to Asia’s regional 
development path. I believe that it is not very realistic 
to take Europe as a learning model. For Europe, the 
ideology among countries was relatively consistent, 
particularly after the end of the cold war. The EU 
concept was expanded and achieved on the basis of 
Germany’s unification. If the Berlin Wall did not 
fall, EU would not be able to expand, and opposing 
ideologies would still exist. 

This problem in Asia is hidden obstacles 
still exist. These obstacles have both their internal 
and external rationale. Perhaps a more realistic 
collaborative model is still the 10+1, 10+3, or 10+6 
model, i.e., carry out free trade cooperation, and 
expand the extent of liberalization on the economic 
front, and see if a gradual integration could be 
achieved from the economic perspective. Seek 
similarities while remaining different. Political 
differences will unlikely be eliminated in the short 
term. 

Caijing: What role should the U.S. play in the 
Asian integration? What impact would the return 
to East Asia strategy of the U.S. create in terms of 
Asian regional cooperation? How do we advance 
deeper development of U.S.-Asia economic and trade 
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cooperation?
Zhou: Every Asian economy is an important 

trading partner of, and investment market for the 
U.S. The U.S. hopes to continue to expand exports 
to revitalize its manufacturing industry and to drive 
employment growth. The U.S. has always paid great 
attention to the progress of Asia integration. 

The economic role of the U.S. in Asia is very 
important. The U.S. should play an active and 
constructive role in all matters concerning this region, 
including economic integration. At the same time, the 
U.S. and Asia should work hard together to continue 
to drive deeper development in economic and trade 
relationships. 

China’s Role and Mission
Caijing: China is catching up with the United 

States economically; is there any significant change 
in China’s role and mission in Asia as it is now the 
largest economy in Asia and the second largest in the 
world? 

Zhou: China surpassed Japan in GDP in 2010 
and has become the largest economy in Asia as well 
as the second largest in the world. The fast growth of 
China’s economy and its rising economic ranking in 
the world are the results of its reform and opening-up. 
The primary changes of China’s role and mission in 
Asia are reflected in two aspects. 

At the international level, China will fulfill 
its constructive responsibility and will have a more 
positive impact on the world. On top of its economic 
power, China’s political, cultural and even moral 
powers are influencing the world profoundly. 

At Asia level, China, bearing its own values, is 
willing to play a more active role in Asia by promoting 
the solidarity of Asian countries and coordinating 
its relations with the neighboring countries. While 
actively participating in the regional cooperation in 
Asia to share with other countries the opportunities 
brought about by growth, China is also actively 
proceeding with peaceful gesture to defuse the concern 
of the other countries within the region about the ever 
growing strength of China, aiming at promoting the 
cooperation and development of Asia. 

As the largest economy in Asia, China has 
become more actively involved in the development and 
cooperation in Asia in recent years. According to the 
related statistics, China’s direct outbound investment 
has amounted to over US$400 billion, of which about 
70 percent has been invested in Asia (including Hong 
Kong, Macau and Taiwan) across a number of sectors 
such as business service, mining, wholesale and retail, 
manufacturing and transportation. 

In the next ten years, the areas with the greatest 
potential for China’s direct outbound investment 
would be infrastructure development and deep 
processing of primary products in ASEAN countries, 
India and Kazakhstan. Unlike the deeply indebted 
European nations or Japan, whose government debts 
feature great risks, the emerging Asian countries have 
relatively healthy fiscal position to fully support the 
investment in infrastructures and they also have such a 
big demand in doing so. 

While any strong growth can be hardly expected 
for the global economy in the next few years, the 
emerging Asian economies, in light of China’s 
experience, have reached a consensus to drive their 
economic growth by expanding their investment in 
infrastructure. As President of Indonesia Mr. Susilo 
Bambang Yudhoyono pointed out last year, for 
Indonesia, Infrastructure development will become 
the priority in our national development as Asia has to 
depend on the infrastructure development to boost its 
growth amid the global economic downturn. 

Caijing: This year will be very important to 
China, as China is expected to learn from the lesson 
of Latin American Countries, and to “release the new 
institutional bonus through deepened reform”. What 
BFA can do through the discussion and consensus 
formation in this respect?

Zhou: The per capita GDP in China reached 
US$ 4,393 in 2010. China has thus become one of the 
upper middle income countries by the classification 
criteria of World Bank in 2008. The international 
experience tells us there is a “middle income trap” at 
the upper middle income stage. Taking the example of 
the Latin American countries, they have experienced 
an economic stagnation lasting for over 30 years, 
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following their rapid growth in 1960s’ and 1970s’. 
The governments were resolved to maintain their 
ambitious social benefit programs by running huge 
deficit and borrowing heavily, which dragged many 
Latin American countries into debt crises. Meanwhile, 
the policies such as employment protection, industry 
nationalization and price subsidies had distorted the 
market pricing signals, resulted in misallocation of 
resources and seriously impeded the industrialization 
process and economic growth. 

Currently, China’s economy is transforming 
from the high growth in the past three decades and 
entering into a new period of strategic opportunities 
with. China has to take a firm hold of this period of 
strategic opportunities by furthering its reform. We 
need to learn from the historical lessons of some Latin 
American countries. 

BFA this year features a session of “China’s 
reform agenda: to release the new institutional bonus”, 
in which the renowned economists and corporate 
leaders from China and abroad will be invited to take 
a review of what China has done well in the past three 
decades, what needs to be improved and what should 
be done next. The aim is to summarize the reform in 
China in the past three decades, to take a look at the 
prospect of reform in the next five to ten years and 
explore the new sustainable growth points and balance 
points, through discussions on the reform related 
measures, direction, momentum and resistance.

Caijing: As you said, the protectionism has 
already revived amid the downbeat economy. As far 
as China is concerned, the Chinese concept stock 
issuers listed in the U.S. have encountered a serious 
trust crisis in recent years, and some export sectors 
are facing various anti-dumping investigations in U.S. 
and Europe. How to remove those trade and cultural 
barriers, both visible and invisible?

Zhou: Since the outbreak of the global financial 
crisis in 2008, China has been encountering more 
and more trade and political barriers in its outbound 
trading and investment activities. It is by no means 
the first time, in my view. On one hand, the trade 
and investment protectionism is set to surface in 
the developed countries each time when the world 

economy is plagued by crisis; on the other hand, 
China’s economy has moved forward against the 
headwind in recent years, with strong growth in 
both export and outbound investment, which will 
unavoidably incur more frictions in trade and 
investment. For China, works need to be done in two 
areas to clear up those trade and political barriers: 

Firstly, it should promote more righteously 
the liberalization of the world trade and investment, 
employing different means to uphold the market 
principle of trade and investment liberalization, and 
adopt counter measures in response to any trade and 
investment protectionism against China. 

Secondly, the Chinese firms should learn well 
the rules of their investment destination countries, 
and familiarize themselves with the local market and 
legal environment, meanwhile accelerating their pace 
of “going out”. The aim is to avoid and prevent risks 
beforehand instead of managing and handling risks 
afterwards. 

Caijing: When dealing with the relations with the 
neighboring countries, China faces a condition that 
might be more complicated than what U.S. embraces 
in Asia. How can we gain more initiatives? 

Zhou: Given the many frictions within the 
neighboring regions, the BFA annual meeting this year 
chose the theme of “Restructuring, Responsibility, 
Cooperation and Development for All,” so as to place 
an emphasis on the common development. 

China has many neighboring countries, with a 
very long land border line plus the marine border line. 
The conditions are indeed complicated, and many 
issues are in fact historical issues. In respect of the 
border line issue, we have settled the land border with 
all the neighboring countries with the exception of 
India. The marine border is an issue that has remained 
unsettled for a very long time. 

But one thing is for sure, we have the sovereign 
rights over the islands in the South Sea, which is 
supported by both historical and legal evidences. 
As for the “South Sea islands and their surrounding 
waters”, it might be subject to further clarification 
when it comes to how to define the “surrounding 
waters.”
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Global Shifts

全球再变局

The Stalled Doha Round: 
Dilemmas Facing the Multilateral 
Trading System

 Chairman, Global Counsel Peter Mandelson

May 2013 will mark five years since the last world 
trade round – the ‘Doha Round’ – stalled in Geneva. 
The new Director General of the WTO appointed this 
year will inherit an organisation that needs to map a path 
for itself and the global trade agenda in the years ahead. 
Much like the global economy itself, the multilateral 
trading system has been reshaped over the last decade 
by the dramatic rise of China and the other emerging 
economies. That transformation is key to understanding 
why multilateralism in trade is under strain, and it is key 
to defining ways to revitalise it. 

As many commentators have noted over the 
last five years, trade policy after that Geneva failure 
appears to have retreated quickly from the multilateral 
ambitions of the Doha Round. Initiatives like the U.S.-
led Trans Pacific Partnership (TPP) are explicitly 
regionally focused – targeted chiefly at luring China 
into greater liberalisation. The idea of a U.S.-EU Free 
Trade Agreement has been revived and will be launched 
in 2013. The EU is contemplating FTAs with Japan and 
even China. 

Ten years ago such initiatives would have been 

regarded as diverting focus away from the multilateral 
agenda in a very undesirable way. Now they advance 
largely unchallenged.

Trade theory purists regard this as a significant 
backward – or at least sideways – step. I have some 
sympathy with that view. No amount of bilateral 
liberalisation will ever deliver the same benefits to the 
system as a whole as extending the same openness 
across all markets and all economies. If they are badly 
designed they can in fact divert trade in a way that is 
economically less than ideal. Bilateral and regional 
initiatives also inevitably pull time and resources away 
from the multilateral agenda.

But politics at the WTO level, as with anywhere 
else, is the art of the possible. With no prospect of a 
sweeping multilateral trade deal in the foreseeable 
future, states and politicians are going to push on with 
bilateral and regional deals. The priority must be to 
make sure that in the long run these deals do not draw 
focus and energy away from the multilateral framework 
that has built up around global trade over the last fifty 
years in a way that leaves it moribund. 
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This means understanding that the basic dilemma 
for the multilateral trading system relates to a measure 
of its own success. That success is its universal reach. 
Now that every economy of any scale on the planet is 
a member of the WTO, building consensus has become 
progressively harder. 

Large rapidly developing economies like China 
and India have vaulted onto the WTO stage and are 
clearly capable of both defining and blocking agendas 
for the WTO. Their priorities are in many cases 
divergent from developed economies like the U.S. 
and the EU. As well as the challenge that this presents 
for reaching meaningful consensus that allows for 
agreement, finding a window when domestic political 
cycles allow for national governments to outlay political 
capital to reach global, multilateral agreement are 
becoming almost impossible to find.

It is a mistake simply to see the WTO system as 
a system of rules or a UN-style forum for debate. It is 
a framework for cooperation, and in that sense it has 
to have the capacity to evolve. Given the diverse range 
of interests and capabilities in the WTO, pegging the 
outer frontiers of the system’s ambitions to the slowest 
moving members is a recipe for irrelevance. This is 
not the same as saying that the concerns of the most 
defensive should not be respected. The challenge is 
finding a balance.

The challenge is defining an agenda for the WTO 
that ensures that WTO members continue to see the 
multilateral framework as serving their interests and 
meriting an investment of policy time and compromise. 
In this article I will set out some ideas for how to do 
this, and some suggestions on how the next Director 
General of the WTO might focus his or her political 
leadership.

Changing Trade
There are many ways in which the underlying 

nature of trade is changing and challenging some of our 
approaches to trade policy. Supply chains are becoming 
increasingly complex and products themselves often 
manufactured in multiple countries, which makes 
defining the origin of an export for tariff or licensing 
purposes increasingly complex. 

Indeed some might argue that it turns the basic 
logic of the whole GATT system on its head. Many 
products are no longer ‘made’ somewhere and then 
exported across a border. They are produced across 
borders. This can and should dramatically challenge 
out idea of who ‘benefits’ from trade protection and 
tariffs. 

The barriers that goods face in export markets 
now, especially in developed economies, are as 
likely to be regulatory or technical as they are to be 
import duties. To be sure, there are parts of the global 
economy – especially intra-state trade in Africa, or the 
protection of European agricultural products – where 
tariffs remain a significant factor. But increasingly 
the problems are ‘behind the border’ in technical 
rulebooks or regulation. 

A s  a n y  t r a d e  n e g o t i a t o r  w i l l  t e l l  y o u , 
negotiating the reduction or elimination of tariffs 
is comparatively simple in principle. Technical and 
regulatory restrictions to trade and investment are 
notoriously hard to eliminate with certainty, in part 
because they can be so easily replaced. They often 
go to the heart of highly sensitive questions of how 
a society establishes quality or safety in its supply 
chain – something that the recent horsemeat scandals 
in Europe remind us is vitally important for both 
politicians and consumers. 

Why is Multilateralism Different? 
But these things in themselves are not the issue 

for multilateralism. They apply to bilateral or regional 
trade negotiations as much as they do at the multilateral 
level, although they are of course multiplied many times 
over as the number of parties at the negotiating table 
increases. 

The real dilemma for the multilateral system is 
not the fact that trade and trade barriers are changing, 
but that the spectrum of interests now represented in the 
global trading system has fundamentally changed since 
the launch of the GATT process in the 1940s. 

The basic dilemma for multilateralism in trade 
policy is that the WTO membership now covers a 
massive range of points on the development spectrum, 
and a wide range of views on liberalisation itself. 
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Crafting a serious and substantive agenda on which 
this group of states all agree is the basic dilemma of the 
multilateral trading system. 

At one level the WTO has notably succeeded in 
this. The WTO dispute settlement body – the judicial 
arm of the WTO – is among the most successful of 
all international rule-setting and adjudication bodies. 
Its rulings are generally respected even though they 
are technically unenforceable. Even China, which 
is generally resistant to any external check on its 
sovereignty, has a comparatively good record at this 
early stage of moving to implement WTO rulings. 

This suggests that members of the WTO see value 
in the system, and want to encourage the compliance of 
others through the example of their own compliance. 
However this strength depends on the ability of 
the underlying WTO rulebook to stay relevant and 
legitimate with the membership, and this requires that 
the rulebook is periodically updated by negotiation and 
endorsed by the membership. 

This ability of the WTO to keep evolving is key 
to its future, politically and technically. Moreover, it 
applies not just to the ‘governance’ aspect of the WTO, 
but to its core role as a forum for negotiating trade 
liberalisation. 

Yet that forward movement on liberalisation 
has become increasingly hard. The small group of 
states that founded the original GATT were self-
defined liberalisers, and they were dealing with the 
comparatively tractable issues of tariff barriers. That 
impetus has slowed for a number of reasons. The 
membership of the GATT and then the WTO has 
widened to take in a very large number of developing 
countries whose priority in many cases is gaining 
access to the markets of the developed world rather than 
liberalising their own economies per se. 

Developed economies such as the U.S. and the EU 
have become increasingly focused on issues related to 
their own comparative advantages in the services sectors 
and with respect to barriers for inward investment at 
a time when many developing countries are still not 
prepared to enter into international commitments in 
these areas. 

Finally, symbolic and emotive areas such as 

U.S. and EU farm subsidies and tariffs act can end up 
dominating attempts at multilateral negotiations in a 
way that distorts their actual economic significance. 
This mismatch in political and economic priorities 
bedevilled the Doha Round.

There is little point in trying to define a role for the 
multilateral trading system that does not acknowledge 
and reflect these constraints. The Doha Round stalled in 
part because the attempt to reconcile this diverse range 
of priorities proved impossible within the framework of 
single, universal negotiation. 

The logic of Doha was that by making an outcome 
in any one area dependent on completed outcomes in 
all areas, all sides were incentivised to compromise. In 
reality, it simply made the negotiation too complex and 
too politically intractable to succeed.

If want to preserve the strength of the multilateral 
part of the global trading system we are going to have 
to rethink how we can make it compatible with this 
spread of ambitions, capacities and interests. It is all 
but impossible to imagine a liberalising agenda in 
which the aims of the most ambitious are met while the 
defensiveness of the least ambitious is accommodated. 
The only way to circumvent this deadlock is to devise 
multi-speed approaches that sustain the basic framework 
and authority of the multilateral system. 

First, there are elements of the current stalled 
Doha package that should now be carved out and 
completed. The most important of these is the trade 
facilitation package that has been largely completed 
since 2008. This package of measures designed to 
standardise and improve customs procedures globally 
has regularly been assessed to offer economic benefits 
equivalent to the total gains from the liberalisation 
foreseen by the Doha package, simply by streamlining 
the transit of goods in markets like Sub-Saharan Africa.

It is uncontroversial and development friendly. 
There is no case whatsoever for holding this package 
hostage to an overall Doha agreement. It should be 
completed and adopted at the WTO Ministerial in 
December this year.  

A Marketplace of Agreements 
Second, we need to move beyond the ‘single 
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undertaking’ framework that defined the Doha Round, 
and which ultimately acted as an obstacle to its 
completion. Instead we need to focus on sectoral groups 
that can move forward without necessarily involving 
the entire WTO membership. The key features of 
these groups must be their non-discriminatory open 
architecture – meaning that any WTO member can join 
them at any time, provided they accept the level of 
ambition defined by the vanguard members. 

There are already a number of precedents for 
this in the WTO system – a sectoral agreement on 
Information Technology has existed for many years. 
The prospect has been on the table for a number of 
years for a similar agreement on environmental goods – 
an idea given new momentum by APEC last year. 

There is also scope for concluding a very wide 
ranging agreement on services on this model. There is 
no reason in principle why similar groups could not be 
set up around the standardisation of sectoral regulatory 
approaches – elevating the kind of work done in 
colleges of regulators in areas such as financial services 
to the WTO level. 

The net effect of such a shift would be to turn 
the WTO into a ‘marketplace of agreements’ in which 
WTO members could shop around and move at their 
own speed but would be expected to be ambitious if 
they wished to maximise their economic benefits from 
liberalisation. There are obviously costs to shifting to 
such as model. 

In theory, it limits the scope to trade off progress 
in one sector – say, reform of farm subsidies – against 
another – say, new access to services markets. But in 
practice this proved exceptionally difficult in the Doha 
Round. Relying on the possibility that a ‘grand bargain’ 
approach might be possible again at some point in the 
future would be a mistake. 

Consolidation as well as Liberalization
Which brings us to a third point is how we define 

the ambition of future multilateral negotiations in trade 
will be key to their success. Doha overreached by 
promising deep new liberalisation it could not deliver. 
Future trade rounds should have perhaps three, more 
modest, ambitions. 

First, to multilateralize levels of openness 
achieved at the plurilateral level where this is 
realistic. Second, periodically to ensure that the 
WTO membership explicitly endorse or clarify the 
jurisprudence of the WTO dispute settlement body 
to ensure that the rulings of the court are accepted by 
the membership. Third, to consolidate the unilateral 
liberalisation undertaken by states as a matter of their 
own policy. 

The reality is that the bulk of liberalisation in the 
global economy is driven by individual governments 
responding unilaterally to the changing business 
environment. The measure of this in WTO terms is the 
difference between the tariffs that states have notified 
to the WTO and the tariffs they actually apply at the 
border. 

The chief job of multilateral trade agreements 
should be to periodically drain this ‘water’ – as the 
trade negotiators call it – from the tariff system, and 
lock the average levels of openness into the system 
once a decade. Effectively this would act as a ratchet 
in the level of openness in the system. An insurance 
policy against backsliding and a resurgence of 
protectionism.

Obviously this would have some influence 
on how states see unilateral liberalisation and it 
would not eliminate the element of contention 
from trade rounds. But it would remove the highly 
confrontational and economically irrational dimension 
from negotiations in which every act of liberalisation 
is a ‘concession’ that requires the spending of 
domestic political capital. 

This ultimately was what made the Doha Round 
difficult to finish at any level of ambition. Moreover, 
the insistence on substantial new liberalisation allowed 
the value and possibility of a deal that consolidated the 
huge levels of unilateral liberalisation in the system 
since 2001 to be ignored. 

A New Political Balance 
Finally, the balance of ownership of the WTO 

system needs to continue to shift towards the large 
emerging economies that have benefited so profoundly 
from the open trading system of the last two decades. 
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China in particular is key to the system’s future 
credibility. If China opts out of the WTO system it will 
not survive. 

As I noted above, China has sent some welcome 
signals that it intends to allow its conduct to be 
governed by the rulings of the WTO dispute settlement 
mechanism. But there is a wider question of the extent 
to which fast growing large economies like China 
evolve into a more proactive role in shaping the WTO 
agenda. 

Politically all of the larger emerging economies 
have adopted an essentially defensive position in the 
WTO over the last decade. They see it as a guarantor 
of their market access in the developed world without 
necessarily accepting that it would increasingly place 
obligations on them to open their own markets further. 

As South-South trade continues to become an 
important feature of the global economy – it accounted 
for a quarter of all exports in 2011, a doubling of its 
share in a decade – the pressure on large economies 
such as China, India and Brazil to widen access to their 
goods markets will increasingly come not just from 
developed economies but from developing countries 
seeking to supply their growing consumer markets. 

This is a sensitive issue, but growing pressure to 
show leadership is not something that Beijing or the 
other growth economies should resent or question. It 
is a reflection of a shift in their economic weight that 
has reshaped the global economy and global trade.

It must inevitably be reflected in the machinery of 
multilateral trade if it is to retain its legitimacy. The fact 
that the next WTO Director General is likely to come 
from a developing country or emerging economy needs 
to be part of a wider balancing in the politics of the 
organization.

Conclusion
I t  is  of ten said that  the di lemma for  the 

multilateral trading system is a lack of political will to 
drive it forward through compromise. This is true but 
too simplistic. The Doha Round created a negotiation 
in which ambitions were too mismatched and too many 
interests traded off against each other.  

The confrontational structure of GATT/WTO 

trade rounds, in which every act of market opening is 
a ‘concession’, is economically nonsensical and only 
adds to the difficulty of compromise. To say that all 
was needed was more political will in this situation is 
understandable but unrealistic. 

Instead, we need to help match the structures 
and processes to the political constraints. Smaller, 
more manageable negotiating formats would almost 
certainly help. As would more pragmatic goals for 
future trade rounds. A consistent flow of meaningful 
plurilateral negotiations that gave genuine momentum 
to market opening would also help sustain the sense 
that the WTO itself was a genuine locus for trade policy 
making and liberalisation. This can be a self-reinforcing 
process. Successful negotiations will breed successful 
negotiations. 

None of this is likely to divert the current 
spurt of bilateral and regional FTA negotiations, 
but it would provide a healthy stream of WTO 
activity alongside them. Moreover, if FTAs act as a 
way of road-testing new liberalisation in areas like 
investment rules or public procurement or deepening 
convergence on international regulatory standards 
they may actually in time genuinely support the 
multilateral agenda.

The key is political and economic relevance. The 
apparent U.S. turn away from the WTO over the last 
three years has been in large part a result of a conclusion 
in Washington that the organisation cannot deliver what 
it wants with respect to market access in the emerging 
economies. 

Delhi often seems ambivalent about the value of 
the WTO, as does Moscow. Beijing has been cautious 
and non-committal. Brussels, as always, has been keen 
to promote multilateralism as a way of binding other 
large players into a rules-based system, while hedging 
its bets with a series of FTAs. 

There is an element of short-sightedness in all of 
these view, but also an element of realism. If we want 
to win political leaders and negotiators back to the 
WTO we need to equip the WTO to deliver genuine 
results. The grand bargain approach of the Doha Round 
is unlikely to work anytime soon. It is time to try 
something different.
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Shale Gas: the Changing 
Landscape of Energy Security 

 President & CEO, Pacific Energy Development Frank C. Ingriselli

The shale gas revolution transforming energy 
markets in North America has altered the landscape 
of energy supply around the world, with significant 
implications for energy security. The United States 
overtook Russia as the world’s largest producer of 
natural gas in 2009, accounting for 20 percent of global 
output. In 2012 marketed U.S. gas production reached 
25.3 trillion cubic feet (TCF) (716 billion cubic meters), 
a 30 percent increase over 2006. Gas exporters in 
Asia-Pacific, the Middle East and North Africa whose 
plans had included North America as a destination for 
their output now face the prospect of competing with 
potential LNG exports from Canada and the U.S. Other 
countries are exploring their own shale gas potential, 
but even without factoring in their possible success 
the development of a global LNG market will proceed 
differently than previously anticipated. 

Nor is the shale revolution confined to gas. 
Unconventional supplies of oil from shale deposits in 
Texas and North Dakota have restored U.S. crude oil 
output to the highest level since the early 1990s. The 
U.S. Department of Energy forecasts this growth trend 
to continue, with U.S. crude oil production increasing 
by a further 10 percent to 7.5 million barrels per day 
by 2016. By then U.S. supplies are expected to total 
11.5 million barrels per day, including gas liquids and 
unconventional oil.   

The resulting shifts in global energy supply 
patterns brought about by increased U.S. output 
are beginning to affect other countries, too. And as 
unconventional oil and gas production grow elsewhere, 
the influence of the shale gas revolution on energy 
security will continue to expand.  

Energy Security 
Energy security has different connotations, 

depending on the context, experience and expectations 
of those using the term. For some it conveys carefully 
calibrated economic and geopolitical trade-offs, 
while for others it is merely a euphemism for energy 
independence – itself a notion undergoing a revival 
in some circles. Yet however it is defined, notions 
of energy security have guided the energy policies 
of governments across the globe for at least the last 
four decades, dating to the energy crises of the 1970s. 
Beginning in late 1973, constrained oil supplies and 
skyrocketing fuel prices shocked the world economy, 
contributing to two recessions and a period of inflation 
and high unemployment that lasted into the early 1980s. 
This experience left an indelible mark on policy makers 
and consumers, alike. 

The energy security strategies that oil consuming 
nations developed in that tumultuous period have 
largely remained relevant, though their key attributes 
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were refined and adapted to changing market and 
geopolitical conditions. They typically focus on four 
main elements.

The first of these is internal production of 
hydrocarbons. Where possible, most countries have 
developed their own oil and gas resources in order 
to displace energy imports, particularly of oil, with 
domestic production. In 1973-74, concerns about energy 
security strongly influenced the U.S. government's 
approval of the pipeline providing access to Alaska's 
North Slope oil fields, the development of which 
affected both North American and global oil markets. 
Similar considerations have been a factor in nearly 
every presidential or congressional decision on energy 
since then. Of course not every country has indigenous 
oil and gas reserves on this scale.   

A second key strategy employed to reduce 
national and regional vulnerability to potential supply 
disruptions has been the development of diverse 
supply portfolios, encompassing producers in different 
regions and often on multiple continents. This strategy 
reduces the impact of problems experienced by any 
single supplier, while enhancing the buyer's negotiating 
leverage. 

Another important response has been the creation 
and stocking of strategic oil inventories, capable of 
high delivery rates and sufficient to cover an import 
disruption of weeks to months, depending on the 
volumes involved. At current inventory levels, the U.S. 
Strategic Petroleum Reserve (SPR) could deliver up to 
4.4 million barrels per day for over five months. Nor 
does this strategy depend on domestic production; last 
year China completed the first phase of filling its SPR 
with around 100 million barrels of mainly imported oil. 
However, the establishment of strategic reserves entails 
substantial capital investment and carrying costs for 
either government or the energy industry, depending on 
how the reserves are structured.  

While the above approaches are all aimed 
at making the supply of oil as reliable as possible, 
another important aspect of energy security strategy 
has focused on reducing the underlying need for oil. 
This has been done through a combination of energy 
efficiency measures and the provision of substitutes 

for oil in several of its historical roles. Since 1973 the 
energy intensity of the OECD economies, a measure 
of efficiency, has improved by 36 percent, while oil's 
share of electricity generation has fallen from around 
25 percent to just 5 percent globally and less than 1 
percent in the U.S., mainly through the deployment 
of nuclear power and fuel-switching to either coal or 
natural gas. More recently, renewable energy sources 
including wind and solar power are displacing oil in the 
power sectors of some countries, while biofuels such as 
ethanol and biodiesel are reducing oil consumption for 
transportation.

Unlocking Shale Resources   
The exploitation of shale gas and its extension to 

oil production has been widely and deservedly hailed 
as an energy revolution. It is qualitatively different 
from developments such as deepwater drilling, which 
reflects a steady, though quite challenging progression 
of greater water depths and distance from shore. In a 
relatively short span, the techniques of shale drilling 
have unlocked an enormous class of hydrocarbon 
resources for which production had not previously 
been economically or technically feasible. Recent 
government estimates of technically recoverable U.S. 
shale gas and oil stand at 482 TCF (13.6 trillion cubic 
meters) and 34 billion barrels, respectively.  

In retrospect, the U.S. provided the perfect 
l a b o r a t o r y  i n  w h i c h  t o  d e v e l o p ,  r e f i n e  a n d 
commercialize the combination of hydraulic fracturing, 
horizontal drilling, and seismic imaging that opened up 
the Barnett, Haynesford, Marcellus, Niobrara and other 
significant shale gas deposits. The necessary ingredients 
included early government support for research and 
development; entrepreneurial persistence and risk-
taking by a small number of private companies; the 
availability of a large, established oil services industry; 
legal structures that enabled developers to strike 
mutually attractive deals with the resource owners; 
and the existence of extensive infrastructure for both 
the transportation and consumption of the resulting 
production.    

If these techniques were only applied to produce 
natural gas, they would represent a step-change in 
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its global reserves and supply, thereby expanding 
the potential uses of the fossil fuel with the lowest 
greenhouse gas emissions for power generation and 
other applications. However, the extension of this 
approach to shale or "tight" oil, as distinct from oil 
shale, could have an even larger global impact in 
the near-to-medium term.  This development was 
accelerated by the consequences of the financial crisis 
and recession late in the last decade. Just as shale 
technology was ramping up gas supplies, U.S. gas 
demand slumped by 1.6 percent in 2009 as the economy 
weakened. That contributed to a sharp decline in 
U.S. natural gas prices and their sustained divergence 
from crude oil prices, which recovered quickly as oil-
exporting countries reduced their output to prevent a 
global oil price collapse.  

With oil suddenly worth much more per equivalent 
unit of energy than gas, U.S. drillers shifted their focus. 
Within the last 4 years U.S. oil production, which had 
declined steadily since 1985, has climbed by 1.4 million 
barrels per day, 28 percent above its 2008 low point.    

The shale plays of North America may have 
been the first to be exploited using this combination of 
techniques, but they constitute only a small fraction of the 
global shale energy potential. A 2011 estimate by the U.S. 
Energy Information Administration of the Department of 
Energy indicated that global shale resources could exceed 
6,600 TCF (187 TCM), a quantity comparable to current 
proved global natural gas reserves. A substantial portion 
of these new resources is located in Asia-Pacific, in the 
shale deposits of China, India, Pakistan and Australia. 
The ultimate potential of these deposits remains subject to 
significant uncertainties, until more experience has been 
gained concerning the specific geological and reservoir 
conditions involved. Although it may take longer to 
develop these resources than under the conditions present 
in North America in the last decade, they represent 
potentially game-changing future energy supplies. 

Shale Implications to Energy Security   
The energy security arrangements of the last 

several decades have adapted to the emergence of 
major new oil-producing regions, including the 
deepwater Gulf of Mexico, offshore Brazil, and 

Caspian Sea region, accompanied by dramatic shifts 
in the geography of oil consumption. However, these 
strategies now face a new resource on a scale dwarfing 
that of any hydrocarbon basin developed since the 
major discoveries in the Middle East in the mid-20th 
century. If shale achieves even a fraction of its potential, 
it will pose new challenges to established supply chains, 
while calling into question our basic assumptions about 
the scarcity of hydrocarbons and the sustainability of 
energy systems based on them. 

In particular, shale gas and shale oil have the 
potential to challenge each of the fundamental elements 
on which post-1973 energy security has rested.  First 
and foremost, the techniques of shale development could 
enable many oil- and gas-importing nations to expand 
their domestic production or significantly extend the life 
of their existing reserves. Even if that does not result in 
self-sufficiency, it would improve trade balances and 
provide greater leverage with international suppliers.     

These advantages would not be limited to 
countries that possess large shale gas or shale oil 
deposits. Those without such resources, or lacking 
the necessary conditions to develop them, should still 
benefit as global energy markets adjust to new sources 
of exports, including from countries that had previously 
only imported oil and gas. 

As countries become less reliant on imported 
energy, and as the stability of global energy markets 
is enhanced by new sources of supply, the need to 
maintain large strategic stocks of oil and petroleum 
productions should diminish, in proportion to net import 
reliance. At the same time, the effective coverage 
from the stocks that countries chose to maintain would 
expand as imports fell.

Shale gas and shale oil are also reshaping the 
landscape for alternatives to oil and gas, including 
renewable energy. Renewables are encountering new 
or increased competition from energy sources with 
an equal claim to enhancing the energy security of 
the countries or regions where they are deployed. The 
relative environmental benefits renewables offer may 
also shrink, to the extent they compete against gas instead 
of coal. The net effect may constrain renewable energy 
deployment in the near term. In the longer term it could 
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result in intrinsically more competitive renewable energy 
technologies, as developers redouble their efforts on 
cost, efficiency and the mitigation of drawbacks such as 
intermittent output. Meanwhile, gas in its various forms 
and derivatives, including gas-to-liquids products, could 
also make substantial inroads in established markets for 
oil, such as transportation energy.   

The shale energy revolution even raises questions 
about the relevance of energy security. In addition to the 
price and delivery risks with which governments and 
energy customers have had to contend since the 1970s, 
many of the energy policy choices of the last decade were 
made within a narrative of energy scarcity and inevitable 
depletion that has affected both markets and investors. 
It is a matter of debate whether shale oil has trumped 
"peak oil", or if shale gas has truly added a century to 
the expected span of the hydrocarbon era. However, 
technology has unlocked a category of resources that 

was not factored into the peak oil calculations of M. 
King Hubbert, who originated that perspective. The 
implications of that will take time to digest.

Conclusion   
 The development of shale gas and shale oil 

resources sets energy security within a new landscape of 
reduced global energy scarcity and regional abundance. 
This shift has initially emerged in North America, and 
it has the potential to spread globally. It is already 
affecting the geopolitical, economic and market factors 
for many different energy sources, including oil, gas, 
coal and renewables. It seems premature to suggest that 
shale has made energy security obsolete or irrelevant. 
However, its growing influence on the energy scene 
highlights the need to rethink past assumptions and 
begin crafting new concepts of energy security for the 
emerging shale age.
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Discussions on the formation and the necessity for 
a common European energy policy have been ongoing 
for decades, driven by energy market fundamentals 
and environmental protection measures. Despite the 
diversity of energy sources in Europe, there has always 
been consensus among member states on the need for a 
common vision on energy development for the future. 
While such a policy currently remains the responsibility 
of member states (where decisions vary per state), states 
face similar and recurring energy challenges, notably in 
relation to internal market, climate change and security 
of supply.

In 2006, solidarity on a common vision was 
articulated in the European Commission’s Green Paper 
“A European Strategy for Sustainable, Competitive and 
Secure Energy,” which outlined a comprehensive energy 

Building a Common
EU Energy Policy Vision

 Chairman of the Board and CEO, Royal Vopak Eelco Hoekstra

strategy for Europe. The paper set out the parameters 
for a future common energy policy for Europe, offering 
concrete suggestions for action. Less than a decade 
later, Europe has embraced an elaborate and ambitions 
set of energy relevant policies – notably the 2050 
Energy Roadmap, yet much work remains to be done.

Against a back-drop of global economics crisis 
since 2008, energy market dynamics are dominated by 
the shale gas revolution in the United States, ongoing 
supply uncertainty around Gulf source markets and 
a growing energy appetite by fast growing Asia in 
particular. The former is predicted to position the 
United States (U.S.) as the world’s biggest producer 
and leading exporter of natural gas in the future. Given 
this and the ongoing global economic crisis, there 
is a potentially seismic geopolitical ramification on 
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the world’s energy system – with respect to energy 
security, affordability and sustainability, on the 
economies of member states and beyond. This article 
seeks to address the necessity for a comprehensive 
European energy policy, in light of energy market 
dynamics as influenced by the U.S. shale gas 
revolution. Two observations will be reviewed – 
security of supply and sustainability.

Shale and the New American Economy 
“After years of talking about it, we are finally 

poised to control our own energy future …we produce 
more natural gas than ever before – and nearly 
everyone’s energy bill is lower because of it,” said U.S. 
President Barack Obama in 2013 State of the Union 
Address.  

The U.S. is in the midst of an energy renaissance, 
with shale gas recoveries transforming the country 
from an importer to an exporter of energy. Natural 
gas extracts from dense shale rock formations has 
become the fastest-growing source of gas in the United 
States and is predicted to become a significant new 
global energy source. The U.S. Energy Information 
Administration (EIA) estimates the U.S. possesses more 
than 2,500 trillion cubic feet of technically recoverable 
natural gas resources, of which 33 percent is held in 
shale rock formations.  

While the energy industry has been very aware of 
the huge gas resources trapped in shale rock formation 
in the U.S., it is only advances in technologies over the 
last decade that has allowed the successful unlocking 
of this resource. The share of natural gas from shale 
has grown to 25 percent of U.S. gas production in just 
a decade and is forecast to reach 50 percent by 2035, 
which could be between 9.7 trillion cubic feet and 20.5 
trillion cubic feet. 

Put simply, partly due to its shale reserves, the U.S. 
is expected to become almost self-sufficient in oil and 
gas by 2035.Furthermore, the EIA expects the U.S. to 
overtake Russia in gas production by 2015, and Saudi 
Arabia in oil production by 2017.

On the  geopol i t ica l  s tage ,  the  shale  gas 
transformation and increased oil output will reduce 
U.S. energy dependence from foreign sources, thereby 

enhancing U.S. power in foreign and security policy, 
at the expense of the Middle East, Russia and China. 
Supportive government policy measures have positively 
contributed to the U.S. having greater control over its 
energy density. 

President Obama recently signaled that his 
administration will keep cutting red tape and speed 
up new oil and gas permits. But [he] also [wants] to 
work with this Congress to encourage the research and 
technology that helps natural gas burn even cleaner and 
protects our air and water.

With natural gas reserves in the U.S. on the 
decline over the past years, the U.S. now has an 
abundance of natural gas, at cheap prices. This 
reversal now serves as a foundation for growth in 
the U.S. manufacturing sector and, creating jobs and 
lowering energy prices, strengthening of economies 
(local and state) and a much higher level of energy 
security than in the past. Environmentally, the final 
product is the cleanest burning conventional fuel, 
producing lower levels of greenhouse gas emissions 
than heavier hydrocarbons (oil and coal). While 
concerns remain on the environmental  impact 
associated with hydraulic rock fracturing (fracking), 
shale in America is a charmed story – it is cheap, 
environmentally friendly and liberates America out of 
energy dependency.

Shale and Europe 
On shale, the views in Europe differ, and for 

this reason no common EU policy has been defined 
on this topic so far. Unlike the U.S., Europe has taken 
a very cautious approach, partly due to constrains by 
different geographies and attitudes - population density 
and opposition with response to environmental risks. 
The mostly environmentally based opposition to shale 
exploration is moving at a growing pace and the debate 
is becoming increasingly polarized.

H o w e v e r,  s o m e  E U  m e m b e r  s t a t e s  a r e 
contemplating steps in relation to shale exploration. In a 
move to reduce its energy dependency of Russia, Poland 
is very eager to exploit its shale gas resources and has 
issued exploration permits to American companies. But 
other countries such as Germany and France are more 
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cautious and have issued a moratorium on shale gas, 
because of environmental concerns. In The Netherlands, 
the previous cabinet postponed the discussion and the 
decision on shale gas and commissioned a study on 
the environmental impact of shale gas exploitation. 
Given that the Netherlands still have regular natural 
gas reserves, there is no sense of urgency to start shale 
gas exploitation. But, the Dutch government is keenly 
watching developments in other countries, such as 
Poland and Ukraine.

If a possibility exists to produce shale gas without 
affecting the environment, and with a reduced volume 
of water, then it will probably be more acceptable to 
the broader public than under current circumstances. 
However, the example set by the U.S. seems to be a 
deterrent for Europeans.

The International Energy Agency (IEA) describes 
the ‘Golden Age of Gas’ in its annual World Energy 
Outlook, however it is set to mainly benefit the BRICs, 
Asia and the U.S. Europe appears to be left out of that 
‘Golden Age’ and the EU dependency on energy import 
will increase strongly within 10-15 years. Therefore, 
it is important to consider the European shale gas 
potential, or at least the role of gas in Europe’s future 
energy mix.

In addition, the European Parliament, known for 
its activist positions, has studied the issue extensively 
and came with a recommendation for robust rules on 
fracking. It is encouraging that the European Parliament 
did not call for a moratorium on fracking and recognizes 
the economic stakes.

In sum, the acceptance by a broader public is a 
key issue in densely populated Europe. It means that 
authorities and private sector will need to involve local 
communities at each step of the decision making, as 
from the very beginning. It will probably be beneficial, 
if communities start to realize the direct benefits 
from shale gas extraction in their own area. However, 
legislation in Europe is not the same as in the U.S., 
where landowners also own the underground under 
their property and can earn revenue from extraction 
that is not the case in Europe, where the state owns the 
underground.

All considered the U.S. shale revolution has been 

a wake-up call for Europe to act together to make its 
energy priorities and a common energy policy. 

Supply Security and Sustainability 
Europe faces a decline in its hydrocarbon 

resources and increased dependency on Russia 
creates uncertainty on the energy security front. In 
addition, global demand has increased considerably 
due to growth in China, India, as has rising population 
growth and economic modernization in Latin America, 
Africa and even in energy-rich Middle East. Today, 
Europe’s growing energy demand is mirrored in regions 
throughout the world, and in spite of this strain, Europe 
needs to now compete for existing and new energy 
sources. 

It is expected that future increases in gas imports 
will be provided by Russia. In addition, Russia’s 
explicit use of its vast energy resource as a political tool 
to regain its position as a major force in global affairs 
has left many wary.

A priority for EU has always been minimizing its 
vulnerability concerning imports, shortfalls in supply, 
possible energy crises and uncertainty with respect to 
future supply.Taking into account European energy 
consumption and supply, diversification of supply 
sources and transportation routes (modes of transit), can 
alleviate such dependency. 

Europe should therefore turn its attention to 
securing more supplies of oil and gas from other 
regions. By determining an equilibrium point for supply, 
reducing its dependency on Russia via its diversification 
to other regions, Europe will be better positioned to 
manage its relationship with these regions that control 
energy resources. 

In strengthening these relationships, Europe is 
essentially opening additional options for its energy 
policy (external elements) towards energy producing 
and transit regions. This will contribute to stable and 
reliable external energy partnerships coupled with 
encouraging the development and use of alternative 
energy supplies will likely help Europe’s energy 
security goals.

Related to sustainability, the EU has committed 
to reducing its own emissions by at least 20 percent by 

Global Shifts

全球再变局



149 2013 博鳌亚洲论坛会刊

2020.In the U.S., coal production and use has fallen 
significantly, upended by the advent of shale gas, and 
not as a consequence of climate policy. Yet, today, 
Europe is experiencing a surge in coal usage and also 
increased levels of carbon emission. With coal now 
available in unforeseen quantities at unforeseen prices, 
European utilities are dashing for cheap prices and 
therefore are restoring to coal as burning gas seems 
more expensive in Europe. Therefore, while U.S. 
utilities shift to gas, Europe seems to be experiencing 
some sort of golden age of coal. 

Furthermore, Germany has an ambitious plan to 
shift from fossil fuels and nuclear power to renewables 
like solar and wind (this is called the Energiewende, 
or energy transformation). However, displacing the 
conventional forms of energy for renewables has 
proved costly for German utility companies, and in 
response, companies are switching from gas to coal, so 
renewables are in fact displacing gas but not coal, at 
least in Germany. 

Additionally, as Germany closes its nuclear 
plants, capacity is needed and what results is increased 
construction of coal-fired plants. For example, E.ON, 
Germany’s biggest power producer, is building a new 
coal-fired plant in North Rhine-Westphalia and RWE 
is building a new coal-fired plant, in Emshaven, the 
Netherlands. 

Despite the EU’s ambitions to reduce carbon 
emissions, the amount of coal being burnt is increasing 
even in countries where coal-fired plants are not being 
constructed. This recent surge in coal usage throughout 
Europe makes little to no sense of EU environmental 
policies.

There are obvious gaps in Europe’s energy 
policies which seem to have facilitated a boost in 
the usage of the most polluting fuel, increasing 
carbon emissions, damaging the creditworthiness of 
utilities and diverting investment into energy projects 
elsewhere.

All considered Europe is poised to reexamine its 
environmental aspirations and gaps existing within its 
energy policies. A short term consideration could be 
to reform of its Emissions Trading Scheme (ETS), and 
make carbon capture storage (CCS) a reality.

Conclusion: Europe’s Call to Action
“Energy policy belongs at the heart of economic 

policy. Europe's energy goals, our targets of renewable 
energy, energy efficiency and greenhouse gas emissions, 
are firmly embedded in our economic policy. No 
sustainable economic growth without sustainable 
energy,” said EU Energy Commissioner Gunther 
Oettinger at World Economic Forum2013.

Europe’s current challenges, particularly related 
to security of supply and the environment warrant 
a revision of the current and fragmented energy 
policies. 

First of all, EU member states should aim for 
a common long term European Energy policy which 
commits to a low consumption economy based on 
more secure, more competitive and more sustainable 
energy. 

A starting point would be the energy Roadmap 
2050. Furthermore, regulations resulting from such 
policy should allow the private sector, industry 
and customers alike sufficient response time to any 
impending changes. 

This common energy policy should also connect 
internal EU policy making with external policy making, 
giving Europe a “single voice” on the international 
stage. The latter, being ever more important at present, 
given the relevance of energy in the global geopolitical 
scene.

Drawing on the earlier discussion, it is clear 
that gas (even shale exploration) should be a key 
consideration in a full-fledged European energy policy. 
European leaders should move beyond the renewable 
centric mindset and consider the role (and benefits) of 
gas in accommodating new energies into the current 
European energy system.

At the risk of oversimplification, natural gas 
has all the qualities required by Europe to address its 
challenges – it is clean, affordable (a point to be further 
negotiated) and diversifies EU’s energy sources.

Here ,  a  par tnership  wi th  the  U.S.  could 
potentially bridge the gap between green and clean – 
and economic reality. Indeed, it is at this point that the 
EU seems to have a parallel interest with the United 
States. 
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Next Generation Digital Cities
 Corporate Vice President, Microsoft Corporation; Chairman Microsoft 

Asia-Pacific R&D Group Ya-Qin Zhang 

The world’s urban population continues to 
grow at a rate of approximately 1 million people a 
week, with 95 percent of this growth occurring in the 
developing world. At this rate, by 2050, 70 percent 
of a world-wide population of 9 billion people will 
live in cities, representing an increase of 80 percent 
over today’s urban population. People move to cities 
primarily for improved quality of life in the economic 
realm, attracted by access to jobs, commerce, social 
networks, and improved public services. This urban 
immigration generates tremendous opportunities 
for cities by increasing production, commerce, and 
human capital. At the same time, it also generates the 
challenges that are typical of the exploding mega-city 
in the developing world, such as informal settlements, 
creaking transportation systems, pollution, issues in 
sanitation, water, healthcare, education, public safety, 
food safety, energy consumption and more, negating 
some of the very elements that make cities attractive 
in the first place. While these challenges are not new, 
their scale and intensity are unprecedented. For cities to 
continue to be a viable center of civilization, commerce 
and culture, we must find ways to overcome these 
challenges. Fortunately, new innovations and a new 
generation of technologies are enabling cities around 
the world to address these challenges and create more 
attractive and sustainable city ecosystems.

By 2025, the world will see 37 megacities each 
with a population over 10 million, 22 of which will be 
in Asia. China is already home to 10 such cities and 
over 200 cities with a population of over 1 million. 
Yet, the percentage of China’s population that lives 
in cities just crossed 50 percent, compared to over 
80 percent in developed countries. Over the past 30 
years in China, 18 million moved from rural to urban 
environments each year. As this trend continues in 
the coming years, the stress and strain on cities will 
continue to grow and become ever more acute. These 
are existential challenges for the urban environment 
that shall determine the very future of cities and the 
urban civilization they embody. As such, the welfare of 
cities is high on the list of the government’s priorities, 
as evidenced by the emphasis on upgrading city 
infrastructure in China’s 12th Five-Year Plan. Following 
this lead, city governments across China are focused on 
how to provide healthy, safe, comfortable, culturally-
rich and economically-attractive environments for 
their populace. And modern information technology is 
playing an increasingly important part in their strategies.

Growing Challenges for Urban Environments
There is a daunting array of challenges facing 

cities today in a number of dimensions.
Transportation: Cities facing exploding human 
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and vehicle population are seeing increasing congestion, 
strains on roads and public transportation networks, 
long commutes, pollution, and wasted energy. Providing 
efficient, safe and adequate transportation systems is a 
critical quality of life challenge for every city.

Energy: As centers for industry and commerce, cities 
consume a disproportionate share of the world’s energy 
resources. Without careful planning and infrastructure, as 
cities grow in population and level of economic activity, 
their energy requirements grow exponentially, threatening 
the very foundations for that growth. Leading cities are 
now increasingly adopting targets not only in the economic 
realm (e.g. GDP), but also in terms of energy-efficiency 
(Energy/GDP). Yet, most cities have limited capabilities 
to actually monitor, analyze and optimize energy 
consumption within their jurisdictions.

Water: Providing an adequate, reliable, safe, and 
cost-effective water supply is another critical challenge. 
Economic activity, rising standards of living and climate 
change all contribute to increased demand and reduced 
supply of water. Clean freshwater is increasingly at 
risk of becoming the most constrained of all natural 
resources, threatening human and economic health and 
leading to increasing disputes amongst riparian cities, 
provinces, and countries.

Environment: Industrial and commercial activity 
and energy and resource use all accumulate, contributing 
to increasingly polluted urban environments. Terms 
like “PM 2.5” are now part of the common lexicon 
of city dwellers and air-filtering face-masks are the 
becoming the rule – rather than the exception – in 
some severely polluted cities. Pollution has direct 
adverse consequences not only on quality of life, but 
on economic activity and human health, especially for 
vulnerable populations, such as children and the elderly.

Healthcare: Access to timely, affordable and high 
quality healthcare is considered a basic necessity today. 
Yet, such access is far from the reality in most cities. 
Existing facilities – hospitals, doctors and equipment – 
are far over-subscribed, leading to care that is delayed, 
and in many cases, denied. Affordability is also a key 
concern, as the rapidly-increasing cost of healthcare 
creates a world of healthcare “haves” and “have-nots”, 
leading to social inequity and tensions. At the same 

time, the density of the urban environment makes 
it a prime venue for the spread of diseases, with the 
potential to rapidly turn isolated cases of a disease into 
local, regional, or even global pandemics.

Public Safety: The increasingly dense urban 
environment presents various types of hazards to public 
safety: from “petty” crime (such as pick-pockets), to 
more serious threats such as homicides, from small-
scale to organized crime, and from isolated incidents 
to mass-scale terrorism. The role of law enforcement 
in ensuring the public’s safety has never been as 
challenging and complex. Additionally, virtually no 
urban area is safe from natural disasters, a reality 
demanding increased emergency awareness, warning 
and rapid response systems.

Education: One of the key attractions of urban 
environments is the increased access to higher quality 
and diverse forms of education. While cities hold the 
potential for this, educational systems in even the 
most sophisticated cities are increasingly challenged 
to provide the right kind of education that fosters the 
highly-skilled, creative, and employable populations 
that will drive innovation and growth. Ensuring 
this education is available at an affordable price to 
middle- and lower-income populations is an even more 
formidable challenge.

Culture & Tourism: In addition to the essential 
services of city life, citizens increasingly look to the 
entertainment, cultural, and recreational opportunities 
afforded by cities as a key quality of life indicator. 
Not only do these facilities help to attract and retain a 
vibrant city population, they also attract tourists that can 
drive significant economic activity and enhance a city’s 
reputation. Yet, those same tourists both expect and put 
additional pressure on the very same essential services 
such as transportation, water and public safety that 
already stretched in most cities.

E-Government: Last but not the least, the public 
has increasingly greater expectations for the efficiency 
and convenience of city administrative functions. In 
the era of web, mobile apps, social networks, and 
e-commerce, citizens and businesses expect virtually all 
city functions to be accessible electronically and without 
friction. They also expect increased transparency and 
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accessibility to information, all while protecting privacy 
and security.

To address the challenges above, governments at all 
levels must continue to evolve their policy and planning 
approaches in response to the increasing demands of 
this new era. A new class of policies that reflect current 
business, technological, and social landscapes can improve 
overall living standards and provide intelligent solutions, 
transforming these challenges into opportunities for 
governments, businesses, and citizens. By the time the 
world's urban population reaches 6 billion (estimated by 
2045), cities will have invested more than US$ 350 trillion 
in urban dwelling and infrastructure such as roads, bridges, 
water, sanitation, healthcare and education. The vast 
majority will be spent to improve physical infrastructure 
(building, roads, energy and waterworks etc.). Less than 10 
percent (US$ 31 trillion) of this investment is expected to 
be spent on information and communications technology 
(ICT). Yet, evidence shows that ICT investments provide 
some of the most leveraged value as they provide next-
generation capabilities and improve the utility and impact of 
all the other infrastructure spending. In the next section, we 
take a closer and deeper look at the power of information 
technology to help address these pressing challenges and 
improve standards of living, environmental sustainability 
and citizen services, all while driving greater efficiencies in 
the consumption of financial and material resources. 

Promise of Next Generation Digital City Infrastructure
Cities across the world are beginning to take 

note of the significant challenges described above 
and are ramping up their responses. Technology, and 
particularly information technology, turns out to be 
a key enabler for cities to be more responsive and to 
deliver better services faster, quicker, and more cost-
effectively. A convergence of 3 key technology trends is 
driving this next generation of city solutions:

Devices and sensors: An increasing percentage 
of the population now possesses mobile devices such 
as cellphones, smartphones, and tablets, which can be 
used to both deliver information to citizens and draw 
information from them. In addition, powerful and low-
cost sensors are now available and increasingly widely 
deployed; sensors that can monitor various aspects 

of a city – air pollution, noise, traffic flow, weather 
information, radiation, energy and water consumption, 
and more. These sensor networks are able to provide a 
live, digital representation of a city at any point in time.

Cloud Computing: The cloud provides virtually 
infinitely-scalable computing and storage that can be 
used to capture and analyze the massive amounts of data 
originating from devices and sensors. Cloud computing 
also offers a cheaper, pay-as-you-go infrastructure. 
As such, it is a game-changer for governments and 
businesses alike as it fundamentally transforms the cost 
characteristics of building and running applications. 
With a shared infrastructure,  up-front  capital 
expenditure (Capex) costs are reduced and translated 
to ongoing operating expense (Opex), commensurate 
with usage. This provides a step function in increased 
flexibility and agility for governments, and the ability to 
do more with less. 

Big Data Analytics: The massive flow of data 
originating from millions of devices and sensors can 
be captured and stored in the cloud. Modern Big Data 
analytics techniques can then be used to derive insight: 
real-time, historical, and even predictive. These insights 
can drive real-time actions, as well as inform short, 
medium and long-range planning, helping a city to 
optimize its resources and provide better services for less.

Next Generation Digital City Services Platform
A next generation city offers a whole new class 

of solutions, leveraging devices and sensors, cloud 
computing and big data analytics to provide and manage 
improved services for citizens. It is enabled by a 
platform connecting citizens, services, and infrastructure 
with the means to discover, report, manage, track, and 
solve issues. Information is collected from three types 
of sources: devices (sensors embedded in the city 
infrastructure), city services, and users (citizens with 
mobile devices and PCs). These sources can  manually 
or even automatically input issues or other data into 
a city’s cloud computing backend, forming a city-
level internet of things (IoT) backed by a city cloud. 
This data is then aggregated, managed, and stored, 
allowing for knowledge creation and updates of the city, 
including profiles of activity and city infrastructure. 
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At this point, analytics can be developed and used to 
build urban models and to provide real-time, as well 
as historical analyses, what-if predictive analytics and 
business intelligence. These analyses can be deployed 
through a variety of processing technologies: real-time 
stream processing engines, traditional data warehousing 
techniques, and methods for analyzing large amounts of 
unstructured data, such as Hadoop. From here, various 
services managed or brokered by the Digital City 
Services platform can add value to the city through the 
use of the data, knowledge, and intelligence provided 
by this platform. Citizens, workers, and leaders wanting 
to track issues and solutions can receive automatic 
notifications and alerts, or browse and query to find 
visually-rendered updates.

Such a unified Digital City Services Platform 

provides multiple benefits. First, it provides a powerful 
infrastructure to build sophisticated solutions within 
a particular domain, such as transportation, public 
safety, or energy. Even more importantly, it provides a 
unified framework to bring together data from multiple 
domains and provide a comprehensive and unified view 
of the city, enabling new insights and new capabilities 

that would have been otherwise impossible. Finally, 
it provides the ability to disseminate information and 
notifications and insights to city leaders, workers as 
well as citizens in a consistent and role-relevant manner. 

A simple example illustrates these benefits. 
Imagine a citizen discovers a pothole on her street. She 
takes a picture of the pothole with her mobile device 
and uploads the photo to her city’s cloud-based services. 
Geo-tagging enables city services to discover the exact 
location of the complaint and the city dispatches a crew 
to repair the hole. Once the hole is patched, the reporting 
citizen receives a summary (via email or SMS, as per 
her preference registered in her profile) of the outcome, 
is thanked for her service, and provided a link to a web-
page with more detailed visual information about the 
solution. At a later point, the city might analyze the 

patterns of potholes in a district and combine it with 
zoning, traffic, and data about businesses in the region 
to discover the root cause of recurring potholes in 
particular locations (e.g. heavy vehicle activity due to 
the location of certain businesses), perhaps leading to 
changes in traffic or zoning regulations.

Microsoft is working with cities world-wide to 

Digital City Services Platform - Extensible City Services Solution Platform from End to End 



154  2013 博鳌亚洲论坛会刊

turn examples like these into reality to help address the 
challenges of urban environments. A few examples of 
this are illustrated below:

a) E-Government
In response to a shrinking budget and downsized 

workforce, Miami, USA, sought e-government 
solutions and eagerly adopted the Windows Azure cloud 
platform (along with Bing maps) to deliver its 311 
services to residents. Taking advantage of sophisticated 
Bing mapping technology, the 311 application allows 
residents to report issues (such as potholes or missed 
garbage collection) and to then track their complaints. 
It also provides cost-effective emergency response 
and disaster recovery in the hurricane-prone region. 
Miami’s move to the cloud vastly increased the speed 
of deployment and decreased expenses, particularly 
because of Windows Azure’s pay-as-you-go payment 
model, which allows the city to avoid investing in 
expensive server technology and IT. Most importantly, 
it has improved service offerings to citizens, providing 
new capabilities in an easy to use form.

b) Public Safety
The New York City Police Department (NYPD) 

teamed up with Microsoft to build and deploy the 
Domain Awareness System (DAS). The DAS dashboard 
brings together and instantaneously mines data from 
the NYPD’s vast collection of arrest records, 911 calls, 
more than 3,000 security cameras city-wide, license 
plate readers, and portable radiation detectors, and 
aggregates this data into a visual, interactive, user-
friendly form. This technology is enabling NYPD to 
keep one of the world’s largest, most complex, high-
visibility cities safe for its millions of inhabitants and 
tourists alike. Microsoft and the NYPD are now making 
this technology solution available for other jurisdictions 
to deploy and improve their public safety systems.

c) Energy
Without needing to modify or add any physical 

infrastructure, Microsoft built and deployed an 
analytical layer on top of existing building management 
systems for 123 buildings on its main campus in 
Redmond, Washington. This new layer allows Microsoft 
to aggregate and analyze its building data from diverse 
systems (that were not designed to work together) to 

generate actionable insights that improve operational 
efficiency, save energy, and cut costs. 

The program addresses energy consumption and 
cost in three specific ways:

Proactive fault detection and diagnosis to enable 
timely and targeted interventions in cases of faulty or 
under-performing building equipment. 

Alarm management to prioritize the many 
notifications generated by existing building systems and 
point technicians to solve the most impactful issues first.

Energy management through systematic tracking and 
ongoing optimization of consumption and performance, 
including behavioral encouragement of building occupants 
with visual dashboards and benchmarks.

This example shows that the capacity for digital 
cities is often already in place, requiring only the ability 
to synthesize currently divergent streams of data into 
insights, plans, and actions. Microsoft and its partners 
are now working with cities in the U.S., China and 
other locations to help them deploy similar solutions 
and improve energy efficiency, reduce costs and control 
green-house gas emissions at city scale.

d) Transportation
Beijing, a city notorious for transportation and 

traffic challenges, engaged in an effort with Microsoft 
to track the traffic routes of the capital city’s massive 
fleet of taxis, based on GPS devices. This system is able 
to mine the driving directions, habits, and patterns of 
33,000 taxis to create useable data to serve drivers, riders, 
and city planners. The data is already being used to offer 
citizens optimal navigation routes based on time of day and 
other contextual information, saving on average 5 minutes 
per 30-minute trip. As taxi services in Beijing struggle 
to meet the demands of riders, particularly during peak 
times, the data is further providing impetus, justification, 
and guidance for the idea of fare-sharing, where riders 
travelling in the same direction can share a taxi ride. Fare-
sharing has the potential to provide less-expensive fares 
for riders, more profit for drivers, and less congestion on 
the road, improving quality of life and reducing carbon 
emissions. Mobile applications for fare-sharing are now 
in the process of being developed. Finally, mining and 
analyzing the taxi data is providing city planners with new 
insights on bottlenecks in the transportation system and 
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even potential deficiencies in the city’s urban planning 
layout that necessitate excessive and extended trips.

e) Tourism and Culture
Microsoft is partnering with the government 

of Hainan province (“China’s Hawaii”) to build a 
highly-integrated and unified platform in the tropical 
island. Centered on intelligent tourism services, the 
project is developing a command center for intelligent 
traffic, medical, and city services. Hainan will utilize 
its digital services capabilities to share data across 
regions, industries, departments and enterprises to 
avoid fragmentation, isolation, redundant construction, 
and waste of resources, thereby achieving a unified 
service and management system for regional tourism. 
Not only will this promote intelligent tourism, it will 
benefit Hainan’s citizens by providing authoritative 
and comprehensive information on food, housing, 
transportation, travel, shopping, and entertainment.

Digital Infrastructure Defines Tomorrow’s Leading Cities 
All of these examples build on the three key 

technological trends that enable next-generation digital 
city capabilities: mobile devices and sensors, cloud 
computing and big data analytics. Some of these 
solutions can be layered over existing city infrastructure; 
others require it to be upgraded. In a next generation 
digital city, mobile devices and sensors on every person, 
vehicle, building, and street enable city-wide real-time 
views of a city that can identify and resolve issues in real-
time, at a much lower cost and with higher efficiency. A 
next generation digital city also offers the capability to 
aggregate and analyze historical data to discover trends, 
recurrent patterns, and new insights. It also provides the 
ability to present relevant information to city leaders, 
workers, and citizens in a timely and relevant manner.

Just as yesterday’s leading cities were identified 
and lauded for their physical infrastructure, tomorrow’s 
leading cities will be defined and recognized by their 
digital infrastructure. Such infrastructure might not 
have the visible presence of physical structures, but its 
integration and connectivity will have a breadth and 
depth allowing it to capture the status of all things in an 
urban environment for the benefit of citizens. With each 
element of a city digitally represented – transportation, 

people, buildings, resources, energy use, etc. – digital 
cities will have the ability to correlate data and derive 
insights within specific domains, as described in the 
examples above. Even more important is the ability to 
bring together data from different systems and derive 
new insights across domains, a benefit only now 
beginning to be realized. Analytics and intelligence 
across domains bring unprecedented ability to develop 
new insights into the relationships between different 
aspects of a city: urban planning and transportation; 
transportation and pollution; pollution and health; 
health and economic output, and so on, allowing holistic 
planning and action in a manner never before possible. 
With the proper integration of the three foundations 
of next generation digital city infrastructure – devices 
and sensor networks, cloud computing and big data 
analytics – the possibilities for bettering the lives of 
citizens, improving environmental sustainability, and 
driving growth are truly momentous.

A Path to Global Development of Next Generation 
Digital Cities

The greatest demand for the next generation 
of digital cities will come from locations stressed by 
surging populations and those with rising incomes, 
creating increasing challenges, higher expectations 
and greater opportunities. The role of government is 
to ensure that solutions are equitable and sustainable. 
Businesses need to meet these opportunities with 
competitive innovation, as well as collaboration, 
openness, and transparency to create solutions for 
citizens that are accessible and secure. 

As data enable more elaborate and more ubiquitous 
conversations between citizens, services, and urban 
environments, it is clear that those cities that lay the 
foundations of next generation digital city infrastructure 
will have an advantage in providing services, reducing 
resource usage and expense, improving environmental 
sustainability, and attracting global talent vital to a 
thriving knowledge economy. Microsoft, leveraging 
its comprehensive technology platform and its global 
presence, is committed to working with governments 
worldwide to enable this transformation into a new urban 
environment – the next generation of digital cities.
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The European debt crisis has inflicted considerable 
damage upon the European and global economy. Since 
the fourth quarter of 2011, the economy in euro zone 
has been declining. 

Sino-European trade in 2012 dropped 3.7 percent 
year-on-year, putting an end to double-digital increases 
which lasted for many years. The decline has severely 
impacted the shipping industry, and shipping companies 
are facing massive operational adversities. Asia-Europe 
services, for instance, suffered from declines in both 
cargo amount and freight rates. 

In order to save the euro and alleviate the crisis, 
EU countries have implemented many bail-out plans, 
such as establishing the European Stability Mechanism 
(ESM) and European Financial Stability Facility (EFSF), 
approving two rounds of Longer Term Refinancing 
Operation (LTRO), adopting Outright Monetary Trans-
actions (OMT), as well as implementing the “growth 
pact” and a universal banking supervision system. 
These measures have effectively curbed the spread of 
the crisis. 

However, the underlying reason for the European 
debt crisis is structural imbalance. To solve the crisis 
at its source, structural reform is recommended as the 
starting point which will help revive European core 
competitiveness. If the subprime crisis is a credit crisis, 
then the European debt crisis is a structural crisis. 

Structural Reform: Reviving 
European Core Competitiveness

 Chairman, COSCO Group Wei Jiafu

European Debt Crisis Caused by Structural Imbalance 
The European debt  cr is is  i s  not  only  an 

issue of public debt payment, but also an issue of 
competitiveness. The underlying reasons for the 
crisis are three structural imbalances: imbalance 
between productivity and welfare, imbalance of 
development levels among different economies, 
and imbalance between finance and currency. These 
structural imbalances have hampered comprehensive 
competitiveness of the euro zone.

a) Imbalance between productivity and welfare 
Long-term development of one economy is mainly 

decided by labor input, capital input, and productivity 
development. Among the three factors, productivity is 
the key to exploit long-term development potential and 
maintain sustainability. 

On one hand, low productivity has become a 
bottleneck for economic growth in the euro zone. 
Countries in the euro zone do not have the demographic 
dividend and prosperous urbanization that have blessed 
the rapid growth in emerging economies. To make things 
worse, their scientific and technological creativity is also 
declining. Compared with emerging economies and the 
United States, European productivity is relatively low. 
According to the statistics of the Conference Board, an 
American research institution, in 2010, productivity of 
the United States, India and China increased 2.8 percent, 
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5.8 percent and 8.4 percent respectively, while that of the 
euro zone rose only 1.7 percent. At the same time, the 
growth rates of Italy, Spain, Portugal and Greece were 
even lower than the average.  

On the other hand, with an aging population, many 
European countries still have to maintain high wages and 
welfare, which bring about huge fiscal pressure. Wages of 
the 27 EU countries account for 48 percent of GDP, while 
regular expenditures in education, pensions, and medicine 
are also high. In Greece, for example, 70 percent of total 
fiscal expenditures go to social welfare and the payroll 
system. Despite the dire situation, it is still difficult to cut 
spending in the European democracies. 

Therefore, imbalance between welfare and 
productivity hampers the competitiveness of the euro 
zone. In order to promote performance of Chinese state-
owned enterprises, the State-owned Assets Supervision 
and Administration Commission of the State Council 
(SASAC) proposed Performance-Related Pay (PRP). In 
my opinion, the PRP system promotes productivity and 
scientific development. Europe also needs to reform its 
existing welfare system, so as to meet the demands of 
sustainable development. 

b) Imbalance of development levels among 
different economies

Greece, Spain, Portugal are located in Southern 
Europe, and they have many differences with core 
euro zone countries like France and Germany. The 
economies of the core euro zone countries are stronger 
than those of the peripheral countries. Per capital GDP 
of the richest country is seven times that of the poorest 
one. In recent years, the euro zone has accelerated 
its pace of expansion, but the economic discrepancy 
between the core countries and the peripheral countries, 
however, is still quite large. Foreign debt has promoted 
economic prosperity of the peripheral countries, and 
almost all of the debt comes from Western Europe. 
Since the foundation of the euro zone, low interest rate 
policy has been adopted in the zone. This enabled the 
peripheral countries like Greece to maintain economic 
growth with low borrowing costs, but the policy also 
disguised the underlying structural problems in the 
peripheral countries. 

However, the outbreak of the financial crisis 

thoroughly broke the above economic relationship. A 
large amount of Western European banks with rapidly-
shrinking assets began to squeeze their monetary supplies, 
sharply reducing credit support to countries including 
the peripheral nations. As a result, the weak peripheral 
countries found it more and more difficult to stimulate 
their economies and pay off debt. Thus, the underlying 
problems disguised by integration were fully exposed. 

Different development levels, different economic 
structures, and the accumulation of unbalanced factors 
finally triggered the crisis.

c) Imbalance between finance and currency
Since the birth of the euro, universal monetary 

policy in the euro zone has played a positive role in 
stabilizing prices and promoting trade. According to a 
report by the McKinsey Foundation for Management 
Research, Germany owes two-thirds of its economic 
growth to the euro. And for other member states, 
especially less competitive countries in Southern 
Europe, the euro zone membership has offered them 
a “free ride,” helping them to share the economic 
achievements in the euro zone. Exchange rates and 
currencies, however, have always been a double-edged 
sword. When an economy goes upwards, a stable 
exchange rate is conducive to economic development, 
but when an economy declines, a single currency 
becomes a stumbling block. 

First, the euro zone has a universal currency, but 
there is no universal finance and political alliance. With 
dramatic differences in economic strength in the euro 
zone, it is risky to adopt universal interest rates and a 
single currency, because some countries may overuse 
their fiscal policies. For example, governments of 
Eastern European countries, in order to meet standards 
of the euro zone, heavily invested in areas like social 
welfare and infrastructure, and constantly borrowed low 
interest loans from Western European banks in a bid to 
sustain economic growth. 

The integration of the economy with currency 
largely outpaces that of politics. When the crisis 
occurred, universal finance did not exist, nor were there 
enough coordinative agencies to handle a large-scale 
crisis. Therefore, it is extremely difficult for the EU to 
overcome the crisis by directing controlling budgets of 
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the ailing member states. In fact, European countries 
have adopted different fiscal policies, and most of them 
are reluctant to pay for the errors of other member 
states. This is a shortcoming in the design of the euro 
zone mechanism. 

Second, a single currency system deprives the euro 
zone of a flexible adjustment mechanism in countering 
crisis. The euro’s contribution to the European economy 
is obvious. However, unlike Germany, weak countries 
in the zone do not have sufficient economic strength to 
support a strong exchange rate. When economic crisis 
hits, and the exchange rate cannot be adjusted, measures 
like cutting fiscal and welfare spending have to be taken 
to promote competitiveness. 

The United States and many other countries have 
used both fiscal and monetary policies to counter crisis. 
The United States even chose the direct route of printing 
money to reduce the exchange rate. However, ailing 
countries in the euro zone like Greece have no say in 
formulating monetary policy. The single currency system 
prevents these countries from depreciating their currency. 

Therefore, they can not inflate away the debt, 
increase export competitiveness, or maintain an existing 
fiscal deficit. Weak economies are thus deprived of an 
adjustment mechanism to handle crises. 

In fact, the debt of the euro zone countries is not 
the highest. For example, the United States and Japan 
have more debt than some of the euro zone countries 
do. But the international circulation of American debt 
and domestic circulation of Japanese debt ensure the 
sustainability of their debt to some extent. 

More importantly, when crisis hits, countries like 
the United States can rapidly implement unified policies 
from central to local governments, issue extra currency 
and cut fiscal spending, thereby delaying or reducing the 
outbreak of crisis. The EU, however, cannot accomplish 
this with ease, which is why almost all concern in the 
marketplace goes to the euro zone. The unbalanced 
structure within the euro zone makes it enormously 
difficult to solve the debt crisis. 

What Structure Makes Debt Sustainable?
Debt can turn future income flow into cash; it 

can also curb income flow in tens or even hundreds of 

years to come. Debt in itself is neutral. What it results 
in is decided by how it is used. One way of using debt 
is through consumption. This mode could result in a 
rupture of the debt chain and a displacement of national 
credit, and thus is not sustainable. The other way is 
investing debt is developing national strength. This 
mode is sustainable. 

High national debt ratios occurred early in history. 
During the Western European city-state war in the 12th 
century, there was “Patriotic Debt” in Italy. After 1715, 
total national debt volume of the Netherlands was more 
than twice the size of its national income. At that time, 
national debt of the UK accounted for 80 percent of 
its national income. The United States was born amid 
a vast amount of national debt. High national debt 
ratios, however, did not bring destructive crises to these 
countries. The reason is that these countries maintained 
economic competitiveness, adopted structural reform, 
and improved their mechanisms.

The following two points are preconditions for 
sustainable debt. First, return on investment must be 
higher than the cost of debt (mainly, the interest rate). 
Return on investment decides the competitiveness of an 
economy. In a well-developed economy, there will be 
enough income to pay off debt. However, if return on 
investment falls short of the cost of debt, a sovereign debt 
default is likely to occur. The same logic also applies to 
companies. If the profit of a company is lower than its 
debt, or even interest, the outcome is self-evident. 

Second, there must be a sophisticated institutional 
structure. A huge national debt system needs checks-
and-balances of power, supervisory bodies, and a unified 
budget. It is also necessary to ensure governmental 
finance is steerable and the process of formulating 
the budget transparent. Otherwise, deficit, corruption, 
embezzlement and other problems will keep substantial 
debt from developing the economy. Xi Jinping, general 
secretary of the Central Committee of the Communist 
Party of China (CPC), vowed to unswervingly fight 
against corruption and “keep power reined within the 
cage of regulations.” I think that no matter if it is running 
a country or operating a company, a sophisticated 
institutional structure and executive mechanism are 
indispensable to ensure scientific development. 

Global Shifts
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How Can Structural Adjustment Revive European 
Core Competitiveness?

To solve the debt crisis ,  Europe must go 
through structural adjustment so as to revive its core 
competitiveness. To this end, the following two points 
need to be highlighted. 

a) Transform the growth pattern and improve 
economic competitiveness

First, the euro zone need continue to control its 
budget and cut spending. Heavily indebted countries, in 
particular, need to change their previous growth pattern, 
which features over-consumption and over-reliance on 
debt. In the past three years, countries like France, Italy, 
Greece, and Portugal have carried out round after round 
of fiscal austerity plans. Accustomed to enjoying high 
social welfare, Europeans find it fairly difficult to accept 
higher taxes and lower income. Austerity policies have 

triggered much friction in European society. 
However, cutting spending and improving 

competitiveness are two keys to solve the debt crisis; 
therefore, European countries must adhere to them. 
As a matter of fact, cutting spending and reducing 
costs are also important measures for the currently 
ailing shipping companies. COSCO Group is therefore 
striving to raise its sustained competitiveness through 
adjusting its structure, transforming its growth pattern, 
increasing income and cutting spending.

Second, European countries should reshape their 
competitiveness in the real economy. Europe has always 
been setting standard for the rest of the world in many 
areas. European science and technology, and brand 
influence are still in the lead. Nearly 50 percent of the 
world’s famous brands come from Europe, such as Philips, 
Siemens, Volkswagen, Unilever, etc. In addition, most of 
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the world’s luxury brands also come from Europe. 
Traditionally, European countries have boasted 

a sound foundation in the real economy. In the future, 
European countries should enhance the traditional 
competitiveness through adopting guidance and 
incentive policies. The EU should also formulate 
policies to promote free flow of trade and factors among 
its member states, so as to enhance its comprehensive 
competitiveness. 

In  Oct .  2012,  the  European Commission 
promulgated a report on new industrial policy. The 
report officially proposed that a “new industrial 
revolution” should be launched to reverse the trend of 
declining industrial weight in the economy, and the 
weight of industrial-added-value in GDP should be 
raised from 15.6 percent to 20 percent, so as to meet 
the general target of “re-industrialization.” The report 
also set out the frame of implementation. On Jan. 4, 
2013, the European Commission announced the Euro 
VI emission standards on a portion of new-type buses 
and heavy duty vehicles. Coming into effect on Dec. 31, 
2012, the new regulation is an important measure under 
the “re-industrialization” plan of the indebted EU. 

The above policies and measures are a testament 
to the EU’s determination to improve its economic 
competitiveness by transforming its growth pattern. 

b)  S t ruc tura l  ad jus tments  and  improved 
institutional mechanisms

First, Europe should facilitate China-Europe 
cooperation with an open mind, so as to improve the 
structure of trade and investment. China and Europe have 
long enjoyed a sound foundation for cooperation in trade 
and investment. The EU is the largest trade partner of 
China, and China is the second largest trading partner of 
the EU. However, the structure of trade between China 
and the EU is seriously unbalanced. In 2012, for instance, 
westbound cargo along the Asia-Europe route was more 
than twice that of the eastbound route. 

It is estimated that a one percentage point increase 
of the EU’s high-tech exports to China can be translated 
into an increase of 2.2 billion euros in Europe’s total 
export volume. In the current context, lifting restrictions 
on high-tech exports to China and encouraging Chinese 
enterprises to invest in Europe is conducive for the EU 

to boost its trade and investment growth, create jobs, 
and promote the overall recovery of its economy. 

Take COSCO Group as an example. Investing in 
Greek terminals is an important step in our structural 
adjustment. COSCO faced various challenges when 
we started operating Greek terminals, but we promptly 
adjusted the structure of our operations and costs. As a 
result, the terminals achieved profitability in 2011. The 
container throughput increased from 480,000 TEUs in 
2009 to 1.19 million TEUs in 2011. 

Greek terminals have become a gateway for 
Southern European economy and a bridge for Sino-
European cooperation. The success of the Greek terminals 
is the result of adjustments to COSCO’s operational 
structure as well as Greece’s economic structure. 

I hope that EU member states will further lift 
the restrictions on Chinese enterprises’ investment in 
Europe. This is a win-win situation, because it can not 
only promote structural adjustment in China and the 
EU, but also help to solve the debt crisis. 

Second, institutional mechanisms should be 
reformed to promote further European integration. To 
fundamentally change economic growth pattern and 
improve competitiveness, institutional reform needs to 
be highlighted. Taking COSCO Group as an example, 
through institutional reform, we managed to unify the 
operations, brand, and image in our bulk segment. We 
gave full play to the advantage of COSCO Group’s 
bulk resources, and thus enhanced our corporate 
competitiveness. For countries in the euro zone, 
improving decision-making mechanisms, promoting 
European integration, and enhancing comprehensive 
competitiveness should be top on the agenda. 

In today’s fully integrated global economy, a 
crisis in one country or region can easily spread to the 
rest of the world. The world has not yet recovered from 
the crisis. This is a fact that the shipping industry, as the 
barometer of the global economy, has felt strongly. 

As one of the key players in the global economy, 
Europe will continue to exert a strong influence on 
the rest of the world. I hope to see a more competitive 
and integrated Europe. Shipping companies will 
also continue to contribute to Europe’s economic 
development and win-win Sino-European cooperation. 

Global Shifts
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Looking out at Europe’s ravaged nations in 
the desolate days after World War II, it would have 
been hard to imagine that this fragile, divided region, 
weakened materially, financially and demographically 
and under permanent threat from the powerful Soviet 
Union, would one day rank among the world’s three 
major powers.

And yet, half a century later, Europe has put 
an end to centuries of internal fighting and become a 
region of lasting peace. The fall of the Berlin Wall in 
1989 toppled the last risk of internal conflict and paved 
the way for the nations of Eastern Europe to join the 
European family.

As a pacified region governed by law, with an 
extraordinary cultural and technological tradition, 
Europe took its place among the leading economic 
communities. 

Europe is  no longer simply a unique and 
exceptional combination of peoples, cultures and 
history. It has become a world-class monetary, 
commercial, economic and academic entity.

Today, with a population of nearly 500 million, 
Europe is the world's largest consumer market, as well 
as a major technological, industrial, agricultural and 
financial power and one of the world's leading exporters. 
In just a few years’ time, its currency – the Euro – has 
earned its place as one of the world’s top two reserve 

Revitalizing the EU’s 
Core Competitiveness

 CEO, Schneider Electric Jean-Pascal Tricoire

currencies alongside the once almighty dollar.

Five Factors of Europe’s Current Position 
Europe owes its current position of strength to a 

number of factors:
The first one is its industrial, commercial and 

scientific tradition. The Industrial Revolution of the 
19th century, which ushered in the modern world, began 
in Europe. As a result, Europe has inherited industrial 
infrastructure, a dense installed base, transportation 
networks and a financial organisation whose existence 
and efficiency are essential to development. 

Europe also benefits from the rule of law, 
which, despite national differences, provides investors 
and economic actors with visibility and security. 
Lastly, Europe can draw on an accumulation of skills 
and know-how, as well as top-notch research and 
development expertise.

Despite the rising power of other large economies, 
Europe remains a research laboratory of the highest 
level and a fertile terrain for innovation and creation. 
Europe’s scientific capabilities and entrepreneurial 
spirit are precious strengths for competing in the 
global marketplace and creating value. Europe is truly 
a brain-driven knowledge economy backed by a deep 
technological tradition and an unparalleled university 
and academic culture.
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In today’s globalized world, Europe’s powerful 
business, industrial and financial sectors are a key asset. 
Europe is a step ahead in such strategic areas as energy, 
aeronautics, chemicals and even automobiles. 

The largest energy companies – Total, GDF, 
Suez, EDF, EON, RWE, Iberdrola, Siemens, ABB 
and Schneider Electric – are based in France and in 
Europe. One of the world's two aviation leaders, EADS, 
is not only headquartered in Europe, but it is also a 
fully European undertaking. The list of the European 
champions is long, from agricultural production to food 
and beverages and from transportation to chemicals. 
Two European groups rank among the top four 
global carmakers. Europe has also been successful in 
services, with forefront positions in finance, retailing 
and software development. These industries are 
supported by a tightly woven web of solid, high-quality 
companies. Eight of the world's twenty-five leading 
groups are European.

Clearly, Europe draws its strength from its unity 
and from its companies, which have, for many years 
now, successfully adapted to the rest of the world and to 
international competition. 

The second factor is Europe’s fantastic cultural 
and linguistic diversity, which creates a vibrant mixture 
that spurs innovation. In addition, its history has 
allowed Europe to create and nurture deep economic, 
linguistic, cultural and personal ties with other parts 
of the world, including Latin America, Africa and the 
Commonwealth of Nations. 

The third factor is Europe’s enviable geographic 
location and topography. Europe's climate, diverse 
regions and landscapes and position between Asia and 
the Americas offer its residents myriad opportunities 
and add to its attractiveness. 

The fourth factor is the care Europe has taken to 
build a development model that balances the economic, 
the environmental and social needs.

Europe has pioneered in the area of sustainable 
development, deploying quality and safety processes 
very early on that have helped limit health and industrial 
hazards. It has also implemented assertive, forward-
looking environmental policies. These choices are 
powerful drivers of technological innovation. 

The fifth factor is the historic European move to 
build a vast common market – undoubtedly one of the 
most competitive in the world – supported by political 
stability and shared regulations. A large market, high 
purchasing power and strong competition are all 
important ingredients for growth.

Elements Sapping Europe’s Strength  
But today, certain elements are sapping Europe’s 

strength and vitality.
To start, the aging of Europe's population has 

generated a deeply conservative mindset that is focused 
on protecting the past rather than on preparing the 
future. This mindset leads to dependence on a protective 
State, and this tendency to revert is undoubtedly 
Europe’s main handicap. In this environment, it is easy 
to see why States are doing nothing – or not enough fast 
enough – to adapt to the new world unfolding before 
their eyes. 

Second, an entrepreneurial, trailblazing culture is 
required to get a better understanding of the new world 
and the emergence of new economies. Europe has 
changed enormously over the past 60 years to become 
the world’s leading economic power. Yet it still holds 
plenty of potential that can be unlocked through a 
development model that balances economic, social and 
environmental needs. 

In such a changing world, Europe must begin a 
new cycle of transformation and go further and faster 
in its drive to reform. This will require patient efforts to 
explain change and the political courage to finalise the 
construction of a competitive Europe. 

For years, Europe’s governments were the drivers, 
actors and builders of economic development. Today, 
they are often a roadblock. Cumbersome, complex 
regulations stifle initiative and entrepreneurial spirit. 
Heavy income and payroll taxes weigh on companies’ 
margins and investment capacity. Ponderous social 
protection systems and unwieldy local authorities have 
created a two-speed Europe, with a competitive sector 
exposed to international rivals, on the one hand, and a 
protected sector that thrives to the detriment of the first, 
on the other. Public debt is compromising the future of 
upcoming generations and hampering growth.

Global Shifts
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In response to the crisis of the past few years, 
progress has been made in a few areas, for example 
with the Euro, but the region's nations still have far to 
go to complete their transformation and truly become a 
unified Europe. 

This will require a real European governance, 
one that is more efficient and more centralised, as well 
as recognised economic and industrial actors who 
can drive an economic and industrial policy focused 
more on Europe and less on individual nations. This 
means convergence at the university level and, more 
importantly, at the economic, budget, tax and social 
policy level. As with all unfinished projects, Europe 
still runs the risk of falling apart. Europe suffers from 
the failure to reform and from its status as a work in 
progress.

The European nations are aware of the reforms 
that need to be made. There is no doubt or discussion 
about what has to be done. Doing it, however, will 
involve explaining change and building a social 
consensus about the reforms that are now urgent. 
Less government presence, a transformed regulatory 
framework and procedures, more efficient public 
services and managed deficits and debt are what is 
required for the powerful forces of innovation and 
creation to express themselves and flourish. Europe 
must find the strength to reform and transform itself 
in the face of these constraints in order to unleash its 
entrepreneurial potential. 

This has been and still is particularly true in the 
energy industry. Because Europe has very little oil (at 
least conventional oil), it was hard hit during the 1973 
and 1979 oil shocks and found itself in a situation of 
energy scarcity. But it was precisely this scarcity that 
prompted Europe to stake out forefront positions in 
alternative energy sources, first with nuclear power and 
then with renewables and energy efficiency. European 
companies were so good at integrating this constraint 
that they turned it into a priority development path by 
creating energy efficiency solutions and high-level 
certification services to reduce consumption, promote 
recycling and lower CO2 emissions.

Europe has everything it takes to adopt a more 
energy efficient model and to become a major key 

player in the Third Industrial Revolution. It has all 
the requisite competencies in the areas of renewable 
energies, building management and energy storage 
research, as well as a real ability to bring together 
energy and technology to develop the smart grid and 
play a pioneering role in green transmission. If Europe 
succeeds in seizing this opportunity through assertive 
policies and supported efforts to change mentalities, it 
will be able to create thousands of jobs.

Lastly, Europe needs to solve its demographic 
problem. Thanks to medical advances, life expectancy 
is constantly rising. To maintain a viable balance 
between the economically active and inactive in a 
rapidly greying society, Europe has no other choice than 
to actively manage immigration as a path to a younger, 
revitalized continent.

Europe’s future depends on political courage, 
government reform and a shift in focus that allows 
States to concentrate on their essential missions and 
give those who produce the room and resources they 
need. Some countries have already made this shift. 
Others are starting to, and still others are hesitant. 
This lack of coordination is hindering and slowing the 
construction of Europe, which, as a result, remains an 
unfinished project. All efforts should be made to speed 
this construction.

In conclusion, I would say that even if Europe 
is no longer a model, it is still a forefront player and a 
reference. 

The issues it is facing now – how to maintain 
an effective social protection system, preserve the 
environment and navigate the energy transition – are the 
same ones that the emerging economies will confront as 
they develop.  Europe’s challenges should be a source 
of inspiration for the new economies, notably China.

The 21st century is unfolding and Europe is still 
here. It has the potential and the desire to hold its own 
in global competition. 

To do so, it will have to summon the courage to 
complete its transformation into a unified Europe and 
understand that today’s difficulties are not simply the 
result of a crisis but rather the sign of a changing world. 
To a great extent, the world's prosperity will depend on 
Europe's success.
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Asia and the Promise of 
Economic Cooperation

 Managing Director, International Monetary Fund Christine Lagarde

I keep coming back to Asia recently. It is for one 
simple reason: the increasing leadership role that Asia 
plays in the global economy – and in the IMF too.

Just look at how far the region has come. Over the 
course of three decades, emerging Asia’s share of world 
GDP jumped from 10 percent to 30 percent, living 
standards rose sixfold, and an incredible half billion 
people pulled themselves out of poverty. Over the past 
decade alone, emerging Asia has grown by more than 7.5 
percent a year.

More recently, during the dark days of the global 
financial crisis, it was Asia that kept the flame alive, 
accounting for about two-thirds of global growth. 
Clearly, the momentum is here, the dynamism is here, 
and the future starts here.

Policy Agenda in Advanced Economies and 
Implications for Asia

The global economy’s momentum continues to 
slow. We expect global growth of 3.3 percent in 2012 
and 3.6 percent in 2013 – lower than we thought a few 
months ago.

The slowdown itself is not the main story. The 
main story is that the slowdown is spreading to regions 
that have previously held up well. This is what worries 
me the most. In this interconnected world, there is really 
nowhere to hide.

These links are strong. Demand from Europe 
and the United States each account for about a third of 
emerging Asia’s net exports. Foreign participation in 
local sovereign debt markets has nearly doubled over 
the past five years. So from all sides, Asia is exposed to 
sudden shifts in sentiment.

Going forward, we believe that growth will pick 
up again, and that Asia will retain its position as a 
growth leader – expanding two percentage points faster 
than the world average next year.

But none of this can be taken for granted. 
It depends on the actions of global policymakers, 
especially in the United States and Europe. And “action” 
is the operative word.

Here, I believe the West can learn from Asia’s 
own brush with crisis in the 1990s. In the wake of that 
crisis, Asia came through strong and resilient, on the 
back of sound macroeconomic and structural policies. 
Asians did not draw the wrong lesson from the crisis 
– they did not hunker down, pull up drawbridges, or 
withdraw from the world. Quite the contrary.

Look at the recent record. Both public and private 
sector finances have been managed well. Since the 
Asian crisis, corporate debt-equity ratios fell by two-
thirds. Financial leverage and reliance on foreign 
funding are also lower. The ratio of short-term foreign 
debt to official reserves – a key indicator of external 
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vulnerability – fell by a third or more.
In short, Asia’s economic foundations became 

safer, sounder, and more resilient – but still open to the 
world and open for business. This has important lessons 
for the advanced economies currently facing severe 
challenges.

Given their importance, let me talk a bit about 
the United States and Europe, which have a special 
responsibility to act.

Of immediate concern, American policymakers 
must avoid the so-called “fiscal cliff” at all costs. If 
expiring tax provisions and spending cuts were indeed 
to come into play, growth in the United States would 
fall to zero or below – and the rest of the world will not 
be immune. This policy uncertainty must be resolved, 
and it will require all sides coming together.

The Eurozone, which is still facing crisis, must 
also deliver on its policy commitments at the national 
and regional level – fiscal, financial, structural. And 
again, all players must play their part.

So Europe must forge ahead with greater 
economic cooperation – especially through deeper 

fiscal and financial integration. A major priority for 
the Eurozone is a true banking union to complement 
its monetary union. As a first step, this means a single 
supervisory framework; and ultimately, there also needs 
to be a pan-European deposit guarantee scheme and a 
bank resolution mechanism with common backstops.

This kind of integration will protect the stability of 
the region as a whole. By coming closer together, Europe 
helps itself – and it also helps the entire global economy.

Increased Economic Cooperation within Asia
Just as in Europe, our interconnected world calls 

for new approaches in this region too. 
Let me be clear on this point: I am not talking 

about political integration or the kinds of monetary 
union we see in Europe and in various other parts of the 
world. Rather, I am talking about the broader promise 
of economic cooperation in two areas in particular – 
trade and finance.

a) Trade integration
In terms of trade integration, Asia has already 

made great strides. Over the past decade, trade within 
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Asia tripled, and regional trade among emerging Asia 
grew even faster.

With Asian trade, many tributaries flow together 
as a single great river. A typical pattern is that Asian 
economies send intermediate goods to China, which 
assembles them into final goods for exports. In fact, 
intermediate goods now account for over 70 percent of 
all Asian exports.

But this flow is never static. We know that China’s 
role is changing fast. Its current account surplus has 
already fallen from a peak of ten percent to three 
percent of GDP. This is mainly driven by investment 
so far, but we expect a shift to consumption. This is the 
next big phase, and I believe that the ASEAN countries 
are well placed to benefit from this large and enticing 
market.

ASEAN countries themselves, of course, will also 
need to support domestic consumption. After all, the 
shift toward high-income status can only come through 
a strong middle class. And again, further regional 
integration can help with this, by offering new avenues 
for mutual gain.

Looking ahead, the formation of the ASEAN 
Economic Community in 2015 offers the vast 
possibilities of a common market. The Trans-Pacific 
Partnership can also deliver great benefits, especially 
by emphasizing service markets – a sector that has been 
too protected for too long.

There is no question about it: looking ahead, Asia 
can benefit from opening even more doors to trade.

b) Financial integration
What about financial integration? Here, there 

is even more scope for progress because financial 
integration is currently lagging behind trade integration. 
More than 90 percent of ASEAN cross-border portfolio 
investment flows are with advanced economies outside 
Asia. Asia – with its current account surpluses – is 
simply not investing enough of its savings in itself.

Greater regional financial integration could open 
up a host of new benefits. It can boost domestic demand 
– partly by making it easier for small businesses to 
gain access to credit. It can make economies safer, by 
allowing more insurance against volatility and adverse 
developments. And one other important benefit: greater 

access to financial services by the poor can reduce 
inequality.

On a practical level, financial integration is 
eased by making local banking systems more open and 
competitive. The integration of ASEAN stock markets 
would help, as would a larger regional bond market, as 
envisaged by the Asian Bond Market Initiative.

Further economic cooperation – despite the very 
different span of countries, cultures, and systems across 
Asia – is a big part of that future.

c) Making integration work
We should all recognize that integration does 

not come without costs. More financially-integrated 
economies are more exposed to storms. In particular, 
while capital flows can bring great benefits, they can 
also overwhelm countries with damaging cycles of 
crescendos and crashes.

At the same time, deeper financial market 
development allows an economy to put down strong 
roots and weather storms well. Economic management 
is the key. If the flows are coming through the banking 
system, then macro prudential tools make sense – such 
as tightening conditions for housing loans or having 
banks hold more capital. In other circumstances, 
temporary capital controls might prove useful.

Making the most of financial integration also 
means better regulation. Here, I am thinking of global 
rules like the Basel III reforms. I am also thinking 
of local rules, like stronger and more harmonized 
regulatory frameworks, including in the area of cross-
border supervision.

Asia has a unique opportunity to get financial 
integration right – avoiding the missteps and excesses 
of the west.

One more point: in a more integrated world, it is 
sometimes too easy for people to get lost or forgotten. 
In such a world, it becomes even more important to 
make sure that growth benefits everybody and that 
vulnerable people are protected – and included. Asia 
has some room for improvement here. Despite the 
tremendous fall in poverty over the past few decades, 
income inequality is on the rise. 

Making growth more inclusive means moving on 
many fronts:
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There is room to spend more on healthcare and 
education, which are at relatively low levels in Asia.

There is room to cover more people under pension 
and unemployment insurance schemes – only 20 percent 
of the working-age population is covered in emerging 
Asia, as opposed to 60 percent in the OECD.

There is room to raise minimum wages for the 
poor, which are relatively low in Asia.

And there is room to improve access to financial 
markets – right now, nearly 60 percent of the people 
in East Asia are excluded from the formal financial 
system.

I know that Asia is working hard on this important 
agenda, and I can see the progress that is being made. 
Now is the time to push even further.

International Policy Cooperation
As Tunku Abdul Rahman – Malaysia’s father of 

independence – put it, “Our future depends on how 
well many different kinds of people can live and work 
together”.

Asia understands this well. Countries cooperate 
and collaborate with each other at the regional level, at 
the global level, and through the IMF.

Starting with the regional level, the Chiang Mai 
Initiative Multileralization is a good example of the 
ASEAN countries’ commitment to deeper cooperation. 
I am also greatly encouraged by the emergence of the 
ASEAN+3 Macroeconomic Research Office (AMRO), 
which has begun to provide independent regional 
surveillance – gently nudging countries to act in 
concord with each other.

At the global level, Asia has a major and highly-
respected voice in global economic governance, 
including through the G20 where it has six members.
Asia also plays an increasingly important role in the 
IMF. When our current round of governance reforms 
is completed, we will see a shift in quotas – countries’ 
shares in the Fund – of 9 percent since 2006 to the 
dynamic emerging markets and developing countries. 
China, India, and Japan will all be among our top ten 
shareholders.

Let  me also ment ion that  wi thin  the  top 
management of the IMF, two Deputy Managing 

Directors – Naoyuki Shinohara and Min Zhu – are 
from Asia; as is Anoop Singh, our Director of the Asia-
Pacific Department.

As we face an increasingly complex and 
interconnected world, we understand that the IMF 
needs to change and modernize – and we are doing so. 
We have certainly learned some lessons since the Asian 
crisis.

Let me give you a few examples of how we are 
trying to be even more effective in serving our global 
membership:

We are deepening our analysis of the dense 
patchwork of interconnections that crisscrosses the 
entire global economy and focusing more on economic 
and policy spillovers.

We are more flexible across a number of 
dimensions, including the time horizon for fiscal 
adjustment and policy responses for dealing with surges 
in capital flows.

We put more emphasis on protecting social safety 
nets and sharing the burden of adjustment fairly.

Of course, to support our global membership 
properly, we must also have the necessary resources. 
In 2012, the membership came together to boost our 
firepower by US$ 461 billion – bringing our total 
lending power to over US$ 1 trillion. Our membership 
also came together to ensure that we have enough 
concessional lending for the IMF’s poorer member 
countries in the years to come.

Why is this important? First, because it is a vote 
of confidence in the Fund. More than that, it is a vote of 
confidence in partnership, in solidarity, in the idea that 
by helping others, you are also helping yourself.

I am very appreciative that Asia played such a 
leading role in building that financial firewall.

At the end of the day, with its 188 member 
countries, the IMF is the premier forum for economic 
cooperation in the world today. It is the leading way 
for countries to stand together in normal times and help 
each other in tough times.

You could say that cooperation is in our lifeblood. 
We believe in cooperation and we want to help our 
members gain from cooperation.
This article is based on a speech on Nov. 14, 2012 
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Global Recovery: 
the Role and Paths of Asia

 Deputy Secretary-General, Organisation for Economic Co-operation and Development 
Richard A. Boucher

After five years of crisis, the global economy 
shows signs of stabilization and recovery. Yet we 
are still facing strong headwinds and grappling with 
dangers. To sustain global recovery we’ll need a series 
of actions: (1) decisive moves to address structural 
problems in many OECD countries; (2) the right policy 
choices to sustain growth in developing and emerging 
economies; and (3) an improved global governance to 
better address common challenges.

Decisive Policy Action Needed
Despite some recent positive signs, the global 

economy is expected to make a hesitant and uneven 
recovery over the coming two years. While growth has 
returned to the U.S. and Europe may have stabilized, 
decisive policy actions are nevertheless needed 
to improve the prospects for the global economy, 
strengthen business and consumer confidence and 

boost growth and jobs. In Europe, a key challenge is 
to strengthen the banking system to get credit flowing 
again. Reforms of labour and product markets, especially 
in the services sector, are also a priority. In the United 
States, although the fiscal cliff has been averted for 
now, uncertainty still lingers and action is needed to 
create a medium-term framework for fiscal policy. 
In Japan, given the high sovereign debt ratio, a more 
detailed medium-term fiscal consolidation programme 
needs to be put in place to sustain confidence in the 
country’s public finances. Sustaining growth over the 
medium term also requires structural reforms to boost 
labour force participation and productivity, particularly 
in services.

Growth Picking Up in Emerging Asia
ASEAN countries, China and India have shown 

resilience to external shocks and should maintain robust 
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growth in the coming years. Overall, the global crisis 
had limited impact on Emerging Asian because their 
strengthening domestic demand and growing trade 
with each other made up for weakness in their global 
markets. Thus, we’re seeing a much needed rebalancing 
of the world economy; current account surpluses will 
be considerably smaller than in the years prior to the 
Global Financial Crisis. In China for instance, the 
current account surplus has fallen sharply, from over 
10 percent of GDP in 2007 to under 3 percent in 2012. 
Household consumption, fostered by increased wages 
and an extended social safety net has helped balance the 
traditional reliance on investment.

Nevertheless, despite these achievements, there 
is no room for complacency. To achieve the region’s 
tremendous potential, further reforms will be needed to 
raise productivity and living standards. This is of course 
a complex question, especially as Asia comprises a set 
of very heterogeneous economies. Here I would like 
to emphasise three aspects: how to strengthen national 
competitiveness, how to make growth more inclusive, 
and how to make growth greener.

Growth Needs to be Competitive 
The emergence of global value chains has spurred 

the economic take-off of many developing countries: 
inside computers “Made in China” are chips from 
Korea, drives from Thailand, parts from Singapore, 
software and design from India and the United States. 
‘We make things together’ is the changing reality of 
international trade and investment. Nonetheless, almost 
80 percent of global value added in manufacturing 
is still generated in OECD countries. To broaden the 
benefits of growth and move up the value chains, the 
economies of Asia will need to foster competition in 
product and labour markets, improve infrastructure, and 
strengthen people’s skills and education.  

How to improve competitiveness will differ 
from country to country. But we all can emphasize two 
levers: knowledge based capital, and services.

The drawn-out nature of the economic crisis make 
it essential to examine the structural drivers of growth 
if we want to lay the foundation of resilience for the 
years to come. Companies in advanced economies 

increasingly invest in non-physical assets, such as 
research and development, data, software, new business 
models, and firm-specific skills and design. These 
assets which form “knowledge based capital”(KBC) are 
intangible in nature and are based on human ingenuity 
– a factor of production that, unlike natural resources, 
never runs out. The good news is that some countries are 
already investing more in knowledge than in machinery, 
equipment and buildings. In Canada, for example, 
between 1976 and 2008, real investment in knowledge 
capital rose by 6.4 percent a year, while investments in 
tangible assets increased by 4.1 percent. This is also the 
case in the United States, where business investment in 
intangibles has risen faster than investment in tangible 
assets for around the last 30 years. These investments 
are making a significant impact on productivity. 
Between 1995 and 2007, 27 percent of labour 
productivity growth in the United States was driven by 
investments in knowledge based capital. And across 
Europe intangibles produced 20 percent to 25 percent of 
the average labour productivity growth between 1995 
and 2008. Emerging economies are also increasingly 
investing in knowledge assets to boost productivity and 
move up global production chains. China for instance 
has nearly doubled its investments in knowledge based 
capital – from 3.8 percent of the total economy in 1990 
to 7.5 percent in 2006. 

Services, the expression of knowledge-based 
capital, provide the infrastructure of a well-functioning 
economy and their efficiency can have positive spillover 
effects into many other activities. Access to backbone 
services, such as telecoms, business services and energy 
is very important to increase a firm’s competitiveness. 
Transport and logistics have a significant impact on 
trade flows, in particular for labour-intensive products 
such as clothing and consumer electronics. OECD 
analysis shows that an improvement in the efficiency 
of the logistics sector in countries such as Vietnam 
can boost competitiveness and trade performance. 
One of the best areas for employment and value is 
tourism, where transport services, accommodation, 
utilities and information technology infrastructure, 
marketing and education – represent the best foundation 
for tourism to grow. Yet, the services sector remains 
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understudied, given the limited data available on the 
service sector in general as well as on trade flows 
and on the obstacles to services flows. OECD work 
on assessing productivity, efficiency and competitive 
pressures in services industries as well as developing 
services trade restrictiveness database aims to fill this 
gap, by developing tools to measure various aspects 
of productivity and competition in different services 
industries and to quantify restrictions to services trade. 
Notably, we look to measure how easing restrictions on 
services can boost productivity, efficiency, competition 
and trade and other measures of economic performance, 
and promote domestic reform as well as multilateral and 
regional negotiations. 

Let me also comment on the importance of 
regional integration in Emerging Asia. Greater 
regional cooperation can enhance productivity and 
competitiveness by unleashing economies of scale and 
greater efficiency, and helps boost regional ties. The 
OECD has works in several regional initiatives, such 
the ASEAN-OECD Investment Programme, which 
fosters dialogue between OECD and Southeast Asian 
countries on improving the investment climate. In the 
OECD-Asia Roundtable on Corporate Governance, 
countries of the region developed an action plan to 
improve corporate governance in Asia. The OECD 
Economic Outlook on Southeast Asia, prepared with 
the ASEAN Secretariat and the regional roundtable 
with the ASEAN+3 Macroeconomic and Research 
Office (AMRO), contribute to regional integration and 
surveillance.

Growth Needs to be Inclusive
From Tahrir square in Cairo to Wall Street, from 

the streets of Tunis to the avenues of New Delhi, calls 
for fairness and openness are growing louder. People 
in the streets rightly say that for development to be 
sustainable, governments need to address “social 
deficits” and actively promote inclusive policies. If 
managed carefully, however, these developments offer 
the opportunity to address long-standing inequalities, 
develop social protections create a sense of ownership 
and thereby strengthen the potential for a long-term, 
sustainable growth path.

Many countries face low labour productivity, 
large informal sectors and unequal, inequitable access 
to education. These are the underlying distortions that 
produce unequal growth. Structural reforms can bring 
a “double dividend” as they reduce income inequality 
while at the same time boosting long-run growth. 
Examples of such policy reforms include helping more 
young people graduate from high-school, focusing 
education on marketable skills, providing incentives 
for firms to hire people in formal jobs, promoting the 
integration of immigrants and supporting programs like 
childcare that help women go to work.

In Southeast Asia, many people who are emerging 
into the middle class still live just above the edge 
of poverty, always risk falling back if events turn 
against them. We need to measure their progress with 
a broader view of social development that looks at 
living standards, quality of life, health, equity, justice 
and happiness. Labour market, social protection, social 
sector and urban development programs can contribute 
to these outcomes beyond just growth. These policies 
also help the private sector also has an important role to 
play open up jobs at the base of the pyramid to provide 
productive and decent income opportunities, as well as 
more affordable goods and services to the vulnerable 
population.

Growth Needs to be Greener
To be sustainable, growth also needs to be greener. 

The OECD Environmental Outlook to 2050 projects 
that, without immediate action, by 2050 we will see 
a 50 percent increase in greenhouse gas emissions, 
with a disastrous impact on the well-being of people 
worldwide, such as a doubling of premature deaths 
from exposure to air pollution. At the same time, we 
need to unleash the potential of green technologies 
and innovation as a new and sustainable driver 
of growth. As many other countries in the world, 
Emerging Asia, notably China, faces the major 
challenge of reducing growth in greenhouse gases 
emiss ions  whi le  s imul taneously  lower ing i t s 
vulnerability to the impacts of climate change. The 
OECD is working with governments in their efforts 
to find lasting solutions to finance action on climate 
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change, and to improve the performance of such 
finance over time. For example, an OECD Green 
Investment Policy Framework was developed to 
help governments provide the conditions to scale-
up private investment in low-carbon cl imate-
resilient infrastructure. This framework can provide 
a useful reference to Asian countries on how to 
achieve greener growth and support a sustainable 
urbanisation.

Work Together to Address Common Challenges
In today’s context, joint action at the global level 

is a necessity. Together we must build the institutions 
to support and guide the globalisation process for the 
benefit of all. The G20 definitely constitutes a core 
framework for international coordination. It is indeed a 
forum where global economic heavyweights from both 
the developed and the emerging world, representing 
in total 80 percent of the world GDP, discuss together 
on an equal footing global economic policies and 
challenges. The OECD has been an active contributor 
to the G20 process ever since the very beginning, 
supporting its work on a wide range of areas, such as 
structural reforms, trade and investment, development, 
but also green growth, food security, disaster risk 
management, taxation, labour, financial inclusion and 
anti-corruption.

Let me get into the details of one initiative, 
OECD’s work on combating tax evasion, commissioned 
by the G20. Our recent report Addressing Base Erosion 
and Profit Shifting finds that, by taking advantage 
of legal discrepancies in different countries, some 
multinationals pay as little as 5 percent in corporate 
taxes when smaller businesses are paying up to 30 
percent. These strategies erode the tax base of many 
countries and threaten the stability of the international 
tax system. To address this issue, global solutions 
are needed to ensure that tax systems do not unduly 
favour multinational enterprises, leaving citizens and 
small businesses with bigger tax bills and that they 
give systematic predictability to firms about where 
to pay their taxes. For the time being, the capacity to 
deal with international tax matters lags significantly 
behind in many developing countries. As more and 

more multinationals are expanding markets in China, 
India and Southeast Asia, these countries have started 
to attach growing importance to international taxation 
matters, with the aim of building their capacity to better 
understand and effectively implement international 
standards. 

The OECD provides  a  pla t form to  share 
experience, by inviting countries to participate in 
our international instruments and to participate in 
our discussions and negotiations. For example, we 
support the Chinese, Indian, Indonesian, Malaysian, 
Singaporean and Philippine tax administrations’ efforts 
at fighting cross-border tax evasion by stepping up 
the work of the Global Forum on Transparency and 
Exchange of Information for Tax Purposes. We have 
also worked with countries around the world to join the 
Convention on Mutual Administrative Assistance in Tax 
Matters, thereby opening up multilateral avenues of tax 
cooperation to them. 

Conclusion
At the OECD, we gather the experience of a wide-

variety of countries as they address policy challenges. 
Sharing that knowledge, analysis and evidence among 
countries can help policymakers decide policies adapted 
to local conditions and needs, while identifying best 
practices and integrating tested policy solutions and 
institutional innovations that can be useful in different 
environments. The OECD welcomes policy makers 
from countries around the globe and at any stage of 
development to share their experience and address 
common challenges.  

The 2013 Boao Forum will discuss how to achieve 
“Development for All: Renovation, Responsibility and 
Cooperation.” The OECD recognises the importance of 
this Forum, as an important gathering of Asian countries 
to address common challenges and strengthen the 
dialogue among themselves and with other parts of the 
world. We are honoured to be part of this event, through 
which we will continue to learn from the experience 
of Asia and share our own experience in developing a 
more concrete, and ambitious agenda of policy reforms, 
that can accelerate the continent’s momentum to 
sustainable, balanced and inclusive growth. 
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Food Security and the Building of 
Modern Agriculture

 Vice Governor, Guangxi Zhuang Autonomous Region Chen Zhangliang

To China, a country with a large population of 
1.3 billion, constantly ensuring national food security 
and effective supply of key agricultural products is and 
will always be an important task in the development of 
modern agriculture in the country. 

China can only respond effectively to the 
opportunities and challenges brought about by the 
internationalization of agriculture by transforming 
the external pressure of the “agricultural product 
internationalization” into a force that drives the 
establishment of modern modes of agricultural 
production in the country,  and by seizing the 
opportunity presented by the shift of rural labor to 
urban regions to establish a modern agricultural 
foundation for suitably scaled operation with land 
transfer as the entry point and promote a substantive 
mechanization-led transformation of its agricultural 
management system.
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Agricultural Product Internationalization
Although China’s food production has been 

expanding for nine consecutive years and its export of 
agricultural products is increasing rapidly, the global 
competitiveness of its agricultural products is sliding in 
general. With the exception of rice, its land-intensive 
agricultural products are facing severe challenges in 
terms of comparative advantages. The 2012 Agricultural 
Outlook released by the Food and Agriculture 
Organization on July 11, 2012 predicts that the prices 
of basic agricultural products will remain high over the 
next decade as global output of agricultural products 
decline while demand remains strong. At the same 
time, food security in China will encounter three 
“irreversibles”, namely shrinking arable land, growing 
population, and rigid growth in food demand in tandem 
with its economic and social development. China 
faces a very grim situation in the “agricultural product 
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internationalization.” 
Taking soybean as an example, China’s import 

of the product has exceeded 58 million tons and the 
country also needs to import products such as rice, 
wheat and corn at varying degrees, with the import 
volume of these products at historical highs. Based 
on China’s current level of production technology, the 
current volume of agricultural products that it imports is 
equivalent to the output of 600-700 million mu of arable 
land in the country. China is without a doubt facing 
major challenges in food security and the supply of key 
agricultural products. The full impact of the “agricultural 
product internationalization” on China’s soybean 
industry may still be at acceptable levels but should the 
scope of impact expand, it would threaten food security 
and social stability in the country. This shows that it 
has become increasingly difficult for China to maintain 
balance in its structure of agricultural products and its 
task of guaranteeing effective supply of agricultural 
products, and agricultural security is also becoming 
increasingly challenging.

Some economists believe there are more pros 
than cons for China to import soybeans as the soybeans 
produced by China do not possess comparative 
advantages. Given China’s limited land area, large 
population, significant trade deficit, large foreign 
exchange reserves, severe agricultural pollution 
problems and other factors, they believe the land 
freed from the growing of soybean can be used to 
produce other agricultural products with higher value. 
The argument is that food issues can be solved with 
imports as importing food is akin to “importing land” 
and the advantage is that it addresses the issue of food 
security with two kinds of resources, namely global and 
domestic resources, and two markets, namely the global 
and domestic markets.

However,  although China may be able to 
withstand a full blown impact on its soybean industry 
from internationalization, the country’s food security 
and social stability may be jeopardized should the scope 
of impact grows. 

It also needs to be pointed out that the negative 
impact of China’s over-dependence of imported 
soybean is beginning to show. Agricultural products 

such as soybean share the same properties as energy 
products, and agricultural products with attributes of 
financial products in the trading environment of the 
global futures market are led by the United States and 
other agricultural powerhouses. Their prices also move 
in tandem with energy prices, as well as futures and 
spot prices and domestic and overseas markets.

For example, soybean and corn have become 
energy products in the United States due to the country’s 
strategy which combines food and energy, and their 
prices move in tandem with oil prices as well as futures, 
equity and other financial markets. Large international 
investment funds treat international agricultural 
products as financial derivative products. There is short 
supply as well as oversupply of such products which 
means a significant increase in risk. Furthermore, the 
main soybean products are soybean meal and soybean 
oil. An increase in soybean prices would directly lead 
to higher soybean oil prices as well as the prices of 
other edible oils; soybean meal is an important raw 
material for feed and an increase in its price would 
lead to higher cost of feed for animal husbandry such 
as meat, poultry and milk. This is a chain reaction 
which leads to higher agricultural product and food 
prices and in turn results in higher inflation. This is also 
a key factor for the volatility in agricultural product 
prices in China whereby various chain reactions were 
seriously underestimated and this is not an issue that 
can be resolved simply by reducing our consumption of 
soybean milk or soybean oil.

The difficulty in addressing China’s food problem 
lies in the vicious circle in which prices of products 
would naturally rise if China experiences shortage of 
or imports these products. One can only imagine the 
extent of increase in the global prices of agricultural 
prices should 1.3 billion Chinese find that they are 
totally dependent on imports for soybean, corn, cotton 
and sugar. A country with substantial foreign reserves 
may buy food to meet all its needs but such an option is 
out of the question for an agricultural country with 1.3 
billion mouths to feed.

Decision-makers need to look at three aspects 
when addressing China’s food development issues given 
the trend of internationalization.
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Firstly, in terms of long-term macro strategy, 
the core issue in China’s agricultural product security 
is how to make good use of global and domestic 
agricultural resources as well as global and domestic 
markets so that China does not reject agricultural 
imports narrow-mindedly or fully and blindly accept 
imports to ensure security in its supply of agricultural 
products. It needs to take stock of the situation and 
set the balancing of food supply and demand as its 
long-term strategic objective and task in a world that 
is experiencing growing difficulties in ensuring food 
supply and deepening contradiction between supply 
and demand, as well as significant exacerbation in 
agricultural resource contention.

Secondly, from the meso perspective, to address 
the current trend of growing food imports, China 
needs to prevent and mitigate the negative impact of 
fluctuations in international food prices on its domestic 
market. It needs to build its own food security "fence" 
by having a good grasp of the rhythm and volume of 
its imports. It needs to stabilize domestic prices and the 
supply gap in agricultural products with appropriate 
imports, while ensuring the overall development of the 
interests of domestic processing enterprises and farmers.

Thirdly, from a micro perspective, China 
needs to take hold of the opportunities presented by 
the transition period and take proactive measures 
to face the challenges of the “agricultural product 
i n t e r n a t i o n a l i z a t i o n ”  b y  e n h a n c i n g  i t s  o w n 
competitiveness.

Mechanization as the Driving Force for Change
Relative concentration of land is the most 

important resource in modern agriculture. This is the 
pre-condition for a suitably large scale of operation. 
The foundation of modern agriculture is to promote 
land transfer and suitably scaled operation in an orderly 
manner, and the key lies in the mode, extent and pace of 
land transfer and large-scale operation.

The Administrative Measures on the Transfer 
of Rural Land Management Rights was promulgated 
by the Central Committee of the Communist Party 
of China (CPC) in 2005 but it only made provisions 
in principle on the mode and term of transfer. The 

provision that states “farmers may transfer land 
contract and management rights in various ways” was 
made subsequently but there are no clear provisions 
on support for land transfer or measures to protect the 
interests of farmers who lose their land. Even though 
there is a clear understanding and consensus on the need 
for China to reform its land system, the ways to put it 
into practice remain a complex and much debated issue.

China can learn from the modern agricultural 
model of Western countries and the experiences 
from 2005’s practice, of which, two aspects merit 
consideration by China.

Firstly, in addition to relative concentration of 
land resources and technical conditions, the primary 
conditions for the transformation of traditional 
agriculture to modern agriculture are a lower proportion 
of agricultural labor and easing of the agricultural 
population pressure, and the opposite would render the 
transformation impossible. In a traditional agricultural 
society, not only does the stark imbalance between land 
and population suppress the use and popularization of 
agricultural machinery, the use of machinery can further 
exacerbate the imbalance. Immense pressure in the 
form of agricultural population will inevitably hinder 
extensive promotion and application of agricultural 
technology, thereby constraining the process of 
agricultural modernization. As such, modern agriculture, 
industrialization, urbanization and a strategic shift of 
the agricultural population are inseparable. 

In my opinion, the posing of the question of “who 
should be the one to till the land” shows exactly that 
the large-scale transfer of rural labor force is a golden 
opportunity for China to establish modern agricultural 
production. Agricultural labor shortage and rising labor 
and other costs are prompting farmers to explore the use 
of machines for agricultural production. Wide adoption of 
agricultural mechanization and experience of the benefits 
of mechanization will in turn expand the size of land 
and large farms significantly and replace a large part of 
the agricultural labor force. Development of agricultural 
mechanization is closely related to farm size.

Secondly, traditional and modern agriculture 
differ in their technical content and scale of operation. 
The process of enhancing the level of agricultural 
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modernization is also a process of expanding the scale 
of agricultural operations. However, mechanization 
is the fundamental driving force of change in the 
agricultural system. Mechanization does not only imply 
the purchase of machinery and the substitution of human 
and animal power with machinery. More importantly, 
it means re-organization of the agricultural production 
process and a change in the relationship between the 
people and the land. Specifically, it means larger farms, 
more use of funds and different labor allocations. 
Mechanization also requires greater non-agricultural 
and technical inputs, as well as training in operational 
and management skills. When those who specialize in 
large-scale agricultural operations and have a higher 
educational level and broader experience begin to 
purchase agricultural machinery, they will come to the 
realization that the old agricultural management system 
is outdated. To improve productivity, transformation 
of the agricultural system is within sight, provided 
mechanization is achieved. To a certain degree, reform 
of the agricultural system is an inherent requirement 
and agricultural mechanization is the force that can 
drive such a reform directly.

Healthy Promotion of Urbanization
Agriculture Minister Han Changfu said that 

agricultural development in China has truly entered a 
new phase in which traditional agriculture is making 
the transition to modern agriculture and the methods 
of agricultural production and management are 
experiencing accelerated transformation from traditional 
small-scale production to socialized large-scale 
production. Urban-rural relationship has also entered 
a new phase of in-depth adjustment and interactive 
integration. He stressed the need to study the new 
situation and respond to new challenges.

Objectively speaking, the first three decades of 
rural reform in China did in fact address two basic issues 
that had plagued traditional rural areas and farmers in 
the country. Firstly, the household responsibility system 
and household contract responsibility system addressed 
the issue of “land to the tiller.” Secondly, the exemption 
of agricultural taxes and other taxes of the farmers in 
2006 addressed the issue of taxation of farmers. The 

State also began to provide direct subsidies to farmers 
at the same time. To have an accurate assessment of the 
current state of agriculture in China, one needs to look 
at more than its historical process. The global situation 
has to be taken into account as well.

History has once again brought farmer and 
agricultural issues to the crossroads of change in 
China. The only ways with which the country can 
respond effectively to the opportunities and challenges 
of the “agricultural product internationalization” are 
to transform the external pressure from it into a force 
that drives its establishment of modern modes of 
agricultural production, seize the opportunity presented 
by the shift of rural labor to urban regions, establish 
a modern agricultural foundation for suitably scaled 
operation with land transfer as the entry point and 
promote a substantive mechanization-led transformation 
of its agricultural management system. The pre-
conditions for establishing modern agriculture in China 
are accelerated change in the system of agricultural 
operations, protection of the effective supply of major 
agricultural products and government public goods to 
the country, and progressive realization of equalization 
in rural and urban public services. Healthy promotion 
of urbanization in China can only be achieved when the 
urbanization process is grounded in these conditions. 

Urbanization is a process of transforming farmers 
into urban residents. Farmers should not be caught in 
the awkward situation in which they are considered 
neither farmers nor urban residents. Although the issue 
of migrant workers has garnered wide concern, material 
changes in the system have yet to occur and farmers 
are still being excluded from urban education, housing, 
health care and social security. The fact of the matter is 
that the migration of rural labor force into urban regions 
is blocked as the settling down of migrant workers 
in these regions proves to be elusive. Politicians and 
academics do see eye to eye on the direction to take to 
address the problem. However, the power to change the 
current state of urban and rural isolation and identity 
discrimination seems to be lacking in terms of policies. 
Decision-makers at the highest level need to decide 
which are issues of top priority and prioritize their 
policy decisions accordingly. 
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Paths to Global Recovery and 
the Role of Asia

 Chairman, Kumho Asiana Group Sam Koo Park

It is common knowledge that Asia has steadily 
served as the West’s manufacturing base since the end 
of World War II. The cheaper but highly skilled labor 
found in China, India as well as many other Asian 
countries has served as the backbone for the growth in 
the world’s economy over the past half century. 

However, the collapse of Lehman Brothers in 
Sept. 2008 triggered a global financial crisis that caused 
the economies of the United States, Europe and the vast 
majority of Western nations to face harsh economic 
turmoil, prompting the global economy to ask Asia 
to play a greater role than that of the past. The reality 
facing Asia is that it can no longer turn a blind eye to 
the changes in the external economic environment. A 
new paradigm is needed and the time has come for Asia 
and Western developed nations to redefine roles and 
build relationships that are relevant to the times.

From the World’s Workshop to a Consumption-driven 
Market

Asia is made up of many different countries 
and the region is extremely diverse, both culturally 
as well as economically. The difficulty associated 
with conceptualizing Asia as a single entity due to its 
tremendous diversity is what makes identifying its role 
and future direction such a challenge. Despite this fact, 
if required to state Asia’s role in the global economy 

in a single sentence, “the world’s manufacturing base” 
would best summarize its current position in the world. 

Asia, and in particular China, as the world’s 
manufacturing base plays a critical role in the global 
economy. From simple toothpicks to Apple’s latest 
iPhone, China produces a multitude of different 
products that are exported to every corner of the Earth. 
In 2012, China’s total trade volume was an astonishing 
US$ 1.897 trillion, making the country No. 1 in the 
world in this regard.  

As previously mentioned, China’s ability to be 
the world’s largest manufacturer is the result of its low 
labor costs. This competitive advantage China holds 
is impossible for developed nations to replicate and is 
what has allowed China be the leader in various key 
manufacturing sectors. Recently, however, there have 
been clear signs in China and in many other Asian 
countries that low labor costs in the region may one day 
be a thing of the past. From 2008 to 2012, the minimum 
wage for laborers rose 12.6 percent in China, and as a 
result of this, many foreign companies that manufacture 
their products in China are seriously considering 
moving their factories, or have already done so, to 
Southeast Asia where labor costs are relatively lower. 
China attracted US$ 111.6 billion in Foreign Direct 
Investment (FDI) in 2012; however, this was a 3.7 
percent decrease year-on-year and marked the first time 
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since 2009 that FDI contracted. 
Along with rising production costs, multinational 

corporations of developed countries are faced with the 
dilemma of either maintaining their manufacturing 
operations or pulling out of China due to issues pertaining 
to a lack of jobs back in their home countries.  When the 
total economic benefit is no longer as great and social and 
political pressures to bring jobs back is strong, it appears 
that it may no longer be feasible for many companies to 
maintain their manufacturing bases in China.

China is gradually transitioning from being 
the world’s factory, in other words a manufacturing-
based economy, to a consumption-driven country 
that generates its own domestic demand. Along with 
being the number one exporter in the world, China 
also imported a volume of US$ 1.664 trillion in 2012, 
making it the third largest import market globally. The 
critical role that the manufacturing industry serves in 
China’s economy cannot be stressed enough. In order to 
prevent factories from leaving its shores, it is imperative 
that the country has a robust, consumption-driven 
domestic market; and although it is still an ongoing 
process, China has to some extent set up a foundation 
for this. With the rise in income levels, China’s middle-
class is growing and this is expected to continue to 
stimulate more demand. The large population of China 
and Asia as a whole will allow domestic markets within 
Asian nations to expand, and this will play an important 
role in creating a new economic paradigm. 

Currently, the global economy is suffering from a 
glut in supply within various key industries. The West 
remains by far the largest consumer market, but the 
continuing economic crisis experienced by the West 
is resulting in a trend where debt is increasing and 
consumption is thus being hampered. Asian countries 
must make up the slack for this falling demand and play 
a vital role in getting the global economy back on track. 
The manufactured output of China can no longer just 
be exported to developed countries but must also be 
consumed on a larger-scale domestically.

Mutual Cooperation: China-Japan-Korea Economic 
Block, ASEAN and FTAs

The change in China’s role within the global 

economy is also heavily influencing other Asian 
countries. As mentioned earlier, we are seeing a trend 
emerging that may result in an exodus of factories in 
China to other countries with lower labor costs. Even 
though it will be difficult to match the network and 
infrastructure found in China’s major cities, countries 
like Vietnam with its lower overall production costs and 
stable political environment will receive the baton in 
place of China. 

Multinational corporations have recently begun 
investing heavily in the ASEAN region because 
it is capable of handling a certain proportion of 
manufacturing in place of China at a lower cost. More 
importantly, multinational corporations believe in the 
immense potential and economic growth that will occur 
in the region. They are predicting that ASEAN countries 
will play a major role in vitalizing the global economy. 

It is possible to find new emerging markets within 
Asia that are following the path taken by China and 
the ASEAN region. During a trip to Myanmar last 
winter, I had the opportunity to personally take in the 
country’s potential for growth. With a population of 
60 million, Myanmar has low labor costs and a highly 
skilled workforce. Along with its strong human capital, 
the country also has an abundant supply of natural 
resources, such as crude oil and natural gas. 

With political stability recently being achieved, 
many neighboring countries are devoting great efforts 
to enter the market there and establish a foothold. The 
Southeast Asian peninsula where Myanmar, Laos and 
Cambodia are located is a region that has yet to be 
fully tapped, and with its infinite potential, this region, 
similar to China, will one day play an important role in 
the world economy.

Japan has recently begun pursuing new turnaround 
initiatives to revitalize its economic situation and regain 
its status as Asia’s strongest economy. With its immense 
capital, Japan has invested heavily in Asia’s emerging 
markets and will play the role of the engine that powers 
Asia’s growth. However, territorial and history-related 
disputes with neighbors as well as the devaluation of 
its currency to kick-start the economy may impede 
Japan’s ability to regain its former glory as an economic 
powerhouse.
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The recent growth of Asia’s overall economy is 
directly linked to free trade. After China implemented 
its economic reforms it was through free trade that the 
country was able to achieve such explosive growth and 
join the ranks of the strongest economic powers in the 
world. On the other hand, countries that limit trade, 
such as North Korea, remain in destitute with bleak 
future prospects. There are indeed adverse effects that 
can result from free trade but history has already proven 
its need and benefits. Japan was the first Asian country 
to open its ports to the world, allowing it to assimilate 
Western practices earlier than its neighbors and achieve 
its status as one of Asia’s strongest economic powers. 
Hong Kong is another example where free trade has 
allowed it to achieve its present status as one of the 
premier financial and economic centers of the world. 

Recently, Korea has aggressively pursued and 
signed several free trade agreements (FTA) with 
partners. Starting with Chile, Korea now has FTA 
agreements with the United States, the European Union, 
Singapore, as well as ASEAN, and is in the process of 
negotiating new agreements with Canada, China, Japan 
and Vietnam. Korea’s national economy relies heavily 
on exports, and in order to maintain its competitiveness 
it continues devote great efforts to being a central player 
in the new global trade order of free trade agreements.

In order for Asia to be the center of the global 
economy and play a leading role, cooperation amongst 
Asian countries to mutually stimulate growth will be of 
the utmost importance. In light of the recent economic 
instability that has gripped the world, signs of protective 
trade practices by some developed countries have 
begun to emerge. The global economy can only truly 
recover if countries work together and increase mutual 
cooperation to prevent the adverse effect of stagnation 
in free trade caused by a few who choose to utilize 
protective trade practices.

There are four pillars that will best promote and 
advance mutual economic cooperation within Asia: 
the China-Japan-Korea economic block representing 
Northeast Asia; ASEAN representing Southeast Asia; 
the Gulf Cooperation Council (GCC) representing the 
Middle East; and FTAs amongst all Asian countries. 
These four pillars will serve as the link that bonds and 

facilitates mutual economic cooperation to the fullest.
The creation of a China-Japan-Korea economic 

block through a trilateral system of FTAs will stimulate 
trade and cooperation in the Northeast Asia region. 
All three countries have recently been embroiled in 
territorial and history-related disputes with each other. 
Despite such disagreements, the sheer economic size 
and the geographic proximity of these three nations has 
the potential to create a powerful entity that could play 
a leading role in today’s global economy. 

The construction of a sub-ocean floor tunnel 
that links China, Korea and Japan is an example of a 
means to increase economic exchange by creating a 
new travel and distribution route between the three 
countries. Although the Republic of Korea is located on 
the southern portion of a peninsula, it is in actuality no 
different from an island as it is surrounded by oceans 
on three sides and has the completely isolated state of 
North Korea between it and the continent. The only 
way to travel between China, Japan and Korea is via 
aircraft or ship as it is currently impossible to travel via 
land. The construction of an undersea tunnel linking 
the three countries could potentially open a whole new 
era of trade and travel that may increase economic and 
cultural exchange to much greater proportions.

The ten ASEAN countries of Indonesia, Thailand, 
Malaysia, the Philippines, Singapore, Brunei, Vietnam, 
Laos, Myanmar and Cambodia collectively have a 
population of 600 million which accounts for 10 percent 
of the world’s total. Moreover, their combined GDP is 
equivalent to US$ 2.2 trillion, surpassing Italy which is 
ranked eighth. When the ASEAN countries are viewed 
independently, one could make the assumption that 
their individual scale is not significant. However, when 
the ten nations are viewed as a single economic entity, 
Southeast Asia is propelled squarely into the top ten in 
the world from an economic perspective. If the ASEAN 
nations efficiently and effectively cooperate amongst 
themselves while fully utilizing their geographic 
and environmental advantages, they could become a 
powerful economic force that plays an important role in 
the world economy.

The Gulf Cooperation Council, consisting of the 
six Persian Gulf oil producing states of Saudi Arabia, 
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Kuwait, the United Arab Emirates, Qatar, Oman and 
Bahrain, together form another formidable economic 
block that can play an important role in today’s global 
economy. The GCC’s original purpose was to cooperate 
on matters related to security, but as time passes, its 
interest in economic cooperation is steadily growing. 
With a focus on its colossal supply of oil resources, 
cooperation amongst these nations will result in an 
economic block that will be extremely influential.

The final key that ties and facilitates increased 
trade and exchange within and between all the economic 
blocks will be the signing of FTAs amongst all Asian 
countries. Each country’s economic situation is 
different, which could in reality prevent free trade from 
being maximized even as a member of an economic 
block. The signing of FTAs between members that 
takes into consideration each country’s characteristics 
for a more mutually beneficial, win-win partnership 
will supplement the weaknesses that exist by simply 
forming an economic block. If each economic block 
were to pursue cooperation in such a manner, Asia 
would undoubtedly be the most powerful and influential 
region in the world by a wide margin. 

Forming a mega economic entity consisting of 
different blocks and promoting and implementing 
cooperation among all Asian countries will improve 
people’s livelihoods throughout all of Asia. This is the 
direction our region as a whole must move towards. 

Asia Soaring High
The United States and Europe, the West’s two 

most advanced and powerful economic entities, are 
in a state of transition, with the wealth that they have 
accumulated slowly eroding. Some developed countries 
consumption levels are higher than the actual value 
that is produced, resulting in debt that is only growing 
larger. The immoral and greedy actions of financial 
companies in their pursuit of wealth nearly pushed the 
global financial system to the brink of disaster. 

Despite the economic chaos that is present 
throughout the world, Asian countries have more than 
done their part to support the global economy and 
prevent it from collapsing. Through diligence and a 
hard work ethic, Asia has provided the entire world 

with manufactured products at the right price. As our 
region has steadily accumulated wealth, Asia is slowly 
becoming a true leader in the global economy. If in 
the past Asia grew through the support of developed 
countries, in the future Asia will set a new standard 
through solid contributions and play a leading role in 
the world economy. To achieve this, Asian countries 
and companies must learn from economic history, 
maintain solid financial standing, and constantly devote 
themselves to achieving economic growth. 

In order for Asia to achieve continued and 
sustainable growth, mutual cooperation amongst fellow 
Asian countries is a necessity. The unresolved conflicts 
from the past and still existing hostilities must be fully 
resolved. 

By maintaining the distinct economic blocks 
within Asia and increasing education about and 
cooperation amongst these unique entities, the terms 
recession and economic crisis will not be a reality in 
our region. Continuing to sign FTAs to increase free 
trade amongst fellow Asian countries will result in 
responsible and shared economic growth and also allow 
the middle class to flourish. The time has come for 
Asia’s population of 4 billion people to show the power 
of our region. 

The world’s wealth has started to shift to Asia 
and will remain in our region because of our hard 
work ethic and diligence. How this wealth will be used 
and maintained is both a blessing and a curse that our 
children and future generations must deal with. In order 
for future generations of Asians avoid experiencing 
the poverty and hardships of the past, our generation 
must work to build a stronger and better Asia, and more 
importantly, a better world. 

Although the world’s wealth is shifting to Asia, 
unlike the past, wealth must not be centralized to a 
single region, and more importantly, the practice of 
requiring one side to make sacrifices for another’s 
benefit must be put to a halt. In the future, the axis of 
the world’s wealth will most likely be North America, 
Europe and Asia. As such, Asia must break away from 
its mentality and past of being subordinate or inferior. 
The time has come for Asia to prepare to stand at the 
center of world and lead.
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Financial Liberalization and 
China's Commercial Bank 
Development

 CEO, China Merchants Bank Ma Weihua

The opening up of China's banking sector has been 
making steady progress since the reform and opening 
up of the country. It made the transition from “attracting 
investment and technology” to “attracting talent and 
systems” and achieved the goals of “attracting resources 
from abroad” and “going global.” In short, China’s 
banking sector has made outstanding achievements in 
opening up to the outside world, especially in the past 
decade.

Establishing a Modern Financial Enterprise System
China’s banking sector operated at a high-risk mode 

prior to the country’s accession to the WTO, which was 
characterized by low efficiency, low profitability, low 
capital adequacy ratio and a high rate of non-performing 
loans. It was once even described as "technically bankrupt" 
by Western media. However, the Chinese banking sector 
has undergone fundamental changes in the past decade, 
which have raised the industry’s status and given it a greater 
say in the global arena.

The development of China’s banking sector is 
driven by the opening up of the country. As China 
gradually opened its doors to foreign financial institutions, 
foreign banks began to embark on a comprehensive plan 
to establish themselves in the Chinese market and entered 
into fierce competition with their Chinese counterparts. 
There were 387 foreign banks operating in China as of 

the end of 2011, an increase of 1.2 times compared to 
2001; their assets in China totaled 2.15 trillion yuan, 
increasing 21-fold compared to 2001 and representing 
1.93 percent of the total assets of financial institutions in 
the banking sector.
Facing the rapid development of foreign banks in the 
country, China's banking sector has significantly sped 
up its pace of reform and is continuously pushing 
forward strategic transformation and enhancing its 
capital strength, asset quality and operating efficiency. 
Some Chinese commercial banks have now joined the 
ranks of major global banks. The total assets of China’s 
banking sector totaled 133.6 trillion yuan as of the end 
of 2012, a five-fold increase compared to 2003. The 
sector posted net profit of 1.24 trillion yuan in 2012, 
50 times higher than in 2003. The non-performing 
loans ratio of financial institutions in the banking sector 
continued to fall and stood at 0.95 percent at the end of 
2012, compared to 38 percent prior to China’s accession 
to the WTO.

At the same time, China's commercial banks 
sped up the establishment of a modern financial 
enterprise system by capitalizing on the introduction 
of strategic investors. Chinese banks, especially 
state-owned commercial banks, had for a long time 
encountered great difficulties in their reform efforts. 
The crux of the problem was the lack of resolve to truly 
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transform state-owned commercial banks into modern 
financial enterprises according to the requirements for 
establishing a modern financial enterprise system.

With the gradual deepening of bank restructuring 
in China and the listing of banks in the stock market, 
foreign banks continue to hold interests in Chinese 
banks in the capacity of strategic investors. A total of 44 
foreign investors held stakes in 34 Chinese commercial 
banks as of the end of 2011. In addition to the supply 
of funds, the participation of foreign investors also 
introduced Chinese banks to the mechanisms behind 
the operations of modern financial enterprises as well as 
advanced management approaches.

Through the introduction of strategic investors, 
the system and mechanisms of the Chinese banking 
sector have undergone significant changes. The sector 
is improving in corporate governance structure, 
and its overall operational management standards, 
r isk management and control  capabil i t ies and 
competitiveness have been enhanced as well. Chinese 
banks are gradually growing into modern commercial 
banks with international competitiveness.

Exploring a Unique Path to Internationalization
China's banking sector is actively and steadily 

implementing its “go global” strategy. It accelerates 
the pace of overseas development through mergers and 
acquisitions and the establishment of new institutions, 
competing directly with advanced banks in the global 
market. As of the end of 2011, seven Chinese banks 
held interests (controlling or otherwise) in 16 foreign 
financial institutions; there were a total of 1,259 foreign 
institutions set up by Chinese banks in more than 40 
countries and regions, including more than a hundred 
Level 1 business institutions in Asia, Europe, the 
Americas, Africa and Oceania, with their business scope 
covering commercial banking, investment banking, 
insurance, and other financial services.

The global influence of Chinese banks is growing 
thanks to the “go global” strategy. Through direct 
dialogues and close cooperation with internationally 
advanced banks, Chinese banks are accelerating the 
pace of innovation by learning from the management 
and operating experience of foreign financial 

institutions, thereby improving their overall strength 
and elevating their competitive status in the world. The 
number of Chinese banks in the Top 1000 World Banks 
ranking by UK-based financial magazine The Banker 
grew rapidly from 15 in 2001 to 104 in 2011, surpassing 
Japan as number two, with the United States at the top 
position. In addition to state-owned banks and national 
commercial banks, Chinese banks that made it to the 
list included city commercial banks and even rural 
commercial banks.

Financial liberalization has placed China's banking 
sector in an environment of global competition. In 
addition to the consolidation of their domestic positions, 
this also requires Chinese banks to embark on global 
operations and grow into internationalized financial 
institutions. Adhering to the established strategy of 
internationalization, Chinese commercial banks have 
been exploring a development path that is suited to their 
own characteristics.

Internationalization means more than the setting 
up of overseas offices. More importantly, it is the 
internationalization of management standards. In the 
case of China Merchants Bank, it has been taking 
the initiative to develop or introduce state-of-the-art 
management information systems and management 
tools in modern commercial banking with respect to 
asset and liability management, funds transfer pricing, 
customer relationship management, management 
accounting, management cockpit and other aspects in 
recent years to narrow the gap between the bank and 
advanced banks in the world. 

China Merchants Bank was the only joint-stock 
bank among the first domestic banks to implement 
the New Basel Capital Accord. By making use of the 
process to achieve the standards set in the Accord, 
the bank is accelerating its development and use of 
risk measurement tools to promote the establishment 
of  a comprehensive r isk management system, 
so as to comply with domestic and international 
regulatory requirements. Risk management has been 
greatly enhanced at the bank with the application of 
comprehensive risk management tools such as the 
internal rating system for credit risks, internal model for 
market risks and risk pricing engine.
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A Shift in Development Focus to the Global Arena
China has entered a new stage of industrialization 

during the ongoing re-distribution of global financial 
resources. The focus of opening up the banking 
sector will gradually shift from “attracting resources 
from abroad” to equal emphasis on “attracting 
resources from abroad” and “going global.” With the 
internationalization of the RMB, the internationalization 
of China's banking sector will enter a new stage of 
development.

The growing demand from Chinese businesses 
and individuals for cross-border financial services has 
made it necessary for Chinese banks to “go global” in 
synchrony. Along with developments in economic and 
financial globalization, China’s economic integration 
with the rest of the world has been accelerating in 
recent years, with rapid growth in cross-border trade 
and investment. As of the end of 2012, China's import 
and export value reached US$ 3.87 trillion. There were 
close to 760,000 approved foreign-invested enterprises 
in the country and their actual investment amounted to 
nearly US$ 1.3 trillion. 

At the same time, Chinese companies have also 
accelerated their pace of going global, maintaining 
rapid growth in their foreign direct investment in recent 
years. China posted non-financial direct investment of 
US$ 77.22 billion in 2012, a year-on-year growth of 
28.6 percent.

The robust development of transnational business 
activities urgently calls for banking institutions to follow 
up by providing a full range of financial services overseas. 
Furthermore, the demand for cross-border financial services 
such as transfer payments, consumer credit and credit card 
payments has been growing significantly in recent years 
as outbound travel by the Chinese for leisure, study or 
business purposes becomes increasingly frequent. With 
changes in market demand, Chinese banks need to speed up 
their pace of internationalization. Otherwise, not only will 
they fail to meet the service demand of Chinese enterprises 
and individuals who have ventured overseas, their domestic 
services would also be affected, resulting in a loss of 
customers.

The internationalization of the RMB is conducive 
to the internationalization of China's banking sector. 

There is a significant amount of global experience 
that  shows RMB internat ional izat ion and the 
internationalization of the banking sector are mutually 
complementary. As one of the core bodies of the 
financial system, the banking sector plays an important 
role in RMB internationalization. It is a key promoter 
and participant of the process, which will also present it 
with immense development opportunities.

China’s cross-border RMB trade settlement rose 
to 2.94 trillion yuan in 2012, a year-on-year increase of 
41 percent. RMB cross-border investment and financing 
grew by leaps and bounds as well. RMB deposits in 
Hong Kong soared from 300 billion yuan at the end of 
2010 to more than 600 billion yuan at the end of 2012. 
China’s banking system will be remodeled given the 
trend of RMB internationalization, with significant 
improvements in business performance, competitiveness 
and the degree of market-oriented reform and openness. 
On this basis, RMB internationalization will drive 
China’s banking sector to accelerate its pace of overseas 
development and carry out cross-border operations 
more fully by making use of the international RMB 
market. RMB internationalization will accomplish this 
through various means, such as setting up channels for 
RMB investment and reflux and developing onshore 
and offshore centers.

Competing in the same arena with advanced 
banks in the world will further enhance the international 
operat ions  of  Chinese  banks .  The process  of 
globalization of Chinese banks is also the process of 
introducing quality factors such as products, services, 
capital, technology and talent in China to the outside 
world. In an environment of global competition, 
China’s banking sector needs to be truly in line with the 
rest of the world in terms of management experience 
and technical means. With constant improvement in 
global service networks and an increasing degree of 
internationalization in talent, the capability of Chinese 
banks in terms of foreign operations will grow from 
strength to strength. Their business model will also see 
a gradually transformation from “going global” with 
their customers in order to provide customers with 
follow-on services, to one that provides global services 
for cross-border customers as well as local customers.
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Prospects for China’s Insurance 
Market — Reform, Opening-up 
and Innovation

 President, PICC Property and Casualty Company Limited  Wang Yincheng

The Chinese insurance industry is the first 
financial industry in the country to open up to the world, 
as well as the industry with the strongest reform and the 
fastest pace in innovation. In 2012, the premium income 
of the whole industry was 1.55 trillion, 3,367 times that 
in 1980, achieving an average annual growth of 28.9 
percent. China now is the sixth largest insurance market 
in the world, and also the most active, growing and 
important emerging insurance market. Reform, opening-
up and innovation have become the most distinctive 
features of the Chinese insurance industry in the new 
era.

Internal Driving Force for Development
a) Reform sets the stage for development 
In recent years, the Chinese insurance industry 

has been deepening reform, which has promoted the 
improvement of the insurance market system, raised the 
quality of market operations, and created impetus for 
development. Many insurance companies have made 
bold explorations in establishing a modern enterprise 
system. PICC P&C’s listed in Hong Kong in Nov. 
2003, making it the first Chinese financial company to 
go public overseas. Since then, several other insurance 
companies have also followed suit and listed in China 
or abroad. 

Most of the companies have completed shareholding-

system reform, which optimized company governance; 
and the Chinese insurance regulatory body keeps up 
with times and has formulated a regulation system 
that adapts to the national conditions of China and the 
development of the industry, diversifying its regulatory 
methods and improving its regulatory effects, which 
provides a strong guarantee for the development of the 
industry. 

By the end of 2012, there were altogether 162 
insurance companies, 14 insurance assets management 
companies and 2,578 professional insurance brokers in 
China. From the single market player at the beginning 
of business resumption to the present situation of 
numerous competitors in the market, a multi-layer 
market system based on the coordination of primary 
insurance, reinsurance, insurance brokerage services 
and insurance assets management has been gradually 
established. 

b) Opening-up boosts development 
The Chinese insurance industry is the first financial 

area to open up to the world according to China’s 
commitments after joining the WTO. In recent years, 
the Chinese government has carefully implemented its 
agreements and persistently promoted the opening-up 
of the insurance industry, which has resulted in an all-
dimensional, multi-level and large-domain opening-up 
of the industry, and forged strong cooperation and win-
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win situations through complementary advantages and 
harmonious development.

Many insurance companies with banking or non-
financial capital have been set up, and investment 
bodies have become more diversified. Foreign insurance 
companies have also opened many offices in China. As 
of the end of 2012, there were over 50 foreign insurance 
companies from 16 countries and regions with business 
entities in China, and over 120 foreign insurers from 
18 countries and regions had opened more than 170 
representative offices in China. 

Likewise ,  Chinese  insurance  companies 
have established nearly 50 operational offices or 
representative offices overseas. The all-around opening-
up of the industry brings in advanced insurance business 
ideology and management experience, which promotes 
the progress of technology management and the 
improvement of operating management of the insurance 
companies. 

c) Innovation infuses boundless momentum
For the last few years, the whole industry has 

been dedicated to constant innovation. As the insurance 
industry’s services become richer and its reach wider, 
and with the continuous improvement of its service 
pattern and ability, the industry is constantly reforming 
its operating mode. 

The insurance penetration and density in China 
have risen from 1 percent and 0.47 yuan per capita 
in 1980 to 3 percent and 1130.6 yuan per capita in 
2012, gradually getting close to that of medium-level 
developed countries; for a series of advanced insurance 
services and operating modes such as online sales, 
3G claim management and back-stage centralized 
operations, the industry is now on the same track as 
leading companies in the world.

The industry is playing an increasingly important 
role in economic and social development. Its function 
in improving the five major systems of modern 
finance, social security, agriculture guarantee, disaster 
prevention and relief, and social management has been 
widely acknowledged, with the size of agriculture 
insurance in China ranking the second largest in the 
world. 

Looking back on the development process of 

the industry, it is obvious that every leap-forward 
was closely linked with the reform, opening-up 
and innovation in the industry. It was our persistent 
promotion of reform, opening-up and innovation that 
liberated and developed the productivity of the industry 
and changed its overall outlook. 

Historical Opportunities Ahead
Looking forward, the Chinese insurance industry 

is now undergoing a golden age of high speed, high 
quality and high level development. 

After over 30 years of reform, opening-up and 
innovation, the industry has made huge achievements 
in many aspects; but compared with the developed 
insurance markets  in  the world,  there is  s t i l l 
considerable space for future development in both 
market volume and structure. 

First of all, in terms of coverage, the insurance 
penetration and density in developed countries are 
generally 8.5 percent and above US$ 3,712 per capita, 
and insurance has gone deep into every corner of 
people’s lives. In China, however, these two figures 
were only 1/3 and 1/20 of those of developed countries 
in 2012, placing it No. 45 and 61 respectively in the 
global insurance market. This means there is still much 
the industry can do to guarantee the public’s quality 
of life and serve economic and social development as 
people’s income and consumption continue to grow. 

Second, in terms of business structure, the non-
auto business generates more than 50 percent of 
premium income in the property insurance markets 
in developed countries, e.g. 57 percent in the United 
States, 59 percent in France, and 56 percent in Japan. 
However, non-auto business only generates 30 percent 
of premium income in the property insurance market 
in China. Liability insurance, for example, usually 
accounts for 20 percent of the property insurance 
market in developed countries, but in China this figure 
is less than 4 percent. Moreover, in this area the industry 
is also weak in product diversification, development 
quality and the overall business environment. 

Moreover, the insurance rate of household 
property is above 70 percent in most developed 
countries – and even up to 95 percent in the United 
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States – making it the second largest category after the 
auto insurance business. However, in China household 
property insurance is not very popular; its insurance 
rate is under 10 percent and it accounts for less than 0.6 
percent in the total property insurance market. 

Therefore, with the growth of people’s insurance 
awareness and optimization of the business structure, 
there will be a space of at least 500 billion yuan for the 
future development of the Chinese property insurance 
market, reflecting the great potential of the Chinese 
insurance industry as a whole. 

The Chinese insurance industry has a strong 
economic foundation. China is now the second 
largest economy in the world, and also the fastest 
growing country attracting the most attention globally. 
In particular, the proposition of a simultaneous 
development strategy of new industrialization, 
informatization, urbanization and agricultural 
modernization, and the great blue-print for the 
realization of a well-off society, will both bring about 
better prospects for the industry. 

First, the sustainable and rapid development of 
the national economy provides broader development 
potential for the industry. By 2020, the GDP and 
average income per capita of China will double 
compared to 2010, and people’s living standards will 
be greatly improved, which will directly stimulate 
insurance demand and provide boundless momentum 
for the development of the industry. 

Second, the insurance industry can do a lot to 
serve the process of urbanization. In 2012, 51.27 percent 
of China’s population lived in cities. It is expected that 
by the middle of this century, this figure will grow to 
above 70 percent. The development of urbanization 
will not only promote infrastructure construction and 
consumption, it will also boost the evolution of the 
industry structure and the expansion of small and micro 
businesses, which will inject powerful energy into the 
development of China’s insurance industry. 

Third, the industry can well serve the aging 
population. According to the National Population and 
Family Planning Commission, China’s population is 
aging at an annual rate of 3 percent, and by 2050, the 
aged population will take up 20 percent of the total 

population, which will generate huge demand for health 
management, nursing and medical care, and provide a 
historic opportunity for the insurance industry to help 
improve the nation’s social security system. 

Fourth, the insurance industry can also better 
serve social management. Rapid economic development 
will elevate people’s life values, and insurance, as the 
best way to diversify risks, will find a role to play in 
this process. Especially with regard to the limitations 
and weaknesses of the social security system, the space 
for developing supplementary medical insurance and 
pensions can be further expanded. For instance, after 
the full implementation of critical illness insurance 
which will be led by the government and undertaken 
by commercial insurance companies, the number of 
insured will be about 1.05 billion. This will undoubtedly 
stimulate further development potential in the industry. 

Future Development
For the foreseeable future, China will be the most 

attractive insurance market with the largest potential 
in the world. As the leading company in the Chinese 
property insurance industry, PICC P&C has been 
focusing on economic and social development and 
people’s growing insurance demands. Looking towards 
the future, we are convinced that with the steady reform, 
opening-up and innovation of the Chinese insurance 
market, the market system will be improved. In 
particular, pricing reform, distribution channel reform, 
and market-oriented assets management will further 
promote development in the market. Chinese insurance 
companies’ service pattern will be more advanced, 
and the IT revolution represented by mobile Internet 
technology will push forward the deep reform of 
insurance products, services, and distribution patterns. 

The operating mode of Chinese insurance 
companies will be fully upgraded, and the mass 
application of cloud technology will strongly enhance 
the data analysis and processing ability of insurance 
companies, increasing their response times. Insurance 
will also penetrate into every facet of economic and 
social development, becoming an important means to 
serve, improve, and protect people’s lives, and playing a 
greater role in the development of the national economy. 
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In 2012, the mobile Internet grew much faster 
than expected and became the main battlefield for the 
Internet. Previously, the mobile Internet was interpreted 
more as an extension and supplement to the PC Internet; 
but now, it has clearly shown its subversive force. In 
the next few years, this subversion is set to deepen. 
The mobile Internet has opened up a new competitive 
field and established new rules, and only by adapting to 
the new rules can one seize the initiative and survive. 
Conservatism and resistance to adapt to the new rules 
will lead to elimination from the market. This is both 
the best and potentially the worst moment. 

The Primary Battlefield
The subversion of the PC Internet by the mobile 

Embracing the Mobile Internet 
with Small Company Spirit

 President of Tencent Martin Lau

Internet is most clearly shown in the increasing number 
of users accessing the Internet on mobile terminals, 
and the traffic is migrating rapidly from PC terminals 
to mobile terminals. According to the 31st Statistical 
Report on Internet Development Status in China by 
China Internet Network Information Center (CNNIC), 
as of late Dec. 2012, China had 420 million mobile 
netizens; meanwhile, the proportion of netizens who 
access the Internet on their mobile phones rose from 
69.3 percent at the end of 2011 to 74.5 percent, making 
mobile phones the top Internet access terminal among 
Chinese netizens. People are increasingly moving over 
to the mobile Internet, and this migration trend is set to 
accelerate in the next few years. 

There are two main factors powering this wave. 

Asia & China
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The first is the low price which drives the rapid 
popularization of smart mobile terminals; while the 
second is the improvement of Internet access conditions. 

In 2012, a large number of sub-1,000 yuan 
Android smart phones launched in the market. Prices 
continued to fall steadily and these phones were making 
inroads rapidly into Chinese cities and villages. Market 
analysis institution Flurry Analytics claimed in its report 
that as of February this year, the total number of active 
smart phones and tablets in China has reached 246 
million units. China has leapfrogged the United States 
to become the largest market in this segment. A report 
from UBS forecasts that the price of entry level smart 
phones will fall to 400-500 yuan by late 2013. By that 
time, China’s smart terminal population may double 
from a year earlier. 

The improvement of Internet access conditions 
has also been an important factor. The 3G environment 
in China still lags behind compared to that in developed 
countries, but it has improved considerably from an 
overall perspective. Based on the financial reports of 
the big three telcos, there were more than 100 million 
new 3G subscribers in China in 2012. Besides, the 
popularization of WiFi has also laid a good foundation 
for the development of mobile terminals. 

Various countries across the world are now 
gradually entering the 4G age. China Mobile has 
launched 4G commercial trials in many regions, while 
China Unicom and China Telecom are also speeding up 
the upgrading of high speed Internet. Network speed 
is set to increase further going forward, and this will 
promote the development of the mobile Internet. 

Upgrading the Internet
The growth of Internet products and traffic on 

mobile terminals at the expense of PC terminals reflects 
the strong impact of the mobile Internet. For example, 
more than half of Tencent’s QQ users are now accessing 
QQ on mobile terminals; Sina’s financial report showed 
that in Dec.2012, 75 percent of the daily average 
active Sina Microblog users logged on through mobile 
terminals; and Facebook announced that its daily 
active users on mobile terminals exceeded those on the 
webpage for the first time in the fourth quarter of 2012. 

Another important phenomenon has occurred in 
which some products native to the mobile Internet have 
progressed at a pace beyond imagination. WeChat is a 
Tencent product which is entirely based on the mobile 
Internet. In the short span of just two years between its 
rollout in Jan.2011 and January this year, it has amassed 
more than 300 million users. The photo-sharing app 
Instagram was launched back in Oct. 2010, though its 
monthly active users only broke the 100 million mark in 
February this year. Facebook spent a hefty US$1 billion 
to acquire the company in April 2012. 

Transforming Real Industry
In the mobile Internet age, Internet companies are 

not the only trend setters. Many traditional industries 
are also making history and taking the lead in mobile 
Internet innovations. 

A typical example is Nike. Last year, Nike 
launched the Nike+Fuelband wristband, a social tool 
and a personal exercise management tool which tracks 
daily activity. In January this year, Nike came out top 
in the ‘50 Most Innovative Companies 2013’ ranked by 
Fast Company magazine of the United States. 

There are also many cases of the mobile Internet 
combining with traditional industries in our daily life. 
The taxi industry is a good example. In the United 
States, you only need to send a request for taxi via 
your mobile phone using services such as Uber, and 
a taxi will come straight to you. In China, Dididache, 
Yaoyaozuche, Yidaoyongche and other mobile apps are 
able to help customers hail a taxi more easily, and at 
the same time reduce empty runs and boost the income 
of taxi drivers. These apps are now gaining popularity 
rapidly. 

As such, the combination of the Internet and 
mobile Internet with real industry is already quite 
evident and it is able to spawn numerous innovations, 
thus promoting industry upgrading. Going forward, 
such convergence is set to gain momentum. 

Over the next few years, e-commerce will be a 
key area for the combination of the mobile Internet 
with the real economy. More netizens are choosing to 
shop and pay on mobile terminals, and this has spurred 
e-commerce companies and traditional companies to 
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accelerate the process of building their presence in the 
mobile space. An iResearch report predicts that mobile 
shopping will experience high growth in the next few 
years and become the major driver of the Chinese 
mobile Internet market. The report also forecasts that by 
2014, mobile shopping will become the largest segment 
of the mobile Internet sector. 

Other than e-commerce, the mobile Internet 
also combines well with various traditional industries 
including healthcare and finance, which helps to speed 
up the transformation, upgrading and innovation 
of these industries. In the foreseeable future, every 
company will be an Internet company. 

Small Company Spirit
Mobile Internet is a double-edged sword for all 

companies, where it can represent a threat as well as an 
opportunity. 

A huge opportunity lies in that people are now 
connected to the network for longer periods of time. In 
the past, people had to sit in front of PCs to be able to 
access the Internet, but now they can do it anytime and 
anywhere by simply taking out their mobile terminals. 
In the future, people will even be able to free up both 
their hands, with Google glasses worn directly in front 
of their eyes, or an Internet watch strapped onto their 
wrists, thus further shortening the distance between 
people and the Internet. A company which is able to 
grasp the characteristics of the mobile Internet, continue 
developing good products, and provide clear core values 
to users, will have the best chance of moving on to the 
next level.

Meanwhile, all Internet companies must face a 
reality: in the mobile Internet age, the barriers to entry 
have been lowered and the rules of the game have 
changed. Many practices that were applicable in the PC 
Internet age have become irrelevant. 

The most important fact to note is that user habits 
have changed. In the PC Internet age, users had to sit 
down to be able to access the Internet, which made them 
more patient. Computer displays were also larger, and 
users were more accustomed to using the same website 
or client as the access point into the Internet. But on the 
mobile Internet, users of small mobile phone interfaces 

will display lower tolerance. The cost of switching from 
one app to another is extremely low, and therefore a 
poor app will be ditched readily. It is thus necessary 
to have a clear grasp of user requirements, and then 
present it using the simplest and most logical approach. 
It has to be exquisite in order to succeed. 

Besides, in the mobile Internet age, users’ taste 
will also evolve faster because they are exposed to a 
large number of apps. Hence to be successful, one has 
to constantly adapt products to users’ requirements. 
Rapid evolution and iteration is also a must. 

Once these factors are in place, even small 
companies and small teams can achieve great success. 
In fact, there have been many such cases. For example, 
Instagram only employed less than 20 people when it 
was sold to Facebook. Dropbox was already serving 
worldwide customers when it had only 30-40 staff. 
Evernote started off with only a few dozen people, and 
even now, it only has around 100employees. 

If a company founded during the PC Internet age 
wishes to continue to be successful, then it has to learn 
from these small companies and small teams which 
have achieved greater success. 

It has to take initiative to adjust its organization 
structure in a targeted manner and eliminate low-
efficiency areas due to irrational organizational 
configuration, thus bringing out the entrepreneurship 
spirit and vitality of each team in the company 
and getting closer to the users. Only by properly 
combining the strengths of a large company and the 
entrepreneurship spirit of a small company will one be 
able to better embrace the mobile Internet. 

Many Internet companies have responded in 
2012, and there will be more companies proposing 
transformation in 2013. Tencent is also constantly 
adjusting our organization structure and bolstering 
organization efficiency, thus allowing our teams to 
go into battle with little burden and getting closer to 
users. Going forward, Tencent will also continue to 
adapt based on actual circumstances. In the turbulent 
mobile Internet field, we will endeavor to fight on and 
overcome adversities with the spirit of a small company, 
and create an even more exciting mobile Internet 
experience for our users. 
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变革与转型

Rethinking Monetary Policy: 
Lessons and Reminders From the 
Great Financial Crisis

 Chief Global Economist and Head of Global Economics and Research, Standard & Poor’s   
Paul Sheard

The Great Financial Crisis and Great Recession of 
2008-09 have resulted in monetary policy in much of the 
developed world being thrust deep into “unconventional 
territory.” Those painful events have also raised many 
questions about the part monetary policy may have 
contributed to the events leading to the crisis and about 
what lessons need to be drawn for the future, both for 
the conduct of monetary policy and how it should fit 
into the broader economic policy framework. 

A Love Affair with Inflation Targeting
The inflation-targeting framework that dominated 

central banking thinking and practice in the period 
before the financial crisis was far too narrowly 
conceived and operated. Central banks fell in love with 
inflation targeting, put too much faith in it and in the 
supposed self-regulatory nature of financial markets, 
and forgot or neglected their other important roles. 

The central ideas of inflation targeting were that: 

a) Monetary policy, not fiscal policy, was the 
best tool for governments to use to achieve good 
macroeconomic performance, that is, full employment 
and stable growth. 

b) Monetary policy should focus on trying to 
achieve a stable and low inflation rate. Focusing 
on price stability was the best way to achieve full 
employment and minimize the damaging impact of 
fluctuations in the business cycle. Operational price 
stability was typically seen as a 2% annual rise in an 
index of consumer prices.

c) Central banks could do this by adjusting the 
policy rate upwards (to tighten financial conditions) 
or downwards (to loosen them) as necessary and by 
anchoring the public’s future inflation expectations 
through its inflation targeting framework and associated 
policy actions. They should focus on domestic monetary 
stability and allow the foreign exchange rate to be freely 
floating.
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d) Central banks needed to be given independence 
from the government to conduct monetary policy. 
Governments would give the central bank its mandate 
(price stability) and authorize the tools that it could 
use, but the central bank was to be given the autonomy 
to decide how and when to use these tools to achieve 
its goals. In particular, monetary policy needed to be 
independent of fiscal policy: Central banks should not 
monetize fiscal deficits.

e) The central bank’s management of the inflation 
expectations of the public and policy “credibility” 
were cornerstones of inflation targeting. By signaling 
to the public the inflation rate it was trying to achieve, 
by being seen to have the tools to alter market and 
economic conditions to achieve it, and by being seen 
to have the independence from the government to use 
its tools to that end, the central bank should be able to 
anchor the public’s inflation expectations around its 
inflation target. This created a self-fulfilling virtuous 
circle, whereby the anchoring of inflation expectations 
was a key mechanism in producing price stability.

f) The central bank should not try to target asset 
prices and, in particular, should not worry too much, 
if at all, about asset price bubbles and imbalances 
in the financial system. These were not phenomena 
of much concern or they were not the purview of 
monetary policy or, if they were, they were best dealt 
with after the event. Inflation targeting and “market 
fundamentalism” were fellow intellectual travelers. 

All of these ideas, particularly the first five, 
worked reasonably well for a long time and probably 
still do under normal circumstances, but they have all 
been called into question by the crisis. Few practitioners 
or experts now would adhere to the sixth point. 

Monetary and Fiscal Policy: Role Reversal 
Prior to the 2008-09 crisis the view was prevalent 

that fiscal policy was ineffective, even undesirable, as a 
macro policy stabilization tool and that monetary policy 
fine-tuning was all that was needed. 

But, in the unusual circumstances of a financial 
crisis resulting from the bursting of a prolonged housing 
and credit bubble and the ensuing secular debt de-
leveraging that is triggered, the efficacy of monetary 

policy and fiscal policy are reversed. 
When agents in the private sector (households or 

firms) realize that their net worth is far less that they 
thought it was and they have taken on far too much 
debt as a result, they focus on cutting their existing debt 
and not taking on new debt as fast. Monetary policy 
stimulates economic activity mainly by easing financial 
conditions and making it cheaper for households and 
firms to finance new economic activity by taking on 
new debt. By definition, monetary policy loses much 
(but not all) of its power when the private sector is de-
leveraging. 

On the other hand, this is the just time when fiscal 
policy can be very effective. In a crisis such as occurred 
in 2008-09, and for a considerable period of time 
thereafter, private sector (desired) net savings, that is, 
savings net of investment, tends to spike, as households 
and firms cut back on investment and households try to 
save more. According to the macro savings-investment 
identity, the desired net savings of the private sector can 
be accommodated in only two ways: by the government 
dis-saving, that is, running a budget deficit or a larger 
budget deficit than it was, or by the country lending 
more to the rest of the world (increasing its current 
account surplus) or drawing less on the rest of the 
world’s net savings (decreasing its current account 
deficit).

If the private sector is determined to increase its 
net savings, the government will end up running a big 
budget deficit. But increased private sector net savings 
and decreased government net savings can co- exist at 
a better or a worse equilibrium for the economy, that is, 
at a higher or lower level of overall economic activity. 
The aim of policy should be to ensure that the resulting 
equilibrium is as good as possible, that GDP falls as 
little as possible and recovers as fast as possible.  

In a private sector de-leveraging environment, 
it is counterproductive for policymakers to focus in 
the short-term on trying to cut the deficit by raising 
taxes and cutting expenditures. This will just exert a 
contractionary influence on an already weak economy 
and may cause the private sector to want to increase net 
savings even more. A better approach is to try to get 
the economy back to full operating capacity as soon as 
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possible so that desired net private savings adjust down, 
thus creating the room and mechanism for government 
dis-saving to fall. That may require an expansionary 
fiscal policy stance to be tolerated for much longer than 
a narrow focus on the fiscal deficit and government debt 
levels would suggest.

QE: It’s What Central Banks Do at the Margins
Quantitative easing is a poorly understood policy. 

QE is not “printing money” or “monetizing fiscal 
deficits” in the sense of Friedman-like “helicopter 
money” or Keynes-like “banknotes in old bottles buried 
in coal mines,” although there is a strong argument that, 
in extraordinary circumstances like the recent ones, it 
should be. QE is more prosaic: It is a logical and natural 
extension, at or close to the zero bound, of conventional 
interest rate policy.

When central banks deem that they need to ease 
financial conditions, they cut their policy (usually 
overnight) interest rate. But unlike when they need to 
tighten financial conditions by raising the policy rate, 
if the central bank needs to ease a lot but the economy 
does not respond much to interest rate cuts, it will 
soon hit a limit: the zero bound on interest rates. But 
even when it hits the zero bound, the central bank can 
continue to try to ease financial conditions by buying 
assets from (or lending reserves to) the private sector, 
financed by creating excess bank reserves, so-called 
QE. 

To the extent that QE works, it does so because the 
central bank is able to unilaterally alter the composition 
of the aggregate portfolio held by the private sector, 
removing assets that it purchases and replacing them 
with bank reserves and deposits in the banking system 
in return. The assets supplied and the assets purchased 
not being perfect substitutes, the central bank is able to 
make the financial (or, if it chose to, even the real asset) 
portfolio of the private sector more liquid, less risky, 
and shorter in duration, thus easing financial conditions 
a bit. It is more innocuous than it is often made out to 
be. 

From the  v iewpoin t  of  the  consol ida ted 
government, that is, the central bank and the fiscal 
authorities taken together, QE is akin to a giant “debt 

management” operation. Take the Federal Reserve, 
for instance. It has bought (net) about $2.4 trillion of 
longer-term Treasury securities and agency mortgage-
backed securities by creating bank reserves. Via QE, 
the consolidated government is able to both lower 
interest rates (particularly at the short end) and shorten 
substantially the duration of the debt in the hands of the 
public. 

The crisis has taught or reminded central banks 
that they can use their balance sheet – both its size 
and the composition of assets held – as a tool of 
monetary policy. Central banks need to stop thinking 
and talking about QE, almost in an apologetic fashion, 
as “unconventional policy” and start thinking about 
how they are going to incorporate it as one element in 
their permanent tool-kit. There are two possible ways 
in which it fits in: as a conventional tool that the central 
bank can use at the zero bound and a complementary 
tool to conventional interest policy.

Lender of Last Resort: Not Something to Give Up 
Lightly

The financial crisis reminded central banks of 
another fact, which had been overshadowed by their 
love affair with inflation targeting: They play a critical 
role as “lenders of last resort”;in fact, many had their 
genesis in that role. Because the financial system 
intermediates between monetary claims on the one hand 
(savings) and real claims on the other (investments), it 
incorporates a mismatch between assets and liabilities 
in their respective average maturities. 

Financial intermediaries borrow short and lend 
long. This is socially beneficial, but it gives rise to an 
inherent susceptibility, after credit-fueled asset price 
bubbles, to “runs” on the financial system, as creditors 
may rush to redeem their assets. By definition, the 
intermediaries that financed the assets do not have 
enough liquid assets on hand to repay their own 
creditors should they demand to have their shorter dated 
claims repaid, and the system as a whole cannot obtain 
that liquidity by one intermediary trying to get it from 
another. 

That is where the central bank comes in: It can, if 
it chooses, provide unlimited liquidity (bank reserves) 
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to allow depositors and other claimants on financial 
institutions to convert their claims on underlying 
illiquid assets into immediate liquidity (cash) by 
lending reserves to banks and other intermediaries 
secured against those assets. This lender of last resort 
function can allow the central bank to prevent a run on 
an individual financial institution turning into a more 
general run of the banking system or capital markets 
and this in turn triggering a collapse of the banking 
system and a great depression. It is a highly desirable 
thing that central banks can function as lenders of last 
resort.

Yet, the lender of last resort function of central 
banks tends to be frowned upon rather than celebrated 
and, as the term “last resort” implies, central banks tend 
to perform this role with the greatest reluctance and 
at least a tinge of embarrassment.  Two terms that are 
used in the same breath as “lender of last resort” are 
“moral hazard” and “too big to fail.” The moral hazard 
concern, partly legitimate but probably overdone, is that 
if the central bank functions as a lender of last resort it 
will distort the incentives of those who can expect to 
be “bailed out” and bring about more circumstances in 
which the central bank is called upon to be lender of 
last resort than would otherwise be the case. 

The “bail outs” by the Federal Reserve, in 
particular, in 2008 provoked a lot of backlash among 
the public and politicians, the lesson being learned that 
stronger ex ante supervision and an effective orderly 
dissolution mechanism together should assign “too 
big to fail” to the history books and that “taxpayers’ 
money” should never again be put at risk. The relevant 
section of the Federal Reserve Act, Section 13.3, was 
amended to prevent the Fed from ever again carrying 
out the kind of operations that it announced to deal with 
the Bear Stearns failure and the AIG, Citibank and Bank 
of America bailouts. 

But, given the nature of financial systems, that 
may be legislating by wishful thinking. More thought 
needs to be given to how the lender of last resort 
function of central banks should be organized and 
governed, including the division of labor with the fiscal 
authorities and the relationship to macro prudential 
policy and macro stabilization policy.

Macro Prudential Policy and Credit Easing
Another big lesson or reminder from the financial 

crisis concerns the importance of relationships between 
monetary policy and the financial system. 

The “Greenspan doctrine” was that central banks 
could not and should not try to identify asset price 
bubbles and take them into account in their monetary 
policy decision-making. It is now recognized that 
central banks and financial regulators need to keep a 
close eye on the health of the financial system and take 
action, under the rubric of macro prudential policy, to 
stop the seeds of financial crises from being sown. But 
how so-called macro prudential policy should relate to 
monetary policy and who should have responsibility 
for them, respectively, and what rules of engagement 
should govern the interaction between the two are still 
up for grabs.

The second lesson is that, like quantitative easing, 
“credit easing” needs to be incorporated into monetary 
frameworks. Monetary policy works through the 
financial system, via the easing or tightening of financial 
conditions, phenomena which have price and quantity 
aspects. Major central banks were thrust into the world 
of credit easing by the fallout from the financial crisis. 
Much thought needs to be given to how to incorporate 
permanently credit easing insights and tools into the 
toolkit of central banks. How macro prudential policy 
and credit easing should relate to one another is also a 
topic for serious consideration.

Back to the Future: Functional Finance
The crisis has underscored another important 

point: the conceptual and operational distinction 
between monetary policy and fiscal policy is fairly 
recent and somewhat of an artifact. Should it be 
rethought? The main reason that central banks were 
given price stability targets and decision-making 
autonomy was to prevent governments from over-
using their ability to create money at will and create 
high or even hyper-inflation. But the obsession with 
independence may have turned into the tail that wags 
the dog. Some central banks – the Bank of Japan being 
one that leaps to mind – may have fallen into a “trap 
of independence,” their concern with independence 
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preventing them from cooperating enough with the 
government to achieve joint goals.

The modern obsession with inflation targeting has 
obscured another vital function of central banks: They 
are the banker to the government or its fiscal agent, 
playing a key role behind the scenes in facilitating the 
government’s debt management. More careful thought 
needs to be given to how this role should be performed 
and how it should relate to the other roles of the central 
bank. 

In principle, a sovereign government that borrows 
in its own currency should never have to default on 
its debt, because the central bank, if it so desired, 
could always credit the bank accounts of government 
debt holders when the debt matured. Since it is the 
consolidated government that creates money, the 
consolidated government can always write a check on 
itself to repay its debts. But such monetary financing 
by one arm of government (the central bank) of another 
part (the treasury) has been heavily restricted in recent 
times, out of fear of inflation but at the cost of raising 
the specter of sovereign default. Serious thought should 
be given to whether it is possible to design institutional 
frameworks that allow governments to maintain price 
stability and reassure markets that sovereign debt will 
always be repaid. 

Whether or not the current framework, with its 
heavy emphasis on central bank independence and the 
role of the central bank in the government’s fiscal affairs 
greatly obscured, is the optimal arrangement is not 
entirely clear. It may be time to revisit Abba Lerner’s 
“functional finance” paradigm from the 1940s and 
recast it in a modern frame, incorporating subsequent 
lessons from history and the academy.

The fact that the central bank has two tools, the 
ability to anchor the short-term interest rate and the 
ability to expand or contract its balance sheet and vary 
the mix of assets that it holds, may mean that it could 
develop operating protocols that simultaneously assure 
price stability and the sovereign’s solvency. This idea 
needs to be explored.

Navigating the Exit
One hint that there may be something to explore 

in this regard comes from the discussion about the exit 
from QE. 

Much concern has been expressed about how the 
Federal Reserve and other central banks will be able to 
exit from QE, having expanded their balance sheets by 
so much. 

Many observers worry that the large amount of 
excess reserves created by the Fed and other central 
banks will fuel credit creation and inflation at some 
point in the future.

This concern seems misplaced. The central bank 
controls the aggregate amounts of bank reserves in 
the system so the banks in aggregate cannot “lend 
out” these reserves, as many observers, influenced by 
misleading money multiplier models, fear. But if the 
Fed did need to withdraw the excess reserves quickly, 
it could do so simply by selling or repo-ing the assets it 
owns back into the market. If it did, the excess reserves 
would literally disappear with the tap of a computer 
keystroke.

What if such a speedy return of assets to private 
sector portfolios and expunging of excess reserves 
caused too much disruption to financial markets, but 
the Fed nonetheless needed to tighten monetary policy? 
Then, the Fed could keep the assets on its balance sheet 
(letting them run off slowly) and tighten monetary 
policy by raising the interest rate it pays on reserves. 
This would mean less seigniorage for the government 
but that is irrelevant to monetary policy. 

Another concern that is sometimes raised is 
that, in the course of exiting from QE (either because 
it has to sell assets at a loss or loses seigniorage), the 
Fed’s equity might be impaired or even wiped out. 
Again, from a monetary policy and debt management 
perspective this is a non issue. In a fiat money system, 
the equity of a central bank is little more than a 
balancing item on a balance sheet.  It plays no role and 
places no constraint on the ability of the central bank to 
buy assets, create reserves, raise interest rates, or take 
any of the opposite actions. 

What to Target
Another area of fertile rethinking concerns what 

the appropriate target or targets of monetary policy 
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should be. There are two issues: How should the 
targeting of price stability fit into other targets that the 
central bank might have, and how should pursuing price 
stability be operationalized? 

Some central banks, such as the ECB and the 
Bank of England, have a primary mandate of pursuing 
price stability, with subsidiary goals. Others like the 
Federal Reserve have multiple mandates. The Federal 
Reserve’s mandate (actually a triple rather than dual 
one) is to “promote effectively the goals of maximum 
employment, stable prices, and moderate long-term 
interest rates”. 

Until recently, the Fed viewed pursuing price 
stabili ty as the best way to achieve maximum 
employment so saw its “dual mandate” as not being 
substantively different from that of single (price 
stability) mandate central banks. But recently it has 
started to place more focus on achieving its maximum 
employment mandate.

How narrowly central banks should focus on 

pursuing price stability is likely to continue to be 
debated. But even if central banks continue to focus 
on price stability, how should that be operationalized? 
Rather than using an inflation target, which allows 
bygones to be bygones if the target is missed, it has 
been suggested by some that targeting a path for 
the price level or a path for nominal GDP should be 
considered. Rethinking in this area goes on.

Reflection 
In rethinking monetary policy, it would be wrong 

to “throw out the baby with the bathwater.” Inflation 
targeting has much to recommend it and will likely 
remain a core element of what central banks do. But 
the role that central banks play in helping to secure 
price stability, financial market stability, and economic 
stability around full employment of society’s productive 
resources needs to be reexamined in a broader 
framework. As a result of the Great Financial Crisis, 
monetary policy may never be the same again. 
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Lessons Learned: 
Pragmatism vs. Ideology in 
Financial Regulation

 Chairman and Chief Investment Officer, Terra Firma Guy Hands

The global financial system has been transformed 
over the last couple of decades. Beginning in the 1980s, 
a wave of deregulatory reforms reshaped the markets 
along the lines of laissez-faire philosophy. This liberal 
approach to regulation paved the way for the unforeseen 
interdependence of financial institutions and resulted in 
global banking consolidation. 

In the wake of the recent financial crisis, this free 
market approach to regulation is being re-examined. 
On the face of it the question is ideological, but it 
is actually a rather practical one: is there an ideal 
regulatory system, one which would support growth and 
full employment while maintaining stability and low 
inflation?

Regulators in the meantime are adding reams 
of regulation in order to prevent another failure of the 
financial system. Yet in examining the recent history 
of regulation, it is clear that the answer is not to focus 
on ideology, but to have a more pragmatic approach, 

leading to practical and more flexible regulation that 
can adjust to changing circumstances.

Following a severe crisis, the natural response of 
regulators is to address the recently witnessed problems. 
However, by developing regulation with a backward-
looking mindset, regulators leave the financial system 
vulnerable to future, unforeseen crises. 

Regulation: Balancing Stability and Growth
The stock market crash of 1929 and ensuing Great 

Depression in the United States was a pivotal point in 
the modern financial era, leading to calls for increased 
regulation. The economic woes of the U.S. were 
shared in Europe during the 1930s with reduced capital 
inflows, leading to declining demand and soaring 
unemployment.

This was yet another blow to economic confidence 
within Europe, which had started recovering from 
the hyperinflation of the German Weimar Republic. 
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Meanwhile the Austrian bank Creditanstalt was 
compelled to absorb other failing institutions, which 
contributed to its own collapse in 1931. The failure 
of this systemically important bank sent shockwaves 
across the continent, turning a lack of confidence into a 
panic.

Regulators aim to ensure stability in the financial 
system, but this aim often comes into conflict with the 
growth agenda of politicians. Following the events of 
the 1930s, though, both sides focused their attention on 
restoring stability to the system.

The U.S. government was forced to consider more 
rigorous regulation in order to prevent market disorder 
and bank runs, and it enacted a wave of regulatory 
precedents. In order to discourage abusive practices, the 
U.S. government passed the Glass-Steagall Act in 1933, 
limiting affiliation and activities between commercial 
lending banks and riskier investment banks. 

The act also placed limits on the interest rates 
banks could offer on deposits. The Securities and 
Exchange Commission (SEC) was founded and 
regulations were imposed on securities markets 
requiring the registration of equity offerings as well as 
greater disclosure and transparency in reporting.

These new regulations were a logical reactionary 
approach to widespread uncertainty and lack of 
confidence in the financial system. They were clear 
and strong, but while they may have been appropriate 
for preventing the crisis that preceded, they were not 
necessarily appropriate for stimulating the post-crisis 
recovery. 

An Era of Deregulation
Regulation in the financial system is necessary, but 

it must not be excessive or it will lead to a tightening of 
the markets and lower competition, both of which are 
impediments to economic growth. Regulators are faced 
with a number of competing objectives which require 
constant rebalancing.

The passage of time rendered the rules of 
the 1930s less and less appropriate. By the 1970s, 
regulations were seen to be excessively hindering 
competition and growth in the financial services 
industry. A growing sentiment supported the view that 

the regulatory focus on stability was causing a lack of 
growth.

The turning point in the U.S. was the rise in 
inflation, which exposed a weakness in the interest rate 
ceiling system. High inflation prompted depositors to 
move their funds from the banks to other places such 
as money market mutual funds, where they could find 
much higher rates of interest.

Markets had evolved, and regulation needed to 
adapt to the new circumstances. As politicians sought 
ways to jumpstart economic growth by freeing the 
financial system, deregulation reforms began in the 
U.S. and the UK. In 1980 U.S. President Jimmy Carter 
signed the Depositary Institutions Deregulation and 
Monetary Control Act which removed the interest rate 
ceiling. The deregulation momentum was continued by 
the next President Ronald Reagan, who in 1982 further 
deregulated savings and loan associations.

Meanwhile, across the Atlantic in the UK, 
Margaret Thatcher had become Prime Minister and 
embarked on a set of economic and financial reforms to 
liberalise the British economy through the aggressive 
use of monetary and fiscal policy, privatisation and 
increased competition in all sectors. This economic 
transformation was achieved at a high short-term cost, 
with UK unemployment increasing to levels not seen 
since the 1930s. 

The first deregulatory step targeted exchange 
controls, which had allowed only authorised UK banks 
to deal in foreign currency. The removal of the controls 
in 1979 was followed by a flood of investment by 
British institutional investors abroad, and it made a long 
term strategy of controlled competitive devaluation 
more challenging. What helped Thatcherism succeed 
were the revenues from the recently discovered 
North Sea oil, which some would argue enabled the 
government to endure the challenging economics 
caused by the early years of deregulation. 

The second half of the 1980s saw a marked 
increase in the volume of global financial activity 
thanks to advances in information technology which 
allowed a huge growth in international trading of all 
types, including interest rate swaps, foreign exchange 
and derivatives. Competition in the financial sector 
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started developing on an international level, and these 
pressures came to a head in the UK, where a closed 
“elitist” system had ruled London’s financial sector for 
decades. 

Thatcher’s government understood that change 
was necessary, and continued to push ahead with a 
radical deregulation agenda. This culminated in 1986 
with a set of reforms known as the “Big Bang” which 
abolished anti-competitive practices at the London 
Stock Exchange and in the broader financial sector. As 
one of the first to deregulate, the UK benefited from 
first mover advantage, shifting its economy from a 
reliance on declining manufacturing into a growing and 
successful service-based economy. 

Deregulatory reforms in the UK precipitated 
an influx of capital and the rise of a meritocratic and 
aggressive financial culture, paving the way for the 
rise of investment banking. Being one of the first to 
deregulate enabled London to challenge and, in some 
aspects, overtake New York as the world’s leading 
financial centre, leaving Frankfurt, Paris and Zurich far 
behind. Becoming a world leader takes world talent. My 
colleagues at Goldman Sachs remarked time and again 
in the late 1980s that Wimbledon was the world’s top 
tennis tournament, played on British courts yet not won 
by a British player in more than 50 years. 

Similarly, the banking game in the City of 
London was played by the brightest individuals from 
the US, France, Germany, Italy and elsewhere. It was 
deregulation that attracted the talent, by providing 
an attractive regulatory regime that shaped a liberal, 
transparent and meritocratic financial system which 
benefited the foreign players through high pay and low 
taxes. A similar dynamic exists today in football, in the 
English Premier League, whose top clubs attract players 
from around the world.

At the same time in the U.S., the banking lobby 
continued to press the government to repeal the Glass-
Steagall restrictions on the separation of commercial 
and investment banking activities. From 1987, the 
newly appointed Chairman of the Federal Reserve Alan 
Greenspan oversaw the passage of a series of acts which 
in effect rendered Glass-Steagall obsolete.

Politicians and regulators scaled back the 

regulatory regime of earlier decades, shifting their focus 
towards the growth agenda. This period of deregulation 
was broadly positive, opening financial markets both 
domestically and internationally, spurring competition 
and spreading innovations and best practice. Yet 
regardless of which lever regulators pull, they will 
generate both positive and negative consequences. 

Unfettered Growth
The deregulatory wave led to a significant 

expansion of the finance industry, which provided 
a boost to economic growth, but it also came with 
unforeseen challenges. As banks were allowed to 
grow, expand and innovate, they could more efficiently 
allocate capital where it was most needed. But the cost 
of this efficiency was stability. The era of deregulation 
and the growth that followed reduced the appetite of 
governments and regulators to introduce new regulation, 
leaving the industry free to evolve, unfettered by rules.

During the 1990s the financial sector continued 
to grow. In 1998 Citicorp merged with Travelers Group 
to make Citigroup, then the largest bank in the world 
with close to US$ 700 billion in assets. Glass-Steagall 
was repealed a year later. The resulting consolidation 
in the U.S. financial services industry made the task of 
regulators significantly more challenging, with no one 
regulatory body competently able to oversee financial 
conglomerates such as Citigroup, J.P. Morgan or AIG. 

The banking industry, left to its own devices, 
naturally consolidated to bigger and more complex 
organisations in order to benefit from efficiencies of 
scale. The profit motive drove expansion, allowing 
institutions to exploit regulatory gaps and share risk and 
capital across different divisions. Institutions became 
uncontrollable, to the point where their own behaviour 
was dictating the rules of the market. Deregulation 
in the UK meanwhile had also enabled significant 
consolidation in the UK’s banking industry. The Royal 
Bank of Scotland became the largest bank in the world 
by 2008, with assets of over US$ 3.5 trillion, almost 1.7 
times the size of the UK’s gross domestic product.

As the derivatives and securitisation markets 
continued to grow, reduced oversight was applied to 
these burgeoning sectors of the market. Adam Smith’s 



201 2013 博鳌亚洲论坛会刊

“invisible hand” was left to regulate areas such as the 
credit default swaps market, which by some estimates 
had grown to US$ 58 trillion by 2008. However, despite 
the prevailing deregulatory environment, the boom 
years saw a period of significant growth in the number 
of regulatory bodies and budgetary spending. In the U.S., 
for example, the SEC’s budget grew, in real terms, from 
US$ 80 million in 1970 to US$ 719 million in 2008. Yet 
the matter of effective regulation is one of substance 
rather than quantity.

In the early 1990s, as head of Global Asset 
Structuring at Goldman Sachs, I used securitisation 
to increase liquidity for asset-rich but cost-heavy 
businesses, allowing them to reduce their costs of 
borrowing and free up capital to invest and grow. 
Securitisation allowed a number of small and medium 
enterprises to access funds; these were businesses 
whose risk may have been unattractive to traditional 
banks but whose asset base was strong and stable. 

Even as a relatively small and developing market, 
securitisation provided many benefits for businesses 
as well as investors who were looking for new 
investments. 

Problems arose however when the structuring 
and “tranching” of the future predicted cash flows 
became too complex for people to easily understand. 
Technology over the next 15 years developed systems 
capable of processing more and more complex 
transactions. By 2005, the technology was capable but 
regulators and investors lagged behind. 

Not many people in the industry understood 
what was being sold and how it was structured or what 
the real risks were. The intellectual and economic 
power of banks gave them a win-win situation where 
they structured, sold and hedged a product based on 
their own presentations to ratings agencies, investors 
and regulators which were inadequately understood, 
possibly even by themselves. 

Since the parties buying the products relied on 
the banks for their understanding of the same products, 
the process had no proper checks and balances. I 
highlighted this metaphorically in one of my speeches 
in the early 2000s, expressing my worry that I could 
see securitisation becoming the “crack cocaine” of the 

financial industry. Its use was highly addictive, and its 
consequences were both poorly understood and largely 
ignored.

The growth of securitisation demonstrated the 
power of the profit motive in a free market capitalist 
system. Abuses in the U.S. subprime mortgage market 
confirmed that useful financial innovations still need 
clear, simple rules to govern their use. However, putting 
appropriate rules in place is hardly possible when the 
understanding of regulators and ratings agencies is far 
behind that of the innovators. As they take the time 
to explore and understand the products securitisation 
created, regulators are trying to slow the market down. 

This response may lead to a harsh outcome, 
as reducing the securitisation market will impede 
economic growth. The problem lies not in the 
securitisation I knew in the early 1990s, but in the 
derivative products which were created off the back of 
it, allowing predatory behaviour on behalf of the banks, 
who in some situations even bet against the products 
they sold. The way forward is clear in principle – 
securitisation needs to be fully understood by those who 
must regulate or rate it, and much more responsibility 
needs to be placed on the creators and sellers of the 
products produced.

The reduction of oversight in mortgage lending, 
securitisation, derivatives and credit ratings initially led 
to high growth as capital was freed up for reinvestment. 
This period of growth encouraged the regulatory status 
quo as market participants mistook an asset bubble for 
the more efficient allocation of capital. Regulators also 
failed to appreciate the growing systemic risk within the 
global financial system, with some proclaiming the era 
of ‘boom and bust’ was over. 

They were very quickly proven wrong, as a 
credit crunch began in 2007 and escalated into a full 
global financial crisis in 2008, painfully damaging 
the global financial sector and economy. During this 
period, panicked market participants unwound positions 
and refused to provide credit to riskier institutions, 
several of which then failed. Governments and central 
banks meanwhile stepped in to restore liquidity on an 
international scale, pumping trillions into the financial 
system to keep it functioning.
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Reactionary Re-regulation
In the wake of the crisis, politicians demanded an 

explanation of what had gone wrong, and sought ways 
to prevent another such crisis. Some blame was laid at 
the door of regulators, who were accused of being too 
complacent in letting banks assume significant risks 
without sufficient oversight. This has sparked a wave 
of re-regulation, as rules are strengthened around areas 
such as securitisation, derivatives, credit rating agencies 
and excessive remuneration in the sector.

We are thus now at a critical juncture in the 
development of regulatory frameworks. Widespread 
acknowledgment that the previous system failed 
provides an opportunity to reinvent it on a global scale. 
While some of the past failures need to be addressed, 
pages of regulation are no match for rapidly evolving 
markets and a well-armed financial industry, which has 
enormous incentive to search for loopholes. What is 
needed after a crisis of such magnitude and complexity 
are clear and simple rules, which are flexible enough to 
address future problems in the sector. 

Instead, what we are seeing is more backwards-
looking regulation. Regulators in different jurisdictions 
are following different paths to achieve the dual 
objective of restoring stability to the financial sector 
and encouraging economic growth. In the U.S. in 2010 
President Obama signed into law the Dodd-Frank Wall 
Street Reform and Consumer Protection Act, which 
addresses a number of issues which arose during the 
crisis. The original bill was 848 pages long, and has 
so far yielded around 9,000 pages of new rules. One 
aspect of the act, introduced by former Federal Reserve 
Chairman Paul Volcker and known as the Volcker 
Rule, has in particular generated significant debate. It 
was aimed at prohibiting deposit-taking banks from 
proprietary trading. Three years later this rule has yet 
to be implemented, or even finalised, due to a lack of 
consensus on where to draw the line between market-
making and proprietary trading. This underscores a 
significant weakness in the current regulation: regulators 
are not always able to keep up with financial institutions 
in understanding the market.

The situation is similar in the UK, which is 
introducing significant new regulations to compensate 

for the lack of oversight during the previous era of 
“light-touch” regulation. Regulators in the UK also 
have the added complication that the Financial Services 
Authority, which previously oversaw financial services 
companies, is being dissolved and regulatory authority 
being returned to the Bank of England. The government 
is pushing to impose a number of major changes on 
the banking system, all while the regulator itself is 
undergoing significant transformation. 

The UK’s Independent Commission on Banking 
presented a number of recommendations to the 
government in 2011, including the proposal to “ring-
fence” retail banking from investment banking. UK 
regulators are experiencing similar problems to their 
American counterparts in drawing a line between 
“retail” and “investment” activity. Banks have grown 
so large and complex that breaking down their activities 
into distinguishable categories represents a challenge. 
For as long as banks are too big to fail, they will remain 
too complex to regulate.

I n  t h e  E U ,  r e g u l a t o r s  a r e  l o o k i n g  a t 
implementing a similar ring-fencing approach for 
the banks, while going much further in areas such as 
banker remuneration where a strict cap on bonuses 
is being proposed. A number of European countries, 
resentful of the fact that the City of London profits 
from trading a currency it refuses to join, are also 
trying to force all trading of euro-denominated assets 
back onto the continent. However, these moves do 
not address the largest challenge facing the European 
banking system, which is the fact that many of the 
banks are sitting on billions of European government 
debt rather than lending to private enterprises and 
helping drive growth.

Across the developed economies, higher capital 
requirements are being imposed on banks as a way to 
encourage stability in the financial sector. At the same 
time, this is impeding the flow of credit into the real 
economy and slowing down any economic recovery. 
Regulators must not forget that in addition to ensuring 
financial stability, they should also be encouraging 
conditions for growth in their regions. To accomplish 
both objectives, regulation should be tightened when 
times are good to prevent markets from overheating. 
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This also means that when conditions are tough, as 
they are today, regulation should be relaxed in order to 
stimulate growth.

As regulators impose solutions to past problems, 
banks are struggling to earn profits in an environment 
where they are tied down by increasingly onerous 
regulation. This is particularly evident in the UK, where 
politicians simultaneously chastise banks for their 
lack of capital and exhort them to lend more to credit-
strained consumers and businesses. Constrained by 
new regulatory demands, banks find it more lucrative 
to concentrate on lending to a few large clients, rather 
than making many small loans to consumers or small 
businesses. While this is economically rational for 
the banks in the face of current regulation, it is not 
beneficial to society.

Debt capital markets meanwhile are thriving and 
there is significant appetite for larger capital markets 
transactions, but only large companies are able to 
accomplish these. Yet it is the small- and medium-
sized businesses which comprise a significant portion 
of employment and activity in western economies. 
In the UK these companies represent roughly half of 
all business turnover in the country. It is these critical 
businesses which provide much of society’s economic 
growth, and it is they who are getting squeezed by the 
lack of bank credit, reducing the likelihood of any broad 
based economic recovery.

While banks are restricting their lending, non-
bank institutions are stepping in to provide liquidity 
as they are not constrained by the new raft of 
regulation. The new challenge for regulators today 
is that liquidity has shifted to corners of the financial 
sector where they have no oversight. Economic 
activity is moving further out of their purview, giving 
them less control over the flow of money through the 
economy and making them less able to respond to 
any future crisis.

Regulatory Journey: Pragmatism Must Trump 
Ideology

The recent experience of regulatory failure and 
overhaul in developed markets provides a useful lesson 
for developing markets such as China. Regulators there 

are facing a similar set of competing objectives, but 
they have the advantage of being able to learn from the 
mistakes of developed countries. In China regulators 
face significant challenges, not least of which is the 
rapid growth of the financial system and economy. 

This growth is coupled with strong external 
pressure to deregulate. China has been right so far 
to ignore these external demands as it prudently 
determines the best way to slowly liberalise its 
financial sector. Yet it cannot ignore its growing 
role on the global stage; with four out of seven of 
the world’s largest banks by market capitalisation, 
China has become a significant player in global 
financial markets. The modernisation agenda for the 
Chinese economy needs to be pursued with one eye 
on financial and social stability and the other on its 
growing economic role in the world. Regulators and 
politicians in China are right to navigate this path in 
a dispassionate and pragmatic way, and to focus on 
their own objectives and priorities.

While many of the reforms of Reagan and 
Thatcher were beneficial to the global economy, it is 
unlikely that either of them would have anticipated the 
extent to which deregulation would take place, or the 
negative consequences that followed. Yet deregulation 
alone cannot be blamed for the recent crisis; we must 
also acknowledge that, with each crisis, regulators try to 
patch up the problems of the past rather than strengthen 
the system against future challenges. However, since the 
markets they seek to regulate are constantly evolving, 
regulation must constantly evolve as well. Regulation 
is, by its very nature, a journey. 

To enable regulators to respond to the evolving 
markets, they must establish clear, simple rules within 
a flexible framework that is capable of addressing the 
next crisis, wherever it may appear. While this is a very 
difficult task, it is one they must work towards in order 
to minimise the impact of future upheaval. The efficient 
allocation of capital, which is essential for sustained 
growth, is only possible in an environment of simple, 
strong regulation. A practical, pragmatic approach is 
needed as the financial markets are too important and 
complex to be trusted to any ideology, including the 
“invisible hand.”



204  2013 博鳌亚洲论坛会刊

Financial services are capable of creating great 
good in an economy – for example, through providing 
finance to large, medium and small enterprises, by 
creating wealth through encouraging savings and 
investment, and transferring risk through insurance and 
other activities – but they are also capable of creating 
great damage as we have seen in the Asian financial 
crisis of 1997-1998 and the American subprime lending 
crisis of 2007-2008 which ricocheted around the World. 

Regulation and Deregulation, a Cyclical 
Phenomenon?

Because of their importance to the economy and 
the well-being of citizens, governments understandably 
choose to regulate firms providing financial services 
in order to maintain market confidence, to protect 

Three Peaks of 
Financial Regulation

 Chairman of Standard Life Gerry Grimstone
 Company Secretary & General Counsel of Heng-An Standard Life Lilia Wan

investors' interests, and to ensure the integrity of the 
financial system. 

And yet such regulation can stifle growth and 
innovation, and, if not flexible and in tune with the 
needs of the market, give rise to shadow systems which 
end up being unsupervised and which can provide 
dangerous sources of instability and risk. 

For example in China, a series of financial control 
measures – including tight control over market access 
permits or licenses, extent of credit, maximum and 
minimum borrowing and lending interest rates – have 
led to an enormous growth in shadow banking to such 
an extent that the IMF has recently estimated that 
such activities account for 40 percent of credit in the 
economy. 

It is often SMEs (small and medium enterprises) 
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that turn to such lending because they are unable to 
access the large state banks. 

The high interest rates that they pay then become 
a drag not just on their growth but on the growth of 
the whole economy, and also a potential source of 
instability and disharmony.  

When parts of the financial system are outside 
the scope of any regulation whatsoever, risks and 
inefficiencies are bound to increase. Conversely, firms 
within the scope of regulation chafe at the rules they are 
obliged to follow and call for a “light touch.” 

In an era when financial service companies have 
become larger and larger, and more and more complex, 
what is the right balance between regulation and 
deregulation? 

Is it inexorable that the level of regulation is 
a cyclical phenomenon in which periods of heavy-
handled regulation stifle growth only to be followed by 
"light-touch" regulation, which creates a crisis? Or is 
there a middle way?

China, a Convincing Sample of Tight Control?
Answering this question is particularly important 

in China at this time when the government are looking 
to boost growth, increase competitiveness, and to 
louden China's voice in the international financial 
system. 

The slow but growing internationalization of the 
RMB is but one manifestation of this including the 
recent moves aimed at facilitating offshore trading of 
the RMB in London, one of the World's great financial 
centers. 

China rightly feels proud that its successful 
avoidance of the most harmful effects of the Global 
financial crises offers a seemingly convincing example 
that tight controls of a financial system are beneficial 
to a developing economy. China would not want any 
moves to deregulation to jeopardize this. 

It is striking that after the recent financial crisis, a 
broad scope of economies including both the developed 
and the developing have greatly slowed down or even 
reversed their process of financial deregulation and 
liberalization.

China’s regulatory bodies undertake multiple 

responsibilities in China’s economic transformation. 
Their responsibilities include the maintenance of a 
healthy and stable financial market, whilst enhancing 
the competitiveness of financial institutions and 
reforming the regulatory system. 

Understandably, the impact of reforms on the real 
economy is their primary concern, but the proposed 
middle-way may help Chinese regulators balance their 
multiple tasks.

Twin Peaks, UK’s Middle Way
A sensible middle-way of regulation has to satisfy 

a number of important criteria. In particular, Prudential 
Regulation has to ensure the stability of the macro-
economy and of the large financial firms within the 
economy, and Conduct Regulation must make sure that 
the ways firms conduct their business is in the interests 
of their customers. 

These two facets of regulation – often referred to 
as The Twin Peaks – are very different and may either 
be combined into one integrated regulator or carried out 
separately. 

For example,  in  the  UK, which suffered 
particularly badly in the global financial crisis because 
of the size of its financial services sector and its 
predominance as a global financial centre, there was 
previously a single regulator, the Financial Services 
Authority (FSA), but, as a response to the crisis, two 
new regulators are now in the process of being created 
– the Prudential Regulatory Authority (PRA) and the 
Financial Conduct Authority (FCA). 

The PRA will form part of the Bank of England, 
the UK's Central Bank, and thus bring together in one 
independent place, monetary policy and the prudential 
supervision of both the whole economy and its major 
financial firms, including both banks and insurance 
companies. 

Bringing these functions together will allow a 
seamless transfer of information that will both benefit 
the authorities' knowledge of what is going on within 
the financial services sector and their ability to enforce 
action when prudential circumstances demand this. 

The FCA will be responsible for ensuring that 
firms put the well-being of their customers at the heart 
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of how they run their businesses, promoting effective 
competition and ensuring that markets operate with 
integrity.

Why is the FSA being split in this way? One of 
the primary reasons is a belief that, during the build-up 
to the financial crisis, sufficient attention was not being 
paid to the safety and soundness of firms. 

The risks posed by major firms, in particular 
certain banks, to the wider economy were not well 
understood. 

Because conduct regulation or “treating customers 
fairly” as it is sometimes called, may place extra costs 
and burdens on firms, there can be a tension between 
prudential and conduct regulation and, at different times 
in the cycle, an integrated regulator may give undue 
prominence to one at the expense of the other. It is 
hoped that by separating the two, the far greater clarity 
that will result will give rise to better outcomes, both 
for customers and the wider economy.

Will China’s Sectoral Approach Move to Twin Peaks? 
In China, banking regulation is the responsibility 

of the China Banking Regulatory Commission (CBRC) 
whereas insurance regulation is the responsibility of 
the China Insurance Regulatory Commission (CIRC). 
Both regulators have both prudential and conduct 
responsibilities and thus a different route is being 
followed to that in the UK. 

In China, the two regulators are well-respected, 
but some commentators would argue that their 
bureaucratic approach might be stifling innovation in 
the economy, whilst not always protecting customers to 
the extent that is required. 

This has given rise to calls for “deregulation,” 
which, because of the potential impact on China’s 
economic stability, may not be in anyone’s best interest. 
It will be interesting to see whether over time, China 
moves closer to its own Twin Peaks approach with 
a clearer separation between prudential and conduct 
regulation.

The sectoral approach followed in China with the 
separation of banking and insurance in China into two 
separate regulators can give rise to boundary issues 
not least because of the important role that banks have 

in distributing insurance products and their increasing 
interest in owning insurance companies. 

The two regulators have to work closely in 
tandem if issues are not to fall between the cracks to 
the detriment of customers. When a bank teller sells 
an insurance product to a customer, both bank and 
the insurance have a responsibility to ensure that the 
product is fit for purpose, is understood by customers, 
and suits their needs.

Board, an Extra Peak
Are Twin Peaks sufficient? Vital although 

regulation is, it must never be allowed to detract from 
the need for Boards to run and take responsibility for 
their companies. 

The Board must in a very real sense see itself as 
an extra Peak with all the sense of responsibility that 
entails. The proper governance of a company requires 
a Board to be at the centre of the company’s business 
and composed of individuals knowledgeable about the 
company and the environment in which it operates. 
These individuals must be careful selected to have the 
right balance of skills and experience with a regular 
rotation of individuals to ensure a freshness of approach 
and analysis. 

A majori ty of the directors must be both 
independent and independently minded, the Board 
secretariat must be competent and efficient, and 
the Board must be provided with comprehensive 
information about the company’s key performance 
indicators. 

A competent, well-resourced internal audit 
function reporting directly to the Board is a necessity 
to ensure that the inner workings of the company are 
scrutinized regularly and made visible to the Board. 

It is a sorry state of affairs if a regulator ever 
knows more about a company than does its own Board 
and it is a particular responsibility of the Board’s 
Chairman to make sure that Board governance is such 
that this cannot happen. If the Three Peaks – prudence, 
conduct, and the Board – work together in harmony 
with a common sense of purpose, the debate about 
regulation or deregulation should become outdated and 
irrelevant.
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Regulation in China and the West is currently 
going in different directions – just as the West enacts 
stricter rules (particularly for banks) in the wake of 
the 2008/9 financial crisis, China is embarking on an 
intense period of broad financial reform. Faced with a 
banking system that almost collapsed under the weight 
of a severe housing market downturn and vast sub-
prime leverage linked to complex credit securitisation 
structures, the West has cracked down on “casino 
banking”, institutions that are “too big to fail” and 
strengthened financial regulation across the board.

The Dodd-Frank Wall  Street  Reform and 
Consumer Protection Act aims to promote U.S. financial 
stability by improving accountability and transparency 
in the financial system, to offer greater consumer 
protection and improve regulatory oversight. These 
measures have been echoed in the City of London, 
where banks are facing legislation to ring-fence riskier 
trading operations from savers’ deposits. Meanwhile 

Deregulation in China: 
Opportunities and Risks

 President – Investments, Fidelity Worldwide Investment Anthony Bolton

China is pressing ahead with bold financial reforms 
designed to further liberalise a former closed economy 
and spread wealth across a wider stratum of society.

Many in China expect the new leadership to forge 
ahead with political and economic reform, spreading 
wealth and building on the great reform legacy of 
paramount leader Deng Xiaoping, who served China 
between 1978 and 1992. Deng opened China to foreign 
investment and global markets and is generally credited 
with setting China on the path to being where it is today, 
the fastest-growing major economy in the world.

In the wake of inflationary pressures and asset 
price bubbles over the past few years, and a stock 
market that is well below 2007 highs, many Chinese 
are hoping new reforms will drive another period of 
renewed prosperity, while also tackling a range of 
social issues such as income disparity, environmental 
degradation, affordable housing and improved 
healthcare. Although the West and China are at 
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completely different stages of economic development, 
it’s worthwhile taking a look at the great distance China 
has travelled so far and the future opportunities, as well 
as pitfalls, that may lie ahead. 

Deregulation in China – Interest Rates and Banks
Over the past two decades China has made 

major steps towards opening its economy, including 
reforms to financial markets (such as the Qualified 
Foreign Institutional Investor Scheme) and trade policy 
(including membership of the World Trade Organisation 
in 2001), interest rate and currency reform (development 
of the offshore RMB market), and gradual deregulation 
of the wider financial industry. 

The ultimate goal for China has to be a full 
opening of its capital account, paving the way for the 
RMB to become a global reserve currency. This will 
likely be a multi-decade process, involving among 
others things; the creation of a vast, liquid pool of 
relatively low-risk assets that foreign investors can 
buy and sell freely (similar to the U.S. Treasury 
market) with a range of different maturities and which 
can function as a market-based benchmark to value 
different financial assets, and the development of an 
efficient interbank lending market so that banks can 
better manage their cash positions to satisfy liquidity 
requirements. However, where there’s a will there’s a 
way and China appears committed to a path of greater 
liberalisation.   

Outgoing Premier Wen Jiabao gave a flavour 
of where China may be headed in a recent visit to the 
People’s Bank of China (PBOC). Wen said: “We will 
steadily push forward market-based liberalisation of 
interest rates and improve the RMB exchange rate 
formation mechanism, while expanding international 
RMB business to gradually realise capital account 
convertibility of the currency.” Wen added that to 
make the RMB convertible under the capital account, 
the government should also work to expand use of the 
RMB in cross-border trade and investment. 

Also in January, the PBOC said it will start 
short-term liquidity operations (SLOs) as additional 
tools to manage cash supply, with commercial banks 
participating via repurchase agreements (repos) 

and reverse repurchases (reverse repos). This has 
prompted speculation that China is on course towards 
eventual interest rate liberalization and a price-based 
modern monetary policy regime, replacing the old 
tools of directly setting rates and tweaking the reserve 
requirement ratios at banks.

Reform of interest rate policy and associated 
liberalisation will of course have a major impact on 
profitability at China’s banks – in particular the state-
owned behemoths. And if companies can gain access to 
other forms of capital, including overseas bond markets, 
the market share of money lending for state-owned 
banks will erode over time and their pricing power will 
decrease. This is one important reason why reforms in 
this area are likely to proceed in a steady and carefully 
calibrated fashion. 

However, China is attempting to lessen the 
influence of state-owned giants and to bolster the role of 
private enterprise. Chinese companies are also raising 
money in the domestic bond market at a record pace 
as bank lending is scaled back. This helps to diversify 
the sources of funding for Chinese companies (a much 
healthier alternative to so-called shadow banking) – 
but it will need to be accompanied by greater financial 
transparency, much-improved corporate governance, 
and a more robust domestic ratings process to be a truly 
positive step. 

Currency and Debt Markets
While reform of interest rate policy will be 

watched carefully going forward, nobody can be in any 
doubt about the great strides China has made in the 
currency arena. In the past decade, the International 
Monetary Fund and the U.S. Treasury among others 
have all pressured China to allow the RMB to appreciate 
at a faster pace and to open the currency more freely 
to market forces. They point to China’s persistent 
trade surplus and a sharp increase in China’s foreign 
exchange reserves over the past decade. The general 
argument is that China’s “undervalued” currency has 
given its exporters an “unfair advantage” which would 
be removed if the RMB was freely floated, allowing its 
exchange rate to be set by market forces.

Against this backdrop and for domestic reasons 
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such as reining back inflationary pressures, China has 
allowed its currency to appreciate by over 30 percent 
against the U.S.D since mid-2005 (many would argue 
it’s still a long way below market value). This has 
spurred investors to gain exposure to the currency and 
is one factor behind the surge in RMB deposits in Hong 
Kong through 2009-2011. Although China has grasped 
the importance of having a competitive exchange rate 
to boost its export industries – a path followed by 
many industrialising nations – it also appreciates that 
the country must move up the value chain, upgrade 
its technologies and create self-sustaining domestic 
consumption. 

These goals are explicitly stated in China’s 12th 
Five-Year Plan. China will be wary of repeating the 
experience of Japan though, which acceded to the Plaza 
Accord in 1985 and then saw the value of its currency 
double in two years. So, although most people expect 
the RMB to continue to appreciate over the long-term, 
the evidence suggests China will likely follow the path 
of managing RMB appreciation carefully.

One of China’s major innovations in the past 
decade has been the development of the offshore 
RMB bond market (so-called Dim Sum bonds) 
in Hong Kong – further enhancing the territory’s 
role as a gateway to China. Development of the 
Dim Sum market is inextricably tied to the overall 
process of internationalising China’s currency and to 
development of China’s banking system and capital 
markets. 

From China’s perspective a more international 
currency is desirable for a variety of reasons, including: 
to reduce exchange rate risk for Chinese exporters 
and importers, to facilitate global trade finance, to aid 
the development of China’s financial institutions, and 
as an important step towards the long-term goal of 
establishing the RMB as a global reserve currency. At 
present China’s central bank is still the biggest single 
holder of U.S. Treasury bonds (U.S. institutions and 
private investors hold a greater share collectively), 
investing around two-thirds of its total foreign exchange 
reserves (in excess of US$3 trillion).

In 2004, Hong Kong became the first offshore 
centre for trading RMB. Deposit growth was slow 

until direct settlement of RMB transactions for cross-
border trade began in Hong Kong in 2009. Since then, 
a wide range of offshore RMB-linked products and 
services, including offshore RMB deliverable FX spot 
and offshore RMB deliverable FX forwards, have been 
developed to meet the business needs of both local and 
foreign companies and financial institutions.

While the mainland economy remains subject to 
capital controls, Dim Sum bonds are freely accessible 
to foreign corporations and institutional investors, 
providing a simple way to gain exposure to RMB debt 
assets. In late 2011, China provided another investment 
channel for offshore RMB by announcing the RMB 
Qualified Foreign Institutional Investor (RQFII) scheme 
with an initial quota of RMB 20 billion. This permits 
qualified investors (Chinese asset management or 
brokerages having a wholly-owned subsidiary in Hong 
Kong) to invest offshore RMB funds into mainland 
bond and equity markets. Quotas are gradually being 
expanded. 

Fidelity has been expanding its investment in 
Dim Sum bonds amid rapid growth in this market. We 
believe Dim Sum bonds are attractive because they 
offer relatively lower volatility and correlation with 
other Asian currencies with potential returns driven by 
income and currency components. 

In recent times, market liquidity has deepened 
with a greater diversity of issuers coming to market. The 
RMB is also widely expected to appreciate over time 
given China’s commitment to liberalise the currency 
gradually, and China’s higher economic growth 
potential relative to developed markets. Nevertheless, 
our analysts are committed to a prudent investment 
approach by retaining a focus on investment grade 
bonds rather than high-yield bonds because of credit 
structures that can be opaque, loose or no covenant 
packages in the high yield space and a market that 
has yet to face a real test in the form of a default. This 
reflects our broader approach to fixed income markets 
in Asia, which is to pay close attention to the “standard 
of care” or equal treatment of all creditors.

Multinational companies are keen to tap the Dim 
Sum bond market to fund their investments in China, 
cutting down on exchange-rate related risks. Chinese 
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companies on the other hand are entering the offshore 
market, demonstrating their commitment to improving 
corporate governance and financial transparency. In 
addition, after an initial boom in RMB bond investing 
on the back of rapid RMB appreciation in 2011, 
investors have refocused attention on credit quality – 
the fundamental basis of fixed income investing. That is 
why we expect Dim Sum bonds to remain an attractive 
proposition for investors, with or without the added 
attraction of RMB appreciation.

Equity Markets
It is now confirmed that China’s economy 

bottomed in the third quarter of 2012 after news that 
gross domestic product (GDP) rose 7.9 percent in the 
fourth quarter from the same period the previous year. 
This marked the first uptick in growth for two years 
and the Shanghai Composite stock index responded by 
hitting a seven-month high in January. China’s long-
awaited market rally has occurred in tandem with a 
broader move into emerging market stocks after U.S. 
avoidance of an imminent “fiscal cliff” and strong 
rhetorical support from ECB President Mario Draghi 
for peripheral Eurozone sovereign bonds, encouraging 
many investors to take a more risk-on approach to asset 
allocation. 

Crucially though, China’s recent recovery has 
also been supported by a raft of careful reforms 
designed to curtail supply and bolster demand 
for stocks. Guo Shuqing, chairman of the China 
Securities Regulatory Commission (CSRC), said 
at the Asian Financial Forum in January that the 
authorities could increase the quota tenfold for 
foreign investors putting money into the country’s 
stock markets under QFII – the Qualified Foreign 
Institutional Investor scheme. This follows a string 
of other reforms including: an easing of restrictions 
on foreign investors in July 2012 enabling QFII 
investors to hold up to 30 percent (increased from 
20 percent) of shares in any domestically-listed 
company; and in Dec. 2012 an easing of rules on 
overseas listings by Chinese companies (while 
keeping the market for domestic initial public 
offerings closed). 

In tandem with changes to the QFII scheme, 
China has also been tweaking the Qualified Domestic 
Institutional Investor (QDII) scheme – enabling 
domestic investors to put their cash into overseas 
markets. In fact, last year marked the biggest increase 
in QDII quotas so far, taking the total since inception in 
2007 to US$86 billion. Also, at some stage, mainland 
investors may be allowed to invest more freely in Hong 
Kong-listed companies.

China stocks have also come back into focus amid 
falling popularity for wealth management products (sold 
by domestic banks as a way of increasing their returns) 
and in the wake of some highly-publicised blow-ups (the 
latest being a mis-selling incident at a Shanghai branch 
of Huaxia Bank) that prompted authorities to set up 
hotlines for concerned investors. 

These wealth management products promised 
investors high yields amid the bear market for 
mainland stocks in recent years but they have been hurt 
sometimes by a lack of transparency over exactly where 
the assets involved are invested and have also helped 
fuel the huge expansion in non-bank lending (shadow 
banking) over the past few years. New RMB trust loans 
surged more than fivefold to RMB 1.29 trillion in 2012, 
rising to 8.2 percent of total financing from just 1.6 
percent in 2011, leading many economists to question 
whether official new loan and M2 money supply data 
were meaningful.    

On balance though, we believe that the long-term 
drivers in China, combined with the current cyclical 
recovery and the lessening of political risk in the Euro-
zone and the U.S., make China equities an attractive 
investment prospect in 2013. As the economic cycle 
continues to improve, fundamentals are likely to 
reassert themselves. 

We expect continued deregulation across a 
range of industries (including financials, energy and 
telecoms) to set the stage for stronger competition and 
a new wave of private sector growth. Although China’s 
move towards a “more harmonious society” and higher 
wages may place some near-term pressures on company 
earnings, from a long-term perspective we believe this 
move will put China on the path towards more balanced 
economic growth and drive earnings across a range 
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of traditional and non-traditional consumption-related 
stocks.   

Asset Management Industry
Looking at the asset management industry 

globally and given volatile markets and changing 
industry regulations, customers are looking for good 
advice more than ever. Advice has become increasingly 
important after the 2008/9 financial crisis and as 
continued market uncertainty creates a need for more 
diversified investment solutions. So within asset 
management we’ve moved from a relatively simple 
product-selling model to helping customers navigate 
their broad investment journey. This means providing 
advice before making an investment, during the course 
of an investment and even after exiting an investment, 
by updating the client on potential new opportunities 
and strategies. 

Such advice includes providing non-conflicted 
expert guidance and providing the tools investors 
need to make their own decisions about risk and 
rewards against an increasingly complex investment 
backdrop. To provide such advice requires expansion 
of customer touch-points beyond face-to-face 
meetings and telephone calls to new avenues, such 
as more sophisticated web and mobile platforms. 
Customer interaction and investor education should 
be paramount in the overall guidance framework we 
provide.   

In conjunction with this move from product-
se l l ing  to  a  b roader  adv ice-based  approach , 
regulators around the world are stepping up efforts 
to address perceived conflicts of interest between on 
the one hand, product manufacturers (not just asset 
management companies but all manufacturers of 
financial services products) and on the other hand, 
the distributors of those products to clients. These 
are the key challenges the industry is facing today, 
and we believe that being independent and providing 
a thorough guidance framework for clients are both 
potentially important advantages in dealing with 
them. This is particularly so given that the one-
stop shop global banking model – as asset gatherer, 
product manufacturer and distributor of financial 

services – continues to unwind. 
The customer is gaining more power over the 

risk/reward decision, which should not be perceived 
as a negative shift. Clients are increasingly discerning 
and obviously wish to have access to the best-
performing (and risk-diversifying) global investment 
themes at any given time. This is another point to 
stress – achieving a ‘good’ investment outcome for the 
customer is the ultimate litmus test of success. Even 
if we do everything else right, achieving competitive 
returns and demonstrating a long-term track record of 
outperformance against benchmarks and peers, remains 
critical. Building the capacity to deliver these global 
investment solutions is not an easy feat.

Given the market volatility of the past few years, 
it is more important than ever for wealth managers (and 
investment solution providers) to know exactly what 
their clients want. Recent studies have shown that Asian 
high net worth (HNW) clients are generally younger 
and tend to be focused on wealth accumulation, whereas 
Western HNW clients tend to be focused on wealth 
preservation. However, given an increasingly complex 
market backdrop, what is clear is that all clients require 
first-class guidance and information to make their 
investment decisions. 

Whatever local differences may exist, clients all 
around the world expect reliability, trustworthiness 
and full transparency from their relationship manager. 
Other key attributes are product knowledge and overall 
investment advice. Furthermore, relationship managers 
should be approachable through multiple channels 
even though the personal touch remains of paramount 
importance. The importance of client care is one reason 
why human capital – hiring the right people, ongoing 
training and up-skilling – are of vital importance to the 
global wealth management industry, including asset 
management. 

Clearly China has been subject to major financial 
reform in the past decade. In the course of this year, 
we have watched with keen interest the wide range 
of regulatory reforms that the CSRC has introduced, 
including:

a) introducing the third party funds distribution 
business license;  
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b) relaxing the individual ownership of fund 
management companies;  

c) allowing asset management companies to 
establish subsidiaries.

All of these reforms and initiatives will have a 
far-reaching impact on the development of the industry 
and the CSRC is moving in the right direction. It is 
not an easy task to regulate the fastest-growing and 
most vibrant capital market in the world. At Fidelity, 
we believe we can bring our years of expertise and 
experience to this market in a productive and mutually 
advantageous way, as China gradually opens its 
markets. 

As CSRC chairman Guo Shuqing observed 
in a speech last year, China’s wealth management 
industry is still in its infancy, providing challenges and 
opportunities. Development of the wealth management 
industry can help promote broad economic development 
and ongoing reform of China’s capital markets. 
China’s wealth managers can benefit from international 
experience, so that professional wealth management 
expertise can be shared. 

Looking ahead, the landscape of the global wealth 
management industry will likely change significantly 
amid rising competition and regulatory change, and as 
technology and markets continue to evolve. Only those 
players who can adapt to this change will continue to 
survive. Emerging giants, such as China and India, will 
likely fuel the growth in global wealth. 

According to a recent study by the Boston 
Consulting Group, private wealth in India and China 
is projected to increase at CAGRs of 19 percent and 
15 percent, respectively, from year-end 2011 through 
2016 – much faster than the global forecast of about 4 
to 5 percent annually. Traditional wealth managers will 
likely have a difficult time capturing these opportunities 
unless they are among the few already well-positioned 
in those countries.

In China, there is much progress to be made in 
terms of offering more diversified portfolios, developing 
long-term investment principles and building stronger 
research platforms. Once the above are achieved, 
wealth managers can focus on building brands and 
reputations for providing the highest-quality investment 

performance coupled with first-class customer service, 
which will build public trust. Regulators can help by 
continuing to harmonize and fortify the supervisory 
regime. We agree that it is ultimately in China’s interest 
to have a robust wealth management industry focused 
on long-term principles.

Conclusion
To conclude, perhaps we need to go back to Deng 

Xiaoping and the city of Shenzhen for a guide post as 
to where financial deregulation in China is headed. The 
country’s first special economic zone was established 
in Shenzhen in 1980 and it has been a touchstone for 
China’s economic reform agenda ever since. 

Fast forward to 2012 and we had the launch of 
the Qianhai Shenzhen Hong Kong Modern Service 
Industry Zone, giving the port district of Shenzhen the 
right to implement pilot policies across a range of areas 
including finance, logistics, information services and 
technology and professional services. Crucially, Qianhai 
will act as a hub for cross-border RMB business and for 
the transmission of offshore RMB capital from Hong 
Kong to China.   

China and the West then are currently headed in 
different directions, mainly because of their contrasting 
historical perspectives. The West is attempting to curtail 
past excesses in the banking sector, come up with 
smarter regulations and to require more transparency in 
increasingly complicated financial markets. 

China meanwhile is gradually speeding up its 
process of overall financial reform, although it has 
learned from some of the improvements to Western 
regulation, as can be seen in the CSRC’s recent warning 
to banks in Shanghai to improve risk management and 
find a balance between business expansion and risk 
prevention. 

China still has a distance to travel in terms of 
matching the openness of Western markets but it 
is taking steps to get there. Ultimately both sides 
are addressing the same basic need – which is the 
desire of people all over the world to increase their 
wealth and to have that wealth protected, as they 
journey towards what should be a healthy and secure 
retirement. 
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China's private economy is inextricably linked to 
socialism with Chinese characteristics. One only needs 
to look at National Congress of the Communist Party of 
China (CPC) starting from the 12th Congress in 1982 
to the 18th Congress in 2012 to see that the agenda has 
always adheres to socialism with Chinese characteristics 
and that the development of the private economy takes 
a big step forward after each National Party Congress. 

Ideological Emancipation of Private Sector
 Development

The 12th CPC National Congress in 1982 
recognized that the individual economy is a necessary 
and useful complement to the socialist public economy 
and it adopted the 1982 Constitution. There were a total 
of 2.61 million individual industrial and commercial 
households across the country in that year. Previously, 
the self-employed were seen as the "tail of capitalism."

The 13th CPC National Congress in 1987 put 
forward the theory of the primary stage of socialism, 
and provided a theoretical basis for the legal status of 
the private sector. A constitutional amendment in 1988 
recognized that the private economy is a supplement to 
the socialist public economy. More than 90,000 private 
enterprises mushroomed in the same year. 

Deng Xiaoping made speeches during his southern 
tour in 1992 and the thinking of the entire Party was 

The 18th CPC National Congress 
and its Significance to Private 
Enterprises 

 President of the All China Private Enterprises Federation, Chairman of the China Society of 
Private Economy Research Bao Yujun

liberated even further. The 14th CPC National Congress 
that was convened in the same year established the 
reform objectives of the socialist market economic 
system. The number of private enterprises grew to 
139,000 by the end of the year.

The 15th CPC National Congress in 1997 
established the basic economic system of the primary 
stage of socialism, and the individual and private 
economies were elevated from "complementary" 
economies that were outside the system to "important 
components” within the socialist market economic 
system. “Equal treatment and equal competition” in the 
market economic system with respect to all types of 
ownership economy was put forward for the first time. 
The number of private enterprises grew to 970,000 by 
the end of the year.

The 16th CPC National Congress in 2002 
put forward the important thinking of the Three 
Represents and adhered to the principles of the Two 
Unwavering and One Unity, i.e. to unwaveringly 
consolidate and develop the public sector economy, 
and to unwaveringly encourage, support and guide the 
development of individual, private and other non-public 
economies, with the two united in the entire process of 
socialist construction. The distribution principle which 
combines distribution according to work and the size 
of contribution of the factors of production was put 
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forward as well. The Congress also recognized the self-
employed, private enterprises and other new members 
of society as "builders of socialism." Protection of 
private property and respect for and protection of 
human rights were put forward. Qualified private 
entrepreneurs were also allowed to join the Party. The 
number of private enterprises grew to 2.43 million that 
year. It was particularly encouraging that seven Party 
representatives in the 16th CPC National Congress were 
private entrepreneurs.

The 17th CPC National Congress in 2007 
reaffirmed the spirit of the 16th Congress and stressed 
the implementation of "fair competition" and "equal 
protection" for private and public-owned enterprises. 
The number of private enterprises grew to 6.03 million 
that year and 17 Party representatives in the 17th CPC 
National Congress were private entrepreneurs.

The 18th CPC National Congress in 2012 
reaffirmed the spirit of the 16th and 17th Congresses 
and put forward the principle of equal use of production 
factors, fair competition and equal protection for the 
private economy. It also put forward for the first time 
the principles of democracy and the law of “Equality 
in Power, Opportunities and Rules.” Thirty-four of 
the 2,270 Party representatives at the Congress were 
representatives of private enterprises. There were a 
total of 10.85 million private enterprises as of the end 
of 2012, with total registered capital of more than 31 
trillion yuan and a total of 22 million investors. There 
were more than 40 million individual industrial and 
commercial households which collectively employed 
more than 80 million people. More than 75 percent 
of the workforce in the country was employed by 
individual and private enterprises.

There are two important revelations in the brief 
review above. First, the development of the private 
economy in China is synchronized with the recognition 
of the ruling party on the path of socialism with 
Chinese characteristics. The extent of progress in 
reform and opening up and the extent of development 
of China's private economy are determined by the 
extent to which the ruling party recognized the path of 
socialism with Chinese characteristics. Judging from 
the “Eight Do’s” in the 18th CPC National Congress 

on socialism with Chinese characteristics, especially 
the views on “adhering to the dominant position of the 
people,” “adhering to the liberation and development of 
productive forces” and “adhering to reform and opening 
up,” China's private economy is set to see greater and 
more sustained developments going forward.

Second, China's private economy has made 
significant contributions to the construction of socialism 
with Chinese characteristics, including economic 
construction, political construction, social development, 
and ecological civilization. It has become an important 
component under the leadership of the CPC. The fate of 
the private economy is closely intertwined with the fate 
of the road of socialism with Chinese characteristics and 
the fate of the ruling party. All will flourish when one 
flourishes and conversely, all will wither if one withers. 
They are not merely “allies” and they are not the target 
of “transformation and elimination.” Any thinking, 
structure, system, policy, law or regulation that hinders 
or prevents development of the private economy should 
be removed and any act that harms or violates the 
legitimate rights and interests of private enterprises 
should be severely dealt with according to the law.

Development Opportunities amidst Building a 
Moderately Prosperous Society

“Comprehensive Development in Two Aspects” 
(i.e. comprehensively building a moderately prosperous 
society and comprehensively deepening reforms) put 
forward in the 18th CPC National Congress presented 
immense development potential and rare historical 
opportunities for China's private economy.

The 18th CPC National Congress declared to 
the world that China’s goal is to complete the building 
of a moderately prosperous society in all respects by 
2020. In addition to economic goals, this also entails 
political, cultural, social, ecological, and environmental 
goals. The economic goal is to double the country's 
gross domestic product and per capita income for its 
population by 2020 compared to 2010 levels, while 
ensuring effectiveness, efficiency enhancement and 
sustainable development. To the private economy, this 
is a heavy task as well as a rare opportunity. 

As one of the “three engines” driving China’s 



216  2013 博鳌亚洲论坛会刊

Reform & Transformation

变革与转型

economic growth, the private economy is set to play 
the lead role. Due to the constraints of the global 
environment, the pulling effect of import and export 
trade – one of the “three engines”-will diminish over 
the next few years and pale in comparison to the past 
decade. China’s economic growth will then depend on 
the two “engines” that are related to domestic demand, 
i.e. consumption and efficient investment.

Consumption in China has been seeing annual 
growth of 13-15 percent in the past decade. Going 
forward, it is unlikely to grow rapidly even if the 
country is to reform its distribution system. According 
to the analysis of the National Bureau of Statistics, 
China’s GDP grew by 7.8 percent in 2012; contribution 
of consumption to GDP was 51.8 percent; contribution 
of investment was 50.4 percent; contribution of net 
exports was -2.2 percent (although figures released 
by the General Administration of Customs on Feb. 7, 
2012 stated that contribution of China’s net exports, i.e. 
trade surplus, to the country’s GDP was 9.6 percent). 
Regardless of the method of calculation, China’s 
dependence on foreign trade for economic development 
will definitely show a downward trend going forward 
(its dependence on foreign trade peaked at 67 percent in 
2006 and dropped to 47 percent in 2012).

It can be expected that China’s economic growth 
will mainly depend on efficient investment from now 
until 2020. Fixed asset investment (FAI) in the country 
has been posting annual growth of more than 20 percent 
since the beginning of the century. There is inertia in 
FAI and any slamming of the brakes will have an even 
greater negative effect on the economy. Investment 
growth as approved by the National People's Congress 
was 18 percent but actual growth was 20.6 percent. Real 
growth after deducting price factors was 19.3 percent. 
Total investment in absolute value was 36.48 trillion 
yuan. Using 36.48 trillion yuan as the base number 
would imply annual investment of at least 40 trillion 
yuan, even if annual growth was to be controlled at 18 
percent. Based on such projections, annual FAI needs to 
be at least 400 trillion yuan in the eight years between 
2012 and 2020, which is an astronomical figure. 

It is impossible to meet demand without private 
investment. The facts are obvious – public finances of 

the government need to be used to protect and improve 
people's livelihood and can no longer act as a source of 
investment; investment using state capital needs to be 
in areas and industries related to national security and it 
is impossible for state capital to be used in large-scale 
investment in areas with general competition. FAI can 
and should only rely on private capital. 

We have in fact seen changes in this direction 
in recent years. The private economy accounted for 
more than half of China’s FAI in 2011 and the figure 
exceeded 61 percent in 2012. It is set to increase year by 
year over the next eight years and is expected to reach 
at least 80 percent or so. Otherwise, it would be difficult 
for China to achieve its goal of doubling its GDP and 
per capita income. 

This requires government departments at all levels 
to conscientiously implement the “Old 36 Articles” 
(Opinions of the State Council on Encouraging, 
Supporting and Guiding the Development of Individual, 
Private and Other Non-public Sectors of the Economy) 
and “New 36 Articles” (Opinions of the State Council 
on Encouraging and Guiding the Healthy Development 
of Private Investment), open the door to various sectors 
of the national economy and allow private capital to 
enter various sectors, including financial services, 
transportation, communications, energy, railway, 
education and health in particular. 

The primary concern of private enterprises will no 
longer be about being given the room to invest. Instead, 
it will be about possessing the strength (both “hard” and 
“soft”) to engage in investment and development.

Comprehensive Reform Space for Growth 
The 18th CPC National Congress emphasized 

that greater political courage and wisdom are required 
to build a moderately prosperous society. It also 
stressed that there is need to seize the opportunity to 
deepen the reform in key areas and resolutely discard 
all notions and systems that hinder efforts to pursue 
development in a scientific way. The Congress called 
for the establishment of comprehensive, scientific, 
standardized and effective systems to enhance maturity 
and consistency in all aspects. 

In today’s China, with respect to notions and 
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systems that hinder efforts to pursue development in 
a scientific way, inequality is the key concern in the 
private economy. It was precisely with this in mind 
that the 18th CPC National Congress pointed out 
that the crux of handling the relationship between 
the government and the market lies in reform of the 
economic system. Greater respect for the laws of the 
market is needed so that the market can play its basic 
role in resource allocation. The regulatory and service 
roles of the government need to be given better play 
as well. What are the laws of the market? They are 
fair competition and survival of the fittest. The market 
economy is also economy ruled by law. It is the 
allocation of resources by the market rather than by 
administrative power. 

Hence, the promotion of separation of government 
from enterprise, separation of government from capital, 
separation of government from institutional units and 
separation of government from social organizations 
needs to be deepened. Reform of the administrative 
examination and approval system needs to be deepened 
and decentralization should continue. The key roles of 
the government are to create a favorable environment 
for development, provide quality public services and 
safeguard social fairness and justice. It can be foreseen 
that with the transformation of government roles, 
private enterprises will see significant improvements 
in terms of the difficulties that they encounter in their 
operations and the complexity in their applications for 
examination and approval. They will no longer need 
to devote too much time and resources on establishing 
connections and looking for "backers." Instead, they can 
focus on their own developments.

There have been several bottlenecks in the 
development of the private economy. In addition to 
lack of transparency in market access and complex 
examination and approval procedures, there are also 
the issues of heavy tax burden, financing difficulties, 
high financing costs and a lack of a sound protection 
mechanism for rights and interests. The 18th CPC 
National Congress laid down the direction and methods 
for resolving these issues, i.e. to deepen reform of 
the administrative, fiscal and taxation, and financial 
systems; fully promote the rule of law; improve 

constraints and oversight mechanisms for power; 
deepen the reform of the judicial system, to ensure that 
judicial and procuratorial organs exercise their judicial 
and prosecutorial power independently and impartially. 
The equal competitive status of the private economy 
will be ensured and the development potential of the 
private economy will grow significantly as long as the 
above is conscientiously implemented. 

The ambitious goals set by the 18th CPC National 
Congress and the daunting tasks that they entail also 
present a great challenge to private enterprises. This is 
mainly because of three factors. 

First ,  there is  the change in the mode of 
development. Can private enterprises consciously 
take the initiative to adapt to the strategic economic 
restructuring? 

Second, can private enterprises play a major 
role in the implementation of the country’s strategy 
of innovation-driven development? Third, can private 
enterprises find their rightful positions accurately and 
in a timely manner in the strategy of promoting the 
integration of urban and rural development?

The 18th CPC National Congress called for 
the focusing of efforts to resolve major structural 
issues that impede sustained and healthy economic 
development, with the emphasis on improving the 
structure of demand, optimizing the industrial structure 
and promoting coordinated regional development and 
urbanization. There are two key points in this objective, 
namely expansion of domestic demand and development 
of the real economy. Both call for adherence to the 
strategy of innovation-driven development. 

Hence, for private enterprises, their rise or 
fall will hinge on whether they can persevere in the 
innovation of their system, management, technology, 
and operat ions.  The Chinese government  has 
strengthened macroeconomic regulation and control 
in recent years to cope with the global financial crisis. 
The private economy has encountered many new 
difficulties in its development and many have appealed 
to the government on behalf of private enterprises, 
calling for the government to improve macro-control 
and reduce the burden on the private economy as well 
as create equal opportunities for development. All these 
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are highly essential and they have in fact attracted the 
attention of the government. The latter is gradually 
adopting measures to improve the situation and further 
upturn is expected. 

However, a key point to note is that the macro-
environment cannot be used to cover up the weaknesses 
and problems of private enterprises. Private enterprises 
should reflect on themselves and understand the 
problems that may exist in their systems, mechanisms, 
management or operations. There is a pressing need 
from them to improve and elevate themselves through 
learning and practice.

For the vast majority of private enterprises, their 
priority, or rather their biggest challenge, is whether they 
can break through the traditional development model 
of "going it alone" and switch to joint development or 
mergers and reorganizations. The biggest advantages of 
private enterprises are clear property rights and strong 
momentum. These are the same advantages that help 
them to overcome obstacles and arrive at where they 
are today. However, historical developments to the 
present day mean that issues related to these advantages 
are slowly emerging such as closed property rights, 
inadequate strength, backward management, and lack of 
innovation. 

Faced with increasingly intense competition in the 
world, investment projects that easily run into several 
hundred millions or even billions, and rapidly changing 
technological achievements and new products, private 
enterprises can no longer turn to their single-handed 
approach and simply rely on themselves, or use the 
management methods that they adopted when they were 
first established. Given the current situation, private 
enterprises need to display the spirit of entrepreneurship, 
be innovative in their systems and mechanisms, break 
free from the shackles of closed property rights, seek 
joint development and make the transition from “big 
business owners” and “small business owners” to 
entrepreneurs.

Joint development is by no means an artificial 
gathering of enterprises regardless of caliber or 
“public-private partnerships” under a “transformation 
of capital.” Instead, it is the establishment of joint-
stock companies and a modern enterprise system with 

capital as the link, as well as the implementation of 
corporate governance. This is a profound transformation 
of systems and mechanisms that Chinese private 
enterprises have to face sooner or later. Out of the 
existing 10.85 million private enterprises, less than 
40,000 are true joint-stock companies established 
according to the modern enterprise system. More than 
98 percent of private enterprises in China have unitary 
ownership structures and posses limited strength 
(average registered capital of approximately 3 million 
yuan). Their management is backwards (mostly family-
run) and they find it difficult to adapt to new situations. 
The situation is pressing and it calls for innovation in 
systems.

I t  goes  wi thout  saying that  mergers  and 
reorganizations are out of the question for most private 
enterprises, given the imperfections in the existing legal 
system, lack of faith in society in general and monopoly 
in the financial system. Mergers and reorganizations 
require coordination in subjective and objective 
conditions and they are only one of the forms of joint 
development. 

For now, project cooperation is probably a more 
feasible approach for the majority of private enterprises. 
Mutual understanding will deepen when they work on 
more projects together and this will in turn result in the 
desire for further cooperation. The mutual holding of 
interests in members of business associations among 
business associations from various regions can also 
lead to joint development. The “New Third Board” 
share transfer system for the OTC market that has been 
launched in Beijing and other regions also creates the 
conditions for mergers and acquisitions between private 
enterprises. 

In short, joint development, competition in 
cooperation, cooperation in competition and the gradual 
transition from private enterprises with single capital to 
private enterprises with joint capital or social capital are 
the necessary directions for the development of private 
enterprises. In addition to mergers and reorganizations, 
innovation in management, operation and technology 
is equally crucial. In a nutshell, opportunities exist for 
private enterprises that are fully prepared and highly 
qualified.
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Regulating the Real Estate 
Market amidst Urbanization

 Chairman, Beijing Huayuan Property Co., Ltd. Ren Zhiqiang

Summarizing the urbanization process of 
countries around the world, the Northam Curve showed 
that growth of a country is slow when its urbanization 
rate is lower than 30 percent. The country would 
experience rapid growth when its urbanization rate 
exceeds 30 percent and then resume slow growth when 
its urbanization rate exceeds 70 percent. 

China is currently in the stage of rapid growth 
in its development and its urbanization rate is set to 
maintain rapid growth over the next few decades. 

As such, having a clear understanding of China's 
current stage of development is the precondition and 
foundation to devising the best regulatory and control 
policies.

Low Rate of Urbanization due to Institutional Factors
China's urbanization rate is only 51 percent 

currently. The urbanization rate of household registered 
population in the country is only 35 percent, which is 
roughly equivalent to the rate in Germany before World 
War I.

That fact that China's urbanization rate is far 
below that of developed countries is not merely 
because China is economically backwards. It is to a 
greater extent due to the backwardness of its system. 
Urbanization in post-liberation China was interrupted by 
the Great Leap Forward in which restricted urbanization 

was the mainstay of the system due to hunger, and the 
household registration system and planned economy 
can be said to have canceled out the effect of population 
migration. Under these conditions that strictly regulated 
human rights, there was simply no way for urbanization 
to take shape reasonably.

Urbanization in China in the true sense of the 
word actually began after the Cultural Revolution with 
the reform and opening up of the country. China’s 
urbanization rate was only 17.9 percent in 1978 but it 
began to rise after the land contract system liberated 
farmers from the land.

The rapid growth of urbanization rate began after 
Deng Xiaoping made speeches during his southern 
tour. Market-oriented reforms broke the confines of 
the planned economy and injected vitality to growth 
in urban economy. The flow of human resources 
and capital bestowed upon the people the right to 
participate in the market economy and only then did the 
urbanization rate in China begin to undergo tremendous 
change.

Urbanization is not simply changes in physical 
forms as a result of renovations and expansions. It is 
a deep structural change driven by the development 
of non-agricultural employment. Development in 
urbanization would not have occurred without such 
people-oriented changes that were based on job and 

Reform & Transformation

变革与转型
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wealth creation. 
Before the reform and opening up of China, there 

were only fourteen buildings in Beijing that were more 
than eight stories high. Beijing became a metropolis of 
skyscrapers after China opened its doors to the outside 
world and the facade of the city underwent dramatic 
changes.

Urbanization Should be Separated from Administrative 
Planning

However, simply changing the facade of a city 
will not enhance the city’s ability to attract inhabitants. 
Some Tier III and Tier IV cities saw their populations 
dwindle even after city squares and taller buildings 
were built and roads were widened. 

The decision to choose an urban life is not 
determined by the existence of skyscrapers or city 
squares or the urban setting as opposed to a rural one. It 
is fundamentally determined by the lure of the place in 
question.

There are many “cities” in Zhejiang, albeit not 
according to the administrative definition of the word. 
These areas that are not really cities or villages broke 
the constraints of cities and villages and became 
densely populated “cities.” The large number of non-
farm jobs and bazaars give these areas the core of urban 
development. Although they did not become cities 
according to the administrative demarcation of the 
government, one has to admit that they have become 
cities in both form and size in terms of lifestyle and 
their management.

Historically, many cities in China were formed 
because of fiefs or the stationing of troops. Many were 
at where local authorities were located. The history of 
focusing on agriculture while suppressing commerce, 
dominance of fiefdoms, and division of land due to war 
meant that many cities were tied to officialdom and 
defense.

Centralization of authority was the emphasis of 
a feudal and imperial society that spanned thousands 
of years. As such, even the level of any city was 
determined by the centralized authority. However, this 
runs counter to the concept for the formation of the 
modern society.

The formation of modern Chinese cities is 
almost the same as that in the traditional way, with 
administrative levels of towns, townships, counties 
or municipalities as approved by the government. 
Population size can differ by a hundred times between 
counties, with the population of the smallest county in 
tens of thousands while the population of the largest 
county is in tens of millions.

Can urbanization come from administrative 
planning by a government? Perhaps this is possible only 
in China.

Globally, urbanization is the result of free choice. 
It is not ruled territories but the gathering of markets 
and employment opportunities. 

Population movements arising from trade 
development, industrialization and concentration of 
capital develop into urbanization under the premise of 
freedom of movement and freedom in the choice of 
residence.

Protecting Civil Rights of Migrants  
Presen t ly,  the  mos t  impor tan t  f ac to r  in 

urbanization in China is the movement of economic and 
political rights with movements in human rights. Only a 
system that protects the rights of the citizens in motion 
(including the rights of property and freedom), and not 
a system that is restricted by household registration 
and results in a separation between the rights of the 
citizens and their physical movements, can promote 
urbanization.

Even imperial cities in history were in fact the 
result of population movements. For example, although 
the imperial city of Beijing in history was not the result 
of aboriginal population growth, the influx of artisans 
and labor migrants during the construction of the city 
and the large number of people that was attracted by 
the robust trade and education system brought about the 
formation of the city. It should be noted that the citizen 
rights of these mobile populations moved together with 
them.

Simply put, urbanization is a clustering effect of 
free movements of people on the basis that their social 
and economic rights are protected.

The problem of urbanization in China lies 
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precisely in the restriction of its system to freedom 
of human rights movements as well as other related 
rights that are incidental to the physical movement of a 
person.

The fac t  tha t  China  cannot  achieve  rea l 
urbanization is fundamentally due to its system that 
restricts various rights with household registration. 
These rights include farmers' employment rights, the 
right to vote and the right to participate in political 
activities, as well as residence rights, labor rights, health 
care rights, the right to education, reproductive rights, 
custody rights, the rights to realize land and housing 
and other related rights. Farmers blend into the urban 
way of life but their other rights are denied in the cities 
that they live in. As such, they are not recognized as 
residents of these cities and non-farm employment is 
not truly achieved.

Using Coase's Theory to explain this phenomenon 
in China, Professor Zhou Qiren said that, “the nature 
of transactions is the handover of rights, rather than 
the physical transposition of specific goods, services or 
assets.” 

Presently, urbanization in China mostly refers to 
the physical transposition of people and what is lacks is 
the handover of rights.

Necessary Change in Regulation and Control 
Regulatory and control measures for the real 

estate market in China that have been implemented in 
recent years are known to be de-urbanization practices 
and they are all restricted to the physical form of urban 
construction. None of these policies address in terms of 
the system the issue of rights protection and transfer in 
urbanization. 

As such, it is impossible that these policies give 
the right to freedom of choice to citizens or farmers. 
Farmers can only cling on to their land and protect 
whatever rights that they have left.

Even in the case of regulatory and control policies 
that mainly reflect urban changes in the physical form, 
it can also be seen that they are mainly policies that 
restrict the movement of farmers to cities. 

For example, restricting the right to purchase 
using urban household registration or restricting the 

right to purchase using tax and labor insurance is a 
form of discrimination against farmers, or rather, an 
infringement of the right to freely relocate.

In the context of rapid urbanization, farmers need 
to possess land property rights for urbanization to be 
truly achieved. 

Farmers should be able to use land as the capital 
for their move to cities and they should be allowed the 
freedom to choose their occupations and the ways for 
them to acquire wealth and rights.

Differences in the rights of the people arising 
from the system of household registration should be 
eliminated as well. Farmers should have the freedom 
to decide where they want to live and the type of 
employment that they engage in. Any other rights of 
the people should be allowed to move with population 
movements.

The role of urbanization is to expand non-farm 
employment and allow more people to break free from 
the constraints of agricultural employment through the 
concentration of industries and jobs. The physical form 
of residence is not a sign of successful urbanization. 
Even if a greater number of people choose not to live 
in cities because of the development of the Internet, the 
creation of their jobs and wealth come from non-farm 
labor in cities.

All existing conditions that restrict population 
movements and the movement of rights with population 
movements need to be changed so as to eventually 
achieve expansion of urbanization and the substantive 
contents of urbanization.

This calls for the government to withdraw from 
the market economy and for the tax system and transfer 
payments to move with population movements, rather 
than with account transfers. The existing land system 
should be changed to give real land rights to farmers, so 
that citizens have the freedom of choice.

True  regula tory  and  cont ro l  po l ic ies  on 
urbanization need to move away from regulating and 
controlling the physical changes of cities, and look at 
transformation and innovation of the system instead, 
so as to truly achieve not only a transfer of living 
conditions, but urbanization of the rights of the citizens 
as well.
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When historians of global commerce relations 
study the first decade of the 21st Century, I believe 
they will conclude that it was a pivotal chapter in the 
relationship between China and Latin America. 

During that decade, the rise of China realigned 
Latin America’s trade patterns and permanently 
changed the structure of global markets for many of 
its key products. China’s emergence had an impact on 
regional commerce as well. Since 2000, trade between 
Latin America and Asia as a whole has grown at the 
extraordinary rate of 20.5 percent per year, reaching 
an estimated US$ 442 billion in 2011. In fact, Asia 
now accounts for 21 percent of Latin America’s 
total trade, second only to the United States. This 
unprecedented expansion in commerce has not just 
been good for economic growth. It has also helped to 
create tens of millions of new jobs, lifting hundreds of 
millions of people out of poverty. For both China and 
Latin America, rising trade has clearly translated into 
economic opportunity, improved social welfare, and an 
expanding middle class.

But it is now time to pause and reflect on what the 
next chapter in this relationship should be about, and 
to imagine what kind of opportunities people in China 
and Latin will expect to have 10 years from now. This 
article will offer an assessment of these opportunities, 
along with suggestions for how the current economic 
relationship can evolve in order to help meet these 
expectations.

Adapting to a New Reality 
In different ways, both China and Latin America 

China and Latin America in 2022
 President, the Inter-American Development Bank Luis Alberto Moreno

continue to suffer the repercussions of the financial crisis 
in Europe and weak recovery in the United States, and it is 
now reasonable to expect that a full return to growth in the 
industrialized world will take several years. 

In China, the government has already begun 
a comprehensive revision of its economic strategy 
to reflect this external reality, and to anticipate the 
profound changes taking place within China as well. 
China’s 12th Five-Year Plan calls for a shift from 
the export-led growth model to a greater reliance on 
domestic demand and household consumption, for 
example. China is also moving rapidly up the value 
chain, building on its strength in manufacturing to 
expand into services.

These shifts will complement other trends in 
Chinese society, such as rising wages and impressive 
gains in the coverage and quality of higher education. 
Combined with massive investments in science, research 
and technology, these rising education levels will 
accelerate China’s transition to a creative, knowledge-
based economy in which design and innovation become 
the drivers of growth.

At the same time, China will continue its 
evolution from a rural to a primarily urban society. With 
rural-to-urban migration averaging 20 to 30 million 
people per year, China’s cities will expand by an 
estimated 300 million people by 2030. Higher incomes 
and higher education will mean rising expectations, of 
course. People moving into these new cities will want 
comfortable housing, clean air and green spaces, good 
schools for their children, affordable healthcare, and 
reliable safety nets for the elderly. 

Sustainable Development

可持续发展
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Latin America is very different from China, of 
course, but in the coming decade it will face many of 
the same challenges. The Inter-American Development 
Bank recently published the Chinese edition of “The 
decade of Latin America and the Caribbean: A real 
opportunity.” This study points out that in an optimistic 
scenario, with annual growth averaging around 4.8 
percent per year, Latin America’s per capita income will 
double by 2030, and the middle class will expand to 75 
percent of the population. That would mean that 500 
million people in Latin America would have the means 
to achieve an improved quality of life. 

Like China, Latin America is also under intense 
pressure to diversify its productive model. But Latin 
America’s challenge is to expand manufacturing while 
simultaneously moving into higher value services. 
In order to do so the region will have to make vast 
improvements in productivity, while investing much 
more heavily in education and technology. 

Latin America is already 80 percent urban. But in 
addition to improving the infrastructure and services of our 
megacities, its countries are struggling to provide clean, 
safe and sustainable living conditions in more than 500 
“emerging cities” with populations below 2 million. By 
2050, more than one-fourth of Latin America’s population 
will be more than 60 years old. Like China, Latin America 
must find ways to guarantee healthcare and adequate 
pensions for these citizens in the years ahead. 

Benefits of Greater Direct Investment
To address this new set of challenges, China and 

Latin America must also adjust and strengthen their 
commercial relationship. As many trade experts have 
already observed, this process should begin by seeking 
to achieve a more balanced trade patterns. Trade during 
the past decade has been dominated by a one-way 
commodity-for-manufacturing pattern, and by trade 
imbalances that have favored China. The imbalance 
amounted to 30 percent of total trade in 2010, or the 
equivalent of a US$ 96 billion deficit.

The best way to achieve a more balanced 
relat ionship is  to encourage more diversif ied 
opportunities for direct investment between China 
and Latin America, and to enable the most innovative 

companies to set up local manufacturing operations and 
introduce new products and services. This process has 
already begun. Direct investments by China in Latin 
America have grown from virtually nothing in 2004 
to more than US$ 1 billion a year in 2010. For its part, 
between 2006 and 2012 Latin America made cumulative 
investments in China of around US$ 858 million, while 
several billion dollars of additional planned investments 
have been announced. 

Not surprisingly, most of the capital invested so 
far has gone to natural resource sectors such as mining, 
energy and metals. These investments are critical to 
deepening the foundation of our trade relationship. 

However, many companies are now looking 
past natural resources to explore opportunities in 
manufacturing, infrastructure, agriculture and even 
consumer goods. From its regional headquarters in 
Mexico City, for example, Huawei has established 
19 offices across Latin America, which along with three 
software R&D centers and three training centers employ 
more than 4,500 people. ZTE has announced plans to 
build Brazil’s biggest telecommunications research, 
production and training center in São Paulo, where it will 
also be manufacturing tablets, mobile phones and telecoms 
infrastructure. In Argentina, the Chinese chemicals firm 
Shaanxi has opened a facility to produce fertilizers. In 
Mexico, Lenovo is manufacturing computers, Golden 
Dragon is producing parts for U.S. appliance makers, and 
Sinotex is making textiles. Chinese automobile makers 
such as Chery, Foton Motors, JAC and Hebei Zhongxing 
have opened plants in Brazil, Mexico, Venezuela and 
Uruguay, with a view to supplying local markets and export 
to neighboring countries. 

These investments will produce multiple benefits 
for both China and Latina America. By establishing a 
local manufacturing presence, Chinese companies will 
lower their transportation costs to markets in North, 
Central and South America, of course. And as wages 
in China and Latin America continue to converge in 
the years ahead, this local presence will offer even 
greater advantages to Chinese manufacturers. For 
Latin America, these investments generate local jobs, 
and they offer an opportunity to learn from China’s 
tremendous technologic and management skills. 
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China should not underestimate the goodwill 
that this local manufacturing presence can generate, 
particularly in countries that are anxious about their 
current trade imbalance. These new factories offer 
strong evidence that China is committed to fostering 
prosperity on both sides of the Pacific. 

Latin American companies have shown a growing 
commitment to bring capital and productive capacity 
to China. The IDB has just published a study entitled 
“Pathways to China: The Story of Latin Firms in 
the Chinese Market.” Our specialists examined 86 
companies that have established a presence in your 
country, with the goal of deriving broad lessons from 
their experience. In addition to the multinationals 
mentioned earlier, such as Brazil’s Vale and Embraer, 
Mexico’s Cemex and Chile Sigdo Koppers, a variety of 
service, food and manufacturing companies from Latin 
America are betting on China. 

Mexico’s Grupo Bimbo, for example, has 
acquired several local firms and is now among the 10 
most important bakery companies in China. In fact, 
Bimbo's growth rate in China outpaces that in the U.S. 
and many other countries where it does business. Last 
year Marfrig, Latin America’s second-largest beef 
producer, formed two new joint ventures in China with 
a total investment worth US$ 309 million. Its goal is to 
position itself with vertically integrated operations to 
meet the rising demand for food in the Chinese market. 
Argentina’s Tenaris, the world’s leading supplier of 
tubular products, now produces 40,000 tons of premium 
joints at its factory in Quingdao, supplying customers 
in China and around the world. Brazil’s WEG, an 
important producer of electrical motors and industrial 
equipment, employs 620 people at its factory in 
Nantong and has become one of the leading producers 
of high-efficiency motors in China. Another Brazilian 
firm, Stefanini, is building a presence in Jilin province 
to provide software development and BPO services 
to clients in the automotive industries. And dozens of 
other Latin American companies in the food, logistics, 
and professional services sectors are working to expand 
their presence in China. 

In conclusion, there is ample evidence today that 
companies from China and Latin America are capable 

of bringing factories, jobs and higher-value products 
and services to each other’s markets. These are the 
kinds of jobs and services that our increasingly affluent 
societies will demand in the coming decade. 

The problem is that these investments are still too 
small in proportion to the size of our trade relationship. 
While China accounts for less than 1 percent of all FDI 
flows into Latin America, for example, China’s trade 
with our region amounts to more than 11 percent of 
Latin America’s total foreign trade. And Latin America’s 
direct investments in China are also very modest. 

We need to vastly expand the scale and variety 
of FDI. This will require a much more aggressive 
effort to eliminate lingering tariffs, non-tariff barriers, 
and regulations that unfairly protect some industries 
from competition. It will also require a much more 
ambitious program of cooperation in areas where we 
have complementary strengths. But above all, it will 
require the vision to see that the greatest opportunities 
for growth in the coming decade will come not from 
the industrialized North, but rather from this vast new 
current of South-South investment and cooperation. 
This is why the IDB has made an institutional priority 
of promoting the relationship between China and Latin 
America. Last October the Bank co-organized the 6th 
China-LAC Business Summit Hangzhou to build on the 
results of a summit held two years earlier in Chengdu. 
At each of these events, hundreds of companies 
established productive contacts in areas including clean 
energy, logistics and transportation, and numerous 
trade promotion organizations established working 
relationships. The IDB is also developing a China-
LAC equity investment platform to further strengthen 
the commercial links. And the Bank is deepening 
its partnership with the CCPIT to promote trade and 
investment through matchmaking at future trade events.

When historians eventually consider this second 
decade in the relationship between China and Latin 
America, I am confident that they will describe a 
period of sustained and fruitful integration, a period of 
growing trust, deeper cultural understanding, and a rich 
cross-pollination of ideas. And above all, a period of 
harmony, in which people on both sides of the Pacific 
enjoy happier, healthier and more productive lives. 

Sustainable Development
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Rapid urbanization and economic growth have 
defined Asia’s development trajectory during the past 
three decades.  The Asian Development Bank estimates 
the region added more than one billion people to its 
cities since 1980, and projects an additional billion will 
move to urban areas by 2040.

Asia’s great urban migration – coupled with 
policies that have encouraged entrepreneurialism, 
enhanced mobility, and embraced free markets – has 
unleashed economic growth at unprecedented levels. 
This rapid transformation has been magnified in China 
– moving over 300 million people into the middle and 
upper class during the past three decades.

Former Canadian Ambassador to China, Howard 
Balloch, described the phenomenon that China is 
undergoing as an “extraordinary and rapid transition” 
from a centrally planned economy to a market economy 
with a thriving middle-class.

Urbanization has been a fundamental driver of 
China’s economic engine, transforming it to world’s 2nd 
largest economy and biggest consumer of steel, cooper 
and coal. Through skilled leaders and bold strategies, 
the economic benefits of these changes with social and 
ecological concerns will be achieved. 

Los Angeles County is dealing with many of 
the challenges facing Asia’s cities today. As a County 
Supervisor for 32 years, we have championed many 

Economic Transformation: 
Implications for Asian Urbanization

 Los Angeles County Supervisor Michael D. Antonovich 

initiatives through public-private partnerships that 
improved the livability of our urban areas. These 
include policies: reducing air pollution, expanding 
transportation, promoting alternative energy, and 
emergency preparedness. 

Asia and Los Angeles County have opportunities 
to learn from each other, and through partnership 
enhance the quality of our cities for future generations.

Los Angeles County
L.A. County’s 4,100 square miles contains 

10.1 million residents. We have the largest municipal 
governments in the United States and are governed by 
five supervisors (mayors) elected directly by the people 
to a 4-year term. I was re-elected to a 9th term this past 
November. 

We have executive, legislative and judicial 
powers in representing the county’s 88 cities, 134 
unincorporated communities. City of Los Angeles is 
just one of the 88 cities. L.A. County is the 19th largest 
economy, larger than Switzerland, and the largest 
manufacturing center in the nation.  We provide the 
municipal services from the cradle to the grave – public 
safety, medical, social service, flood control and cultural 
programs.

Los Angeles County’s budget is US$ 24.5 billion 
per year and employs 100,000 workers. Approximately 
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half of our 88 cities contract with us for their police, 
fire, and other municipal services. 

Air Quality
After  World War II ,  Southern Cal ifornia 

experienced dramatic economic growth and population 
expansion. The growth also choked the region with air 
pollution. 

Halfway across the world, Asia’s urban residents 
are struggling with the same issue. While urbanization 
and growth accelerate, air quality in Asia’s cities is 
rapidly diminishing. The region is home to half of 
the world’s most polluted cities, and air pollution 
contributes to 500,000 deaths each year in Asia. In 
China alone, the World Bank estimates the damages 
associated with air pollution amount to 3.8 percent of 
GDP. Each year in California, air pollution from motor 
vehicles is responsible for 360,000 lost workdays, 
millions of school absences, 62,000 asthma cases, 2,800 
hospital admissions and 2,400 premature deaths. 

To protect our environment and improve the 
health of our residents, the County enacted a series of 
initiatives that restored air quality to pre-1950 levels. 
These strategies range from adopting cleaner burning 
fuels to supporting alternative energy production.

In 1976, the State of California created the South 
Coast Air Quality Management District (AQMD) to 
develop and enforce air quality rules and regulations. 
The policies we adopted include shifting public and 
private fleet operators to lower emissions and purchase 
alternative fuel vehicles and providing financial 
incentives to encourage these entities to invest in 
cleaner vehicles. In response to these rules, Los Angeles 
County and the Metropolitan Transit Authority (MTA) 
both adopted alternative fuel policies to transition 
their fleets to cleaner burning vehicles. The counties 
have replaced their fleets of refuse trucks with 565 
Compressed Natural Gas (CNG) trucks. 

The new trucks improve our air quality by 
removing the emissions equivalent of 184,000 vehicles 
annually, cutting particulate matter by 98 percent, 
decreasing carbon monoxide by 80 percent, and 
reducing other greenhouse gas by 21 percent. 

The Los Angeles County Metropolitan Transit 

Authority operates the second-largest bus fleet in the 
United States. Today, the MTA, converting their entire 
fleet of dirty diesel buses to natural gas, has the largest 
all clean-burning natural gas fleet in North America. 
These buses are over 97 percent cleaner than the diesel 
buses they replaced. The result has been in reducing 
carbon monoxide by 90 percent and greenhouse gases 
by 80 percent, which means over 300,000 less tons of 
greenhouse gases annually. 

Los Angeles County’s Los Angeles and Long 
Beach ports make up the fifth largest port complex in 
the world and handle 50 percent of the nation’s cargo. 
The ports have established emission standards for trucks 
entering and exiting the ports and provided grants and 
loan subsidies to truck owners to transition to cleaner 
vehicles. Today, more than 1,600 liquefied natural gas 
trucks operate at the ports, providing cleaner emissions 
and supporting economic and environmental vitality. 

We are also working to develop inland ports along 
vital transportation corridors outside of the region’s 
densely populated areas. When completed, it will 
remove 14,000 trucks from our roads and reduce 221 
tons of air pollutants and greenhouse gases.

Transportation
Los Angeles County has an expansive freeway 

system connecting its 88 cities and unincorporated 
communities. Every day the county’s 870 highway miles 
transport more than seven million people. This volume 
of transit leads to severe congestion, air pollution, and 
$11 billion in wasted productivity and fuel annually. To 
improve our quality of life, L.A. County is investing in 
transportation systems to provide our residents more 
options.

Asia’s cities have made impressive progress in 
providing transportation options to their residents. 
Shanghai has expanded its metro system, investing 
nearly three percent of its GDP during the past decade 
to develop the world’s largest transit system. According 
to the Asian Development Bank, 80 percent of 
Shanghai’s developed area lies within a quarter-mile of 
a metro line. 

As Chairman of Los Angeles County Metropolitan 
Transit Authority, we have prioritized upgrading and 

Sustainable Development
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expanding our regional transit and rail systems. The 
MTA is the third largest public transportation system 
nationwide. The agency budgets $4.2 billion annually, 
employs 9,600 people, operates 2,238 buses with 2.4 
million weekly boarding and 88 miles of rail with 
316,000 weekly boarding. 

Over the next 30 years, the agency will invest 
$300 billion to create a regional transportation system, 
including 105 miles of rail and170 miles of high-
occupancy lanes. Metrolink, with 55 stations and 512 
miles of rail, complements the MTA’s network by 
providing heavy rail commuter service to six Southern 
California counties and nearly 1 million monthly 
passengers. Additionally, as MTA Chair and Metrolink 
board member, I am spearheading an initiative to 
connect our six regional airports to rail. Lax, the world’s 
6th busiest airport, has no rail connection. This will 
create an integrated & seamless transportation network 
that enhances mobility and creates jobs.

Alternative Energy
Los Angeles County is also making investments 

to diversify its energy portfolio. The State requires 
municipalities and utility providers to procure 33 
percent of its gas and electricity needs from renewable 
energy sources. Los Angeles County is responding by 
supporting wind, solar, and biomass harvesting, and 
investing in alternative fuel technologies including 
natural gas and hydrogen.

In our County’s Antelope Valley, the AV Solar 
Ranch One project will produce 230 megawatts of 
electricity and powers 75,000 homes, provide a zero-
emissions source of energy, displace an estimated 
140,000 tons of carbon dioxide annually, and create 400 
construction jobs.  

Public-private Partnerships (PPP)
Public-private Partnerships allow L.A. County 

to leverage private sector investments to improve its 
air quality, expand its infrastructure, and promote 
alternative energy. These projects are win-wins for the 
public & private sectors by bringing projects on-line 
quicker, creating local jobs, and allowing flexibility in 
tax dollars to be spent on other critical public services.

The Alameda Corridor project is a major PPP.  The 
first phase is a $2.4 billion 20-mile trench to provide 
a rail expressway from the ports to downtown L.A., 
funding through loans from the federal government, 
private dollars from the railroads and ports, and grants 
from the MTA. This phase has reduced transit time 
from two hours to 45 minutes, eliminated 200 at-grade 
rail crossings, reduced traffic delays at crossings by 
90 percent, cut emissions from idling vehicles by 54 
percent, and created 1,000 local jobs.  

The second phase of the project, now under 
construction, is the Alameda Corridor East to complete 
the connection from the ports to the transcontinental 
rail network east of Los Angeles. When completed, 
this project will accommodate a 160 percent increase 
in rail traffic, reduce 221 annual tons of air pollutants, 
protects 634,000 existing jobs, add 192,000new jobs, 
and improve safety at 39 rail crossings.  

L.A. County is also working with several 
local landfills to harness energy from their methane 
emissions. Chiquita Canyon Landfill – one landfill in 
my district – generates electricity to serve homes for 
our two cities, Burbank and Pasadena, while reducing 
its carbon footprint by 45,000 tons of carbon dioxide 
annually.  

Emergency Preparedness
As Asia’s cities develop, emergency preparation 

and response will need to keep pace. 
We are  doing so through comprehensive 

program of planning, cross-agency and cross-
sectoral coordination, Public-private Partnerships and 
Standardized Emergency Management Protocol. We 
also developed a hazard mitigation plan that documents 
major disaster risks and identifies future plans for 
mitigation activities. Los Angeles County established 
an emergency operations complex which facilitates 
multi-agency response between the private sectors and 
our local, state, and federal agencies through response 
training, preparedness seminars and public information.  

Asia and Los Angeles County have many 
opportunities ahead. By learning from each other and 
promoting Public-private Partnerships, we will improve 
the livability of our cities for generations to come. 



230  2013 博鳌亚洲论坛会刊

Sustainable Development

可持续发展
Sustainable Development

可持续发展

Watch any debate about the upcoming U.S. 
presidential election and you will see why the public 
relations industry is more relevant today than ever 
before. Success rests in the nuanced understanding of 
voting constituencies, the careful crafting of messages 
and the ability to communicate those messages in a 
way that hits hot buttons and sways opinion. Campaign 
strategists begin with the candidate, but also use such 
messaging to cultivate third party advocates that will 
speak out and endorse the candidate. Finally, the 
campaign management team takes the messages and 
thinks through how they should be communicated on 
television, radio, print, and through various digital 
channels that are serving as the most effective and 
efficient way to reach out to certain segments of the 
voting public. 

In my opinion this is why campaign managers 
often make the best public relations people.  They 
understand day-to-day message management, how to 
stay relevant and build support.  There is no middle 
ground in a political campaign. Campaigns are won and 
lost and the successful campaigners understand this.  

Political Campaigns and Chinese Brands 
What does this have to do with the role of PR in 

brand communications in China? Everything I believe. 
Similar to political campaigns, Chinese brands must 

Public Relations and 
China’s Global Expansion

 President, Ogilvy Public Relations, North Asia Scott Kronick

understand their consumers in deeply nuanced ways. 
They must understand how to communicate with 
their consumers – be they domestic or international 
consumers – not just in one overarching message that 
is crafted at the beginning of the year, but in day-to-
day tweaking of that message to stay relevant and 
timely. Brand managers must consider how to craft the 
messages daily and weekly and think through how they 
will appear in the various mediums that are available 
to them. Campaign mentality is what public relations 
practitioners in China need today. But that is not all. 

Edward Bernays, considered the father of public 
relations, once said, “[The term public relations] hasn’t 
only been misused, but people have used the name 
for press agents, flacks, publicity men or women, 
individuals who simply try to get pieces into the paper 
that are favorable to a client. Whereas, by my definition, 
a public relations person is an applied social scientist 
who advises a client or employer on the social attitudes 
and actions to take in order to win support of the publics 
upon whom his or her or its viability depends.”  

Part of understanding where the world is today is 
knowing which people, institutions and organizations 
have a disproportionate share of influence, and working 
with them to integrate a brand’s message with their 
missions into some shared vision. I believe that brands 
that communicate on message, and stay relevant with a 
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cultivated group of supporters, are those that will win 
the competition for share of mind and wallet. 

It is what the best brand marketers do. They 
not only have their messaging, but also think through 
who are the best people to communicate that message 
and in which media. Technology companies do this 
very well with the analyst community. Luxury goods 
companies do this with celebrities that they feel are “on 
brand.” Automotive companies do this with industry 
experts. Ironically this area of expertise is not covered 
by traditional advertising folks, or direct marketers 
or activation professionals. They rest with the public 
relations experts who need to understand the brand 
world and the way influence plays in this and how to 
cultivate and nurture public opinion. That is the role of 
the public relations professional in the brand marketing 
mix today. It is why with the proliferation of messages 
and mediums and dilution public relations is thriving. 
One client mentioned to me the reason he likes public 
relations is because, “public relations cuts through the 

noise. It engenders trust and with so many messages 
pumping towards consumers, people just want to know 
who to trust and that is what public relations does best.”

Chinese Brands and the Rise of PR
Chinese brands are waking up to this fact. It has 

been a slow rise but the interest in public relations 
from Chinese brands competing both domestically 
and internationally has skyrocketed. Some believe the 
evolving professionalism of Chinese domestic media 
is part of this. There is a growing younger core of 
Chinese journalists who are much better at investigative 
journalism than their predecessors and these journalists 
are trained to report in a more balanced and objective 
way. At least until their editors get a hold of the story, 
that is.  

Others argue a combination of world events that 
has put China at the forefront of the media is the reason. 
The Severe Acute Respiratory Syndrome (SARS) crisis 
of 2002-2003 was the beginning of this, when the 
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Internet in China overtook traditional domestic channels 
to help bring the truth forward in what was happening 
in China at the time. The food scares of 2007 were 
another factor in creating a cloud over the truth and 
a demand for transparency in what was happening to 
China’s food stock and various brands operating in the 
food, dairy and consumable industries. The reporting of 
Chinese official support during the Sichuan earthquake 
of 2008 showed what was possible if spokespeople were 
portrayed in a positive light, similar to Premier Wen 
Jiabao’s response. Finally, the 2008 Beijing Olympics 
and the media focus on China during this time regularly 
put many brands and public officials in the spotlight 
and teased out better skills in how to interact with the 
Chinese and global media in a greater way.

No matter the event, the belief that great 
communications is a two-way dialogue and not a one-
way monologue has gotten through. At Ogilvy PR, we 
have a saying, “a brand is not successful until the local 
market tells you so.” Effective communications is about 
understanding the consumer and the world he or she 
lives in, and addressing them in an authentic way. 

The Chinese Ministry of Health understood 
this back in 2003. They reached out for a discussion 
on communicating in the midst of the SARS crisis 
and worked to understand what was required of them 
as spokespeople to engender trust amongst their 
constituency. The Chinese Foreign Ministry has also 
worked at this. In the midst of the 2007 food scare 
Ogilvy PR had the chance to review messages and 
comments from a healthcare spokesperson during 
this time. There was a tendency to send a message of 
“guarantee” to turn the issue around, but it only served 
to inflame consumers. We told this spokesperson that 
“whether everything was back to normal or not, there 
are too many factors affecting a message of ‘guarantee’ 
and no one would believe this.” After the discussion, 
the spokesperson realized that perhaps a guarantee 
was too strong and too early of a message. Rather 
communicating the steps that have been taken to ensure 
safety was a better message to send.”

Chinese Companies Going Global
From these earlier events we have seen marked 

growth in interest in public relations from Chinese 
companies pursuing growth in international markets. 
Amidst the investment banking, accounting and legal 
advisors these companies are turning to are public 
relations professionals. 

Today rarely do we meet aspiring global Chinese 
brands that are inflexible and insistent on what they 
want to say to whom. On the contrary, they are asking, 
“what is important?” “How do we gain understanding 
from the foreign country’s consumer?” The predominant 
nature of these global brands is not political. They 
operate in auto ecosystem areas, traditional Chinese 
medicine and medical equipment. They want to expand 
beyond Chinese borders but are novices in doing so. 
They want to buck the cheap “Made in China” trend. 
They know that what they say is not as good as what 
others may say about them. So they are coming to 
public relations to find a way to communicate in an 
authentic way.

We are working with a client now in such a way. 
They are non-political. Their ambition is to acquire a 
company in the U.S. that has leading technology in an 
area where China does not.  They want to acquire the 
company to bring the technology to China to upgrade 
its ability to operate similarly. This technology, by the 
way, can help save lives and revolves around the safety 
area. Their plan is to understand all of the company’s 
stakeholders to let them know their true ambition. They 
want to understand who they are, what matters to them 
and how to bridge the gap in understanding. They want 
to know how to make such a partnership a success.

In our view, this company’s preparation is 
going to condition them for success. They want to 
communicate in an authentic way. They want to get to 
know the citizens, the politicians, the employees and 
rather than communicate what they want to say, they 
want to understand what is meaningful to them and 
find out how they fit into this mix. Certainly they have 
a business mission, to acquire the technology, but they 
realize this will not be successful if the stakeholders 
are not happy. Fortunately for us and for them, they are 
beginning to think like campaign strategists. And in 
an era campaigns are won and lost, we are certain this 
Chinese global brand will succeed.
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The discussion on Education sector at Boao 2013 
is designated as Labor Structure vs. Education, for 
which I wish to present some points initially for further 
consideration and discussion by the experts attending 
the Forum.

First, let me define the concepts of the “Labor 
Structure” and of “Education,” and then observe their 
interrelationship.

The Labor Structure can be observed from at least 
two angles. One concerns the division of professional 
or skilled areas as demonstrated by three industries – 
Primary, Manufacturing and Service. More specifically, 
that might be Information Technology, Backing/Finance/
Insurance, Accounting, Teacher, Lawyer, Doctor/Nurse, 
Engineer and others. 

Another angle is the division of levels, like the 
workers, skilled workers, professionals, researchers, 
leaders and so on. Those two angles also are overlapping 
consequently, so our observation would be limited 
without a comprehensive view of the Labor Structure.  

G i v e n  t h e  c o n n o t a t i o n  a n d  f u n c t i o n  o f 
“Education”, we can also consider that from at least two 
angles. One is vocational and professional education. 
After the completion of basic and primary education up 
to high school, there are common vocational training 
and higher professional education forms all over the 
world in various education systems. The goal of this 

Labor Structure vs. Education 
 Principal of Top Education Institute, Australia; Member of Ministerial Consultative Committee, 

Australian Government Dr. Minshen Zhu

structure targets the skilled workers, technicians and 
professionals in different working areas. 

It seems easy to utilize such an education structure 
to view relations with labor market – whether it is 
balancing or un-balancing and whether we need certain 
adjustments of the education structure in terms of the 
division of disciplines to follow the labor structure in 
demand. 

However, we could not omit another fundamental 
and significant function for education, that is, the 
education for “people” in the whole. In many countries, 
the education system supports Liberal Arts education, 
as demonstrated it in some famous universities and 
colleges in the US. Some leading universities in 
Australia started up Liberal Arts degree programs in the 
recent years. 

Some Australian major universities,  even 
though they do not have Liberal Arts degrees, such 
as Macquarie University once established Three “P” 
training for their students in any discipline – “People” 
for knowledge of humanity, “Planet” for natural 
sciences and “Participation” for social activities. There 
are also further research programs at postgraduate level 
such as Research Masters and PhD. We do not believe 
those programs being towards any particular jobs. So, 
are they too far away from the Labor Structure? 

It is no wonder that the Education sector has 
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different understandings and different voices – whether 
we should modify our education structure to apply to 
the demanded labor structure? Or do we need a clearer 
statement that education is not simply targeting the jobs, 
with the mission of education to be above the issue of 
labor market. My thoughts are as follows. 

Education’s Contribution to Labor Structure
No doubt, the premier contribution to the 

professional labor market comes from higher education 
in which some specific degree programs are accredited 
by the professional associations or institutions. 

According to the analysis from Graduate Careers 
Australia, 76.1 percent graduates were in full-time 
employment within four months of completing their 
degrees. 

Source: Graduate Careers Australia (GCA)

Percentages of 2012 Australian 
Graduates in Full-Time Employment

Note: In the Engineering and Technology section, up to 93.9 
percent of Mining Engineering students are in full-time employment; 
in the Business area, up to 79.9 percent of Accounting students are 
in full-time employment. 

The Level of Highest Qualification in 
Different Industries in Australia   
Unit: ‘000    (By May 2012)

Source: Australian Bureau of Statistics 
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Medicine and Pharmacy 98.10%

Engineering and Technology  86.40%

Business area 77.10%

Architecture, Building and Planning  75.70%

Education and Social Work 75.10%

Agriculture and related area   72.60%

Culture and Humanities    65.40%

Art and Social Sciences  57.90%

Visual and Performing Arts 53.90%
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The above data demonstrates a direct linkage 
between some universities’ degrees and professional 
workers such as Doctors, Engineers, and Accountants. 
While the data also clearly states that even in Australia, 
a developed country, the employment number for 
that part of the labor force that has not completed the 
qualification of high school Year 12 is still quite high. It 
suggests that the different levels in the education sector, 
from primary education, vocational education, higher 
education and continuing education all contribute to the 
labor market.

R e g a r d i n g  s o m e  d i s c i p l i n e s  w h e r e  t h e 
employment rate, within four months after graduation, 
is a bit lower such as Humanity and Social Science the 
question is whether students should not enroll in those 
disciplines; or that universities should reduce the size 
of intakes to those disciplines? The following data is 
interesting.

Based on The University of Sydney’s Annual 
Report 2011, the total enrolments including full-time 
and part-time in 2011 was 49020. 

That means Arts and Social Science record a good 
number of students in comparison with some popular 

Source: The University Of Sydney’s Annual Report 2011

Partial Enrollments by Faculty of 
Course Registration Number and 
Percentage of the Total Enrollment

Major Number of 
Enrollment

Percentage 
of the 
Total 

Enrollment

Agriculture and 
related area 612 1.2%

Architecture, Design 
and Planning 1228 2.5%

Engineering and
Information 
Technologies

4645 9.5%

Art and Social 
Science 9159 18.9%

Education and 
Social Work 3046 6.2%

Business 7166 14.6%

Medicine 3281 6.7%

and highly employable disciplines such as Engineering, 
Business and Medicine. One argument could be that it 
is because the University of Sydney is a comprehensive 
and research-oriented institution. 

The total equivalent full-time student load of 
Macquarie University, a newly developed university 
known for areas like Business Studies, in 2011 was 
27,084. Macquarie also remains a reasonably good size 
enrolment in Social, Cultural and Humanity studies.

An unbalanced situation between student 
enrolment structure and labor structure comes from, in 

Macquarie University's Student Load by 
Discipline in 2011

Major Student 
Number

Percentage 
of the 
Total 

Enrollment

Agriculture, 
environmental 
and related studies

356 1.3％

Architecture and 
building 19 0.1％

Engineering and 
related 
technologies 

804 2.9％

Creative arts 1288 4.8％

Education 1993 7.4％

Management and 
commerce 10462 38.6％

Society and 
Culture 8701 32.1％

my view, the following grounds:  
a) With the concept of Liberal Arts education, 

more and more students in recent time are seeking of the 
goal of comprehensive knowledge and how to manage 
knowledge, rather than a specific skill for employment.

b) With the current education framework, students 
undertake further study in double degrees, in higher 
Master degrees, even in continuing education for a 
better employment.
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c) Due to the unstable employment market, 
students need a more broad knowledge basis rather than 
a skill in single area.

While  the universi ty  educat ion s tructure 
seems difficult to mechanically match with the labor 
structure, higher education still clearly contributes to 
the labor market in a very broad sense. Given another 
instance, internationalization is a trend of today’s 
education. Students enhance their international vision, 
their communication abilities and their skill in the 
international workplace through many international 
exchange programs like study abroad, visiting and 
student exchange programs. In a globalize economy 
environment today, such contribution from education 
to the labor market is not limited in certainly particular 
areas but is for the today’s labor market as a whole.

Interaction between Labor Structure and Education
The demand from the labor structure leads to 

the development of education along with a direction 
involving multiple levels and multiple functions.

The earliest Western universities were founded 
about 800 years ago and grounded in Christianity. Up 
to the 19th century, the mission of the universities was 
clearly as an education of people’s character, rather 
than job skill. The traditional higher education in China 
mainly comprised Jing Xue (经学 )  – Confucianism. 
If we could find any purpose for the seeking of a job 
then the only job from this educational system was the 
member of Shidafu class (士大夫 ). 

That was changed by the Western Industrial 
Revolution and China’s reform in the 19th century. 
Education in the modern sense was tremendously 
catalyzed by the emerging new labor structure at that 
time, and then there were the universities developing 
divisions of the disciplines as well as the research-
oriented universities, the applied science universities, 
universities of technology, vocational schools, and 
continuing education function closer to the change of 
labor market, and so on. 

Copied from traditional universities in the UK, 
the “Sandstone” universities in Australia are research 
oriented. However, just from 1987 to 1994, just 7 years, 
Australian established 18 new universities, focusing 

on applied sciences and technology, representing 45 
percent of total number of Australian universities.

The influence of the labor structure on the 
change of Education is still going on. For instance, 
today’s universities have built up degree programs like 
Multimedia, Gaming, Internet Security and others in 
this digital century. In relation to the service industry, 
apart from traditional Management Studies, such 
frontier disciplines like Actuarial Study are highly 
regarded; and Events Management is getting popular. 
Without the contemporary labor structure, we would not 
have the contemporary education system. 

However, the change of the labor structure and 
the change of education cannot be synchronous. They 
might have balance in the short term, but the unbalance 
will emerge on the following grounds.

Firstly, there is always a timing gap between 
the change of the labor structure and change of the 
education one. For instance, demand in the labor 
structure could be altered annually, while building a 
degree program requires several years and a whole 
discipline even longer. Education, unlike a shop, cannot 
reallocate its goods every day. 

As an indication in the area of Skilled Migration, 
the Australian Government publishes a Skill and 
Occupation List (SOL). It could be regarded as a good 
idea as a mechanism in coordinating the labor structure 
and demand. Indeed some Australian universities 
followed the SOL closely to recruit a very high 
proportion of students in disciplines directly linked with 
the SOL list. 

However, the big problem for any university is 
that the Government reviews and changes the SOL 
annually. That is, an annual change is of no use to 
universities having to plan a teaching force and a budget 
allocation over several years. 

Aside from the economy, the Government 
policy might also impact the employment market. The 
following data shows the employment from 2006 to 
2011 in the telecommunications services area, as an 
example:

Employment in telecommunications services has 
decreased consistently from 2007 to 2009, until the 
lowest point in 2009 as the global economy followed 
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Employment in the 
Telecommunications Services 
Unit: ‘000

2006 92.9

2007 90

2008 89.2

2009 82.2

2010 88.1

2011 94.2

the crisis of 2008. IBSA (Innovation & Business Skill 
Australia) pointed out that the global financial crisis 
noticeably impacted upon the Australian economy 
around September 2008 in ICT. 2009 was the most 
challenging year. The ICT environment is impacted by 
the Australian and global economy and is challenged 
by other related areas, in terms of both the depth and 
duration of the impact. Thousands of financial institutes 
are suffering following the global economy crisis and 
bankruptcy. The contracts with telecommunications 
services have been terminated. Many Australian 
ICT businesses are facing the difficulties of finding 
customers, and telecommunications businesses lay off 
employees consequently. 

In 2009, the Australian government promoted the 
NBN (National Broadband Network) and announced 
the National Digital Economy Strategy. The Australian 
government is investing A$27.5 billion to build a 
national open access data network and super fast 
broadband services with optical fiber in the following 
decade. 

The high-speed network environment will be 
another factor to stimulate Australian economy. For 
example, more people will benefit from the popularity 
of using eWallet, cloud storage, or mobile TV services. 
In 2010 and 2011, the number of employment in 
telecommunications services increased and the 
employment number reached 94,200. 

Secondly, as I mentioned before, in line with 
the mission of universities, we could not regard the 
provision of future specific jobs as the only desired 

direction. Universities will survey and forecast the 
demand of the labor market through some mechanism 
as a reference for developing their strategy. Indeed no 
one likes to establish any program without some sort of 
student demand and it is a good reason for students to 
get a job through a university degree. 

However, the fundamental purpose of universities 
is still for “people” development. Either the morality 
and attributes of education in Western universities, 
or the “comprehensive development in morality, 
intelligence and physique” and “Red and Professional” 
in China’s universities, we are talking about an identical 
meaning. 

For instance, the provision of Humanity and 
Social Science programs, even though they are not 
directly linked to specific jobs, benefit society by 
enhancing the comprehensive knowledge and character 
of the students. Eventually the people with a higher 
morality and ability base will contribute to society at 
a more significant level – notwithstanding that they 
might not get a job in the 4 months period after their 
graduations. Regarding this point, please allow me 
strongly recommend a speech of Professor Steven 
Schwartz as Re-Moralizing the University (28 August 
2009 at Macquarie University).   

Thirdly and more importantly, sometime education 
development does not passively follow the labor structure. 
Education, in particular higher education, contains the 
training function and developing function of human’s 
intelligence. Education significantly conserves, enhances 
and promotes the fruits of human intelligence, thereby 
creating and leading some new industrial structure and labor 
structure. This is important given the global rise of new 
industries like information and digital technology, optics 
industry and bio-tech since the last century. Education can 
also drive change in the labor structure. 

As a short conclusion, I believe fundamentally 
that the labor structure and the education one have 
an interaction, but their changes cannot always be 
synchronous. Each is developing in a way that is 
balancing and unbalancing with the other.

Acknowledgement to Qingqing Hao for her assistance to 
this article
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Education and Economy: 
Educating 21st Century Students

 President, San Diego State University Elliot Hirshman

The goal of educating 21st century students is to 
ensure that they can adapt to changing circumstances, 
be informed of significant economic opportunities, 
select major programs to meet industry needs. 
Universities need to provide short-term training 
opportunities, and support students and faculty who 
wish to pursue entrepreneurial ventures. Universities 
can act collectively to serve the needs of our graduates 
and meet the challenges of economic development.

Higher education plays a central role in supporting 
economic development. Our graduates play leadership 
and supporting roles in many industries. These roles 
range from scientific and technical ones that fuel 
innovation in the biotechnology and information 
technology industries to managerial, marketing, 
accounting and finance roles in all multi-national 
corporations to leadership roles in specialty industries 
like hospitality, tourism, transportation and many other 
industries that dominate contemporary international 

life. In this context, it is not surprising that graduates of 
higher education also dominate geo-political leadership 
roles, the delivery of medical and legal services, 
the creative and performing arts and, of course, the 
education of the next generation.

A second critical way in which universities 
advance economic development is by supporting 
the creation of new businesses that drive economic 
development and job creation. Given the role of 
specialized technology and expertise, research 
universities play a special role in these entrepreneurial 
ventures. This occurs through the commercialization 
of research discoveries, a process that may involve 
the transfer of technology from the university to 
small businesses and the creation of new business by 
faculty, staff and students based on their exposure to 
cutting-edge knowledge and technologies during their 
university education.

Given this central role of higher education in 

Sustainable Development

可持续发展



239 2013 博鳌亚洲论坛会刊

supporting economic development, the concordance 
between the skills and abilities of our graduates 
and the needs of economic development is of great 
importance. Our success in matching the abilities of 
our graduates and the needs of the economy depends 
on multiple factors, including our curricular offerings, 
the preferences and abilities of our students, and the 
short term and long term needs for various skills and 
abilities. Similarly, an institution’s ability to foster 
entrepreneurial activity and small business development 
depends on bringing a variety of intellectual and 
professional resources to fledgling entrepreneurs.

There are, of course, often significant challenges 
in attaining these goals. While it is generally the case 
that the availability of different skills and abilities 
will be well matched with the needs of economic 
development over longer time periods, there are often 
significant disparities in the short term. For example, 
while today’s labor force has a far more sophisticated 
understanding of technology than our industrial age 
predecessors, short-term fluctuations in the business 
cycle (up and down) may produce disparities between 
the need of industries for specific technological 
expertise (e.g., engineers) and the available skills at any 
given point in time. 

Along the same lines, the creation of a new 
business requires a broad range of knowledge and 
resources, including technological expertise, business 
and financial planning, marketing and production 
capacities, and available capital, amongst others. 
Disparities between the need for these resources in the 
creation of a new business and the resources available 
in various regions may produce significant challenges to 
entrepreneurial activity and job creation.

Universities can play critical roles in helping 
to match the abilities of our graduates to our industry 
needs and providing the resources necessary for small 
business development. At San Diego State University, 
supporting economic development is a central focus 
and we are pursuing an integrated five part approach to 
provide opportunities for our graduates, meet the need 
of employers, and support business development. 

First, and in many ways the most important role 
we can play, is to educate graduates who can adapt 

to changing circumstances. The capacity to learn and 
adapt to changing circumstances provides graduates 
with short term and long term economic opportunities. 
Very specific vocational training is often viewed as the 
answer to our economic development needs. While 
this approach can, and should (see below), be used to 
address short term needs, it is not sufficient to address 
long term needs. Given the pace of economic change, 
we must prepare our graduates to adapt when vocational 
roles change and, in some cases, even, disappear. 

At San Diego State University, we are committed 
to a core curriculum that helps students develop the 
ability to adapt, the capacity to learn new approaches 
in new environments. Through a core liberal arts 
curriculum, graduates develop the broad capacities 
and skills that allow them to adapt to dramatic change. 
These capacities and skills include an understanding 
of the scientific method, the ability to reason critically 
and creatively, quantitative literacy, the ability to 
communicate, knowledge of diverse cultures and 
languages, and an understanding of history and societal 
structures, both domestic and international. 

As globalization and internationalization have 
become increasingly central to our economy, San Diego 
State has expanded study abroad and international 
exchange programs as part of our core curriculum with 
a special focus on Asia. In support of these efforts, 
we currently have partnerships with 48 institutions of 
higher learning in Asia and thousands of our students 
study abroad each year. 

The course offerings in the core curriculum 
must themselves be dynamic in a rapidly changing 
world. While some aspects of the core curriculum may 
be static, new global challenges and developments 
arise and courses on these topics can be instructive 
and relevant in facilitating students’ development. 
For example, as San Diego State’s curriculum has 
increased its global and international focus over the 
last decade our study abroad programs have added 
courses on “Culture and Society in China,” “Modern 
Asian Cultures,” and “International Health and Human 
Services” among other topics . 

Second, and this is especially important in the U.S. 
system where students have broad curricular options, 
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universities must help students understand where there 
are significant near-term economic opportunities. While 
labor markets provide information about labor shortages 
through the number of positions advertised and the 
salaries associated with those positions, there are a 
variety of reasons why students do not respond to this 
information. For example, students may believe they do 
not have the capacity to succeed in a given academic 
discipline or they may not have a full understanding of 
the career opportunities in individual disciplines.

At  San Diego State  Univers i ty,  we have 
undertaken a number of programs to help students 
understand the opportunities in STEM (Science, 
Technology, Engineering and Mathematics) areas where 
there are often many more employment opportunities 
than there are appropriate graduates. These include 
our MESA (Mathematics, Engineering and Science 
Achievement) program which features outreach to 
high school students who may be interested in a STEM 
program. By helping students understand the economic 
and professional opportunities in STEM programs, the 
MESA program has led to significant increases in the 
number of STEM graduates. 

Similarly, as globalization has taken on increasing 
economic importance, we communicate broadly 
to our students about the role an understanding of 
other languages and cultures plays in professional 
development. For example, all students in our College 
of Health and Human Services are now required to have 
an international experience as part of their professional 
preparation.

Third, there are opportunities to create and expand 
curricula for major programs when there is significant 
unmet demand from an industry for the program. These 
major programs are joined with the core curriculum 
referenced above to form our overall program of study. 
While this is not likely to be a frequent occurrence 
at any individual university, the development of new 
major offerings across multiple universities can help 
bridge a significant gap between university offerings 
and emerging needs. 

An important example of this approach at San 
Diego State University is the development of our 
Hospitality and Tourism Management program. Given 

the dramatic international growth of hospitality and 
tourism, our program has expanded and is offering 
a broad range of programs in China, including 
teacher training, curricular development, internship 
opportunities and language training.

Fourth, universities can provide short-term 
training opportunities for graduates and community 
members to help them adapt to changes in the needs 
of employers. At San Diego State University, our 
College of Extended Studies provides opportunities 
for thousands of members of our community annually. 
Selected short-term programs designed to help meet 
employment needs include English Language Learning, 
Contract Management, Business Writing, Regulatory 
Process and Social Media Marketing, among many 
others.

Fifth,  and last ,  we have created multiple 
university centers and curricular offerings to provide 
resources to students and faculty who wish to pursue 
entrepreneurial activities and business creation. At the 
recently-endowed Lavin Entrepreneurship Center, we 
provide small businesses with support for commercial 
feasibility, prototype development, business plan 
development, and access to venture funding, as well 
internships, mentoring and business plan competitions 
for students. At the Zahn Center for Innovation in 
Technology, we provide mentoring, work space and 
business support for teams of students and faculty 
who wish to create businesses. Currently, there are 13 
student teams in residence. In addition to these centers, 
we have introduced a minor in Entrepreneurship to 
provide formal instruction, as well as mentoring and 
business support.

The challenge of supporting economic growth and 
development is significant and complex. By combining 
the five fundamental approaches – educating students 
who can adapt to changing circumstances, informing 
students of significant economic opportunities, 
creating selected major programs to meet industry 
needs, providing short-term training opportunities, 
and supporting students and faculty who wish to 
pursue entrepreneurial ventures – universities can act 
collectively to serve the needs of our graduates and 
meet the challenges of economic development.

Sustainable Development

可持续发展
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Labor Markets and Higher 
Education for the 21st Century

 President and Professor of Finance, Saint Mary’s University J. Colin Dodds

With the impetus of deregulation, liberalization 
and privatization policies in many countries in the 
1980s/early 2000s, a new transnational world economic 
order was emerging. It was dynamic and increasingly 
competitive. National economies through regional, 
financial and corporate integration were becoming more 
urbanized and middle class, open to one another with 
increasing global supply chains. 

Many new economic power  houses  were 
emerging, particularly the countries in the Asia Pacific 
region and although international business has been 
the domain of multinational enterprises, (MNEs), there 
was now the emergence of large numbers of small and 
medium sized enterprises (SME’]\\s) to participate in 
trade, investment and sourcing.

The near death experience of the credit crisis 
which morphed into financial institutional failures, 
a sovereign debt crisis and deep seated recession in 
Europe and the United States, the worst since the 1930s, 

has led to moves to re-regulate the financial system 
and a more proactive and repositioning role of the 
state in the economy. Through the G20, and in the case 
of the EU, the European Central Bank, there is now 
a collectivity of states that are attempting to provide 
policy direction and prescription.

Contracting financial conditions and increased 
protectionism have dented the forces of integration 
in business and there are some signs of on shoring as 
some firms are repatriating production. As governments 
in most developed countries tackle fiscal deficits, debt 
overhangs and high unemployment, and in Europe 
particularly among youth, these I would argue are more 
of an overlay to temporarily mask the latent forces of a 
global competitive dynamic and the structural changes 
needed, both in labor markets and the higher education 
system – a system governments are looking to “drive 
creativity, innovation, knowledge and community 
engagement … [which will lead to] … globally 

Sustainable Development

可持续发展
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competitive outcomes for students.”

Global Competition Imperatives
The waning of Pax America and challenges 

with the unfulfilled dreams of a return to the golden 

Efficiency Enhancers

5th pillar
Higher Education and Training 17% * 7th pillar

Labour market efficiency 17% *

A.  Quality of Education                         
Secondary education enrollment

Tertiary education enrollment
 33% 

A. Flexibility                                           
Cooperation in labour-employer 

relations
lexibility of wage determination

Hiring and firing practices
Redundancy costs

Extent and effect of taxation

50%   

B. Quality of Education                                   
Quality of the educational system

Quality of math and science education
Quality of management schools

Local availability of research and training services

33% 

B. Efficiency use of talent                       
Pay and productivity

Reliance on professional management
Brain drain

Female participation in labour force

50%   

C. On-the-job Training  
Local availability of research and training services

Extent of staff training
 33% 

* As a percentage of the overall weighting for Efficiency Enhancers     
Source:  World Economic Forum, 2012

age of Europe have caused an inextricable shift in the 
centre of economic gravity to the Asia Pacific region, 
particularly China. Inter-regional trade is growing and 
the debate over the decoupling of the region from the 
North America- European economies is continuing. 

　Global Competitiveness Index (GCI)

Basic Requirements
Sub-index 20%

Efficiency Enhancers
Sub-index  50%

Innovation and 
Sophistication

Sub-index  30% 

Pillar 1. Institutions
Pillar 2. Infrastructure

Pillar 3. Macroeconomic 
environment

Pillar 4. Health and primary 
education

Pillar 5. Higher education and training
Pillar 6. Goods market efficiency
Pillar 7. Labor market efficiency

Pillar 8. Financial market development
Pillar 9. Technological readiness

Pillar 10. Market size

Pillar 11. Business 
sophistication

Pillar 12. Innovation

                                                                                                                 

Key for
Factor-driven

Economies

Key for
Efficiency-driven

Economies

Key for
Innovation-driven

Economics

Source: The Global Competitiveness Report 2012-2013, published in 2012 by the World Economic Forum

Table 1

Table 2
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Nevertheless, despite the geo economic/political 
structural shift toward a Pax Asia, trade and investment 
flows will continue to shape the global economy, but 
with an added dimension. 

Namely the growth of a borderless higher 
education system in which students are increasingly 
mobile, and technology is now driving fundamental 
changes in learning including experiential and 
ultimately structural shifts. This is evolving rapidly and 
was not deterred by the financial crisis with rapid shifts 
in labor market, learning has to be seen as lifelong. The 
rapid growth of the MOOCS (Massive Open On-Line 
Courses) poses another competitive pressure on the 
traditional offering of higher education.

While defining global competition is a complex 
subject in itself, we are assisted by the World Economic 
Forum who over the past 30 years has published an 
annual Global Competitiveness Report. Since 2005 
it has utilized a Global Competitiveness Index (GCI) 
with 12 pillars, arranged into three groupings: Basic 
Requirements (20 percent weight), Efficiency Enhancers 
(50 percent weight) and Innovation and Sophistication 
Factors (30 percent weight).  

The Report presents the pillars separately, but 
they are interdependent, for example, Pillars 9 and 12, 
Technology readiness and Innovation are linked and will 
impact on goods market efficiency (Pillar 6) and other 
enhancers. Additionally, the GCI is a comprehensive 
index relevant to all countries. But it will affect them in 
different ways, particularly depending where a country 
is in the ladder of development.

Space precludes us from considering each of the 
12 pillars, but as the focus of this paper is on education 
(Pillar 5) and labor markets (Pillar 7), we will consider 
these two pillars in a little more detail.

Table 2 sets out the subcategories within each 
of the pillars. Each accounts for 17 percent of the 
Efficiency Enhancers. For higher education and training 
the two subcategories of Quality account for two-thirds 
of the weight and on job training for the other one-third. 
For labor market efficiency, the two subcategories are 
flexibility and efficient use of talent, which each having 
a weight of 50 percent.

McKinsey and Company argue that for countries 

to succeed in the 21st Century, they have to make a 
“step-change in productivity”. Its analysis, as well 
as that of other commentators suggests that the 
landscape of global competition is quite clear with three 
overarching realities: 

Competitive advantage will be based on highly 
skilled talent, labor markets will need to be more 
flexible in terms of institutional, employment and 
wages, and, the higher education sector has a key role 
to play in inculcating what can be referred to as an 
‘innovation gene’ to drive productivity gains.

We will address each of these seriatim.

Talent/Skills Dimension
The need for talent comes not just from the gaps 

left by retirement, but by the ongoing needs for new 
ideas and entrepreneurship which are shaping labor 
markets. The most recent World Economic Forum 
comments on this as follows, “Today’s globalizing 
economy requires countries to nurture pools of well-
educated workers who are able to perform complex 
tasks and adapt rapidly to their changing environment 
and the evolving needs of the economy.”

If we take Canada as an example, there is an 
immediate skills mismatch – ‘people without jobs, jobs 
without people,’ particularly with the growth of the oil 
patch in Western Canada. 

There is a key role for the formal higher education 
sector, however, there is a growing need for experiential 
learning and the needs for lifelong learning, including 
through workforce training. The foundation skills of 
literacy and numeracy are critical for future educational 
attainment and employment, but problem solving skills 
are seen as key.

What we can be assured of is that there will be an 
increasing demand for university and college graduates 
as the majority of jobs facing a skills shortage will 
require these credentials.

Higher Education Dimension
There are so many issues on the higher education 

agenda that we run the risk of being sidelined into 
inaction by their weight and higher education has seen 
remarkable changes including the increase in cross 



245 2013 博鳌亚洲论坛会刊

border mobility.
With over three million students studying off 

shore and this number is growing rapidly, but with 
intense competition and extensive networks of formal 
and informal research partnerships, international 
accreditation (AACSB for Business Schools) and 
university rankings by Shanghai Jiao Tong University, 
the Times Higher Education magazine, and for Business 
Schools the Financial Times and the Economist 
magazine, we can now claim that higher education is 
the new global currency. 

Some of this cross border activity has been spurred 
by the lack of higher education capacity compared to 
the needs in some countries, e.g. China, by students and 
parents seeing the potential that studying cross border 
may bring in terms of careers with multinationals, 
opportunities for securing permanent residence, as well 
as an increase in the financial ability to pay. 

At the same time, the higher education sector in 
many countries is undergoing structural change and a 
very significant example of this has been in Europe with 
the Bologna Declaration of 1999 which was geared to 
seeking more standardization and convergence to meet 
emerging labor market needs and with a focus on quality 
demands for greater accountability. The Declaration 
accepted as its underpinnings that despite country 
specific differences. Originally including 29 counties, 
it now covers 47 countries. Bologna has brought about 
a greater transferability of credits and degrees, both 
within countries, as well as across systems.

Higher education is becoming a major growth 
industry and export earner. For example for Australia 
it ranks the third and for Canada, a recent advisory 
panel report to the Government of Canada of which this 
author was a member, had a vision of Canada to “become 
the 21st Century leader in international education in 
order to attract top talent and prepare our citizens for 
the global market place.” For a country such as Canada, 
as the above Report covers many international students 
will seek to stay and this will not only help fill the talent 
gaps, it can also lead to an increase in innovation and 
the growth of the small business sector.

Reference was made earlier to the growth of the 
MOOCS. While currently they offer course material in 

a very flexible learning environment, they do not give 
degrees. If this were to change then this could transform 
the structure of higher education by creating a global 
supply chain that could threaten the existence of the 
traditional Higher Education sector.

Labor Market Dimension
Returning once more to the GCI, its commentary 

on the 7th Pillar is that, “Efficiency and flexibility of the 
labor market are critical for ensuring that workers are 
allocated to their most effective use in an economy and 
provided with incentives.” 

Richard B. Freeman in a National Bureau of 
Economic Research (NBER) study examined the debate 
between what is now referred to as the “new orthodoxy 
that makes deregulation of labor market institution and 
increased employment and wage flexibility … [as] … 
the keys to economic success” and others who dispute 
this. From his analysis, the debate is inconclusive and 
he points to the fact that while prior studies of the 
IMF and OECD saw the existence of labor initiatives 
as impeding economic efficiency, more recently they 
have been less strident in their approach. Nevertheless, 
with the forces of global competition, there is no doubt 
that labor markets will have to be able to adjust to the 
ongoing and future changes for the jobs that not yet 
been thought of.

In  many  emerg ing  count r ies  s ign i f ican t 
investments are being made in higher education 
infrastructure capacity e.g. China. For developed 
economies, with aging populations that will pose a 
greater fiscal burden on governments in respect to 
health care cost and state pensions and slow or stagnant 
labor market growth, attempts at reform are underway 
to link higher education more to labor market needs. 

For Canada, while governments' cuts to the 
funding are attempting to force structural change, this 
can be a very blunt instrument and government fiscal 
realities are limiting funds available to invest in this 
change.

Role of Business Schools
In Table 2, there is a reference under Pillar 5 to 

the quality of Management Schools. This author is of 
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the opinion that management education is a key to the 
success of meeting the challenges and opportunities of 
both national and global competition. This has received 
support by the Conference Board of Canada.

Business schools can play a unique and pivotal 
role not only on this issue, but a range of other issues 
affecting the business sector, including governance. 
B-schools have the potential to lead the successful 
transformation and revitalization of the emerging 
knowledge economies. 

They provide not only highly skilled graduates 
and the training of mid-career professionals, but the 
ongoing development of a management education 
research base. They can assist in the commercialization 
of R&D and play a key role in the development of new 
strategies and approaches with a more medium and/
or longer term focus for economies to prosper in the 
future.

In this new environment,  partnerships of 
governments, educators, including the college sector 
and the private sector will be required. A strong, 
internationally recognized B-school sector will also 
attract national and global corporations and provide the 
preconditions for emerging new enterprises. Crucially 
it should be in a position to successfully balance 
the academic/professional divide that persists in the 
university/college sector.

With this changing economic-socio-politico 
landscape, traditional disciplinary boundaries within 
business schools are shifting and converging. Tackling 
21st Century challenges will require an interdisciplinary 
approach, not just within B-schools, but across other 
disciplines within the academy. This may be a challenge 
for many well established B-schools who are more 
rooted in disciplinary silos. It is also a challenge for 
the other faculties within a university that may not see 
the potential value added from partnerships with other 
faculties, particularly B-schools.

Just as many firms have to recognize cross border 
competitive challenges as national boundaries become 
increasingly porous, B-schools that aspire to become 
more than regional/national players must become 
increasingly engaged on an international basis and 
develop a global band. The route for some involves 

off-shore distance education programmes often using 
the internet. For others they have developed a series of 
strategic alliances including with off shore campuses 
and the attraction of international faculty and students. 
With the global rankings of B-schools referred to 
earlier, so the stage is now set for transnational business 
schools.

Business schools will also need to accept that 
the criteria by which they will be judged will need 
revision. Greater accountability and transparency 
will be demanded and indeed these criteria will not 
just be those set by governments, the professions and 
accreditation bodies such as AACSB, but potentially 
through the General Agreement on trade and Services 
(GATS). 

If the WTO includes education, in its services 
category, then the sector will be subject to multilateral 
liberalization and convergence of quality standards. 
Additionally B-schools will be increasingly open to 
market driven forces. How they are perceived will 
affect not just the recruitment and retention of students 
and faculty, but opportunities for developing a portfolio 
of executive training programmes and the attraction of 
significant donations to the school. 

They provide not only highly skilled graduates 
and the training of mid-career professionals, but the 
ongoing development of a management education 
research base. They can assist in the commercialization 
of R&D and play a key role in the development of new 
strategies and approaches with a more medium and/
or longer term focus for economies to prosper in the 
future. In short, they are critical to many of the Pillars in 
the GCI to deliver the innovation gene and productivity 
gains (Pillars 11 and 12) needed for countries to meet 
the global challenges of the 21st Century.  

In this new environment,  partnerships of 
governments, educators and the private sector will be 
required. A strong, internationally recognized B-school 
sector will also attract national and global corporations 
and provide the preconditions for emerging new 
enterprises. 

Crucially it should be in a position to successfully 
balance the academic/professional divide that often 
persists in the university/college sector.
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Major Events of BFA
(April, 2012 to March, 2013) 

The Boao Forum for Asia (BFA) 11th Annual 
Conference was held in Boao from April 1, 2012 to April 3, 
2012. The theme was "Asia in a Changing World: Towards a 
Healthy and Sustainable Development." Then Vice Premier 
Li Keqiang attended the opening ceremony and made the 
keynote speech entitled "Building a Consensus to Promote 
Healthy and Sustainable Development in Asia." More than 
2,000 Chinese and foreign guests and representatives from 
39 countries and regions attended the Conference.

Zhou Wenzhong, Secretary General of the BFA, met 
with Han Duck-soo, Chairman of the Korea International 
Trade Association (KITA), a Diamond member of the 
Forum, on May 12, 2012 in Beijing at Grand Hotel Beijing, 
and exchanged views on regional economic, diplomatic and 
other issues of common concern. 

Zhou Wenzhong met with Shin Bong-kil, Secretary-
General of the Trilateral Cooperation Secretariat (TCS), and 
his entourage at the Secretariat of the Forum May 14, 2012. 
Shin expressed TCS’s willingness to actively assist the BFA 
to expand its presence in South Korea, and suggested that 
two parties actively explore future cooperation.

At the invitation of the US-China Business Council 
(USCBC), the BFA held a joint CEO roundtable dialogue 
for the third time at the Grand Hyatt Beijing June 26, 2012. 
Entrepreneurs from both countries conducted constructive 
discussions at the dialogue on a wide range of topics 
including the economic prospects of China and the U.S., 
changes in the investment environment of both countries, 
ways to promote the elimination of barriers to investment, 
the U.S. presidential election, access to the private capital 
industry in China and reform of China’s state-owned 
enterprises.

The BFA held a reception to celebrate the launch 
of the Boao Review at the Kerry Hotel in Beijing June 
27, 2012. As the only official BFA publication, the Boao 
Review will be a quarterly magazine published globally in 
both Chinese and English languages starting this July 2012.

The BFA Sino-Japanese Entrepreneurial Forum 
was held at the Intercontinental Yokohama Grand July 
5-6, 2012. In the context of the theme of "Promoting the 
Transformation and Upgrade of Sino-Japanese Trade under 
the New Situation," Chinese and Japanese business leaders 
conducted in-depth discussions and thorough exchange 

of views on the four topics of "the Present and Future of 
China-Japan Trade and Investment Relations," "Asian 
Economic Integration and Role for Chinese and Japanese 
Business Leaders," "China-Japan Cooperation on Energy 
and Resources Innovation," and "Merger and Acquisition: a 
Win-Win Strategy for Businesses."

Zhou Wenzhong met with Henry Paulson, former 
U.S. Secretary of the Treasury and a member of BFA’s 
board of directors, and Deborah Lehr, former adviser to U.S. 
Treasury on China, in Beijing July 13, 2012. Both parties 
exchanged views on the work of the Forum in the next 
stage.

On Nov. 1, 2012, Zhou Wenzhong met with HRH 
Prince El Hassan bin Talal of Jordan, Chairman of West 
Asia-North Africa Forum , who was visiting China. Prince 
Hassan bin Talal expressed his willingness to assist the BFA 
expand its influence in West Asia and suggested that the two 
forums conduct proactive discussions on future cooperation 
between each other.

The BFA and the Federation of Indian Chambers 
of Commerce and Industry (FICCI) jointly held the Asia 
Financial Cooperation Conference in Mumbai, India from 
Nov. 26 to Nov. 27, 2012. The theme of the Conference was 
“Open Asia, Open Finance.” More than 500 participants 
from the governments, regulatory institutions, financial 
firms in Asian banking, insurance and finance industries 
attended the Conference and discussed the ways to strike a 
balance with Asian characteristics that is also innovative, 
open and regulated.

From Nov. 28 to Nov. 30, 2012, BFA Vice Chairman 
Zeng Peiyan visited Bangladesh. During the visit, he 
met with Bangladeshi Prime Minister Sheikh Hasina, 
Bangladeshi Minister of Science and Information 
Technology Muhammed Osman Faruq, Bangladeshi 
Chief Representative at BFA Syed Abul Hossain and other 
political leaders, and had a dialogue with Bangladeshi 
business leaders. Prime Minister Hasina and others 
congratulated the BFA on its achievements, highly praised 
its contribution in enhancing Asian regional cooperation, 
and expressed their continued support for the BFA in the 
future.

Release of BFA electronic publications Boao 
Communication (Chinese and English versions) and Asia 
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大事件

Economic Weekly (Chinese and English versions) to BFA 
members and partners began Jan. 1, 2013. The Boao 
Communication is a monthly publication and the Asia 
Economic Weekly is a weekly publication.

Boao Forum for Asia 2013 SME Development Forum 
was held from Jan. 16 to Jan. 18, 2013 at the BFA Hotel 
in Hainan under the theme of “Persistence, Innovation 
and Excellence: the Present and Way Forward for SMEs.” 
The Conference focused on the new economic situation. It 
provided an effective and solid platform for entrepreneurs 
from small and medium-sized enterprises to take part in 
dialogues, enhance understanding, foster thinking, share 
cases, promote co-operation and seek development. Zhou 
Wenzhong said that attention to and support of small and 
medium enterprises will be one of BFA’s missions going 
forward.

The BFA Secretariat held a news conference in 
Beijing Jan. 23, 2013. Zhou Wenzhong announced at the 
conference that the 2013 Annual Conference will be held 
on April 6-8 in Boao, Hainan Province, under the theme 
of “Asia Seeking Development for All: Restructuring, 
Responsibility & Cooperation.”

The BFA held its first Members’ Club event of 2013 
at the China World Hotel in Beijing Jan. 23, 2013. Wang 
Chao, Vice Minister of Commerce, attended the event as 
keynote speaker and delivered a speech on the current 
economic situation in China and forecast his work in 2013. 
He conducted exchanges and dialogues with members after 
the speech. Zhou Wenzhong presided over the Club event 
and introduced the membership work of the Forum in 2013 
as well as the second annual members’ event to be held in 
Boao, Hainanon April 5, 2013.

In appreciation of the long standing concern and 
support from various parties on BFA’s development, the 
BFA held its New Year Reception at the China World Hotel 
in Beijing on Jan. 23, 2013. More than 200 guests attended 
the event, including leading figures from the Chinese 
Government, representatives from Chinese enterprises and 
the foreign business community, academics, representatives 
from the diplomatic community and media and international 
organizations and other long standing partners of the BFA.

Zhou Wenzhong hosted a dinner for Mr. William 
Daley, former Chief of Staff of the Obama Administration, 
at Beijing Junwangfu on Jan. 30, 2013. Mr. Liu Mingkang, 
former Chairman of the China Banking Regulatory 
Commission, Amb. Zhang Ping, Vice President of the 
Chinese People’s Institute of Foreign Affairs, Mr. Huang 

Ping, Director General of the Consular Department of the 
Foreign Ministry, and Mr. Michael Sacks, Vice Chairman 
of World Business Chicago and CEO of Grosvenor Capital 
Management, attended the dinner as well.

Zhou Wenzhong met with Mr. Muhammad Azizul 
Haque, the newly appointed Ambassador of Bangladesh 
to China, at the Secretariat of the BFA on Feb. 6, 2013. 
Ambassador Haque expressed the view that unlike the 
APEC and ASEM mechanisms, the BFA is the only non-
governmental high-level platform for dialogue dedicated to 
Asian economic cooperation. He added that Bangladesh is 
willing to participate in all BFA activities in a more active 
manner. 

BFA Chairman Yasuo Fukuda who was visiting China 
met with Vice Chairman Zeng Peiyan at Diaoyutai State 
Guesthouse in Beijing on March 7, 2013 and exchanged 
views on BFA's work.

They were given an update on the preparations for 
the 2013 Annual Conference in the presentation given by 
Zhou Wenzhong and both gave their full affirmation of 
the work conducted by the Secretariat.Mr. Fukuda said 
that a number of major countries in Asia, including Japan 
and China, and other parts of the world had experienced 
a change in leadership or regime since last year and 
many are looking forward to make use of the Annual 
Conference this year to conduct high-level exchanges. He 
hoped the BFA would take hold of the opportunity and 
bring the Annual Conference to greater heights this year. 
He would personally continue to promote participation 
of the Annual Conference by heavyweight entrepreneurs 
from Japan this year.Mr. Zeng pointed out that the eight-
point regulation of the CPC Central Committee is being 
studied and implemented throughout China and the form of 
activities of the 2013 Annual Conference would be adjusted 
in a pragmatic and frugal direction. However, he stressed 
that the effect and influence of the Conference would not 
diminish, stating that, as an Asia-oriented international non-
governmental forum, the BFA has been improving in the 
standards of its conferences in recent years and its global 
influence has been growing as well. It is also playing the 
role of promoting exchanges between the people of China, 
Japan and other related countries, cooperation between their 
business sectors as well as the development of bilateral 
relations.Both Mr. Fukuda and Mr. Zeng called for BFA's 
Board of Directors to put in joint efforts in its new three-
year term and continue to drive development at BFA and 
promote common prosperity in Asia. 



249 2013 博鳌亚洲论坛会刊



250  2013 博鳌亚洲论坛会刊


