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area is currently the key economic cooperation format 
for the region. After many years of development, Asia 
now possesses a solid foundation for cooperation – 
the countries covered by the ASEAN+3 cooperation 
mechanisms have large markets. By extending outward 
from these countries to central Asia, west Asia and 
even south Asia, the benefits of regional development 
have now spread across the whole of Asia. 

Mr. Zhou believes that under this framework, 
countries in Asia may start cooperation primarily with 
single cargo trade, and then expanding it to an all-
round cooperation, particularly in initiating pragmatic 
cooperation in the areas of service trade, investment, 

finance and interconnection of infrastructure, therefore 
creating new growth drivers for the respective 
countries. In addition, taking more substantive 
measures to open up will create conducive conditions 
for the rational flow and effective combination of 
resources, technology, capital and labor within the 
region, hence boosting the overall competitiveness of 
Asia. 

Drivers of Reform
Caijing: “Asia’s New Future: Identifying New 

Growth Drivers” is the theme for this year’s forum, 
and it is set against the backdrop of relative growth 
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Pinpointing Asia’s New Future 
Amidst Reform and Integration
– An Exclusive Interview with Zhou Wenzhong, 
Secretary General of Boao Forum for Asia

 Yuan Xue, journalist from Caijing Magazine  

Boao Forum for Asia (BFA) Annual Conference 
will open on April 8, under the theme “Asia's New 
Future: Identifying New Growth Drivers.” The forum 
seeks to achieve a collision of thoughts among leaders 
from political, business and academic circles, and 
identify the entry points and new ideas for the new 
round of reforms, on the basis of building a consensus 
on reform. 

In the sixth year since the financial crisis, many 
economies have recovered significantly but with 
lingering uncertainties. Many instability factors still 
exist, and the sources of the new growth drivers remain 
unclear. It remains to be seen how the monetary policy 
of several major economies, trade and investment 
landscape and commodity prices will change going 
forward. 

Meanwhile, the emerging market countries 
and most Asian economies are experiencing slowing 
economic growth. The existing growth drivers are 
weakening and the institutional dividend generated by 
earlier reforms is also waning gradually. The emerging 
markets have lost their halo in the capital markets. 

As of February this year, emerging market funds 
experienced the 16th consecutive week of net outflow, 
trumping the previous record of 14 weeks in 2002. 

This year has thus become a critical year for 
reforms in the Asian and emerging economies. 
Asian countries are facing a double challenge in the 
international economic environment and domestic 
economic structure.Many of the economic issues 
cannot be tackled solely with fiscal and monetary 
policies, and only structural reforms are able to 
promote healthy and sustainable economic growth.

The economic success of Asian countries is 
inseparable from regional economic integration.Half 
of Asian trade is conducted within the continent, 
so 2014 is also a critical year for various trade and 
financial arrangements within the region. As the most 
important regional international organization, BFA 
has consistently endeavored to find an integration 
arrangement which could further unleash the growth 
potential of Asian countries. 

During his interview with Caijing Magazine, BFA 
Secretary-General Zhou Wenzhong said that in terms 
of urgency and feasibility, establishing a free trade 
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have generally rolled out administrative intervention 
policies, and governments have once again gained the 
upper hand by intervening in the economy with the 
“invisible hand.”

At present, the emerging Asian economies 
are facing challenges both on the domestic and 
international fronts as the global economy recovers 
gradually. Most of the countries in Asia are developing 
countries, of which China is a representative. For these 
countries, accomplishing the mission objectives in 
economic structural reforms, and properly managing 
the relationship between the government and market 
so that the market can play a greater role are the key 
issues to be addressed. Finding new growth drivers 
becomes possible only if market forces are allowed 
to nurture the domestic markets and the economic 
systems are perfected. 

Caijing: It has been several years since China 
has turned to driving consumption to promote 
transformation of economic growth.On the one hand, 
institutions like the IMF are still urging China to make 
more progress in rebalancing its economy and shift 
domestic demand from investment to consumption; 
but on the other hand, some economists including 
Justin Lin think that China still has to hold on to the 
economic growth approach which is driven primarily 
by investment, rather than consumption. Real figures 
have also pointed to limited growth in domestic 
consumption, and one of the reasons for this is that the 
development of welfare net in China is still incomplete. 
How did other Asian countries which are also 
undergoing economic transformation fare? Is there a 
need for Asian countries to rethink the transformation 
path? 

Zhou: Countries and regions such as Japan, 
Korea, Singapore, Hong Kong and Taiwan have 
achieved structural transformation and became 
modern industrial and service economies in the past 
few decades. As for developing Asian economies like 
Bangladesh, India, Pakistan and the Philippines, a 
tremendous challenge lies ahead in their structural 
transformation. In China, these efforts are now in full 
force. I believe that in the future, the transformation 
and adjustment in China will contribute more positive 

drivers to the global economy. 
As for the member countries of the Asian 

continent, a key transformation direction will be to 
create more internal consumption demand and expand 
the consumption market. However, there is no single 
uniform transformation model, because each country 
is facing different pressures and challenges. For China, 
which is at the Lewis inflection point, increasing 
domestic demand could be the most urgent task. In 
contrast, India will have to work on both investment 
and consumption. 

The Chinese government seeks to implement a 
strategic transformation, to transition from an export- 
and investment-oriented development model to a more 
balanced model, so as to guide the Chinese economy 
onto a path of sustainable growth. Based on the latest 
data, among the “three horse carriages” to promote 
economic growth, investment and consumption were 
the dominant driving forces for economic development 
in China. 

Of course, the consumption-driven model 
introduced in China will differ from that in the western 
world. The resource situation and actual demography 
in China have ruled out the excessive consumption 
seen in Europe and the United States. But, during the 
past economic growth process in China, it was also a 
fact that the people’s real consumption level did not 
rise sufficiently, and there is room for the Chinese 
domestic demand market to exert a stronger influence 
on economic growth. Substituting exports with the 
domestic demand market is an inevitable choice for 
the Chinese economy to grow healthily. Driving 
consumption is not only an issue of economic theory, 
it also represents a major economic policy orientation, 
and it is a specific embodiment that the fruits of 
economic growth have benefited billions of people in 
the general public. 

Achieving healthy economic growth in China 
entails increasing consumption, but at the same time, 
it also implies the need for necessary adjustment in 
the investment orientation. As Justin Lin has said, 
economic growth will ultimately have to depend on 
technological innovation to give rise to new industries, 
new products and higher added value. This is also the 

weakness in major emerging countries over the 
past year. Emerging countries can no longer take 
the previous high growth for granted, and only by 
discovering new growth drivers through structural 
reforms can they continue to drive economic growth 
sustainably. This awareness of reform stemmed from 
the global financial crisis. With the economic recovery 
in Europe and United States starting to look up in 
2014, what will be the drivers for Asian countries to 
continue pushing reform? 

Zhou:  At  present ,  many economies  have 
recovered significantly but with lingering uncertainties. 
Many instability factors still exist, and the sources of 
the new growth drivers remain unclear. It remains to 
be seen how the monetary policy of major economies, 
trade and investment landscape and commodity 
prices will change going forward. The central banks 
of major developed countries, particularly whether 
the Federal Reserve is able to exit quantitative easing 
smoothly, will represent yet another major risk to the 
global economy for the next two years. The extent 
of the impact of these new policy developments on 
foreign capital, primary commodity prices and foreign 
exchange rates of emerging economies,is still an 
unknown quantity. As such, for Asian countries, the 
abovementioned changes in the external environment 
will throw up even more uncertainties. 

To a large extent, the Asian miracle and the 
rapid economic growth that the emerging economies 
have enjoyed for so many years were attributable to 
globalization and industrial transfer. The emerging 
market countries and most Asian economies are 
experiencing slowing economic growth. The existing 
growth drivers are weakening and the institutional 
dividend generated by earlier reforms is also waning 
gradually. For these economies, the only way to 
keepdriving economic growth sustainably would be 
to discover new growth drivers through structural 
reforms. Asian countries are facing a double challenge 
in the international economic environment and 
domestic economic structure. Many of these economic 
issues cannot be tackled solely with fiscal and 
monetary policies, and only structural reforms are able 
to promote healthy and sustainable economic growth. 

The contribution of emerging economies to the 
global economic recovery must not be underestimated. 
In the past five years, the influence of the European 
and U.S. economies declined, and the emerging 
economies had to depend on their own growth 
momentum to continue driving the global economy 
forward. It is estimated that as long as China maintains 
its current growth rate, the world’s economy would 
grow by 1 percentage point or even higher. The new 
round of reforms will ensure that China continues to 
grow at a medium to high rate for some time to come, 
and this is without doubt a key positive for the global 
economy. 

Of course, in order forthe world’s economy 
to pick up gradually, developed and emerging 
economies have to leverage their respective strengths 
simultaneously – these “twin drivers” are required for 
global economic growth. This is also the only way to 
establish a new globalized economic landscape based 
on win-win cooperation. 

Caijing: Most of the countries in the Asian 
region are still undergoing economic and social 
transformation, or even political transformation for 
some, and this also implies that there is a wide range 
of reform agendas. Overall, what should be the most 
important reform? 

Zhou: This year is a critical period for reforms 
in the Asian and emerging economies. Countries such 
as China, Japan, India and Indonesia are working hard 
to advance new reform agendas. As these countries 
are in different stages of development, they also face 
distinct reform problems respectively. For example, 
both China and Japan have to tackle the challenge of 
structural adjustment, but they differ in the core focus 
of reform. 

Many Asian countries are lagging behind in 
terms of market development and they have imperfect 
economic systems. The government, instead of 
the market, has become the determining factor in 
resource allocation, and these countries have to rely 
on outward economic development to achieve high 
growth. Following the Asian Financial Crisis in 1997 
and the financial crisis which started in the United 
States and swept across the world in 2007, countries 
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Asia Pacific and these countries are already closely 
linked together by trade activities. Its success will help 
to spur the cooperation in the Asian region and the 
formation of a unified market, and this is consistent 
with China’s strategy of focusing on peripheral 
development. The emphasis of RCEP is tilted toward 
consolidating the existing free trade area agreements 
between ASEAN and the other six countries. 

RCEP aims to eliminate internal trade barriers, 
create and perfect the liberal investment environment 
and expand service trade. It will also touch on many 
other areas including intellectual property protection 
and competition policy. The level of liberalization 
under RCEP will be higher than that provided by 
the current free trade agreements which ASEAN has 
signed with the other six countries. 

C h i n e s e  P r e m i e r  L i  K e q i a n g  s a i d  t h a t 
China is willing to work with ASEAN to drive 
RCEP negotiations, and explore the interaction 
and communication with TPP and other regional 
cooperation mechanisms, hence facilitating the “two 
wheels” of regional and global trade arrangements to 
roll in tandem. 

Dur ing  the  p rocess  o f  g loba l  economic 
development,  no single economy could at tain 
sustainable development through exclusivity. Asia will 
be no different. Objectively, the TPP pact which is led 
by the United States and the RCEP agreement which 
includes China seem to be in head-on competition, 
but the interaction between the two will in fact have 
a relatively strong impact on the future development 
in Asia. From a long term perspective, the TPP and 
RCEP are set to become the two wheels for regional 
cooperation in Asia, and they reflect the distinct 
appeal of economies which are in different stages of 
development to regional economic cooperation. These 
two agreements can run in parallel perfectly well and 
generate benign interaction as circumstances change. 

Caijing: Apart from a free trade regime, financial 
cooperation is also an important part of Asian 
economic integration. The new situation in 2014 is 
characterized by tight U.S. dollar credit arising from 
quantitative easing tapering in the United States, and 
some impact has already been felt in Asian countries 

such as India, Indonesia and Malaysia. How should 
Asian financial cooperation move forward against this 
backdrop? What are the roles that China can take on? 

Zhou: In Asia, financial integration lags behind 
trade integration. The level of market integration 
between the member countries of the Asian continent 
and the global markets is still higher than that between 
the member countries themselves. With the developed 
economies adjusting their fiscal expenditures, Asian 
financial integration is set to deepen. 

First, strengthen cooperation between Asian 
currencies. The financial crisis and the fluctuations 
in monetary policy of developed countries have 
sounded the alarm for Asia.East Asian economies 
should further enhance the actual operability of 
the Chiang Mai Initiative Multilateralization, and 
strengthen the capabilities for economic surveillance 
and crisis prevention and relief. Other regions 
in Asia can also consider taking a leaf out of it, 
initiate crisis cooperation, help member countries to 
reform and develop, and work together to maintain 
financial stability in Asia. In the future, when the 
conditions are in place, consideration may be given 
totheestablishment of an Asian currency cooperation 
mechanism with a wider coverage. 

Second, support infrastructure projects with 
multi-channel financing. Many Asian countries are 
now either at the beginning or acceleration phase 
of industrialization and urbanization, and they face 
various difficulties including shortage of development 
funding and lack of technology and experience. Asian 
Development Bank estimates that Asia needs about 
US$8 trillion of new incremental investments in 2010-
2020 in order for its infrastructure to reach the average 
global level. China can play a significant role in this. 

Third,  widen the usage of  Asian country 
currencies in the region. If Asian economies use 
the currencies in the region more widely as the 
denomination currency, settlement currency and store 
of value, then foreign exchange risk and transaction 
costs can be reduced effectively, and this will 
further spur intra-Asian trade and investment. The 
governments of Asian countries should provide support 
at the policy level, sign more bilateral local currency 

fundamental reason for the Chinese economy to take 
the path of using innovation to drive development in 
this new historical period. 

Opportunities from Further Integration
Caijing: Trade liberalization and globalization 

were once the principal driving forces for the rapid 
economic development in Asian countries, but the 
model of gaining competitive advantages through low 
factor costs is no longer sustainable. Given this new 
situation, what sort of institutional arrangement is 
required for Asian economic integration, on top of the 
reform agendas in the respective countries, so as to 
further unleash their economic growth potential? 

Zhou: Asian economies vary greatly in terms of 
economic scale, resource endowments, income status, 
human capital and governance. Over the past 20 years, 
Asia has made great strides in the area of forming 
consensus because the countries have employed a 
pragmatic attitude to realizable goals. The degree of 
dependence on intra-Asian trade has continued to 
climb.This is adequate proof for the increasingly close 
economic relationships between Asian economies. 
The differences in development stages, locational 
conditions and resource endowments among Asian 
countries have resulted in limited breadth and depth 
of regional cooperation compared to those in Europe 
and North America, but there is tremendous room and 
potential for development. 

Compared with Europe and North America, 
Asian integration is mainly market-driven. It is 
external-oriented and has a relatively loose regime. 
However, there is a new round of regionalization 
efforts taking place in Asia. ASEAN, Japan, Korea and 
India are actively exploring the development strategy, 
objective model and priority sequence for regional 
trade liberalization, and have been accelerating the 
pace of participating in regional trade liberalization. 

In terms of urgency and feasibility, establishing 
a free trade area is currently the key economic 
cooperation format for the region. After many years of 
development, Asia now possesses a solid foundation 
for cooperation – regional cooperation organizations 
such as ASEAN, SAARC, GCC and SCO have been 

established, and cooperation mechanisms including 
ASEAN have been formed. The countries covered 
by ASEAN+3 have very large markets. By extending 
outward from these countries to central Asia, west 
Asia and even south Asia, the benefits of regional 
development have now spread across the whole 
of Asia. Through the wide range of flexible and 
pragmatic cooperation formats, Asian countries are 
striving to expand regional cooperation, and are thus 
constantly moving closer toward the objective of Asian 
integration. Overall, this is an easier path on relative 
terms. 

Under this framework, countries in Asia may 
start cooperation primarily with single cargo trade, 
and then expanding it to an all-round cooperation, 
particularly in initiating pragmatic cooperation in 
the areas of service trade, investment, finance and 
interconnection of infrastructure, therefore creating 
new growth drivers for the respective countries. In 
addition, taking more substantive measures to open up 
will create conducive conditions for the rational flow 
and effective combination of resources, technology, 
capital and labor within the region, hence boosting the 
overall competitiveness of Asia.

Caijing: In Asia, negotiations are ongoing for 
the US-led TPP, China-led RCEP and the smaller 
scale China-Japan-Korea Free Trade Agreement. 
Joseph Stiglitz, a Nobel laureate in economics, thinks 
that such fragmented regional trade agreements will 
create new trade barriers which will break up the 
global trade system. What kind of impact would such 
a competition relationship have on Asian economic 
integration? 

Zhou:  The U.S. - led  TPP emphasizes  the 
formulation of standards and rules. It pursues full 
coverage, high standards and has a more stringent 
threshold. As development varies greatly across 
Asia, therefore to many economies, meeting the 
entry threshold poses numerous challenges. RCEP 
is initiated by ASEAN and is based on a “10+6” 
format. It was mooted not long ago and the relevant 
countries are still in close contact and discussion with 
each other. RCEP is a free trade agreement actively 
pushed by Asian countries. It includes 16 countries in 

Exclusive Interview

专访



8 9 2014 博鳌亚洲论坛会刊  2014 博鳌亚洲论坛会刊

economic and trade cooperation relationships within 
the regions, hence driving a leap in quality in terms 
of the standard of China’s external cooperation. The 
strategic conception of the New Silk Road aims to 
achieve an even closer contact between China with 
the Eurasian and Southeast Asian countries, as well 
as other countries along the route, thereby pushing 
China’s cooperation with these countries to new 
heights and realizing harmony and prosperity along 
the route. 

Caijing: Chinese leaders have visited Southeast 
Asia frequently and have clearly strengthened contact 
with Southeast Asia. At the same time, Japan is also 
working hard along the same direction. Within the 
first year of taking office, Prime Minister Shinzo 
Abe visited all ten countries in ASEAN. The two key 
countries in Asian economic integration are competing 
with each other in courting cooperation partners, and 
the bilateral relationship between the two nations has 
also slumped to the lowest point. As the Secretary 
General for BFA, what are your views on the effects 
of this on the integration of Asian economies? What 
kind of platform can BFA provide, so that the large 
countries in the region can perform their roles better 
in regional integration? 

Zhou: The economic development of Asian 
countries is dependent on the friendly and harmonious 
interaction between the countries. In the 10+3 
cooperation framework which is stabilizinggradually, 
China, Japan and Korea are the important partners 
of ASEAN. The cooperation between these three 
countries is in line with the overall interest of ASEAN, 
and produces a positive effect in promoting Asian 
economic integration. For ASEAN, their greatest 
interest lies in regional stability and harmony. They 
are generally opposed to anyone who creates trouble 
for their own interest, and this is also the stance taken 
by the Chinese government. 

In the “9th Beijing-Tokyo Forum” held recently, 
BFA Chairman and former Japanese Prime Minister 
Yasuo Fukuda said that Japan’s development is 
inseparable from the entire international community, 
and only by working together with other countries 
could Japan make contributions to East Asia and the 

world. 
Having experienced “the lost decade,”Japan 

is now employing a substantially influential new 
economic policy to promote domestic economic 
growth. The latest figures show that “Abenomics” 
has brought some positive changes to the Japanese 
people. However, it remains rather quiet in all-
important structural reforms, and this has caused the 
external parties to adopt a wait-and-see attitude on 
the sustainability of the Japanese economic growth 
spurred by monetary and fiscal policy stimulus. 
Similar to Asian emerging economies, Japan is also 
facing the structural adjustment conundrum. 

The theme for BFA2014Annual Conference 
is “Asia’s New Future: Identifying New Growth 
Drivers,”and representatives from the Japanese 
corporate world have been invited to attend the forum, 
so that they can have a discussion with other delegates 
representing various fields from Asia, Europe and the 
United States.In 2012, BFAorganized a seminar for 
Chinese and Japanese entrepreneurs in Yokohama, 
Japan. The goal of the seminar was to drive consensus 
building on cooperation through dialogue. 

The topics we have designed pay close attention 
to all the efforts committed by various countries in 
advancing Asian integration, and they also cover 
all the related fields. Promoting regional dialogue 
and cooperation and enhancing understanding and 
communication have always been an important 
mission for BFA since its inception. As usual, we will 
continue to work hard toward this direction. 

swap agreements and local currency settlement 
agreements for general trade, expand currency swap 
scale, and encourage financial institutions to facilitate 
and provide services for local currency settlement. 

Finally, further improve the Asian capital 
markets, particularly in the development of direct 
financing to better serve the real economy, raise 
the efficiency of capital utilization and reduce the 
systemic risk of financial markets. While speeding up 
the development of domestic capital markets, countries 
should also open up further, perfect the cross-border 
financial transaction and clearing mechanism, and 
strengthen cooperation in financial supervision, hence 
promoting the interconnectedness and linkage of Asian 
capital markets. Besides, there should also be plans 
to set up regional rating agencies to provide financial 
services to the capital markets. 

Caijing: In this edition of BFA, a sub forum 
themed “Silk Road Economic Cooperation” has been 
specially organized, and China has put forward two 
major directions comprising the Maritime Silk Road 
and New Silk Road Economic Belt. How would the 
development of these two major economic belts impact 
the Asian economic integration? 

Zhou: During his recent visits to central Asian 
countries, Chinese President Xi Jinping has brought 
up on numerous occasions using an innovative 
cooperation model to jointly develop the “Silk Road 
Economic Belt.”This is clearly a grand conception, 
and it will rejuvenate the ancient silk road which was 
formed more than 2,000 years ago by creating new 
opportunities. The New Silk Road Economic Belt 
connects the vibrant Asia Pacific economic circle in 
the east with the advanced European economic circle 
in the west. The countries along the route complement 
each other strongly, and there is enormous potential 
to initiate win-win cooperation in various major 
areas such as transportat ion,  f inance,  energy, 
communication, agriculture and tourism. 

After many years of rapid development, China 
has laid a relatively solid foundation of materials, 
technology and capi ta l ,  and has  accumulated 
considerable construction experience. Its contact with 
the external environment is increasingly intimate and 

the interdependence with the outside world is climbing 
steadily. The strategic conception of one route and 
one belt will create more room for China’s economic 
development and provide strategic support to the 
sustained and stable growth of the Chinese economy. 
At the same time, it will also strongly promote the 
socio-economic development, peace, stability and 
safety in the countries along the routes. The “New 
Silk Road Economic Belt” and “Maritime Silk Road” 
initiatives present the countries along the routes with a 
realistic possibility of recreating the past glory on the 
Silk Road, thus helping them to garner recognition and 
response from these countries. 

The initial stages for the development and 
operation of “Silk Road Economic Belt” will mainly 
involve China and central Asian countries, but going 
forward, it will progressively expand and spread to 
central and eastern Europe, western Europe, west Asia 
and north Africa. Meanwhile, China and the Southeast 
Asian countries are currently the major cooperating 
partners for the new “Maritime Silk Road.” This may 
extend to the countries in the Indian Ocean, Middle 
East, Africa and Mediterranean Sea in the future. 

More importantly, a smooth implementation 
of the “Silk Road Economic Belt” concept will 
reactivate the Eurasian economic artery which has 
remained clogged for many years, therebyrealizing an 
interconnectedness and linkage among the countries 
involved in areas ranging from transportation and trade 
to investment and finance, and hence depicting a new 
Eurasian economic map which benefits the countries 
along the economic belt or potentially even to a wider 
region. 

Overall, the “New Silk Road” project is actually 
a common market project. Though the emphasis varies 
across different development cycles and stages, these 
temporal characteristics will not alter the ultimate 
characteristic of a common market. The strategic 
conception of “New Silk Road Economic Belt” and 
“Maritime Silk Road”is set to generate enormous 
development potential. It will pull the countries within 
the regions closer and deepen their cooperation, thus 
expanding the room for development. The two silk 
roads will help to consolidate and improve the existing 
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and capital flows. The pace of monetary policy 
normalisation in the United States and its pass-through 
to long-term interest rates and other domestic asset 
prices will determine the direct impact on the real 
economy and prices as well as financial stability in the 
United States and elsewhere. As in previous upturns, 
the normalisation of U.S. monetary policy and the 
associated re-pricing of financial instruments will act 
as a headwind for the U.S. and global economy, all 
other things being equal. However, as long as this 
process is gradual and driven by a strengthening of 
activity, it should not excessively restrain growth or 
risk unsettling financial stability, and should prevent 
new imbalances from building up. 

However, risks of a less favourable scenario with 
disruptive international spillovers cannot be excluded, 
given remaining vulnerabilities in the financial system 
and the still weak world economy. Recent episodes 
of financial turbulence illustrate these risks. Amid 
signs of a strengthening economy, the U.S. Federal 
Reserve communication on the possible tapering of 
its security purchases already triggered turbulence in 
US and global financial markets in May-Aug. 2013, 
demonstrating potential for abrupt market reactions. 
Reinforced by concerns about growth slowdowns and 
the sustainability of high external deficits and political 
tensions in some EMEs outside China, large portfolio 
investment outflows from these countries contributed 
to tighter liquidity conditions, sharp declines in bond 
and stock prices and sizeable currency depreciations. 
Following some stabilisation in the last quarter of 
2013, financial stress intensified again in early 2014 
in selected EMEs, in particular Argentina, Russia, 
South Africa and Turkey. This reflected idiosyncratic 
domestic political and economic developments, 
somewhat disappointing global data releases and the 
continued reduction of the security purchases by the 
US Federal Reserve, even if the latter did not led to 
excessive financial volatility in the United States. 

Further financial market volatility during the 
exit from accommodative monetary policy in the 
United States cannot be ruled out. The impact of the 
normalisation of monetary conditions in the United 
States on other countries will depend importantly on 

its impact on the U.S. economy and the intensity of 
financial and trade linkages, as well as policy reactions 
in countries affected by spillovers. 

Spillovers Through Trade Likely to be 
Moderate

Direct and indirect spillovers through trade are 
likely to be moderate. They will vary across countries, 
depending on trade links with the United States, and 
be larger for the main trading partners of the United 
States. According to macro-model simulations for 
selected OECD countries and EMEs, in the absence 
of financial international spillovers, even a 200-basis 
point increase in 10-year U.S. government bond 
yields during one year, resulting in a decline in the 
U.S. GDP by 1½ percent compared with the baseline, 
would reduce GDP growth in the BRICS (Brazil, 
Russia, India, China and South Africa) by less than 
0.4 percentage point. (See Rawdanowicz, Ł., R. Bouis, 
J. Brezillon, A.K. Christensen and K. Inaba (2014), 
“Spillover Effects from Exiting Highly Expansionary 
Monetary Policies”, OECD Economics Department 
Working Papers, forthcoming.) The trade spillovers 
would be even smaller if the dollar were to appreciate 
in response to widening interest rate differentials. A 
10 percent depreciation of the currencies of the main 
OECD and BRICS economies against the US dollar 
could result in higher GDP growth in some economies, 
especially in China.

Financial Spillovers Potentially Strong, 
Especially for EMEs

However, the spillovers via bond and equity 
markets and exchange rates may be stronger in EMEs 
than trade spillovers, as their bond and equity markets 
are generally less liquid than those in advanced 
economies, and thus more sensitive to outflows 
by foreign investors. This is the case in spite of an 
increase in the market depth of domestic government 
bond markets in EMEs in the past decade. 

Moreover, financial market spillovers to EMEs 
can be fuelled by herd behaviour, and may serve as 
a wake-up call for investors, especially in countries 
with underlying vulnerabilities. Increased recognition 

Limiting Spillovers to Emerging 
Market Economies 

 Rintaro Tamaki, Deputy Secretary-General and Acting Chief Economist of the OECD  

Monetary policy has been highly expansionary 
over the past five years in the main OECD countries. 
This extraordinary stimulus has supported recovery 
from the worst economic crisis of our lifetime, but 
will have to be unwound in due course to prevent 
overheating and associated risks of asset price bubbles 
and higher inflation. 

With policy interest rates at or close to the zero 
lower bound and balance sheets of central banks now 
bloated, the normalisation of monetary policies will 
be challenging. Policy rates will have to be increased 
over time by around 4 percentage points in the 
United States and the United Kingdom, and around 
3 percentage points in the euro area and Japan, to be 
brought back to levels compatible with stabilisation of 
the inflation rate at its target and output at its potential 
level. Further increases could be needed if economies 
risk overheating. Moreover, balance sheet reduction 
will be unprecedented: following the end of the current 
quantitative easing (QE) measures, shrinking central 
banks’ balance sheets back to the pre-crisis levels will 
ultimately imply a reduction in their assets of around 

40 percent of GDP in Japan, and around 20 percent 
of GDP in the euro area, the United Kingdom and the 
United States. 

T h e  t i m i n g  o f  e x i t i n g  f r o m  h i g h l y 
accommodative monetary policy is likely to differ 
across the OECD, with Japan and the euro area 
starting to normalise monetary policy later than the 
United States and the United Kingdom, where first 
steps towards normalisation have already begun. 
Given the importance of the United States in the world 
economy – reflecting among other things the reserve 
currency status of the U.S. dollar – spillovers from the 
normalisation of U.S. monetary policy are going to 
be of key importance for emerging market economies 
(EMEs) over the medium term.

Normalisation of Monetary Policies Risks 
Negative International Spillovers

A smooth exit in the United States would 
u l t i m a t e l y  i m p l y  a  b e t t e r  g l o b a l  e c o n o m i c 
performance, even if it causes temporary headwinds 
and international adjustments of exchange rates 
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Policies Could Prevent and Mitigate 
Negative Effects of Spillovers

So far, market turbulence has not led to major 
financial instability and, despite some vulnerabilities, 
EMEs are generally better prepared to cope with 
capital outflows than in the late 1990s and early 2000s, 
reflecting flexible exchange regimes, larger foreign 
currencies reserves, lower foreign currency debt and 
better capitalised financial institutions. However, given 
their limited control of financial market reactions and 
international spillovers, EMEs should do more to 
reduce their current vulnerabilities and improve their 
resilience to interest rate shocks. This calls for better 
regulation and supervision to ensure sufficient capital 
and liquidity buffers of banks and other financial 
institutions. Micro and macro-prudential policies 
could be useful for preventing a build-up in financial 
vulnerabilities in specific markets in the current 
environment of still low interest rate and abundant 
liquidity. Testing the resilience of banks in several 
EMEs that experienced rapid credit growth in recent 
years would also be desirable, as lending standards 
could have been compromised. 

Structural reforms, in particular to boost potential 
growth and ensure fiscal sustainability, which improve 
general macroeconomic fundamentals and investors’ 
confidence, should strengthen resilience to shocks. 
Reducing regulatory impediments on foreign direct 
investment, easing strict product market regulation and 
removing tax incentives for debt over equity financing 
could promote a safer structure of foreign liabilities 
and reduce the risk of volatile capital flows. 

Macroeconomic policies could also be adjusted 
to limit undesirable effects of spillovers from the 
normalisation of monetary policy in the United States, 
depending on the nature of the shock, initial conditions 
and the scope for policy action. 

The monetary policy response would vary 
with inflation and exchange rate developments. In 
countries where spillovers result in large exchange 
rate depreciation and capital outflows, the textbook 
macroeconomic policy response would be to tighten 
policy rates to limit capital outflows, while supporting 
demand through fiscal policy. The actual policy 
response would, however, depend importantly on each 
country’s specific conditions. The intensity of the 
monetary policy response should depend on prevailing 
inflation and the credibility of the central bank. When 
inflation is high or inflation expectations poorly 
anchored, monetary policy should be tightened more, 
even if growth is weak. Several EMEs, faced with 
such conditions, have already raised policy rates. 

The intensity of the fiscal policy responses will 
also depend on the available leeway, so that it does 
not undermine investors’ confidence. Some EMEs 
have policy space, though foreign investors may have 
reduced their tolerance for fiscal imbalances and in 
some of them the scope to provide fiscal support has 
diminished since the onset of the global recession 
because of the run-up in public debt (China) and high 
budget deficits (India). 

Exchange rates should in general be allowed to 
adjust flexibly to changing fundamentals. However, 
establishing international currency swap lines could 
be useful to limit short-lived foreign currency liquidity 
problems and to mitigate their effects on economic 
conditions. Agreements, similar to those made among 
Asian countries under the Chiang Mai Initiative, could 
be further considered between EMEs and advanced 
economies. 

The IMF flexible credit line could provide 
an additional support to countries with strong 
fundamentals and policy track records which are faced 
with potential or actual balance of payments stress.  

of weakening fundamentals was already evident in 
several EMEs in the second half of 2013 and in early 
2014, amid emerging signs of financial vulnerabilities 
related to the banking system and external financing 
and poli t ical  tensions.  (See Nov. 2013 OECD 
Economic Outlook and Ollivaud, P., E. Rusticelli and 
C. Schwellnus (2014), “Would a Growth Slowdown 
in Emerging Markets Spill over to High-Income 
Countries? A Quantitative Assessment”,  OECD 
Economics Department Working Papers, forthcoming.) 
Such signs included rapid credit growth, the increasing 
incidence of non-performing loans and lower liquidity 
coverage ratios, as well as the increased dependence of 
some external deficit economies on portfolio inflows, 
the higher share of debt in total foreign liabilities and 
the increased reliance on short-term loans from foreign 
banks. 

Another concern is the sharp rise in dollar-
denominated debt issued by companies in several 
EMEs, in particular through offshore financial centres. 
Large liabilities denominated in foreign currencies 
could add to financial stress in EMEs if their exchange 
rate were to depreciate considerably, which is 
frequently the case when investor sentiment weakens. 
Beyond financial stability implications, exchange rate 
depreciations could fuel inflation dynamics, possibly 
complicating the conduct of monetary policy, although 
they may partly cushion the shock on activity by 
boosting net exports. 

Including China
China was not affected by the bond sell-off in 

mid-2013, partly reflecting restrictions on capital 
flows, but negative spillovers from the United States 
cannot be excluded in the future. Currency mismatches 
have been on the rise, with foreign currency loans 
having increased by 35 percent over the year to the 

first quarter of 2013 (i.e. more than twice the rise 
of RMB loans), while outstanding foreign currency 
bonds have more than doubled between 2010 and 
the first quarter of 2013. Given its potential to affect 
global growth and investors’ sentiment, especially in 
other EMEs, China could also act as a shock amplifier, 
particularly if home-grown financial sector instability 
were to coincide with the normalisation of monetary 
policies in the advanced OECD economies. 

Indeed, vulnerabilities of the Chinese financial 
sector may have increased due to rapid growth in 
domestic credit and the expansion of the shadow 
banking system, in particular of securities and trust 
companies, the corporate bond market and wealth 
management products. 

These developments raise concerns about the 
quality of underwriting standards, pricing of risks and 
liquidity risks due to maturity mismatches, though 
limited data availability makes it difficult to assess 
the extent of such risks. While banks are relatively 
well-capitalised, non-performing loans low and loss 
provisions high, they remain vulnerable to a worsening 
in the financial performance of the corporate sector 
or an eventual decline in house prices after their rapid 
increase in recent years, as well as to problems in the 
shadow banking sector.

Overall, protracted and large spillovers from the 
United States could have sizeable global ramifications 
in the current environment. 

Macro-model  s imulat ions  suggest  that  a 
stylised shock of a 200-basis point increase in 10 
year government bond yields combined with a 25 
percent decline in equity prices in the United States 
and several other main OECD and BRICS economies 
during one year would lower OECD GDP growth 
by more than 1 percentage point, and lower growth 
slightly less in the BRICS countries. 
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to excessive debt, either excessive foreign debt, or 
excessive household or government debt, which is 
often a by-product of excessive foreign debt. In fact, 
basically all economic and financial crises always go 
back to excessive debt and excessive leverage. The 
U.S. subprime crisis had its roots in household debt. In 
the European debt crisis, government debt provoked 
the crisis. And the recent turbulence in emerging 
markets is centered on a number of economies that 
have large foreign debt and exhibit large current 
account deficits.  

In recent weeks, emerging market currencies and 
stock markets have suffered worldwide. Markets tend 
to treat all emerging markets similarly. However, their 
economic fundamentals vary widely. 

It is very easy to show that it is wrong to paint 
all emerging markets with the same brush. Inflation, 
growth, and the current account balance are three 
important economic indicators. By aggregating last 
year's real economic growth number, last year's 
inflation number (with a negative sign) and last year's 
current account balance (in percent of GDP), one 
can obtain a very simple indicator for the health of 
an economy). If you do that, you get very interesting 
insights.

• Of all the emerging economies, China has 
the most solid economic fundamentals according to 
this indicator, with high growth, a current account 
surplus, and low inflation. China as well as some other 
emerging economies such as Malaysia and South 
Korea, are in much better shape than many of the 
advanced economies, according to this indicator. India 
and Brazil, on the other hand, are at the opposite end 
of the scale and rather vulnerable, with low economic 
growth, a current account deficit, and high inflation 
rates. Russia is somewhere in between. 

• The recently introduced term the "Fragile 
Five" (Brazil, Indonesia, India, Turkey, and South 
Africa) is much more useful than the acronym BRIC 
and very much to the point. Indeed, we find all of these 
countries at the very bottom of our ranking, along with 
Argentina and the Ukraine.

• In the eyes of many investors, and also in the 
portfolios of many emerging market funds, emerging 

markets are a homogenous group. Therefore, their 
financial markets are strongly correlated in the short 
term. However, I would argue that the only thing that 
emerging economies have in common nowadays is that 
they are categorized as "emerging" by bank analysts. 
Over the longer term, markets will eventually realize 
this and start to differentiate between them more. 

• In particular, we at UBS are optimistic 
about China, and have been optimistic for a long time. 
China should weather the current storm with little 
harm and continue on its path to prosperity.

China’s Important Role in the Global 
Economic Recovery

In fact, the Chinese economy is playing an 
important role at the current juncture. Despite a 
significant improvement over last year, global 
economic growth will stay moderate this year. 
Deleveraging will continue to weigh on growth in 
some advanced economies. All the more important 
for the global economy is the demand from emerging 
economies, in particular, China.

As a demonstration, in the 1990s, the share of 
world economic growth attributable to China was 
roughly 10 percent. In the last decade, the Chinese 
contribution rose to 20 percent. This year, and in the 
coming years, the Chinese share of world economic 
growth will amount to almost 30 percent. The world 
economy would be seriously affected by a growth 
slowdown in China. The whole world is therefore very 
much interested in a prosperous Chinese economy.

The overall impact of the reforms outlined by 
the Third Plenary Session (of the 18th CPC Central 
Committee) will be positive for China and, thus, the 
global economy. The reforms will ensure long-term 
growth that is more balanced and sustainable and, with 
it, prosperity. Obviously the progress of reforms will 
depend on implementation, and there will be many 
difficult challenges ahead. However, China's leaders 
have shown an admirable commitment to reform, 
which makes us optimistic that these reforms will 
eventually succeed.

We expect Chinese GDP to grow by 7.5 percent, 
which is slightly above the consensus of 7.4 percent, 

Global Economic Outlook, Global 
Imbalances, and China's Evolving 
Role in the Global Economy 

 Axel Weber, the Chairman of UBS  

Emerging Market Turmoil
China, Germany and Switzerland are very 

different from one another at first glance. However, 
the  three countries have one thing in common. They 
represent three out of the world's top four creditor 
nations: after Japan (US$ 3.1 trillion), China has the 
world's second-largest net international investment 
position (NIIP), amounting to US$ 2.4 trillion 
(including Hong Kong). The world's third-largest 
creditor nation is Germany, with a NIIP of US$ 1.7 
trillion. And fourth is tiny Switzerland, with net claims 
on the rest of the world of 1.0trn dollars. Other large 
net-creditor countries are the oil-exporting nations 
such as Saudi Arabia and Russia, as well as Singapore, 
the Netherlands, and Belgium.

Where there are creditors, there must be debtors. 
In fact, the net foreign assets of creditors must equal 
the net foreign debt of debtors. The world's largest 
debtor nation is the United States, with a NIIP of -US$ 
4.2 trillion. The US is followed by Spain (-US$ 1.4 
trillion), Brazil and Australia (both -US$ 0.8 trillion) 
and Italy and France (both -US$ 0.6 trillion). 

Together, China, Germany and Switzerland have 
been the source of 40 percent of cross-border net 
capital flows in the past. Their combined net foreign 
assets just about equal the net foreign debt of the 
United States. 

There is nothing intrinsically good or bad about 
current account surpluses and current account deficits, 
or more generally, about saving or going into debt. On 
the contrary, the opportunity to save and take on debt 
enhances our welfare enormously. In fact, the main 
function of financial markets is to allocate savings 

over time and to create debt instruments:
From a saver's perspective, financial markets 

enable a country to smooth consumption over time, 
to cushion unfavorable demographic trends, to take 
advantage of superior expected investment returns 
abroad, and to diversify savings into different asset 
classes and different countries and thus reduce 
portfolio volatility. From a debtor's perspective, 
financial markets also enable a country to smooth 
consumption, and in particular they allow gathering 
and bundling resources to finance profitable investment 
projects and thus increase the standard of living of the 
country's citizens.

If debt is incurred responsibly, to smooth 
consumption over time and fund investments whose 
profits can then be used to extinguish the debt, there is 
nothing bad about it. However, history shows that debt 
is not always incurred responsibly. Sometimes, it is 
used to fund over-consumption or invest in projects that 
yield insufficient profits to service it. If debt is used for 
over-consumption or is mal-invested to a large extent, 
a growing debt burden may strangle economic growth. 
Eventually, a debt crisis may follow in which debtors 
become unable to refinance their debt, and creditors 
may have to write off some of their claims.  

Current account imbalances have been at the 
forefront of policy debates for many years. The notion 
of "global imbalances" already implies the suspicion 
that some of the debt incurred by debtor nations in 
recent years has not been invested responsibly, and 
that foreign debt levels have become an excessive 
burden for some countries.  The economic and 
financial turbulence of the past six years all goes back 
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the results of the asset quality review (AQR) are 
published. Turbulence may even begin a few weeks 
before the publication, when speculators start to bid up 
the expected winners and sell the expected losers. As 
national governments may have to step in for banks 
that do not pass, the correlation between sovereigns 
and their banks may strengthen again in autumn.   

On a global scale, one risk is obviously that 
recent turbulence in emerging markets escalates, 
infects financial markets in advanced economies, 
and puts the economic recovery at risk. However, in 
contrast to the crises of the 1980s and 1990s, reliance 
on hard currency debt in emerging economies is lower, 
and policymakers have, in general, not attempted to 
peg and defend unsustainable exchange rates. We 
are therefore convinced that the currency turmoil is 
contained and will not derail global growth. 

In the longer run, the inflation question is the 
elephant in the room. Inflation is a global phenomenon. 
National inflation rates are highly correlated. The 
similarity of national inflation rate movements reflects 
common factors such as commodity prices, trade, the 
global business cycle, and global trends in monetary 
policy, which are transmitted via exchange rates. If 
inflation returns, it will return on a global scale, driven 
by a global economic recovery. Currently, global 
inflationary pressure is low and we do not expect global 
inflation to rise significantly this year. Low capacity 
utilization in many parts of the world and muted 
commodity prices could even result in inflation rates 
declining in some parts of the world. However, we don't 
think that global deflation is a significant risk either.

UBS's Long-term View 
How do we at UBS view financial markets in the 

longer term? UBS has recently overhauled its Strategic 
Asset Allocation, which reflects its view of financial 
markets over the next 5-7 years. 

First of all, we think that the three-decade long 
secular bond bull market is probably over. Longer-
term rates will continue to rise gradually, and bonds 
will not generate the returns they have in the past. We 
foresee a 0.5 percent–3.0 percent return p.a. depending 
on the segment and market. While high-grade bonds 

remain part of UBS's strategic asset allocations to help 
limit losses in times of crisis, we advise our clients to 
reduce their weighting.

Instead, we recommend increasing allocations 
to corporate bonds, particularly those with short 
maturities. Short-maturity bonds from highly rated 
companies offer both low risk and a reasonable return 
outlook (expect 1.5 percent–2.5 percent per annum). 
We would also include fixed income asset classes 
with greater return potential, such as high yield 
and emerging market bonds (where we expect 3.5 
percent–5.0 percent return p.a.). 

Equities offer attractive value in relation to their 
inherent risk and should be part of most portfolios. 
While a slow global economic recovery has translated 
into muted earnings growth for many companies 
outside the US, the share prices of most companies 
still reflect the elevated risk aversion of investors, 
which lends them upside. Consequently, we expect 
a 7 percent–8 percent return p.a., depending on the 
market. Hedge funds offer a compelling risk-return 
trade-off while also serving as an effective diversifier. 
In an environment of low government bond yields, 
they should deliver an appealing expected annual 
return of about 4 percent–6 percent.

We are not  very upbeat  on commodit ies . 
Commodities do not offer recurring income, as stocks 
and bonds do. This makes them highly dependent on 
supply and demand dynamics. In addition, they are 
very volatile and strongly correlated with stocks. A 
lower return outlook than equities does not justify a 
strategic longer-term investment into broader-based 
commodity indices. Over the long term we find that 
exposure to foreign currencies provides little in the 
way of return while exposing one’s portfolio to high 
volatility. We generally advise hedging all foreign 
currency exposure. 

The economic and financial turbulence of the 
past six years all goes back to excessive debt. Even as 
we move beyond the financial crises of recent years, 
the global economy today continues to be shaped by 
this. Investors will need to be sure to differentiate 
between those economies in better health and those 
more vulnerable to the deleveraging process.  

and in line with the government's 7.5 percent growth 
target. Slower credit growth and a reduced pace 
of infrastructure investment may weigh on growth 
momentum, but this will be offset by improvements 
in consumption and exports. We believe the Chinese 
government will selectively allow small-scale and 
orderly credit events in the shadow-banking segment 
to change investors' perception of so-called "implicit 
guarantees." This should be viewed as long-term 
positive, as defaults in shadow-banking credit will 
reduce moral hazard, encourage more effective risk-
pricing, and develop a more mature and disciplined 
financial market.

Overall, we are cautiously optimistic about the 
global economy this year. We expect global growth to 
continue to accelerate in 2014, with contributions from 
all the major economies.

Outlook for Advanced Economies 
In the advanced economies, the United States 

is leading the way. U.S. GDP will likely expand 3 
percent in 2014. Key supports are strong private 
demand, an accommodative monetary and fiscal 
policy, a recovering housing market, and the domestic 
energy boom. The Federal Reserve is well on track 
to phase out its bond buying program by the end of 
this year. We expect further cuts of US$ 10 billion 
per meeting and foresee the first Fed rate hike in mid-
2015. However, note that the tapering is not on a preset 
course, but is data dependent. The main domestic U.S. 
risk we see is a stronger than expected recovery and 
the onset of inflation. 

Japan should continue to grow modestly this 
year. The Bank of Japan is expected to counteract a tax 
hike in April with easier monetary policy, which may 
weigh further on the yen.

The Eurozone economy will continue growing 
at a modest rate. The recovery is weak and uneven. 
Current growth rates of around 1 percent are not 
sufficient to reduce unemployment, which stands at a 
very high 12 percent. German economic growth should 
see a sharp improvement this year, supported by 
accelerating global growth and the highest consumer 
confidence in years. The French economy should also 

post positive sequential growth rates, benefiting from 
a substantial decline in fiscal austerity and a renewed 
push for reforms. In Italy, the payment of government 
arrears and the end of fiscal austerity should help 
the economy to definitively exit recession. In Spain, 
against a backdrop of its bank bailout program exit and 
newly gained competitiveness, the economy should 
post an even more dynamic recovery, despite still 
substantial fiscal austerity. Meanwhile, in the coming 
months, Eurozone finance ministers are expected to 
finalize decisions on the more troubled countries, 
including on Portugal's exit from the bailout program, 
and on more funding for Greece.

Eurozone inflation is likely to stay subdued, 
and the ECB is likely to retain an easing bias in the 
foreseeable future. The ECB recently strengthened 
its forward guidance by stating that it expects the key 
ECB interest rates to remain at present or lower levels 
for an extended period of time. The ECB also warned 
that, in case of unwarranted tightening of money 
market conditions or of a worsening of the inflation 
outlook, it may react. Such a reaction could consist of 
offering long-term refinancing operations. That said, 
we do not think that deflation is likely to materialize, 
and expect no asset purchase program. 

Risks in the Eurozone this year are two-fold: 
First, in the May European parliamentary elections, 
anti-European Union parties could strengthen their 
positions. This may hamper future policy making in 
Europe (comparable to the Tea Party in the United 
States). The second risk I see is the ECB's asset 
quality review in autumn. The ECB is conducting a 
comprehensive assessment of the Eurozone banking 
system, by means of a supervisory risk assessment, an 
asset quality review and a stress test. The results will 
most probably be announced in Oct. 2014. Around 120 
systemically important European banks are affected.  

An exam in which everyone passes is unlikely. 
Despite political pressure, some banks may not pass 
and may require a recapitalization. Italian banks 
are likely to be the weakest link among the large 
countries. There is a potential for a strong reaction of 
financial markets (bank stocks, credit default swaps, 
bank bonds, in particular subordinate bonds) when 
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Emerging and Developed Economic 
Trajectories Diverge

Over the past two years, large emerging market 
economies have slowed down pretty much across the 
board. In Latin America, Brazil’s GDP posted a 2.5 
percent increase in 2013 from, up from the dismal 
0.9 percent seen in 2012 but well down from its 7.5 
percent growth in 2010. Mexico weighed in with a 1.2 
percent growth rate in 2013, down from 5.1 percent 
in 2010. In Asia, Indonesia, India and China have all 
eased substantially with 2013 growth standing at 0.9, 
6.8 and 2.8 percentage points below the growth rate 
in 2010, respectively. Elsewhere, South Africa and 
Russia have downshifted as well. Growth in South 
Africa stood at 2 percent in 2013 and Russia saw 1.5 
percent expansion in the year, both down from their 
2010 rates of 3.1 and 4.5 percent, respectively. 

In many countries, the slowdowns have occurred 
in part because loose global liquidity was enabling 
them to grow above their long-term trends. Despite 
under-investment in infrastructure and lack of genuine 
improvement in competitiveness for manufacturing, 
the countries were able to ride the global liquidity tidal 
wave in order to finance growth cheaply. But once 
it became clear that global financial conditions were 
beginning to tighten, the need for emerging economies 
to consolidate momentum through well-calibrated 
structural reforms became more urgent. Indeed, 
emerging market growth overall slowed to 4.7 percent 
in 2013 from 5.2 percent in 2012 as stalled domestic 
reform programs could not offset the weaknesses 
that tighter external financing conditions exposed.  
Furthermore, the rise of political risk in economies 
such as Argentina, Turkey and the Ukraine exacerbated 
the uncertainty about emerging markets in general. 

Meanwhile, the developed world began to 
gather some steam in the latter half of 2013. Indeed, 
better growth in the United States is what led to 
the beginning of the Federal Reserve’s exit from its 
extraordinary monetary policy. After beginning to 
taper its quantitative easing program in Dec. 2013, 
and decreasing monthly asset purchases further in Feb. 
2014, the Fed is currently indicating that it may once 
again be able to employ interest rates as its primary 

policy tool beginning in mid- to late-2015, at which 
time the U.S. central bank believes it will begin to hike 
rates. The specter of even tighter global liquidity as 
the Fed readjusts to more traditional policy measures 
has many market actors speculating that vulnerable 
emerging markets will see a major financing squeeze 
– and potentially even an emerging market exit by 
investors, en masse. 

However, one must remember that monetary 
tightening in the United States – and potentially other 
developed economies – will go hand-in-hand with 
even further improvements in economic performance 
for those countries. Indeed, The Conference Board’s 
projection for GDP growth in the United States this 
year stands at 3 percent, up from 1.9 percent in 2013. 
Meanwhile, Europe may not be galloping into a 
high growth phase, but the euro area as a whole will 
consolidate economic improvements and post positive 
growth of 1.4 percent for the year, after basically flat 
growth of 0.1 percent last year. Finally, the recent 
uptick in Japanese growth may also continue around 
its current trend, seeing 1.5 percent growth in 2014 – 
a third year of relatively good performance for Japan. 
All of these growth improvements should allow global 
economic growth to expand at 3.5 percent for the year, 
up from 2.9 percent in 2013 even as emerging market 
growth stagnates.  

Long-term Adjustments More Critical
Giving due attention to the acceleration of 

growth in the developed world is important because 
the trade boost from such a transition, as stronger 
developed economies heighten demand, will to 
some extent offset weaker investment flows from 
slower monetary growth. In other words, cash flow 
movements will partially migrate from the capital 
account to the current account. Furthermore, improved 
current account positions among emerging market 
exporters should lower the overall financing needs 
of deficit economies, making the reduction in global 
liquidity less of a shock. 

A second important item underpinning the 
dynamics of global capital flows will be the fact that, 
at present, expectations are arguably well anchored. 

Don’t Hold Your Breath for the 
Emerging Market Sell Off

 Andrew Polk, Resident Economist, the Conference Board China Center for Economics and Business  

Who’s Afraid of the Fed Exit?
In recent weeks the fear of a sharp correction 

in emerging market financial conditions as the Fed 
continues to exit from its extraordinary monetary 
policy have caused consternation among investors 
and emerging market policy makers. But in the short 
term, fears that foresee a mass exodus of investment 
from emerging markets appear exaggerated. While the 
large developing economies across various regions 
will continue to have relatively weak growth in 2014, 
overall global conditions will be improved by an 
uptick in the recovery of developed economies from 
the United States to Europe and Japan. Not only is 
the improvement in developed world growth likely 
help to stave off a sharp contraction in global financial 
conditions, but the fact that many investors have clear 
and steady expectations about the pace of the Federal 
Reserve’s exit should help to preclude recent alarmist 
forecasts for emerging market financial flows from 
coming to fruition. Furthermore, the risk of contagion 
across emerging markets also appears low, as investors 
seem to have differentiated among economies that are 

more or less vulnerable to rising global interest rates. 
Still, while we do not foresee a worst case 

scenario, investors and policy makers should keep in 
mind three dynamics that are likely to be prevalent as 
the Federal Reserve and eventually other developed 
central banks return to a more traditional policy 
stance: 

1) short-lived bouts of volatility, as were seen in 
the summer of 2013 and even at the beginning of this 
year, are likely to continue; 

2) countries with large current account deficits, 
significant external debt and political or institutional 
f ra i l ty  wi l l  be  much  more  vu lnerab le  to  the 
aforementioned volatility; and 

3) in the longer-term, a world of slower growth 
in global capital, as central banks turn off the liquidity 
taps, will expose the structural imbalances in emerging 
markets (and elsewhere) that have been masked by 
large amounts of global liquidity. In other words, 
for emerging markets, structural weaknesses are 
the root cause of volatility; the Fed’s tapering is a 
circumstantial irritant. 
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percent in 2013 and the Sensex down 3.6 percent 
for the year in dollar terms. More broadly, investors 
have outlined a group of economies known as the 
“Fragile Five” (a term first coined by Morgan Stanley 
analysts) adding South Africa, Brazil and Turkey to 
India and Indonesia. Each of these economies has a 
sizable current account deficit (5 percent of GDP on 
average) and thus relatively large financing needs and 
consequent currency vulnerability.  

In comparison, economies with capital account 
surpluses (especially when coupled with strong FX 
reserves and less outstanding external financing) have 
seen much less volatility. Mexico, for example, has a 
relatively small current account deficit of 1.3 percent 
of GDP and is of course closely tied to the fortunes of 
the rebounding U.S. economy. So despite structural 
weakness and a stalled reform program (until recently) 
the peso was more resilient throughout the year, 
depreciating only 1 percent against the dollar. Other 
emerging countries with current account surpluses 
like Malaysia, Russia and even the perennial sick-
man of Asia, the Philippines, fared relatively in 2013, 
experiencing less significant economic slowdowns 
(although Russia’s recent political and military 
actions have since taken a toll on the value of the 
currency). Such a diverging treatment of countries 
by the global investment community suggests 
that economic fundamentals, including political 
and institutional stability, matter significantly in 
determining assessments of the fundamental strength 
of different economies. Furthermore, it suggests that 
contagion risk is relatively low, as investors seem to 
be appreciating country-specific vulnerabilities rather 
than selling off emerging markets wholesale as interest 
rates rise.     

China Presents an Unusual but Instructive 
Test Case

One interesting and unusual case in regard to 
the effect of global capital flows on the domestic 
landscape comes from China. Recent events in 
Chinese financial markets highlight clearly the notion 
that longer-term structural challenges matter the most 
for the health of globally integrated economies in 

the face of Fed easing, but that short-term dynamics 
can still cause complications in the calibration of 
monetary policy and macro-prudential decisions more 
broadly. From an external financing standpoint, China 
is exceptionally well-placed to deal with weaker 
global capital flows. It has a large current account 
surplus (of  US$ 224 billion in 2013), little external 
borrowing (around 10 percent of GDP at most) and 
US$ 3.8 trillion of foreign exchange reserves. As 
such, China could defend against even an accelerated 
pull back in monetary policy by the United States and 
other developed economies relatively easily. However, 
while China’s defenses against changes in the size 
and direction of capital flows are robust, bouts of 
volatility can have a significant impact on domestic 
policymaking, and indeed recent developments within 
China’s domestic financial system point to such 
complications.

In recent years, China’s monetary authorities 
have relied upon inflows of foreign cash to underpin 
domestic liquidity creation. While it’s true that 
authorities could use domestic means to grow the 
monetary base, strong capital inflows have enabled 
liquidity and credit creation in China’s domestic 
economy, while making exchange rate management 
relatively straight forward and enabling the large 
buildup of foreign exchange reserves. Furthermore, the 
People’s Bank of China (PBoC) has become adept at 
sterilizing capital inflows, and this ability has allowed 
the authorities to outsource overall liquidity creation 
while keeping a handle on domestic inflation. Finally, 
strong overall economic growth for many years meant 
that authorities could keep the economy relatively 
credit constrained, without risking a sharp slowdown. 
In other words, the strong structural foundation of the 
economy allowed policymakers to oversee high credit 
growth, without the worry that capital misallocation 
would become so widespread as to threaten the 
financial system.

However, in recent years, China’s fundamental 
productivity growth has begun to slow. As such, the 
economy has entered a phase where credit expansion 
needs to be much more selective in order to generate 
returns and to enable genuine and sustainable real 

As long as the Federal Reserve in particular (and 
other developed world central banks more generally) 
does not undertake a sudden acceleration of policy 
normalization, then markets should be set to take 
monetary policy developments in stride. At present, 
the path for a gradual Fed exit is baked into most 
forecasters’ projections for growth and for investors’ 
outlooks for stock, bond and currency prices in the 
short-term. As such, if the Federal Reserve sticks to 
its own script, then sudden, widespread seizures in 
global liquidity are unlikely to occur. Indeed, market 
expectations for an interest rate hike in the U.S. are 
hewing closely to the forward guidance offered by the 
Fed. And with a new (and relatively dovish) Federal 
Reserve chief just taking the helm, the institution is 
likely to take a quite cautious stance in regard to the 
pace of exit.  

Final ly,  looking back and forward,  2013 
may have actually marked the nadir of growth in 
global capital flows. According to the Institute of 
International Finance, total capital flows to emerging 
markets contracted by almost 10 percent in 2013 – a 
large dip from 2012’s 4 percent positive growth – due 
to the market’s digestion of slower growth outlooks 
for emerging markets and the onset of the Fed exit. 
However, while growth in capital flows to emerging 
markets may not recover to the halcyon days of 2007, 
when the level of capital flows to emerging markets 
reached historic highs at about 1.3 trillion USD, a 
gradual recovery in flows could well be ongoing over 
the next couple of years for several reasons. 

First, as developed economies continue to 
consolidate gains, a brighter global outlook may help 
to sustain investor sentiment and thus underpin the 
gradual recovery in the pace of capital flow growth 
that has resumed since Q3 2013. But perhaps more 
importantly, the economic growth slowdown in many 
emerging markets may be beginning to bottom out. 
After the transition to tighter external financing that 
occurred in 2013, policy focus has largely shifted 
for many emerging markets towards addressing 
the longer-term structural issues that are currently 
constraining their economies. In this sense, the Fed’s 
eventual exit can be seen in a positive light. 

China, for example, has increased its rhetorical 
emphasis on economic reform over recent months, 
even if substantial policy changes are yet to be 
forthcoming. India, meanwhile has recently sought 
to boost foreign investment by allowing foreigners to 
directly access local share markets in amounts of up 
to 5 percent of a company’s total capital. While this 
may be a small move, the change shows a recognition 
of the need to overhaul foreign investment rules more 
fundamentally. Similarly, Malaysia has recently moved 
to relax investment rules for foreign automakers, 
particularly for eco-friendly vehicles, while Mexico 
voted to implement wide-ranging fiscal and structural 
reforms in 2013 seeking into increase the country’s 
productivity growth. It is the success or failure of these 
and other structural adjustments to emerging market 
growth models that will determine investor appetite, 
and broader economic performance, over the longer 
term. 

Differentiation Among EM’s Matters
But even as the real challenge for many emerging 

markets lies in policy-driven structural adjustment, 
short-term risks remain – especially for economies 
with specific vulnerabilities. While we do not 
anticipate a worldwide shift in capital flows, entailing 
a global flight to safety, investors are clearly becoming 
more discerning about investing in emerging markets 
now that somewhat tighter financial conditions are 
exposing vulnerabilities, and eliminating the potential 
for speculative gains driven by excessive liquidity. In 
particular, countries with large current account deficits 
have come under scrutiny. 

In Asia, India and Indonesia were two of the 
hardest hit from the retrenchment in global capital 
flows throughout the summer of 2013. Indeed, the 
Indonesian Rupiah was Asia’s worst performing 
currency last year, depreciating 6 percent in August 
alone and over 21 percent throughout the year. India’s 
Rupee fell 20 percent between May and August of 
2013 before stabilizing and ending the year down 
2.5 percent from the end of 2012. Meanwhile both 
countries saw their stock markets drop throughout 
the year with the Jakarta Composite Index down 3.3 
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economic activity (as opposed to growth of speculative 
assets in the financial economy). Because of this 
changing dynamic, China’s policymakers have had 
to more consciously ease credit creation off-and-on 
since 2011. At the same time, changes in the direction 
and size of global capital flows related to the Fed’s 
tapering have introduced another variable into the mix 
for China’s monetary authorities, making monetary 
management both more complex and difficult. This 
situation was most clearly evidenced in June last 
year when the Chinese banking system saw interbank 
interest rates spike above 25 percent for overnight 
repurchase contracts. At that point China’s central 
bank was seeking to introduce some discipline onto 
credit creation by slowing its liquidity support for the 
banking system. However, large currency outflows 
due both to weaker Chinese growth and global capital 
retrenchment on the back of a shift in expectations 
about Federal Reserve policy sent liquidity demand 
in  China’s  domest ic  market  through the  roof 
unexpectedly. Mini versions of this episode recurred in 
November and December.

It is likely that China will continue to struggle 
with the effects of monetary policy changes in the 
advanced economies because of their inherent impact 
on domestic liquidity conditions, both in reality and in 
sentiment. But the implications of these dynamics are 
even more important to China’s long-term structural 
transition, and economic reform, than they are to day-
to-day liquidity management.  As mentioned above, 
overall China has the policy tools to react to changes 
in external financing conditions. Furthermore, the 
liquidity dynamics within China’s financial markets 
are primarily driven by domestic circumstances, 
most importantly: the deterioration in the quality of 
Chinese bank assets and the continuing proliferation 
of shadow bank financing in China; plus the increased 
use of interbank markets by mid-size Chinese banks 
in recent years and the administrative changes that 
Chinese authorities have enacted in reaction to these 
developments. Thus, changes in the size and direction 
of global capital flows are one catalyst among many in 
the short term that the PBoC must effectively manage 
– but of less importance than the many domestic 

challenges that need to be remedied. 
However, with the overall growth trend of 

capital flows from advanced markets lower than in the 
past, changes in the size and speed of investment into 
and out of China will likely increase in magnitude, 
duration and frequency. Furthermore, since China’s 
yearly trade surplus has shrunk to less than 3 percent 
of GDP, these short-term flows may become even more 
important in driving overall liquidity conditions from 
month to month. As such, one of the most important 
implications that the Federal Reserve exit will have for 
China over the longer term is likely to be a postponing 
of financial and capital account liberalization. The 
desire to undertake such reform has long been a stated 
goal of China’s leadership, and it has become even 
more highly emphasized by financial authorities in 
recent months. However, increased marketization of 
both the domestic banking system and its links to the 
outside world will only increase the volatility and 
vulnerability of the system at a time when growth is 
already slowing due to diminishing productivity gains. 
At this juncture, increased financial openness would 
only exacerbate the sort of liquidity crunches that 
occurred throughout 2013 and expose the inefficiencies 
of Chinese banks.  Thus,  the normalization of 
developed world monetary policy will challenge the 
structural weakness of China’s closed financial system 
more fundamentally over the long term.

It is in this way that China’s situation mirrors, 
and epitomizes, that of other emerging markets vis-
à-vis developed world monetary normalization. 
Increased volatility of global capital flows may serve 
to create headaches in the short term (with bigger 
problems for more exposed deficit countries, as 
discussed). However, it is each country’s longer-term 
structural challenges, and the way they are resolved 
(or not), that will be determinant to their enduring 
economic strength, financial viability and currency 
stability. The expansive global monetary policy of 
recent years has, if anything, been one important factor 
allowing emerging markets to forestall structural 
reform. This era is now close to an end, and policy 
makers in emerging markets had best respond with 
long-overdue reforms.
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term ‘emerging markets’ as a catch-all for the 
world’s newest markets, and they assign a singular 
market climate to those markets within that group. 
However, a more detailed examination of those 
emerging markets shows significant variation from 
country to country. While much of this stems from 
macroeconomic factors, internal influences such as 
the development of legislation, domestic political 
conditions, regulatory savvy and buyer appetite also 
play a part. 

The IMF cites fading global tailwinds and 
supply constraints as having already curtailed growth 
in various emerging markets. As China utilises 
macro-economic levers to engineer a different growth 
model from that of investment-driven to one led 
by domestic consumption and energy efficiency, its 
reduced appetite for global resources will also impact 
on emerging markets that rely on commodity exports.

So, while emerging markets, in broad terms, 
continue to provide a case for optimism about the 
global recovery, many question-marks as to the long-
term viability of those markets do remain. Those 
question marks have particular relevance to the 
world’s most fragile ‘new’ markets in Southeast Asia, 
such as Myanmar, Indonesia and Thailand. 

This article will examine current M&A trends 
throughout emerging markets, and the various push 
and pull factors, and the risks that are occupying 
players in the sector. 

The Search for Quality
The optimism that defined capital markets 

throughout 2013 does not necessarily align with 
M&A activity around the world. The United States, 
one of the markets that most precipitated the 2013 
capital markets surge, saw only a marginal increase 
in M&A by value – and data from Mergermarket 
shows the number of completed M&A transactions 
actually decreased from 2012 to 2013.

In emerging markets, that sliding trend is 
stronger – with the total value of deals in emerging 
markets last year dropping below US$500 billion, a 
figure that had been exceeded in both 2010 and 2012. 

Despite these figures,  which demonstrate 

s ideways  movement  a t  bes t ,  op t imism about 
emerging markets M&A remains strong. Various 
surveys and studies of market perception have shown 
a market consensus that M&A activity will accelerate 
strongly in 2014. 

If we take that sentiment at face value – we 
must ask ourselves, what are the impediments to that 
pickup in both the BRICs and non-BRICs markets as 
we move forward? 

In the years immediately following the financial 
crisis, M&A in some jurisdictions was defined by 
a flurry of buying activity, with some investors 
prioritising opportunism and early action over a 
more cautious approach to acquisitions – with the 
rationale being that the low asset prices and high 
macroeconomic growth would offset  the risks 
inherent in any deal. 

For a brief time, it became a race to the finish 
line, as opposed to a search for quality. 

In the last two years, that scattergun approach 
from some has been overtaken by a  far  more 
circumspect mood from buyers. The largest obstacle 
to meeting the expectations of increased activity is a 
dearth of quality assets. 

There’s no shortage of interested buyers. The 
reasons for initiating a deal in emerging markets 
are arguably more attractive now than ever before, 
as we see the rise of new consumer classes in 
places all over Southeast Asia and Eastern Europe. 
As these maturing economies – and particularly, 
Asian economies – move from infrastructure-
driven to consumer spending-driven growth, the 
impetus for retailers and manufacturers to expand 
their geographic reach will only increase.  China’s 
emergence as a key global investor adds to the 
pursuit for quality assets, not just in natural resources 
but across a broad range of sectors.

However, buyers have slowly reaped the lessons 
of the buying flurry of years gone by – some acquirers 
learning through brutal first-hand experience, and 
others through astute observation. A number of 
western multinationals have had to drastically alter 
their operations in places like China and India after 
failing to integrate the new asset, struggling with 

Measured Enthusiasm: Current 
Trends in Emerging Market M&A

 Alexander Doorman and Alan Wang, Freshfields Bruckhaus Deringer  

There remains an absence of consensus among 
economic observers on whether the world has 
emerged from the mire of low growth and uncertainty 
that has dominated global markets since the financial 
crisis. While it is easy to take last year’s unexpected 
surge on major stock exchanges as proof the world 
has turned a corner, the assessment becomes more 
complicated when considering the state of play in 
emerging markets. 

Within the BRICs markets, 2013 presented a 
far more inconsistent set of figures, both for stock 
markets as well as for the real economy. China – 
for so long the beacon of world markets after the 
financial crisis – continues to grow, but at a lower 
rate than global markets are used to as it tries to 
make structural adjustments to its economy and 
avoid a debt crisis. India’s economy remains scarred 
by its currency crunch of last year, as well as by its 
difficulties in implementing more structural reforms 
and shortfalls in infrastructure. Russia continues 
to rely heavily on resource-related exports and is 
currently involved in a high-stakes situation in 

Ukraine with unpredictable consequences on its 
economic relations with the West. Finally, Brazil 
seems to have hit somewhat of a roadblock with 
growth slowing down significantly in 2013 and 
disappointing foreign direct investment inflows (for 
example in relation to the Libra oil field).

In addition to more difficult economic times 
caused by domestic factors, some of these economies 
(principally India and Brazil), as well as other, newer 
emerging markets like Turkey, South Africa and 
Indonesia now face the consequences of a US taper in 
monetary policy. The potential implications of such 
a taper on these emerging markets’ economies could 
potentially be very detrimental, including massive 
capital outflows, plunging currencies, significantly 
higher interest rates and resulting lower growth.

It therefore seems that, while emerging markets 
have largely been the focal point of institutional 
and private investors in the years since the financial 
crisis, those same investors are now suffering a crisis 
of confidence. 

Commentators can be guilty of using the 
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border M&A transactions. 
Acquirers  in  emerging markets  are more 

commonly facing lengthy litigation and court action 
through the execution stage of deals – with nearly 
a third of deals that encounter a setback doing so 
because of court proceedings. 

Both regulatory intervention and privately 
in i t ia ted  l i t iga t ion  can  provide  a  s igni f icant 
disincentive for deals to reach completion and remain 
a very large obstacle in the proliferation of emerging 
market M&A generally. Both these factors can have 
substantial ‘knock on’ effects for parties that are 
based in developed markets – such as creating a 
reputational crisis or inciting shareholder activism. 

In the case of regulatory probes, investigations 
pursuant to the US Foreign Corrupt Practices Act 
(FCPA) and/or the UK Bribery Act are often among 
the most  feared and consequential  regulatory 
interventions.  As of 2012,  one in three FCPA 
investigations involved business practices in China 
– and this phenomenon will diversify across the 
emerging markets as governments establish and 
strengthen their own anti-corruption regulatory 
bodies .  Even i f  these invest igat ions show no 
evidence of wrongdoing, they often create significant 
delays, are typically very expensive to deal with and 
frequently prevent the ultimate completion of an 
M&A transaction. 

The Freshfields research also showed that 
higher-stakes transactions were more likely to 
encounter a setback, and ultimately, fail to execute 
than smaller transactions. More than one in three 
deals with a value of more than US$ 2 billion faced 
a significant obstacle. These larger deals suffer from 
increased notoriety in the newer markets as they are 
often paradigm breaking transactions (for instance, 
government privatisations) and therefore sensitive to 
regulators and politicians.

Prospective buyers more acquainted with deal-
making in mature markets can also struggle with 
the opaque decision-making processes that often 
characterise M&A negotiations in emerging markets. 
One of the largest disincentives to ‘bet the farm’ 
on emerging market deals can be the presence of 

‘middle men’ with disproportionate influence on a 
deal, combined with fewer formal processes and less 
effective independent directors.

In addition, availability of reliable information 
is often an issue. Whereas target assets in more 
established markets are often subject to stringent 
disclosure and reporting requirements (including 
those that are not publicly listed), this may not be the 
case in jurisdictions with a fledgling legal framework 
or patchy enforcement. Increased transparency, better 
reporting and less instances of market-abuse have, 
for example, been major reasons why the Chinese 
regulators have only recently been allowing domestic 
IPOs to resume.

On the face of it, this myriad of pitfalls can 
seem unavoidable – but increasingly, they can be 
averted. It should come as no surprise, then, that 
those companies that are succeeding in emerging 
market M&A are those that have done it before. Our 
experience – in Asia, and across Freshfields’ global 
network – is that those companies that are the most 
likely to see a mooted deal through to execution in 
an emerging market setting are the ones that have 
executed one before, and preferably, executed one 
in the same market or region. This typically affords 
the acquiring company a level of comfort dealing 
in that market, and a series of local connections in 
the relevant sector – which goes to better pricing of 
assets. 

In addition, experience allows it to run a more 
comprehensive and effective due diligence and 
take more effective measures in risk mitigation (for 
example through robust compliance investigation, the 
use of bilateral investment treaties and working with 
the appropriate local partners). 

Joint Ventures in Emerging Markets – an 
Increasingly Complex Proposition

While working with a local partner is often 
the best way of entering a new market and of doing 
business in emerging markets generally, in recent 
years, a series of joint ventures – principally in 
BRICs economies – have devolved into lengthy, 
expensive  and controvers ia l  d isputes  for  the 

brutal competition and pricing pressure and/or failing 
to quickly adapt to local circumstances. In a number 
of well-known examples, these have resulted in 
large write-offs for the original acquirers as they 
move to an exit - either completely or by transferring 
operational control to local partners.

Those lessons lead to more discerning buyers, 
but not to fewer buyers. Target assets that pique the 
interest of buyers in emerging markets are subject to 
fierce competition and bidding wars. In this sense, 
emerging market M&A has shifted to a climate 
where sellers can often exert more control over a 
transaction than buyers. A low-interest environment 
globally, large cash reserves and a banking sector that 
is broadly eager to lend also means that there are few 
impediments for potential buyers to proactively look 
for opportunities. 

The relative bargaining power of sellers is 
exacerbated by more than the supply and demand 
of high-quality assets though. In most emerging 
markets, sellers have access to a multitude of exit 
options, often leading to dual-track processes where 
an IPO and a sale are pursued simultaneously. This 
can culminate in sellers seeking to dictate the terms 
of these deals – often posturing for accelerated 
timeframes and less scrupulous requirements in the 
diligence stage of a deal. 

For buyers, it is vital they come into emerging 
market  t ransact ions  wi th  conf idence  in  thei r 
knowledge of the asset. The opportunity to ‘drill 
down’ during the diligence stage will typically be 
less than in comparable transactions in developed 
markets, and regulation around market transparency 
and companies’ reporting requirements may be 
lacking, or poorly enforced. 

Higher Growth, Lower Risk
The sheer weight of buyer interest in emerging 

markets implicitly suggests a value proposition that 
makes it worthwhile to contend with difficult buying 
conditions. 

Certainly, this has been the case in some 
emerging markets. By way of example, Africa 
has seen foreign direct investment flood into the 

continent over the course of the previous decade. The 
value of African inward investment has tripled in the 
last ten years to reach more than US$182 billion – 
and in 2012, international investors were responsible 
for half of the total value of African M&A. 

The case for this steady, upward trajectory is a 
sound one – the IMF predicts sub-Saharan Africa will 
register six percent growth this year, which compares 
very favourably to far more sedate estimates for 
global growth. 

Those factors, impressive at face value, need 
to be tempered by a sound understanding of risk 
particular to doing business in emerging markets, and 
the local nuances that can vary from place to place. 
Those risks lead to a far higher rate of deal failure in 
emerging markets than in established ones. 

Research conducted by Freshfields last year 
shows that more than one in four cross-border 
deals in emerging markets that reached completion 
during the last five years encountered a significant 
disruption. More than one in ten of those same deals 
encountered multiple setbacks. Those figures increase 
substantially upon factoring in deals that never see 
the light of day. 

Inherently, emerging markets are often volatile 
environments, where the ground beneath a deal can 
shift very rapidly. The economic, legal and political 
influences in these investment hotspots can make for 
an unpredictable deal environment. 

While the incentives for emerging market deals 
are broadly, the same as ever – new consumers and 
new lines of business – the types of setbacks are 
evolving over time. 

Our research shows that of those deals that 
encounter a setback, more than half are subject 
to regulatory probes. It can be easy to typecast 
developing economies – often defined by political 
instability and a weak rule of law – as being lax 
on enforcement, but this is very often not the case. 
Regulators in emerging markets face a combination 
of  unset t led legis la t ion,  poor  resourcing and 
domestic political pressures. This can result in a 
desire to create urgency – and relevance – by being 
excessively interventionist, in particular in cross-
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position of both venture partners, it may be surprised 
to find later on that the counterparty harboured a 
different interpretation. 

In some developing markets, the situation 
is complicated further by governments wary of 
foreign control of local industries. To that end, some 
governments have responded by becoming more 
protectionist, bordering on nationalistic. This trend 
is particularly the case in asset classes that could be 
considered to have strategic importance – notably the 
oil and gas, mining and telecommunications sectors. 

Even if a country’s stated policy is one of 
open or semi-open markets, regulators may prove 
fickle in applying the relevant laws and regulations. 
Consequently, in some parts of the world, it is 
becoming more difficult to acquire these assets – 
which, traditionally have been amongst the first to 
attract foreign investment. 

W h i l e  s p e c i f i c  r e m e d i e s  v a r y  a c r o s s 
jurisdictions, our experience has been that those 
investors who best navigate joint venture agreements 
have several key operating priorities – regardless of 
the nature of the asset and the location of the deal. 
The most important is often that multinationals 
e n t e r i n g  a n  e m e rg i n g  m a r k e t  n e e d  t o  m a k e 
communication with local regulators a top priority. 
In particular, investors should not rely solely on a 
local partner to deal with regulators, or on the letter 
of the law when it comes to the powers of regulators. 
The practical application of regulations in many 
markets will differ from the approach one might 
expect, and in some emerging markets we see an 
unfortunate track record in trying to block foreign 
investors’ activities (for protectionist reasons or 
even arbitrarily), even where the law does not give 
regulators the right to do. 

Bilateral Treaties and Arbitration 
Mechanisms on the Rise

As a means of minimising exposure to the 
fluidity of local regimes and shifting legislation 
– perhaps best  exemplif ied by the ‘classical’ 
expropriation of assets in Venezuela and Argentina 
in recent years – many international investors have 

been flocking to using bilateral investment treaties 
(BITs) as a remedy, both in the planning stage before 
making an investment as well as when issues have 
arisen. 

In short, BITs are treaties between states in 
which one state affords investors from the other state 
certain protections. These typically include protection 
against unfair treatment and against expropriation 
without proper compensation. Claims under BITs can 
typically be brought by individual investors before an 
international arbitration tribunal.

There have been some small movements away 
from BITs as a means of facilitating cross-border 
deals, with the Australian government announcing 
it would no longer include investor-state dispute 
resolution provisions in its bilateral and regional 
agreements. Similarly, Venezuela announced its 
withdrawal from the International Centre for the 
Settlement of Investment Disputes (ICSID) regime. 

But the numbers at ICSID and the latest policy 
developments tell a different story. They confirm the 
importance of investment treaty protection to both 
investors and states – an importance most fiercely felt 
in emerging markets around the world.

In 2012, ICSID had its busiest year in its 
history. Additionally, 2012 saw the first claims under 
China’s new investment treaties, which for the first 
time include comprehensive investor-state arbitration 
provisions. The EU has confirmed that extra-EU 
BITs are valid and that future BITs entered by the EU 
will preserve recourse to arbitration for investors. 
In the United States, despite rumours of a drastic 
policy change, the revised U.S. Model BIT does not 
materially reduce the level of substantive investment 
law protection and continues to include broad access 
to the investor-state arbitration. 

A trend over recent years is the sophistication 
of businesses in evaluating the extent to which 
their existing or contemplated foreign investments 
can be structured to take advantage of investment 
treaty protection. For the best-advised, ‘treaty 
planning’ now takes place alongside tax planning as 
investments are made or current holdings audited for 
risk optimisation. This practice has been blessed by 

multinational joint venture partner. 
However, despite these complexities, joint 

ventures remain a preferred option for many buyers 
as a means of gaining exposure to new markets, and 
particularly the riskier terrain of emerging markets. 
This can be because of regulatory obligations, such 
as a foreign ownership restrictions, or commercial 
reasoning – for instance, superior distribution or 
supply networks and access to regulators that can 
only be provided by a local joint venture partner.

The challenges inherent to a joint venture 
relationship are proliferating. The tenor of these 
deals,  and the pressure points within them, is 
changing as a by-product of volatility in individual 
markets. While these forces vary from place to place, 
there are some recurring themes to be found.

The way investors are utilising local joint 
venture partners is changing. In the past, the local 
partner may have been dismissed as a token ‘name 
on the page’ to allow the global player to move into 
a heavily regulated market. Lack of investment in the 
relationship, communication issues and arrogance on 
the part of the foreign investor have often resulted in 
the local partner perceiving itself as not being taken 
seriously. This can result in a wide range of negative 
consequences. 

More recently, we are seeing the local partners in 
joint ventures demonstrating commercial awareness 
and delivering profitability that the multinationals had 
not been capable of in the very same markets. This 
means that the investing companies that identify the 
right local partner, conduct extensive due diligence, 
and invest in the relationship sufficiently, often come 
out of joint venture arrangements very well. These 
outcomes are becoming more common, and represent 
a new wave of opportunity for both regional players 
and multinationals. 

Those joint ventures that are less well executed 
at the outset tend to encounter a common set of 
issues. Often, disputes arise from the haphazard 
nature of transaction documents in large joint venture 
projects. Where transactions have complicated 
structures, different documents may well be in 
different languages or with inconsistent translations. 

They may be governed by different laws and are 
often drafted by and negotiated between different sets 
of advisors, or different business units within a joint 
venture partner. As a result, they may not sit well 
together. 

While having different documents subject 
to  d i fferent  laws  may he lp  enforcement ,  the 
inevitable inconsistencies create a growth area for 
disputes amongst joint venture partners – and this 
is a problem that is increasing with time. Similar 
problems occur if multinationals simply convert 
agreements or corporate policies from one language 
to another, without taking on advice regarding local 
implications. 

This potential for miscommunication isn’t 
restricted to the legal realm. To some extent, the 
proliferation of mass-communications technology 
has actually decreased the quality of communications 
between joint venture partners. Where once, joint 
venture deals took place primarily in meeting rooms 
and the physical world, disagreements often arise 
through inappropriate use of email, phone, or instant 
messaging technology today. 

The potential for conflict is exacerbated by 
the typically shorter lifespan of ‘local’ joint venture 
partners in emerging markets. Local partners have 
often built their businesses over a short period, 
through intelligence, hard work and a good network 
of contacts – including local regulators. However, 
they are less likely to be sophisticated when it 
comes to M&A or joint venture transactions with 
multinationals. This experience imbalance is fertile 
ground for miscommunication and disputes. Some 
jurisdictions – most notably Latin America – are 
encountering a wave of litigation arising as a result 
of this trend. 

The lack of experience of local joint venture 
partners can blend dangerously with an over-
eagerness to complete their first M&A transaction. 
A common occurrence of late has been the situation 
where a local party will appear to agree on certain 
negotiation points, only to litigate these same points 
once the deal has been signed. If a foreign investor 
assumes the signed documents reflect the agreed 
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their muscles – and the newest agency of all is in 
Hong Kong. 

Of the countries that do not have competition 
laws, most are drafting or have already drafted 
leg is la t ion .  Al l  ASEAN member  s ta tes  mus t 
endeavour to have a competition policy in place by 
2015 and most look like they will meet that deadline. 
A competition law is anticipated in Brunei, and 
surprising to some, Myanmar. 

Enforcement is not necessarily robust in all 
countries and the economic context can often produce 
very different outcomes from what might be expected 
in long-standing regimes in established markets. 
However – the momentum is clearly moving towards 
active enforcement. To that end, China’s regulator, 
MOFCOM, has already intervened in 20 transactions 
by imposing remedies – 16 of which were foreign-to-
foreign transactions that took place outside of China. 
The remaining four involved foreign investment in 
China.  

The Long-term Outlook for Emerging 
Market M&A

Every market – developed and emerging alike – 
must make and remake itself to ensure its conditions 
remain as attractive to investors as possible. 

We believe that the short and medium term 
expectations for M&A activity in most emerging 
markets remain relatively positive, particular those of 
China, Brazil and India. Many smaller markets, and 
those at the embryonic stage (such as Myanmar) are 
held in equally optimistic regard, though they are far 
more susceptible to shocks – both internal (political 
unrest, such as that in Thailand and the Ukraine) and 
external (macroeconomic factors). 

In the longer-term, a recalibration of the 
very notion of emerging markets will need to take 
place. The BRICs economies, so long the focus of 
emerging market investors, will be further along the 
growth curve, and uninterrupted streaks of growth 
will eventually give way. Indeed, China has become 
a very active emerging market investor in its own 
right – having a large proportion of foreign direct 
investment in both Africa and Brazil.

Buoyant M&A remains a key driver of growth 
for both BRICs and the smaller emerging markets. 
However  wi th  U.S.  and European economies 
slowly recovering, the prospect of a U.S. taper 
of quantitative easing seems inevitable, and the 
value proposition for emerging market investment 
diminishes as the United States and Europe begin 
to offer attractive returns in a more stable fiscal and 
regulatory environment.

This begs the questions, what will emerging 
markets have to offer in a global economy that – 
potentially – begins to resemble a pre-financial crisis 
environment?

Implicitly, different markets will have different 
responses to this challenge. In the case of the giants, 
like China, India, Russia and Brazil, they have natural 
attractions for investors in the form of bourgeoning 
consumer markets, significant natural resources and 
access to well developed, low cost supply chains. 

However, investors in not just the BRICs but in 
all emerging markets, are looking at potential assets 
in those markets with more measured enthusiasm 
– the cheap valuations of previous years no longer 
apply. In the case of China and other economies at a 
similar stage of development, a rapidly rising middle 
class will also diminish the low cost of labour, 
and with it, a natural advantage for assets in these 
countries.

In lieu of these naturally occurring lures, 
governments will need to proactively consider 
productivity issues and structural adjustments to their 
economies, financial markets and legal systems with 
a rigour that in many cases, they are yet to confront. 
The nature and extent of these structural adjustments 
will  vary from country to country, but history 
shows a number of ‘first order’ measures worthy of 
consideration include the removal of trade barriers, 
the liberalisation of internal economic conditions, 
investing in critical infrastructure and the lessening 
of rigid credit and capital controls. If governments 
and regulators in these markets can address those 
challenges, then the relative enthusiasm that currently 
defines investment outlooks in emerging markets 
seems very well placed.

investment treaty tribunals as legitimate, rational and 
effective to secure treaty protections against future 
host state measures against the investment. 

Emerging markets – themselves becoming 
significant sources of foreign direct investment – 
are increasingly showing an interest in building and 
maintaining a healthy assortment of BITs. 

By way of example, during the first decade 
of this century, China renegotiated its BITs with 
countries such as Belgium and Germany to provide 
for meaningful access to investor-state arbitration for 
the first time. In September 2012, ICSID registered 
its second claim by a mainland Chinese investor, 
brought against Belgium under the China-Belgium 
BIT and relating to the investor’s shareholding in a 
nationalised bank.

While we should not overstate this trend, it does 
provide a glimpse into the way emerging markets are 
beginning to export capital to the mature economies 
and redefine the way M&A is thought of in those 
jurisdictions. 

Emerging Market Regulators: No Longer 
an Afterthought

The heightened interest in, and increased deal 
activity across, emerging markets has in the last 
decade led to a sense of ‘playing catch-up’ in some 
emerging market jurisdictions. As a consequence, 
regulation deeply relevant to M&A deals has been 
introduced or updated in a large number of emerging 
market jurisdictions.

The nature of these laws amongst emerging 
markets is constantly evolving and to some extent, 
the only certainty is constant change. Where once 
these laws were limited to domestic operations, a 
new and far more sophisticated paradigm has arisen. 
These laws, which vary from merger control issues, 
to anti-corruption, to foreign exchange approvals, 
have the potential to affect M&A activity on a global 
basis. 

This is because their scope is now often so wide 
that they also cover transactions with seemingly little 
connection to the reviewing state, the implications 
of non-compliance are becoming increasingly severe 

and enforcement is becoming more sophisticated. 
Brazil’s new anti-corruption law, introduced 

in January this year, is a case in point. The law has 
the potential to be very far-reaching in application. 
Foreign companies operating in Brazil, even if only 
temporarily, are subject to the regulations. The 
quantum for penalties is significant with fines of up 
to 20% of the company’s global revenue for serious 
violations. 

While the pursuit of curtailing graft is an 
admirable and necessary one, indiscriminate action 
can have a stifling effect on inbound investment. 
Offences under the new Brazilian regime, unlike 
international equivalents, do not necessarily require 
a demonstration of intent or knowledge of a corrupt 
act. 

That is to say – management may not even be 
aware of low-level graft, yet may still be responsible 
for it having taken place.  It also remains to be seen 
whether anti-graft legislation as applied in emerging 
markets, would in some cases be used against foreign 
companies as a local protectionist measure.

In addition to stricter anti-corruption rules, 
anti-competitive behaviour and merger controls are 
now a very real issue for anyone looking to invest in 
emerging markets. In that respect, Asia particularly 
is the new frontier of antitrust regulation and 
enforcement. 

As ian  ju r i sd ic t ions  a re  read i ly  wr i t ing , 
implementing and updating their antitrust rules 
and the pace of change could potentially catch out 
the unwary. We are seeing more dawn raids, more 
remedies as condition to merger control clearance, 
increasing fines and even private litigation. A 
significant number of companies are now expanding 
their antitrust compliance programmes to cover the 
region as fully as the United States and Europe. 

Competition law is now in effect across most of 
Asia. That said, the development and sophistication 
of competition law regimes varies wildly within the 
region. There are well-established agencies in mature 
markets – Japan’s Fair Trade Commission being an 
obvious example – but there are relatively young 
regimes in China and India that are already flexing 
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2013. 
In contrast, all other BRICS countries including 

Russia, India, Brazil and South Africa reported 
economic growth of less than 4 percent. Emerging 
economies including Russia,  India,  Thailand, 
Indonesia and Malaysia were even at risk of plunging 
into a financial crisis at one point.

Economic difficulties in emerging economies 
are not  only ref lected in the rapid decl ine in 
economic growth, but also manifest themselves 
in the form of notable deterioration in economic 
indicators including foreign exchange rates, balance 
of payments and financial fragility and a serious 
imbalance in internal structure. 

For  example ,  both  the  Indian  rupee  and 
the Brazilian real plunged more than 20 percent 
nominally against the U.S. dollar. Other Asian 
emerging economies such as Malaysia, Indonesia, 
Thailand, South Korea and Taiwan all faced internal 
and external issues similar to those seen during 
the 1997 Asian financial crisis, i .e.,  oversized 
foreign debt or elevated shorter-term foreign debt 
as a percentage of total foreign debt. All these 
economies were burdened with a foreign debt to 
GDP ratio of more than 30 percent, and the latter 
four economies reported a shorter-term foreign debt 
to total foreign debt ratio of more than one third. In 
particular, Indonesia and South Korea's foreign debt 
exceeded their respective foreign exchange reserves, 
underscoring worrying solvency among Asian 
emerging economies in case of a reversal in capital 
flows.

From la te  2013 to  ear ly  2014,  emerging 
economies, especially the so-called "Fragile Five" 
(Brazil, South Africa, India, Turkey and Indonesia), 
took another heavy hit after the one in mid-2013 
when the Federal Reserve signaled its tapering 
intention for the first time. These economies were 
battered by a sharp outflow of foreign capital, 
tumbling currencies and tanking stock and bond 
prices. The turbulence in emerging economies came 
after the implementation of quantitative easing 
monetary policies in the developed world in recent 
years prompted these economies to pursue credit 

expansion, which added to the already lurking 
financial fragility.

Nonetheless, it is undeniable that most Asian 
economies are in a notably better shape to fight 
against financial risks than in 1997, as most Asian 
economies have built up abundant foreign exchange 
reserves and adopted a floating exchange rate system 
that promises significantly enhanced flexibility, which 
can help alleviate the impact of external shocks.

A s  t h e  o n l y  a n n u a l  r a n k i n g s  b a s e d  o n 
q u a n t i t a t i v e  a n a l y s i s  o f  A s i a n  e c o n o m i e s ’ 
competi t iveness,  the Asia-Pacific Economies’ 
Comprehensive Competitiveness Index compiled 
by the China Center for International Economic 
Exchanges (CCIEE) shows that the "Asian Tigers" 
continued to lead in competit iveness in 2013. 
Singapore topped the list, with South Korea, Hong 
Kong and Taiwan claiming the following three spots. 
New Zealand and Australia, both of which enjoy 
close economic ties with Asia, as well as Japan and 
Israel, the traditional developed economies in the 
region, were ranked from No.5 to No.8, respectively. 
China ranked No.9 among the 37 economies, up one 
spot from 2012. The rest of the economies showed 
varying competitive performances, underscoring a 
mixed competitive landscape.

Emerging industrialized economies, i.e., the 
"Asian Tigers" in the traditional sense, continued to 
lead in comprehensive competitiveness.

S i n g a p o r e  h a s  a l w a y s  m a i n t a i n e d  h i g h 
competi t iveness,  ranking f i rs t  again in 2013. 
Singapore has maintained Asia’s most efficient 
government  services  for  businesses  for  three 
consecutive years, whereas the country’s transport 
infrastructure and information superhighway have 
also been maintained up to world-class standards. 

Despite the impact of the slowdown in global 
trade activity and a downturn in its economy, the 
country has maintained effective risk controls when 
it comes to economic management. Singapore’s 
unemployment rate remained low at 2 percent, and 
its inflation rate declined and remained at the level of 
4.6 percent, though the government debt to GDP ratio 
edged up to 111 percent, showing an increase in debt 

Asian Economies in a Mixed 
Competitive Landscape 
– An Assessment of Asian Economies’ Competitiveness in 2013

 Research Group, China Center for International Economic Exchanges (CCIEE)  

While the global economy has shown clear 
signs of a recovery on the back of an improving U.S. 
economy since early 2013, a divergence has kicked 
in again between the developed world and emerging 
economies. In a stark contrast with the divergence 
that took hold a few years ago, the latest one is 
characterized by a sustained and steady recovery 
among developed economies, especially in the United 
States and Japan, where the recovery has been on 
an increasingly solid footing, and continued heavy 
downward pressures on emerging economies.

The global economy continued to show subdued 
growth momentum in the year of 2013, registering 
an annual growth rate of only 3 percent. More 
specifically, developed economies and emerging 
ones logged growth rates of 1.3 percent and 4.7 
percent respectively, with their growth gap shrinking 
to 3.4 percentage points in 2013, compared to 4.5 
percentage points in 2011 and 3.4 percentage points 
in 2012.

Among developed economies, the United States 
and Japan delivered stronger growth. In response 

to continued steady economic growth and sustained 
declines in the unemployment rate, the U.S. Federal 
Reserve started to taper its quantitative easing (QE) 
program in Dec. 2013. And the Japanese economy 
has also shown accelerated growth momentum on the 
back of the country’s bold economic stimulus plan 
known as Abenomics. Meanwhile, the euro zone is 
also expected to gradually shake off the recession 
in 2014 as the magnitude of its recession has been 
narrowing.

Economic growth in the Asia-Pacific region, 
which is home to many emerging economies, hovered 
around lows in 2013, showing clear signs of a 
downtrend, though the economic conditions varied 
considerably between individual countries.

As Asia's largest economy, China continued 
to shine, with its economic growth maintained at a 
steady rate of 7.7 percent. Moreover, the slowdown 
of China's economic growth has actually been 
engineered by the Chinese government and the 
Chinese economy remained largely insulated from 
the financial turmoil that roiled emerging markets in 
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India have shown considerable differences in overall 
economic strength, infrastructure, social development 
and  eff ic iency  in  the  government’s  bus iness 
administration. As far as changes in comprehensive 
competitiveness are concerned, China’s ranking rose 
to No.9 while that of India’s slipped from No.30 to 
No.33.

C o n t i n u e d  i m p r o v e m e n t  i n  i n n o v a t i o n 
capabi l i t ies  and sus ta ined progress  in  socia l 
development are important factors behind the rise in 
China’s overall competitiveness. China has stepped 
up spending on public education, driving the higher 
education enrollment rate up to 30 percent, which 
has been reflected in innovation output: a substantial 
increase in international patents granted per capita 
and a jump in creative industries’ exports. In terms 
of social development, the Chinese government has 
adopted a series of measures to strengthen disease 
prevention and controls, address environmental 
pollution and improve the housing and healthcare 
environments, which has already yielded some 
results. 

H o w e v e r,  d u e  t o  t h e  s l o w  p r o g r e s s  i n 
development of information infrastructure and 
a lack of pollution treatment facilities, China’s 
competi t iveness in the f ield of  infrastructure 
dropped. China's competitive disadvantages are 
also reflected in the undesirable efficiency of the 
government’s business administration. With the 
gradual implementation of the new government’s 
efforts to streamline bureaucracy and decentralization 
measures, there is much room for China to improve 
its competitiveness in the government’s business 
administration.

The decline in India's overall competitiveness 
was mainly a result of its worsening economic 
conditions. The Indian economy largely extended 
the  gradual  s lowdown seen in  2012 due to  a 
lack of progress in reforms and limited room for 
macroeconomic policy maneuvering. As a result, its 
economic growth showed a marked decline compared 
to previous years, leading to a sharp drop in its 
overall economic strength. 

In addition, due to the constraints posed by 

slow economic growth, India's infrastructure has 
been in disrepair for many years. Frequent accidents 
and meager investment have resulted in a lack of 
upgrading-related growth in highways, aviation 
infrastructure, power generation facilities and other 
infrastructure. 

Moreover, India was also plagued by a lack 
of substantial  progress in social  development 
and eff ic iency of  the  government’s  bus iness 
administration. In terms of innovation capabilities, 
India’s spending on public education and its creative 
industries’ exports increased.   

D r a g g e d  b y  a  s l o w d o w n  a c r o s s  A s i a n 
economies, all ASEAN economies but Singapore also 
extended a downtrend seen across global emerging 
economies, with their competitiveness also showing 
a divergence. Malaysia's ranking in comprehensive 
competitiveness rose to No.11, up from No.16 in the 
previous year, with its competitive advantages mainly 
reflected in the government’s efficiency in business 
administration, innovation capabilities, and overall 
economic strength. Nevertheless, other "Asian tigers" 
including Thailand, the Philippines, and Indonesia 
fared undesirably, ranking No.19, No.28 and No.30, 
respectively.

Unlike the eye-catching performance seen in 
the previous year, resource-exporting countries in 
West Asia and Central Asia showed more lackluster 
performance in overall competitiveness in 2013, 
mainly as a result of declining international oil prices 
and a slowdown in economic growth. Among them, 
the United Arab Emirates saw a sharp decline in 
competitiveness, with its ranking sliding from No.6 
in 2012 to No.15, below the rankings of West Asian 
countries Bahrain (No.10), Kuwait (No.13) and Qatar 
(No.14) and the Central Asian country Kazakhstan 
(No.12).

Members of the CCIEE Research Group: Wang Jun, Huang 
Zhilong, Liu Xiangdong, Xu Changchun, Zhang Huanbo 
Drafted by: Wang Jun, Head of Consulting Division, CCIEE

risk. The country’s spending in the field of education 
was also enhanced, with public expenditures on 
education to GDP ratio up slightly. Meanwhile, 
international patents granted per capita and exports of 
creative industries also experienced a jump, reflecting 
the country’s strong innovation vitality.

South Korea rose to No.2 in competitiveness 
in 2013, up from No.4 in the previous year. South 
Korea’s  heavy publ ic  spending on educat ion 
and high-quality tertiary education and training 
system have contributed to its growing innovation 
capacity, allowing it to rank No.1 in international 
patents granted per capita in Asia. South Korea also 
improved the condition of its transportation facilities, 
posting a notable increase in the number of airline 
seats and highway density. It also scored a significant 
improvement in information infrastructure, allowing 
the country to  maintain s t rong infrastructure 
competitiveness.

As one of  the world 's  f inance,  t rade and 
shipping centers ,  Hong Kong ranked No.3 in 
comprehensive competitiveness, down from the 
previous two years. Hong Kong’s competitiveness 
in the field of innovation declined as evidenced by a 
decline in exports of creative products and high-tech 
exports. In terms of overall economic strength, Hong 
Kong saw a sharp slowdown in economic growth, 
though its economic operation is not at much risk.

As a typical high-tech manufacturer, Taiwan 
ranked No. 4 in comprehensive competitiveness, 
remaining flat compared to the previous two years. 
While Taiwan still maintains its leading position 
in the field of innovation, its education spending to 
GDP ratio declined and international patents granted 
per capita also dropped, which led to a relative 
weakening in its innovation competitiveness.

Among traditional developed Asian economies, 
Japan’s ranking in overall competitiveness rose to 
No. 7, up from No.9 in the previous year, mainly 
due to the strong effects of the “three arrows” of 
Abenomics, i.e., extremely loose monetary policy, 
expansionary fiscal policy and structural reforms. 
Japan’s economic growth has continued to pick up 
following stabilization on the back of Abenomics, 

gradually shaking off the chill of chronic deflation. 
It now enjoys more upbeat prospects for economic 
growth. It is well known that Japan has built up 
proven experience in social management, making 
the country a top player in social development 
competitiveness in Asia. 

The country has maintained the top spot 
in social development competitiveness rankings 
for many years in succession. Due to continued 
improvement in investment, Japan also boasts a 
world-class infrastructure. The country’s competitive 
advantages  are  a lso ref lected in  spending on 
human capital and innovation output. The Japanese 
government has continued to step up public spending 
on education, whereas innovation vitality is also 
relatively strong in the corporate world. Japan ranked 
No.1 in Asia in total number of international patents 
and its creative exports also rose.

Israel's ranking in overall competitiveness rose 
to No.8, up from No.11 in the previous year, mainly 
due to two reasons: first, the government has greatly 
improved the efficiency of business administration; 
second, it still maintains a strong competitive edge in 
terms of social development.

N e w  Z e a l a n d  a n d  A u s t r a l i a  h a v e  a l s o 
maintained strong comprehensive competitiveness, 
ranking No.5 and No.6 in 2013. The reasons behind 
the two countries’ continued strong comprehensive 
competitiveness lie in their governments’ efficiency 
in business administration, the level of social 
development and continued innovation capabilities 
that have been built up over a long period of time. 
In comparison, the two countries’ competitive 
disadvantages mainly lie in infrastructure and overall 
economic performance. 

Australia's economic growth has continued to 
hover around lows, partly due to China's economic 
downturn, which led to shrinking global demand 
for Australian resources. Against such a backdrop, 
investments in Australia 's  resources and mine 
projects have declined faster than expected while the 
recovery of investment in the non-resource sector has 
been extremely slow.

As the only BRIC countries in Asia, China and 
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It has four main components: Stronger preventive 
action through a reinforced Stability and Growth 
Pact (SGP) and deeper fiscal coordination: Stronger 
corrective action through a reinforced SGP; Minimum 
requirements for national budgetary frameworks; 
Preventing and correcting macroeconomic and 
competitiveness imbalances, therefore strengthen 
economic and budgetary coordination for the EU as a 
whole and for the euro area in particular. As a result, 
the EU’s interdependent economies will be better 
placed to chart a path to growth and job creation.

The euro area is becoming increasingly the 
political core for increased integration based on specific 
rights and duties in terms of discipline and solidarity. 

It is necessary to pursue the solidarity and control 
reforms already embarked upon such as: establishing a 
fully-fledged “banking union” based on the monitoring 
of banks at the European level, on getting the financial 
players to make a contribution to their own bailout, 
and on reducing the differences in interest rates that 
businesses and households have to pay; improving 
European coordination in the sphere of Member States’ 
economic and social policies, in order to prevent the 
excesses and drifts that threaten the very functioning 
of the monetary union is a key challenge; adopting 
financial incentives for member states that undertake 
reforms: creating anticyclical insurance mechanisms 
among the euro area’s member states like a Cyclical 
Adjustment Fund designed to help countries deriving 
far for from their average growth or unemployment 
rates; and on partially mutualizing national debt issue 
in view of the creation of a European Monetary Fund  
and a European Treasury. 

For the moment being, there is the European 
Stability Mechanism (ESM), operating since 2012. It 
has a total subscribed capital of €700 billion and an 
effective lending capacity of €500 billion.

Completing economic and monetary union (EMU) 
also means imparting a specific social dimension to 
the EU as a social market economy, by involving the 
social partners, in an effort heading the list to improve 
the formation and training with young people, to 
better organize the free movement of workers or to get 
Europe to help the  victims of structural adjustment. 

It also means giving the EMU the specific tools it 
needs to support growth through massive investment, 
not only to speed up the continent’s emergence from the 
current serious phase of social and economic recession 
that is undermining its cohesion and its dynamism, 
but also to create the conditions of an environmentally 
responsible human development. To overcome the 
crisis, policies of austerity, reform and growth are 
complementary and not incompatible. The completion 
of the single market is a permanent task which can be 
deepened further in the spheres of the service industry, 
the digital economy and major infrastructures, in order 
to foster more growth and employment; which must 
allow workers’ freedom of movement to become more 
fluid and better structured; and which must become 
the object of greater social and fiscal harmonization 
in order to allay the tension between east and west, or 
between centre and periphery.

And lastly, it is necessary to complete the 
governance of the euro area by convening regular 
“euro area summits", and giving the Eurogroup a 
full-time chairman, and by allowing national and 
European parliamentarians to exercise their democratic 
monitoring powers better both in Brussels and in the 
various national capitals.

A More Democratic and Efficient Union
To build such union based on the active defense 

of the common values of human dignity, freedom, 
democracy, equality, the rule of law and respect for 
human rights, including the rights of persons belonging 
to minorities, it implies an active defense of a society in 
which pluralism, non discrimination, tolerance, justice, 
solidarity and equality between women and men 
against extremisms and populism are the fundamental 
values. The fight against corruption, for transparency 
and good management are key priorities.

It is only by formulating a dual, positive agenda 
at the EU and euro area levels, that it will be possible to 
imbue the election campaign with its full significance, 
as it develops on two complementary registers.

First of all, we need to reaffirm our confidence 
in the European construction by optimizing its 
basic “acquis” – that is the accumulated legislation, 

Reforms That Europe Needs 
After the Crisis

 Enrique Barón Crespo, Former President of the European Parliament  

The current European agenda is defined by the 
European elections of May 25, 2014. It will be an 
important appointment for 300 million votes out of 500 
million citizens of an European Union (EU) formed by 
28 Member States that are creating an ever closer union 
among the peoples of Europe, in which decisions are 
taken as openly as possible and as closely as possible 
to the citizen. By electing for the first time a true 
European Government it can become a chance to create 
a decisive momentum to overcome its multifaceted 
crisis and reinforce the European Project.  

We must not forget the past. The elections will 
take place in the centennial of the suicide that Europe 
committed with the beginning in 1914 of the Great War 
that concluded with the Second World War in 1945. 

Since then, we have lived the longest period of 
peace of our common history, thanks to the open ended 
process of building a United Europe on the principles 
and values of parliamentarian democracy and the rule 
of law, the most despised regime by all the dictatorships 
that Europe suffered in the 20th Century. The awarding 
of the Nobel Peace Prize in 2012 is the recognition of 

this achievement. This great democratic “rendezvous” 
must prompt us to address three complementary 
political challenges by formulating proposals designed 
to underscore the significance of the EU:

Completing Economy and Monetary Union
The crisis has highlighted the faults caused by 

the imbalance between monetary union and economic 
union. The launching of the Monetary Union was 
not accompanied with a parallel integration of fiscal 
and budgetary policies, kept by members States. The 
economic crisis showed the failings of the system when 
common trust broke up.

The EU and its Member States have taken a 
series of important decisions to confront a number 
of weaknesses revealed by the crisis in the economic 
governance of the EU'. The cornerstone of the EU 
response is the new set of rules on enhanced EU 
economic governance formed by the reform package (six 
pack, European semester, euro plus) which entered into 
force on Dec. 13, 2011 and the Treaty of Governance or 
compact fiscal pact the entered into force a year later. 

Reform – Emerging Economies Reshaping Their Competitive Advantages
改革—— 新兴经济体竞争优势的重塑



38 39 2014 博鳌亚洲论坛会刊  2014 博鳌亚洲论坛会刊

广告 27

legal acts, and court decisions which constitute the 
body of European Union law – such as the spirit 
of reconciliation and the principle of freedom of 
movement. Extremist parties are going to attempt to 
turn the upcoming elections into a kind of referendum 
for or against the EU or the euro, taking advantage of 
the deterioration in its image caused by the recession 
and its handling. We must tirelessly restate the case for 
Europe, with determination and with an open mind, on 
the basis of a broad vision of the geopolitical threats 
and opportunities that it has to address.

The upcoming European elections must also 
trigger a clear political debate between the various 
different approaches to the EU’s functioning, its 
policies and its future. There is a need to highlight the 
differences among conservatives, social democrats, 
liberals, ecologists, radical left and other political 
forces, allowing the electorate to distinguish between 
their different agendas for the EU between now and 
2020.

The fact is that, for the first time, the European 
political forces have designated their candidates to the 
post of president of the Commission, personalizing 
the issues in the debate and the election. European 
voters will be able to put faces on leading orientations 
of the European construction as well as to the divides 
underlying the EU’s political life, The development of 
the EMU requires the reinforcement of the Political 
Union, extending the citizens’ participation, combining 
solidarity  and subsidiarity. The way is to make 
progress towards the EU federal construction in its 
institution, reinforcing democratic control with the 
participation of national parliaments and applying the 
principle of subsidiarity. “Fiscal federalism” is a key 
component, applying the principle of “No taxation 
without representation”.  

Making EU Positive for the World
The excessive attention recently drawn by the 

crisis in the euro area must not allow us to forget that 
the upcoming European elections concern the whole 
28-strong European Union.  

The EU construction is an open-ended process as 
a supranational democracy, a pioneering Federation of 

Nations States in the G20 world. In this new platform, 
European Union, like its partners, must find its place 
and a proper role in the current process of emergence 
of a multipolar world, with a new geographical 
distribution of economic powers. At the same time, 
the European view is that the G 20 must reinforce the 
legitimacy of the United Nations and its system. 

It is the proper scale today, more than it has ever 
been in the past, for reaffirming the EU’s increasing 
role in a globalised world. The EU has already adopted 
enlargement and external aid policies. The same 
applies to trade policy for the completion of the Doha 
Round, at a time when transatlantic and transpacific 
negotiations are going ahead. Both processes must be 
inclusive and not exclusive in order to avoid the risks 
of protectionism and discrimination.

Europe is making an effort to better regulate 
“unbridled finance”, which needs to be expanded, and 
the EU is dithering over migration. Also, the European 
peoples’ diplomatic and military commitment must be 
strengthened, in their near neighborhood at the very 
least, even on the basis of enhanced cooperation.

Global is also the proper scale for pursuing the 
efforts undertaken in the sphere of the fight against 
climatic change and of protection of the environment, 
and for encouraging the energy transition process. 
This is the core significance of the “European energy 
community,” project that must respond to the priority 
ambitions of the EU’s citizens and member states, 
making industry competitive and ensuring security of 
supply, environmental protection.  

The EU must now take charge of its future. The 
crisis has wiped out years of economic and social 
progress and exposed structural weaknesses in Europe's 
economy. In the meantime, the world is moving fast 
and long-term challenges – globalization, pressure on 
resources, ageing – intensify. Europe can succeed if 
it acts collectively, as a Union. The elections will be 
decisive for deciding a strategy to help us come out 
stronger from the crisis and turn the EU into a smart, 
sustainable and inclusive economy delivering high 
levels of employment, productivity and social cohesion 
in the framework of a competitive social market 
economy.
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Mexico while 9,100 wells in the United States were 
drilled in 2012. Regarding oil extraction in deep 
waters of the Gulf of Mexico, in the same year Mexico 
only drilled 6 wells, while the United States, in the 
same area, was able to develop 137. Our previous legal 
framework did not give us the necessary financial and 
technological tools to take advantage of our energy 
resources to support our economic development. 
The constitutional reform was the first step towards 
achieving a competitive and efficient energy sector.

There is a road map for the next steps in energy 
reform. The constitutional reform was approved at 
the end of last year. Now the secondary legislation 
has to be discussed and approved by April 19, 
2014. In addition to the secondary legislation, new 
agencies and regulations to improve transparency 
and prevent corruption have to be established. A new 
Mexican oil fund will be established to manage all 
the nontax income that the federal government will 
receive from the contracts made between Pemex 
(Petróleos Mexicanos) and other companies, whether 
they are Mexican private companies or international 
companies. This fund will be managed by our central 
bank, the Bank of Mexico. Other provisions related to 
the environment and renewable and new energies will 
also be developed within the coming months. I think 
we should look to about 2015 for implementation of 
projects under the new legal framework.

Engine for Economic Growth
Reforms are difficult, but in today’s economy, 

structural reforms are central to any effort to achieve 
and maintain global competitiveness. I am convinced 
that these reforms open a whole new range of 
opportunities by streamlining procedures, opening new 
areas for investment and creating a more favorable 
environment for business.

The energy reforms seek to lower the price 
of electricity and gas for households, business and 
industry, which are very expensive right now. Cheaper 
natural gas will make it possible to lower the price of 
fertilizers of food for Mexican consumers. We expect 
that almost half a million new jobs will be created 
over the next six years and over 20.5 million new jobs 

by 2025. So we are trying to make the oil industry an 
engine of economic growth for Mexico. We expect that 
through the energy reform we will gain about 1 percent 
in economic growth in 2018, and approximately 2 
additional points by 2025. 

At the same time, we are not only opening the 
hydrocarbon sector but also the electricity industry. 
We will have more efficient plants and lower rates. 
That is the reason why the reforms are so important 
to reach the ultimate goal of higher economic growth, 
lower prices for consumers and businesses, and better 
our capacity to fulfill our own domestic energy needs.

It’s important to know that Chinese companies 
already participate in activities linked to the energy 
sector, mainly through the operation of oil platforms 
in Mexico. After the reforms are fully implemented, 
investors from China and other countries will find 
many opportunities for investment. 

Positive Effect on the Global Economy
The shale revolution has changed the energy 

outlook for North America and the world in the last 
few years. It’s expected that through its projected 
increases in production, the United States will become 
the top oil and gas producer by 2020 contributing to 
enhance the role of North America as a global player 
in the energy sector. Mexico cannot be absent from 
this process. 

As North America, as one of the most important 
markets in the world, strategically changes its energy 
situation, we can expect many benefits. It will have 
a positive impact on prices and this is good not only 
for the region but for international markets. It is hard 
to know whether North America will become "energy 
independent" in the sense of becoming self-sufficient 
or even a net exporter, but I think nobody in Mexico, 
Canada or the United States is thinking of building a 
"North America Energy fortress," with closed markets. 
My vision is that in the future, the energy markets of 
North America will be open to the world and more and 
more integrated to the interior of the region, and this 
will greatly benefit the three countries and that will 
have a tremendously positive impact on the global 
economy as a whole.

Energy Reform Will Stimulate 
Investment  

 Julián Ventura, Mexican Ambassador to China  

In the first year of the administration of President 
Enrique Peña Nieto, working together with all the 
main political parties, Mexico has been able to 
pass through our Congress the most ambitious set 
of reforms seen in decades, a total of ten structural 
reforms. They are comprehensive constitutional, legal 
and administrative reforms to increase the quality of 
and access to the educational system; to improve our 
labor laws; to improve economic competitiveness in 
key sectors, such as telecommunications to get more 
players into mobile and broadband services; fiscal 
policy; and to open the energy sector to private and 
foreign investment, including in oil, gas and electricity.

According to the energy reform, the oil and 
electricity generation companies are not going to be 
privatized. They will remain 100 percent Mexican 
and publicly (State) owned. All the gas and oil 
resources will continue to belong to the nation. 
Private participation will be permitted in exploration, 
extraction, refining, petrochemicals, transportation 
and storage. The reforms will lower prices and benefit 
households, business and industry.

Mexico’s  reform agenda went  through a 
constitutional and congressional process. Its main 

objective is to enhance economic growth, economic 
competitiveness, and above-all the well-being of the 
Mexican people. 

Why Mexico Needs an Energy Reform?
Before the reform, the Mexican constitution, 

our supreme law, prohibited outside investment in 
the energy sector. The oil industry was nationalized 
in Mexico in 1938 and the legal framework for the 
development of the industry was very restrictive. At 
the same time, it was very difficult to generate the 
political consensus needed within society and in the 
Congress to change the law. The Mexican economy has 
been growing consistently but urgently needs higher 
rates of economic growth. Our country could not 
generate the growth needed in the 21st century with a 
legal framework from the previous century. Therefore, 
this reform is crucial to meet the consumption needs 
and to support the economic development of a huge 
country like Mexico.

Mexico is rich in oil and gas deposits, but we 
need the capital and technology to be able to exploit 
them. Despite having the fourth largest shale gas 
deposits in the world, only 3 wells were explored in 
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is cheap. If the US starts exporting shale gas and 
tight oil that will drive down global prices further. 
So why did the UK government agree in December 
last year a price for wave and tidal stream energy of 
£305 per mega watt hour – nearly six times above the 
electricity wholesale price set by the market which 
currently sits at around £50 per mega watt hour.  

The answer is that governments – and people 
– are starting to think about cost in a different way. 
Take coal in China. What’s changed over the last 
two years is a growing appreciation of the extent and 
damage of pollution, particularly air pollution. The 
greater part of that pollution can be traced back to 
the burning of fossil fuels. In a city like Beijing that 
breaks down in roughly equal measure to the burning 
of coal for heavy industry and power generation 

– particularly in neighbouring provinces – and 
emissions from fossil fuel powered vehicles. One of 
the most obvious costs that brings is to human health. 
This is an area of science where we are learning 
more all the time. But all the evidence suggests that 
severe air pollution has effects on development of 
the young, on health of adults and in lowering life 
expectancy among the elderly. 

Studies by the World Bank, WHO, and the 
Chinese Academy for Environmental Planning on 
the effect of air pollution on health concluded that 
between 350,000 and 500,000 people die prematurely 
each year as a result of outdoor air pollution in 
China, And the costs to the economy go wider than 
human health. It is much harder to attract and retain 
talent and investment to regions with crippling 

New-type tidal power turbines

Global Energy Revolution – Clean Power 
to the People or Just a Load of Hot Air? 

  David King, British Foreign Secretary’s Special Representative for Climate Change, former British 
Government’s Chief Scientific Advisor  

Guess which was the fastest growing primary 
energy source in  the  f i rs t  decade of  our  new 
millennium. That’s right, old king coal. So time to 
fill up your petrol-guzzling SUV and take out shares 
in coal mines? Not quite. Because something else is 
happening in parallel. In the UK we’re in the middle 
of the most comprehensive energy reforms for 
decades. And here in China the buzzword – not just 
among environmental groups but among the macro-
economic planners – is of an “energy revolution.” 
Are we – are they – serious? Why? And will it ever 
happen? 

Let’s start with some realism. This isn’t going 
to happen overnight. And some things are not going 
to change for some time. The world will go on 
burning carbon to keep the lights on. The UK and 
China might be at the forefront of the clean energy 
revolution but we are also successful partners in 
traditional energy sources. 

But things are far from static. In January this 
year BP published its energy outlook predicting that 
coal would decline to 52 percent of China’s primary 

energy mix by 2035 (very close to the mid-range 
“new policies” scenario of the International Energy 
Agency) . Just a couple of weeks later, the Director 
of the  Development Research Centre of the State 
Council, recently voted China’s most influential 
think-tank, published a paper in the People’s Daily 
arguing that China could aim to reduce coal in the 
energy mix to less than 50 percent by 2030. Given 
how much of the world’s coal China currently burns, 
the difference between those two predictions is very 
significant. At around the same time, the National 
Energy Administration was urging coal companies 
to adjust their investment plans and diversify into 
renewables. It is quite startling to remember that just 
a few years ago, in 2007, China set a 2020 target 
for PV solar of 1.8 GW. Last year alone it added 9.5 
GW and is expected in 2014 to add a further 14 GW. 
Things change fast. 

What’s driving this change? The answer is 
what always drives changes – cost. That might seem 
strange because developing new energy sources is 
generally seen to be the expensive option. Coal today 
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What does this mean for China? China is 
experiencing similar observed levels of warming as 
the rest of the world – with significant land warming 
(1.38°C between 1951 and 2009), and consequent 
decreases in glacier coverage and pressure on water 
resources. China’s 2nd National Assessment Report 
has already noted the increasing frequency of 
droughts and floods, and concerns about the impact 
on agricultural production, biodiversity and human 
health. 

What does the future look like? The next 
few decades are sometimes referred to as the 
‘era of committed climate change’ because the 
change to come will  be the result  of previous 
emissions and cannot be avoided. According to 
the Intergovernmental Panel on Climate Change, 
by the mid 21st century, we are looking at global 
temperature changes of 1-3°C.  Above 2°C, global 
temperatures will be rising above the range of even 
pre-historic human experience – probably about ten 
times as fast as the most dramatic natural climate 
change in the Earth’s history. 

The higher temperatures predicted by scientists 
beyond the middle of this century are likely to 
deliver still more dramatic impacts. As the President 
of the World Bank has said, a 4°C world “would be 
so different from today’s world that it is difficult to 
describe accurately.” The potential impacts of include 
widespread droughts, flooding, extreme weather 
events,  with knock-on impacts on agricultural 
production and human and animal habitats.   

These risks have been  driving a fundamental 
rethink in energy policy. In the UK we have set 
targets  to reduce our carbon emissions by 80 
percent by 2050 and we are pushing ahead with 
decarbonising the power sector by 2030 China 
is now the world’s largest investor in renewable 
energy. The target to have 15 percent of China’s 
energy provided by non fossil  fuel sources by 

2020 is transforming not just the Chinese energy 
market, but global energy markets too. One reason 
why our two countries are leading is because we 
see the energy revolution not only as the only way 
to reduce the currently unacceptable risks of local 
air pollution and potentially catastrophic climate 
change, but also because we see in the environmental 
goods and services sector an opportunity to grow 
our economies. During the UK’s recent economic 
downturn it was this “green economy” that was one 
of our fastest growing and most resilient sectors, 
responsible in 2011/12 for one third of all UK 
economic growth. 

The challenge is huge. And a real energy 
revolution will run into many challenges from 
developing new technology to setting the right 
policy frameworks, and it will have to overcome 
many obstacles from vested interests to lack of 
accessible capital. But it’s not impossible and many 
organisations have mapped credible pathways.  

Some things we need to do are very clear. 
All countries will need to increase their energy 
efficiency. It remains the single most cost-effective 
way to cut costs and reduce emissions. In a country 
like China, where 70 percent of the energy mix 
goes to industry, leaner and higher-tech industrial 
production could significantly reduce demand. All 
countries will need to accelerate the electrification 
of key parts of the economy. In fully developed 
countries like the UK the main challenge will be 
vehicles. In China, heating will also be a challenge. 
All countries will need to grapple with price and 
market reform. We need to reduce subsidies for 
traditional fossil fuels, stimulate the development of 
green technologies and put a price on carbon. The 
signal China has given in launching pilot carbon 
markets is, in that regard, of global significance. In 
the UK, this year we will institute a carbon price 
floor so that the current depressed price of carbon in 

levels of pollution. China is far from being alone in 
facing these challenges. The UK has been struggling 
with this problem since the dawn of the industrial 
revolution. Most memorably we faced the Great 
Smog of 1952 which was estimated to have killed 
4,000 people and which led to the Clean Air Act. 
It’s an ongoing struggle. In the UK long term health 
impacts attributed to PM2.5 are estimated to cause an 
average reduction in life expectancy of 6 months (an 
effect equivalent to 29,000 deaths each year). 

And “costs” of burning traditional fossil fuels 
go wider even than the direct impact on economic 
growth. China is one of the most water scarce 
countries on the planet: per capita water resources 
are about one quarter of the global average. Many 
of the old energy sources are cheap in terms of 
production but extremely costly in terms of water 
use. Roughly one-fifth of China’s water consumption 
is by the coal industry. It takes 24 bathtubs of water 
to produce just one tonne of washed coal, but the per 
capita daily resoruces in Shangxi, China’s capital of 
coal, is just 4.8 bathtubs.  And this goes for some of 
the newly emerging fossil technologies tooincluding 
the processes to turn coal into synthetic or substitute 
natural gas (SNG). With some variation between 
different technologies, water is required in SNG to 
mine and prepare the coal, to provide cooling for 
gasifiers that reach 1400 degrees centigrade and to 
inject steam at various stages. Six to twelve litres of 
water is needed to produce 1 cubic metre of SNG. 
Indeed a study by Duke University suggests that 
SNG is 11 times as water intensive as coal.  

But there is an even bigger cost to our current 
energy mix lurking in the background: the cost of 
climate change. The international community has 
set itself to the target to limit global warming to 
two degrees to give us a fighting chance of avoiding 
dangerous climate change. Some scientists think 
that two degrees is already too high – because it is 

based on a global average, including the temperature 
over the oceans, a two degree rise could mean much 
higher rises in specific regions and countries. The 
bad news is that we are nowehere near on track to 
meet it. The International Energy Agency estimates 
that if all current policies to move to a lower carbon 
future were actually implemented, we would still 
have only a 6 per cent probability of hitting that 
target. There would be only a 50 percent probability 
of limiting the long term average global temperature 
increase to 3.6 degrees relative to pre-industrial 
levels. 

One way or another we are going to have to 
meet that cost. The world faces a choice in how to 
deal with that cost. Either we do it by subsidising 
cleaner energy, or by putting a price on carbon 
dioxide emissions through carbon taxes and market 
mechanisms. Or we do it by picking up the bill for 
the consequences of doing nothing. Extreme weather 
events, loss of biodiversity, global crop failure, 
disease and water scarcity do not come free.  

Already the world is at 0.85°C above pre-
industrial levels. Sea levels are 19cm higher than in 
1901. Even at current levels of warming, events such 
as Hurricane Sandy (72 people dead, damage costs 
around US$ 65 billion) are twice as likely to occur.  
The past few weeks have seen striking examples. In 
the same week, the UK has experienced fierce storms 
and the worst flooding for more than 250 years, the 
“polar vortex” has affect 190 million people across 
the United States, and Australia has had to tackle 
again its increasingly common bush fires as 2013 
was officially declared its hottest year on record.  

Is this all down to climate change? Scientists 
are pretty clear that you can’t make the link to 
individual events. But we agree that climate change 
increases their probability. And as the science 
evolves, we understand more about the mechanisms 
that can deliver these impacts. 
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are already working with China to develop shale 
fields – with Shell being the first foreign company 
to receive Chinese government approval to explore 
China’s shale via a production sharing contract with 
China Natioanl Petroleum Corp. Shell are looking to 
invest US$ 1 billion in shale exploration in China. 
And the UK and China are also co-operating on 
policy development as we face similar issues in 
terms of environmental regulations and stakeholder 
management. 

4. Making Carbon Capture and Storage 
(CCS) a reality  

We face a basic contradiction. The world will 
continue to burn fossil fuels. But if it continues to do 
so at the predicted rate there is almost no chance of 
preventing catastrophic climate change. So we need a 
technology that will allow us to keep burning gas, oil 
and coal but which will limit carbon emissions. Such 
a technology exists – carbon capture and storage. But 
it’s currently expensive, it carries an energy penalty 
(i.e. when you use it your power generation is less 
efficient) and it is not yet possible to offset the costs 
at an economy wide scale by using the captured 
carbon (so called “utilisation” in technologies such 
as enhanced oil recovery, desalination and bio-mass 
generation). Again, this is an area where the UK and 
China are in the lead. The Chinese government and 
private enterprises are starting to invest seriously 
in developing the technology and establishing 
demonstration plants. The UK government has 
launched a £1 billion competition to stimulate the 
commercialisation of CCS. And, again, it’s an area 
where we are working together. The UK is supporting 
the development of CCS in China and Indonesia 
through a £35m Asian Development Bank trust fund 
and last year we launched a joint UK-China CCS 
centre in Guangdong Province. 

It is now 150 years since John D. Rockefeller, 
the founder of Standard Oil,  built  his first oil 
refinery in Cleveland, Ohio. He once advised that: 
“If you want to succeed you should strike out on new 
paths, rather than travel the worn paths of accepted 
success.” I suspect that today Rockefeller would be 
the strongest advocate of the energy revolution that 
the world needs and is still, just, within our grasp. 

the European emissions trading scheme does not stop 
investment flowing to cleaner technologies.  

All this above is necessary. But I wanted to 
focus on four key challenges which the UK and 
China both face and where we are working together: 

1. Getting renewables onto the grid 
Both China and the UK can plausibly lay claim 

to being world champions in renewable energy. 
China has the largest installed capacity and is 
investing the most. Chinese production techniques 
drove the cost of PV solar down and boosted the 
global deployment of this vital technology. The UK 
is at the leading edge of key renewable technologies. 
The largest offshore wind array is in the UK. And 
with an abundance of marine energy resource (to put 
it simply we are an island, so we have, for example 
50 percent of Europe’s tidal energy resource) we are 
a world leader and focal point for the development 
of wave and tidal stream power. Developing these 
renewabl technologies is vitally important. And the 
UK and China have a range of scientific, commercial 
and policy collaborations. But so too is getting these 
technologies onto the grid reliably, transmitting the 
power from the generating source to the end user 
without loss of efficiency, and reducing variability 
of supply. Again, the UK and Chinese research 
institutes have been collaborating in this field for a 
number of years, researching grid-level storage and 
smart grid technology. This is vital work.  

2. Revitalising global nuclear
The lull in nuclear production immediately 

after the Fukushima-Daiichi nuclear disaster of 2011, 
seems to have passed, with 72 new nuclear reactors 
currently under construction. Both the UK and China 
have planned major new nuclear programmes.  The 
share of nuclear in electricity generation in China is 

currently only 2 percent, but with 28 new reactors 
under construction this is set to more than double.  
The UK has approved 8 new nuclear sites, with 
16GW new capacity planned. New technologies and 
fuels may also play a role. Fusion for example, has 
sometimes had a bad press, with many arguing that 
the solution is always 50 years away. But recent 
developments, for example in the United States, 
where scientists believe they have made a major 
breakthrough in fusion technology, suggest that a 
solution may not be so far away. Further cooperation 
between the UK and China is planned under the 
MOU on fusion. And thorium is also attracting 
considerable interest.

3. Replacing coal with gas
The single most  important  change in the 

global energy landscape in recent history has been 
the development of U.S. shale gas. It’s put the 
United States on the road to energy independence 
and made governments across the world reconsider 
their long-term energy planning. It has allowed the 
United States to greatly reduce its carbon emissions. 
But the benefit of that has been partly offset by a 
corresponding rise in global coal use as the coal 
market in the United States has shrunk and global 
coal prices fallen. To have a real effect on global 
emissions the shift to gas needs to be global. That 
means the United States exporting more of what it 
currently produces. But it also means Europe – and 
in particular China – developing their own shale 
reserves. No-one knows precisely how big Chinese 
reserves are – by some estimates the largest in the 
world. As the Fuling field in Sichuan comes on line it 
looks like China may exceed its 12th Five Year Plan 
target of 6.5 billion cubic metres per annum. One 
National Oil Company – Sinopec – has just raised its 
production targets for 2015 six-fold. UK companies 
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change the production approach and business model of 
companies, but also the manufacturing sector Internet, 
Internet finance, traffic Internet, and the e-commerce 
which we are all familiar with. Companies’ processes 
and organization methods are also undergoing 
transformation.

Our traditional enterprise computing is process-
centric, and most companies use computing capability 
to raise the efficiency of ERP office processes, while 
CRM is the primary tool used for the management of 
customer relationships. 

H o w e v e r,  f o r  a  c o m p a n y,  t h e  p r e v i o u s 
computing environment could not help to address the 
issues related to its market judgment and marketing 
activities.And companies still have to commit large 
amount of resources including advertising and labor 
into marketing. 

The era of big data has arrived. Data is now 
an asset to a company and the enterprise computing 
environment has changed tremendously as a result. 
Processes were at the core in the past, but it has 
now been displaced by data. A myriad of memory 
and analytical functions are now incorporated into 
enterprise systems. A company needs data as much 
as a person needs his or her brain and IQ, and the 
infrastructure of theindustrial Internet has to become 
smart. 

Similarly, the ‘company’ format we have today, 
which comprises hierarchy management, budget-
centricity and KPI assessment, is also a product of the 
industrial revolution. 

It is evident to us now that many structures of 
the industrial revolution are no longer suitable for 
innovation in the new era. Organizational structure 
is getting flatter, and work groups, intrapreneurship 
and network structures are beginning to replace the 
hierarchy system. 

From Nokia to Microsoft, we are witnessing 
many instances of large traditional corporations 
making attempts to transform, where new methods 
and organizational structures are employed to tackle 
issues that cannot be resolved by large traditional 
companies. Even giants such as Google and Facebook 
are constantly making acquisitions to address the 

innovation gap. 
Historically, the industrial revolution has 

given rise to our new understanding of assets. The 
determination of the values and ownership of land, 
minerals and other resources, coupled with the 
advancement of technology, have driven the industrial 
revolution. In the current era of big data and industrial 
Internet, the most important assets are knowledge and 
intelligence. 

Just as the Renaissance period where many 
technological, artistic and process innovations were 
supported and accomplished by capital or power, an 
example being the Medici family which was a banking 
family in Florence; today, it is likely that we still need 
capital to serve intelligence, and help to nurture and 
establish an innovative environment, or should we say 
ecosystem. 

At present, many Internet giants are already 
starting to build their own ecosystems. Future 
competition may no longer be fought between 
companies, but between ecosystems. By gathering 
the most outstanding talents in relevant fields through 
nimble investment, organization and management 
structure, and leveraging on an ecosystem-like 
environment, it is possible to create something that is 
beyond our imagination. 

During the industr ial  revolut ion,  oi l  and 
minera l  resources  became asse ts ,  which  had 
complete industrial chains covering areas including 
prospecting, mine selection, exploitation, smelting, 
storage, transportation, and trading, etc. With big data 
becoming an asset now, what then is its industrial 
chain? 

Various segments from data acquisition, storage, 
analysis to application, as well as data factories and 
data trading, are all still in the exploration stage.Some 
early entrepreneurs are already reentrepreneuring. 

There is a need for policy support, scientific 
exploration and consistent hard work from the 
entrepreneurs themselves, in order to resolve the 
specific issues in each of the segments and develop a 
business model. 

A certain amount of time is required, and perhaps 
one has to experience repeated failures and setbacks to 

The Disruptive Powers of Big 
Data and the Industrial Internet

 Tian Suning, Chairman of China Broadband Capital Partners  

I recently visited a company called Yinxiang 
Biji. This company was established in China less than 
two years ago and has fewer than 20 employees, but it 
already boasts more than 10 million users. In Silicon 
Valley, this company is known as Evernote, and it has 
only been around for about four years. However, with 
fewer than 300 employees, it is now serving close to 
100 million customers globally. 

In such a company, a Human Resource Director 
does not exist, and all the employees are hired from 
product users. The company does not engage in 
marketing campaigns, as they believe that a good 
product will naturally generate word of mouth. Right 
from the first day of its inception, the company was 
already a multinational company, focusing on serving 
the world and coalescing users’ ideas from all around 
the world. 

There is also no place for a CFO in such a 
company. Reimbursements are processed by the 
employees themselves, and statistical data will be 
generated at the end. Hence, any abnormalities in 
reimbursements will show up in the data. 

Companies like Evernote are popular in Silicon 
Valley today, something which was unimaginable in 
the past. A similar example is WhatsApp, a company 
recently acquired by Facebook. WhatsApp employs 
only 50 people, mainly engineers, and serves 450 
million users worldwide. It relies on fees collected 
from users and has absolutely zero advertising. 

LinkedIn is another example. The world’s largest 
professional social network has also made its way into 
China. LinkedIn’s business is about helping companies 
solve their human resource issues. 

Through users’ social data, such as the books 
they like to read, the friends they make, and their 
personal hobbies, habits and professional background, 
it facilitates companies to actively search for suitable 
candidates. During the hiring process, hirers would 
have known the candidates well enough through the 
data. 

The number  of  such companies  is  se t  to 
increase going forward. The integration of cloud 
computing, big data and the mobile Internet, and 
the emergence of theindustrial Internet do not only 
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广告 28

complete the journey from the accumulation stage to 
the ‘disruption’ stage. 

Will so much aggregation of data lead to a major 
pattern and discovery, just as the transformation in oil 
and minerals, or the discovery of the periodic table? 
How would entrepreneurship, innovation and creation 
take place in this era? Who would be the key owners 
of the value chain? It is worthwhile for our companies 
to study and discover the answers to these questions. 

Similar to the changes in the industrial structure 
and organizers for the agricultural period which were 
attributable to the steam engine, oil and power during 
the industrial revolution, the changes brought by big 
data and theindustrial Internet will not be confined 
only to the traditional company format from the 
industrial revolution. 

It is set to also alter the formats of many 
industries, and could even wipe out many industries 
or jobs. These would resemble those changes caused 
by LinkedInin human resources, Google Translate 
on the translation industry and 3D printing on the 
manufacturing sector. 

The most critical factors for all industries today 
are not only to acquire the infrastructure for big data 
and the mobile Internet.

They also have to learn to use the tools such as 
big data and theindustrial Internet properly, to address 
the various issues which the companies are facing 
now. Some examples are:

Financing issues: The ability to use crowdfunding 
to solve the equity financing problem and P2P finance 
model to address the debt financing issue.

Marketing issues: If the marketing for big data 
and theInternet is oriented and has a “results-based 
pricing” model, then marketing initiatives will be 
more effective and there will be no cost wastage. 
With appropriate creativity, leveraging the right social 
media may even help to achieve ‘zero cost’ marketing.

O p e r a t i o n a l  i s s u e s :  F o r  e x a m p l e ,  t h e 
crowdsourcing approach may be adopted, or allow 
users to participate in ‘product’ design, testing, 
marketing, quality inspection and even customer 
service and data mining through suitable community 
operations.

Management issues: Use information systems, 
management software, CRM, ERP, enterprise synergy, 
internal communications and financial software that 
are based on Internet cloud architecture to replace the 
manual entry account books or closed first generation 
IT management systems; and substitute the old 1.0 
system with an interactive and social 2.0 system. 

Hiring issues: Candidates we are looking for 
are active in certain communities on the Internet. The 
Internet is open, equal and transparent. As long as one 
thinks deeply enough, the best person can be found 
with the lowest cost.

In fact, any problems faced by the traditional 
companies in the course of their operations can be 
addressed efficiently and at low cost through the 
Internet. 

More importantly, companies have to learn about 
utilizingdata and the Internet spirit. In general, tools or 
methods to solve a problem are more easily understood 
and learned, but the Internet spirit is the one that is 
deep down at the crux, and is difficult to be replicated 
and overtaken. 

So whatis the Internet spirit exactly? It is too 
early to be able to define it exhaustively, but it should 
at least comprise the key elements below: product 
orientation, quick trial and error, geek spirit, user 
intimacy, sharing, decentralization, openness and 
transparency, fairness and equity, entertainment spirit, 
elimination of authority, free of charge, disruptive 
characteristics… 

Traditional companies that wish to embrace 
big data and the industrial Internet, and aspire to 
becomedisruptive competitors in their respective fields 
or hope to achieve unprecedented breakthroughs have 
to learn to develop and consolidate their positions in 
their industry, but more importantly, they have to put 
the Internet to good use. 

‘Disrupting’ an industry is not just a slogan. It 
requires a team of geeks with a profound understanding 
of the industry to ‘keep thinking audaciously and 
continue working diligently’ in order to generate that 1 
percent chance of success. Our pioneers have done the 
same thing during the industrial revolution and the era 
of great voyages. 
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visits by users are either for replacements, returns, 
or repairs, which all add to costs. However, in the 
Internet age, the sale of a product to a user only marks 
the beginning of the relationship between company 
and user. As the product itself makes you no money or 
even results in a loss, you have to rely on the Internet 
services to make a profit. At this juncture, you'd wish 
that users could stick with your product every day, as 
the more they use your services, the more income you 
will receive. If your users have a bad experience, they 
will soon take their business elsewhere. At this point, 
you will find that the user experience is becoming 
increasingly important.

But  how could one achieve a  successful 
crossover or transformation? I think this challenge 
is quite formidable and there are not many success 
stories. Nonetheless, I think one can start with efforts 
in two areas:

First, build a corporate culture that tolerates 
failures and encourages innovation. Companies should 
establish a mechanism that allows young employees, 
especially those in lower levels, to become initiators 
of innovation. For example, a company's customer 
service personnel usually deals with users every day, 
which allows them to know firsthand what users 
are complaining about. Therefore, they should be 
encouraged to become a source of innovation when 
it comes to enhancing the product experience. I do 

not agree with the idea of having a company pursuing 
innovation with great fanfare, which sounds as if 
only investments worth hundreds of millions, or the 
establishment of a fancy innovation facility, or a whole 
package of innovation strategies could do the trick. I’m 
of the view that innovations of shock therapy style will 
hardly be successful. I think the innovation should be 
brought down from the altar, as continued innovations 
focusing on minor details tend to be more effective.

Second, cultivate “mutated genes” through 
collaboration, thus securing new capabilities in a short 
timeframe. Transformation is like an evolutionary 
transition from species of one genome to another, and 
few can manage to morph from an aquatic species 
into a land species. I think collaboration is essential 
for any successful crossover. Collaboration acts like 
an external stimulus that can cause genetic mutations 
and hence allow one to gain new capabilities in a 
short timeframe. Otherwise, exploration on one’s 
own would be like a long evolution in nature, as a 
company may not necessarily understand the Internet 
after fumbling for a decade or two. Hybridization with 
an Internet company could give birth to a monster 
which boasts both the DNA of a traditional vendor and 
that of an Internet company. This monster can allow 
you to acquire a new ability by means of collision, 
contradiction and compromise, thus making the 
transition path less bumpy. 

Transformations and Crossovers 
in the Internet World

 Zhou Hongyi, Chairman, Qihoo 360  

Many people ask me the same question, “What 
happens when your [products or services] become 
free?” My answer is that you must extend your value 
chain. Let's say if you no longer make money as a 
mobile phone vendor, then you have to come up with 
something related to mobile phones to churn out a 
profit. For example, you may think of making money 
through mobile phone games. If that’s the case, then 
you should position yourself as a game operator, 
rather than a mobile phone vendor. Take Qihoo 360 
for example. If we solely focus on free anti-virus 
software, the business model would be incomplete 
no matter how well we fare. Therefore, at Qihoo 360, 
we have been pooling our efforts into developing our 
search engines and games on the basis of our browser. 

But to foray into these areas,  we have to 
understand how search engines and games work. 
Crossovers have become a new craze in the world of 
the Internet lately. While they seem to be trendy, these 
crossovers have largely been a result of competitive 
pressure. In the past, people were used to selling 
their own goods and services, without the need for 
crossovers. For example, the competition among TV 
manufacturers previously was about larger screen 
sizes, higher resolutions, or more attractive prices. 
Despite price wars from time to time, manufacturers 
would never be reduced to selling TVs below cost. But 
the arrival of a number of Internet companies whose 

main business is not TVs completely changed the 
game. They sell TVs at zero profit, or even at a loss. 
They make money by selling the TVs at or below cost 
and then charging each user a few hundred yuan per 
year for a wealth of film and TV program content. In 
other words, they sell TVs cheaply in order to build 
large user bases before making a profit by offering 
paid services to users. Under such a business model, 
these TVs serve as an interface to provide services 
to users. Traditional TV manufacturers would surely 
be at the disadvantage if they seek to compete with 
them on price. Instead, they could choose to take 
on the contenders by enhancing their capabilities in 
integrating film and TV content resources, a strategy 
that would force these traditional TV manufacturers to 
resort to business transformation and crossovers.

Nevertheless, traditional manufacturers are 
inclined to ignore the user experience when they 
attempt to transition toward the Internet. Traditional 
vendors are used to one-off deals. In order to better 
sell their products, they make every effort to develop 
selling points, launch advertising campaigns, and 
promote their products through various channels. 
Regardless of how they tout their products, they 
consider the deal done as long as they sell out their 
products and collect payment. Afterwards, they are 
less willing to deal with users, because any more 
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to a socialized network. Therefore, externally 
decentralized, cooperative business models will gain 
in popularity enabling in-depth integration between 
production and services. Boundaries between the 
secondary and tertiary industries are bound to blur 
away amid growing interactions between producers 
and consumers. Second, business owners will choose 
to localize production at places where their customer 
bases are found. Decentralized, localized production 
will flourish as a result. 

Meanwhile, with the advent of the "Internet 
of Energy Resources" (i.e. in-depth integration of 
the Internet with renewable energies), prices of new 
recyclable resources will keep falling continuously 
owing to technical breakthroughs and increases in 
scale, thereby making renewable energy increasingly 
popular. The Internet of Energy Resources will lead to 
decentralization and cooperation in energy production 
and use. 

Major Changes to the Global Economy
With the arrival of the third industrial revolution, 

the Chinese economy is facing mounting pressure to 
maintain steady and sustainable growth. In the case of 
many developed countries, the trend is to shift away 
from releasing market forces toward protectionism, 
at an accelerating pace. By analyzing large-scale 
economic crises in the past, when the economy 
troughed the most it would also be a critical time 
for technical and industrial revolution. In addition 
to macroeconomic stimuli, economic recovery was 
triggered by a new industrial revolution driven by 
technological innovations. And these are bound to 
bring about major changes to the world economy. 

We forecast that the focus of manufacturing may 
shift back to developed countries. The trend toward 
decentralized production of bespoke items will divert 
competition from price to product design, creativity, 

technique and individuality. Advanced economies 
boast technical, capital and market advantages, making 
them more likely to be the producers and controllers of 
innovative high-end, high added-value end products as 
well as new material supplies in the future. Therefore, 
they may regain comparative advantages in the 
production chain. Accordingly, developing countries 
will lose their advantages in terms of labor cost 
competitiveness in homogeneous production. 

Furthermore, the center of the global energy 
supply is about to change as well – as renewable 
energy resources replace fossil energy, industrial 
development will be less dependent on conventional 
energies. Therefore, economies relying on oil and 
gas such as West Asia and North Africa will see their 
geo-economic roles changing in the new economic 
landscape. 

Finally, China will slow its pace of economic 
growth. In the third industrial revolution, new energy 
and new materials will be widely used, highlighting 
in particular talent, creativity, innovation, technology, 
and capital advantages. This poses severe challenges 
to China's labor-intensive, energy and resource 
consumption-based industries which are primarily 
positioned at the mid/low-end of the global production 
chain. By contrast, developed countries are poised 
for re-industrialization and reinstatement of the real 
economy where products are produced by the country 
and for the country. Job opportunities, which once 
flew to China in large quantities, will then return to 
developed markets, meaning China's export-driven 
economic growth will no longer be viable. 

China's Strategy in Response
In retrospect, the second industrial revolution 

saw the rise of a group of countries. It first started 
in the 1880s in the United States when the country's 
industrial output rose rapidly to over 30 percent of 

The Third Industrial Revolution 
and China 

 Guo Lian, Director and Institute Executive Vice President of the Financial R&D Center, China 
Development Bank  

Within the foreseeable future, every building 
will turn into a mini energy collector where renewable 
energy can be recycled on the spot. They will also 
become miniature power plants to store energy 
resources such as hydrogen. With ever-evolving 
Internet technologies, power grids worldwide will 
become one that is shared by countries and people 
around the globe. Similarly, our traditional transport 
network consisting of cars, buses, trucks and trains 
will be replaced with electric "plug-in" and fuel cell 
vehicles, powered by renewable energy. 

This is the world we'll be living in after the onset 
of the third “industrial revolution,” and the changes 
in production will in turn translate into a fundamental 
transformation in the way economic activities are 
organized. 

Blueprint for the Third Industrial 
Revolution

The first to come is the so-called "production 
digitalization" where production systems will be fully 
digitalized and "intelligentized" through applications 

of Internet-based IT. Represented by 3D printing, a 
new generation of production equipment is driving 
product design and manufacturing towards full 
integration, resulting in a simplified production 
processes and dramatic reductions in production costs 
and cycles. "Production digitalization" further hints 
at the prominence of advanced production factors, 
e.g. skilled labor, research facilities and technical 
expertise, in our everyday life. 

This will affect a shift from assembly line-based 
mass production to custom-made mass manufacturing, 
enabled by "production digitalization," whereby the 
public's rising needs for personalized products are 
catered for with increasingly heterogeneous products 
on the marketplace. It poses serious challenges to 
the economy-of-scale-based competitive strategy 
devised for product cost minimization. We predict 
that assembly line-based mass production will come 
to an end, and the organization of industries will be 
increasingly decentralized and reliant on the web. 

First, leveraging on Internet technologies, 
companies will shift production from factories 
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industries. To sum up the status quo in China, the 
government is quite competent in implementing 
market regulation, but the innovativeness of Chinese 
companies needs to be improved. Advances in 
technology are impossible without close interaction 
between "capital" incubation and support, "industry" 
cultivation and expansion, and "market" consolidation. 

It is therefore imperative for the country to 
deepen reforms in innovation, financial services, 
policy support and new technology industrialization, 
providing more incentives for market participants 
in  technical  innovat ion,  and thus faci l i ta t ing 
breakthroughs in core technologies of key future 
industries as well as the industrialization of such 
technologies.  As a result ,  clusters of globally 
competitive industries will rise in various sectors to 
support the long-term growth of the Chinese economy. 

At the turning point of the third industrial 
revolu t ion ,  China  needs  to  ensure  fu l l - sca le 
development in emerging industries and tap its 
infrastructure potential with an in-depth analysis of 
the industrialization trends after the global financial 
crisis. As far as the financial sector is concerned, it is 
of prime importance to maximize market-orientation 
through "de-administrativization" and therefore allow 
more room for the development of the capital market 
and development finance. 

Giving development finance organizations access 
to businesses that commercial banks are less willing 
to take part in, and making these organizations the 
backbone in such areas is of great importance. For 
electric vehicles to achieve "leap-frog" development, 
for  example,  the f i rs t  task is  to  industr ial ize 
infrastructure facilities such as charging stations, 
where DF organizations can play a major role in 

developing such infrastructure facilities for emerging 
industries.

Chinese financial companies should make novel 
contributions: first by carrying out prospective studies 
to accurately predict general trends through analyses 
of industry developments and changes. Also important 
is the training and reserve of specialized professionals. 
Second, strategic planning must be well-organized to 
boost collaboration between government departments 
and research institutes so as to facilitate planning, 
research, formulation and implementation.

Third, support should be given to strategic 
emerging industries, especially market leaders, to 
create a group of high-growth, small- to medium-sized 
enterprises well-equipped with advanced technologies 
and excellent development prospects. In particular, 
innovation is urgently needed in terms of financial 
service models and methods to fully integrate financial 
and technical innovations, smoothing out the transfer 
of such innovations into the actual marketplace. In 
addition, risk prevention is also the key to the healthy 
and orderly development of strategic emerging 
industries. 

Finally, efforts need to be made to encourage 
"two-way" movement of technical innovations, 
i.e. “going abroad” for Chinese innovators as well 
as the introduction of foreign innovations to the 
Chinese market. Companies should be incentivized 
to invest and acquire technical projects overseas, and 
transnational companies should be encouraged to set 
up R&D divisions in China, such that international 
resources can be leveraged to boost technological 
innovation in China. This way, technical development 
will be internationalized to afford Chinese companies 
a competitive edge in global markets. 

the global total. It was followed by Germany in 1900-
1910. The transformed German industry overtook the 
United Kingdom to take the second spot worldwide 
over a span of only 10 years. Japan also jumped on 
the bandwagon and benefited from dramatic economic 
growth. The second industrial revolution during the 
late 1800s and early 1990s witnessed the United States 
and Germany overtaking the UK and bringing drastic 
changes to the world economy.

T h u s  f a r ,  t h e r e  i s n ' t  a n y  u n i v e r s a l l y 
acknowledged definition of the third industrial 
revolution,  and the technical  basis for such a 
revolution is not fully fledged as of yet. However, 
major economies in the world are all taking active 
measures to gain the first-mover advantage.

The United States announced two innovation 
strategies of raising R&D input to a record high of 
3 percent of national GDP, seeking breakthroughs in 
new energy, wireless networks, advanced vehicles, 
healthcare information technology, basic science and 
aerospace. The most recent move is the sharpening 
of technical innovation efforts to be focused on 
environmental protection, Smarter Planet and Big 
Data. Also, as part of its high-end manufacturing 
program, re-industrialization is emphasized to 
strengthen R&D in fields such as nano technology, 
high-end cells, energy materials, bio-manufacturing, 
new microelectronics and high-end robots. 

In Europe, the European Parliament declared 
in 2007 to include the third industrial revolution as 
part of its long-term economic planning and the EU 
roadmap. Currently, the EU and member countries 
are actively implementing the roadmap for the 
third industrial revolution, supporting excellence in 
research and industry innovation leadership. It is also 

announced that by 2013, a total of 105 billion euros 
will be invested in the Green Economy to consolidate 
the EU's leading position in green technology. 

Germany is committed to developing wind 
power, bio-energy and other renewable resources as 
well as energy-saving technology, in a bid to build 
the Internet of Energy Resources, stressing that green 
energy will account for 35 percent of total energy 
consumption by 2020. Japan has taken a similar path 
by focusing on energy and environmental protection 
technologies, with smart grid being prioritized to be 
fully popularized by 2030.

China is among the earliest in the world to 
develop new energy, new materials and the Internet 
of Things. For example, it is the developer of the 
largest 3D printer in the world, and renewable energy 
also developed rapidly in China, making it No.1 
in PV manufacturing capacity worldwide, No.6 in 
installation, and No.4 in wind power installation 
capacity. 

The country also attaches great importance 
to  t echn ica l  deve lopment  t r ends ,  embrac ing 
new information technology, energy-saving and 
environmental protection, new energy, biotech, 
high-end equipment manufacturing, new materials 
and new-energy automobiles as the seven strategic 
emerging industries, each formulated with dedicated 
development plans. It is worth noting, however, that 
to a certain extent, there is still a gap between the 
development of emerging industries in China and the 
revolutionary changes and technical breakthroughs 
associated with the third industrial revolution. 

China must  seize s t rategic  opportuni t ies 
presented by the third industrial revolution, responding 
with a new stance to the redefining of global emerging 
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services, users only need to click the mouse to try out 
a large number of building materials or products in a 
3D environment and select different colors to easily 
design their ideal; houses. In a 3D virtual reality 
environment, users can also freely change angles 
and view the design effects of walls, doors, windows 
and corridors from various perspectives. Thanks to 
the application of 3D technology, the troublesome 
decoration process has now become full of fun, while 
it is also possible to reduce costs sharply and avoid 
errors in the implementation process.

If you ask me to sum up the value of 3D 
technology to innovation, I think that it can be 
described with three keywords: “imagination”, 

“exchanges” and “integration.”
Firstly, innovation originates from imagination. 

Many things in our every life today, such as touch 
screens,  mobile phone-based payment and 3D 
printers, were like crazy imaginations. With the wide 
application of 3D technology, you can show your 
imagination and realize all “fantasies” which cannot 
be expressed in the real world. When you see how 
Hugh Herr climbs the rocks with the artificial limbs 
produced by 3D technology, you will understand how 
3D technology has changed people’s fate through 
imagination. 

Second ly,  i nnova t ion  needs  exchanges . 
Regardless of the different backgrounds of people 
or teams, 3D technology can always become the 
simplest communication language and the most direct 
communication tool to break the barriers between “a 
scholar” and “a soldier.” For example, a contractor 
can save long PPTs in the draft comparison stage and 
use 3D virtual reality to let government administrators 
with no professional background get a clear idea of 
a project and make a quick and accurate decision. 
Then, it is precisely 3D virtual technology that creates 
obstacle-free communication between them. 

Thirdly,  innovat ion requires  integrat ion. 
Through 3D technology, a painter may cooperate 
with a professional architectural construction team to 
design spectacular bridges and buildings with novel 
shapes. Last year, Dassault Systèmes in collaboration 
with renowned dancer Marie-Claude Pietragalla and 
her partner Julian Drouot applied 3D virtual reality 
technology to make the dancing drama “Mr. and Mrs. 
Dream” more stereoscopic, real and profound. Without 
the aid of props, viewers can see fresh fruits falling 
from the green tree one by one. Thus, the most difficult 
dream science can be presented to audience on multi-
dimensional images and audio and visual enjoyment 
can be enhanced to an unprecedented height. The 
Digital Paris Project mentioned above was eventually 
realized by pooling the wisdom of various disciplines 
of history, architecture and folklore. Integration is 
the greatest value of 3D technology to mankind and 
society. It takes human innovation into a completely 
new realm.

3D Technology: An Innovative 
“Weapon” for Sustainable 
Development 

 Bernard Charlès, President and CEO of Dassault Systèmes   

If  you know 3D technology can simulate 
electric pulses produced by heartbeat and muscle fiber 
contraction, and if your know 3D printer can produce 
an airplane model that is able to fly and biscuits 
that can be eaten, would you still consider that 3D 
technology only relates to movies? From 3D movie 
Avatar to 2010 Shanghai World Expo, from Bird's Nest 
Stadium, a mega steel structure building to an “iceberg 
plan,” and from “nanometer robot” to 3D simulation 
of human heart and then to use 3D technology to 
reproduce 3000 years of history from Roman Period to 
modern era, it has gradually imbued our daily life and 
brought surprise to the world.   

In 2013 Boao Forum of Asia, the Chinese 
President Xi Jinping emphasized during his speech 
on sustainable development that we should not purely 
concern the economic growth; environmental pollution 
and resources losses should also be minimized while 
achieving the growth. Failure to reasonably use 
our natural resources will cause sustainable growth 
unattainable. In this case, 3D technology can offer us 
solution. We can use 3D technology for modeling the 
virtual world and carry out simulation in combination 
with multidisciplinary knowledge on a scale of 1:1 
with the real world. As a result, different scenario 
may be assumed to improve our energy system while 
it is very difficult to achieve in the real world. It is 
thus clear that the 3D technology has become an 
indispensable innovative tool in this era. 

Scarcity of natural resources and pollution of 
environment have made scientific and sustainable 
urban planning very important. In fact, the 3D 
technology can be used for many aspects of the urban 
planning. The multidisciplinary knowledge may be 
fused by a 3D virtual simulation platform to evaluate 

and forecast the future urban development and 
discuss solutions for greening, energy consumption 
management,  infrastructures,  waste treatment, 
improvement of communication and transportation 
system, etc. Last year, we successfully completed 
“Digital Paris” Project by the 3D technology in France 
to reproduce Paris’s development and evolution 
history of about 3000 years from Roman Period to 
the modern, and it is believed that the urban planning 
and future urbanization development will benefit 
from these successful attempts. In addition, the 3D 
technology may be used to verify the feasibility of 
a certain idea in scientific virtual environment. For 
example, thousands of icebergs naturally forming in 
Antarctica every year may be changed into fresh water 
resource usable by the human by selection, dragging 
and transportation, fusion resistance measures and so 
on. This is a very exciting innovation, and this project 
is being implemented at present. 

In life sciences, we have never stopped our 
exploratory footprints. For example, it is perhaps 
possible for us to make 3D simulations of the beating 
human heart some day in the future; each patient 
can be diagnosed and treated based on their unique 
personal conditions or even set up simulated operation 
based on the heart model before the actual operation 
in order to minimize the operational risks. This will 
be another remarkable achievement in life sciences, 
following the invention of "the nano robot."

3D t echno logy  was  once  cons ide red  a s 
something far detached from everyday life. With 
the development of the technology, however, 3D 
experience platforms have widely entered people’s 
daily life and made many things more wonderful. For 
example, when providing online 3D space planning 
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convertibility under the capital account, interest rate 
liberalization and foreign exchange management, 
with 30 specific measures outlined. Factoring in 
reform measures rolled out by the PBoC and the 
banking, securities and insurance regulators, the 
FTZ is expected to focus on five areas in promoting 
financial liberalization and innovation.

Foreign Exchange Faci l i ta t ion for 
Investment and Financing Activities

According to the policy directive unveiled 
by the PBoC, specific policy measures will be 
implemented in five areas to enable more desirable 
foreign exchange facilitation for investment and 
financing activities: facilitating companies’ cross-
border direct investment, steadily opening up capital 
markets,  facil i tat ing fundraising from foreign 
sources and providing diversified vehicles for the 
purpose of hedging risks. All these measures are 
expected to lead to a faster pace in advancing RMB 
convertibility under the capital account.

As  far  as  bus inesses  a re  concerned,  the 
facilitation measures are clear: in conducting cross-
border direct investments, companies based in the 
FTZ can directly handle cross-border collection and 
payment and foreign exchange transactions with 
banks without obtaining pre-approval pursuant to 
relevant rules set by Shanghai authorities; foreign 
parent companies of enterprises based in the FTZ 
are allowed to offer RMB-denominated bonds in the 
domestic capital market in accordance with relevant 
laws and regulations; eligible enterprises based in 
the FTZ are allowed to invest in foreign securities 
and financial derivatives; and based on business 
needs, Chinese or foreign-funded enterprises, non-
bank financial institutions and other economic 
entities registered in the FTZ are allowed to borrow 
foreign funds in RMB or foreign currencies pursuant 
to relevant regulations.

Individuals will also find it significantly easier 

to conduct cross-border investment and financing. 
Residents in the FTZ can open local and foreign 
currency free trade accounts to realize separate 
accounting for their transactions and to conduct 
innovative investment and financing activities. 
Funds can be transferred freely between a resident 
free trade account on the one hand, and an overseas 
account, or a non-resident account opened in China 
but outside of the FTZ, or a non-resident free trade 
account, or a free trade account of another resident 
on the other. A resident free trade account and non-
resident free trade account can be used for cross-
border financing and guarantee transactions. When 
conditions are mature, the foreign currency and local 
currency funds can be converted freely within a 
free trade account. In fact, according to the relevant 
provisions, the FTZ will give the "green light" to 
two-way cross-border investments in securities 
and futures.  For instance, eligible individuals 
who are employed in the FTZ can make various 
kinds of overseas investments including securities 
investments. The income that an individual has 
legally obtained within the FTZ can be used for 
payment to overseas recipients after tax payment 
obligations are honored. The businesses established 
by self-employed individuals in the FTZ can provide 
cross-border loans to its overseas operations based 
on the need of the business operations. Foreign 
individuals who are employed in the FTZ can open 
non-resident specialized accounts for personal 
investment within China and make various kinds 
of  inves tments  in  China  including secur i t ies 
investments.

Expansion in Cross-border Use of RMB 
Financia l  ins t i tu t ions  and  non-f inancia l 

companies based in the FTZ can borrow RMB funds 
from overseas. Enterprises based in the FTZ can 
conduct two-way RMB fund pooling business within 
their enterprise group based on the needs of business 

Financial Liberalization and 
Innovation in the Shanghai Free 
Trade Zone

 Zhang Guohua, Executive Director, Shanghai Public Finance Association  

The establishment of China (Shanghai) Pilot 
Free Trade Zone (FTZ) marks a major strategy for 
China to push for reforms and development through 
further opening-up. As part of this initiative, China 
has unveiled a slew of far-reaching policy measures 
aimed at further opening-up and innovation in the 
financial sector, which has undoubtedly fueled efforts 
aimed at turning Shanghai into an international 
financial center and injected new impetus into the 
economic development of Shanghai and China as a 
whole.

In principle, the FTZ is clearly aimed at more 
financial openness and innovation. According to the 
Framework Plan for the China (Shanghai) Pilot Free 
Trade Zone approved by the State Council, the FTZ 
will be allowed to launch pilot programs on RMB 
convertibility under the capital account, interest rate 
liberalization and the cross-border use of RMB after 
putting appropriate risk controls in place. In addition, 
the financial sector in the FTZ will be fully opened 
to eligible private investors and foreign financial 
institutions and foreign-funded and Chinese-foreign 

joint venture banks will be allowed to incorporate 
in the FTZ. In other words, the policy directive has 
outlined the priorities for the FTZ in seeking further 
opening-up and innovation in the financial sector.

In line with the requirements of the framework 
plan, the People’s Bank of China (PBoC), the China 
Banking Regulatory Commission (CBRC), the China 
Securities Regulatory Commission (CSRC) and the 
China Insurance Regulatory Commission (CIRC) 
have subsequently unveiled their respective policy 
directives in support of the development of the FTZ. 
By focusing on guiding financial institutions to 
better support the real economy and facilitating trade 
in services as well as investment and fundraising, 
the policy measures concerning financial opening-
up and innovation have fully reflected the purpose 
of buttressing the development of the FTZ. In 
particular, the PBoC promulgated the Opinions on 
the Financial Support for Development of China 
(Shanghai) Pilot Free Trade Zone to explicitly 
call for stepped-up efforts to advance reform pilot 
schemes on the cross-border use of RMB, RMB 
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outside Shanghai are all allowed to be engaged 
in cross-border RMB payment services as long as 
they obtain an Internet payment business licenses. 
The Headquarters of the PBOC in Shanghai also 
formulated the Implementation Opinions on the 
Provision of Cross-border RMB Payment Services by 
Payment Institutions in Shanghai, leaving payment 
inst i tut ions engaged in cross-border  payment 
services subject to ex-post filings and negative list 
management.

Advance Interest Rate Liberalization
In accordance with the PBoC’s policy directive, 

the establishment of a market-based interest rate 
system in the FTZ will be promoted based on the 
availability of basic conditions. The market-based 
interest rate pricing monitor mechanism will be 
improved covering the RMB and foreign currency 
fund in resident FTA and non-resident FTA accounts. 
According to the policy directive, eligible financial 
institutions in the FTZ will be allowed to issue 
negotiable certificates of deposit (CDs) under a pilot 
scheme. When the conditions permit, the foreign 
currency interest-rate ceiling applicable to the small-
value fund in the general accounts in the FTZ will be 
lifted. These measures are set to lay key groundwork 
for the full interest rate liberalization.

T h e  n e g o t i a b l e  c e r t i f i c a t e s  o f  d e p o s i t , 
abbreviated as CDs or NCDs, refer to fixed deposit 
receipts that are issued by banks and can be sold in a 
secondary market. The move to allow banks to issue 
CDs will help transform their business model as 
banks may proactively issue CDs to attract deposits 
rather than passively waiting for depositors’ visits. 
In such a scenario, banks will be more proactive 
in improving management of assets and liabilities 

whereas investors can also rebalance their portfolios 
through the purchase or sale of CDs.

Deepen Foreign Exchange Management 
Reform

The FTA also steps up efforts in advancing the 
reform of the foreign exchange management system 
by further reducing administrative examination and 
approvals. More enterprises will be included in the 
pilot program on foreign currency fund centralized 
management by headquarters of multinational 
companies and the regulation of foreign currency 
fund pooling will be further simplified. The foreign 
exchange registration and alteration registration 
for direct investment will  be delegated to the 
banks and ex-post monitoring will be strengthened. 
These reform measures are expected to prompt 
multinational companies to establish regional 
or global fund management centers in the FTZ 
and attract more multinational companies to set 
up their  functional  headquarters in Shanghai, 
thereby advancing the development of Shanghai’s 
headquarters economy and enhancing Shanghai’s 
municipal functions. 

T h e  f o r e i g n  e x c h a n g e  a u t h o r i t i e s  a l s o 
unveiled five policy measures, i.e.,  supporting 
the FTZ’s efforts to develop the headquarters 
economy and promote new trade,  s implifying 
foreign exchange registration procedure for direct 
investment, supporting pilot schemes on overseas 
and domestic leasing services in the FTZ, scrapping 
the verification and approval procedure for payment 
of guarantee fees by units in the FTZ to overseas 
recipients, and supporting commercial banks to 
conduct OTC trading of commodity derivatives with 
their clients.

operat ions to provide central ized receipt  and 
payment services for current account transactions 
of their affiliated enterprises located in China and 
overseas. These reform measures will allow FTZ-
based businesses and individuals to use RMB in 
cross-border transactions with more flexibility, 
reduced foreign exchange costs and lower exchange 
rate risks. Therefore, this will significantly increase 
Shanghai and the FTZ’s appeal to multinational 
companies’ headquarters as they will experience 
marked improvement in convenience and their 
capabilities in co-coordinating and dispatching 
funds.  Currently,  Shanghai-based branches of 
Industrial and Commercial Bank of China Limited, 
Agricultural Bank of China Limited, Bank of China 
Limited, Shanghai Pudong Development Bank Co., 
China Construction Bank Corporation, Bank of 
Communications Co. and China Merchants Bank 
Co. have already signed agreements with relevant 
companies on providing cross-border two-way 
RMB cash pooling services and cross-border RMB 
lending services. There have already been reports of 
successful transactions. Cash pooling is one of the 
cash management models adopted by multinational 
companies, under which they pool funds from the 
parent companies and subsidiaries for centralized 
management. This practice not only helps better 
allocate cash resources within a group and improves 
funds utilization efficiency, but also contributes to 
reduced funding costs. Compared to the past when 
the cross-border transfer of corporate funds required 
investment projects and trade transactions to back 
up, multinational companies can now easily transfer 
funds anytime. 

Permi t t ing  c ross -border  use  o f  RMB in 
international trade settlement is another major 

reform that will promote cross-border use of RMB. 
According to the PBoC’s policy directive, based 
on the three principles of “know your customer,” 
“know your business” and “due diligence,” banking 
institutions located in Shanghai can directly process 
cross-border RMB settlement for current account 
transactions and direct investment after the units in 
the FTZ and individuals in the FTZ submit receipt 
and payment orders. Meanwhile, the move to allow 
the cross-border use of RMB in trade settlement is 
not limited to financial institutions operating in the 
FTZ. Instead, it applies to the all of Shanghai, which 
is set to bring great convenience to Shanghai-based 
companies engaged in international trade.

In Feb. 2014, payment solution providers 
officially launched their cross-border RMB payment 
services in the FTZ. Payment solution providers 
including Shanghai Unionpay Merchant Services 
Co. ,  Al l inpay Network Services  Inc . ,  Or ient 
Electronic Payment Co, Kuaiqian Payment and 
Settlement Information Co. and Shanghai Shengpay 
E-Business Co. have already signed agreements 
with Shanghai branches of Chinese commercial 
banks including Industrial and Commercial Bank 
of China Limited, Bank of China Limited, China 
Construction Bank Corporation, China Merchants 
Bank Co. and China Minsheng Banking Corporation, 
respectively, as well as relevant merchants on cross-
border RMB payment services. By relying on the 
Internet, Payment solution providers can provide 
payment services in relation to the need to transfer 
RMB funds arising from any real transactions 
between payers and recipients in China and foreign 
countries. In accordance with relevant regulations, 
payment institutions incorporated in Shanghai 
and subsidiaries set up by payment institutions 
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广告 29

Further Open Up to Private and Foreign 
Capital

The FTA is  expected to  promote  fur ther 
opening in the financial services industry and 
encourage enterprises to go global. According to the 
framework plan, the financial sector will be fully 
opened to eligible private investors and foreign 
invested financial institutions. Foreign-funded and 
Chinese-foreign joint venture banks will be allowed 
to incorporate in the FTZ. Platforms for international 
transactions will also be permitted to be established 
in  the  FTZ by exchange opera tors .  Overseas 
companies will gradually be allowed to engage in 
commodity futures trading. The cross-border RMB 
reinsurance business will also be encouraged to 
cultivate the reinsurance market. 

The CSRC also explicitly indicated that it 
would support the pilot scheme on the establishment 
of  fore ign  profess ional  hea l thcare  insurance 
companies in the FTZ and support FTZ-based 
insurance companies to launch overseas investments 
on a trial basis. 

In addition, the minimum registered capital 
requirements for a project company (i.e. a single-
ship/aircraft company) set up by financial leasing 
companies  wi th in  the  FTZ wi l l  be  removed. 
Financial leasing companies will be allowed to 
conduct commercial factoring transactions that are 
related to its primary businesses. 

These reform measures have also contributed 
to a marked increase in the number of financial 
leasing companies registered in the FTZ. From the 
official launch of the FTZ to the end of 2013, 65 
new finance leasing companies had been set up in 
the FTZ. Within only three months, the Shanghai 
customs handled entry filings and ex-FTZ leasing 
procedures for 31 airplanes and two aircraft engines, 
which were valued US$ 1.3 billion.

Relevant authorities have always emphasized 
risk prevention and controls in enhancing openness 
and innovation in the financial sector in the FTZ. 
It is made clear that the principle of keeping risks 
within controllable ranges and making steady 
progress shall be followed in organizing experiments 

Innovation – Technology Driving New Growth
创新—— 技术推动新增长

in an orderly manner whenever the conditions for 
an experiment are mature. For instance, the central 
bank has developed a wide range of risk prevention 
measures from the macro-prudential management 
perspective, effectively implementing whole-process 
risk management.

Specifically, the central bank has made it 
clear that it, together with the Shanghai People’s 
Government ,  wi l l  s t rengthen moni tor ing and 
analysis by keeping a close eye on irregularities 
in cross-border fund flows and dividing them into 
different groups for supervision. The PBoC may also 
strengthen regulation over short-term speculative 
capital flows in the FTZ based on its assessment of 
the situation.

Currently,  the pilot  schemes on financial 
innovation including cross-border RMB payment 
services, two-way RMB cash pooling operations 
and offshore RMB borrowing have seen smooth 
progress in the FTZ. At the Third Plenary Session 
of the 18th CPC Central Committee, policymakers 
outlined clear goals for financial innovation and 
the sector’s opening-up, calling for efforts to open 
up the financial sector to both private and foreign 
investors, improve the market-based formation 
mechanism for the RMB exchange rate, and advance 
interest rate liberalization and RMB convertibility 
under the capital account at a faster pace. As China 
has become the world's second largest economy 
and largest trading country in goods, enhancing the 
internationalization of China's financial services has 
not only become the shared hope of domestic and 
foreign enterprises, but also an inherent need for 
China to further enhance its international influence. 
China's financial authorities should gradually draw 
on the experience from the development of the FTZ. 
With risk controls in place, successful initiatives 
aimed at  opening up the f inancial  sector  and 
financial innovations in the FTZ should be replicated 
and promoted at a fast  pace, so that financial 
innovations can better support China’s economic 
restructuring and participation in global economic 
integration, and inject new impetus to the sustained 
growth of the world economy.
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reached around half a billion euros a day. This 
dramatic imbalance led to an atmosphere among 
many European policymakers and politicians that can 
best be described as one of crisis. The downturn in 
Europe has raised that concern about ‘fair treatment’ 
in China even higher.

The Chinese trade surplus with the EU has 
contracted over the last few years as the European 
economy has entered recession and Chinese domestic 
demand has grown slightly, but it is still a huge 
potential political problem. with Chinese domestic 
demand still weak, and the Chinese state committed 
to sustaining growth rates, pressure to sustain high 
exports means that the surplus is likely to remain 
political for Europe. 

We are now entering the third phase of this 
expansion, which is the net result of the earning 
boom of Chinese exporters over the last decade. 
In this phase, we are witnessing China’s transition 

from being a massive exporter of goods to being an 
exporter of capital as well. Chinese outward FDI 
stocks have risen consistently over the last eight 
years. A lot of this is resource-oriented investment in 
Africa, but a growing share of it is going to Europe 
and it is investing in corporate and fixed assets. 
China’s positive net inflows have started to level off 
and decrease as China’s ‘going out’ picks up steam.

  

The Importance of Politics
Recognising the impact this is starting to 

have, and will increasingly have, on the terms of 
Europe and China’s economic relationship, requires 
a careful assessment of the experience of the last 
decade to ensure that in the next decade frictions are 
reduced and openness remains. In turn, this means 
understanding what shapes politics and policy on 
Chinese inward investment, both at the European 
level and at the national level. 

A New Phase in China and Europe’s 
Economic Relationship

  Peter Mandelson, Chairman, Global Counsel; former European Trade Commissioner (2004-2008)  

I n  N o v.  2 0 1 3 ,  a t  t h e  1 6 t h  E U - C h i n a 
Summit in Beijing, China and Europe’s leaders 
announced the launch of negotiations for a bilateral 
investment agreement. Ensuring this negotiation 
is comprehensive and ambitious will be a test for 
both sides, but one with potential returns that make 
it worth the effort. An investment agreement, if 
reached, would provide an invaluable signal of 
confidence for European and Chinese businesses.  

But  the  impor tance  i s  more  than  in  the 
protection of individual company decisions to 
deepen economic ties in each other’s markets and 
with each other’s businesses. It reflects a new stage 
in China and Europe’s economic relationship, based 
not only on the trade in goods and services, but 
increasingly a phase where European and Chinese 
companies can invest in and with each other and 
in each other’s markets, to build the supply chains 
and customer connections that will transform the 
economic partnership between two of the world’s 
most significant trading blocs.  

Understanding why both sides have launched 
these negotiations now tells us a lot about the state 
of the global economy in 2014. It also reflects the 
fact that we are entering a third political phase in 
Europe and China’s economic relationship over the 
last twenty five years. This is crucially important 
for putting the idea of ‘going global’ into a proper 
political context. 

Three Phases of the EU-China Economic 
Relationship

The first phase dates back to the early 1990s, 

with China’s request to join the WTO. European 
policymakers had saw this process chiefly as a way 
of securing European market access to what was 
assumed would in time be a huge market and as a 
way of forcing change on the machinery of state 
intervention in the Chinese economy.  This was, by 
and large, how many Chinese policymakers saw 
it also. China’s average trade protection fell from 
almost forty per cent to ten per cent after WTO entry 
in 2001. China now has some of the lowest tariff 
levels outside the OECD.

In economic terms in this period, European and 
U.S. policymakers saw China largely as a potential 
‘demand shock.’ They had little real conception of 
the way in which the Chinese market would deliver a 
supply shock to the global economy by doubling its 
workforce in the space of a generation and in doing 
so fundamentally reshaping the price of global labour 
and global supply chains. That was the second phase, 
which can be characterised as the relentless growth of 
exports from China both from indigenous firms and 
foreign investors locating there. This had a massive 
dislocating impact on producers in the EU struggling 
to compete. 

In the same period, Europe was of course 
also exporting to China, but the relationship was 
dramatically unbalanced, in large part because 
Chinese domestic demand remained very weak for a 
range of reasons. Critically, however, this imbalance 
was often attributed by politicians to the barriers 
to firms importing to China. My time as European 
Trade Commissioner coincided with the point in 
late 2007 when China’s trade surplus with the EU 
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广告 31

With the benefit of hindsight, it is fair to say 
Europe’s policymakers and politicians were to 
some degree caught off guard by China’s dramatic 
reshaping of export patterns over the last decade, and 
the impact of that is still being felt. By many, China 
is feared and resented as a disruptive force. During 
this period, there were, and there will continue to be, 
many European politicians who want to respond to 
that competition with protection. 

This political problem was compounded by the 
deep concern that the process was badly imbalanced, 
with China benefiting more from access to European 
import markets than Europe was to China’s markets. 
That is why the trade deficit – as opposed to the 
absolute level of exports - was such a problem. 
Nobody in Europe is concerned by the fact that the 
United States and the EU trade a billion euros of goods 
a day because they share broadly in that export cake.   

This experience points to some conclusions 
that are significant for the next phase of China and 
Europe’s economic relationship. From a European 
political perspective, China’s companies ‘going 
global’ means the transi t ion from impersonal 
and distant Chinese export competition – a label 
on a product or a stamp on a shipping carton - 
to something much more real. It means Chinese 
buyers purchasing real European assets: European 
companies, European property, European utilities.

The re  a re  many  r easons  why  th i s  i s  an 
exceptionally good thing for Europe. It is vitally 
needed new capital and when these deals are done 
in the right way they can often trade fresh European 
expertise and distribution networks for valuable new 
access to Chinese markets for European firms. Many 
European states are basically open to this, especially 
the UK and parts of Scandinavia. The UK has broken 
new ground in Europe by signalling its comfort with 
Chinese investment even in nuclear power generation 
and the water infrastructure, but it is likely to remain 
unusual in this respect – at least for now. 

 

The Need for Balance
T h e  s e n s i t i v i t y  w i l l  c o n t i n u e  t o  t r a c k 

perceptions of the balance in the relationship. 

Politicians looking to calibrate their own reaction to 
Chinese inward investment know that the strongest 
case for an open approach to Chinese investment is 
that it is reflected in the same kind of opportunity for 
European companies in China. Where defenders of 
open trade with China found themselves under attack 
in 2007-2008, as I myself did, was in explaining 
why a relationship that seemed so unbalanced was 
working for both sides. We need to watch the same 
patterns with inward investment and asset acquisition 
and we all have an interest in China reciprocating the 
kind of opportunities it is seeking in Europe. 

In managing this sensitivity, Chinese outward 
investors need to think carefully about how they 
position their offer to European stakeholders. It is 
a basic corporate discipline to ask and understand: 
why is this deal good for us?  European political and 
policy stakeholders want to know why a particular 
investment is good for Europe. Why is selling to 
a Chinese buyer the right long term choice for a 
workforce, for a company’s intellectual property, for 
its long term prospects in Europe?  This is not unusual 
only to China and European investment relations.  
Indeed, Chinese businesses and policymakers often 
ask the same about European investment in China, as 
Europeans ask about U.S. investment into Europe, or 
African countries increasingly do about investment 
into their markets and resources.  

There is  no point  resenting this poli t ical 
dimension of China “going global.” We do not live 
in a world where money simply talks – certainly 
not in China or Europe - and it is naïve to think 
that questions of politics will not touch on China’s 
massive reshaping of our markets. A comprehensive 
investment agreement is  an important  s tep to 
framing the parameters for the next phase of China 
and Europe’s economic relationship. Ensuring 
predictability, clear processes and strong protection 
will provide confidence. Equitable liberalisation 
and the elimination of restrictions for investors to 
each other’s markets will be key to ensuring politics 
do not get in the way of progress. There is a lot of 
benefit for both sides, and the problems are more than 
manageable if we approach them in the right way.  
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representative. Similar, Michael Frohman, the U.S. 
trade representative, was quoted saying the WTO has 
“entered a new era.”

Now turning to the domain of regional trade 
agreements (RTA), the most well-known example is 
the widely-exposed Trans-Pacific Strategic Economic 
Partnership Agreement (TPP). On Dec. 10, 2013, 
the TPP Ministerial Meeting came to an end in 
Singapore. The four-day meeting was loaded with 
intensive negotiations, and representatives of the 
participating countries issued a joint statement that 
despite making significant progress, the meeting 
failed to come to an agreement acceptable by all 
parties. 

Earlier on, the United States hoped that an 
agreement could be reached by the end of 2013, but 
as U.S. trade representative Frohman confessed, “The 
countries still couldn’t agree upon any viable ‘landing 
zones’ regarding some key agenda for which a 
consensus remains to be achieved.”The breakthrough 
did not come even in the new round of talks in Jan. 
2014. 

Initiated by Brunei, Singapore, New Zealand 
and Chile, the TPP currently has 12 participating 
countries now dominated by the United States 
since its participation in trade talks in 2008. Once 
concluded, the TPP would cover nearly 40 percent of 
the world economy and 1/3 of global trade. 

The success of  the Bali  Package and the 
stalemate in TPP talks do not necessarily signpost a 
drastic change in global trade. I believe, multilateral 
trade systems represented by the Bali Package and 
the TPP-exemplified RTAs are the future trends for 
international trade. 

They also represent the new generation of 
trade investment agenda advocated by the United 
States and the European Union, with their theoretical 
foundations drawn from global value chain (GVCs) 
economics.

Multilateral Trade and RTAs Viewed 
from a GVCs Economics Perspective

After World War II, a series of multilateral 
trade talks were initiated following the GATT and, 

in particular, the WTO officially started operation in 
early 1995. 

Thus, global trade has surpassed the world 
economy to become the economic growth engine 
and the driving force behind job creation.  As 
globalization accelerated with increased global trade, 
international investment and multinational corporate 
activities, transportation costs fell continuously and 
telecommunications technology innovated, giving 
rise to “segmented” production across the world. And 
globalization in turn spawned a new international 
economic system grounded in global value chains 
(GVCs). 

Thus far,  there  does  not  seem to  be any 
authoritative definition of GVCs. They generally refer 
to the entire process from raw material supply to 
the creation of the end product or service, involving 
development and research, design, production and 
sales operations, each representing a sub-process of 
value creation and profit allocation. 

GVCs have had a profound impact on global 
trade, international investment, industrial division, 
etc. and brought about radical changes to traditional 
production and cross-border trade models. 

In addition, they are at the root of the setbacks 
to multilateral trade systems and RTAs. These 
product-specific value chains undergo further 
extension and refinement in different locales and a 
new international labor division is thus formed. The 
resulting global production is increasingly flattened 
and manufacturing processes increasingly developed. 

Regional  economic cooperat ion is  in the 
ascendant, with the conventional “goods-based trade” 
shifting toward “trade in tasks” where products are 
no longer manufactured by any given country but 
rather through worldwide collaboration. Arising from 
“production assembling” activities within companies 
and industries, offshore production and production 
transfer are being applied to a growing number 
of intermediate products along GVCs, leading to 
soaring global trade figures in recent years. As the 
geographical setup of GVCs and world trade is 
undergoing dramatic changes, so is the nature of 
globalization, and regional economic cooperation and 

Future Trends for Multilateral 
Trade and Regional Trade 
Agreements

  Xu Qingjun, Postdoctoral Scholar of Shanghai WTO Affairs Consultation Center 

Looking back at world trade history since 
World War II, the multilateral trade system has 
been a concomitant of regional trade agreements 
(RTA). Since the 2000s and especially in the last 
couple of years, there have been heated debates on 
the relationship between the two, where profound 
insights can be gained. 

P r e c i s e l y  1 0 0  y e a r s  a g o  i n  1 9 1 4 ,  t h e 
w o r l d  w i t n e s s e d  t h e  o n s e t  o f  a  3 0 - y e a r -
longcatas t ropheincludingtwo world  wars  and 
the Great Depression. Precisely 70 years ago, 
representatives from 44 nations gathered in the hilly 
town of Bretton Woods, New Hampshire, determined 
to open up new multilateral channels in the best 
interest of all nations – it was in 1944 the United 
Nations, World Bank, International Monetary Fund 
(IMF) and the General Agreement on Tariffs and 
Trade (the predecessor of the WTO) were born. 
As we come to 2014, it is, therefore, of practical 
significance for us to go through history in retrospect 
and look ahead to the future trends in multilateral and 
regional trade.

“BALI” vs. “TPP”
As far as multilateral trading systems are 

concerned, the first thing that comes to mind is 
India’s Bali.  A red-letter day in the history of 
multilateral trading, Dec. 7, 2013 marked the closing 
of the 9thWTO Ministerial Conference. 

During the meet ing,  the WTO signed i ts 
first global trade agreement (in 18 years since its 
inauguration), i.e. the Bali Package, alternatively 
known as the long-awaited “early harvest” of 
Doha Round negotiations. As well as breaking the 
stalemate in the Doha trade talks that lasted for 12 
years, it also laid a solid foundation for the WTO 
to execute more influential agreements and play a 
bigger role in coordinating multilateral trades in the 
future. 

And this is why the newly-appointed WTO 
Director-General, Roberto Azevedo once commented, 
choking back tears, “Finally, we can say today 
that the WTO actually did it .”“The agreement 
saved the WTO from falling into the darkness of 
‘stepping aside’,” said Karel DeGucht, the EU trade 
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multilateral trade systems as well as the WTO as the 
world trade regulator. 

Global Trade Outlook
As negotiations regarding TPP, TTIP, RCEP 

and a number of other regional trade cooperation 
mechanisms deepened, the Mega FTA is expected to 
emerge in the future. Some argue that Mega FTAs 
challenge the WTO as the primary mechanism for 
multilateral trade negotiations, and will exacerbate 
fragmentation of the global trade system. However, 
it does not necessarily hold true in envisioning 
multilateral and regional trade in the future. 

F i r s t ,  the  t rend  in  GVC deve lopment  i s 
the underlying driving force behind advances in 
multilateral trade coordination mechanisms. The 
GVC theory serves to capture rapid developments in 
industry globalization. 

Analyses of increases in trade value pinpoint 
various forms of GVCs sought after by industries, 
and furnish discussions about services, investment, 
compet i t ion ,  t rade  fac i l i ta t ion  and  IPR wi th 
convincing evidence. Ultimately, what industrialists 
are after is the formation of a worldwide supply 
chain. 

However, the goal of regional trade agreements 
is limited to supply chain facilitation within a 
certain region and therefore does not encompass 
the establishment of a new order of global trade. In 
this respect, the GVC theory, especially analyses of 
trade value increases, is well equipped to make a 
strong case in discussions as to how the global trade 
system would be constructed, e.g. reform of the WTO 
(such as WTO “version 2.0” proposed by Professor 
Baldwin). 

Second,  posi t ive  in teract ion is  achieved 
through multilateral and regional trade. Affected 
by developments in Mega FTAs, the formulation 
of multilateral trade rules are facing criticism from 
researchers and entrepreneurs as being “spaghetti 
bowls.” 

Nevertheless, Mega FTAs are poised to be the 
main force for multilateral trade rules in the next 
few years. There is no denying that they played a 

major role in pepping up debates on GVCs. Mega 
FTAs need to be explored in a broader context of the 
GVCs before multilateral trade systems and rules can 
be effectively improved. Therefore, a collaborative 
environment between regional trade and multilateral 
trade is imperative.

Third, industries are the decisive trend-setting 
force for multilateral and regional trade. Industries 
have been actively involved in boosting operations of 
the WTO, and also the formation of an international 
trade system. The successful conclusion of IT 
protocols and telecommunications and financial 
agreements in 1997 is largely attributable to support 
and cooperation provided by various industry sectors 
in addition to government efforts. Doha Round Talks 
suffered several setbacks in the years following its 
launch by the WTO in 2001. 

The “dullness” and “narrow-mindedness” of 
the organization discouraged industry participants 
because they found it exactly the opposite of their 
ideals. RTAs sprang up during this period, but fully 
developed regional value chains were not what the 
participants were striving for; instead their dream 
was to have a global value chain set up in place. 
RTAs were a move for the better but failed to provide 
a permanent cure to all the issues. To address the 
industry’s needs, the WTO needs to “keep pace with 
the times” through thorough internal reforms. It can 
then play an instrumental role in developing the 
global trade system. 

As  Azevedo  observed ,  the  WTO rebu i l t 
c red ib i l i ty  a s  the  p la t fo rm ind i spensab le  to 
international trade negotiations, and it will continue 
to discover new ways to promote the Doha Round 
Talks. 

Indeed,  the  coordinat ion mechanism for 
multilateral trade conforms to the basic laws of GVC 
economics and will therefore remain at the core 
of global economic regulation for all participating 
countries, with RTAs playing a key supplementary 
role in bilateral trade activities. One needs to have 
a firm grip on development opportunities, striving 
for an optimal platform for cross-border interest 
exchange. 

RTAs are now in full swing as the new trend. 
H o w e v e r,  i t  i s  w o r t h  p o i n t i n g  o u t  t h a t 

GVCs are also driving service businesses toward 
internationalization. 

Indeed, involved in global trade of goods 
a re  numerous  se rv ice  f ac to r s  such  as  R&D, 
transport and financing. Rapid advances in IT 
and telecommunications removed geographical 
restrictions formerly affecting the service industry. 
Enabled by service outsourcing, services can now be 
traded cross borders and trade in services is claiming 
an increasing proportion of total global trade. 

With more foreign investment, inbound and 
outbound alike,  being channelled into service 
industries, existing goods-based multilateral trade 
systems and WTO rules can no longer catch up 
with the latest developments characterized by 
“trade in services.”The ongoing Trade in Services 
Agreement (TiSA), led by the United States, bears 
all the hallmarks of RTAs as well as plurilateral trade 
agreements. Over the long term, it is even likely to 
be incorporated in the multilateral trade system.

GVCs  re f re shed  peop le ’s  pe rcep t ion  o f 
globalization all around the world, and international 
trade is no longer a zero-sum game as production and 
trade grow increasingly integrated. The economic 
and trade relations between different countries is no 
longer that of absolute competitors, but has acquired 
a new dimension as co-operators and contenders – 
stakeholders in the same boat. 

If a country imposes trade restrictions on the 
products or services of another, the entire value 
chain may be disrupted and it would be putting its 
own interest at risk. To adapt to the changing trends, 
nations need to abandon the “trade surplus or deficit” 
mentality. 

Instead,  support  should be given to  f ree 
trade and investment. The “World Manufacturing 
Initiative,” introduced by the WTO and former WTO 
Director-General Pascal Lamy, was devised exactly 
in response to such a trend. It urges all member 
states to review their own trade policies. Traditional 
bilateral or regional trade protectionism should give 
way to talks focusing on RTAs. 

Forces at play in global value chains sometimes 
drive things “off the track.”We need to further 
increase the scope of our economic research, so as 
to allow optimal observation of the characteristics of 
GVCs. 

In GVC-based economics, certain factors in 
terms of segmented global production and regional 
production networks are incorporated into the 
global trade model to measure increases in trade 
value within a given economy (instead of relying 
on customs total trade statistics), in a bid to reveal 
the extra impact of global trade on a country’s 
productivity, competitiveness and employment. Such 
an approach offers a fresh perspective on interest 
interactions in global economic and trade activities. 
It gives impetus to advances in both the multilateral 
trade system and RTAs, ultimately in pursuit of a 
common goal. 

GVCs cover a wide variety of domains ranging 
from regional production, geographical trade shifts, 
trade and investment, production services and 
investment, and trade-related intellectual property 
rights, all of which fall outside of the scope of 
the WTO due to functional constraints. As the 
WTO suffered successive setbacks in Doha round 
negotiations,  the mounting pessimism affords 
RTAs the opportunity to develop in full swing, and 
regional talks surrounding bilateral trade agreements 
gradually gained dominance over other alternatives. 
Major players in world trade have all moved actively 
to promote FTA talks – a manifestation of people’s 
growing disbelief in the WTO’s influence over 
negotiations and dispute settlement. 

In response to this, the United States and 
Europe even shelved multilateral trade system plans 
and resorted to RTAs. 

TPP is hailed by the United States as the “high-
standard, all-round multilateral free trade agreement 
for the 21st century,” where free trade negotiations 
between the members are carried out against higher 
standards, including environmental protection, 
labor, intellectual property rights and government 
procurement and all agreements are legally binding 
once executed. It strives to set a new example for 
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thousands of years ago.

Modernization and Urbanization
Modernization itself is a dynamic concept. 

For a country to achieve modernization, it should be 
at least economically comparable to the developed 
world. Therefore, the per capita GDP of the developed 
world (e.g., whether a country joins the ranks of high-
income countries) is often used as a gauge to measure 
the degree of a country's modernization. From the 
economic structure perspective, modernization is about 
a country’s transition from a civilization dominated by 
farming to one characterized by industrialization and 
urbanization. The increase in per capita income is the 
result of the structural change. No country can deliver 
high per capita income when it is still an agricultural 
society. Therefore, industrialization and urbanization 
constitute the inevitable path to modernization.

Industrialization occurs or gets introduced in 
farming civilizations. Therefore, the urban-rural dual 
economic structure characterized by an advanced 
industrial sector and urban areas on the one hand and 
traditional backward agriculture in rural areas on 
the other marks the starting point of modernization. 
Modernization is about a shift in the dual economic 
structure toward industrialization and a rising 
urbanization rate.

However, for a backward country, transforming 
itself from a backward agricultural country into an 
advanced industrial one often has many challenges, 
such as a shortage of capital  and insufficient 
accumulation of surplus. As a prerequisite for an 
economic take-off, the accumulated surplus of 
agricultural products should be able to support the start 
of early industrialization. As a case in point, China’s 
land reform and implementation of a national initiative 
on industrial development in the 1950s served as a 
great kickstart to its industrialization. Only that the 
closed economic system subsequently put in place for a 
prolonged time led to twists and turns in the country’s 
industrialization. By the late 1970s, China’s reform 
and opening-up and the introduction of the market 
economy system not only injected vitality into the 
country’s economic development but also allowed the 

Chinese economy to be gradually integrated into the 
world economic system. By taking full advantage of 
its late-comer advantages and comparative advantages, 
China delivered a phenomenal economic take-off that 
has lasted for more than three decades. China's rapid 
economic growth since the adoption of the reform and 
opening-up strategy has proven to be unprecedented 
in world economic history in terms of both population 
and economic size and the duration of the boom.

However, as the per capita income starting 
point for China’s economic takeoff was quite low, 
it is still a typical middle-income country and finds 
itself in the middle of a transformation of its dual 
economic structure. From this perspective, China 
has yet to surpass a considerable number of middle-
income developing countries that have undergone 
rapid economic growth since the end of World War 
II. Unlike East Asian economies such as Japan, South 
Korea, Singapore and the province of Taiwan that have 
successfully achieved modernization transformation 
and delivered high income per capita, China still faces 
the challenge to transform its dual economic structure.

After transitioning from the dual economic 
structure characterized by the co-existence of an 
advanced industrial sector and a backward agricultural 
sector to a structure dominated by an urban economy 
on the back of industrialization, informatization 
and urbanization, rural areas achieving agricultural 
modernization will also become an integral part of 
the single economic structure. The precondition is the 
smooth transformation of the rural workforce into an 
urban workforce, which allows the vast majority of the 
country’s working population to fit into the modern 
urban economy, thereby improving the relationship 
between the population and resources in rural areas. 
Against such a backdrop, farmers who stay in rural 
areas will also be able to achieve scale operations 
typical of modernized agriculture, which could help 
eliminate the income gap between urban and rural 
areas.

However,  the reali ty in many developing 
countries is that the industrial and urban economy 
can only absorb a limited rural workforce at a slow 
pace due to various constraints. As a result, massive 

The World and China: Being 
Transformed by Urbanization

 Hua Sheng, Dean Emeritus, School of Economics and Management, Southeast University  

It is already a foregone conclusion that the 
21st century will mark the era when human society 
completes the transformation driven by urbanization.

According to projections by the United Nations, 
the world’s population will reach 9.31 billion by 
2050, with the urban population accounting for 67.2 
percent. The global urbanization rate is expected 
to rise above 80 percent by the end of this century, 
when humankind will complete the radical transition 
from rural communities dominated by agriculture and 
animal husbandry to urban communities characterized 
by industrialization and informatization. The expected 
transition is already a foregone conclusion.

Tracking slightly behind the global urbanization 
rate, China's urban population measured by the number 
of permanent residents in urban areas as a percentage 
of the country’s total population breached the 50 
percent mark in 2011 before rising above 53 percent 
by the end of 2013. However, due to the household 
registration system, China’s urbanization rate more 
strictly based on population with urban household 
registrations still hovers around 35 percent.

According to Northam’s curve, a theory American 
scholar Ray M. Northam put forward in 1979 after 
studying the history of urbanization in Europe and 
the United States, urbanization usually follows a 
growth path of a flattened S-curve: slow growth in 
the early phase of the uptrend (usually below 20-30 
percent), followed by an acceleration phase as the 
urbanization rate goes above 30 percent, after which 
another slowdown kicks in when the urbanization 
rate rises above 70-80 percent. Suffice it to say that 
Latin America and East Asia’s urbanization course in 
the second half of the 20th century further testified 
the above pattern. Therefore, based on the theory, 
China and the world as a whole are right in the middle 
of rapid and massive urbanization. Urbanization, 
i.e., the transition from a rural society to an urban 
one, is a dramatic change that prompts most people 
in a country or even the world at large to change 
their careers, employment, place of residence and 
living environment. It is fair to say that urbanization 
marks the largest migration and social restructuring 
since humankind embraced civilized society several 
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Therefore, allowing migrant workers and their 
family members to settle down in urban areas as 
permanent residents, i.e., urbanization that promotes 
social integration, is not only an inherent need for 
China as it seeks to achieve equalization of civil rights, 
but also the only path that will lead to China's social 
stability and sustained economic growth.

Employment and housing are at the core of 
urbanization that promotes social integration. It can be 
seen from the term "migrant worker" that employment 
has never been a major concern for Chinese migrant 
workers. In fact, they found their jobs on their own a 
long time ago. Furthermore, given China’s growing 
labor shortage in recent years, they do not have to 
worry about employment prospects going forward. 
Instead, housing is the main obstacle that prevents 
migrant workers from settling down in urban areas 
as permanent residents. Chinese migrant workers 
usually move to urban areas alone and many of them 
find their accommodation in crowded dormitories, 
poorly ventilated basement units or rural housing 
units in shabby urban villages or villages in the urban 
hinterland. Therefore, while sprawling slums seen in 
many developing countries are a rarity in China on 
the surface, the living conditions and environment of 
Chinese migrant workers are in fact no different from 
slums. To make things worse, Chinese migrant workers 
often cannot take their wife and children along with 
them. Therefore, according to statistics provided by the 
UN-HABITAT, dwellings of migrant workers in China 
are considered slums. According to UN-HABITAT 
figures published in 2005, China’s urban population 
living in slums accounted for 32.8 percent its total 
urban population, even higher than in Latin American 
countries such as Brazil and Argentina.

Meanwhile, due to migrant workers’ high 
mobility in the absence of stable dwellings, they and 
their employers are motivated to underpay or shun 
away from paying social security contributions. As a 
result, only an extremely low proportion of migrant 
workers fully participate in social security, effectively 
turning their formal employment into informal 
employment.

Therefore, whether the Chinese migrant workers 

are allowed to settle down in cities where they work, 
and whether the living conditions allow migrant 
worker families to be well integrated into urban 
communities are major indicators that could be used 
to gauge the level of urbanization that promotes social 
integration. They are also the key to whether China can 
successfully avoid the middle-income trap and join the 
ranks of high-income countries.

L a n d  U r b a n i z a t i o n  S h o u l d  S e r v e 
Population Urbanization

Urbanization has two dimensions, namely, land 
and population. The sharp rise in land value brought 
about by expanding urban areas has indeed been a 
great positive for economic growth, population with 
household registrations and upgrading of the urban 
infrastructure. However, we have long neglected the 
driving force of urbanization - hundreds of millions 
of migrant workers and others who have moved away 
from their hometowns to work in urban areas. This has 
led to the dislocation between land urbanization and 
population urbanization and the dislocation between 
urbanization of permanent residents and that of 
residents with urban household registration under the 
traditional urbanization model. In light of this, China’s 
new urbanization drive should focus on population 
urbanization, allowing land urbanization to serve 
population urbanization. In doing so, efforts should 
be stepped up to gradually reduce and eventually 
eliminate the dislocation between land urbanization 
and population urbanization.

Human resource endowment of East Asian 
economies including Japan, South Korea and the 
province of Taiwan is similar to that of China's. 
Japan, South Korea and Taiwan completed their 
urbanization transformation over a period of about 
three decades after World War II. By addressing the 
housing issues of the vast majority of people flocking 
into urban areas, especially metropolitan clusters, 
without causing legacy issues such as urban slums, 
they have successfully avoided the middle-income 
trap and joined the developed world. As a key to their 
successful urbanization and modernization, they have 
used mechanism designs to regulate the distribution of 

surplus labor has stagnated in rural areas, leading to 
the long-standing urban-rural dual economic structure. 
Meanwhile, another category of countries, typically 
Latin American countries, saw a huge number of 
people moving away from rural to urban areas in the 
late 20th century, which led to elevated urbanization 
rates. However, the majority of the migrants failed to 
secure employment in formal sectors, not to mention fit 
into urban life. Instead, they ended up in urban slums, 
underscoring “obstruction and indigestion” woes 
brought by urbanization. And the high neighborhood 
density in the urban areas highlight more distinct 
disparity and tension between the rich and the poor, 
exacerbating political polarization and social unrest. 
Of course, there are also some developing countries 
like India where massive surplus labor in rural areas 
and widespread slums in urban areas coexist. This sort 
of dual economic structure shows that neither moving 
into urban areas nor staying in rural areas would 
help people deal with their hardships, which makes 
people more susceptible to desperation. Obviously, 
urbanization dominated by either an urban-rural dual 
economic structure or a dual economic and social 
structure characterized by the existence of sprawling 
slums in urban areas does not promote social 
integration.

Pursue Urbanization That Promotes Social 
Integration

In contrast, a key shared feature of economies 
including Japan, South Korea, Singapore and the 
province of Taiwan, which have successfully joined the 
ranks of high-income economies after World War II, 
is that they achieved urbanization that promotes social 
integration. In other words, their rapid industrialization 
and urbanization have helped to absorb a large number 
of migrants from rural areas, who have later become 
permanent residents in urban areas, without giving 
rise to large-scale slums. The rapid urbanization 
that lasted more than three decades allowed the vast 
majority of the rural population to settle down in urban 
areas without any “indigestion” woes, thus ensuring 
the synchronization between the improvement in 
quality of human capital and industrial upgrading. 

As the synchronization between a sharp decline in 
the rural population and improvement in agricultural 
productivity leads to a successful transition from a 
dual economic structure to a modern single economic 
structure, the underlying economy would naturally 
became a high-income economy.

Globally, with the exception of oil producing 
countries such as Saudi Arabia and Oman and resource-
rich Brazil, which meet the World Bank’s criteria for 
high-income economies by a narrow margin, all high-
income countries have largely completed urbanization 
(implying an urbanization rate above 70 percent) 
and have no large-scale slums, meaning they have 
achieved urbanization that promotes integration. This 
is certainly not a coincidence.

China has embarked on a special  path in 
advancing its industrialization and urbanization. China 
has more than 200 million migrant workers in its urban 
areas, though most still keep their land and homes in 
rural areas. A lot of migrant workers face the reality 
of long-term separation from their family members. 
More than 60 million children are left behind in rural 
areas as their migrant parents work in urban areas. 
This unique industrialization and urbanization path has 
played a huge role in turning China into the world's 
factory floor, and this also explains Time magazine’s 
earlier move to put images of Chinese migrant workers 
on its cover.

However, the long-term movements of hundreds 
of millions of migrant workers between urban and 
rural areas have not only caused a huge waste of 
working time and pressures on transportation capacity, 
but also slowed industrial upgrading and prevented 
the quality of human capital from being improved in a 
timely manner. It has also led to family tragedies tied 
to the migration of migrant worker families and long-
term suppression of the tertiary industry, while giving 
rise to bottlenecks that constrain the intensive use of 
rural land and posing obstacles to scale agricultural 
operations or modernization of agriculture. In addition, 
as the new-generation migrant workers are increasingly 
unwilling and unprepared to return to rural areas 
to engage in farming, there have been reports of 
increasingly serious social issues.
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costs constitute the basic price of the underlying land 
block. The government auctions the portion of the land 
planned for commercial use and some land used to 
develop high-end residential housing based on market 
principles. The size of land for sale is determined on 
the basis that the primary development of the land 
is compensated for and expenditures and income are 
balanced, rather than a random portion or as much as 
possible. Any buyer of the land, including for industrial 
use and government use, must pay the basic price. The 
basic price refers to the full-cost land price excluding 
any profit. Based on the experiences of Japan, South 
Korea and Taiwan, only the cost of land used for a 
genuine public purpose which is strictly defined and 
publicly disclosed could be added into the basic price. 
The basic land price constitutes the benchmark for land 
used to develop welfare housing. Only in this way will 
there be plenty of low-cost land available for welfare 
housing that is needed amid urbanization. The financial 
balance principle should center on the balance of each 
acquired land plot itself. Based on the experience of 
Taiwan, in case of remarkable differences in planned 
use between different land blocks (for instance, some 
particular land blocks may happen to cover too much 
or too little land for public and industrial use), financial 
balance across individual land blocks could also be 
implemented.

Third, standardize compensation for farmers 
who are losing their land. Japan, South Korea and 
Taiwan implement internationally accepted principles 
of fair compensation for farmers who are losing their 
land, not only considering their current economic 
losses arising from the land expropriation, but also 
factoring in the long-term economic impact on them. 
For farmers based in the outer suburbs, resettlement 
of farmers affected by land expropriation or purchase 
of farmland available for sale on their behalf should 
be the main alternatives, which would allow farmers 
to maintain the scale of their operations following 
the land expropriation, and their long-term source 
of income wouldn’t be adversely affected. In some 
cases, measures can be taken to allow farmers to retain 
their original homesteads and part of the construction 
land obtained in exchange for their agricultural land. 

On the retained land with changed use, farmers can 
build their own owner-occupied homes and engage 
in development operations. This can greatly reduce 
the cost of land expropriation and urbanization 
construction. The separation between homes and land 
should be implemented in compensating for land 
expropriation. In addition to fair compensation related 
to the land, depreciation-related compensation should 
be deducted on the basis of the rebuilding costs of 
relevant buildings. In addition, land compensation 
should be included into the normal scope of taxation. 
Based on empirical experience from East Asian 
economies, this not only can greatly increase the room 
for negotiation and the odds of reaching agreements on 
compensation related to land expropriation, it is also 
an inherent need of income distribution reform.

These key insti tutional arrangements can 
help effectively reduce the cost of urbanization and 
appropriately coordinate stakeholders in the process of 
urbanization, thus truly allowing land value increments 
to be shared by all participants of urbanization. And 
combined with forward-looking and scientific urban 
landscape planning, they render effective support to 
the housing system, providing institutional guarantees 
for efforts to allow migrant workers to settle down in 
urban areas as permanent residents.

In addition, the thirst for construction land 
caused by China’s uncompensated allocation of land 
for construction and the system linking the increase 
in land used for urban construction with the decrease 
in land used for rural construction are the institutional 
causes behind the dislocation between China's 
industrialization and urbanization and that between 
land urbanization and population urbanization, 
making them completely misaligned with the inherent 
requirement of people-centric urbanization. Therefore, 
the distribution system of land for construction should 
be overhauled to allow the increase and decrease in 
land for construction to be linked with the increase 
and decrease in population with urban household 
registrations. Only with synchronous household 
registration system reform and land system reform 
can China’s land urbanization serve its population 
urbanization. 

benefits in the process of rapid urbanization, allowing 
the bulk of increased value in housing and land to be 
shared by the participants of urbanization, i.e., migrant 
workers and their families. Japan, South Korea and 
Taiwan regard the right to residence as a fundamental 
right of their citizens.

In the process of urbanization, they have built 
a large number of welfare housing units, providing 
rural residents who move to urban areas with basic 
accommodation that is in line with the stage of 
economic development. Japan provides affordable 
residential land, UR apartments and rental housing 
developed by local housing-supply corporations to 
different groups of people. By drawing on Japan’s 
successful practices in housing management amid 
urbanization, the South Korean government launched 
massive public housing projects, especially public 
rental housing, in order to accommodate migrant 
workers moving to urban areas.

As their economies grew, Japan, South Korea 
and Taiwan became increasingly aware that the 
uptrend in the value of land in urban areas, especially 
metropolitan areas, is inevitable on the back of 
urbanization. Therefore, they came to realize that 
efforts should be made to prevent and curb unjust 
possession of land and housing from depriving 
workers and migrants of the wealth they deserve. 
Based on the idea that the increase in the value of 
land amid urbanization should be shared among all, 
they implemented housing demand regulation systems 
that are fully tilted in favor of ordinary housing 
and migrants. To be more specific, they developed 
complete tax adjustment systems that cover housing 
transactions, ownership and inheritance, imposing high 
progressive income tax rates on transactions of non-
owner-occupied properties, punitive ownership taxes 
on owners of outsized housing or multiple homes as 
well as exorbitant property inheritance taxes. These 
moves have helped effectively dent investment and 
speculative demand and premature upgrading demand 
while curbing demand for extravagant housing. 
Meanwhile, housing credit assessment systems linked 
to personal after-tax income were also established to 
eliminate the room and possibility for mortgage loans 

to second-home buyers. In addition, the practice of 
paying one’s mortgage with rent income was banned 
and punitive interest rates on mortgages for non-
owner-occupied homes were introduced to guide 
private commercial banks to proactively follow the 
government's regulatory intent that is in line with their 
own interests. In this way, comprehensive economic 
levers including tax and financial vehicles were tapped 
to allow housing units to be more evenly distributed 
among all urban workers, including migrant workers.

As  the  hous ing  i s sue  i n  t he  p roces s  o f 
urbanization is essentially about the land issue, Japan, 
South Korea and Taiwan have developed land systems 
that are well aligned with their housing systems. The 
core idea of behind their land systems is consistent 
with that of their housing systems, i.e., the bulk 
of increased value in land should be shared by the 
participants of urbanization, i.e., migrant workers and 
their families.

First, share the increased value of land. Japan’s 
idea that the increase in land value should be shared by 
all, South Korea’s “Toji-Gong-Kae-Nyum” (which is 
translated as ‘the public concept of land) and Taiwan’s 
“equalization of land ownership and nationalization 
of land value increment” all clearly indicate the social 
nature of land, dictating that the increase in land 
value should be shared by all. In particular, as original 
agricultural land blocks may see huge appreciation 
in their value due to urban planning and a change 
of use amid urbanization, the vast majority of value 
increments should be shared by all.

Second, implement the land income distribution 
model under the guiding principle of a government 
financial balance. Financial balance has proven to 
be a successful model of urban land development 
(including development of new urban areas and 
expansion of existing urban areas) adopted by Japan, 
South Korea and Taiwan, which have successfully 
completed their modernization and urbanization 
transformation. It is essentially about transparently 
disclosing the distribution of costs and benefits in the 
entire land acquisition process. The expropriation and 
relocation compensation costs plus finishing costs for 
the land itself and related infrastructure construction 
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resources." In line with this pledge, the “tradition” of 
resource allocation dictated by administrative power 
must be completely changed. To be more specific, 
China should sharply reduce the government’s direct 
allocation of resources and promote the allocation 
of resources based on market rules, market prices 
and market competition, thereby maximizing the 
benefits and optimizing efficiency. This means that 
despite the existence of different forms of ownership, 
policymakers can only adhere to a unified standard 
amid market competition. In the past, the wording 
that “the state-owned sector of the economy serves as 
the basis for Communist Party rule” had often been 
chanted as a political slogan. Today, the expression is 
no longer cited. Instead, it has been replaced by the 
following: “both the public sector and the non-public 
sector are integral components of the socialist market 
economy and serve as an important foundation for 
China's social and economic development”; “property 
rights in the public sector are inviolable and those in 
the non-public sector are equally inviolable”; “the 
government protects the property rights and legitimate 
interests of all kinds of ownership by ensuring that 
various ownerships have equal access to production 
factors, open and fair market competition and the same 
legal protection and supervision”; and “adhere to the 
equality of rights, equality of opportunity and equality 
of rules; abolish all forms of unreasonable regulations 
on the non-public sector, eliminate hidden barriers and 

fix specific measures promoting non-public enterprises 
entering franchising fields.”

These new policy guidelines centering on 
fairness and equality are concrete manifestations of 
principles of the socialist market economics. It is fair 
to say that the long-awaited level playing field for 
China's private sector has finally been secured at both 
the theoretical level and the system level. Of course, 
it will still take an arduous process to have these 
pledges and guarantees truly fulfilled on the company 
level in every region across China, as this requires a 
comprehensive deepening of reforms. Nevertheless, 
private enterprises should be able to see the light at the 
end of the tunnel now.

"Four Strengths" of the Private Sector
It has been a tough fight for China's private 

sector to seek an equal footing, and it will be even 
tougher after a level playing field is eventually put 
in place. It will be a greater challenge for non-state-
owned companies to secure a firm foothold in both 
international and domestic markets amid fierce 
competition and grow themselves into stronger and 
bigger time-tested players amid the rebalancing of 
the domestic economy and industrial upgrading. At 
present, the Chinese economy is facing a formidable 
test as it shifts to a lower gear. Players in the private 
sector, in particular, have to remain sober-minded and 
step up efforts to enhance their “four strengths.”

China's Private Sector Embraces 
a New Era

 Bao Yujun, President of All China Private Enterprises Federation  

As far as the private sector is concerned, the 
biggest positive from the Third Plenary Session of the 
18th CPC Central Committee lies in policymakers’ 
solemn pledge to ensure a level playing field at the 
system level. Earlier, China’s private sector economy 
experienced the transition from being illegitimate to 
legitimate and from being a “supplement” outside 
of the system to an "integral part" of the system, 
mainly as a result of policies rolled out by the ruling 
Communist Party and the government. 

Of course, policies have been crucial, as the 
boom of the private sector since China’s adoption of 
the reform and opening-up strategy more than three 
decades ago has been much attributed to ground-
breaking policy measures. Nevertheless, differences 
in ownership systems are factored in the development 
of these policy measures. Policymaking based on 
differences in ownership systems would inevitably 
lead to discrimination, making it hard for private sector 
participants to compete with state-owned counterparts 
on an equal footing. 

While China has unveiled two major rounds of 

policy measures aimed at encouraging, supporting and 
guiding private sector participants, the results have 
proven less than desirable. The fundamental reason 
behind the disappointing results lies in the fact that 
China unveiled varying policy measures targeting 
economic entities of different forms of ownership. And 
as policy development and implementation are much 
subject to departmental, regional and human factors, 
and different government agencies may have rolled out 
conflicting policies, enterprises in the private sector 
find themselves confused. 

As a result, rent-seeking and corruption have 
spread, which has not only affected the healthy 
development of the private sector, but also hindered 
the improvement of the unified socialist market 
economic system.

The shift from mainly relying on policy to a 
reliance on system guarantees marks a huge step 
forward, and its theoretical basis is the groundbreaking 
policy cue from the Third Plenary Session of the 
18th CPC Central Committee, i.e., allowing “the 
market to play a decisive role in the allocation of 
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mind that the mobile Internet is inseparable from the 
real economy. And a lopsided pursuit of the virtual 
economy away from the real economy should be 
avoided. Instead, the virtual economy and the real 
economy should go hand in hand, with the latter 
remaining dominant.

The fourth strength is the ability to integrate 
resources. In a market economy, survival of the fittest, 
mergers and acquisitions (M&As) and integration of 
resources are the norm. In the past, due to unequal 
treatment, private enterprises often turned to the 
government for help in case of difficulties. In the 
future, private enterprises should learn to integrate 
resources amid market competition. Private enterprises 
should also have their own “bottom-line thinking,” 
and try their best to hold to the bottom line. If this 
is really beyond their capabilities, they should seek 
reorganization by merging with other companies 
as soon as possible. Entrepreneurship is not only 
reflected in risk-taking and shouldering responsibility. 
More importantly, entrepreneurs should be good 
at using a variety of economic, legal and financial 
tools to integrate various resources, both domestic 
and international. Going forward, in addition to the 
incremental development, activities in the private 
sector will be more about integration of existing 
assets. Whoever dominates in this area will emerge 
from competition as a trendsetter.

Spark the Enthusiasm of Private Sector 
Investors

With the gradual implementation of 60 policy 
measures aimed at comprehensively deepening 
reforms, China's private sector is set to become a 
major source of investment. In other words, to achieve 
the goal of building a moderately prosperous society 
in all aspects, China will rely mainly on the private 
sector for investment in related programs.

Let’s have a look at the “troika” (exports, 
consumption and fixed-asset investment) pulling 
China’s economic growth. Given the new global 
economic environment, China’s exports will unlikely 
repeat the phenomenal growth seen in the decade 
upon its ascension to the World Trade Organization 

(WTO). In 2013, the contribution of exports to China’s 
economic growth came in at -4.4 percent. Looking 
ahead, exports cannot be the primary driver behind 
China’s economic growth.

Before the equalization of basic public services 
is achieved, consumption cannot become the primary 
driving force behind the country’s economic growth 
either. National consumption came in at 23,438 billion 
yuan in 2013, an increase of 13.1 percent on year, 
with its contribution to GDP growth rate reaching 50 
percent.

In the foreseeable future (5-7 years), fixed-asset 
investment (FAI) will remain the primary driving 
force behind China’s economic growth. The country's 
total FAI jumped to 43,652.8 billion yuan in 2013, an 
increase of 19.2 percent year-on-year after excluding 
price factors, with its contribution to GDP growth rate 
reaching 54.4 percent. To hit the target of doubling 
China’s GDP and per capita income by 2020 (relative 
to 2012 levels), the annual FAI growth rate must be 
maintained at about 18 percent, which implies that 
annual FAI must be consistently maintained at more 
than 50 trillion yuan. Where will such huge investment 
come from? In a market economy, the government 
should not and cannot become the major source of 
investment. The government financial investments 
should be confined to infrastructure and public 
services, which point to limited public spending, 
because the central and local governments’ total debt 
(including contingent liabilities) is already close to 
30 trillion yuan, leaving little room for investment 
on further debt ramp-up or deficit expansion. While 
SOEs are of some strength, the investment areas they 
are mandated to target are already crowded, making 
it difficult for them to become the main source of 
investment. In the future, sizable investments in a 
wide range of areas will still have to be mainly reliant 
on investors from the private sector. Investments 
from the private sector as a percentage of total FAI 
nationwide have exceeded 50 percent starting from 
2010. By 2013, the figure rose to 63 percent, and the 
uptrend is expected to continue. I boldly predict that 
the weighting of investments from the private sector 
is bound to surpass 70 percent if China’s economic 

First, private enterprises should maintain and 
enhance their “inner peace,” remaining undaunted by 
imminent difficulties. After more than three decades 
of rapid growth, some deep-seated institutional 
problems across Chinese society and the economy 
have been fully exposed, as evidenced by mounting 
overcapacity in some industries, a sharp increase in 
the costs of factors of production and increasingly 
grim resource and environmental constraints. Against 
such a backdrop, private enterprises should adjust 
their mentality, get their act together and hold on to 
what matters most. One should realize that the era 
of low-cost expansion has largely come to an end 
and the buyer's market has long taken hold. And 
there are much fewer opportunities for companies to 
reap abnormal profits. Nonetheless, as the strategic 
period characterized by rapid economic and social 
development is far from over in China, there is still 
much room for development in the private sector. As 
long as private enterprises get proactively involved in 
economic restructuring by realigning their modes of 
development with a view to “getting closer to people's 
livelihood, targeting specific market segments, and 
serving the communities at large,” they will still see 
opportunities for development in the coming years 
when China’s annual economic growth is expected to 
be maintained in the range of 7-8 percent.

Second, private enterprises should constantly 
enhance their capabilities, including both hard and 
soft power. Despite the rapid pace of growth, the vast 
majority of private enterprises are weaker in overall 
capabilities and size compared to large state-owned 
enterprises (SOEs) and foreign-funded enterprises. 
There are more than 12 million private enterprises 
nationwide, though their average registered capital 
only comes in at more than 3 million yuan. Given 
their limited average size and overall capabilities, 
private enterprises are clearly at a disadvantage when 
it comes to allocation of resources. However, private 
companies can adopt the strategy of doubling down 
on their strengths rather than trying to shore up their 
weaknesses. By giving full play to their advantages in 
flexible corporate mechanisms and low-cost decision-
making and management, private companies can 

nimbly navigate niche markets, act as trusted partners 
to large SOEs or foray into unchartered territory. 
Private companies who have survived against all the 
odds are bound to have their game-winning advantages 
locally or within their respective industry. The game-
winning advantages reflect their overall strength. By 
maximizing them, companies gain competitiveness. 
By leveraging these advantages to acquire some 
upstream and downstream players, relevant enterprises 
can also enhance their overall capabilities. If private 
enterprises are at a disadvantage in hard power, they 
can focus on enhancing their soft power. Credibility, 
trustworthiness and impeccable customer service are 
the most important elements of soft power. The rise 
of the mobile Internet companies in recent years has 
been a result of their overwhelming soft power (mainly 
based on their business models).

Innovation capability is the third strength. 
Private enterprises have long been the main source 
of innovation. They have driven innovations in 
systems, institutions and management in the corporate 
world. More importantly, private enterprises have 
pioneered innovations in technologies, products and 
business models. According to statistics, more than 
80 percent of new products have been provided by 
private enterprises, and more than 65 percent of 
patents have been granted to private enterprises since 
China’s launch of the reform and opening-up. In the 
face of rising costs and environmental and resource 
constraints, innovations are the only way forward 
for private enterprises. For instance, the field of 
energy conservation and environmental protection 
alone offers abundant opportunities: alternative 
energy, alternative-energy vehicles, urban and rural 
sewage and waste treatment. And in areas like new 
materials and biotechnology, there are also many 
issues awaiting solutions. In this regard, whoever 
scores groundbreaking results will get an early-mover 
advantage and the opportunity to reap abnormal 
returns. In recent years, business model innovations 
in the mobile Internet space have been a craze. In 
this area, Tencent, Alibaba Group and Xiaomi Inc. 
have emerged from fierce competition as the leading 
trio. This is a great feat. However, one must keep in 
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western parts of the country boast a long history 
and great cultural heritage. Development within the 
carrying capacity of their resources and environment 
could be pursued for projects in areas including 
cultural tourism, trade and logistics and resource 
processing projects. In doing so, vicious homogeneous 
competition could be avoided. A number of far-sighted 
private enterprises have already set their sights on the 
potential in this regard, as evidenced by a shift in their 
investment focus toward Central and West China.

2. As far as rural development is concerned, a 
number of new private enterprises will emerge from 
China’s reform of the rural land system and its push 
for large-scale agricultural operations in various forms 
in rural areas. 

Much of China's woes rest in rural areas, but so 
does the country’s hope. The “Three Rural Issues” are 
essentially about farmers' incomplete land ownership 
rights and housing ownership rights as well as 
long duration, high risk and undesirable returns on 
investment in agriculture. According to the policy 
directive unveiled after the Third Plenary Session of 
the 18th CPC Central Committee, the government 
will grant farmers more property rights, pledging 
to expand the avenues for farmers to increase their 
property income. More specifically, China will endow 
farmers with the rights to land tenure, land use, land 
revenue, land transfer and mortgage and guarantee 
of contracted land use, and encourage the transfer 
of contracted land-use rights to big, specialized 
operators, family farms, farmers’ cooperatives and 
agricultural enterprises, so as to promote large-scale 
agricultural operations in diverse forms. As of the 
end of Nov. 2013, the agricultural land in circulation 
accounted for 26 percent of the country’s total arable 
land. The country has witnessed the rise of hundreds 
of thousands of new family-run farms and specialist 
production cooperatives, which are essentially a new 
type of private enterprises.

According to the policy direct ive,  China 
wil l  a lso encourage and guide industr ia l  and 
commercial capital to invest in rural areas to develop 
modern planting and breeding industries suited for 
commercialized operations, and introduce modern 

factors of production and operational models into 
agriculture, which marks a major policy milestone. A 
group of visionary entrepreneurs have already taken 
the lead to leap at the opportunity. They have not only 
brought capital, management expertise and technology 
to rural areas, but also put a great effort in industrial 
chain integration and brand building. To effectively 
address food security and food safety, China still has 
to rely on the in-depth integration of industrial and 
commercial capital and agricultural capital, as well 
as market forces and new technologies including IT. 
The participation by industrial and commercial capital 
is even more indispensable for both the improvement 
of public facilities and planning and protective 
development of scenic spots in rural areas.

3. There is investment enthusiasm tied to 
demographic changes, especially the growing demand 
for social services arising from population ageing. 

A f t e r  m o r e  t h a n  6 0  y e a r s  o f  p e a c e f u l 
development, especially the implementation of 
the family planning policy in the 1980s, China's 
populat ion s t ructure  has  undergone profound 
changes. People of different ages have varying 
demands for economic, social and cultural services. 
The commitment to people-oriented development 
requires great efforts to develop a variety of services, 
especially as China’s population aging picks up pace. 
Up to now, there are more than 200 million people 
aged over 60 in China. Providing appropriate aged 
care, medical care and recreation services to the 
elderly has already become a major social issue. With 
the gradual unification of urban and rural pension and 
healthcare insurance systems, the aged care and health 
industry is gearing up for much greater development. 
According to the Several Opinions on Promoting 
the Development of the Health Service Industry 
promulgated by the State Council in Oct. 2013 and the 
Several Opinions on Accelerating the Development of 
Private Healthcare Institutions jointly promulgated by 
the National Health and Family Planning Commission 
and the State Administration of Traditional Chinese 
Medicine, China aims to basically put in place a health 
services system covering the entire life cycle by 2020, 
with total investment set to reach up to 8 trillion yuan. 

growth rate can be maintained within the range of 7-8 
percent over the coming years. There is indeed a great 
deal of investment enthusiasm and massive funds 
available in the private sector. China’s initiative of 
comprehensively deepening reform is bound to unlock 
pent-up enthusiasm for investment. As long as the 
government effectively breaks the monopoly, improves 
the investment environment and enhances its level of 
services and service capabilities, private investors’ 
enthusiasm for investment will be immeasurable.

I n v e s t o r s ’ e n t h u s i a s m  w i l l  b e  m a i n l y 
concentrated in the following areas:

1. As far as the country’s new urbanization 
strategy is concerned, there is great investment 
enthusiasm surrounding China’s pledge to address 
three major issues, each of which concern “100 million 
people.” 

First, granting permanent urban residency to 
around 100 million people who have moved from 
rural areas to cities. This will require institutional 
reform (the household registration issue) and more 
importantly job creation and supporting services in 
areas including healthcare, education, housing and 
elderly care. China's urban areas have expanded by 70 
percent since the beginning of this century, while the 
urban population has only risen 48 percent. This shows 
that the urbanization of land has been much faster 
than the urbanization of the country’s population. 
Going forward, major cities should not and cannot 
continue to push for expansion without addressing 
the increasingly inadequate infrastructure and public 
services. Private funds can be effectively tapped to 
make a difference in many urban areas grappling a 
shortage of infrastructure and supporting services, 
a problem often seen in cities that have undergone 
excessively rapid size expansion.

Second, rebuilding rundown city areas and 
villages inside cities inhabited by around 100 
million people. This is not only about addressing 
the housing issue but also helping to enhance the 
quality of cities. The overhauls of rundown areas 
aimed at improving living conditions of the existing 
inhabitants and improvement of municipal facilities 
not only rely on the government’s unified planning 

and appropriate funding, but also depend on private 
capital participation. The overhauls of villages inside 
cities refer to land expropriation, development and 
upgrading targeting inhabited areas (e.g., Xinfadi 
Wholesale Marketplace in Beijing) that belong to 
collectively-owned land within urban areas of existing 
cities and are surrounded by urban construction land, 
with management of land ownership and household 
registrations still under the typical rural model. Of 
course, such a complex initiative will have to rely on 
government guidance. However, private enterprises, 
especially private real estate developers, will also play 
an indispensable role.

Third, guiding the urbanization of around 100 
million rural residents in Central and West China. 
The uneven development in China is reflected in not 
only the huge gap between urban and rural areas but 
also a huge disparity between East China and Central 
and West China. In the 1930s, the late geographer Hu 
Huanyong drew a line of roughly 45 degrees from 
Heihe in Heilongjiang to Tengchong in Yunnan, which 
is known as the “Hu Huanyong Line.” At the time 
Hu drew the line, 96 percent of the population was 
concentrated in only 36 percent of the country’s land 
in the area to the southeast of the line. The imbalanced 
pattern has worsened instead of being scaled back. 
Urban planning under China’s new urbanization 
strategy should follow the laws of economics and be 
aligned with national security considerations. City 
clusters centering on the Yangtze River Delta, the Pearl 
River Delta and the Bohai Rim have already taken 
shape whereas cities in the central and western parts 
of the country have seen obvious underdevelopment. 
This has resulted in massive long-distance flows of 
population and long-haul transportation of resources 
across the country, which increases the costs of 
economic operation and development. This is the 
primary cause of China's elevated logistics costs. In 
the future, city clusters should be fostered in some 
better-positioned areas in Central and West China so 
that the coordinated development of larger cities and 
smaller cities and towns in those regions could give 
rise to new growth poles with long-term potential. 
Many smaller cities and towns in the central and 
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To secure such a huge scale of investment, China 
must allow private capital to participate and strictly 
rein in the scale of its public hospital system so as 
to free space for development of private healthcare 
institutions. The government will give priority to 
supporting the establishment of private nonprofit 
medical institutions as part of its efforts to build a 
private healthcare system dominated by non-profit 
medical institutions and supplemented by for-profit 
medical institutions. The move to allow private capital 
investment in healthcare institutions will trigger 
M&As between hospitals and new investment trends.

4. There are new investment opportunities 
spurred by r ig id  environmental  and resource 
constraints. 

China aims to cap its energy consumption 
at 3.89 billion tons of standard coal equivalent 
this year. The world’s top consumer also aims to 
reduce energy use per 10,000 yuan GDP by 3.9 
percent year-on-year in 2014. Pressures on energy 
use controls and energy conservation will only 
increase going forward. Provincial governments 
across the country are expected to implement a cadre 
performance assessment system tied to both energy 
consumption and economic growth, which will in 
turn drive industrial restructuring and development 
and utilization of alternative energy sources. Many 
private companies have already channeled enormous 
funds and resources into the R&D and use of clean 
energy and renewable energy. With the breakdown 
of monopolies and changes to government functions, 
the number of private enterprises investing in energy 
conservation, emissions reduction and other industries 
that benefit both the people and the country is bound 
to increase.

5. There are investment opportunities arising 
from the financial system reform and the efforts to 
build a multi-level capital market. 

The pace of financial system reform has picked 
up notably in the past year, greatly enhancing private 
investors’ enthusiasm in the financial sector. In terms 
of indirect financing, with the gradual liberalization 
of interest rates and the establishment of the deposit 
insurance system, non-state-owned banks, rural banks 

and small loan companies will attract more investment 
from the private sector. In terms of direct financing, 
the Main Board, the SME Board, the ChiNext and 
the New Third Board will attract more investment 
from the private sector on the basis of openness, 
transparency and compliance as the China Securities 
Regulatory Commission presses ahead with the 
reforms concerning stock issuance and the regulatory 
system. As a result, the disconnect between China's 
stock market and the country’s economic fundamentals 
is expected to ease. In addition, corporate bonds 
and finance leasing, particularly the online financial 
services that have emerged in recent years, will 
demonstrate a greater catfish effect, promoting the 
deepening of reforms in the financial sector.

6. There is investment enthusiasm sparked by the 
government’s procurement of public services. 

Allowing market  forces to determine the 
allocation of resources and the government to better 
serve and supervise represents an irreversible trend 
in China's reform and development course. As direct 
government investment will be significantly reduced, 
the government’s functions will also witness changes, 
which points to streamlined government agencies and 
their purchases of affairs management services and 
public services from suppliers in the private sector. 
Recently, the State Council published a policy directive 
on government procurement of public services from 
private suppliers, calling for efforts to put in place a 
sound system for government procurement of services 
across the country by 2020. 

In the future, unless otherwise prohibited by 
specific regulations, government affairs management 
services and public services that can increase net 
social welfare should all be included in the scope of 
government procurement. The size of this market 
is expected to reach dozens of trillions of yuan, 
presenting a huge appeal to investors from the private 
sector. However, for now, private enterprises should 
actively participate in the development of catalogues 
and rules for government procurement of public 
services through legitimate channels, in a bid to 
secure a level playing field for future competition with 
today’s right to say.
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Capitalization of Technological 
Assets

 Song Liping, General Manager of the Shenzhen Stock Exchange  

In the past few years, Chinese R&D inputs 
totaled 1 trillion yuan, ranking the country the second 
largest R&D investor in the world. However, to achieve 
“leapfrogging” in such a process, the potential of 
technical innovation needs to be tapped faster, more 
effectively and on a larger scale.  

Equity investment with technological assets 
(i.e. scientific and technological achievements) 
enables innovation ownership vs. benefit allocation 
mechanisms bonded by equity, innovation appraisal 
mechanisms oriented toward industrial applications (of 
such achievements), and the creation of a technological 
achievement transfer market with companies as the 
primary players and the capital market providing 
the main platform. At this point, technical resources 
are fully mobilized and optimized during integrated 
development incorporating innovations, industry 
upgrade and capital investment. 

In practice, equity investment with technical 
contributions debuted in China in the mid-1990s. 
During the intervening years, a complete set of 
supporting infrastructure provisions have been added 

under the Company Law framework, with practical 
how-tos increasingly popularized. Therefore, of 
the various approaches to accelerating science and 
technology reforms, further developing the technical-
contribution equity investment (TCEI) system offers 
a desirable solution in terms of optimal reform 
“dividends” at a relatively small cost of reform.

The Guidelines for Equity Recognition in 
Support of Equity Investment through Technological 
Contributions (the “Guidelines”) was jointly issued 
by China Securities Regulatory Commission and the 
Ministry of Science and Technology in 2012. The 
Guidelines are well-targeted for optimizing TCEI 
practices and equity recognition, and adopt a flexible 
and highly practical stance toward the determination 
of equity acquired with technological achievements. 
They have been warmly received by companies. 
Along with the introduction of the Guidelines, a series 
of surveys were conducted by the CSRC and stock 
exchanges on enterprises, investment banks and high-
tech parks. The findings suggest that a large number of 
issues were at play hindering smooth TCEI operations. 
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Some of the issues were solved in the last two years 
but the remaining majority still exists. Consequently, 
implementation of the Guidelines has been found to be 
unsatisfactory, with only a limited number of existing 
TCEI cases among listed companies.

Furthermore, it is interesting to note that the 
Guidelines were originally designed to encourage 
research institutes to make equity contributions as the 
producers using technological achievements. However, 
as it turned out in the last couple of years, listed among 
SMEs and GEM companies themselves contributed 
their own technical innovations in equity investment. 
And it remains to be seen if such phenomena will 
become the general trend in the future. 

The Third Plenary Session of the 18th CPC 
Central Committee marked the start of a new wave 
of full-scale reforms, and the need for innovation-
driven development gave prominence to the potential 
of technical innovation. Given such a background, a 
TCEI-based reform roadmap is already outlined as 
part of the “reverse-coercion” (i.e. forced adoption 
of measures due to failure to solve certain problems), 
solution-driven approach to deepening reforms.

Enhanced Operability Through Refined 
Legislation

TCEI involves equity recognition, evaluation, 
pricing and many other operations and functions, 
and therefore requires a set of highly operable 
implementing rules to coordinate across different 
operations and functions. A large number of policies 
and regulations have been introduced by various 
departments over the years in an effort to standardize 
and encourage TCEI initiatives. Unfortunately, such 
policies and regulations are dispersive, ill-coordinated 
and even contradictory in certain cases.

For example,  according to some sponsor 
institutions surveyed by the Shenzhen Stock Exchange, 
the State Administration of Taxation stipulates that 
transfers of technological assets by higher education 
and research institutes for which equity is awarded 
are exempted from personal income tax, but the 
Certification of Equity Contribution with High-tech 
Achievement should be submitted to the competent 

taxation administration. However, such certification 
has been suspended by science and technology 
authorities since 2006. Consequently, higher education 
and research institutes cannot complete the TCEI 
record-filing process with the competent taxation 
administration. 

S i m i l a r l y,  s o m e  h i g h - t e c h  p a r k s  ( e . g . 
Zhongguancun) allow higher education institutions to 
engage in TCEI activities as the investing and equity 
awarding entities, whereas the Ministry of Education 
stipulates that higher education institutes cannot be 
involved in external investments as legal entities except 
for cases where the investee is a company managed 
by the institute concerned as its own assets. It thus 
becomes questionable as to whether such institutes can 
engage in external TCEI activities as investors. 

There are quite a number of other similar 
contradictions between policies and regulations. The 
Scientific and Technological Achievement Transfer 
Promotion Act was issued in 1996 and is currently 
undergoing intensive amendments. It is prioritized as 
one of the key legislative tasks for 2014. Judging by 
the publicized “draft version” submitted for approval, 
TCEI provisions only account for a limited proportion 
of the Act. It goes without saying that best practices 
for TCEI purposes need to be fully reflected in the 
amended act in the form of a specific, detailed and 
highly operable code of conduct, so as to optimally 
standardize TCEI stipulations to ensure consistency.

Redefining Government Functions 
Most Chinese research institutes are public 

institutions. (Transfer of) technological achievements 
involves the allocation of various rights such as 
ownership, disposal rights and profit entitlement, 
and a good number of options are available when it 
comes to how such rights should be allocated between 
the government, research institutes and individual 
researchers. 

The Scientific and Technological Advancement 
Act amended in 2007 specifies that scientific and 
technological achievements obtained with public fiscal 
subsidies are owned by the legal entity undertaking 
the relevant research project. This marks an important 

Sustainable Development – Future of the Global Trading System
可持续发展—— 全球贸易体制的未来

step in market-oriented reform. Nevertheless, research 
institutes are not granted the right to dispose such 
achievements. Hence, with TCEI still subject to 
approval by the central finance authorities or local 
financial bureaus, the resulting system remains only 
“quasi-market-oriented” in practice. 

In the survey, respondents generally complained 
that the interest of researchers in TCEI initiatives was 
dampened due to the tedious and time-consuming 
approval process. As pointed out by several industrial 
research institutes surveyed by the Shenzhen Stock 
Exchange, under China’s existing state-owned assets 
management system, technological achievements 
are treated the same way as physical assets. This 
is unsuitable and fails to provide full incentive for 
researchers. For the most part, entitling research 
institutes and individual researchers to achievement 
disposal offers the most efficient allocation model.

There are over 100 listed companies on the 
Chinese capital market with research or higher 
education institute backgrounds. They are favorably 
equipped to develop into R&D enterprise models. 
However, failing to fully tap their development 
potential, these companies only posted mediocre 
performances so far. At the root of the issue are 
systemic hindrances which are largely to do with the 
misallocation of technological asset disposal rights. 

In his 2014 government report, Premier Li 
Keqiang expressly stated that pilot programs such 
as national innovation equity incentive zones, 
technological achievement disposal rights and profit 
entitlement reforms would be popularized and 
introduced to other high-tech parks and research 
institutes, thereby outlining the general direction for 
reforms in the area of technological achievement 
disposal rights. From a long-term perspective, the 
government can play a bigger role in providing public 
products if it is defined as the funder and “risk bearer” 
in technical innovations. 

Reinstatement of Researchers as Central 
Players

Inherited from the planned economy system, 
researcher incentives (including TCEI-based benefit 

distribution) offered by public research institutes 
are mostly designed as “bonuses” or “awards” and 
therefore discretionary in nature and represent only 
a small proportion of the total profits. In some cases, 
researchers even have to resort to “haggling” with 
their employers. This is to the detriment of mobilizing 
research resources and may even dampen the interest 
of individual researchers in TCEI activities. 

Therefore, the design of the TCEI system should 
prioritize researcher mobilization as the starting 
point. It naturally follows then that instead of having 
a discretionary “bonus” system in place, a higher 
proportion – or even the majority – of TCEI profits may 
be allocated to the researchers themselves. In addition, 
the profits should be further divided to allow a certain 
portion to be distributed to research institutes after the 
individual researchers. 

Personal income tax for TCEIs can also be 
arranged flexibly. We propose the following three 
options to be selected according to the actual 
conditions: 

1) The conservative approach, where the existing 
system is retained, supplemented with detailed rules 
to ensure effective implementation of deferred tax 
incentives; 2) The radical approach foregrounds the 
benefits from an enlarged tax base after technological 
achievement transfers and exempts TCEIs from 
personal income tax; 3) In the eclectic approach, 
personal income tax levied on individual researchers is 
“returned” to the corresponding research institutes to 
compensate their “losses” in TCEI profit distribution, 
aiming to incentivize research institutes to improve the 
working conditions for researchers.

Adaptation of TCEI Methods
In the course of business expansion of listed 

companies, key company founders gradually lose 
their controlling power due to equity delusion as the 
overall equity increases. In the United States, this issue 
occurred at an early stage and was solved through the 
dual class structure. In China, by contrast, it remained 
a somewhat “secondary” issue.

However, the recent listing of Alibaba turned the 
spotlight on this issue and prompted the HK Exchanges 
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to deliberate on amending the listing rules to cater to 
the needs of similar companies. In the case of many 
highly innovative, R&D-oriented SME and GEM 
enterprises listed on the Shenzhen Stock Exchange, the 
founders included controlling power in their agenda 
well before the listing.

As for listed companies, some achieved rapid 
expansion through M&A in recent years and have 
plenty of opportunities to continue with their M&A 
strategy, which may, however, result in the founders 
losing their positions as the controlling shareholders. 

The dual class structure can be a “double-edged” 
sword: It safeguards the interests of the founders 
but at the same time may adversely affect those of 
investors. With this said, there is still room for benefit 
maximization and detriment minimization. In the long 
term, in the case of companies founded by “technician-
entrepreneurs” and relying on technical innovations for 
business growth, a certain extent of extra operability 
may be kept in reserve in the dual class structure design 
while amending the Company Law and the Securities 
Law, to make it adaptable to the “knowledge-centric” 
trend in the future. 

Indus t r ia l  appl ica t ions  of  technologica l 
innovations and achievements will inevitably entail 
certain risks and uncertainties. Within the capital 
market framework, the equity bond enables the creation 
of risk and benefit sharing mechanisms so that such 
risks and uncertainties can be best handled. Currently, 
equity instruments available for TCEIs are still limited 
in number, restraining risk pricing and risk management 
from achieving their full potential.  Therefore, 
subscription warrants and “bet on agreement” merit 
careful analyses for future implementation in the case 
of TCEIs involving relative large uncertainties.

With the development of third-party service 
providers and a dedicated marketplace for technological 
asset transfers, some new players may emerge in TCEI 
transactions. Of these new participants, technological 
achievement transfer funds are expected to play a 
leading role in such activities. 

By studying the experience of SME and GEM 
enterprises in recent years, there have been some 
noticeable and positive changes taking place in 

technical innovation activities. The innovative potential 
of some listed companies has been fully stimulated 
with improvements in their financial strengths and 
management capabilities, and some of them even 
ascended to the forefront of technical innovation in 
their respective industries. This is particularly obvious 
in the success story of a listed SME specializing in the 
circular economy. 

Enabled by ever-advancing Internet technologies, 
web-based “crowdsourcing” R&D has been put into 
practice and is noted for its potential to introduce 
profound changes to the traditional organization 
of R&D activities. It provides the tools needed for 
companies to utilize and integrate R&D resources in a 
broader range of business operations.

As new industries emerged, relations between 
large enterprises and their smaller peers are being 
reshaped. M&A has become an important venue for 
companies to acquire technological assets or strengthen 
their innovation force, with a number of innovation-
reliant start-ups becoming increasingly sought-after by 
acquirers as valuable targets. These changes not only 
stimulate market demand for TCEI transactions, but 
raise new, specific requirements within the existing 
framework, and the capital market needs to respond to 
them promptly with systemic adaptations. 

“ P r o m o t i n g  t e c h n o l o g i c a l  a c h i e v e m e n t 
capitalization and industrialization” outlines the 
new approach to technical system reforms set out 
in Third Plenary Session of the 18th CPC Central 
Committee. My understanding is that: in addition 
to specific measures directly targeted at intellectual 
property rights, technological financing and technical 
achievement transfer, the new approach reflects a new 
thinking of top-level Chinese policymakers in system 
innovation. In general, China is still at an early stage 
in terms of making well-targeted efforts to improve 
the capital market as part of systemic technological 
reforms along the route outlined above. Given the 
extensive scope of TCEI applications, it is best-
equipped to achieve major breakthroughs under the 
new design of technological reform. The capital market 
provides a basis for applying the TCEI system and will 
also benefit directly from these reforms.
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The Rise of Chinese Investment 
Banks Overseas

 Yin Ke, Vice Chairman of CITIC Securities, Chairman and Chief Executive Officer of CITIC 
Securities International  

Following the financial tsunami, Chinese 
companies and capital rose to the forefront of the 
global markets. It is challenging, if not impossible, for 
foreign companies to accurately predict the general 
trends in the Chinese economy, whereas Chinese 
IBs are inherently adept at reading between the lines 
of “Chinese stories”; Foreign IBs typically resort to 
layoffs in market downturns, which are viewed by their 
Chinese counterparts as golden opportunities to attract 
talent. Most importantly, leading Wall Street banks are 
now a necessary evil in the eyes of Chinese clients, 
while Chinese IBs are naturally the first choice among 
Chinese companies at home and abroad. This allows 
them to develop close ties with their clients and even 
share a common sense of responsibility.

Therefore, benefiting from a visionary strategy 
and a detail-oriented approach in routine operations, 
Chinese IBs are seeing a shift in their overseas 
operations from obscure existences toward concrete 
business growth, and such a development path has 
become increasingly visible. 

The Hong Kong Debut
As the first ever auction house H-share listing 

and also one of the few large-scale IPOs sponsored and 
underwritten by a single Chinese IB in recent years, 
Poly Culture was successfully listed on the HKEx 
in early 2014. It was warmly received by investors 
throughout the IPO preparationstages and on the first 
day of trading– the roadshow barely started and the 
stock was already oversubscribed. Shares of the public 
offering were 606X oversubscribed with a total of 
155.5 billion yuan frozen, and the IPO was priced at a 
ceiling of 33 yuan per share. 

Following the great success of Poly Culture, 
people started to reflect on the “crowd” underwriting 
practice where every case of a large IPO tends to 
involve over a dozen of underwriters. Above all, the 
success of Poly Culture drives home the message that 
against the widespread pessimism about the Chinese 
economy among foreign observers, overseas investors 
choose to oppose through “voting by cash,” staking 
their investment on China’s culture industry and areas 
benefiting from rapid consumption growth. 

Thus, it has become clear that to bridge the gap 
between Chinese enterprises and the global markets and 
to provide Chinese clients with an effective solution 
to international capital operations, a company needs to 
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resources on IPOs – both need to solve the issue of 
business homogeneity in their transition toward IB 
operators. 

In fact ,  the leaderships of  these Chinese 
companies are well aware that business differentiation 
is the key and homogeneous competition lacks 
sustainability. As a result of their efforts to implement 
differentiation-oriented strategies, the competitive 
landscape started to change. 

According to the categorization by the Securities 
Association of China (SAC), Chinese securities 
companies in 2013 can be divided into two camps, i.e. 
the“moderate” vs. “aggressive,” and the difference is 
increasingly distinctive. 

Represented by Guotai JunAn and Haitong, the 
“moderates” started with brokerage businesses and 
turned to IB, asset management, etc., after their main 
businesses were consolidated. Today, they are still 
relying on brokerages as the core earnings generator 
with other businesses also starting to contribute profits. 
Such an approach is characterized by earnings-based 
business selection where steady global expansion is 
supported with accumulation of its own capital. This 
entails relatively limited risks.

CITICs is the leader in the “aggressive” camp. 
The company has proven that, as the first Chinese 
brokerage to acquire a multinational financial 
institution, its acquisition of CLSA has resulted in a 
synergy enabling it to raise its overseas competitiveness 
to  a  new level .  Therefore,  CITICs’ market  is 
“differentiated” from that of its Chinese peers. 

The overall performance of CITICs came on in 
leaps and bounds since the acquisition. As shown in 
Dealogic’s statistics, its ranking on the Hong Kong 
market rose from 14 in 2012 to seven in 2013, and 
from 14 in 2012 to nine in Asia (except Japan and 
Australia) as a whole. 

After the CLSA acquisition, CITICs saw its Hong 
Kong market share of stock brokerage increase to 2.18 
percent. Under the categorization by HKEx, its overall 
ranking rose to the 14th place, lifting the company 
from the lower end of group B to group A – a ground-
breaking achievement that set CITICs apart from all 
other Chinese securities companies.

All in all, trials and errors in overseas operations 
awakened Chinese securities companies to the gap 
between them and international investment banks. 
It was with such an understanding that Chinese 
brokerages such as CITICs committed themselves to 
business reshuffling through innovation in pursuit of 
world-class IB operations. 

Opportunities and Strategy
Rapid economic growth means that China will 

inevitably become a capital exporter. Nothing will 
reverse this general trend. 

Charles Li, CEO of HKEx, concluded that China 
had been importing capital from overseas during the 
last 20 years, but will turn into a capital exporter in the 
next 20 years. 

The transition has already started. Therefore, the 
role played by Hong Kong will be no longer limited to 
providing mainland issuers with international capital. 
Instead, it is of realistic value now to offer investors 
from mainland China access to international issuers 
and financial products, as well as allowing international 
investors access to invest in mainland listed companies 
and financial products. 

China has become an increasingly important 
player in the world economy. As a “byproduct” 
of Chinese enterprises “going abroad,” Chinese 
brokerages  wi l l  be  presented  wi th  enormous 
opportunities to globalize their business operations. 
They will embrace a wealth of opportunities to 
cooperate with international players including the 
internationalization of RMB products and services, 
collaborating with multinational investment banks in 
cross-border acquisitions by Chinese companies, and 
the development of international wealth management 
as the private wealth of the Chinese people increases.  

The internationalization of Chinese investment 
banks will be a progressive process. Chinese securities 
companies will benefit from such a process in terms of 
improved global operation capabilities, better qualified 
personnel for international businesses and continuous 
improvement in system design. And their growth will 
be facilitated amid competition with international IB 
giants. 

acquire a thorough understanding of its clients’ needs 
based on a good grasp of the development trends of 
the Chinese economy, as well as an ability to articulate 
the investment rationale with overseas investors with 
exceptional accuracy and clarity. 

Also manifested by Poly’s success story is that the 
HKEx is now playing an increasingly important role for 
Chinese brokerages in their efforts to internationalize 
their business operations. As the “landing market” 
for many Chinese securities companies to launch out 
into overseas markets, Hong Kong was chosen to 
be the headquarters for their overseas branches and 
international operations. 

As of the end of 2013, the Hong Kong market 
was home to 31 Chinese securities companies, four 
of which ranked among the top five underwriters of 
new stocks in that year.In terms of the number of new 
stocks underwritten, these Chinese brokerage houses 
claim four of the top five – and six out of the top ten – 
positions among all Hong Kong securities companies.
And in terms of the total value of new stocks 
underwritten, they represent half of the top ten largest 
underwriters in Hong Kong. 

Chinese brokerages have been operating in 
Hong Kong for many years. Their business has grown 
in recent years and they have become more active 
in the marketplace. However, they are still notably 
lagging behind international IBs in terms of overall 
competitiveness. Their core capabilities and market 
influence are essentially comparable, only differentiated 
by the time of entry into the HK market. 

Globalization Strategy
In recent  years ,  large Chinese securi t ies 

companies such as CITICs and CICC focused on 
business expansion overseas. The latter took the lead 
in setting up branches in the United States and Europe, 
while the former started operations in the international 
marketplace beyond Hong Kong through M&A (which 
is a trademark of its overseas operations). 

Following its historical acquisition of CLSA on 
July 31, 2013, CITICs International became the sole 
owner of the world-class brokerage with a worldwide 
business network centering on Asia. Renamed CITIC 

CLSA, the acquired CLSA marks a real milestone in 
CITICs’ history and has been celebrated as the first 
acquisition of a multinational financial institution by 
a Chinese brokerage, and a breakthrough in China’s 
financial industry as a whole. 

The deal involved regulatory approvals across 14 
countries (excluding China) and encountered numerous 
unexpected regulatory challenges because of its status 
as the precedent for multinational financial company 
acquisitions by Chinese brokerage houses. 

As well as promoting dialogue between Chinese 
and Taiwanese financial regulators, this acquisition 
placed high on the agenda of strategic economic 
exchanges between China, the United States, and the 
United Kingdom in 2013. Eventually, all the approvals 
needed were obtained for the deal with the support of 
the Ministry of Finance, the People’s Bank of China, 
China Securities Regulatory Commission, Taiwan 
Affairs Office, Association for Relations Across the 
Taiwan Straits and the shareholder, CITIC Group. It 
was a valuable experience and desirable outcome for 
CITICs, and will also benefit the reform of China’s 
capital market. 

Similar ly,  Hai tong Secur i t ies  and China 
Merchants Securities set up overseas branches in 2013 
in Singapore and London respectively. All roads lead 
to Rome. Nevertheless, Hong Kong still remains the 
first choice for Chinese securities companies seeking 
breakthroughs in business globalization. Building on 
their operational strengths in the home markets, leading 
Chinese brokerage houses naturally select Hong Kong 
as the first stop to establish a global business network, 
through which branch operations and trading channels 
can be expanded to reach major financial markets in the 
world. 

Transition and Differentiation 
Chinese securities companies are mostly at the 

starting stages of business internationalization, with 
a high concentration of businesses in the Hong Kong 
market marred by business model homogeneity. New 
entrants to Hong Kong in general opted for brokerages 
as their main business, while sizable Chinese securities 
companies with existing client bases focused their 
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failure to obtain adequate funding, or acquire funds 
at reasonable costs, to deal with assets increases or 
repay maturing debts, despite it being fully solvent. 
Liquidity risks are always accompanied by other 
operating risks. 

They  a re  h idden ,  unforeseeab le ,  h igh ly 
infectious and impactful by nature, and may affect 
the overall safety of securities companies on an 
industry-wide scale, if left unrestrained. Unlike 
other risks, LRs pose substantial threats to securities 
companies even if they maintain relatively high 
capital adequacy ratios. 

LRs have different causes and can be divided 
into financing-related and market liquidity risks. 
The former  refer  to  cases  where  a  secur i t ies 
company cannot effectively meet capital needs in a 
timely fashion without affecting routine operations 
or its financial status; and the latter is caused by 
unfavorable external market conditions where a 
company cannot raise funds needed by selling assets 
at reasonable prices or at bearable losses. 

Theoretically speaking, three factors contribute 
to the formation of LRs: 

1) reduction in asset liquidity and rise in 
assets-liabilities ratio; 

2) rapid increases in off-sheet businesses 
resulting in mounting off-sheet liabilities, including 
potential liquidity needs arising from “passive 
repayment” made beyond contractual obligations by 
way of reputation protection – for example, “zero-
tolerance” repayment in the case of most wealth 
management products of brokerages; 

3) potential impacts from market expansion 
u n d e r t a k i n g s  s u c h  a s  t h e  u n d e r w r i t i n g  o f 
investment-banking businesses. 

Currently, securities companies’ short and 
long- term l iab i l i t ies  a re  r i s ing  rapid ly,  wi th 
enhanced stability of external fundraising sources 
and limited repayment pressure in the short run. 
This said, asset liquidity thus created will “wear 
out”  over  t ime,  thereby leading to  mount ing 
repayment pressure in the mid/long-term. 

(Mis)matching assets and maturity will affect 
the repayment of debts in three to five years, so it is 

of prime importance to keep liquidity risks in check 
now. 

Despi te  l iqu id i ty  management  measures 
such as financial position management and fund 
performance evaluation adopted by debt-burdened 
securities companies, the following defects are 
found to be widespread in existing LR management 
systems,  benchmarked against  the Guidelines 
mentioned above: 

1) A LR management system is absent or ill-
structured; 

2 )  Ded ica t ed  LR managemen t  po l i c i e s , 
regulations or workflows are not introduced; 

3) LR identification, metrics and a quantitative 
LR management IT system are not set up or still 
under construction; 

4) A practical LR management contingency 
plan has not been developed.

The LR Management Solution
By analyzing the status quo of securit ies 

companies’ LR management and the deficiencies, 
seven suggestions are proposed as follows in terms 
of strengthening LR management: 

1 .  The se tup of  an  effect ive  governance 
structure

The formulation, execution and supervision 
of LR management policies should be conducted 
i ndependen t  and  de t ached  f rom each  o the r. 
Accordingly, brokerages should designate dedicated 
committees,  chief risk officers and functional 
departments at the levels of the board of directors 
and business operations, whereby 

i) LR management duties can by performed 
hierarchically; 

i i )  LR management  ob l iga t ions  and  the 
reporting paths are specified for various participants 
involved; 

iii) relevant evaluation and accountability 
m e c h a n i s m s  c a n  b e  d e v i s e d .  T h e  u l t i m a t e 
responsibility of LR management rests with the 
board, which is the highest-level decision-making 
and supervisory body.

Liquidity Risk Management for 
Brokerages

 Cai Yong, Chairman of GuoYuan Securities Co., Ltd.  

With rapid innovations industry-wide and 
market construction in recent years, the securities 
industry saw dramatic changes to the operating 
environment and business models, an increasing 
leverage ratio and ever-widening liquidity risk (LR) 
exposure.

Following the liquidity crunch by the People’s 
Bank of China (PBoC) in mid-2013, money supply 
tightened with corresponding increases in short-term 
funds rates, indirectly leading to wild fluctuations 
in currency and bond market assets prices. Since 
the second half of 2013, brokerage houses raised a 
considerable amount of funds by issuing corporate 
bonds, subordinated debt and short-term financing 
bills. 

This made sources of fundraising more reliable 
and therefore provided relief from tight funds 
supply. However, asset-liability ratios rose and debt 
financing scaled up drastically as a result.

According to  a  survey conducted by the 

Securities Association of China (SAC) covering 
115 brokerages, in 2013, asset-liabilities ratios 
of securities companies in China averaged 51.4 
percent, up 14 percentage points from 37.8 percent 
at end-2012. 

Such a sizable increase in asset-liabilities 
ratios makes it imperative for companies to tighten 
up on liquidity risk management. 

Recently, the Guidelines for Liquidity Risk 
Management of Securities Companies was issued 
by the SAC based on risk management experiences 
d rawn  f rom commerc ia l  banks  and  r e l evan t 
practices of securities companies. The Guidelines 
are scheduled took effect in March 2014. It set 
out detailed regulations in terms of the principles, 
obligations, methods and metrics associated with 
liquidity risk management.

LR-related Hazards
Liquidity risks refer to a securities company’s 
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under the continued stress scenario; “stable funding 
needed” is the sum of the products of the company’s 
various assets or off-sheet exposure items and 
their corresponding stable funding requirement 
c o e f f i c i e n t s  ( “ s t a b l e  f u n d i n g  r e q u i r e m e n t 
coefficient” is the ratio of funds amount under 
assets or off-sheet exposure items needing to be 
supported with stable funding to the corresponding 
total amount).

The fixed-income investment ratio refers to 
the combined total of bond securities assets of a 
securities company to its total liabilities. 

T h e  “ o n e  t e s t ,  t w o  f o c u s e s  a n d  t h r e e 
indicators” all require that an IT system be in place, 
and it would be unrealistic to implement them 
through artificial ledgers or mark to market (MTM). 

4 .  R i s k  m a n a g e m e n t  t h r o u g h  m u l t i p l e 
measures

Efforts should be made to strengthen liability 
management,  diversify f inancing sources and 
enhance  funding  s tab i l i ty.  Secur i t i es  should 
analyze financing needs and sources regularly, 
strengthening liability concentration management, 
which involves setting the concentration limit at an 
appropriate level, maintaining financing channels, 
regular appraisal of financing capabilities, and 
close monitoring of market liquidity’s impact on its 
financing capabilities.

Securities companies should strengthening 
the joint management of off-sheet liquidity-support 
items, including liquidity supports pledged by their 
business units under the name of the companies, 
joint bank fund projects and local government 
financing platforms. All relevant information should 
be monitored and managed effectively to avoid 
“blind spots” in LR management.

Retention of a suitable amount of high-quality 
liquid assets. Securities companies should adopt 
the investment decentralization strategy in assets 
allocation. 

While designing the liquid assets portfolio, 
excessive concentration of market risks should 
be avoided by diversifying assets  in terms of 

asset category, counterparty, industry, market and 
geography. In particular, a certain amount of fixed-
income securities assets should be maintained. This 
prevents excessive deposits of monetary assets and 
minimizes LRs at the same time.

LR limit management should be implemented. 
By introducing cash f low gap l imits ,  balance 
concentration limits and finance limits, securities 
c o m p a n i e s  s h o u l d ,  t h r o u g h  r e a l - t i m e  l i m i t 
monitoring, report limit-violation cases in a timely 
fashion, and assess LR limits on a regular basis, and 
carry out amendments when necessary. 

I n t e r n a l  f u n d s  t r a n s f e r  p r i c i n g  a n d 
performance appraisal incentive mechanisms should 
be established. Securities companies should set 
up a clearly-defined internal appraisal mechanism 
targeted at LR management, whereby LRs arising 
from various business lines are linked with their 
earnings. 

B u s i n e s s  u n i t s  s h o u l d  b e  p u n i s h e d  f o r 
concealing LRs or failing to handle them effectively, 
so as to prevent excessive pursuit of short-term 
expansion and paper profit at the cost of losing 
LR control. This should be supplemented with a 
liabilities reporting mechanism and an omission, 
mishandling, and accountability system. 

5. Emergency mechanism
Securities companies should work out an 

effective LR emergency plan according to their 
business scales, natures, complexity, organizational 
structures and market influence, taking into account 
the results of stress tests, so as to ensure that 
liquidity needs can be fulfilled under emergency 
circumstances. 

Two  l iqu id i ty  emergency  p l ans  may  be 
fo rmula t ed  sepa ra t e ly  unde r  no rma l  marke t 
conditions and the stress scenario, covering both 
temporary and long-term liquidity crises, with 
trigger events and implementation procedures 
specified.

Emergency plans should include specific 
sources of funds, reasonable estimates of fundraising 
scales and the time required, taking into full account 

With a clear understanding of LR conditions, 
the  CRO repor t s  to  the  board  and  opera t ion 
management and puts forward suggestions for 
improvement. 

T h e  d e p a r t m e n t s  r e s p o n s i b l e  f o r  L R 
management should design, assess and supervise 
relevant strategies and procedures; an internal 
L R  m a n a g e m e n t  s t r u c t u r e  a n d  d i v i s i o n  o f 
responsibi l i t ies  should be clar i f ied to  ensure 
effective LR management; LR management-related 
information should be effectively transmitted 
t h r o u g h o u t  t h e  c o m p a n y ;  a n  i n f o r m a t i o n 
system should be set up to enable effective LR 
identification, evaluation, monitoring and control; 
the status of LRs and LR management should be 
fully understood and assessed at a regular basis, and 
reported to heads of operations and the CRO. 

2. Formulation of appropriate strategies and 
procedures

Based on the operation strategy, financial 
status and financing capability, the LR appetite 
should be determined and relevant LR management 
policies and procedures formulated accordingly, 
covering both on-sheet and off-sheet businesses 
as well as business units and branches (at home 
and abroad) which may affect LRs; additionally, 
before introducing new products, businesses or 
organizations, the potential impact on LRs should 
be fully assessed in the feasibility study, with 
the corresponding LR management systems and 
procedures updated accordingly.

While devising LR management strategies and 
procedures, the following should be taken into full 
consideration: LR identification, measurement and 
monitoring, with top priority given to cash flow 
calculation; management of LR tolerance limit; 
channel and quantitative management of financing 
operations, and the size of high-quality liquid assets; 
ongoing monitoring of potential factors contributing 
to LRs including other risks affecting LRs; stress 
tests and contingency plans. 

3. Improvement in risk identification and 

monitoring 
Bas ing  on  the i r  ac tua l  bus iness  sca le s , 

complexity and risk status, securities companies 
should apply var ious  methods and models  to 
monitor and identify mismatches between assets-
liabilities maturity, diversity and stability of funding 
sources, the size of high-quality liquid assets and 
market liquidity conditions. Specifically, these 
involve “one test, two focuses and three indicators.”

Stress tests:  Securities companies should 
monitor potential LR triggers (i.e. certain scenarios 
or events) according to their actual business scales, 
natures, complexity and risk conditions, where 
suitable warning indicators should be adopted to 
analyze their impact on LRs proactively. 

“Two focuses”: 
1 )  C a s h  f l o w  m a n a g e m e n t  –  s e c u r i t i e s 

companies may identify financing gaps and prevent 
f inancing from excessively re lying on short -
term fund supplies by monitoring cash flow and 
maturity mismatches. Cash flow calculation should 
include future cash flow in terms of both assets and 
liabilities, as well as taking into full account the 
influence from potential assets or liabilities; 

2 )  A s s e t s - l i a b i l i t i e s  m a n a g e m e n t .  B y 
adopting an assets and liabilities decentralization 
strategy, securities companies should structurally 
diversify funding sources and therefore improve 
their capabilities in terms of responding to market 
fluctuations, and prevent LRs arising from excessive 
concentration of assets and liabilities.

The  “ three  ind ica tors”  a re  the  l iqu id i ty 
coverage ratio, net stable funding ratio, and the 
fixed-income investment ratio. The first measures 
the adequate amount of high-quality liquid assets 
which may be realized by the securities company to 
satisfy its liquidity needs for at least 30 days, under 
liquidity stress scenarios stipulated by supervisory 
bodies. 

The net stable funding ratio refers to the ratio 
of stable funding available to the total amount 
of stable funding needed, where “stable funding 
available” includes equity and debt funds which 
provide stable sources of funding for one year 
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restrictions on liquidity transfers between different 
countries and organizations to ensure the reliability 
and adequacy of funding sources. In addition, the 
authority and obligations of the board of directors, 
operations management and business departments 
should be specified for implementing emergency 
procedures and measures; emergency plans should 
be tested, evaluated and revised (where appropriate) 
by securities companies at least once every year. 

An emergency typically covers the following 
aspects: realization of money market assets, sale 
of securities originally scheduled to be held to 
maturity, sale of long-term equity or average-
liquidity assets portfolios (such as non-standard 
financial products, double financial assets and 
pledged repo assets); initiating emergency financing 
procedures with external channels,  e.g.  banks 
interbank organizations; initiating a mutual aid 
mechanism with financial institutions and strategic 
partners; submission of a complementary capital 
plan to shareholders; implementation of level and 
time-specific assets and liabilities disposal measures 
according to the corresponding priorities assigned, 
etc. 

6. A smooth reporting system
Securities companies should set up standard 

LR reporting systems, specifying the content, form, 
frequency and submission of various LR reports 
to ensure that the board of directors, operations 
management and other management personnel have 
timely, full access to LR management information. 

Such reports include: regular LR reports, e.g. 
daily, monthly and semi-annual reports; reports be 
submitted to management and the CRO within a 
specified time limit after certain LR warnings are 
triggered; reports be submitted to the dedicated 
committee under the board in the event of major 
market, credit or operational risks, or a substantial 
liquidity gap (under such circumstances, a decision 
should also be made as to whether the emergency 
mechanism can be launched); reports be submitted 
directly to the board of directors in the case of any 
substantial downgrading in the company’s external 

rat ing,  major supervisory penalty,  s ignificant 
reputation risk, default by, or bankruptcy of, a major 
counterparty, depletion of market liquidity or severe 
deterioration of external operating conditions (under 
such circumstances, an emergency meeting should 
be convened by the board chairman to determine the 
solution and the emergency plan). 

7. Expansion of external financing channels
Apart from internal management by securities 

companies, the issue of LR control also calls for 
collective efforts throughout the securities industry 
as a whole, establishing stable external financing 
channels and assets realization models, restoring 
securi t ies  companies as  general  borrowers to 
allow brokerages to take out pledged bank loans 
against credit assets, experimenting with credit 
asset securitization such as certification of profit 
receipts, and lifting financial lending restrictions on 
brokerages; efforts should also be made to set up 
LR mitigation rescue mechanisms in the securities 
industry to provide aid to LR-affected securities 
companies with financial aids using temporary funds 
from clearing corporations, investor protection 
funds, etc. LR pressure can therefore be relieved in 
a timely fashion. 

In conclusion, the following is particularly 
important for effective LR management at securities 
companies: 

1)  funds should be used in a  central ized 
manner taking operating needs into consideration, 
and future cash f low expenditures ( including 
potent ia l  expendi tures)  should  be  accura te ly 
predicted with LR monitoring and assessment; 

2) fundraising capability should be appraised 
to ensure a reasonable level of external fundraising 
capability and asset liquidity.
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Such a framework should also come with effective 
mechanisms to respond to existing and potential safety 
risks, as well as offering extensive opportunities for 
multilateral trade and investment. In other words, 
we strive to set up a space of political and economic 
integration between nations. It is generally known that 
Russia and China have proposed that a comprehensive 
framework be built in the region, and even on a global 
scale, to ensure safe and sustainable development. We 
believe that this will be welcomed and endorsed by all 
nations throughout the Asia-Pacific. 

I n  v i e w  o f  t h i s ,  w e  a r e  c o m m i t t e d  t o 
strengthening multilateral economic and political 
ties with all countries willing to cooperate with us. 
This cooperation is aimed at ensuring peace, stability 
and prosperity for all nations – which is the guiding 
principle for our efforts in APAC. Russia's agenda on 
cooperation in the region is completely transparent. 

To this end, bilateral ties between us and 
neighboring countries have stood the test of time and 
played a crucial role in existing regional dialogues. 

I n  m a n y  c a s e s ,  b i l a t e r a l  t i e s  b e t w e e n 
Russia and other countries are of a truly strategic 

partnership nature. This is most notably represented 
by cooperation with China, Vietnam and India. In 
addition, we are also joining South Korea, Japan, 
Singapore and Australia in establishing a “modern 
alliance” and redefining our relationships with ASEAN 
countries, the United States, New Zealand and Canada 
to make them beneficial to both sides.

Throughout our cooperation with international 
organizations and in the course of political and 
economic integration, Russia has given unswerving 
support  to ASEAN as the core player.  In this 
respect, we are diverting the efforts from “one-
off” collaborations to long-term planning in more 
promising areas. Of course, it goes without saying that 
the APEC Forum is also placed high on our agenda. It 
is definitely a world-class event where major economic 
powers in the world join hands in addressing major 
economic and social issues in the region. 

Our efforts are not, by any means, only limited 
to these two organizations. Other forms of cooperation 
have also been set up such as the East Asia Summit, 
Asia Cooperation Dialogue and the Asia-Europe 
Forum.

Outlook for Russia's Involvement 
in Asia-Pacific

 Andrey Denisov, Russian Ambassador to China  

“The world’s political and economic center 
will shift toward the Asia-Pacific” – recently, we 
are seeing this prediction becoming the reality. With 
APAC growing in its global importance as the growth 
engine for the world economy, countries in the region 
are enjoying rapid economic development relative to 
all other regions in the world. Today, APAC is seeing 
a growing group of stakeholders with inextricably 
intertwined interests actively involved in various 
affairs in the region, including local countries as 
well as major powers and influential multilateral 
organizations from outside. To a certain extent, this 
has been the norm. 

Equally obvious is that Russia, as a member 
of the APAC region, has been inextricably tied with 
these surrounding nations throughout its long history. 
Furthermore, it is considered a reliable and sustainable 
contributor to growth by its neighbors – we indeed 
take great pride in this! The roots of such recognition 
lie in the fact that there are no ideological differences 
between Russia and surrounding countries, and neither 
are we plagued with any thorny issues which cannot 

be solved through constructive dialogue. 
It is of prime importance for us to ensure 

stability, security and prosperity in the region, as that 
is exactly what we need to invigorate socioeconomic 
development in Siberia and the Far East. Therefore, 
an APAC-oriented approach stressing large-scale 
bilateral cooperation with neighboring countries 
(for example, collaborative efforts with China and 
existing international organizations in the region) is 
– and always will be – placed at the top of Russia's 
diplomatic agenda. 

There is no doubt about it. All our partners 
involved in Russia's projects in Siberia and the Far 
East will benefit from tangible economic gains in 
such collaborations. And these projects will have a 
positive impact on the development of Asian countries. 
Needless to say, everyone believes in the very bright 
outlook for infrastructure construction projects in 
Eurasia countries connecting the two continents.  

It is at the core of our APAC policies that 
creating an inter-State framework that conforms to 
the practical realities is of overriding importance. 

Economic Cooperation in the "Silk Road Economic Belt"
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meet along this historical pathway upon which the life 
of people from various ethnic backgrounds in Central 
Asian nations thrive."

The implementation of the initiative aimed at 
reviving the Great Silk Road has prompted dozens of 
research centers and institutions based in Asia, Europe 
and the Americas to study this route and the countries 
it crosses. 

These institutions have been studying the past, 
present and long-term prospects of reviving the Silk 
Road, in a bid to "remove the boundaries of cultural 
and scientific cooperation," which is fully in line with 
the idea of cultural integration centering on the Great 
Silk Road.

It is worth noting that the initiative proposed by 
Chinese President Xi Jinping to create an innovative 
cooperation model between China and Central Asian 
countries is a pressing imperative. President Xi further 
elaborated his idea, saying that further consolidation 
of the economic corridor can help activate policy 
communication, enhance transport connectivity and 
monetary circulation, facilitate trade and strengthen 
individual exchanges. 

One of the factors that make this proposal 
particularly significant is the need to re-examine 
and mull over the history of relations between the 
countries along the Silk Road, as Central Asia is at the 
heart of the Great Silk Road.

As we all know, the Great Silk Road can not 
only promote the growth of trade, but also contribute 
to the prosperity of cities, irrigation systems and arts 
as well as exchanges between cultures, languages and 
religions that could be mutually enriching, thus giving 
rise to common heritage of mankind. According to 
President Xi, diplomatic relations with neighboring 
countries can create favorable conditions for a national 
revival. 

From the standpoint of deepening peaceful 
cooperation with neighboring countries, he came up 
with visions of the "Marine Silk Road" and the "New 
Silk Road Economic Belt" in the area of economic 
cooperation, sharing views which are new and 
different from the past.

According to Martha Brill Olcott, co-director of 

the al-Farabi Carnegie Program on Central Asia, China 
seems to have decided to move ahead of time. It is a 
rarity that the top political leader of such a great power 
could achieve many things in such a short period of 
time, not to mention that the country has surpassed 
the United States and Russia in terms of influence in 
Central Asia.

And after comparing Chinese and U.S. leaders, 
Olcott noted that not a single U.S. president has ever 
visited Central Asia. After reviewing China's foreign 
policy in Central Asia, a number of experts have 
asserted that China will be a great power and a key 
player in Central Asia when it comes to diplomacy. 
China can play a positive role in balancing the impact 
from other major powers, thus helping these Central 
Asian countries to maintain balance and pursue 
diversified diplomacy. China seeks to foster equal 
exchanges with other countries rather than establish 
its hegemony or dominance, or intimidate smaller 
countries. 

China doesn't interfere in the internal affairs of 
Central Asian countries and is always ready to solve 
problems through negotiation in the spirit of equality. 
All these factors have helped to shape China's positive 
image, which is an extremely valuable diplomatic 
resource for China.

In dealing with its relations with Central 
Asian countries, China is committed to fostering "an 
amicable, secure and prosperous neighborhood," a 
principle that is expected to better consolidate China's 
position in Central Asia.

Christopher K. Johnson, Senior Adviser and 
Freeman Chair in China Studies at Center for Strategic 
and International Studies, spoke highly of President 
Xi’s recent visit to Central Asia, stressing that "China 
is making a pretty bold move. Xi Jinping sees a 
huge gaping hole in terms of trade and economic 
opportunities that the U.S. has so far failed to take 
advantage of.”  

Strong economic growth has allowed China to 
proactively use its fiscal tools. In addressing bilateral 
relations with the countries in the region, China has 
proposed the use of RMB, which could not only have 
a positive impact on China's economic growth but also 

The "Great Silk Road": 
Economic and Cultural 
Cooperation Elements

 Khayrullah Umarov, Professor at University of World Economy and Diplomacy, Uzbekistan  

In the era of globalization, the interconnectedness 
and economic integration among countries has become 
of increasing significant. Any cooperation between 
countries is first and foremost based on economic and 
cultural ties.

Central Asian countries are facing the task 
of integrating themselves into the international 
community while attaching great importance to 
historical experiences in dealing with the relationships 
between various ethnic groups. 

And the "Great Silk Road" is one of such 
historical chapters because it can serve as a pathway 
for cultural exchanges between various ethnic groups 
across East and West. Thanks to the ancient Silk 
Road that went through Central Asian countries, 
related countries had been committed to consolidating 
regional cooperation. As we all  know, today's 
economic relations between the West and Asia-Pacific 
countries have been converging, giving rise to a need 
that could lead to the integration of these economies. 
Central Asia is directly related to China in history and 
culture and will play an important role in creating a 

new transportation hub.
In modern times, there has been a surge in 

interest in the history of the Silk Road that dates back 
to the early 1990s when five Central Asian countries 
gained independence. The historic Silk Road happened 
to once cross these five newly independent Central 
Asian countries. As a result, the idea of reviving 
this ancient route for the purpose of deepening 
international cooperation in areas including diplomacy, 
culture, science, trade and tourism was conceived.

Uzbekistan has played a proactive role in the 
initiative aimed at reviving the Silk Road. After its 
declaration of independence on Sept. 1, 1991, the 
country embarked on a new stage of its historical 
development. 

Immediately after the nation’s founding, national 
leaders started to attach great importance to the revival 
of the Great Silk Road by launching and re-launching 
programs in areas including transport corridors and 
tourism development. President Islam Karimov 
noted that "the Great Silk Road should be revived, as 
merchant caravans from different countries can always 
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strengthen Beijing's position in Central Asia in the 
future. After World War II, the United States launched 
"Dollar Diplomacy," a policy that led to rapid growth 
of the U.S. economy and strengthened its role as a 
world power.

At a Shanghai Cooperation Organization (SCO) 
summit, the Chinese president proposed the creation of 
an SCO Development Bank based on Chinese capital, 
which was proof of such a policy. Unfortunately, 
some experts consider it as China's attempt to turn 
the SCO into a tool for its expansion in the post-
Soviet space. However, "unlike Russia, China has not 
only announced strategic partnerships, but also been 
quick to pay, without strings attached," said Dosym 
Satpayev, director of the Kazakhstan Risks Assessment 
Group.

Zeki Furkan KÜÇÜK of Middle East Technical 
University in Turkey wrote that China neither regards 
these countries as its “backyard,” like Russia, nor uses 
the expression “elder brother,” like Turkey. Nor does 
China establish alliance relations with these countries 
founded on military bases, like the United States. 
Instead, China uses its economic power as a diplomatic 
weapon against other countries in implementing its 
foreign policies.

According to Kazakh expert A. Kaukunov, China 
is regarded as a reliable and generous lender in many 
Central Asian countries and it does not attach political 
or democratic strings. China has put forward a number 
of goals, aiming to 

(i) become a regular participant in regional 
economic and political cooperation; 

(ii) help Central Asian countries set up barriers 
against the influence from external players like the 
United States and NATO; 

(iii) expand its cultural presence in Central 
Asia, which is a prerequisite for China to become a 
superpower.

A comparison of the differences between the 
United States’ and China’s policies toward Central 
Asia shows that Washington aims to reinforce its 
military position in the region, while Beijing's policy 
is focused on ensuring the security of its own national 
economy. 

In light of this, a number of Western experts 
contend that China has repeatedly shown to the United 
States that its geopolitical ambitions are limited and 
rejected the White House’s proposal to establish 
“China-U.S.,” an informal China-U.S. global axis 
responsible for ensuring global stability.

In order to reinforce the cooperation between 
Central Asian countries and China, President Xi called 
for cooperation in the following areas in his speech in 
Kazakhstan:

First, SCO member states should develop the 
"Shanghai Spirit";

Second, relevant countries should work together 
to safeguard regional security and stability, earnestly 
implementing the Shanghai Convention on Combating 
Terrorism, Separatism and Extremism, and cooperation 
outline;

Third, SCO member states should focus on the 
development of pragmatic cooperation and develop the 
Silk Road spirit.

Fourth, people-to-people communications and 
non-governmental exchanges should be strengthened, 
thus laying solid foundations for public opinion for the 
development of the SCO.

Lastly, it should be noted that the "Great Silk 
Road" undoubtedly played a huge role in developing 
the relationships between the Central Asian countries 
and China in the past, and it will continue to do so 
in the future, as people's demand for continuing 
exchanges, reasonable interests and higher well-being 
can always transcend political and religious conflicts.

Although experts hold varying opinions, the 
following are irrefutable facts. First, the initiative 
proposed by President Xi Jinping is  aimed at 
restoring historical ties. Second, when other world 
political centers come up with the task of geostrategic 
competition in the region, China has been committed 
to equality of economic relations among Central Asian 
countries. Third, Central Asian countries are widely in 
favor of rebuilding the Great Silk Road, as they also 
have an inherent need to build the corridor and tap 
the world market. Finally, this corridor is expected to 
strengthen economic and cultural ties between Central 
Asian countries and China.

Economic Cooperation in the "Silk Road Economic Belt"
丝绸之路经济合作
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mid-1970s, Bahrain was the first to place emphasis on 
Islamic Banking and nurture the concepts, rules and 
common standards of Shari’a compliance. 

The earliest Bahraini Islamic Bank was set up in 
1978. In 2001, Bahrain became the first country in the 
world to develop and implement regulations specific 
to the Islamic banking industry. Since then the Central 
Bank of Bahrain (CBB)’s Rulebook has undergone 
significant refinement, and is widely considered to be 
the benchmark for Islamic banking regulation. In 2005, 
the first comprehensive regulatory framework specific 
to Takaful and re-Takaful companies was introduced. 
Consistent with the declared strategy of further 
developing the industry, the CBB established a special 
fund, known as the Waqf Fund, to finance research, 
education and training in Islamic finance.

Bahrain has a rigorous and comprehensive 
financial framework set by its regulatory authority, the 
Central Bank of Bahrain (CBB). In 1998, to encourage 
sound investment, the CBB applied a higher minimum 
capital ratio of 12 percent than required by the Basel 
Convention, which was 8 percent. In order to ensure 
the stability of the sector, banks are also required 
to maintain 5 percent of their nonbank deposits 
(denominated in Bahraini dinar), in a non-interest 
bearing account at the CBB. These rigorous regulatory 
standards apply to both traditional banks and banks 
offering Islamic financial services. 

At present, Bahrain has the largest concentration 
of Islamic financial institutions in the Middle East. 
Being an industry leader, more than 30 countries have 
sought Bahrain’s advice and support to develop their 
own Shari’a banking. 

A Diversified and Open Economy
The booming Bahraini financial industry ensures 

that its open market economy, stable, prudential fiscal 
policy and pro-business regulations are up to the 
international standards. The success of the industry 
is also dependent on its training mechanism for 
financial service professionals incorporating the best 
occupational ethics and capacity. 

In Bahrain, the free market permits free operation 
of enterprises and sets the least restrictions, and the 

kingdom also allows foreign enterprises to establish 
100 percent-owned subsidiaries or joint ventures 
together with local counterparts. Moreover, in Bahrain, 
all industries are open to foreign investors and 
private investors without any restriction, except for 
the oil prospecting industry, which involves paying 
prospecting tax. For example, 70 percent of the electric 
power industry is operated by private enterprises. 

Meanwhile, Bahrain has set up a sound legal 
environment and a controllable business environment, 
encouraging investors to fully trust the open and 
transparent market in Bahrain. In the Kingdom, a non-
oil enterprise does not have to pay any business tax or 
income tax except a 1 percent unemployment insurance 
premium. 

According to the 2014 Index of Economic Index 
published by The Heritage Foundation and the Wall 
Street Journal, Bahrain remains the Middle East and 
North Africa (MENA) region’s most economically free 
country. Overall, the Kingdom is ranked 13th out of 
178 economies worldwide, between the United States 
and the United Kingdom which rank 12th and 14th 
respectively, and is the only MENA country to rank in 
the top 20. 

Along with Asia Pacific, the Gulf Region 
is showing strong economic growth in the global 
economy. In 2012, the GDP of GCC countries grew 
about 6 percent to US$1.5 trillion. As the global 
petroleum and natural gas hub, Gulf countries are one 
of the centers attracting global attention, and the GCC 
is paying more attention to integrating resources in the 
trade and commerce areas. 

Today, the six member states of GCC are 
exploring the potential for unifying the currency 
in the union. In 2010, GCC member states set up 
monetary committee, which is now doing the research 
work and strengthening communication with the 
European Central Bank to better prepare for a potential 
unification of currency. 

Bahrain is taking the lead from the Gulf countries 
to explore economic diversification. In the Gulf Region, 
Bahrain is the first to have shifted economic pillars 
from crude oil to economic diversification. Currently, 
the crude oil and natural gas industry only contributes 

Bahrain Explores Ways to 
Diversify its Economy

 H. E. Kamal bin Ahmed, Minister of Transportation and Acting Chief Executive, Bahrain 
Economic Development Board   

The international Islamic finance has been 
growing quickly in the past few years. The value of 
Islamic finance banking assets reached US$ 1.55 
trillion at the end of 2012 and is expected to exceed 
US$ 2 trillion by 2015. The major driver of growth 
in the financial sector is the swift economic growth 
of both the Middle East and Asia, along with other 
elements, such as the international Islamic finance 
being widely accepted and international investors 
hoping to enter this market. 

Even non-Islamic investors are hunting for 
opportunities to invest in ethical products. At the World 
Islamic Economic Forum held in London in October 
2013, British Prime Minister Cameron announced that 
Britain would become the first western country to issue 
Islamic bonds, and their plans to launch the Islamic 
market index at the London Exchange to attract more 
investors from the Middle East, turning London into an 
Islamic financial center in the Western World. 

Islamic finance is based on the concept that 
money is only a method used to measure values and 
is without inherent value. As money itself has no 

value, its use should not derive any interest. Therefore, 
Islamic finance’s principles are based on assets, instead 
of money. An investment is based on the exchange 
of asset ownerships, while money is merely a simple 
payment mechanism to promote the transaction. The 
basic framework of the Islamic financial system is 
based on Shari’a principles, which is used to govern 
the Islamic society. 

Generally acknowledged as a global leader in 
Islamic finance, Bahrain is the central base for Islamic 
financial institutions in the world. By Aug. 2013, 
Bahrain had opened 24 Islamic banks, which held 14 
percent of the total assets of the kingdom's banking 
sector. The total Islamic financial banking assets were 
valued at US$ 26.2 billion, constituting a jump of over 
13 times from US$ 1.9 billion in 2000. 

In addition to numerous Islamic financial 
institutions, Bahrain has also assembled many 
organizations dedicated to developing the Islamic 
finance. 

Bahrain has established its leading position in the 
Islamic finance industry. This is partly because in the 

Economic Cooperation in the "Silk Road Economic Belt"
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20 percent of the kingdom’s GDP. 
In strategic geographical position, Bahrain is the 

gateway to entering the Gulf Region. It is less than half 
an hour’s drive to Saudi Arabia, the biggest economy 
in the Gulf Region, and the causeway connecting 
the kingdom and Qatar is now under construction. 
Bahrain’s Gulf Air is not the largest of its kind in the 
Gulf Region, but runs the densest and most frequent 
airlines between different cities of the Gulf Region, and 
connects the most important cities. 

Bahrain has a younger population compared 
to the region and with good education and training, 
guarantee high-quality job opportunities and business 
development in the Kingdom. The government pays 
particular attention to the talent development strategy 
and always highlights educational development and 
occupational training to support development of 
economic diversification and the private sector. 

Tamkeen (formerly the Labour Fund) is Bahrain’s 
independent authority which formulates strategic 
and operational plans for investing in Bahraini 
employability. As of Dec. 2011, Tamkeen has injected 
more than BD 166 million (or US$ 440 million) into 
the private sector through its programmes, targeting 
and benefiting more than 100,000 Bahrainis and 
enterprises and enabled over 3,000 Bahrainis to find 
employment. The Authority has also helped more 
than 1,000 enterprises to participate in leading local, 
regional, and international trade fairs and exhibitions.

Furthermore, the Bahraini society is very open, so 
a foreign resident residing or traveling in Bahrain can 
still maintain his/her lifestyle, regardless of nationality 
and religion. This open social climate is very conducive 
to attracting foreign investment and talent.

Explore the Opportunity of Cooperation 
with China 

Bahrain and China have kept strengthening 
economic and trade ties over the past years. In 2011, 
China became the largest importer to Bahrain, with 
non-oil imports totaling more than BD 514 million (or 
US$ 1 billion), and China is currently the third largest 
non-GCC market for Bahraini exports. 

To further promote economic relations with 

China, the Bahrain Economic Development Board 
(BEDB) plans to organize a visit by a Bahrain trade 
and commerce delegation to visit China this year. The 
BEDB has an office in China, which works closely with 
the Bahrain Embassy, to take charge of communication 
and coordination. This is one of a number of offices 
EDB has in the United States, Europe and Asia.

As China is expanding the overseas business, 
Bahrain has made it an important priority to attract 
Chinese companies to invest in Bahrain. An agreement 
was signed to build a China-themed retail shopping 
center “Bahrain Dragon City,” which will accommodate 
100 enterprises when it unveils in Manama next year. 
Previously, Huawei Technologies, Bank of China, 
China Harbour Engineering Company Ltd. and other 
Chinese companies have already opened representative 
offices or built plants in Bahrain. 

Bahrain is in the process of fully developing and 
utilizing its tourism resources. With a large numbers of 
regional tourists visiting Bahrain every year, tourism 
has been identified as an important industry in the 
coming years. The kingdom is already starting to invest 
on hotels, beach properties and surrounding facilities to 
get prepared for the tourism industry’s bloom.

The large number of upcoming infrastructure 
projects will also create many opportunities for 
Chinese enterprises. For example, Shenzhen CIMC-
TianDa Airport Support has won the US$ 3.2 million 
bid for the reconstruction of boarding bridge as part of 
the expansion project of Bahrain International Airport, 
which is currently at the design stage now. 

The BEDB currently provides a full spectrum 
of one-stop services for Chinese enterprises investing 
in Bahrain, including visa application, company 
registration, and looking for places of residence and 
office. 

Besides lower tax, the living cost in Bahrain is 
much lower than in other countries in this region. For 
example, an apartment in Bahrain is about 40 percent 
cheaper than in Dubai. That was part of the reason 
why Huawei Technologies moved its Gulf Region hub 
from Dubai to Bahrain in 2006, and developed from 20 
employees into a 500 employee hub today servicing 11 
countries. 

Economic Cooperation in the "Silk Road Economic Belt"
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Major Events
大事记

Major Events of BFA
(April 2013 to Feb. 2014)

From April 6-8, 2013, the BFA 2013 Annual 
Meeting with a theme of Renovation, Responsibility, and 
Cooperation – Asia Seeking Joint Development was held 
in Boao, Hainan in an unprecedented grandeur. The event 
involved over 1,600 representatives from Asia and other 
parts of the world and nearly 1,200 reporters. Leaders of 
several countries attended the meeting, including Chinese 
President Xi Jinping, ten foreign presidents and prime 
ministers, and two speakers. They attended the opening 
ceremony and gave speeches. On April 7, Xi Jinping met 
in Boao, Hainan with members of the Fourth BFA Council. 

On May 15, 2013, the BFA Secretariat took the 
lead in establishing the “Boao Media Circle,” a nonprofit 
platform for knowledge sharing, information exchange, 
business expansion, experiencing life, and affiliated 
making among media friends. The Media Circle consists of 
the media partners and media chiefs of some friend units 
that have long been supporting the development of BFA. It 
will, based on the members’ interests and needs, carry out 
activities on an irregular basis, with a view to expanding 
the horizons, enriching experience, enhancing friendship, 
and accumulating positive energy. The first activity of the 
Media Circle was held from June 14-15.

On June 20, 2013, BFA and the Qingdao City 
Government of Shandong Province cosponsored the “Boao 
Forum for Asia – Asia Free Trade Agreement Forum 2013” 
at the Grand Metropark Hotel in Jimo City of Shandong 
Province. The forum had four topics: “Production 
Network of Asia and Free Trade Agreement,” “Monitoring 
of Regional Economy,” “Regional Comprehensive 
Economic Par tnership  (RCEP) and World  Trade 
Organization (WTO),” and “Sub-regional Cooperation 
Plan: Infrastructure, Trade, and Investment.” There were 
about 200 attendees, including 24 speaking guests and 47 
distinguished guests.

On June 21, 2013, BFA held its third member club 
activity of the year in Jimo City of Shandong Province. 
Club members paid a visit to the Blue Silicon Valley 
Development Zone in Jimo of Shandong to find business 
opportunities. Members attending the activity were invited 
to attend the BFA “Asia Free Trade Agreement Forum 
2013” held at the Jimo Grand Metropark Hotel on June 20. 
Over 30 member representatives and guests attended the 
activity. 

On Aug. 14, 2013, the Boao Review magazine 
held the second Board of Directors’ meeting at the Hyatt 
Regency Guiyang Hotel. The meeting was presided over 
by Zhou Wenzhong, BFA Secretary General and Chairman 
of the Board of Boao Review. Gao Song, Publisher 
and Director of Boao Review, reported to the Board of 
Directors the operation of Boao Review during the past 
year and its future development plan. The meeting coopted 
Wang Dong, Vice President of BFA Research & Training 
Institute, and Chen Hai, Executive General Manager of 
Boao Review, as new directors.

From Aug. 27-28, 2013, the Third Northeast Asia 
Forum, with a theme of “ecological civilization and green 
development” and cosponsored by BFA Research Institute, 
the State Forestry Administration, and the People’s 
Government of Heilongjiang Province, was held in Yichun 
City of Heilongjiang Province. Experts and scholars from 
all over China and representatives of some international 
organizations attended the forum and discussed issues 
related to forestry and ecological civilization construction, 
ecology, people’s livelihood, forestry development in 
Northeast China and Northeast Asia, selection of the green 
development path, and learning of international experience.

On Aug. 30, 2013, BFA Secretary General Zhou 
Wenzhong met with Mr. Jusuf Wanandi, Co-chair of 
PECC. The two sides had an in-depth exchange of ideas 
about issues concerning the “Seminar on Asian-Pacific 
Infrastructure Interconnection” to be cosponsored by the 
two organizations on Oct. 3, 2013 in Bali, Indonesia. They 
both agreed to continue cooperating with each other to 
jointly hold the branch meeting on Asian interconnection 
during the BFA 2014 Annual Meeting. 

On Sept. 9, 2013, the “2013 Boao Youth Forum 
(Hong Kong)” (hereinafter referred to as the Youth 
Forum) cosponsored by BFA and the Hong Kong Y. 
Elites Association Limited (HKYE) was held at the 
Hong Kong Convention and Exhibition Center. Over 50 
political, economic, business, and cultural leaders from the 
economies of Taiwan, Hong Kong, Macau, the Chinese 
mainland, Singapore, Thailand, India, and the United 
States as well as international organizations, and nearly 
2,500 experts, scholars, youth group elites, teachers and 
students from universities, colleges, and middle schools 
attended the opening ceremony and joined the discussions 
of the branch forums during the one-day event.

On Sept .  10,  2013,  the fourth member club 
activity of BFA in 2013 was held at the Chinese People’s 
Association for Friendship with Foreign Countries. 

Professor Edmund S. Phelps, winner of the 2006 Nobel 
Prize in Economics, and Professor Zhang Weiying, a 
famous Chinese economist, were invited to attend the 
activity entitled “Innovation: Source of Prosperity and 
Power for Growth – a Dialogue between Zhang Weiying 
and Edmund S. Phelps.” 

On Sept. 17, 2013, the fifth member club activity 
of BFA in 2013 was held at the Peace Palace of Chinese 
People’s Association for Friendship with Foreign 
Countries. BFA Secretary General Zhou Wenzhong 
presided over the event. Lord Peter Mandelson, former 
Finance Minister of Britain and former member of the EU 
Trade Committee, was invited to attend the activity and 
give the keynote speech on “European Economy Sounding 
the Clarion Call for Recovery – Status Quo and Future 
of the Economy of the EU and Britain.” Over 60 BFA 
member representatives and distinguished guests attended 
the activity. 

On Oct. 3, 2013, BFA and PECC cosponsored the 
“Seminar on Asian-Pacific Infrastructure Interconnection,” 
which focused on regional planning, investment, and 
financing for interconnection and involved 200 attendees, 
including 14 ministerial officials from ASEAN, South 
Asia, North America, and East Asia. The attendees 
and representatives agreed to solve fund shortages for 
infrastructure in various forms. They have high hopes for 
the Asia Infrastructure Investment Bank proposed by China 
and the follow-up measures.

On Oct. 24, 2013, BFA Vice Chairman Zeng Peiyan 
attended the Seminar on “China, the United States, and 
the World Economic Situation” cosponsored by BFA and 
the Chicago Council on Global Affairs and gave a speech. 
William M. Daley, former White House Chief of Staff and 
U.S. Secretary of Commercew, presided over the seminar. 
Henry Paulson, BFA Director and former U.S. Treasury 
Secretary, gave a welcoming speech. Some 200 members of 
the committee attended the seminar.

On Oct. 30, 2013, at the invitation of the U.S.-China 
Business Council, BFA held in Beijing the fourth dialogue 
between Chinese and American entrepreneurs. BFA 
Secretary General Zhou Wenzhong and Ellen J. Kullman, 
Chairman of the Board of the U.S.-China Business 
Council, jointly presided over the dialogue. Nearly 20 
chairmen of the board and CEOs of some famous Chinese 
and American enterprises from various trades were invited 
to attend the dialogue. During the dialogue, both Chinese 
and American attendees reiterated that both sides should 
be united to make nonstop efforts to promote business 

cooperation and fight protectionism.
On the morning of Oct. 28, 2013, Yasuo Fukuda, 

BFA Chairman and former Prime Minister of Japan, who 
came to Beijing to attend the “Tokyo-Beijing Forum,” 
held talks with BFA Vice Chairman Zeng Peiyan about 
the BFA 2014 Annual Meeting and the work plan for 
2014. BFA Secretary General Zhou Wenzhong reported 
on the preparations for the annual meeting. According to 
Chairman Yasuo Fukuda and Vice Chairman Zeng, BFA, 
as the primary dialogue platform for Asia and emerging 
economies, needs to make further improvements and 
innovations in hardware and contents so as to live up to 
the expectations and demand of the leaders of the political, 
business, and academic circles in Asia and emerging 
economies.

From Nov. 10-12, 2013, the 2013 Annual Meeting 
of the China Emerging Economy Research Institute 
and 2013 Forum on Cooperation and Development of 
Emerging Economies were held at the Baiyun International 
Convention Center in Guangzhou, Guangdong Province. 
The event, involving about 200 attendees, had a theme 
of “Development of Emerging Economies and New 
Opportunities in Foreign Economic and Trade Cooperation 
for Guangdong.” 

At a press conference held by the BFA Secretariat 
on Jan. 8, 2014, Secretary-General Zhou Wenzhong gave 
a detailed briefing about the preparatory work of the BFA 
Annual Conference 2014. He announced that the Annual 
Conference will be held in Boao, Hainan Province, China 
from April 8-14, 2014 with its theme being "Asia's New 
Future: Identifying New Growth Drivers." The opening 
ceremony of the Annual Meeting is scheduled for April 10. 

BFA New Year Reception was held Jan. 8, 2014, at 
China Summit Wing in Beijing. In his speech, Secretary-
General Zhou Wenzhong introduced the works of the 
BFA in 2013 and said that the Forum will continue to 
discuss with various circles of society through annual 
conferences and special themed meetings, in efforts to 
find breakthrough points and new ideas for a new round of 
economic reform.

On Feb. 25, 2014, BFA Secretary-General Zhou 
Wenzhong met in Beijing with Henry Paulson, the visiting 
BFA Director and former U.S. Treasury Secretary. Zhou 
introduced to Paulson the preparations for the BFA 2014 
Annual Meeting. Paulson thanked Zhou for the briefing 
and expressed his delight in attending the BFA annual 
meeting and the activities of the BFA conference to be held 
in Seattle this September. 


