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Introduction

Welcome to this inaugural edition of the 
Boao Forum for Asia (BFA) Pre-Conference 
Reflections.

Our vision for this new report is to help fuel 
the questions and ideas of delegates as 
they prepare to gather at Boao to envision 
Asia’s new future. Between 22-25 March, 
over 1,000 of the brightest, most successful 
and most influential minds in government, 
business, academia and media will be 
together at the 2016 Annual Conference 
with quality time to consider the big and very 
real idea of Asia’s new future influencing the 
future of the world.  

With the support of Deloitte, the BFA 
Annual Conference’s Intellectual Supporting 
Partner, we have compiled a collection of 
articles which look at the critical dynamics 
that will help shape Asia’s new future: 
the economic and policy outlook of the 
world’s largest economy — the United 
States (US); the economic and policy 

outlook for the nation with the largest 
population and largest influence among the 
new economic “super-powers” — China; 
the economics and policies outlook for 
Association of Southeast Asian Nations 
(ASEAN) — which is the world’s fastest 
growing region yet a coalescence of diverse 
economies and cultures, impacted by China 
as its largest constituent; the outlook for 
China’s energy policy as the nation faces the 
non-complementary challenges of slower 
economic growth and rising pollution; and 
the opportunities and risks that are lurking 
undiscovered in the digitizing, globalizing, 
ever-expanding and inter-twined business 
eco-system in which enterprises operate.

We look forward to seeing you at the 2016 
Annual Conference and to your active 
participation in the conference program.  
There is no more important time than now 
to engage in the dialogue on the way 
forward.  

Zhou Wenzhong
Secretary General

Boao Forum for Asia
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Reflections on Pre-Conference Reflections

For the last three decades, many Asian 
economies have been thriving on 
international trade. However, this regime 
is now under severe threat due to sluggish 
growth prospects in developed countries, 
China’s economic rebalancing and rising 
geopolitical risk in other parts of the world. 
In such uncertain conditions, finding joint 
solutions through inter-regional policy 
coordination will become more important 
than ever. Some of these solutions could be 
1) Identifying new growth engines within 
Asia; and 2) further integration of the highly 
diversified economies in the region.

Asia boasts the two largest savers in the 
world (China and Japan) who, together, 
could very well provide ample funding 
for meeting the shortfalls in infrastructure 
finance of the less developed economies 
in the region whose growth is being 
constrained by a lack of infrastructure 
investment. That is why initiatives such as the 
Asian Infrastructure Investment Bank (AIIB), 

which was unveiled at last year’s BFA, have 
garnered much interest over the past year. 
The spirit of AIIB is about creating a robust 
mechanism within the region so that the 
vast savings in countries like China could be 
channeled more efficiently. However, China’s 
necessary rebalancing is also about laying 
a more sound foundation for the world’s 
second largest economy in the long run. In 
the short to medium term, China’s economic 
growth will inevitably moderate. But such 
a transformation of the Chinese economy 
will surely benefit many Asian economies, 
bringing new opportunities for growth 
arising out of a booming service sector in 
China and increased domestic consumption. 
For policymakers in the region, coordination 
is essential if we are to avoid competitive 
devaluation which is being disguised as 
pro-growth policies in individual countries 
which would result in rising protectionism 
within the region.

Xu Sitao
Chief Economist & Partner 

Deloitte China
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China economic impact: 
Reflections on reforms
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communication with the market would be 
crucial in 2016 (hence People’s Bank of 
China “PBOC” Governor Zhou Xiaochun 
long-awaited interview on the exchange 
rate during the Chinese New Year 
holidays).

How should China confront the twin 
challenges of a slowing economy and 
rising debt and capital outflows?
To start with, China needs to clarify its 
position on the RMB exchange rate which 
has been under persistent downward 
pressure after the PBOC made the 
initial adjustment of less than 2% on 
11 August 2015. China’s intention was 
to remove the perceived exchange rate 
misalignment (the RMB has appreciated 
against most currencies for years) and to 
inject some flexibility into its relatively rigid 
exchange rate regime. However, due to 
a lack of proper communication about 
the timing of the (minor) devaluation, 
investors who were already rattled by 
the interventions in the stock market 
interpreted the adjustment of the RMB 
exchange rate as a sign of loss of control. 
PBOC Governor Zhou, who enjoys the 
nick-name of “Mr RMB” and is known for 
being the driving force behind the RMB’s 
internationalization, publicly articulated 
his views on the RMB during the spring 
festival break. The gist of Governor Zhou’s 
views on the RMB can be summarized 
as the following: 1) there is no 
economic basis for the RMB’s persistent 
depreciation; 2) The Chinese economy can 
maintain a relatively high growth rate; 3) 

And though the year was dogged by 
investor’s concerns of an economic hard 
landing, there were and are quite a few 
bright spots in the economy. For example, 
the labor market is strong because of a 
booming service sector which is being 
propelled by the transformation of the 
economy and consumers’ desire for 
upgrading certain “big-ticket” items (e.g., 
cars). Contrary to the many gloom and 
doom scenarios doing the rounds during 
the first half of last year, the housing 
market has shown itself to be surprisingly 
resilient, with first tier cities even seeing 
significant price increases thanks to a 
healthy pent-up demand and an ultra-low 
consumer leverage (consumer debt/Gross 
Domestic Product (GDP) at less than 40%). 
Our base-line scenario on the residential 
housing market is that the price levels 
in 1st and 2nd tier cities will hold up well 
in 2016 — despite a general economic 
slowdown.

Compared to the previous year, 2016 is 
expected to be a far more challenging 
year for China, but the PRC government 
still has many tools in its tool box. The 
key issue is whether China will be able 
to implement certain reforms amidst 
persistent economic deceleration. In 
addition, policy mix and policymakers’ 

Despite a challenging external trade environment and 
domestic stock market turmoil, the Chinese economy 
still managed to grow at 6.9% in 2015. 
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the PBOC will improve its communications 
with the market, but it won’t reveal all 
its cards; 4) China will peg to the basket 
but won’t necessarily be free floating. 
His words are given credence by the fact 
that indeed, China continues to run a 
healthy current account surplus (expected 
to be 3% of GDP this year), and foreign 
reserves are adequate for over 20 months 
of imports.

Unfortunately Governor Zhou’s 
deliberations have come on the heels of 
a negative interest rate policy by the Bank 
of Japan who is determined to reflate 
its’ flagging economy with unorthodox 
monetary tools. As China is preparing 
for the official inclusion of the RMB 
into the special drawing rights (SDR) 
(1 Oct 2016), its exchange rate policy, 
which has been constrained by domestic 
considerations, could be subject to more 
external shocks. We will expect the annual 

Group of Twenty (G-20) meeting (to be 
held in September in Hangzhou, China) 
to unveil further pledges on preventing 
competitive devaluation but coordination 
of monetary policies among major 
economies is likely to be difficult. In the 
economy, what is becoming increasingly 
apparent is the growing dichotomy 
between a slowing manufacturing sector 
beset by overcapacities and inventories 
and a booming service sector with the 
latter absorbing many jobs. Unlike in 2008 
when over 30 million migrant workers 
suddenly lost jobs, the labor market is in a 
much better shape this time round. That 
is why there are no compelling reasons 
for boosting GDP growth. According to 
directions set by the Central Economic 
Work Conference, the main objectives 
in 2016 will be to cut capacities, reduce 
inventories, bring down leverage, lower 
costs and make up deficiencies.
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How should the policymakers 
prioritize the goals which are 
highlighted above?
Is a 6.5% GDP growth rate a binding 
target? If the unemployment rate can 
be contained, and assuming that the 
new economy can successfully absorb 
those who are being made redundant 
from certain sectors (e.g., steel, coal, 
cement and etc.) which will have to be 
consolidated, such target would have 
been less necessary. Of course, we do not 
expect a drastic de-leveraging process 
because of the existing large weight of 
investment of the economy. Therefore, 
continued build-up of leverage in the next 
couple of years must be accompanied by 
rapid credit growth, which would in turn 
bringing about renewed pressure on the 
RMB exchange rate. In short, deterioration 
of asset quality would be the price to 
be paid for a relatively high GDP growth 
target.

The optimal policy mix, therefore, seems 
to be pro-growth measures of fiscal 
expansion and monetary easing. There 
is no doubt that China has ample room 
for increasing central government deficit 
(to maybe 4-5% of GDP) and reducing 
reserve requirement rates (still at very 

high level after the first reduction in late 
February). But quite possibly short term 
interest rates have bottomed out because 
China has been undergoing interest rate 
liberalization which is being propelled by 
both policy initiatives and innovations of 
e-commerce companies.

Another important question that may 
arise in the near future is this: if reductions 
of the reserve requirement rate were to 
produce a diminishing impact, should 
China contemplate exchange rate 
adjustment, not necessarily on the ground 
of competiveness, but as an additional 
tool of monetary easing? 

In conclusion, China will face many 
difficulties in 2016 but will also seize 
the opportunities born out of crisis to 
implement important structural reforms, 
thus safeguarding its economic health. 
In fact, if state-owned enterprice (SOE) 
reform, which is the center piece of 
supply side reform, could see meaningful 
progress, the economy would be on a 
much sounder footing. But the reality 
is that China still enjoys immense policy 
leeway and a booming service sector and 
therefore can put off the more difficult 
parts of SOE reform for a while.

Xu Sitao
Chief Economist & Partner 

Deloitte China
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US economic impact: 
Election year reflections
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The US economy continues to grow faster 
than most other developed economies. 
Its strong domestic demand continues to 
fuel exports from the rest of the world. The 
budget deficit has been reduced from 10% 
of GDP in 2010 to 2.6% in 2015. Moreover, 
the strength of its currency partly reflects 
confidence in the economic future of the 
US. The relatively high yields on government 
bonds reflect expectations that a tight labor 
market will generate higher inflation. Within 
the US, however, the view is less sanguine. 
The economy has been growing far more 
slowly following the last recession than it 
has historically. That weakness has resulted 
from several factors. First, it took a long time 
for the housing market to recover given the 
huge excess housing investment that had 
taken place, and given the stress in financial 
markets. Second, credit market activity 
stagnated for a long time following the 
financial crisis. This was due to large amounts 
of bad debt on the balance sheets of banks. 
Third, the US has dealt with waves of difficult 
circumstances. These include the European 

recession in 2012, a fiscal contraction in 
2013, and the rise of the dollar this past year.

Still, it now appears that the US economy 
has hit its stride. Consumer spending and 
housing continue to grow at a healthy 
pace. Consumer have benefited from 
strong job growth, declining debt, and 
debt service payments, rising wealth, 
increasing willingness to take on new debt, 
nascent acceleration in wages, and lower 
energy prices. The exceptional strength of 
the US automotive market also illustrates 
considerable pent-up demand given the 
elevated average age of cars on the road. 
The housing market has been helped by low 
interest rates, the anticipation of higher rates, 
and strong job growth. This, in turn, has led 
to strong demand for durable home goods. 
In addition, the rebound in housing has 
contributed to a rise in house prices which 
has fortified the financial strength of banks. 
This has helped increase the willingness of 
banks to extend credit, and played a role 
in economic recovery. The only significant 
drawbacks for the US economy are its export 
weakness — the result of the strong US 
dollar — and weak business investment, 
largely due to a sharp cutback in capital 
spending by energy companies.   

How one views the health of the US economy depends 
on where one sits. For observers outside the US, the 
view is impressive. 
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What will drive policy?
There is a debate raging about whether, 
going forward, the US economy will 
speed up or slow down. Based on strong 
job growth, high customer demand, and 
a revived housing market, the Federal 
Reserve (Fed) governors appear to believe 
the economy is accelerating. Their view 
is that the only negatives for the US are 
weak exports due to a strong dollar and 
a weak energy sector. The other view 
is that recent stress in the bond market 
poses potential trouble, and that this will 
be exacerbated by tightened monetary 
policy. The view is that unless the Fed goes 
slow or is willing to quickly reverse, it risks 
causing another financial crisis by lifting 
default rates and suppressing asset values.

What are the factors that will drive the 
Fed’s policy? The Fed’s leaders have 
indicated that the economy is on a path 
of moderate growth and that the factors 
suppressing inflation are temporary. 
The Fed has noted that unemployment 
is very low and that, although wages 
have not yet seen significant increases, 
there is reason to expect this to change 
in the near future. Thus, in anticipation 
of rising inflationary pressures, it makes 

sense to begin the process of interest 
rate normalization. However, the Fed’s 
leaders have also noted how inflation 
remains persistently low and how 
expectations of inflation have even 
declined in recent months. Moreover, 
the Fed’s initial increase in interest rates 
in December 2015 was followed by a 
period of worrisome financial market 
volatility. Finally, global events appear to 
be conspiring to create a more uncertain 
environment for US monetary policy. 
These factors will weigh against rapid 
interest rate normalization. In the end, the 
Fed’s decisions will be driven by the latest 
data at the time of each meeting.  

Meanwhile, a reasonable forecast for 
US economic growth is 2.5% in the 
coming year with continued low inflation. 
Growth will be disproportionately fueled 
by consumer spending. Although the 
Fed has begun a gradual tightening 
of its monetary policy, this should not 
have significant negative consequences 
for the US economy. Moreover, global 
markets now expect a gradually tightening 
monetary policy by the Fed. This has led to 
capital outflows from emerging markets.    
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What are the risks?
Despite the relatively positive forecast for 
the US economy, there are risk factors 
that should not be ignored and that could 
derail US economic recovery.

First, in the market for corporate bonds, 
defaults and near defaults have risen 
considerably, largely because of troubles 
in the energy and energy-related sectors. 
This has led to a drop in corporate bond 
prices and higher spread of risk. The 
danger now is that issues in one asset 
class could spill over into other asset 
classes, leading to a general flight to 
safety. A sharp drop in the value of risky 
assets could have a negative impact on 
consumer and business spending, hurt 
bank profitability, and compel the Fed and 
other central banks to rethink monetary 
policy. This is clearly an issue to which the 
Fed will devote attention. There is a fear 
that too rapid of tightening by the Fed 
could exacerbate problems in the bond 
market. Many analysts suggest that the 
Fed, like other central banks in recent 
years, could be compelled to reverse 
course and cut interest rates. 

Second, an important source of concern 
is the market for corporate bonds in 
emerging countries. During the period of 
low borrowing costs and high commodity 
prices, it was relatively cheap for emerging 
market companies to borrow with 
abandon in global markets. Debt piled up 
rapidly, rising fourfold in the past decade. 
Yet now, with low commodity prices and 
an elevated dollar, it is increasingly difficult 
to service these debts. Defaults are rising 
and emerging markets banks could face 
trouble. Even western banks could see 
their profits hit. 

Third, the drop in the price of oil, while 
welcome in terms of its impact on 
consumer demand, is having a negative 
effect on investment and threatens to 
undermine financial stability. Many energy 
companies have borrowed massively 
in recent years, both in the US and in 
emerging markets, in order to finance new 
capacity. Yet as oil prices have fallen, they 
now face difficulty in servicing their debts. 
This fact contributed to the recent sharp 
decline in the value of high yield bonds 
in the US. This could spread to other 
financial assets. In addition, with increased 
defaults by emerging market energy and 
mining companies, emerging markets 
banks are at risk.

Finally, the US economy remains exposed 
to overseas events, both in terms of actual 
demand as well as the impact of financial 
volatility. If the Chinese economy and 
those of other emerging markets were 
to slow further, it would have a negative 
impact on US export growth. If China 
were to allow its currency to fall rapidly, 
it would mean exporting deflation from 
China to the US, and it could have a 
negative impact on US equity prices due 
to the potential declines in US corporate 
profitability. US corporate profits have 
already been significantly damaged by a 
rising US dollar.  
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What is the long term outlook?
Long term, the US economy faces both 
opportunities and challenges. On the 
positive side, the US remains the global 
center for technological innovation, a 
key factor in driving productivity growth. 
The centrality of the US stems from 
strong tertiary educational institutions, 
a well-functioning system of financial 
intermediation that makes capital readily 
available to entrepreneurs, a culture 
that encourages entrepreneurship and 
free thinking, and a relatively open 
immigration system that attracts many 
of the world’s most creative people. On 
the negative side, however, the US faces 
a demographic challenge similar to that 
faced by many other developed and some 
emerging countries. The population is 
aging and the working age population 
is decelerating. Barring a surge in 
productivity, this should slow economic 
growth. It will also impose a great cost 
on the government, which already has 
to finance the pension and healthcare 
needs of an aging population. Still, the US 
challenge is not as serious as that of some 
other countries, due to a higher birth rate 
and more immigration.  

Another longer term issue concerns 
trade. The US, Japan, and 10 other Pacific 
Rim nations have completed the Trans-
Pacific Partnership (TPP), an agreement 
to liberalize trade and investment in 
the region. It will not take effect unless 
approved by US Congress, and it is not 
likely that Congress will approve the deal 
until after the election in November. If 
implemented, the TPP will boost trade and 
cross-border investment, compel members 
to liberalize various domestic markets, and 

potentially shift manufacturing capacity 
from China to members of the TPP. For the 
US, the TPP will have a modest positive 
impact on growth. However, failure 
to approve the TPP would represent a 
geopolitical setback for the US. It would 
undermine the current US “pivot” to Asia, 
which is meant to enhance US influence in 
the region.  

Finally, this year’s presidential election 
has the potential to influence economic 
policy over the next four or eight years. 
The views of the leading candidates run 
the gamut, with vast differences between 
the two major parties, and even significant 
differences within the parties. Of course it 
should be kept in mind that the American 
system of government was intentionally 
designed to make change slow and 
difficult. This was done to prevent tyranny 
and to assure that any significant changes 
reflect a broad consensus in society. 
Thus, there is only a low probability 
that, following the election, a single 
party will have effective control of both 
major branches of government. Without 
such control, radical changes in policy 
are nearly impossible. Still, there is a 
growing consensus that certain changes 
would be favorable for the country. 
These include tax reform that cuts some 
rates and expands the tax base, fiscal 
policy that reduces long-term deficits, 
increased expenditure on infrastructure, 
and increases in skilled immigration. It is 
possible that such changes will be enacted 
in the next few years. They would have a 
favorable impact on growth.  

Overall, the long term outlook for the US 
economy should be considered positive. 

Ira Kalish
Chief Global Economist 

Deloitte Touche Tohmatsu
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ASEAN economic impact: 
Action and reaction reflections
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First, global demand is likely to improve 
boosted by two factors in particular. One 
is the decline in oil prices. The other is 
that the large developed economies of 
the US, Europe, and Japan are set to 
expand with increased vigor this year. As 
their economies revive, companies are 
also likely to step up wage increases and 
spending on capital goods. The result is 
that their growth could generate more 
imports from Asia. 

Second, negative global factors should 
dissipate to some extent. In particular, the 

worst of the decline in commodity prices 
which depressed rural incomes across 
Southeast Asia should be over.

Third, domestic headwinds are likely to 
ease. 

While the baseline scenario for ASEAN 
is indeed better, some risks remain in 
the environment: First, the US Fed will 
be raising interest rates, which will have 
considerable impact on currencies and 
capital flows. Ensuing financial risk may 
have consequences. Second, a slower 
Chinese economy would pose some risks 
to economic growth as well as financial 
markets in ASEAN. Third, geo-political 
risks, particularly in the Middle East, could 
affect ASEAN by impacting oil prices or 
increasing threats of terrorism.

Despite many challenges, the ASEAN 
economies are likely to do modestly 
better in 2016 compared to 2015. 
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The global context for ASEAN 
economies is improving
We believe that the Group of Three (G3) 
economic growth will recover with greater 
vigor, led by the US in particular.

There are several reasons for our upbeat view.  

First, we see the US recovery 
gathering momentum.

•	Gradual improvements in labor markets, 
housing, bank lending and business 
confidence will feed on each other, 
reinforcing each other and producing 
much stronger growth than expected.

•	This will allow one missing ingredient 
in the recovery to emerge — wage 
growth. Falling unemployment, reduced 
slack in the labor market will support 
this. 

•	The second missing ingredient, business 
spending on plants and equipment, is 
less certain but important for Asia, as 
this is highly correlated with ASEAN 
manufactured export growth. If firms do 
gain more confidence about economic 
recovery and that Europe and Japan 
are also recovering, then business 
capital spending should also recover 
and that will drive growth in ASEAN’s 
manufacturing sector, especially for 
Singapore, Malaysia, and Thailand. 

•	The third missing ingredient has been 
demand from its major trading partners: 
the Eurozone and Japan. We expect this 
to return as well. 

Pending a shake up in financial imbalances 
such as high yield corporate debt, the 
US economy should surprise positively 
— above trend growth will raise inflation 
estimates, but the current account deficit 
will widen.

The Eurozone, is likely to do 
modestly better than in 2015.

•	The composite lead indicators for the 
region are flashing positively, indicating 
above trend growth.

•	The drag from fiscal austerity is 
diminishing. 

•	The region is also benefitting from 
setting multiple promoters of growth 
with the weaker Euro strengthening 
export competitiveness, while easy 
monetary conditions are helping 
demand. More controversially, the 
large inflow of immigrants, while 
creating political pressure, is also raising 
government spending, especially in 
Germany. Finally, lower oil prices will 
also raise real incomes and spending.

•	Although there are still challenges in 
the area, financial conditions are slowly 
improving. Surveys of credit officers 
show that they are no longer tightening 
lending conditions, with some marginal 
easing evident in some regions.  

Japan, too, is likely to perform 
somewhat better in 2016: 

As with Europe, the composite lead 
indicator is rising. Moreover, the labor 
market is tight, causing wages to rise. In 
addition, the government’s policies on 
minimum wage increases will also raise 
consumption. Finally, low oil prices will 
help Japan as well. 

The implications are positive for the 
ASEAN region. Given its high exposure to 
export demand, a revival of demand for 
manufactured goods in the G3 economies, 
which still account for close to half of the 
world economy, can only help exports. 
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Some of the negative factors in the 
global economy in 2015 are likely to 
ease.
Commodity prices have already fallen 
sharply in 2015. The commodity prices 
most relevant to ASEAN are unlikely to 
fall significantly in 2016. Note that ASEAN 
economies are principally affected by 
prices for soft commodities such as rice, 
crude palm oil, coffee, cocoa, and tapioca 
pallets. We believe that the worst is over 
for these items, which means that, unlike 
in 2015, falling prices will not drag down 
growth. 

Energy prices are important to some 
extent for Indonesia and Malaysia but 
their effect is often exaggerated. As it has 
been a major coal exporter, coal prices 
are important to Indonesia, but as far as 
oil prices are concerned, Indonesia today 
is a net oil importer. Oil prices matter for 
Malaysia but as 80% of its exports are 
manufactured goods, the impact of oil 
prices on economic growth is limited. Oil 
prices do affect fiscal revenues, however, 
and as a result Malaysia is likely to have 
to adjust its planned fiscal spending 
downwards in 2016.

Domestic headwinds are likely to ease
While ASEAN dealt with a weaker global 
economic environment, it also struggled 
with domestic headwinds of many kinds. 
The good news is that many of these 
negative headwinds are likely to subside.

•	Several ASEAN nations rationalized fuel 
and other subsidies, led by Malaysia 
and Indonesia. The initial effect was 
depressed consumer confidence as 
the cost of living rose but this negative 
effect should diminish in 2016. Malaysia 
also introduced a goods and services 
tax which further damaged consumer 
confidence. As some of the fiscal 
savings are being recycled back into 
the household sector through direct 
cash transfers to lower income people, 
consumer spending is likely to recover. 

•	Domestic demand was also hurt by 
macro-prudential measures introduced 
since 2012 to cool overheating property 
sectors as well as to rein in a worrying 
build-up in household debt. While 
household debt levels remain a concern, 
they have stopped growing rapidly, 
while property markets have cooled 
noticeably across the region, allowing 
room for easing of these restrictive 
measures.

•	Bad weather as a result of the worst El 
Nino in almost 20 years hurt agricultural 
production while also causing damage 
such as the trans-boundary haze 
problem — when extensive smoke 
from burning peatlands in Indonesia 
led to widespread disruption in parts of 
Indonesia, Malaysia, and Singapore. This 
is unlikely to be repeated in 2016.
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•	Geo-political risks remain high: risks in 
the Middle East will tend to spill over 
into Southeast Asia through increased 
threats of terrorism, while clashes 
between Sunni and Shia Muslims in the 
Middle East could also lead to religious 
tensions in this region.

What are the likely policy responses 
within ASEAN?
Given this context, policy makers in ASEAN 
will have to tread a wary course to ensure 
growth without compromising financial 
stability. 

•	While some central banks may favor 
monetary easing, we believe that the 
scope is limited by financial turmoil and 
currency weakness.

•	Fiscal spending on infrastructure is likely 
to rise. Several countries — Thailand 
and Indonesia in particular — are likely 
to see accelerated fiscal disbursements 
as large infrastructure projects finally 
take off.

•	Supply side reforms, such as those by 
President Joko Widodo as he enters his 
second year in office, are shifting away 
from nationalism to being more open to 
foreign investment in selective ways.   

What are the major risk factors?
•	There may be ill effects from US 

monetary tightening. In first half of 
2016, there will be a recalibration of 
expectations of the steepness of the 
rate hiking trajectory by the Fed if the 
expectations for US economy discussed 
above materialize. This will probably 
spur a renewed round of capital 
outflows from emerging Asian markets, 
leading to currency gyrations and more 
financial stresses.

•	The US Dollar is likely to strengthen 
against ASEAN currencies as these 
capital outflows cause external accounts 
to weaken. However, we do not expect 
the US Dollar to surge because by late 
2016 it will be clearer that the Eurozone 
and Japan are doing reasonably well, 
thus supporting Euro and Japanese Yen 
against US Dollar.

•	 It is likely that China’s economy will 
stabilize in early 2016. Nevertheless, 
given the increased linkage between 
China and Southeast Asia through trade 
in goods and services such as tourism 
— both direct as well as portfolio 
investment by China — and likely 
increases in lending for infrastructure 
projects as a result of Chinese initiatives 
such as “Belt and Road Initiative”, worse 
than expected slowdowns or financial 
stresses in China would have damaging 
effects on ASEAN economies. 
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Impact on ASEAN economies
Given these global and regional factors, the key factors determining how countries react will be:

•	How much a country’s economy benefits from reviving G3 demand for manufactured 
goods exports;

•	How credible the central bank is;

•	Political risks and likely scenarios;

•	Financial vulnerabilities;

•	How the economic cycle is moving;

Using this framework, we now look at selected ASEAN economies.

Indonesia is certainly at risk and likely to be a net loser.
•	G3 uplift is weak: Indonesia does not benefit so much from the G3 upside, given its 

export structure, so the key is the financial impact. 

•	Financial vulnerabilities: Indonesia continues to have too high a level of foreign 
ownership of equities and bonds. It has firms who have taken on foreign currency 
debts. Short term debt and reserves are uncomfortably low.

•	Central bank: Its central bank has improved greatly but still does not have the same 
standing as banks such as Bank Negara Malaysia or Bangko Sentral ng Pilipinas. It has 
a history of sudden currency falls and rapid capital flight. Bank of Indonesia is itching 
to ease policy but lacks the credibility to do so. A mistimed move would send the 
Indonesia Rupiah (IDR) reeling and spur capital outflows. 

•	The economic cycle is turning. There is less drag from commodity price falls. Crude 
palm oil prices could rebound. Impact of fuel subsidy cuts fall out. Government 
spending is being ramped up. 

•	Political risks are manageable. The president is coming to grips with the levers of power.

Thailand is likely to be resilient if political shocks are avoided.
•	G3 uplift can be sizeable: Exports have been weak through this year but it has a 

strong base of export-oriented manufacturing in automobiles, auto parts, electrical 
appliances, electronic components — much of which will benefit from G3. 

•	Financial vulnerabilities are contained: It has adequate reserves to fund external debt 
while years of political crisis have reduced foreign holdings. However, household debt 
has risen and so it is susceptible to rising rates, which the Bank of Thailand will have to 
manage. The banks are well capitalized and rigorously supervised. 

•	The central bank is credible and independent. The governor is trusted by the current 
government and King.

•	Political risks are extremely high: there may be a nasty turn in political risk soon. 

•	However, the economic cycle is about to turn: Less drag from falling farm incomes, 
rectification moves and a strong impetus from fiscal disbursement. Commodity prices 
could increase.
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Malaysia will probably be more resilient than given credit for. 
•	G3 uplift is very positive: Malaysia is one of the most open economies in the world. 

•	Financial vulnerabilities do exist: Household debt has risen but banks are well 
capitalized and rigorously supervised. Some of the external debt ratios look bad 
because its two banking giants are regional and book their debt in Kuala Lumpur. 

•	The Malaysian Ringgit (MYR) is probably hugely under-valued: Ringgit depreciation is 
not accompanied by a spike in inflation so it has preserved its competitiveness gains. 
This will become increasingly evident, as export orders have already been rising. 

•	The central bank is highly credible and well-prepared. 

•	The economic cycle is also turning up: Less drag from the negative impact of Goods 
and services tax (GST) and fuel subsidy cuts. The Economic Transformation Program 
public investments are strong and there is crowding in private investment as well. 
Commodity prices could bounce up. 

Singapore’s uplift will be dominated by external demand.
•	Big beneficiary from G3 demand: Its electronics sector is still important and will benefit 

greatly if G3 capital spending recovers. 

•	Financial vulnerabilities: High corporate and household debt and a deflating property 
bubble make Singapore susceptible to a spike in interest rates. Stress tests by both 
Monetary Authority of Singapore (MAS) and International Monetary Fund (IMF) 
suggest this is manageable from a financial stability perspective. 

•	The central bank is highly credible.

•	The economic cycle is weighed down by domestic headwinds such as real estate 
deflation and corporate sector adjustments to lost competitiveness. 

•	Political risks are minimal.

The Philippines
•	G3 uplift will not be so strong, with a low trade to GDP ratio and relatively small 

export-oriented manufacturing sector, but there could be a positive impact on overseas    
Filipino workers (OFWs) and Business Processing Outsourcing (BPO). 

•	Central bank is credible as it mostly gets policy right, and inflation is under control. The 
Philippine Peso (PHP) has been allowed to weaken more than needed. 

•	Financial vulnerabilities are not a major issue. There is no big imbalance or huge surge 
in debt levels. 

•	The economic cycle shows some signs that OFWs remittances are losing momentum 
and that BPO employment has stalled, so there are some warning signs though they 
could be temporary.

•	Political risks are a tad high: The presidential election could be messy with Poe’s 
disqualification, etc.

Manu Bhaskaran
Founding Director and Chief Executive Officer  

Centennial Asia Advisors
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China’s 13th Five-Year Plan impact: 
Asia trade reflections
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2020 marks a milestone for the “Two 
Centenary Goals” proposed by President 
Xi Jinping, and various development and 
reform goals are hoped to be achieved by 
that time. 

Goal of medium-high economic 
growth
The “Two Sessions” that recently 
concluded discussed and approved 
the outline of China‘s 13th Five-Year 
Plan, which clearly set forth the major 
development goal of “maintaining 
a medium-high growth rate for the 
economy”. From 2010 to 2020, the GDP 
and the per capita income of urban and 
rural residents are expected to double. 
Apart from this “fixed” goal, the plan 
has also emphasized other important 
development goals including the 
improvement of citizens‘ quality of life, 
further guarantees for people‘s livelihood, 
a better ecological environment, and 

Figure 1 2015 China’s major trading partners
US $100 million

Source: Wind

construction of a gradually maturing 
system. These development goals suggest 
that quality of economic development will 
be valued more than scale and speed. 

What role if not the “world’s factory”?
Despite slowed economic growth 
during the 13th Five-Year Plan, China still 
remains one of the most important global 
consumer markets. Rising production 
costs stemming from structural imbalance 
in the labor market and reduced 
weakening advantages of labor cost, 
have undermined China’s position as the 
“world‘s factory”. In future, industrial 
upgrade through innovation will enhance 
China’s position in the global value 
chain. Since China’s accession into the 
World Trade Organization (WTO), the 
degree of “economic integration” among 
China, Japan, South Korea, and ASEAN 
countries has increased, with enhanced 
complementation and correlation between 
industries, within industries, and between 
product manufacturing and delivery. 
China‘s growing importance in the value 
chain will inevitably influence its economic 
and trade structures with these major 
economies.
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The 13th Five-Year Plan, which came into effect this year, 
is highly anticipated as it is not only the first five-year 
plan under President Xi Jinping and Premier Li Keqiang’s 
leadership, but also the last before the year 2020.
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Figure 2 Proportion of China’s exports 
to TPP member countries in 2015

Figure 3 China’s total exports to TPP member countries and their proportion in 
China’s total exports from 2008 to 2015

Source: General Administration of Customs

Source: General Administration of Customs

China's total exports to 
TPP members
(US$100 million)

Proportion of China's exports 
to TPP member countries in 
its total exports

China's total exports 
(US$100 million)

Trans-Pacific Partnership Agreement 
(TPP) impacts on China and Asia 
cannot be overlooked in the long 
term
The 13th Five-Year Plan emphasizes that 
“China will actively participate in the 
governance of the global economy” to 
advance multilateral trade negotiations 
and to speed up implementation of the 
free trade zone strategy. This year, various 
countries are reviewing the US initiated 
TPP, which is expected to come into effect 
in 2017. 12 countries have signed the 
agreement, with Korea and Taiwan having 

announced interest. Meanwhile, the US 
presidential election has added uncertainty 
into the TPP’s position toward China. 
In order to promote and to achieve the 
goals of the 13th Five-Year Plan, the PRC 
government should evaluate the trade 
diversion effects caused by the TPP on 
China and the positive effects for those 
who are included in the TPP (Vietnam’s 
textiles and Malaysia’s electronic 
products are expected to replace similar 
products made in China). China should 
develop strategies that cope with these 
projections. 

China is the world’s largest trading nation, 
the largest trading partner of over half of 
TPP member countries, the second largest 
trading partner of the US, and has signed 
bilateral free trade agreements with seven 
TPP member countries. It should also be 
noted that China’s exports to TPP member 
countries have increased year by year, with 
total exports to TPP member countries 
representing more than 30% of China’s 
total exports. With TPP coming into 
effect, other new member countries will 
also influence Asian and global economic 
and trade structures, putting pressure on 
China’s trade situation. It is estimated by 
the Peterson Institute that China’s exports 
will decrease by US$100 billion per year as 
a result of the TPP.
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Figure 4  China's increasing importance to Japan's exports

Note: A's dependency on B's exports (imports) refers to the ratio of A's exports to (imports from) B over A's exports to 
(imports from) other countries.
Source: calculated based on data collected from CEIC (original data from Ministry of Finance and General Administration 
of Customs)

%

China's dependency 
on Japan's exports

China's dependency 
on Japan's imports

Japan's dependency 
on China's exports

Japan's dependency 
on China's imports

China and Japan: Intensified competition, 
changed cooperation relationship in 
manufacturing sector, and great potential 
for cooperation in services
Despite the political tensions caused 
by the Diaoyu Island issue, China and 
Japan still remain close economic and 
trade partners due to their mutually 
complementary economic and trade 
structures as well as China’s rising demand 
for consumption. China, who has long 
been an important manufacturing base 
and market for Japan’s automobile, 
capital goods, electronic products, has 
also become the most important source 
of tourism in Japan in recent years. 
According to Japan National Tourism 
Organization, a quarter of overseas 
tourists who visited Japan in 2015 were 
Chinese. Indeed, economic and trade 
dependency between China and Japan has 
reversed. 

The investment structure between China 
and Japan has also changed. In previous 
years, China’s direct investment in Japan 
was relatively insignificant, but Japan’s 

direct investment in China has grown 
rapidly. However, with China’s rising 
production costs and promotion in the 
global value chain, Japan has begun 
to turn to India, Indonesia, and other 
Asian countries as designations of direct 
investment. According to a survey of 
Japanese manufacturing enterprises in the 
Asia-Pacific region conducted at the end 
of 2014, Japanese enterprises showed far 
more interest in choosing ASEAN countries 
over China as sites for overseas investment 
in 2015 and 2016. By contrast, from 
2008 to 2011, Japanese manufacturing 
enterprises had strong interest in China. 

With China’s industrial upgrades, its 
competition with Japan will become 
increasingly fierce, as evidenced by their 
bidding wars for high-speed rail projects 
in Asia. However, the 13th Five-Year 
Plan proposed to further develop new 
industries and new formats as well as 
to the weight of service industry in the 
economy, which is a good opportunity 
for Japan’s service industry to expand its 
market in China.
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Figure 5 Survey on the preference of Asian and Oceanian Japanese manufacturing 
enterprises in choosing overseas investment destinations

Figure 6 South Korea’s GDP growth is increasingly relevant to its investment in China

Source: Japan External Trade Organization (HETRO)'s status survey on activities of Asian 
and Oceanian Japanese enterprises (annual survey 2014) 

Note: South Korea's GDP growth in 2015 adopts 3.4%, the estimate of Bank of Korea. 
Source: Wind, Deloitte Research 

Note: 
1 ASEAN refers to the 
average value of other 
nine countries except 
Brunei
2 Cambodia and Laos 
are included in the 
average value of ASEAN 
respectively in 2010 and 
2011
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China and South Korea: Economic 
interdependence between the two 
countries will be deepened
The two countries are close trade partners 
and are highly interdependent. China is 
South Korea’s largest trading partner. 
South Korea sees China as one of its 
largest consumer markets and major 
investment destinations. As shown in 
Figure 6, South Korea’s GDP growth is 
increasingly dependent on its investment 
in China. Therefore, China’s economic 
slowdown and manufacturing downturn 
have had a direct impact on South Korea’s 
economic growth. Meanwhile, South 
Korea is challenged by the same problems 
encountered by Japanese enterprises 
investing in China, such as increasing costs 

and competition with local enterprises. 

In June 2015, China and South Korea 
officially signed the bilateral Free Trade 
Agreement. The agreement is considered 
to be the free trade agreement covering 
the widest range of categories and 
involving the highest trade value by 
country among the agreements that China 
has signed. South Korea and Japan are 
very similar in terms of industrial and trade 
structures, thus China has developed closer 
economic and trade relations with South 
Korea to balance its political and economic 
relations with Japan. In addition, China has 
implemented free trade agreements with 
South Korea as one of its strong responses 
to the TPP.
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Figure 7 Both China and Korea are moving up value chains

Note:
I. Electromechanical, audio and video equipment, and components and 

accessories 
II. Optical, photographic and medical equipment and components and 

accessories
III. Nuclear reactors, boilers, mechanical appliances and components 
IV. Organic chemicals
V. Plastics and related products; rubber and related products

China and ASEAN region: ASEAN 
economies are driven by infrastructure 
exports and industry transfer
At the BFA Annual Conference 2015, 
President Xi Jinping set specific goals 
for China-ASEAN economic and 
trade cooperation, including possible 
completion of negotiations on 
upgrading the China-ASEAN Free Trade 
Area, negotiations on the Regional 
Comprehensive Economic Partnership, 
and concentrating on the establishment 
of an East Asia Economic Community 
comprising China, ASEAN, Japan, and 
South Korea in 2020, when trade between 
China and ASEAN is expected to reach 
US$1 trillion.  

The 13th Five-Year Plan’s development 
principle of “opening up” suggests that 
China should actively participate in 
global governance, contribute to free 
trade area negotiations, and drive the 
interconnectivity of infrastructure and 
the construction of a large international 
channel. The principle also suggests that 
the Belt and Road Initiative will expand 
the reach of the opening-up policy 
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from coastal areas to inland, covering 
land and sea. All of these effects will 
help to drive infrastructure demand for 
ASEAN members and in turn boost their 
economic development. 

China’s promotion in the global value 
chain has also provided new growth 
opportunities for industries in Indonesia 
and the four Indo-China Peninsula 
countries, especially textile industry. 

With increased mutual investment 
between China and ASEAN region, both 
parties have rapidly growing demand for 
RMB clearing. ASEAN countries will reap 
the benefit of China’s financial reform 
during the implementation of its 13th 
Five-Year Plan. So far, the Industrial and 
Commercial Bank of China has established 
RMB clearing banks in Singapore, 
Cambodia, Laos, and Thailand.

It cannot be ignored that China’s 
economic reform during its 13th Five-Year 
Plan will also bring uncertainties to 
Asia’s major economies. Apart from the 
adverse impact of economic slowdown 
on energy and resource exporters in 

VI. Fossil fuels, mineral oil and related products; asphalt, etc. 
VII. Vehicles and components and accessories excluding railway vehicles
VIII. Steel
IX. Copper
X. Jewelry, precious metals and related products; artificial jewelry; coins  
Source: General Administration of Customs of the People's Republic of 
China; Deloitte Research
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Asia, uncertainties also include risks for 
financial markets of Asian economies 
due to increased integration with China. 
Major Asian economies have been 
affected by the volatility of China’s stock 
market and sudden adjustment of RMB 
exchange rate since last summer. In the 
next five years, while identifying and 
seizing the opportunities generated by 
China’s economic development, other 
Asian countries should also find ways to 
mitigate bottleneck in their economic 
development.

Source: National Bureau of Statistics of PRC 

Table 2 Major investment fields of 
China in ASEAN countries

Figure 8 China’s direct investment in ASEAN countries

Country Major investment sectors

Burma Electricity, oil and gas, mining

Indonesia Coal, oil and gas, steel

Laos Commerce, housing, tourism

Singapore Energy, transportation, shipping, 
real estate, finance

Thailand Manufacturing, energy

Vietnam Textile, real estate

US $billion
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Table 3 High-speed rail projects between China and ASEAN region

Source: Deloitte Research Chen Lan
Director of Deloitte Research 

Deloitte China

Country Project Process Country

Indonesia Jakarta-Bandung 
high-speed railway

On 16 October 2015, led by China Railway, 
the consortium including Indonesian 
state-owned enterprises established China-
Indonesia Joint Venture, which is undertaking 
construction and operation. 

With trains running at speed of 300 km/h, 
the 150-kilometre line is expected to 
be completed in late 2018 and put into 
operation in early 2019. Travel from Jakarta 
to Bandung will cut three-hour journey to 
less than 40 minutes. 

Construction started on 21 January 2016. 

Laos China-Laos railway The railway project signing ceremony was 
held on 13 November 2015.

The route starts from Kunming China to 
Vientiane Laos, which is a distance of 418 
kilometres. The railway project has a total 
investment of RMB 40 billion, 70% from 
China, the rest from Laos. The railway is 
expected to be completed and put into 
operation in 2020. As roughly 60% of the 
route is composed of bridges and tunnels, 
speeds will be 160 km/h. 

Malaysia, 
Singapore

Malaysia-
Singapore high-
speed railway

Led by China Railway, the consortium of 
bidders is engaged in the preparation for 
bidding.

This project is expected to begin in 
2018 and be completed in 2020 with an 
investment of about RMB 98 billion. Trains 
on the line are expected to run at a speed 
of 350 km/h reducing travel time from four 
to five hours to 90 minutes. High-speed rail 
companies from China, Japan, Germany, 
France, and South Korea are bidding while 
the Japanese one being as the most serious 
bidder.

Thailand China-Thailand 
railway

On 19 December 2014, China and Thailand 
signed the Memorandum of Understanding 
(MoU) on China-Thailand Railway 
Cooperation.

The trains are expected to operate at 
around 180 km/h, for the 867-kilometre 
line; linking to China-Laos railway and 
going through northeast Thailand. It will be 
divided into four sections of Kaeng Khoi-
Bangkok, Kaeng Khoi-Map Ta Phut, Nakhon 
Ratchasima-Kaeng Khoi, and Nakhon 
Ratchasima-Nong Khai.

The launching ceremony was held on 19 
December 2015, and it is expected to start 
construction in May 2016. 

However, Thailand has asked China to 
increase investment, making the project less 
certain.

Vietnam China-Vietnam 
railway

China and Vietnam reached an agreement on 
feasibility study of railway project on  
5 November 2015.

The line connects Hanoi, the border city 
Lao Cai, and Vietnam’s third largest city, Hai 
Phong, covering about 381 kilometres with 
an investment of about US $4.4 billion.
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Energy reform impact:  
Fuel for growth reflections
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China’s energy consumption is geared 
toward heavy industries, and though the 
country is still in the developmental stages 
of urbanization and industrialization, 
when the “peak” of infrastructure 
construction passes, energy and electricity 
demand will grow at a slower pace. 
Closely related to demand growth rate 
is the rate of “capacity reduction”. Huge 
energy capacity will curb energy prices. 
Thus, in situations where lower demand 
puts downward pressure on pricing, 
energy industry needs to raise efficiency 
and to reduce costs in order to ensure 
survival and future development. This calls 
for the reform of energy prices and the 
entire energy system.

What will drive price reform?
Energy system reform and energy pricing 
reform are closely intertwined. However, 
these reforms are inherently gradual due 
to their complexity and susceptibility to 
economic cycles. “Liberalizing production 
and retail” and “controlling transmission 
and distribution” will provide the 
foundation for energy system reform, 
which will lead to pricing reform. From 
an energy system perspective, breaking 
monopoly is a precondition for price 
liberalization. “Controlling transmission 
and distribution” focuses on natural 
monopoly elements of energy while 
“Liberalizing production and retail” 
entails the need of providing investment 
opportunities for private funding in 
departments with lower technology and 
capital requirements. The fundamental 
driver to ensure market-based energy 
pricing is promoting adequate competition 
amongst industry players. Hence, system 
reform is needed to support price reform.

What will drive energy reform?
Regarding pricing mechanism, energy 
price adjustments must take into account 
the interests and responsibilities of 
multiple levels of governments and certain 
parties. Currently, state-owned energy 
enterprises have not only set economic 
goals but also are responsible for 
certain social responsibilities. Their close 
relationship with governments coupled 
with less transparent energy price setting 
and subsidies has led private enterprises 
to distrust SOEs, and consequently their 
reluctance in embracing mixed ownership. 
Meanwhile, administrative interventions 
in price setting might lead to uncertainties 
of future profits. Indeed, “mixed” private 
capital could be subject to uncertain 
profits; and uncertain profits would further 
influence the motivation of private capital. 
Thus, energy price reform is an integral 
part of energy system reform.

At this stage, over supply and low energy 
price will spur energy reform. There are 
two premises for energy reform (of which 
energy price is the more sensitive reform):
•	First, energy supply and demand should 

be balanced. It is politically difficult for 
the government to implement reforms 
during energy shortages. While under 
shortages, satisfying energy demand 
takes priority over efficiency. Reform is 
about increasing efficiency, so reform 
will become more urgent after basic 
demand is met.

•	Second, energy prices must be stable 
or even declining. The biggest barrier 
for energy price reform lies in price 
increases, which further influences 
economic growth and social stability. 
Reform against the backdrop of low 
energy prices would not lead to price 
increases but would change the 
pricing mechanism. Reform under such 
circumstances will definitely be facing 
fewer resistances, as customers often 
care more about whether reform would 
result in price increases, rather than the 

The biggest challenge facing the energy industry during 
the 13th Five-Year Plan period (2016-2020) might be the 
“new normal” of lower energy demand. 
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Energy system reform during 13th 
Five-Year Plan period
The basic tenets of the proposed energy 
system reform include progressively 
building a system framework of 
“liberalizing production and retail 
markets” and “controlling transmission 
and distribution” to form a competitive 
market on the basis of further separation 
of governments and business in energy 
industry, the separation of grid and 
transportation in the oil and gas industries, 
as well as reform of the electricity retail 
market. Energy reform emphasizes the role 
of private investment. By liberalizing prices 
of competitive sectors, the government 
can progressively liberalize energy plans 
other than plans for public interest and 
regulations.

Through energy system reform, the 
government’s energy management 
function needs to transform accordingly. 
The government needs to study and 
propose an energy industry system 
which suits China’s conditions, and 
promotes reform by avoiding detours. 
While strengthening energy regulations, 
if interventions were required, the 
government should use market-oriented 
tools. While gradually loosening 
restrictions on its energy plan, the 
government needs to strengthen strategic 
planning for the energy industry. Any 
energy reform must consider safe and 
efficient operations as well as reliable 
supply as major conditions, which is the 
government’s key responsibility.

changed pricing mechanism. Thus, to 
push for reform when energy prices are 
low could minimize negative impacts on 
economic growth and social stability.

Energy demand and industry 
development during the 13th 
Five-Year Plan period
Demand growth in 2015 was quite slow, 
and there have been no indications 
of rising demand in 2016. China is 
undergoing profound transformation, so 
whether the current demand remains low 
in the coming Five-Years depends on the 
length of the transformation period and 
whether the transformation is successful. 
Of course, in the medium to long term, 
as China continues to urbanize, the gap 
between energy growth and GDP growth 
could narrow. Therefore, if GDP growth 
maintains 6.5% in next five years, energy 
demand growth is likely to be 2% with 
electricity consumption growth at about 
5%. Lower energy demand growth will 
benefit changes of energy structure. 
When energy demand grows rapidly, due 
to resource allocation and the urgency 
of meeting energy demand, China has 
to use more coal. Lower energy demand 
enables China to choose clean energy. 
Moreover, lower energy demand growth 
will force the energy industry to increase 
its efficiency, ultimately changing the 
development model. In the next few years, 
China’s oil consumption will see continued 
rapid growth. However, given low oil 
prices caused by weak demand, Chinese 
oil companies should increase their 
efficiency while at the same time making 
strategic plans as China’s dependence on 
oil imports will continue to grow.
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In light of progress and expectations, 
what should be expected for energy 
price reform during the 13th Five-Year 
Plan period?
For natural gas price reform, the goal is to 
establish a market-oriented link between 
the price at gate stations (wholesale 
price) and the price for customers 
(retail price), in essence by promoting 
a transmission mechanism of terminal 
prices, with visions of loosening price 
controls for non-residential gas at a 
measured pace. In 2015, the government 
changed gate station price management 
for non-residential gas from a maximum-
price-based approach to a baseline-price-
based approach, enabling suppliers and 
consumers to negotiate a specific gate 
station price with an upper limit of 20%. 
For domestic gas price reform, the primary 
goal is to reduce random subsidies and 
cross subsidies. Reform might not be 
able to eliminate cross subsidies, but may 

minimize them by lowering non-residential 
gas prices. Tiered pricing, differentiated 
prices based on usage, is a key measure 
to promote market-oriented reform of 
residential gas prices. By improving gas 
use efficiency, tiered pricing allows for 
certain socially-equitable subsidies for 
targeted groups, and raises the price 
for wasteful consumption. Despite the 
fact that the government was trying to 
establish tiered pricing mechanisms in all 
gas-connected cities by 2015, this goal 
may be achieved in 2016.

Recently, the government proposed to 
relax controls on the price of refined oil 
by the end of the 13th Five-Year period. 
However, it will be a long process before 
these controls are lifted completely. The 
government announced a reform plan for 
the price mechanism of refined oil, where 
the government issues price adjustment 
information instead of adjustment orders. 
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The plan also sets adjustment limits for 
the price mechanism of refined oil, which 
allows the domestic price of refined oil to 
be adjusted according to the mechanism 
when the oil price per barrel ranging 
US$40 to US$130. Historically, the price 
mechanism linked the domestic refined 
oil price with the international crude oil 
price, but it relied on the government’s 
announced adjustments, so uncertainty 
arises as the government might not make 
adjustments, or make fewer adjustments, 
even when crude prices are volatile. The 
key point for an improved refined oil price 
mechanism is the elimination of such 
uncertainty, which is a key step toward 
market-oriented reform. Further reform 
would allow the refined oil price, within 
a certain range, to be determined by 
domestic market forces. 

The government recently also proposed 
to improve the coal-electricity linkage 
mechanism. The current refined oil 
pricing mechanism has pitfalls, but for the 
market the refined oil price adjustment 
mechanism is transparent and predictable. 
Specifically, before price adjustment, the 
range for adjustment predicted by market 
institutions according to the changes of 
international oil price should be more 

or less the same with that announced 
by the government. The basic approach 
to improve the linkage mechanism for 
coal and electricity mainly depends on 
the government adjusting feed-in tariffs 
strictly in accordance with the timeframe 
and range set out by the mechanism, and 
considering how to link the retail electricity 
price.

The biggest highlight for this round 
of electric power reform is the vertical 
separation of electricity selling from the 
power grid, allowing multiple owners 
to enter the power retail market. The 
biggest challenge is how to provide the 
private sector with ample opportunities, 
as SOEs may continue to dominate the 
retail market if the government does not 
set limits. 

Energy reform will have profound impacts 
on the energy industry. Given China’s 
energy consumption and vast market, 
changes in energy structure, energy 
production, and consumption propelled 
by reforms will greatly affect global energy 
markets. A clean and sustainable Chinese 
energy industry will be positive for the 
world.
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Impacts on global energy markets 
and Asian countries in particular
As the largest energy consumer globally, 
China’s energy structure reform will 
also drive the optimization of energy 
structures in Asia and around the globe. 
Given that China accounts for 50% of 
global consumption of coal, a meaningful 
reduction of China’s coal consumption 
would change global energy mix. Indeed, 
according to the International Energy 
Agency (IEA), global coal demand is likely 
to come down from 29% to 26%, from 
2012 to 2030.

Asian countries may experience even 
more direct impacts. The Middle East and 
Central Asia (former Soviet Union) are 
the main sources for China’s crude oil, 
accounting for two thirds of its total crude 
oil imports. China’s increasing demand for 
oil in the future will benefit Central Asia’s 
economic growth. Before 2014, China 
mainly imported pipeline natural gas (PNG) 
from Central Asia, and liquefied natural 

gas (LNG) from Australia, Indonesia, and 
Malaysia. In the future, however, the 
China-Russia gas pipelines may impact 
these countries’ exports of natural gas to 
China. These regions will also benefit from 
the changes in China’s energy structure as 
China significantly raises its proportion of 
gas consumption in the future. However, 
massive overcapacity within China’s 
coal industry has resulted in significant 
shock to Mongolia and Indonesia who 
have exported coal to China. These two 
countries may struggle due to weak coal 
exports to China in future.

As for energy cooperation, China is bound 
to strengthen its influence in Asia’s energy 
sector as the Belt and Road Initiative 
unfolds. Central Asia will be the main 
beneficiary, largely due to its relatively 
stable political situation, abundant and 
complementary energy resources, and 
close geographic proximity to China.

Lin Boqiang
Director 

China Center for Energy 
Economic Research at Xiamen University
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Business ecosystem impact 
in China’s New Normal: 
Reflections on risks and rewards
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A brave new business community 
While the economy is slowing the pace 
of change in the business ecosystem is 
accelerating under the influence of digital 
advances, globalization and China’s policy 
focus on innovation. In China’s New 
Normal, only those who are innovative 
and creative will make progress and 
increase in strength.  

New situation and new features 
arising from the New Normal 
With economic slowdown from a double 
digit to a single digit growth rate, China’s 
economy has gradually evolved to a new 
stage characterized by more advanced 
forms, complex division of labor, and a 
more reasonable structure. Characteristics 
include:  

•	Economic development slowing from 
high growth to medium-high growth 

•	Continuous optimization and upgrading 
of economic structure 

•	A transition from factor- and 
investment-driven to innovation-driven

Innovation has become the core driving 
force of the economic New Normal. 
Previously, Chinese enterprises mainly 
relied on cost advantages to compete in 
the global market. Nowadays, however, 
having broken from their cocoons 
and emerged as butterflies, Chinese 
enterprises are gradually emerging on 
the world stage, backed by increasingly 
enhanced innovative capabilities. Huawei, 
a well-established Chinese enterprise, 

was included on the list of the World’s 
50 Most Innovative Companies 2016 
published by Fast Company, together 
with enterprises well known for their 
innovation, such as Amazon, Apple, and 
Uber.   

Business ecosystems in the New 
Normal 
Business relationships have also 
experienced unprecedented changes 
in the New Normal. Technological 
development and the penetration of the 
Internet are redefining the boundaries 
between people, countries, and industries.  
Greater connectivity among business 
elements has transformed once clear-cut 
business relationships, blurring industry 
boundaries. With the indefinite expansion 
of the scope of business competition and 
cooperation, we are journeying towards 
an era of boundless competition and 
cooperation.  

Deloitte’s analysis of financial statements 
of companies listed on the CSI 300 and 
Hang Seng 100 indicates an increasingly 
frequent connection between the 
corporate ecosystem and the outside 
world, with nearly 80% of enterprises 
reporting more external expenses (such 
as outsourcing, intermediaries, and 
consulting) than internal expenses. 
Meanwhile, according to Deloitte’s 
survey of nearly 100 enterprises regarding 
business ecosystem governance, more 
than 50% of enterprises report a high, or 
even extreme, dependency on partners, 
as compared with only less than 20% of 
enterprises which had previously shown a 
high dependency on partners.  

In this context, enterprises should, 
instead of standing alone, leverage their 
own value in the business ecosystem to 
survive, develop and flourish in the new 
environment.  

Integration. Coexistence. Transformation. Under the 
New Normal, the business ecosystem will have new 
characteristics and provide fresh opportunities for 
future development. Challenges and risks accompany 
opportunities. It was the best of times, it was the worst 
of times.  
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This ecosystem is not equivalent to 
simple integration and alliance. Many 
business owners mistakenly define 
“ecosystem” as constantly integrating 
new businesses to support and 
coordinate existing businesses. Ecosystem, 
however, emphasizes the interaction 
among different organizations and 
individuals, highlighting coexistence and 
interdependence. Ecosystems, in contrast 
to alliances which aim at bilateral and 
multilateral relations within a limited scope 
where relations among different alliances 
are usually separated, consider all partners 
as a whole.  

In the lexicon of Deloitte China Enterprise 
Risk Services, the business ecosystem is “a 
dynamic economic community in which  
organizations and groups that have an 
interest compete and cooperate with 
each other, including clients, suppliers, 
major manufacturers, competitors, 
manufacturers of complementary 
products, investors, trading partners, 
standard-setting bodies, labor unions, 
governments, and public service 
organizations, etc. “ 

Future development trends for 
business environments in the era of 
Business Ecosystems  

Integration 
Jumping out of the traditional “supply-
production-marketing” value chain 
and introducing cross-border partner 
enterprises, innovation, and value mining 
can multiply enterprise value. Moreover, 
a three-dimensional ecosystem can better 
facilitate overlap with other ecosystems, 
draw out competitors from unexpected 
sectors, and even overtake previously 
leading enterprises with incredibly rapid 
growth. Never-before-seen models like 
this are appearing in many industries. 

For example, Fin-Tech (Financial 
Technology), provides services for groups 
unrelated to finance by combining their 
financial needs such as consumption 

and wealth management with Internet 
and IT-related technologies. With a 
gradually increasing market share, it has 
sent shockwaves through the traditional 
financial industry.  

Mint is a well-known example in the 
Fin-Tech sector. By connecting a Mint 
account with credit and debit card 
accounts, Mint can provide consumption 
analysis to tell customers how much they 
have spent on clothing, food, socializing, 
transportation, and other categories. 
Moreover, customers can issue their own 
debit cards — Mint Control Cards — to 
avoid impulsive shopping by setting a 
spending limit for each category. Since 
it announced it intent to extend its 
coverage in April 2010, Mint has formed 
connections with over 16,000 American 
financial institutions. 

Another example is “ele.me,” an online 
food ordering platform that integrates 
offline food brands with online resources 
by positioning itself as a platform 
connecting “everything related to eating.” 
Beyond its existing food delivery business, 
it has expanded into other areas such as 
delivery services, connecting supermarkets 
and groceries to customers. As of 
December 2015, ele.me covered over 300 
cities, taking more than 3.3 million orders 
daily, and ranking first with a 34.1% 
market share. 

Coexistence 
Value creation has promoted more 
cross-border integration. As market 
transparency improves and capital markets 
and technologies continue to develop, 
competition among enterprises in the 
ecosystem will intensify. Constantly 
emerging new price and media 
competition is making it very important 
to build a systemic and well-organized 
coexistence model. This is a clearly 
emerging trend in the rapid, interative 
Internet new economy domain. 

For instance, with the rapid development 
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of DiDi and Kuaidadi as well as Uber and 
other new competitors’ participation, the 
ride-sharing market has been saturated 
quickly. To attract new customers, 
enterprises have employed various subsidy 
methods. DiDi is spending several hundred 
million in monthly subsidies at peak times. 
The ride-sharing market has been involved 
in a vicious price war of high subsidies 
where enterprises proactively or passively 
supplement cash flow through financing. 
On 14 February 2015, DiDi and Kuaidadi 
entered into a strategic merger, becoming 
partners instead of rivals. In addition, the 
merger of dianping.com and meituan.com 
in October 2015 and the merger of Youku 
and Tudou in 2012 illustrate the trend 
of seeking coexistence in the business 
ecosystem. 

Transformation 
Enterprises innovating at a faster pace, 
and new products and new business 
models constantly emerging are 
challenging regulators to keep up with 
these trends and adapt to the New 
Normal. Deloitte’s Business Ecosystem 
Governance Survey shows that 25% of 
respondents are most concerned with 
the lack of organization and mechanisms 
in practicing ecosystem governance. In 
addition, 17% of respondents expressed 
their concerns about partners’ governance 
and management. Regulation and 
compliance management of the whole 
ecosystem are urgently needed.  

Taking the ride-sharing industry as an 
example, regulators want to control 
unreasonable pricing and consumption by 
including all of the ride-sharing Apps on 
the phone-and-online-hailing-platform. 
However, no substantial development has 
been seen yet. Taking automated driving 
as an example, the US government is 
continuously exploring levels of safety, 
ethics, social acceptance, and legal 
concerns. 

In conclusion, business ecosystems in 
China’s New Normal are introducing new 
features and providing new opportunities 
for the future development of the whole 
ecosystem. 

There are two top priorities for how 
enterprises should look at their business 
ecosystems. One is “value creation” — 
co-creating valuable things through the 
cooperation of enterprises; the other 
is “ecosystem governance” in order to 
better utilize customers, markets, alliances, 
and suppliers. To create real value 
continuously, enterprises should constantly 
extend their ecosystem, however this must 
be underpinned by systemic and well-
organized coexistence relationships. Faced 
with dramatic changes to enterprises, 
regulators must keep up and adapt to 
the New Normal with their development 
and improvement of rules, to provide a 
more favorable environment for business 
ecosystems. 

Eddie Chiu
National Managing Partner

Enterprise Risk Services
Deloitte China
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