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At the turn of  the century,  China 's  rapid 
economic growth phase led to the accumulation of 
various imbalances. A round of profound adjustments 
is required before the economy can return to a 
sustainable growth track. Economic growth has 
successfully driven up factor prices and shifts in 
growth engines periodically, resulting in a new wave 
of deep structural adjustment pressures. China's rapid 
economic pursuit and external imbalances have been 
deeply embedded and have driven changes in the 
global economic landscape, leading to unprecedented 
interactions between Chinese and global economic 
adjustments. Although the dual adjustment has 
achieved its effect for the time being, the economy 
has yet to move out of the adjustment trough phase. 
Hence, 2016 could be beset with new challenges in the 
current round of adjustments.

First, uncertainties and risks in the external 
economic environment have increased rather than 
decreased. The evolution of trends in the global 
economic landscape point to long-term opportunities 
and short- to medium-term risks for China, as well 
as unprecedented external uncertainties and potential 
risks. In the next few years, the economic condition 
of developed nations and developing nations will be 

confronted with relatively large uncertainties. Not only 
does China have to implement the correct policies 
to maintain steady domestic economic performance 
targeted at new sources of risks, and indeed the impact 
of new crises, as far as the external environment is 
concerned, it also has to prepare to adopt international 
cooperative actions that are more proactive and active 
in the case of new external impact.

Moreover, numerous challenges continue to 
assail domestic adjustments. First, the process of 
consuming overcapacity, as well as the "capacity 
elimination" of excess inventory and "de-stocking" 
have yet to be completed. Second, the implementation 
of enterprise mergers and reorganizations to activate 
existing resources has been confronted with unique 
difficulties. Third, we are currently confronted with 
rising pressure from two types of financial risks. 
Fourth, the changeover from old to new in the 
structural adjustment process is in a stalemate.

Seeking Reforms to Overcome 
Difficulties

Since the 18th National Congress of the CPC, 
decision makers at the highest level have formulated 
institutional reform planning at the Third Plenary 

Current State of China's Economy and 
the Response to Dual Adjustments

  Lu Feng, Professor, National School of Development, Peking University

卢峰
New Challenges 
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Session, and have achieved encouraging progress in 
areas such as population policy adjustments, financial 
market-oriented reforms, fiscal system reforms, 
streamlining administration and decentralization of 
power, as well as expanding opening up to the outside 
world.

However, adapting the actual pace of driving 
reform and opening up vis-à-vis the requirements 
for socio-economic growth in China has remained 
difficult. The quest for institutional breakthroughs in 
crucial areas of reform has been hindered by vested 
interests. It has also been subjected to constraints 
by t radi t ional  thinking and opinions that  are 
unable to adapt to practices pertaining to economic 
modernization. Reforms have been assailed by greater 
than expected difficulties. If the multiple layers of 
hindrances cannot be overcome so that institutional 
breakthroughs for reforms in crucial areas are realized, 
the economy may operate at low levels and linger in 
a downward phase for an excessively long period of 
time. This may also lead to a lack of stamina in the 
economy after it exits the downward trough which will 
in turn result in a shallow recovery or weak prosperity. 
A combination of inflation and weak growth could 
even emerge resulting in stagnation. Implementation 
of supply-side structural reforms are required to break 
through the final phase of dual adjustment challenges 
that the economy faces, and a comprehensive and in-
depth open market economic system has to be actively 
promoted to lift the potential growth capacity of the 
economy, creating the necessary conditions for China 
in terms of subsequent strong recovery in economic 
prosperity as well as a sustained and more rapid 
pursuit.

Prospects for Dual Cyclical and 
Structural Adjustment

China's economic pursuit accelerated at the turn 
of the century, with per capita GDP rising to about 
US$7,500 last year from more than US$1,000 at the 
turn of the century. China moved rapidly from lower 
middle-income to the higher middle-income level. 
Inferring from the performance of China's economic 
pursuit and actual conditions, the current round of 

adjustments, if and when finally concluded and with 
a shift toward strong prosperous growth, would see 
China's economy achieve per capita income of about 
US$15,000 in the new round of prosperous growth 
phase, preliminarily crossing the threshold toward 
becoming a high-income nation. At the same time, 
the aggregate economy is also expected to surpass the 
United States to become the largest economy in the 
world. 

As such, the prospects for the current round of 
economic adjustments and China's economic growth 
over the next five to 10 years which it determines carry 
special significance in the contemporary historical 
progress of China's economy.

The dual cyclical and structural adjustments 
have led to the recent macroeconomic trends in 
China. Offsetting downward economic risks and 
ensuring smooth progress in changes in the economic 
cycle require enhancing policy measures for stable 
growth and risk prevention. However, in order for 
the economy to realize a strong subsequent economic 
rebound and move toward crossing over the high-
income threshold in the new round of prosperous 
growth phase, supply-side structural reforms are 
required to be carried out to resolve the prominent 
conflicts faced by the dual adjustments; deep reforms 
in key areas are required to significantly raise 
the economy's potential growth rate; the market's 
innovative strengths are required to be fully released 
to activate new economic growth factors; and the 
dynamic role of an emerging big nation is required 
to be better brought into play, and global economic 
growth potential effectively developed.

First, there should be comprehensive dialectic 
understanding of the situational characteristics of 
the economic adjustment phase in recent years so 
as to increase and maintain concentration as well as 
confidence in proactive and active adjustments.

Second, enrich and strengthen steady growth 
and counter-cyclical regulatory policies to adequately 
enhance aggregate demand. To bring to play fiscal 
policy in terms of better targeting and its function to 
effectively leverage private capital, and under current 
circumstances where enterprise leverage ratios are 
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higher while the central government's debt ratio is 
relatively low, use of fiscal policy measures pertaining 
to stable growth should be appropriately enhanced.

Third, supply-side structural reforms should 
be carried out to help drive the dual adjustments. 
(1) The path to an "orderly exit" should be cleared 
so as to create the necessary policy conditions such 
that market mechanisms may be better utilized to 
manage overcapacity, thus ensuring that the necessary 
bankruptcy and reorganization as well as market 
clearance of enterprises may be carried out in an 
orderly manner according to legal requirements (2) A 
combination of policies should be carried out to lower 
the operating cost of enterprises. (3) Advancing the 
long-term objective of urbanization and the adjustment 
objective of the real estate cycle should be integrated. 
(4) Great importance should be attached to the trend 
and impact of adjustments in China's food cycle, 
addressing both the symptoms and the root cause of 
the new round of relative oversupply of food and "the 
change in the method of growth in the agriculture 
sector shall be accelerated."

Fourth, institutional reforms in key areas shall be 
carried out with keen determination. Introduction of 
reform measures that can both boost reform confidence 
and help drive economic growth should be accelerated. 
The regulatory regime of registered permanent 
residence related to the urban-rural separation of a 
planned economy may be abolished in phases. On the 
basis of the general authentication of rural land rights, 
limitations to the usufructuary rights and transfer 
rights of homesteads of farmers should be abolished 
as soon as possible. More comprehensive citizen's 
rights should be given to farmers in terms of selecting 
residences and occupation, as well as their children's 
education, increasing the property income of farmers 
and further stimulating suppressed urbanization 
growth potential. Accession controls and ownership 
discrimination on industry investments should 
be substantially reduced so as to release society's 
investment potential. Accession controls on the health 
care and education sectors should be reduced, and 
the extent of liberalization to external parties of these 
sectors should be increased, allowing these relatively 

high income elasticity sectors to better help drive the 
effect of potential growth.

Fif th ,  publ ic  pol icy and market  s t rength 
should be complementary. Ground level innovation 
and high-end research and development should 
be simultaneously carried out, encouraging the 
development of innovation driving new growth 
models. Public finance and industrial policies should 
be used to encourage technology research and 
development of enterprises in the new economic 
growth phase, accelerating the development of their 
leading edge innovation capability. Market grassroots 
strength that advances growth should be developed to 
promote growth by way of mass entrepreneurship and 
universal innovation policies. In accordance with the 
general trend of new information technology and the 
integration between various traditional and emerging 
industries, "Internet+" policies should be actively 
implemented and encouraged. Market incentive 
mechanisms and the effect of policy guidance should 
be brought to play. Improvements in product and 
service quality of all enterprises should be encouraged. 
The contradictions between the supply capacity of the 
domestic economy and domestic consumption during a 
medium high-income phase as well as the investment 
demand structure should be resolved by way of a 
prolonged "quality revolution."

Sixth, the effect of actively guiding global 
economic growth by an emerging big nation should be 
brought to play. While deepening domestic structural 
reforms and strengthening systems, liberalization 
development policies that would benefit both China 
and overseas markets should be actively designed and 
implemented.

Seventh, safeguard against multiple layers of 
risks, and take precautions against the impact of larger-
than-expected small probability events. Dynamic 
management and the strengthening of capital adequacy 
ratios, liquidity ratios and provisioning of the banking 
system to reduce the vulnerability of its system are 
required. Advance study of financial risk triggers 
should be enhanced to increase the predictability of 
and initiative taken to counter the impact from internal 
and external financial risks.

未标题-2   1 2016.2.26   3:24:22 AM
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China’s five major economic tasks in 2016 were 
put forward at the Central Economic Work Conference, 
namely reducing overcapaci ty,  deleveraging, 
destocking, lowering costs and overcoming areas 
of weakness. In a nutshell, these five tasks focus on 
strengthening structural reforms on the supply side 
while moderately expanding aggregate demand.

Such a policy direction stems from the greatest 
challenge facing China's economy, which is its 
slowing growth since 2010. The duration of the 
current economic downturn has been the longest since 
the reform and opening up of China and the pressure 
of a sustained decline remains. A clear analysis of the 
reasons for the economic downturn is necessary for 
China to emerge from the economic doldrums.

The domestic and international consensus 
is that China’s economic downturn stems from its 
institutional mechanisms and the way in which the 
Chinese economy is growing, and it has also much 
to do with the country’s 4 trillion yuan package of 
counter-cyclical measures which was introduced in the 
wake of the global financial crisis in 2008.

1.  China’s  economic downturn is  mainly 
attributable to cyclical and external factors

As a developing country in transition, it goes 

without saying that China needs to address many 
issues related to institutional mechanisms and 
its development model. At the same time, the 4 
trillion yuan stimulus package rolled out after 2008 
is bound to contain some oversight and has room 
for improvement given that it was in response to a 
sudden crisis. All these are undeniable. However, the 
economic downturn that China has been experiencing 
since 2010 is mainly attributable to cyclical and 
external factors.

Such a conclusion is based on international 
comparisons. Firstly, there is the comparison between 
the overall performance of China and that of countries 
with the same level of development over the same 
period of time. Brazil’s economic growth rate was 
0.4 percent in 2014, compared to 7.5 percent in 
2010. The country also experienced a slowdown but 
the decline was greater than China’s. India posted 
economic growth of 7.4 percent in 2014, compared 
to 10.3 percent in 2010. Although the growth rate 
was 0.1 percentage point higher than China’s growth 
rate, India grew at a slower pace than China in 
reality. For one, India’s economy only grew by 5 
percent in 2012, compared to China’s 7.7 percent. 
The magnitude of India's economic downturn was 

Investing in Weak Areas Will Not 
Result in Overcapacity

  Justin Lin Yifu, Honorary Dean and Professor, 
National School of Development (NSD), Peking University

New Challenges 
新挑战
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in fact greater than that of China between 2000 and 
2012, and India merely bottomed out ahead of China. 
Another point to note is that India changed the way 
it measures economic growth in 2012, resulting in 
an upward revision of its economic growth for the 
year by nearly two percentage points. Excluding the 
two percentage points, the country’s economy grew 
by less than 6 percent in 2014. As the magnitude of 
economic slowdown in these countries with the same 
level of development as China is greater than that in 
China, the slowdown in the Chinese economy cannot 
be attributed to the country’s institutional mechanisms 
and growth patterns.

Secondly, there is the comparison between China 
and countries/regions with high income over the same 
period that had generally performed well economically, 
such as South Korea, Taiwan and Singapore. South 
Korea posted economic growth of 3.3 percent in 2014, 
compared to 6.5 percent in 2010, while Taiwan’s 
economic growth slowed from 10.8 percent to 3.5 
percent and Singapore’s fell from 15.2 percent to 2.9 
percent over the same period. It stands to reason that 
these high-income countries/regions which generally 
performed well economically have sound institutional 
mechanisms and growth patterns, but their economies 
slowed down over the same period nonetheless and at 
a greater magnitude compared to China.

Based on these two international comparisons, 
China's economic slowdown is to a greater extent 
triggered by external and cyclical factors.

2. Good timing is necessary for the introduction 
of supply-side reforms

External and cyclical factors are the main reasons 
for an economic downturn, the push for necessary 
structural reforms to institutional mechanisms needs to 
go hand in hand with counter-cyclical measures geared 
towards steady growth.

The overall tone of the Central Economic 
Work Conference regarding 2016 is to strengthen 
structural reforms on the supply side while moderately 
expanding aggregate demand. A deeper understanding 
of such a statement is necessary.

Supply-side structural reforms are certainly 
beneficial in the long run. What needs to be considered 

is their short-term impact. As such, priorities need to 
be set. Priority should be given to the implementation 
of reform measures that can boost consumer or 
investment demand in the short term. As for reform 
measures that may dampen such demand in the short 
term, timing the introduction of these measures is of 
the essence.

3. Priority needs to be given to investment for 
the expansion of aggregate demand

There was much debate in China some time 
ago on whether measures geared towards steady 
growth and moderate expansion of aggregate demand 
should place a greater emphasis on consumption or 
investment. 

In  my opin ion ,  consumpt ion  i s  the  goal 
of economic development. However, sustained 
consumption growth comes from sustained growth 
in consumer income which comes from higher 
product iv i ty  or  lower  t ransac t ion  cos ts .  The 
precondition for higher productivity is sustained 
technological innovation and industrial upgrading 
while the precondition for lower transaction costs 
is better infrastructure. Whether it is technological 
i n n o v a t i o n ,  i n d u s t r i a l  u p g r a d i n g  o r  b e t t e r 
infrastructure, investment is required. Hence, I believe 
that priority needs to be given to investment when 
it comes to measures for the moderate expansion of 
aggregate demand, provided such investment can 
increase labor productivity or reduce transaction costs.

4. Investment in areas of weakness will not result 
in overcapacity

Domestic scholars and the general public in 
China have for a long time equated investment to 
overcapacity. Overcapacity would definitely be 
exacerbated if investment in sectors with overcapacity 
is increased. However, aggravated overcapacity would 
not be an issue if the investment is made in sectors 
with capacity shortages. China’s manufacturing 
industry imported 1.3 trillion dollars of industrial 
products in 2014 and these products were imported as 
the country was unable to produce them. Investing in 
industrial upgrading and technological innovation in 
these areas would be a way of overcoming a weakness. 
In terms of infrastructure, China has relatively good 
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infrastructure compared with other developing 
countries. However, in major Chinese cities such as 
Beijing, the underground pipe network falls short. 
Urbanization is also an area of weakness in China. 
The country’s urbanization rate is only 54 percent, 
compared to more than 80 percent in developed 
countries.

In China today, overcapacity mainly occurs in 
the construction industry, such as steel, cement, plate 
glass and electrolytic aluminum. Overcoming the 
weakness by improving labor productivity, enhancing 
production technologies, reducing transaction costs 
and eliminating infrastructure bottlenecks through 
investment will not result in overcapacity. Instead, it 
can also help to digest the existing overcapacity in the 
iron and steel, cement and other sectors.

5. Investment will not lead to a squeeze on 
consumption from a dynamic perspective.

An argument against an investment-led economy 
is that it will lead to a squeeze on consumption. 
Such a view fails to take the dynamic perspective 
into consideration. If the investment can increase 
productivity or reduce transaction costs, it will not 
lead to a squeeze on consumption but rather boost 
income and consumption instead.

Actual data shows that consumption growth 
picks up speed when investment growth is faster and 
consumption growth slows down when investment 
growth decelerates. Investment growth in China was 
higher than the long-term average growth rate before 
2011 and it was below the long-term average growth 
rate after 2012. Consumption growth in the country 
experienced a similar situation. 

The general population is concerned with 
consumption growth rather than consumption as 
a proportion of GDP. As long as the investment 
is effective, it can create value, improve labor 
productivity, increase employment and boost income, 
and consumption growth will  naturally occur. 
Conversely, if there is no investment or if investment 
declines, employment opportunities will fall and labor 
productivity growth will be relatively slow. In this 
case, consumption growth will slow down.

6. Counter-cyclical infrastructure investment 

does not edge out private investment
Investment mainly consists of two parts, namely 

investment in infrastructure and industrial investment. 
Industrial investment should mainly be undertaken 
by enterprises. If aggregate demand is to be expanded 
through government investment, the investment 
should focus on infrastructure. Many are against 
the idea of government investment in infrastructure, 
mainly because they believe it will edge out private 
investment and because infrastructure investment has 
a low rate of return.

Firstly, with regards to government investment 
in infrastructure squeezing out private investment, 
total investment by the Chinese government was 4 
trillion yuan in 2008. During the same period, private 
investment was very low. Did the government engage 
in infrastructure investment in its bid to moderately 
expand aggregate demand as investment inclination 
in the private sector was low or did it expand its 
investment in infrastructure, resulting in low private 
investment? The answer is clearly the former.

Secondly, with regards to the low rate of return 
on infrastructure investment, the low rate is due to two 
factors. The first is that such investment is long term 
in nature. The return period is correspondingly long 
and may span 40 to 50 years. Infrastructure investment 
would bring huge and sudden profits if we were to 
expect it to have the same rate of return as ordinary 
investments. The second factor is that investment 
in infrastructure has positive externalities but it is 
difficult to impose direct charges on the resulting 
external gains. The private sector is not keen to carry 
out investment in infrastructure unless it is awarded 
a monopolistic position by the government. It would 
be appropriate from an investor's point of view if 
the private sector does have a monopolistic position 
if infrastructure but it would be inappropriate from 
the perspective of overall economic development. 
Many international organizations including the World 
Bank have been calling for private investment in 
infrastructure since the 1980s, and they found that 
private organizations are only keen to invest in mobile 
communications infrastructure. This is because the 
mobile communications sector is monopolistic in 

New Challenges 
新挑战
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nature and collecting charges on such infrastructure is 
easy. As such, investment in infrastructure, particularly 
tha t  for  the  e l iminat ion  of  economic  growth 
bottlenecks, should be undertaken by the government.

I have been advocating since 2009 that the best 
time for government investment in infrastructure is 
during economic downturns. This kills two birds with 
one stone as it will create demand, stabilize growth 
and boost employment while investment costs are the 
lowest during such periods. In contrast, engaging in 
infrastructure investment when economic development 
is strong may result in economic overheating and there 
is also the issue of high costs. This view of mine has 
become a mainstream view in the international arena.

7. Domestic scholars should seek theoretical 
innovation and not blindly adopt Western theories

Domestic scholars generally examine China’s 
economic policies using foreign economic theories. 
For example, they would deem the country’s past 
economic policies as demand-side and Keynesian 
policies, and when the government introduced policies 
to strengthen supply-side structural reforms, they 
would say that China had abandoned Keynesianism 
and turned to the supply-side economics school of 
thought.  In my opinion, both views are incorrect. 
China’s proactive fiscal policy is not Keynesianism. 
It goes beyond Keynesianism and combines the 
growth of both demand and supply. The government’s 
infrastructure investment has indeed increased demand 
in the short term, but it is mainly for the improvement 
of traffic which can help in the elimination of 
economic growth bottlenecks, reduction of transaction 
costs and enhancement of economic competitiveness. 
This is something which cannot be carried out in 
developed countries as developed countries generally 
have good infrastructure and undertaking any 
infrastructure investment in these countries because of 
fiscal stimuli would indeed be akin to "digging a hole 
to fill up another."

China is focusing on strengthening its supply-
side structural reforms as much weakness still remains 
in this area. However, this is different from developed 
countries. When developed countries implement the 
policies advocated by supply-side economics school 

of thought, they are opposed to the idea of industrial 
policies, whereas China needs industrial policies 
as it seeks to stabilize macroeconomic policy and 
implement precise industrial policies. This is not to say 
developed countries do not have industrial policies. 
They do have industrial policies but it is difficult to 
implement them. Developed countries are already in 
the forefront in terms of industries and technologies, 
and new industries and technologies would need to be 
invented for them to achieve further progress. Much 
of the industrial upgrading undertaken by developing 
countries can in fact be found in developed countries 
and the Chinese government can capitalize on the 
trend and guide the development of industries with 
weaknesses.

Hence, China’s previous policies were not 
Keynesian in nature and its current policies are not 
based on the supply-side economics school of thought 
either. China needs to take its actual situation into 
consideration, form its own theoretical innovation, 
engage in a clear analysis of its current economic 
issues and future economic opportunities, and then 
decide on the most suitable policies.

All countries should employ counter-cyclical 
measures in the event of global impact or cyclical 
downturns. However, unlike developing countries, 
it is difficult for developed countries to combine 
counter-cyclical measures with measures that promote 
growth. Developed countries base their theories and 
policies on their stage of development and industry 
characteristics. As a developing country, China 
cannot use the theories of developed countries to 
examine its current issues as doing so is likely to bring 
considerable misunderstanding.

Peking Univers i ty  recent ly  launched the 
Center for New Structural Economics with the key 
objective of promoting new structural economics. 
It seeks to help domestic economics circles have 
a clear understanding of the difference between 
developing and developed countries in terms of factor 
endowments, industries, technologies and structures, 
and discover the causes of economic development or 
macro-cycle fluctuations, as well as challenges and 
opportunities in such development and fluctuations.
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In 2016,  China’s economy faces a set  of 
interlinked challenges. Stabilizing expectations on 
the yuan, bolstering short-term growth and energizing 
longer-term reform all loom large on the agenda. Scope 
to employ traditional monetary stimulus is limited by 
concerns about adding to downward pressure on the 
yuan, as well as stresses from over-extended banks and 
over-indebted corporates. Amped up fiscal stimulus, 
focused on expanding public services and raising 
income for low-income households could square the 
circle — helping keep growth in the government’s 6.5-
7% range, while also supporting longer-term prospects 
by accelerating the virtuous circle of higher household 
income and a growing services sector. Bloomberg 
Intelligence Economics’ calculations suggest a 1% 
of GDP fiscal stimulus targeted at expanding public 
services and raising household income could boost 
output by 1.1% and add more than seven million 
new jobs. Stimulus that supports China’s growth 
today and rebalancing tomorrow would help stabilize 
expectations on the yuan and provide a boost to global 
confidence.

As Premier Li Keqiang said at a recent State 
Council meeting, China is facing great challenges 

and new uncertainties. Global growth is fading. The 
consensus forecast for this year’s expansion in world 
output was down to 3.1% in February from 3.3% at the 
start of the year. 

Combined with home-grown challenges as real 
estate slows, industry works through overcapacity and 
financial markets deal with the legacy of last year’s 
turbulence, that threatens to damp China’s growth. 
The job of supporting output in the short term is made 
more complex by the need to make progress on longer-
term reform and rebalancing.

As People’s Bank of China Deputy Governor Yi 
Gang said at a recent conference, supply side reforms 
can have a short term negative impact on growth – 
as zombie firms cease production and shed workers. 
The painstaking work required to put the economy 
on a sustainable growth path has already begun, but 
there remains a considerable distance left to travel. 
Investment’s share of GDP — 46% in 2014 — 
remains extremely high in historical and international 
comparison. The painful process of deleveraging has 
not yet begun. Outstanding credit swelled to about 
250% of GDP in 2015 from 230% in 2014, according 
to Bloomberg Intelligence Economics' calculations. 

Squaring China’s Circle of Short-
Term Growth, Long-Term Reform 
— Estimating the Impact of Fiscal Stimulus

  Tom Orlik and Fielding Chen, Bloomberg Intelligence Economists

New Challenges 
新挑战
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Exits From Exchange Rate Pegs Easier 
When Growth is Strong

Concern about China’s short- and medium-term 
growth prospects has impacted investor’ sentiment 
and complicated the People’s Bank of China’s efforts 
to take the final steps on liberalizing the exchange 
rate. The central bank moved in August last year to 
correct the mismatch between the yuan’s central parity 
and spot price, shift focus away from the yuan-dollar 
cross and toward the trade-weighted exchange rate, 
and give the market greater influence. That was widely 
misinterpreted by bearish international investors as the 
first step in a competitive devaluation. As a result, the 
PBOC shifted gears, working to ensure basic stability 
in the market, expending foreign-exchange reserves 
to prevent a disorderly drop in the yuan, and pushing 
back against investor expectations of depreciation. 
The lesson of recent history is that a successful 
transition to a more flexible exchange rate will depend 
upon restoring market confidence in China’s growth 
prospects. Of 15 countries that exited from pegged 
exchange rates in the period since 2000, only those 
with rising growth enjoyed a stable exchange rate.

Economy Wide Debt-to-GDP Level Has 
Risen 

In the past, monetary policy has always done 
the bulk of the work in supporting growth. That’s 
been effective, but it’s come at a cost. Bank assets 
have tripled since 2008 and non-performing loans 
at 1.3 trillion yuan ($200 billion) are now equal to 
2% of GDP. Businesses and local governments are 
carrying a heavy burden of debt, and repayment has 
been made more difficult as overcapacity has dented 
prices and profits. Even if there were an appetite for a 
major monetary stimulus, the space to do so is limited. 
Deposit rates at 1.5% mean there’s limited space to cut 
before banks’ net interest margins are eroded. A cut in 
rates would also open a wider interest-rate differential 
with the U.S. and add to downward pressure on the 
yuan, something the PBOC may be keen to avoid in 
the immediate future. That doesn’t mean there’s no 
scope for monetary support. The PBOC is already 
making smart moves to guide market rates lower and 

encourage more lending to small and medium-sized 
enterprises. It does mean that more of the heavy lifting 
on any stimulus will have to be done elsewhere.

Low Government Debt as % GDP Means 
Space for Fiscal Support

That focuses attention squarely on fiscal policy. 
Public spending is already playing an expanded role in 
bolstering demand, accelerating to 20% annual growth 
in the final quarter of 2015. China’s government debt-
to-GDP ratio is just 41% according to the International 
Monetary Fund, low in international comparison. 
Even if that figure doesn’t take account of all of the 
government’s liabilities, low debt still means there’s 
scope leverage the pubic-sector balance sheet. A fiscal 
stimulus focused on expanding social services and 
raising the spending power of low-income households 
would deliver a significant boost to growth in the short 
term. By accelerating gains in household income, it 
would also add impetus to the rebalancing agenda.

The most immediate bang for buck would come 
from directly increasing public spending. In the 
past, the focus of fiscal stimulus has been the hard 
infrastructure of roads, rails and power plants. Shifting 
the focus to higher spending on education, healthcare 
and other social services would deliver a similar boost 
to growth, while also supporting robust employment, 
rising incomes and an expanded role for the services 
sector. The academic literature suggests that the fiscal 
multiplier for China is about 1.5. That means a 1% of 
GDP increase in the fiscal deficit would result in a 1.5% 
expansion in GDP. Bloomberg Intelligence Economics' 
calculations suggest the majority of that expansion 
would come from the services sector, and the extra 
spending would create close to ten million new jobs. 
The calculation on additional jobs is based on the 
breakdown in the share of additional output between 
services and manufacturing and the job intensity of 
output in each of those sectors.

The difficulty with that plan is that it’s not 
easy to rapidly ramp up spending on public services. 
Shovel-ready infrastructure projects are plentiful. 
Hospital-ready nurses and school-ready teachers are 
not. A rapid expansion in spending without a response 
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from the public sector supply side might give growth a 
boost, but it would also risk being lost in pay inflation 
without having a positive impact on actual service 
provision. An alternative approach is to target deficit 
spending toward increasing household incomes. 
Cutting income taxes, or replicating policies employed 
in the U.K. and elsewhere with negative tax rates for 
low earners, would directly raise household income. 
The problem with that approach is with household 
saving rates high a portion of the increase in income 
will be saved, reducing the stimulus' bang for the 
government’s deficit-spending buck. Based on average 
household savings rates for urban households, the 
multiplier for stimulus targeted at raising household 
incomes could be just 0.7 — which means deficit 
spending of 1% of GDP would generate additional 
output equivalent to 0.7% of GDP.

Low Income Households Have Lower 
Saving Rate 

The effectiveness of a household-income focused 
fiscal stimulus could be enhanced if it was targeted at 
low-income households. Contrary to the popular myth 
of China’s thrifty poor driving high national saving 
rates, it’s actually the richest households that are doing 
most of the saving. Low-income households have a 
higher propensity to consume. That means a fiscal 
stimulus targeted at raising the income of the bottom 
40% of households would likely have a slightly higher 
multiplier – about 0.8, based on National Bureau of 
Statistics data for urban households. That data doesn’t 
include migrant households – which have an even 
lower income and higher propensity to consumer – 
which means 0.8 is a conservative assumption. BI 
Economics' calculations show that a 1% of GDP fiscal 
stimulus targeted at raising incomes for the poorest 
40% of households would boost GDP by 0.8% — of 
which about half would come from additional service-
sector output — and create more than 4.5 million new 
jobs. A hybrid approach — a 0.5% of GDP stimulus 
to expand public services and the same amount to 
raise incomes for low-income households — would 
have a result in between the two extremes. GDP 
would expand 1.1%, with most of that coming from an 

expanded services sector, and more than 7 million new 
jobs created.

Another credit-fueled infrastructure stimulus 
would definitely support short-term growth. Looking 
longer term, though, the problems of over-stretched 
banks, over-indebted corporates, and over-capacity in 
industry and real estate would get harder to deal with. 
A fiscal stimulus focused on expanding public services 
and raising incomes for low-income households 
would look similar (if slightly less spectacular) to an 
infrastructure splurge in its positive impact on short-
term demand. The added bonus is that the longer-
term effects would be substantially more positive, 
catalyzing a virtuous circle of rising incomes, higher 
demand for services, tight labor markets, and a further 
rise in incomes. With the markets focused on both 
China’s short- and long-term challenges, that should 
create a more positive atmosphere for the central 
bank to allow greater flexibility in the exchange rate. 
A larger role for the services sector would also help 
address China’s other long-term challenges. The 
less credit-intensive nature of the services sector 
means that, as it plays a larger role in the economy, 
deleveraging without dealing a significant blow to 
growth becomes easier. Hairdressers and accountants 
are also less energy intensive than aluminum smelters 
and steel blast furnaces, which should help clean up 
China’s smoggy air. 

What would all of that mean for the global 
economy? In the past, the main beneficiaries of 
China's stimulus have been the iron ore exporters in 
Australia and Brazil, copper miners in Chile and other 
commodity producers. A stimulus that focuses on 
raising household income wouldn’t deliver the same 
benefits to that group. Instead, firms that target the 
Chinese consumer would be amongst the beneficiaries. 
More important, uncertainty about the outlook for 
China has become a key concern for global markets. 
Everyone from Fed Chair Janet Yellen to hedge-fund 
billionaire George Soros has voiced apprehensions. 
A stimulus that supports both short-term growth and 
long-term rebalancing promises to address those 
concerns and, by doing so, help restore a degree of 
confidence to global markets.

New Challenges 
新挑战
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Despite the prudent monetary policy framework 
and increasing liquidity on the market following the 
interest rate and RRR cuts by the People’s Bank of 
China (PBoC), “financing difficulties” and “expensive 
financing” still persist for “farmer, agricultural and 
rural” projects and microbusinesses. 

However, “financing difficulties” and “expensive 
financing” are only the “superficial symptoms” of the 
predicament facing the Chinese economy, and the 
banks are not the main culprits either. They are just a 
manifestation of issues involved in China’s economic 
structure and economic restructuring and challenges 
confronting the real economy. 

Deficiencies in the Existing Real 
Economic Structure

D u r i n g  t h e  p a s t  t h r e e  d e c a d e s  o r  s o , 
overinvestment and repetitive construction as a side 
effect of the investment-driven growth model resulted 
in massive overcapacity relatively concentrated in 
the steel, coal and cement industries in addition to 
infrastructure projects. It led to a shortage of “blood 
supply” in the service industry, emerging businesses 
and industry development “out of keeping with the 
government’s guidelines.” As a result, the national 
economy is characterized by a “structural bias toward 

the heavy industry,” exacerbating the funding shortage 
and overreliance on investment as well as driving 
the national economy further away from the “light 
asset”innovation-driven transformative development 
model. A considerable proportion of funds are being 
devoured by industries with overcapacity, distorting 
China’s industrial structure and compromising the 
effectiveness of monetary policy. Furthermore, the 
majority of microbusinesses are denied access to 
financing. “Good enterprises are not worried about 
funding, while bad ones have to accept extortionate 
interest rates.” Such a phenomenon has almost 
destroyed the capital  pricing mechanism. The 
deviation of capital movement from industry structure 
optimization is at the root of structural financing 
difficulties. 

Blurred Boundary Between Government 
and the Market 

Marred by authority ultra vires, mismatches and 
deficiencies, functions performed by the government 
have caused barriers to economic development. 
Regarding problems that cannot be solved by the 
market alone, the government should create a 
positive development environment and provide high 
quality public services to allow full play to market-

The Troubled Real Economy is at the 
Root of Financing Difficulties

  Liu Jun, Deputy General Manager of China Everbright Group, Academic 
Committee member of the International Monetary Institute of Renmin University of 
China

New Challenges 
新挑战
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based regulation through non-administrative [non-
prescriptive] measures, e.g. providing guidelines 
and facil i tat ion,  instead of “replacing market 
with government administration.” However, the 
government should play a dominant role in certain 
areas and development stages of a systemic, guidance, 
compensatory or constructive nature. 

Judging by the experiences of developed 
nations, financing for “farmer, agricultural and 
rural” projects and microbusinesses are primarily 
dominated by the government by enacting legislations 
for small and medium enterprises (SMEs), providing 
financing guarantees and introducing policy packages 
such as special investment funds targeting SMEs, 
thereby sending strong signals of policy support for 
“farmer, agricultural and rural” projects, SMEs and 
microbusinesses. Once the government is actively 
involved, other market participants will be encouraged 
as well as willing to follow suit, with VC and PE 
functioning at the frontend of the financing chain and 
banks at the backend, each fulfilling their respective 
roles based on accurate positioning. It is worth 
pointing out, however, that banks cannot be positioned 
at the frontend of the chain, let alone accommodating 
all of SMEs’ financing needs as policy obligations. 

Similarly, we cannot totally rely on the market 
for developing strategic industries. In Europe and the 
United States, strategic industries – private or state-
owned alike – are mostly supported by government 
financial allocations, and promoted with unequivocally 
defined objectives. 

According to New Structural  Economics, 
fundamental mechanisms for sustainable economic 
development can be created only if an effective market 
and a capable government can work together in a 
complementary manner. As China approaches a critical 
turning point characterized by “three concurrent 
transitions,” the government needs to gather resources 
through industry and financial policies and other 
measures to address the financing needs of “farmer, 
agricultural and rural” projects and SMEs. It also 
needs to achieve breakthroughs in basic sciences 
related to new technologies and new industries, 
guiding and working together with market participants 

in promoting technical innovations and industry 
upgrading, reducing the structural reliance on heavy 
industries through incremental innovation, thereby 
ensuring steady and successful economic growth 
stabilization and restructuring. 

Real Economy Development Direction 
Remains Unclear

A huge amount of financial resources have 
been either “siphoned” into the heavy industry as 
a result of the investment-driven economic growth 
adopted for many years, or injected into the real 
estate sector or virtual economy through off-balance-
sheet manipulations. The “idle funds” phenomenon 
has deteriorated, resulting in limited funding supplied 
to the real economy, which is supposed to drive 
economic growth and restructuring. There is still not a 
clear roadmap for China’s transition toward the New 
Normal development model and the fourth industrial 
revolution. 

At least, from the banks’ perspective, it is hard 
to tell which enterprises represent the future, which 
enterprises possess core competitiveness, and which 
of them only have comparative advantages. Hence, 
the banks adopt a “next best thing” approach and 
reduced credit granted to the real economy altogether, 
especially in the case of financing for “farmer, 
agricultural and rural” projects and SMEs. Financing 
difficulties are actually a manifestation of the banks’ 
inability to know which enterprises are performing 
well now and in the future. Furthermore, there 
does not appear to be a viable answer as to whether 
enterprises in the real economy know themselves well, 
their present performance and their future. 

Inadequate Core Competitiveness of the 
Real Economy

Most Chinese manufacturers have remained at 
the lower end of the global industry chain, sharing 
common problems such as labor/capital-intensiveness, 
copycat products, homogenization and price wars. 
The “demographic dividend” that has been driving 
economic growth in China almost disappeared, and 
the economic downturn further exposes the inadequate 
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core competitiveness of China’s real economy. 
As the 77th member of the global Internet family, 
China is poised to become a global leader of Internet 
technology, but there is still a long way ahead for 
China to transform itself from a major player into a 
strong competitor. Although China is now home to 
some world-class Internet giants, their competitiveness 
is mainly limited to application and market factors, 
without developing their own core technologies, 
components or industry standards. Compared with 
Internetcompanies, there are even fewer Chinese 
companies in the real economy that have acquired 
global influence. 

According to new theories of economic growth, 
knowledge accumulation, technological advancement 
and human capital acquisition are the driving forces 
behind sustainable economic growth, and all these 
key requirements cannot be met overnight but can 
be achieved only through systematic and long-term 
incremental development. If these real economy-
related elements are underdeveloped, i ts  core 
competitiveness will not be strong. 

Capital is attracted to competition factors 
such as technology and talent. Financing difficulties 
ultimately reflect problems associated with the subject 
and purpose, rather than with the object or techniques 
employed. This is evidenced by the fact that companies 
with international competitiveness never lack funding 
and are always the most desirable candidates for bank 
loans. 

Inadequate Entrepreneurship in the 
Private Economy

Many private enterprises in China used to be 
assets owned by the state, rather than businesses 
founded by entrepreneurs or family inheritance. 
Therefore, many so-called private companies are 
not genuine private enterprises. Second, facing an 
identity crisis, Chinese private entrepreneurs depend 
on government officials to get a share of monopoly 
profits and benefits obtained by abuse of power. 
There are very few success stories among Chinese 
entrepreneurs achieved purely through economic 
operations, not to mention successes created through 

technical innovations. Third, competitiveness of 
private enterprises has a clear power orientation. 
Only a limited proportion of them managed to build 
competitiveness in technology, management, human 
resources or productivity, while the majority relies 
on administrative power and have poor innovation 
capabilities. Only a few of the 15 million private 
enterprises in China established themselves as 
technology leaders, and only less than ten of them 
have been included in the Fortune Global 500 list. 
Fourth, private companies have a general preference 
for arbitrage over entrepreneurial undertakings, 
and most of them are concentrated in overcapacity 
industries, real estate, trade and circulation businesses. 
Lastly, challenges facing the private economy are 
ultimately attributable to the lack of entrepreneurship 
among Chinese companies. 

In  conclus ion ,  the  government  needs  to 
lift the burden from market participants through 
decentralization and deregulation, fulfilling its 
functions in terms of introducing suitable industry 
policies and targeted supports without “interfering” 
with resource allocation, thereby allowing the 
market to play a truly decisive role; a technology 
orientation should be highlighted while eliminating 
excess capacity and deleveraging in the real economy, 
following the trends in modern industry development, 
creating technology leaders among Chinese enterprises 
with the ability to have their voice heard on the 
international stage. Market participants – “farmer, 
agricultural and rural” businesses and SMEs – should 
focus on organic growth and make bold innovations to 
survive in a fully competitive marketplace. Financial 
institutions should further expand financing channels 
for “farmer, agricultural and rural” businesses and 
SMEs through innovative market-based operations 
and the creation of a multilevel capital market system, 
allowing them equal access to financial resources. 
Financing difficulties can only be partially resolved if 
we only look to banks for a resolution. The optimum 
or most satisfactory solution lies in the real economy 
itself. We must remove structural and technical 
bottlenecks before the financing channels can be 
unblocked. 

New Challenges 
新挑战
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The new wave of depreciation emerged for the 
RMB as we moved into 2016, and panic recurred. 
Short-term volatility in the foreign exchange market 
is difficult to predict and unsettles people, who 
intuitively expect the government to control and 
manage the exchange rate. 

However, the choice of a foreign exchange 
regime should not be subject to panic. Rather a 
practical and realistic attitude should be adopted 
to weigh the positive and negative impact different 
exchange rate regimes will have on the steady 
operations of the real economy. 

A restructuring of Russia's foreign exchange 
regime has provided a rare macroeconomic policy 
experiment on how to cope with external shocks.

The reform of the foreign exchange regime in 
Russia was implemented in stages. First came the 
easing of controls over the capital account. Next was 
setting a floating target for the currency basket and 
widening the floating limit. Finally, the Russian central 
bank moved to end currency controls in Nov. 2014. 
So how has the Ruble functioned in terms economic 
stability since it began floating freely?

Currency Depreciation is the Shock 
Absorber of Russia's Oil Industry

Russia is the world's largest oil producer and the 
second largest natural gas producer. It is also a typical 

energy export oriented economy. Both oil and natural 
gas accounts for about two-thirds of its total exports. 

What has been the real impact of a free-floating 
exchange rate on Russia's oil and gas industry? 
Russia's largest oil and gas producer Rosneft provides 
us with a representative case.

The principal activities of Rosneft are the 
production and refining of oil and natural gas resources 
in Russia, after which most of the oil and gas products 
are sold in overseas markets. 

Most of the company's revenue is U.S. dollars- 
or Euro-based while its cost is primarily denominated 
in its domestic currency, the Ruble. It is precisely 
because Rosneft's cost is denominated in Rubles that 
management and shareholders of the company need 
to monitor whether the company has enough cash 
in Rubles to pay tax to the government on the date 
stipulated in each contract, as well as to pay wages to 
its staff, make payments to suppliers, pay interest and 
repay principal to creditors, and distribute dividends to 
shareholders. 

It can be seen therefore that most of the income 
or cash flow of Rosneft is exposed to two layers of 
risk: 

1) volatili ty of oil  and natural gas prices 
denominated in the U.S. dollars in the international 
markets (product price risk); and 

2) volatility of the Ruble-U.S. dollar exchange 

Reforming the Ruble Exchange Rate 
Regime – Implications for China

  Li Wei, Professor of Economics, Cheung Kong Graduate School of Business; Director of 
CKGSB Center and CKGSB China Economy and Sustainable Development Center

New Challenges 
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rate (exchange rate risk). These two layers of risk will, 
in product form, have a direct impact on the company's 
revenue based in Rubles after foreign currency 
translation.

Between 2008 and 2015, international oil prices 
experienced to rounds of major decline. These two 
rounds of price decline corresponded to different 
foreign exchange management regimes in Russia.

In the first oil price collapse, the exchange rate 
regime implemented by Russia was the managed float 
exchange rate regime, where the central bank sets the 
range within which the exchange rate floats. Once 
the market exchange rate exceeds the said range, the 
Central Bank of Russia would intervene in the foreign 
exchange market to ensure that the exchange rate falls 
within the managed range. During this period, the 
magnitude of currency depreciation was smaller. The 
main operating income of Rosneft denominated in U.S. 
dollars not only fell sharply, post currency translation, 
the revenue denominated in Rubles also almost fell by 
the same magnitude.

During the second oil price collapse, Russia 
implemented the free float regime. Rosneft's main 
operating income denominated in different currencies 
diverged significantly. 

On a year-on-year basis, third quarter 2015 
revenue denominated in U.S. dollars fell 47 percent, 
but in terms of Rubles, revenue only fell by 8.2 

percent; the reason is because over the same period, 
the magnitude of the depreciation of the Ruble reached 
73.3 percent. 

Very clearly, the timely depreciation of the 
Ruble when oil prices collapsed effectively stabilized 
Rosneft's operating income denominated in the local 
currency, offsetting the risk of falling product prices in 
the company's principal activities when denominated 
in U.S. dollars. 

In terms of net profit, prior to the change in the 
exchange rate regime in Nov. 2014, the exchange rate 
fluctuated and floated less, with net profit fluctuations 
denominated across different currencies generally 
consistent. 

After the change in the exchange rate regime, 
net profit growth denominated in the Ruble was 
significantly larger than the net profit growth in U.S. 
dollars. 

This is mainly thanks to revenue denominated in 
Rubles having risen more, while cost growth in Rubles 
was smaller, thus leading to a sharp increase in net 
profit in Rubles on paper. 

Exchange rate  depreciat ion s ignif icant ly 
cushioned the impact of declining international oil 
prices on Russia's oil and natural gas industry as 
represented by Rosneft, becoming an automatic shock 
absorber of the oil industry when coping with external 
shocks. 
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Currency Depreciation Stabilized the 
Russian Government's Fiscal Tax 
Revenues

Oil and natural gas revenue is the key source 
of fiscal revenue of the Russian Federation. As the 
Russian Federation's oil and natural gas revenue is 
mainly dependent on Rosneft, therefore the product 
price risk and exchange rate risk that confront Rosneft 
will affect the fiscal tax revenue of the Russian 
Federation in the same way. 

If the Central Bank of Russia holds on to the 
exchange rate regime, falling oil prices will have 
an impact on Russia's fiscal revenue of the same 
magnitude. However, if the Central Bank of Russia 
allows the exchange rate to float freely, exchange rate 
depreciation will have a mitigating effect on fiscal 
revenue.

Oil and natural gas revenue denominated in U.S. 
dollars fluctuates enormously in the fiscal tax revenue 
of the Russian Federation. By comparing the oil and 
natural gas revenue denominated in U.S. dollars of 
the year following the two oil price collapses, it was 
found that revenue fell 45 percent in 2009 against that 
in 2008, while the the rate of decline was 32 percent 
in local currency terms, U.S. dollar-based revenue in 
2015 declined 51 percent compared to that in 2014, 
while revenue in terms of the Ruble fell by only 20 
percent. 

Although U.S. dollar-denominated revenues 
in 2009 and 2015 amounted to US$95 billion and 
US$92.6 billion, respectively, which were generally 
similar, in terms of Rubles, 2015 revenue was 96.4 
percent higher than that in 2009. This was mainly 
attributable to the 2015 exchange rate level having 
depreciated by close to 101 percent against that in 
2009.

It can be seen therefore, that exchange rate 
depreciation significantly offset the impact of crude 
oil price volatility on the fiscal tax revenue of the 
Russian Federation, and has material significance on 
the stability of Russia's fiscal policy.

A quick survey around the world reveals that 
not only is the floating exchange rate regime adopted 
by commodity exporting nations, it is also adopted by 

almost all developed countries and territories. 
It is not merely that floating exchange rates 

can give play to the function of a macroeconomic 
stabilizer,  i t  is  more the fact that under other 
exchange rate regime arrangements, whether Hong 
Kong's pegged exchange rate system or the Chinese 
mainland's managed float regime, although their 
purpose is to eliminate or to reduce foreign exchange 
risk, in today's globalized capital markets, they are 
simultaneously breeding potential and systematic 
uncertainties.

Capital is in pursuit of profit around the world. 
Once an arbitrage opportunity across time zones or 
across boundaries is found, capital will swiftly flow 
thereby reaping gains. 

Under a floating exchange rate regime, capital 
flows will ultimately be reflected rapidly in foreign 
exchange volatility thereby filling the arbitrage, 
creaming supernormal profits in arbitrage transactions 
in a short period of time. 

This is the market's self-restoration and self-
regulating inverse feedback function. At the same 
time, according to the "Impossible Trinity," the 
policy combination of floating exchange rates and 
capital market free flows will provide room for the 
central bank of a nation to implement independent 
and autonomous monetary policy, providing more 
comprehensive policy tool alternatives to cope with 
external shocks and to maintain domestic economic 
balance.

At this time, China, rather than being in a 
dilemma over whether to depreciate its currency or 
not, may instead wish to reconsider the sort of impact 
its current foreign exchange policy has on the domestic 
economy. 

As far as the author is concerned, reforming the 
exchange rate regime, and giving play to the automatic 
shock absorbing function of floating exchange rates 
are the keys to maintaining China's macroeconomic 
stability and lowering systematic risks. 

They are also the necessary paths China 
has to take in deepening reforms, accelerating 
the optimization of a modern market system, and 
constructing a new and open economic system.

New Challenges 
新挑战
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The universal two-child policy was officially 
announced in the communique issued at the close of 
the Fifth Plenary Session of the 18th Communist Party 
of China (CPC) Central Committee held last year, and 
it garnered much social attention.

Decline in Fertility Rate Difficult to 
Reverse 

From a global perspective, China’s demographic 
transition in the past three decades was unusual in 
three aspects.

Firstly, family planning policies and rapid 
economic development were alternately exerting 
an effect on the country’s demographic transition. 
Secondly, due to the rapid decline in fertility, China's 
demographic transition has been more rapid than that 
in the vast majority of economies. Correspondingly, 
the duration of the demographic dividend is shorter in 
China. Thirdly, demographic transition in China has 
outpaced economic development to some extent. As 
a result, those in the middle-income group are facing 
the challenges of an aging population. In comparison, 
economies with aging populations have mostly 
achieved high levels of development and are far 
ahead of China in terms of abundance of elderly care 

resources or the comprehensiveness of their elderly 
care systems.

These facts which are unique to China are 
precisely the reasons why China encounters challenges 
in demographic transition. It needs to learn from the 
experience of leading countries while learning to 
address its own issues with Chinese characteristics.

To discuss if the new population policy will 
bring changes to the labor market or have an impact 
on future economic development, the first issue to 
examine is the extent to which the population policy 
adjustment can change demographics.

The more stringent population policy which was 
in force in the past three decades had exogenously 
intervened in the country’s fertility rate trajectory. For 
a much longer period of time before this, changes in 
the fertility rate were determined to a greater extent 
by socio-economic development. Understanding 
this is important to comprehending the effects of 
population policy adjustments and the relationship 
between demographic changes and future economic 
development. From a global perspective, a re-reversal 
of the fertility rate after it has fallen is rare.

Hence, looking at the relationship between 
population and economic development, a more positive 

China's Response to its 
Demographic Challenges

  Du Yang, Researcher at the Institute of Population and Labor Economics at the 
Chinese Academy of Social Sciences (CASS)
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attitude to adopt would be to accept the declining 
fertility rate and address the challenges posed by 
demographic changes by promoting economic 
development. It should also be noted that as long as 
China's economy maintains medium to high-speed 
growth over the next five to ten years and reaches the 
level of income that is comparable to that of high-
income countries, the new demographic indicators are 
not gloomy in the context of the new income level.

Accelerated Increase in Unit Labor 
Costs

The most direct impact that demographic 
factors have on economic development is reflected 
in changes in the size and structure of the working-
age population. According to the National Bureau of 
Statistics, China’s working population between the 
ages of 15 and 59 shrank by 3.45 million in 2012 from 
the previous year. The Statistical Bulletin subsequently 
adjusted its measure of the working population. The 
country’s working population between the ages of 
16 and 59 shrank by 2.44 million in 2013 from the 
end of 2012 and 3.71 million in 2014. The gradual 
dissipation of the demographic dividend has become 
an indisputable fact.

There is also a pressing need for China to find 
new ways to promote economic growth and social 
development under the new population structure. The 
country has become the second largest economy in 
the world with GDP of more than US$10 trillion, and 
changes in its working population can have a profound 
impact on the labor force balance and its model of 
economic growth. As changes in demographic factors 
have greater inertia than the other variables in the 
economy, they can be expected to have a long-term 
and sustained impact on the country.

Firstly, balance in the labor market is determined 
by changes in supply and demand factors: changes in 
the population structure and the size of the working 
population are the most basic and stabilizing factors 
affecting labor supply, while the demand for labor is 
determined by the level and pace of economic growth. 
The shrinking working population is changing the 
relative impact of the supply and demand factors in the 
labor market.

Secondly, the rise in labor costs will outpace 
the growth of labor productivity when supply factors 
dominate the labor market, resulting in reduced 
competitiveness in labor-intensive industries and lower 
potential output of the economy. Thirdly, although 
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a labor market that is dominated by supply factors 
can maintain a weak labor balance in times of slow 
economic growth and weak demand factors, this also 
poses a challenge in the medium to long run.

Innovation and Technological Progress 
Spur Total Factor Productivity

Previous studies show that the key to overcoming 
the "middle income trap" is to make the transition 
at the middle-income stage and change from an 
economy that is driven by factor accumulation to one 
that is driven by total factor productivity (TFP). In 
terms of the sources of TFP, labor flow from the low 
productivity agricultural sector to the non-agricultural 
sector has always been an important source of 
efficiency enhancement since the reform and opening 
up of China.

When surplus rural labor is exhausted and no 
longer available for such transfer, innovation and 
technological progress will be the main driving force 
for achieving TFP and economic growth. This will be 
a process of constant economic restructuring as well 
as a process of creative destruction. The objective 
of putting forward a series of reform goals for the 
economic system is to ensure the realization of such a 
creative destruction process in the system.

Available Reform Initiatives
J u d g i n g  f r o m  t h e  c h a n g e s  i n  C h i n a ’s 

demographic transition and the key determinant 
factors of its fertility rate, the country’s demographic 
transition will still follow the general rules of 
population development even with the introduction of 
the new population policy. From a global perspective, 
the declining fertility rate is irreversible. Promoting 
economic growth by constantly boosting productivity 
remains the fundamental way to address the resulting 
issues of population aging and other demographic 
concerns. This is particularly important to a developing 
country like China which is making the transition from 
the middle-income stage.

The following short-term and medium to long-
term reform measures are the basic means to enhance 
productivity and support economic growth.

Firstly, reform measures that can achieve 
immediate effects should be implemented with 
urgency. As analyzed earlier, increasing the supply of 
effective labor is an important way to maintain growth 
in the short term. There remains room to increase labor 
supply despite a shrinking working-age population and 
this can be achieved by the boosting labor participation 
rate through labor system-related reform.

Undertaking a comprehensive and thorough 
reform of the household registration system and 
establishing a more inclusive labor market are the 
most effective means to increase the labor force 
participation rate in the short term. The ultimate 
goal of a comprehensive reform of the household 
reg is t ra t ion  sys tem is  to  separa te  household 
registration-related social welfare and population 
registration functions. To achieve a real breakthrough 
in the reform of its household registration system, 
China needs to accelerate the improvement and 
standardization of its basic pension system, basic 
health care system and other social security systems 
so as to achieve nationwide coordination. Having the 
central government play a leading role in the basic 
social security system and basic public services is the 
only way to truly implement reform of the household 
registration system with a top-level design.

Secondly, improving the labor market system 
and establishing a more competitive and efficient labor 
market can help promote economic restructuring and 
boost productivity.

Thirdly, enhancing TFP and the degree of 
technology intensity depends on the accumulation of 
human capital. In this regard, the younger generation 
is more educated and is China’s biggest hope for 
addressing its aging crisis. Maintaining the trend of 
human capital accumulation so as to sustain economic 
development is of important significance but this is a 
task that is also facing severe challenges.

Universal high school education has been 
listed as a goal in the 13th Five-Year Plan. Given 
the uncertainties in the restructuring of the Chinese 
economy, increasing the proportion of high schools 
and the efficiency of vocational high schools need to 
be the main direction of reform.

New Challenges 
新挑战
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 If 2015 ended poorly for crude oil, 2016 began 
on an ominous note. Brent crude oil prices plunged 
well below the USD 30/bbl mark in January to levels 
last seen in 2004. Economic concerns related to weak 
manufacturing Purchasing Manager Indices (PMI) in 
Asia and the US darkened the outlook for oil demand. 
And the lifting of nuclear-related sanctions against 
Iran removed curbs on Iranian crude oil exports that 
were in place since 2012, which further burdened oil 
prices at the start of the year. With the oil market still 
oversupplied, in our view by 1.0-1.5 million barrels 
per day (mbpd – world oil consumption close to 
96mbpd) at the start of the year, the increase of Iranian 
oil production and unfettered exports and concerns 
of waning oil demand growth came at an unfavorable 
point in time. 

Talk of Coordinated Output Cuts is 
Cheap

Oil prices have since rebounded from the lows 
experienced upon rumors of coordinated output 
cuts and subsequent plans to freeze production 
by the OPEC and Russia. While we agree that the 
“pain” inflicted from low oil prices on producers has 
increased the possibility of a coordinated production 
cut sometime soon, it is still not our base case for the 
coming months. We see several obstacles standing in 
the way of a near-term deal on coordinated production 
cuts. 

Saudi Arabia and its Gulf Cooperation Council 
(GCC) allies will not act unilaterally; the large 
producer countries of Iran, Iraq and Russia are 
required to join any potential production deal. Given 
its newfound economic freedom, Iran is unlikely 
to participate. Now that the sanctions against the 
Islamic republic have been lifted, the country will 
aim to recoup its lost market share and will therefore 
likely refuse to participate in any deal. Several 
US oil companies, meanwhile, have announced 
aggressive capex cuts for this year due to the low price 
environment. Cutting production to boost prices now 
would throw a lifeline to US shale producers – the US 
contributed 70% to non-OPEC supply growth in 2014 
and 2015 - and would delay the adjustment process. 

B y  t h e  n e x t  o r d i n a r y  O P E C  m e e t i n g  – 
scheduled for June 2 – some of the current obstacles 
might dissipate, which would make a deal easier to 
implement. For the time being, we expect OPEC to 
stick with its volume maximizing strategy and oil 
prices to remain vulnerable to the downside in the near 
term.

Still Room for More Price Weakness in 
the First Half of 2016

Despite multi-year lows, investors need to be 
prepared for even lower oil prices in the near term. 
First, oil inventories are likely to rise further. OECD 
countries have already set a record by surpassing 

Crude Oil: There is Light at the End 
of the Tunnel 

   Giovanni Staunovo, Analyst, UBS Chief Investment Office WM  
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the 3 billion barrels mark at the end of 2015. Excess 
supply leaves the oil market vulnerable to a USD 20-
25/bbl price setback in the short run, in our view. 
We therefore believe it is not yet time to enact long 
positions in crude oil; marked oil market rebalancing 
and clarity on the global economy are needed. 

That said, the coming months should offer 
investors the opportunity to position towards our 
expected crude oil price recovery in 2H16. We expect 
oil prices to bottom out in 2Q16 to mid-2016. Once 
the market surplus shrinks below 0.5mbpd, the risk-
reward of being long starts to improve materially in 
our view - most likely by mid-2016.

OPEC to Stick to Its Volume Maximizing 
Strategy

At the November 2014 ordinary meeting, OPEC 
decided to transition from a “swing producer" to 
a "volume maximizer" that aims to push the least-
efficient producers (i.e. high-cost producers) out the 
oil market. By early 2016, OPEC crude production 
has increased by almost 1.6mbpd since that fateful 
meeting. This year alone, we expect OPEC to add 
another 0.8mpbd to the supply equation thanks chiefly 
to Iran. We expect Iranian production to gradually 
ramp up over the coming months from the current 
3mbpd to average 3.6mbpd in 2H16. Meanwhile, 
Saudi Arabia's output is expected to stay above 
10mbpd, while Iraq's output should hover around 
4.3mbpd. Infrastructure bottlenecks, protests and 
budget cuts at oil fields due to cash woes should cap 
Iraq's output. Libya's output should fluctuate around 
0.3–0.5mbpd. Higher Libyan output, in our view, is 
still unlikely due to challenges caused by the deep 
political divide and the chaotic security situation in the 
country. In contrast, distressed members - Venezuela, 
Ecuador or Algeria - will likely struggle to maintain 
production at current levels. With OPEC crude oil 
production expected to inch higher in 2016, the burden 
to adjust supply falls on non-OPEC producers.

Non-OPEC Supply to Contract for the 
First Time Since 2008

Low oil prices have curbed capital spending 

across the globe, down by an estimated 20% last year 
and potentially down by another 20% this year. To 
put this in perspective, over the last 25 years there 
have never been two consecutive years of declining 
investments. So OPEC's intention in November 2014 
to call on non-OPEC producers to do their share 
in rebalancing the market is starting to bear fruit. 
However it has not yet met its objective of driving 
out high-cost producers, which would result in a fully 
balanced market.

We believe that the steep drop in global oil 
rig counts, larger production declines in aging 
conventional  oi l  f ie lds  and project  deferrals /
cancellations are likely to result in non-OPEC supply 
contracting by 0.7mbpd in 2016 versus an increase of 
1.3mbpd in 2015 and 2.4mbpd in 2014. This would 
be the first non-OPEC contraction since 2008. Should 
crude oil prices stay at or below current levels for 
longer, non-OPEC supply contraction could be even 
larger, in our view. The burden to adjust falls mainly 
on US producers, due to relatively short lead times 
between price changes and the supply response and 
high production decline rates in shale basins. We 
expect US production to decrease by around 0.6mbpd 
this year versus an increase of 0.9mbpd in 2015.

Outside the US, decreased capex via reduced 
infill drilling will result in stronger production decline 
rates of aging conventional fields. Infill drilling - 
drilling additional wells on existing fields - is done 
manage the decline rates of aging fields. With less 
infill drilling across the Gulf of Mexico, Brazil, 
Norway and the UK, production declines in aging 
fields could rise to 5-6% from 4-5% globally. 

Demand Growth Driven by Emerging 
Asia

Oil demand from low prices was very strong 
in 2015, growing by an extraordinary 1.7mbpd – the 
fastest pace in five years. The stronger growth in 
global demand was supported by robust gains in China, 
the US and India. We project global demand growth 
to slow to 1.1–1.2mbpd in 2016 as the incremental 
demand stimulated by lower oil prices fades. This pace 
of growth is slightly above the 10-year average annual 
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growth rate. Low prices should still support demand 
growth; at current prices the cost of crude oil as a 
share of global GDP stands at the lowest level since 
1998. The average consumer spends about 1.5% of its 
income on crude oil today, compared to 5% in 2012.

Emerging Asia will fuel this growth, with almost 
50% of incremental demand expected to come from 
China and India. We expect Chinese oil demand to 
grow nearly 3% this year, down from 5.5% last year. 
China's oil demand should remain driven by the 
transport sector (gasoline and jet fuel) and bolstered 
by its economic transformation to a more consumer-
centric economy. Diesel demand, however, should 
continue to suffer from a weak industrial sector. By 
contrast, OECD demand should stall, with the US still 
contributing to demand growth and Japanese demand 
still contracting.

Balanced Oil Market by Late 2016
Over the next three months, we expect oil prices 

to stay under pressure to purge current excess supply. 
While market chatter of almost full storage tanks has 
recently re-emerged (similar to 1Q15 and 3Q15), we 
continue to believe globally sufficient storage capacity 
exists to absorb excess production over the coming 
months - though bottlenecks in some locations cannot 
be excluded. 

The International Energy Agency believes 
230 million barrels of additional storage capacity 
will become available over the course of 2016. We 
believe this is enough to soak up excess production. 
Meanwhile,  the futures market  (Brent)  is  not 
sufficiently upward-sloped to cover floating storage 
costs, which suggests to us that adequate onshore 
storage capacity is still available.

A balanced market at the end of 2016 marks our 
base case considering the expected drop in non-OPEC 
production and firm demand. Our six to twelve-month 
oil price recovery is driven by our expectation that the 
oil market should tighten considerably from mid-2016 
onwards. Current oil prices are unsustainable and, if 
sustained, should cause an ongoing contraction in non-
OPEC supply in the quarters and years to come.

But  as  a  resul t  of  the  current  low pr ice 

environment, USD 380bn of projects have been 
deferred as of January according to energy research 
and consultancy group Wood Mackenzie, accounting 
for deferred oil production of around 1.5mbpd by 2021 
and 2.9mbpd by 2025. While we expect oil demand to 
rise by 1mbpd or slightly more annually in the coming 
years, existing production should fall by around 
5mbpd per year due to losses from aging fields. Higher 
prices are needed to secure sufficient investments that 
cover this yearly supply gap, in our view. This should 
help Brent oil prices reach USD 55/bbl in 12 months. 
These levels should be high enough to stabilize supply 
and low enough to buoy demand.

Considering the short-term oversupplied market, 
roll yield costs and elevated volatility of oil prices, 
direct investments in crude remain unattractive at 
present for us. 

Downside and Upside Risks to Our Views
Cost reduction, efficiency gains and industry 

consolidation could lead to more resilient US tight oil 
production, keeping the oil market oversupplied and 
inventories on the rise – potentially reaching capacity 
limits. This case is becoming less likely with prices 
at current levels. Should OPEC supply increase by 
more than 1.0mbpd in 2016, which is possible via 
higher output from Iran (a fast ramp-up in output), 
Libya (a resolution to the local conflict resulting in 
higher production), Saudi Arabia and Iraq, this would 
postpone the oil market's rebalancing into 2017 and 
delay our price recovery by six to twelve months. 
On the demand side, a broader economic crisis in 
Asia (particularly in China) could slow incremental 
oil demand and keep the oil market in surplus. We 
assign a 30-40% probability to our bearish scenario, 
with Brent at or below USD 30/bbl over a six-month 
horizon. On the other hand, upside price risks exist 
relating to geopolitical events, such as a destabilization 
in oil exporting regions like Venezuela or the Middle 
East, a faster contraction in US crude production and/
or an emergency OPEC meeting whereby a production 
cut is implemented. We assign a 10% chance of such a 
risk to our bullish scenario, with Brent at USD 70/bbl 
over a six-month horizon.

New Challenges 
新挑战



29博鳌亚洲论坛 2016 年年会专辑

BBC



30 博鳌亚洲论坛 2016 年年会专辑

The new century saw the emergence of China 
as a "large manufacturing nation," while people's 
impression of the U.S. manufacturing sector is that it 
appears to have begun to "decline" at the same time. 
In fact, this is, to a very large extent, an exaggeration. 
Not only has the U.S. manufacturing sector not 
declined, it is, just as Zhou Ji, President of the Chinese 
Academy of Engineering has said, miles ahead, at the 
very forefront of global manufacturing. Based on Zhou 
Ji's statement, Germany and Japan are ranked second, 
while the UK, France, South Korea and China are 
ranked third.

Made in USA Has Never Declined 
The Executive Office of the President of the 

USA released a white paper on the U.S. manufacturing 
sector at the end of 2009 that specifically listed 
the variation curve of the production rate of the 
manufacturing sector in the United States since 1987: 
the hourly production rate of the U.S. manufacturing 
sector has been rising steadily in a linear trend, 
including after the year 2000 when the public believed 
that the decline in the manufacturing sector was at 
its most severe. The hourly production rate marks 
the productivity of the manufacturing sector, and is 
a key indicator of the degree of sophistication of the 

manufacturing sector.
Official U.S. data revealed that an actual decline 

has never occurred in the US manufacturing sector. 
Rather, it was merely large volumes of low-end 
jobs being relocated to lower labor cost destinations 
overseas. Indeed, this reduction in low-end jobs within 
the sector was not so much a "decline" as a structural 
optimization, to a certain extent. Elsewhere, the unit 
capacity of local high-end manufacturing jobs retained 
in the United States has continued to grow rapidly, 
with total output value of the entire sector having risen 
rather than fallen.

Now, compare the United States to other large 
manufacturing G7 nations, and look at the positioning 
and pace of development of the U.S. manufacturing 
sector within the context of global manufacturing: 
among the G7 nations, the large manufacturing 
nations are the United States, Japan and Germany. 
Assuming that the 1978 manufacturing sector value-
added is based at 100, the United States first overtook 
Germany in 1992 and then surpassed Japan in 
1997. Even when the public generally believed that 
the U.S. manufacturing sector was in decline, and 
China's manufacturing sector was rising after the year 
2000, the rate of growth of the U.S. manufacturing 
sector was in fact higher than that of traditional 

The Strengths of Made in USA 
Products and Services

  Li Jun, Former Senior Consultant at Accenture
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manufacturing powerhouses Japan and Germany.

Master of the Value Chain
In terms of the manufacturing value chain, the 

U.S. manufacturing sector not only accounted for 
the most profitable industries, but also a number of 
segments with the highest industrial value-added, 
while actively allocating low value-added segments 
overseas. 

In other words therefore, the United States has 
always been in control of most of the structuring of 
industry order in the manufacturing value chain, and 
has organized global cooperation in a way that most 
benefits itself.

Establishing competitive advantages in the high-
profit sub-sectors of the manufacturing sector, while 
controlling high-profit segments of the value chain 
in medium- to low-profit manufacturing has meant 
that the U.S. manufacturing sector is able to obtain 
manufacturing profit margins far higher than the global 
average.

Sustained Innovation Ability
Sustained innovation ability is the fundamental 

element of maintaining manufacturing competitiveness 
for the United States. After Apple and Google 
introduced iOS and Android, the entire smart phone 
industry has swiftly become U.S.-centric. U.S. 
enterprises seized the most profitable segments on the 
value chain, and structured the partnership methods of 
the entire industry chain that best fit their commercial 
interests. Another manufacturing sector that reflects 
sustained U.S. innovation ability is automobiles. When 
all traditional automotive plants were still evolving 
methodically from gasoline engines to hybrid engines, 
Tesla swiftly caused an uproar in the automotive 
industry in the form of a pure electric vehicle. In 2012, 
Google's self-driving cars received an official license 
in the U.S. state of Nevada, and are allowed to be 
driven on the road. Once again, traditional automotive 
plants faced the threat of having to make a new start.

Often, innovation is accomplished not by the sole 
effort of one enterprise, particularly innovation that 
affects the entire industry chain. Specific industries in 
the United States are often concentrated in a particular 
area that allows for cooperation and a sharing of 
resources; for instance San Francisco's Silicon Valley, 
Boston's "Route 128" high-tech park, and the Research 
Triangle Park (RTP) of North Carolina. These are 
termed "economic clusters" and are the key bases of 
innovation in the United States.

Information Technology High Ground
As far as modern manufacturing is concerned, 

information technology is a far cry from the simple 
CAD/CAM (computer-aided design/computer-aided 
manufacturing) and MRP II (manufacturing resource 
planning) at the end of the last century. Rather, it is 
deeply embedded in every segment of manufacturing, 
from design, production, assembly to service.

I n  t e r m s  o f  t h e  i n f o r m a t i z a t i o n  o f 
manufacturing, the United States has always been 
at the global forefront. In the last decade, the 
information technology that has the largest impact 
on manufacturing is none other than supply chain 
collaboration, which allows different countries around 
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the world to thoroughly become different production 
segments on the manufacturing industry chain. It is 
precisely on the basis of having full control over the 
supply chain that the United States has carried out 
globalized distribution of the manufacturing sector and 
its corresponding allocation of the value chain.

Indeed,  future areas of innovation in the 
informat ion industry  such as  big  data ,  c loud 
technology, virtual reality and wearable technology, 
as well as 3D printing were first invented in and 
originated from the United States. Hadoop, the current 
de facto standard of big data, was formulated by the 
United States. The top 10 SaaS suppliers in the world 
are all U.S. companies. In the foreseeable future, the 
United States’ information technology leadership will 
also allow U.S. manufacturing to continue to maintain 
an innovation edge.

Affordable Energy Advantage
In recent years, a technological revolution has 

taken place in the energy sector, endowing the U.S. 
manufacturing sector another competitive advantage: 
an enormous amount of affordable energy supply. 
Calculations from Boston Consulting Group revealed 
that the price of industrial electricity in the US is 30-
50 percent lower than other large export nations.

In  Aug.  2014,  an analysis  of  the  Global 
Manufacturing Cost-Competitiveness Index issued by 
the Boston Consulting Group indicated that an analysis 
incorporating all cost factors in the manufacturing 
sector showed that China's manufacturing cost is only 
approximately 6 percent lower than that of the United 
States; this is despite the fact that U.S. manufacturing 
labor costs are still more than triple that of China's.

As artificial intelligence and robotics technology 
gradually mature in the future, an increasing proportion 
of manufacturing will switch and upgrade from labor 
intensive to technology intensive. The attraction of 
affordable energy prices for the development of such 
technology intensive industries far outstrips affordable 
labor costs.

Taking all of the above into consideration, 
U.S. manufacturing advantages have not declined 
significantly in the last 15 years because of a reduction 

in manufacturing jobs. Nonetheless, confronted with a 
wave of industrial upgrading in the new manufacturing 
era driven by the Internet and the information 
industry, the U.S. government has further enhanced 
the competitive advantages of its manufacturing sector 
through active guidance. From the 2010 manufacturing 
revitalization scheme to the 2012 National Strategic 
Plan for Advanced Manufacturing, the United States 
has already seized the initiative to begin to optimize 
its resource allocation, capturing the technological 
innovation high ground in manufacturing by guiding 
research and development resources of society and 
enterprises through policy guidance.

I t  i s  w o r t h  p o i n t i n g  o u t  t h a t  m o d e r n 
m a n u f a c t u r i n g  i s  f a r  f r o m  p r o d u c i n g  a n d 
manufacturing a single segment; rather, a range 
of segments, from product design, raw material 
procurement, production and manufacturing, logistics, 
branding and the market comprise the key elements 
of a manufacturing value chain.  An important reason 
why China is able to become the factory of the United 
States and the world is its low manufacturing costs, 
including the cost of human resources, land use costs, 
raw material costs, and even the costs of pollution 
treatment. 

The United States has repositioned manufacturing 
as a key direction in its future development strategy. 
Given that the cost structure in the United States 
involves high welfare, union organizations and 
other costs, bringing labor intensive segments of the 
manufacturing sector, particularly those pertaining 
to lower end manufacturing, back to the country to 
resolve issues related to local unemployment and 
overall economic recovery would remain difficult for 
the nation. These are definitely not issues that can 
be restored simply by the government introducing 
supportive policies or even through direct investment. 

Going forward, manufacturing in the United 
States can only remain at high value-added low labor 
intensive non-manufacturing segments. The return of 
large-scale manufacturing segments will only occur 
after industrial automation and information technology 
have achieved major innovation in manufacturing 
itself.

New Ventures
新商业
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Chinese manufacturers that made acquisitions 
in Germany observed a strange phenomenon: many 
of the acquired Germany companies which were on 
the verge of bankruptcy would be resuscitated after 
the Chinese buyers injected them with capital and 
improved their financial environment, whereas most 
attempts by Chinese manufacturers to transplant the 
acquired German manufacturing technology to China 
for secondary market development would end in 
failure. 

There seems to be a force beyond finances and 
technology that connects to the spine and ribs of the 
manufacturing industry.

Scholars in the United States refer to this 
force that shapes manufacturing competitiveness as 
"Industrial Commons," i.e. incremental product and 
process innovation that comes from the gathering of 
research institutes, skilled workers and supply chains, 
and they believe this is what the United States urgently 
needs to restore, following the wave of outsourcing in 
the country. 

Scholars in the United Kingdom, on the other 
hand, look at common factors in manufacturing and 
point to “Non-market Coordination” which is unique 
to German manufacturing. 

Non-market Coordination refers to the close 
interaction between supply chains, integrators, banks, 
chambers of commerce, research institutes, vocational 
training institutions, trade unions, the public sector and 

other entities, thereby allowing German manufacturers 
to benefit from social networks and continuously 
engage in incremental innovation.

Incremental Innovation and the 
Learning Curve

In terms of industrial  structure,  the total 
value added of Germany’s manufacturing industry 
accounted for 22 percent of the country’s GDP in 
2013, with a large number of SMEs in the upstream 
of the industry chain forming the backbone of 
German manufacturing.

Germany’s manufacturing industry is currently 
doing well, and in addition to the favorable domestic 
macroeconomic environment which has greatly 
improved after more than a decade of optimization 
as well as active exploration of emerging markets, 
this can be attributed to an even greater extent to 
incremental innovation achieved in the post-industrial 
revolution technology development. 

This is in great contrast to China’s new market-
oriented path of development for its manufacturing 
industry after its reform and opening up whereby the 
country participates in the division of labor in the 
international industrial chain by way of labor, land, 
capital and other factors.

I t  can be said  that  the  " learning curve," 
economies of scale and automation are the core of 
German manufacturing competitiveness.

The Soil on Which German 
Manufacturing Develops

  Wang Yu, Caijing Correspondent in Germany
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Evolution of the Industrial System
With changes in the global economic landscape, 

such as the development of processing industries in 
East Asian economies, and urbanization, technology 
upgrading and energy transformation in East Asia, 
Germany, like other traditional manufacturing 
powerhouses, began to witness the outward transfer 
of their low productivity sectors, beginning from 
light manufacturing. It also became a concern to the 
German industry and policy community.

H o w e v e r ,  w i t h  i n c r e a s i n g l y  s t r i n g e n t 
environmental regulations and aging of the global 
population, traditional sectors in Germany such as 
machinery, chemicals and electronics developed new 
industrial chains and continued to enjoy the "learning 
curve" dividends.

Such  a  mode l  o f  ach iev ing  inc rementa l 
innovation through the evolution of technology paths 
brought about a German exports mix that comprises 
four major categories, namely mechanical products, 
automobiles and auto parts, chemical products and 
electronic products. 

They respectively accounted for 18.3 percent, 
16.6 percent, 14.7 percent and 9 percent of the 
country’s exports in 2013 (based on data from 
Germany Trade & Invest).

Market demands are constantly changing and 
industrial revolution is occurring all the time as well. 
From clothing and furniture to consumer electronics, 

automotive and other industries, consumers are 
becoming increasingly diversified. 

The traditional "learning curve," economies of 
scale and automation can no longer be used to respond 
such changes. 

As such, Germany’s manufacturing industry has 
put forward the "Industry 4.0" concept which seeks 
data-based handling of all aspects of the processes, 
including production, distribution and consumption 
data, so as to achieve more flexible manufacturing and 
industrial chain management. 

The realization of "Industry 4.0" is based 
on Germany’s existing mechanical and electrical 
i n d u s t r y,  a n d  i t  a l s o  r e q u i r e s  r e s e a r c h  a n d 
development of the base devices and application 
layer  of  embedded systems so as  to  improve 
manufacturing efficiency.

Traditional manufacturing sectors also evolve 
on the basis of product sales to produce a business 
model that combines solutions, logistics management, 
consulting services, financial leasing, etc. with 
the service industry, and this further enhances 
manufacturing margins.

Lubricants for Industrial Upgrading 
Dr. Bob Hancke and Dr. Steve Coulter at the 

London School of Economics found in their study 
that undistributed profits and bank loans are the main 
channels of capital of German industrial enterprises. 



36 博鳌亚洲论坛 2016 年年会专辑

Such a unique financial system which does not 
depend on stocks offers stable financing to small and 
medium-sized enterprises which are the backbone of 
Germany's exports and it also ensures that the equities 
of these industrial enterprises are not diluted, thereby 
allowing them to focus on long-term investment in 
innovation.

Under German law, all German enterprises are 
required to join trade unions and such unions are 
entirely funded and established by the private sector 
and they speak for the interests of member companies. 
Non-market institutions such as trade unions and 
professional engineer associations, work together with 
banks to provide enterprises with external networks 
to help them access to key marketing and technical 
information.

In addition, German industries invest heavily 
in research and development, and on top of R&D 
undertaken by enterprises internally based technology 
accumulation, they also rely on public application-
based research sys tems,  such as  Fraunhofer-
Gesellschaft which was founded in 1949.

The R&D positioning of Fraunhofer-Gesellschaft 
lies between basic research for the acquisition of 
new scientific knowledge and product development-
oriented corporate R&D. 

It comprises 66 research institutes and its 
funding is mainly from R&D contracts with industries 
and R&D funding from patent transfers. 

Af ter  overcoming much di ff icul ty  in  i t s 
early days of development, it gradually formed a 
"Fraunhofer model": only 30 percent of its total annual 
expenditure comes from the public sector, of which, 
the ratio of federal and state government funding is 
9:1, while the remaining 70 percent must come from 
industries. 

Such a mechanism largely protects the role of 
public research institutes in promoting technology 
industrialization and also prevents the abuse of public 
resources in the business environment. 

In addition to Fraunhofer institutes, Karlsruhe 
Institute of Technology and universities of technology 
in Germany also play a similar role. Thanks to this 
public research system, the R&D costs and risks of 

industries are significantly reduced.

Solutions for Market Failures
No system is perfect. It is the duty of the public 

sector to find where the market fails and fix it properly.
The federal German government is pushing 

forward the country’s  high-tech s t ra tegy and 
increasing its  R&D investment in optics,  new 
materials, biotechnology and other cutting-edge and 
revolutionary technology. 

At the same time, with the financial crisis still 
fresh on their mind even though stability has since 
been restored, the conservative German capital markets 
and German government continue to give funding to 
traditional R&D, and in addition to R&D support for 
SMEs, policies aimed at encouraging market-oriented 
technology and entrepreneurship were introduced. 
They include leading agglomeration district policies, 
incubators aimed at promoting entrepreneurship at 
universities and research institutes and public risk 
investment.

These leading agglomeration districts are based 
on the integration of the production, education and 
research of cutting-edge technology and go beyond the 
traditional concept of industrial agglomeration.

They often set joint R&D projects with both 
industry and academia as participants and fifty-
fifty capital contribution as the flagship projects of 
emerging industry chains, so as to create a public-
private partnership ecosystem and incubate start-
up enterprises in the system, thereby reducing the 
occurrence of "market failures" in innovation.

Given the differences between the Chinese and 
German manufacturing industries in terms of industry 
structure, development path, industrial finance, public-
private relationship and other aspects, the German 
model cannot be fully duplicated in China. 

However,  China can s t i l l  learn f rom the 
"Industrial Commons" and "Non-market Coordination" 
mechanisms which German manufacturing relies 
on, as inadequate research on industrial generic 
technology and the negative effects of the "no man's 
land" between government and market are precisely 
the bottlenecks to China’s manufacturing upgrade.
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Examining the Social Aspect of 
Science and Technology Innovation

There is an inextricable interplay between 
science and technology and society. In fact, the social 
impact of science and technology is often beyond 
our imagination. The development history of science 
and technology is a history of social choice, rather 
than the inherent development history of science and 
technology.

Historically, the first industrial revolution as 
symbolized by the steam engine in the 18thcentury 
not only replaced manual production withpower 
machines, but also eliminated peasant proprietorship 
and brought  about  industr ial  bourgeoisie  and 
industrial proletariat, thus changing the entire social 
structure. In the 19th century, extensive scientific 
and technical advances as represented by the age 
of  e lectr ic i ty  boosted economic development 
significantly and brought about the second industrial 
revolution. As the world entered the 21st century, 
much was said on the third industrial revolution, 
with projections that it would be led by atomic 
energy, information technology, bio-engineering 
or 3D printing technology that adopts a variety of 
techniques. Whichever the case, such revolutions 
are distinctively led and marked by science and 
technology.

Al l  these  fac torss  how tha t  sc ience  and 

technology are a great force driving social changes 
and they are an important element of social changes. 
However, it cannot be inferred that the development 
history of technology is the history of the inherent 
development of technology. Rather, it is the choice of 
social development which created the opportunities 
for these technologies to come into existence and 
continue to develop. To engage in reverse thinking, 
we should ponder why many technologies that 
existed at various periods of social development and 
change are no longer in existence today.

Science and technology are an important force 
for social development, but they are not the decisive 
force. Scientific and technological development is 
ultimately the choice of society and not the inherent 
development of science and technology. Neither 
underestimating nor overstating the impact of science 
and technology on social changes is desirable.

Sc ience  and  technology  deve lopment  i s 
characterized by evolution and integration, rather 
than fragmented and leaping development.

This is by no means a discussion of the subject 
from the perspective of the study of the development 
history of science and technology. Evolution refers 
to the development of science and technology and it 
shares similarities with the evolution of biological 

  Sui Xueqing, Deputy Director of the Institute of Computing Technology, Chinese Academy of 
Sciences
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species as it also involves constant inheritance and 
development. However, it is different in that different 
technologies can be more easily merged to emerge as 
something new, such as 3D printing technology.

Reexamining the dazzling array of “waves” 
that are constantly emerging in society today may 
make it easier for us to have a grasp of the nature 
and development trends of these “waves.”A case 
in point would be the “intelligence fever” set off 
by Google's Go. Many who are not in the technical 
profession would think that the computer in itself is 
"intelligent," but in fact, this is similar to IBM’s Deep 
Blue challenging an international chess master many 
years ago. The technology is the same in essence as 
both employ the computer's "calculation" ability to 
solve “intelligence” problems in chess games.

Similarly, countries that have had later starts 
in development often seek leapfrog growth and 
hope to overtake others. Facts have proven that 
not only is this impossible in the field of natural 
science and technology, it is also impossible in the 
evolution of social forms. The technology base of 
China’s manufacturing industry was shattered by the 
international market at the early stage of reform and 

opening up of the country. Regardless of the boon 
from Internet Plus, it will not be able to achieve 
Industry 4.0 with any amount of leaps if it does not 
make up for what it has missed in Industry 3.0. What 
it can do is to shorten the time it takes to do so and 
cut down on detours by learning from mistakes. 

The development of science is driven by the 
need for technology development, rather than the 
exploration of truth, goodness and beauty in the 
world.

In the early days when the economy and society 
were undeveloped, so was technology. As such, 
scientific research "travelled light" and constantly 
moved ahead of technological development. With 
rapid development in the mutual promotion of 
economic, social and technological advancement, the 
sequence of basic research followed by technology 
development and subsequently market existence 
evolved to become frontier research (basic research 
and technology concurrently) which was then 
followed by market existence. Today, scientific 
research is preceded by market and technology.

As in the case of computer “intelligence” 
mentioned earlier, scientific research was ahead 
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of the times decades ago and scientific research 
in computer intell igence stalled as computing 
technology and the market were lacking at that time. 
With the pressing demand for intelligence technology 
in today's market, solving "intelligence" issues using 
technology that relies solely on computing power has 
resulted in significant technological bottlenecks. A 
breakthrough in scientific research is thus necessary 
and this has reignited the upsurge in the research on 
computer intelligence.

With the increasing complexity of economic 
and social  development,  the issue of science-
driven technology or technology-driven science will 
increasingly return to the issue of the nature of the 
relationship between the two.

T h e  s p e e d  a n d  q u a l i t y  o f  a  c o u n t r y ' s 
development is restricted by the screening system 
that its society uses to select science and technology.

S i n c e  t h e  d e v e l o p m e n t  o f  s c i e n c e  a n d 
technology is selected by social development, it 
will head in one of two directions. The first is the 
marriage of science and technology and a powerful 
or dominant social class. For example, in the United 
States after World War II,  the military led the 
selection of technology trends, and the demand for 
technology came from and was adequately funded 
by the military. Even the rapid development of high-
tech companies in Silicon Valley was closely related 
to such a phenomenon. The other direction is exactly 
the opposite, whereby the development of science 
and technology brings a variety of unexpected results 
and unforeseeable possibilities.

We can l iberate  our  thinking by treat ing 
scientific and technological progress as a social 
process, rather than a singular force that is separate 
from society. Technological progress in itself should 
be treated as a product of social structure and a new 
variable, rather than the first cause. It offers a wide 
range of possibilities for social development and the 
expectation of a variety of actualities in the future.

I had the opportunity a few years ago to join a 
delegation from the Chinese Academy of Sciences 
in its visit to the United States to understand the 
country’s decision-making mechanism for its science 

and technology policies. We visited a number of 
scientific organizations and left with the clear feeling 
that technology organizations in the country were 
more like an ecosystem. 

The U.S. President, Secretary of State and 
Undersecretary of State have their science and 
technology consul tants  and the  White  House 
(or the President) has a Science and Technology 
Council. The House of Representatives (comprising 
politicians, lawyers and other lawmakers from non-
technology sectors) ultimately determines the budgets 
of the National Academy of Sciences (a purely 
advisory body that serves government departments. 
When developing advisory reports, its criteria for the 
selection of personnel are: scientists from various 
fields, including experts with different views; a 
geographical balance in the number of experts, 
but scientific expertise is the determining factor; 
striking a balance but does not reduce prejudice; no 
remuneration. These alone are something that we 
can learn from), government professional bodies, the 
science and technology foundations of ministries and 
non-profit organizations, as well as the R&D centers 
of universities and other parties. One would need to 
convince these lawmakers who do not understand 
technology of the importance of one’s research 
direction as well as its importance to the country 
and the economy, and to addressing employment and 
other issues if one hopes to secure funding.

With rapid development of Chinese society 
today, economic development calls upon science 
and technology to play an increasingly important 
role, and reform of the scientific and technological 
system is imminent. However, there is a feeling that 
decision-makers in the government do not know 
where to start while the scientific community feels it 
is unable to give full play to its abilities. 

Establishing an ecosystem in which science 
and technology are selected by society, and having a 
system whereby science and technology are screened 
by social development, may be more effective 
than carrying out reform to produce more effective 
government administrat ion or develop annual 
development plans.
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Internet Plus Transportation and 
Supply Side Reform

While making significant achievements, China’s 
accelerating urbanization process has also led to 
various problems. One of the most vexing problems 
felt by residents of urban areas is traffic congestion, 
which has affected the future policy setting for the 
country’s urbanization strategy.

To reduce traffic congestion and improve urban 
transportation requires urgent reforms on the supply 
side. It is worth exploring how the Internet Plus 
strategy can aid reforms on urban transportation. 

Making Changes
The development of mobile Internet technology 

and innovative business models backed by Internet 
Plus strategy is offering opportunities for supply side 
reforms in the urban transportation service sector.

Firstly, mobile Internet technology has provided 
great convenience for information distribution and 
sharing, which reduces transaction costs caused by 
Information asymmetry in the transportation service 
sector. We have seen such changes brought by online 
car-hailing service providers such as Didi-Kuaidi and 
Uber.

However, in the public transportation sector, 
there is still ample room for the Internet Plus strategy 
to come into play. With mobile Internet and data 
mining technology, public transportation will be able 

to improve its structure and operation.
There is plenty of room to adopt the Internet 

Plus strategy in transportation sector, but optimization 
requires coordination among public transportation 
companies, taxi companies and Internet companies.

Internet and transportation services can develop 
together. Online car-hailing services and taxies are 
not necessarily rivals, but rather can supplement each 
other.

To achieve sustainable growth, online car 
hailing businesses need to attract users by efficient 
and high-quality services, rather than high subsidies. 
Taxi operators, meanwhile, need to rely more on 
technology to effectively meet users’ demands for 
future development. So is there any possibility that 
Uber or Didi-Kuaidi will invest or acquire traditional 
taxi companies or set up partnerships with them, 
to combine the services of professional drivers and 
powerful information processing capacity together? 
This may be a good solution for urban transportation 
in the Internet Plus era.

Secondly, traffic congestion is an urgent issue 
for many big cities to tackle, and most cities have 
given priority to public transportation systems. 
Internet-based transportation service providers should 
actively seek expansion in the public transportation 
sector. 

  Zhang Guohua, Director of the Comprehensive Transportation Research Institute of 
China Center for Urban Development, the National Development and Reform Commission
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Public transportation has long been a major 
target for government subsidies, but in the face of 
mounting debt pressures, it is a natural choice for 
local governments to invite private players with 
capital and experience to take part in the sector, 
creating opportunities for Internet-based public 
transportation businesses. 

Internet car hailing companies should actively 
seek  coopera t ion  wi th  pub l ic  t r anspor ta t ion 
companies, for instance, helping bus companies 
handle data analysis  and Internet  applicat ion 
d e v e l o p m e n t ,  o r  r e n t i n g  v e h i c l e s  f r o m  b u s 
companies. 

Public private partnerships are also a feasible 
model  in  which  the  p r iva te  sec tor  can  offe r 
technology and operational assistance while the 
public sector provides vehicles and drivers. 

Sharing the same goal of providing better 
transportation services to urban residents and 
reducing traffic congestion, there is plenty of space 
for Internet-based transportation service providers 
to work together with their traditional counterparts 
to improve the quality and efficiency of urban 
transportation.

Innovation and Opportunity
Both innovation and urbanization are part of the 

national strategy. The central government has also 
made it a goal to promote supply side reforms and 
encourage cooperation between the public and private 
sector, as well as emphasize the role of the market in 
resource allocation. 

T h e  d e v e l o p m e n t  o f  I n t e r n e t - b a s e d 
transportation services is an inevitable trend, which 
has attracted government officials and traditional 
taxi drivers to join. We should bravely catch this 
opportunity and embrace innovation.

F o r  g o v e r n m e n t s ,  i t  i s  i m p o r t a n t  t o 
car ry  out  ins t i tu t iona l  re forms to  encourage 
market innovation and create a sound business 
environment. Governments should get rid of their 
paternalistic approach as they did in the planned 
economy era, and leave more room for the market 
to play its role.

There is  no rush to introduce regulatory 
measures, as everything should be permissible unless 
it is prohibited by the law.

There is also no “one size fits all” approach. 
Local governments should be allowed to explore their 
own ways to develop Internet-backed transportation 
based on local characteristics.

G o v e r n m e n t s  s h o u l d  f u l l y  o p e n  t h e 
transportation market and allow private players to 
take part in public transportation investment and 
operation.

Also, laws and regulations that no longer fit 
social development and hinder public service sector 
innovation should be revised. Internet-backed urban 
transportation companies should continue their 
efforts to innovate and seek cooperation. 

On one hand,  onl ine  car-hai l ing  service 
providers  should seek to  achieve susta inable 
profitability by improving service quality and 
efficiency, while actively seeking expansion into the 
public transportation sector. 

Traditional transportation service providers, 
such as taxi and bus companies, on the other hand, 
must make efforts to adapt to the opportunities and 
challenges in the Internet age.

It is also important for third-party institutions, 
such as think tanks, consultancies and research bodies 
to offer more intellectual support to the sector. And 
transportation service customers should be educated 
with the idea of social contracts.

The goal of supply side reform is to make 
market supply better satisfy demand. Premier Li 
Keqiang called urbanization “the biggest domestic 
demand in China.” 

Therefore, better meeting urban demands is 
a test of supply side reform. Under the backdrop 
of urbanization, whether urban transportation can 
meet increasingly diverse demands is crucial to a 
city’s ability to attract talent and promote industrial 
upgrading and innovation. 

The development of Internet-backed urban 
t ranspor ta t ion  sys tems wi l l  promote  China’s 
urbanization process and urban development. It is a 
goal worth continued efforts.
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The Chinese Approach to 
Intelligent Manufacturing

As the f inancial  cr is is  in  2008 seriously 
dampened real economies worldwide, it has become 
the consensus of all countries to revitalize their 
manufacturing industries.  The direction going 
forward is to develop Intelligent Manufacturing (IM), 
i.e. the fourth industrial revolution or “Industry 4.0,” 
leveraging advanced information technology. China 
too regards IM as the main direction of development 
as indicated in the Made in China 2015 action plan 
promulgated in May 2015. 

IM focuses on production, but is also a thorough 
end-to-end transformation process and will introduce 
radical changes to the entire ecosystem covering 
R&D, production, products, channels, sales, client 
management, etc.

For industrial enterprises, IM is also based 
on  l a rge - sca l e ,  s t anda rd ized  and  au tomated 
manufactur ing on the product ion/plant  f ront , 
but it also has new features including flexibility, 
customization, visualization and eco-friendliness; in 
terms of business model, it will bring about disruptive 
changes   the model characterized by producers’ 
domination over consumers will be replaced by a 
new one where production is dictated by consumers’ 
needs; on the national level, an industrial Internet 
that is more secure and reliable than the consumer 
Internet needs to be established. 

The transformation is driven by the broadening 
applications of “Internet+” (intelligent products, 

i n t e g r a t e d  c h a n n e l  m a r k e t i n g  a n d  i n d u s t r y 
ecosystem), allowing manufacturers to communicate 
directly with consumers and up- and down  stream 
businesses, thereby acquiring data that are otherwise 
inaccessible at  an acceptable cost .  I t  enables 
manufacturers to gain insights into customers’ needs 
and to obtain feedback from the market. 

Based on the insights, enterprises can redefine 
and redesign their R&D, production technique and 
supply chain systems, benefiting from economies of 
scale while producing personalized deliverables, as 
well as enhancing productivity and asset utilization 
and minimizing energy consumption and pollution.

Three Steps Toward IM
IM sounds like a brilliant idea, but how can we 

achieve it? It can be realized in three steps.
Step 1: Laying the groundwork swiftly for 

enterprise transformation   enterprises need to have a 
firm control on themselves before the transformation 
can be achieved. They need to overhaul existing 
R&D, supply chain and financial and personnel 
management processes to set up an integrated 
operating system with the introduction of ERP and 
PLM (product life-cycle management) systems. In 
addition, they need to establish process standards, 
data standards and the corresponding control systems, 
and then seek to acquire customer and product data 
through intelligent products, or through integrated 

  Xu Ximing, Vice President of IBM Greater China Global Business Advisory Services 
Department and General Manager of Industry and Government Affairs
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channe l  marke t ing  or  up-  and  down  s t ream 
ecosystems. This way, enterprises will be able to gain 
insights into consumers and products to inform their 
transformation efforts afterward. 

Step 2: Integrating data resources within 
and outside the enterprise to construct its own big 
data system, based on the insights on customers 
and products gained. Under the big data system, 
enterprises can reshape their R&D, customer service, 
production, supply chain and logistics systems, 
following IM principles such as consumer orientation, 
individualization, flexibility and customized mass 
production. 

Step 3: Cross-industry ecosystem innovation 
based on the intelligent product platform, channel 
integration platform and the big data system to 
strengthen the integrated back-office operating system 
and support the enterprise’s business expansion into 
global markets. 

It is worth noting, however, that IM is not 
all about transforming the R&D and production 
end of things, and front-end transformation based 
on insights about sales channels and consumers is 

also a critical aspect of IM. End-to-end Intelligent 
Manufacturing throughout the value chain requires 
complementary combination of back-end and front-
end transformations.

Core Challenges in IM Transformation
To transform themselves from the traditional 

manufacturing model to Intelligent Manufacturing, 
enterprises first and foremost need to invest in certain 
pieces of hardware such as sensors, robots, broadband 
connections and cloud data center capabilities. That 
said, IM transformation cannot be achieved simply 
by buying a set of software, transforming production 
equipment or adding some robots. It is a thorough 
end-to-end revolution and therefore cannot be 
completed overnight.

I n  t h e  c a s e  o f  p r o d u c t s  e n d o w e d  w i t h 
intelligence capabilities, the producers can acquire 
insights into customers and products by making the 
products “smarter.”

Nevertheless, not all consumer goods can 
be made intelligent. Most shoes and clothes, for 
example, are not suitable to have intelligent modules 
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due to their inherent properties, users’ habits and 
cost-effective considerations, despite some useful 
endeavors on the market, e.g. smart children’s shoes. 
Products of this type also include personal care and 
food products. 

Similar,  not  a l l  industr ia l  products  (e .g . 
chemicals) are suitable for IM.

Enterprises need to establish their own industrial 
big data systems, which should incorporate external 
feedback data from customers, the marketplace and 
intelligent products as well as internal data, including 
equipment status, logistics, production and energy 
consumption information. 

According to a report released by IBM Institute 
for Business Value, more than 90 percent of real-time 
data generated today are simply stored and left aside, 
but more than 60 percent of the data are useful only 
during real-time decision-making and then become 
totally irrelevant. 

How should manufacturers acquire big data 
and turn data-based insights into innovation and 
competitive advantages? This still poses a grave 
challenge to most traditional manufacturers. 

However, the industry landscape is going 
through dramatic changes.  Today,  Apple,  MI, 
Foxconn and some other companies have already 
established operating models where industry chain 
based big data are applied to inform the product 
R&D and marketing processes. Similar models have 
emerged in an increasing number of industries. 

Many manufacturers have embarked on new 
reforms to differentiate their products and enhance 
customer experience and services leveraging the big 
data system. 

Guided by the big data system, the supply 
chain system within the manufacturing industry 
has also underwent revolutionary changes, as many 
manufacturers started to adjust supply chain networks 
for different products based on big data about 
consumers, transport, equipment, etc. and optimize 
their on-site logistics operations, with positive results 
achieved.

The arrival of big data kindled sparks of cross-
industry innovation among many enterprises. 

The Path to Transformation for Chinese 
Enterprises

Intelligent Manufacturing offers a beautiful 
vision into the future, but to achieve it involves hard 
work and commitment to transformation. 

Most Chinese manufacturing clusters are still 
at the development stage of “Industry 2.0” and rely 
heavily on traditional sales channels. 

Hav ing  bene f i t ed  f rom many  f avo rab le 
institutional factors during the past three decades 
of rapid development, many Chinese entrepreneurs 
are not fully aware of the importance of LEAN 
management and the “artisan spirit.” This may 
jeopardize the transformation toward Intelligent 
Manufacturing. 

However, Chinese enterprises also have certain 
inherent advantages for developing IM:

*Most private enterprises in China are still 
run by the founding entrepreneurs, or the leadership 
is currently being passed on to the 2nd-generation 
entrepreneurs, meaning that the leaders have a strong 
enterprising spirit.

*Chinese enterprises  do not  carry heavy 
historical  burdens and enjoy clear late-mover 
advantages. 

*China has a mature and fully developed 
environment for ecommerce businesses, and new 
things are readily accepted by Chinese consumers, 
c rea t ing  an  except ional ly  favorable  external 
environment for corporate business model and 
product innovations.

* H u g e  s u p p l i e s  o f  p r o p e r l y  t r a i n e d , 
hardworking and cost-effective engineers. 

Fur thermore ,  more  data  are  avai lable  in 
China about end users and device status; China is 
at the forefront of Internet innovation; and Chinese 
enterprises are shifting from efficiency-driven to 
innovation-driven growth models, laying a solid 
foundation and allowing them to blaze a trail in the 
transformation toward Intelligent Manufacturing. 

We believe that in the future more Chinese 
enterprises will succeed in IM transformation and 
establish themselves as global leaders in the “Industry 
4.0” era.
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“One Belt and One Road” – From 
Proposal to Implementation

The “One Belt  and One Road”(“OBOR”) 
initiative is profoundly reshaping the global economic 
growth and international governance landscapes. 

According to data released by the Ministry 
of  Commerce (MOFCOM),  China’s  outbound 
investments grew 16.3 percent year-on-year to 
US$95.2 billion in Jan.-Oct. 2015. Specifically, 
OBOR related investments rose 36.7 percentYOY to 
US$13.17 billion. 

Chinese enterprises undertook 2,677 new 
contracted construction projects with a combined 
contractual value of US$64.55 billion in 60 countries 
along the routes of OBOR, accounting for 43.3 
percent of the national total value of new foreign 
construction project contracts executed during the ten 
month period. 

From a global perspective, infrastructure and 
production capacity cooperation have become the 
biggest highlight of OBOR related projects, with the 
launch of a series of major projects including the 
high-speed rail project in Indonesia and the nuclear 
power project in the UK. The China-led initiative 
has now been integrated with Russia’s Eurasian 
Economic Union program, and integration of OBOR 
with the “Silk Road on the Steppes Program” 
(Mongolia), “Glorious Road New Economic Policy” 

(Kazakhstan) ,  “Mari t ime Power  Stra tegy” of 
Indonesia, etc. is currently underway. 

A new economic corridor involving more than 
60 countries and economic output totaling over 
US$40 trillion is gathering new momentum. 

However,  the  “One Bel t  and One Road” 
program is no easy undertaking, and we will be 
confronted with numerous obstacles and challenges 
on our way to accomplish the mission that we 
envisaged for the initiative. 

New Economic Growth Engines
Viewed from the perspective of the global geo-

economy, OBOR runs through Afro-Eurasia and the 
countries along the routes account for 63 percent 
and 29 percent of the world’s total population and 
economic output, respectively. They are mostly 
emerging economies and developing nations in 
the midst of industrialization characterized by 
rapid economic growth,  boasting varying and 
complementary factor endowments and enormous 
potential for future development. In particular, 
infrastructure construction in developing countries 
has been lagging behind for a prolonged period, 
and the resulting “hardware (e.g. infrastructure 
deficiencies) and “software”(e.g. institutional and 
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policy deficiencies) constraints have prevented them 
from fully fulfilling their development potential.

Infrastructure interconnection is identified as 
the priority of OBOR construction, and due emphasis 
is placed on large transportation projects during the 
construction of all the six economic corridors under 
the OBOR framework. 

According to ADB’s (Asian Development Bank) 
forecasts, US$8.2 trillion is needed for infrastructure 
investment in Asia in the next 10 years, i.e. annual 
investment of US$820 billion. Similarly, studies 
conducted by the World Bank suggest that there is 
still considerable scope to further increase the density 
of railroads in Eurasia, and the total infrastructure 
construction investment in the “One Belt  and 
One Road” program will exceed US$1.6 trillion. 
Statistics show that China will build 172 major water 
conservancy projects by 2020, corresponding to 
~US$100 billion of financial input. 

Large-scale infrastructure programs have also 
been rolled out by countries along the OBOR routes. 
Furthermore, Indonesia, Pakistan, Sri Lanka, Belarus 
and African countries have shown great interest in 

collaborating with China in pushing forward relevant 
infrastructure projects, thereby indicating enormous 
potential for bilateral cooperation in this area. 

The aforementioned infrastructure projects and 
international capacity cooperation will directly boost 
economic growth and employment, and improved 
transport infrastructure will further increase trade 
and economic exchanges and enhance the quality of 
economic growth. 

During the past decade, trade volume between 
China and countries along the OBOR grew 19 
percent on average every year. It maintained rapid 
growth in 2015 despite the general decline in global 
trade. According to estimates made by a related 
organization, the total volume of trade between China 
and countries along the OBOR will exceed US$2.5 
trillion in the future. 

From the perspective of enterprises, the OBOR 
program is starting to bringthem concrete benefits. 
The State Council recently issued the Guiding 
Principles to Push Forward International Production 
Capacity and Equipment Manufacturing Cooperation, 
calling on domestic companies to make collective 
efforts and “go abroad in groups.” Enterprises are 
embracing a “blue sea” of new opportunities in the 
economic and trade sectors, benefiting from regained 
momentum in domestic infrastructure construction, 
capital  injection,  “chain shifts” in equipment 
manufacturing and production capacity cooperation 
and the accelerating introduction of new models, e.g. 
cluster development and park-based operations. 

U n d e r d e v e l o p e d  i n f r a s t r u c t u r e  p o s e s  a 
bottleneck to economic development in countries 
along the routes of OBOR, where obstructions 
to  f inancia l  and  t rade  ac t iv i t iescause  severe 
cons t ra in t s  on  economic  g rowth .  There fore , 
interconnection and financial and trade facilitation 
under the OBOR framework definitely has profound 
implications in terms of resolving uncertainties and 
instabilitysurrounding the world economy.

Risks and Challenges of OBOR 
Implementation 

Since the launch of  OBOR, the focus of 
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outbound investments made by Chinese enterprises 
has been diverted from energy, mining and oil to 
infrastructure, industry, agriculture and tourism 
sectors. 

However, as the number of businesses continues 
to increase, it becomes imperative for us to improve 
the standards of relevant specific operations such as 
valuation and risk profiling. 

Professor  Wang Liming,  Execut ive  Vice 
President of Renmin University of China, said that 
based on relevant studies conducted by the university, 
the biggest risk confronting Chinese companies while 
participating in “One Belt and One Road” projects 
is that they do not have a clear understanding of the 
political, investment, security, etc. risks – especially 
legal risks – involved in the foreign projects. 

And this has resulted in many investment 
failures. The top priority now is to step up research 
into the legal systems of relevant countries, e.g. 
inves tment ,  l abor  p ro tec t ion ,  env i ronmenta l 
protection laws and even social security and foreign 
investors related regulations. 

At present, infrastructure construction and 
capacity exportation are accelerating with progresses 
in OBOR development. 

Implementation of major infrastructure projects 
typically involves cross-border and transregional 
cooperation and integration of various information 
and standards across relevant countries, which 
requires that the countries should take on shared 
responsibilities and set up multi-level communication 
mechanisms to routinize cooperation across different 
levels and beyond national borders. 

In addition, the projects usually entail massive 
investments and a long investment recovery cycle – 
even lasting 15-30 years in some cases. 

Th i s  requ i res  inves tment  and  f inanc ing 
innovations and robust financing risk prevention 
mechanisms. 

For individual participants, it obviously poses 
a serious challenge to fulfill national strategic 
objectives while ensuring corporate profitability at 
the same time.

Yu Zhangfa, General Manager of CITIC Heavy 

Industries, suggests that the challenge can be tackled 
from the following five perspectives: 

The s ta te  should  deepen  re forms  of  the 
administration system for Chinese enterprises 
“going abroad,” simplify approval procedures, and 
support the enterprises in outbound investments; 
relevant national ministries and commissions and 
Chinese embassies and consulates are suggested to 
serve as the platform to connect with local state-
level comprehensive service systems for foreign 
investors, providing Chinese enterprises operating 
overseas with information services and guidance and 
risk warning regarding their overseas investments, 
directing them to make informed decisions in 
overseas  inves tment  p ro jec t s  based  on  the i r 
competitive advantages and local market demands; 
unfair competition practices should be seriously 
punished to create a favorable external environment 
for enterprises investing overseas; Chinese technical 
standards should be introduced to overseas markets 
through foreign aid programs or by at taching 
conditions to relevant loans and contracting foreign 
projects; a special fund should be established to 
support foreign infrastructure projects stimulating 
exportation of Chinese equipment and international 
production capacity cooperation projects. 

Fu Chengyu, former Chairman of Sinopec, 
points out that “One Belt and One Road” also serves 
as a supplement and extension to the domestic 
development strategy. It is correlated with regional 
economic growth in Yangtze River Delta, Pearl 
River Delta economic circles and the Yangtze River 
Economic Belt. It would be difficult for OBOR to 
succeed if domestic development lags behind in 
China. 

In this sense, whether or not the OBOR strategy 
can reach expectations ultimately depends on China’s 
ability to improve its own domestic market economic 
system by deepening relevant reforms, and to acquire 
a modern state governance framework and capacity 
by reinforcing the rule of law. Sustainable high-
quality economic growth in China will build up 
the momentum for the development of the OBOR 
strategy. 
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Know Your "Primer of Threes" in 
International Industrial Capacity 
Cooperation

International industrial capacity cooperation is 
a major strategy and proposal officially raised by the 
Chinese government.

On April 3, 2015, Premier Li Keqiang hosted 
the "Chinese equipment goes global and promotion 
of international industrial capacity cooperation 
forum" and made an important speech. On May 13, 
the State Council issued the Guiding Opinions on the 
Promotion of International Industrial Capacity and 
Equipment Manufacturing Cooperation, and proposed 
as many as 41 principles, target missions and policy 
measures, making it the landmark guiding document 
for China in terms of advancing industrial capacity 
exports. On May 20, the National Development 
and Reform Commission (NDRC) convened a 
news conference for the purpose of providing a 
comprehensive interpretation of the above policy. 
It was mentioned, in particular, that industrial 
capacity cooperation does not merely pertain to the 
export of China's industry and its capacity, but also 
takes care of the more complete industrial system 
and manufacturing capacity building of the target 
country of cooperation. On June 23, the NDRC 
indicated at a briefing on international industrial 
capacity cooperation that they are working together 
with the Ministry of Foreign Affairs to accelerate the 

formulation of the rules so as to specify the key areas 
and direction of international industrial capacity and 
equipment manufacturing cooperation and implement 
guiding opinions. In 2015, China's government 
leaders visited key countries in Asia, Latin America, 
Europe and Africa to deliver important speeches on 
international industrial capacity cooperation and to 
form a bilateral cooperation framework. On Feb. 14, 
2016, the NDRC announced that the formation of 
the 2015 "one axis-two wing" structure of China's 
international industrial capacity cooperation was 
accelerating. This structure will have as its "main 
axis" key neighboring countries of China, with key 
countries in Africa, the Middle East, and Central and 
Eastern Europe the "west wing" and key countries in 
Latin America the "east wing."

In a nutshell, with the gradual advancement 
of the international industrial capacity cooperation 
policy, its cooperation content will continue to be 
enhanced, and the scope of cooperation will also 
continue to cover wider areas around the world.

Three Major International Industrial 
Shifts

Movements of and shifts  in industry and 
capaci ty  in  the  in ternat ional  arena  are  bas ic 
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phenomena and objective laws of world historical 
development. Based on core factors such as capital, 
cost, technology and market, they will spontaneously 
migrate and grow dynamically. Post World War II, 
the world experienced three major industrial shifts. 
The first was in the 1950 to 1960 era, which saw a 
shift from the United States to Japan and the former 
Federal Republic of Germany. The second was in 
the 1970s to 1980s, from Japan to Asia's "Four 
Little Dragons," and the third was the industrial 
shift in the 1990s to the present, from the United 
States and Europe, Japan and South Korea, and 
Asia's "Four Little Dragons" to ASEAN nations, but 
primarily to China. What is occurring at the moment 
is international industrial capacity cooperation with 
China as the principal entity. This suggests the arrival 
of the fourth major international industrial shift 
in the contemporary world. It is a major historical 
opportunity that China must firmly seize and put to 
good use.

Three New Major Frameworks
Since 2013,  Chinese government leaders 

have  o ff ic ia l ly  p roposed  the  "One  Be l t -One 
Road" initiative, and have made preparations for 
establishing institutions of financial cooperation such 
as the Asian Infrastructure Investment Bank, New 
Development Bank BRICS, and Silk Road Fund, 
actively helping to drive mutual connections and 
international industrial capacity cooperation between 
China and neighboring Asian countries. In addition, 
the Chinese government jointly structured three new 
major frameworks of international industrial capacity 
cooperation with Latin American, European and 
African nations in 2015.

The first was the new China-Africa "Three 
Networks and Infrastructure Industrialization" 
framework. On Jan. 27, 2015, China and the African 
Union signed a Memorandum of Understanding 
in the capital of Ethiopia, commencing bilateral 
c o o p e r a t i o n  o n  t h e  " T h r e e  N e t w o r k s  a n d 
Infrastructure Industrialization" scheme, which 
refers to the cooperative development of the "three 
major networks" in Africa, namely railway, roads 

and regional aviation, as well as assisting Africa in 
realizing modern industrialization. At the Forum 
on China-Africa Cooperat ion Summit  held in 
Johannesburg on Dec. 4, 2015, Chinese President 
Xi Jinping stated again that both China and Africa 
must "use industrial capacity cooperation, and the 
three networks and infrastructure industrialization 
as the launching pad to fully deepen China-Africa 
cooperation in all areas." African nations are in the 
preliminary stage of rapid economic growth, with 
enormous demand in industrialization, in particular, 
and China's industrial capacity, technology and 
market will provide a solid backing for Africa’s 
industrialization.

Next is  the new "3X3" model for China-
Latin America production capacity cooperation. 
On May 21, 2015, Chinese Premier Li Keqiang, on 
a visit to Brazil, indicated that China was willing 
to "advance structural transformation of China-
Latin America trade with international industrial 
capacity cooperation as the key breakthrough, 
creating an upgraded version of China-Latin America 
cooperation." He proposed a new "3X3" model 
on China-Latin America cooperation, i.e.: first, in 
accordance with the needs of Latin American nations, 
jointly build three major channels in logistics, power 
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and information, realizing interconnection on the 
South American continent; second, in accordance 
with laws of the market economy, realize cooperation 
methods of positive interaction among enterprises, 
society and government; and third, centered on 
China-Latin American projects,  develop three 
financing channels in funds, credit and insurance. 
This cooperation model takes into full consideration 
the complementary characteristics of bilateral China-
Latin America cooperation, and can effectively 
overcome the "de-industrialization" predicament 
in Latin American nations, resolving the volatility 
and fragility of economic growth resulting from the 
region's over-reliance on commodity exports.

Th i rd  i s  t he  new idea  o f  "1+1+1>3"  in 
international industrial capacity cooperation. On June 
30, 2015, during Premier Li Keqiang's visit to France, 
the governments of China and France issued a "Joint 
Declaration on Cooperation in Third-Party Markets."  
Led by business enterprises, China and France will 
jointly embark on market cooperation in emerging 
and developing countries, setting a precedent in the 
history of international cooperation. 

Three Major Principals
From the macro to the micro, the principal 

en t i t i e s  o f  i n t e rna t iona l  i ndus t r i a l  capac i ty 
cooperation can be divided into three levels - country, 
industry and enterprise.

First is country. National power is vividly 
reflected in the ability to integrate various resources 
and industr ia l  product ion and manufactur ing 
capabili ty,  as well  as effective allocation and 
utilization of such productive factors.

Second is industry. In the guiding opinions on 
promoting cooperation in international industrial 
capacity and equipment manufacturing issued 
by the State Council in 2015, 12 industries were 
highlighted and encouraged to go global, namely, 
steel, nonferrous metals, construction materials,  
railway, power, chemicals, textiles and other light 
industries, automobiles, communication, construction 
machinery, aviation and aerospace, shipping vessels, 
and maritime engineering. 

Th i rd  i s  en te rp r i se .  En te rp r i ses  a re  the 
specific market players at the micro level, and are 
also the point of departure and result of a nation's 
implementation of international industrial capacity 
cooperation policies.

Three Major Essentials
Although international economic growth has 

slowed and downward pressure on the domestic 
economy has increased in recent years, passion for 
overseas investment by Chinese enterprises has 
remained intact. In the process of going global, 
Chinese enterprises must  possess three major 
essentials.

First is technology. If Chinese enterprises 
aspire to go global, they must have their own core 
competitiveness, of which the most important is 
technological strength and supporting technology 
R&D capability. 

Second is brand. The birth of a brand must 
originate from strict and rigorous quality management 
and persistent efforts in developing its market, as 
well as having successfully endured the test of time.

Third is experience. On the whole, Chinese 
enterprises are still significantly lacking in frontline 
knowledge and experience where overseas market 
development is concerned. 

In a nutshell, China's international industrial 
capacity cooperation is a general development trend 
of the times. It is a key carrier and channel of entry 
into the global market for Chinese enterprises. 
The road to  in ternat ional  indust r ia l  capaci ty 
cooperation requires step-by-step development, 
and only by relying on its own competence will 
Chinese enterprises be able to compete in the 
world. In the foreseeable future, many ambitious 
Chinese enterprises with outstanding achievements 
will evolve from local enterprises to international 
enterprises in the course of international industrial 
capacity cooperation.

T h e  a u t h o r  c u r r e n t l y  w o r k s  a t  t h e 
international strategic studies department of the 
research institute of China Development Bank. This 
report is solely the personal view of the author.



52 博鳌亚洲论坛 2016 年年会专辑

If Africa Builds Nests, Will the 
Birds Come?

Economic growth in Africa is progressing at an 
impressive rate, with projections for 2015 placing 
seven African countries among the world's ten fastest 
growing economies and forecasting strong growth for 
most of the continent's countries for years to come. 
Despite this strong economic growth, job creation 
and poverty reduction remain major challenges 
for governments across Africa. Many countries 
are looking to China, which has proven over the 
last three decades that industrialization can create 
jobs and allow unprecedented numbers of people 
to move out of poverty. An important vehicle for 
China's economic growth has been the successful 
use of special economic zones (SEZs) since the early 
1980s. In the 1970s African countries had already 
started to embrace SEZs as a means of attracting 
foreign direct investment, transfer of technology 
and knowhow and as a way to create employment. 
However, overall African SEZs have not yet lead to 
significant job creation or poverty reduction. In part 
due to the cooperation between African countries and 
China, SEZs are currently experiencing a renaissance 
in  a  number  of  Afr ican countr ies .  Promising 
developments can be found in Ethiopia, Nigeria and 
Zambia, where some SEZs have unleashed broad 
interest of international investors in the respective 

country's economy.
At the 1st Ministerial Conference of the Forum 

on China-Africa Cooperation in 2000, China pledged 
to share its experience in investment promotion 
through, and management of, SEZs with African 
countries (FOCAC 2000).  In 2006,  at  the 3rd 
Ministerial Conference of FOCAC, China's former 
President Hu Jintao announced the establishment 
of three to five SEZs in African countries. Starting 
in 2007 SEZs have subsequently been successfully 
established in Zambia, Egypt, Nigeria, Ethiopia and 
Mauritius.

The Declaration of the Johannesburg Summit 
of the Forum on China-Africa Cooperation and the 
FOCAC Johannesburg Action Plan (2016-2018) 
adopted in December 2015 send clear signals for 
strengthened collaboration on special economic zones 
in Africa, including through China's establishment 
of a China-Africa Production Capacity Cooperation 
Fund with an initial pledge of USD 10 billion.

Recent Chinese research highlights that SEZs 
are an important vehicle for the relocation of Chinese 
manufacturing activity to Africa, especially as regards 
mature and labour intensive industries such as shoe 
manufacturing, textile and leather goods processing. 
In addition to the SEZs established under the FOCAC 
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framework, individual Chinese enterprises have 
created smaller SEZs, such as industrial parks and 
free trade zones, in Botswana, Nigeria, Sierra Leone, 
South Africa and Uganda.

United Nations Development Programme 
(UNDP) China Office and the International Poverty 
Reduction Center in China (IPRCC) conducted the 
field study on Special Economic Zones in Africa in 
2015. The study seeks to answer three main research 
questions: How have Africa and China performed 
so far with SEZs? How could Africa benefit from 
China's experience with SEZs? How could China-
Africa cooperation on SEZs be enhanced in future?

While SEZs have not been playing a major role 
in China's going out policy, they increasingly support 
China's internationalization efforts and have the 
potential to play a more prominent role in the future, 
possibly in the context of China's newly proclaimed 
“One Belt, One Road” Initiative, which includes the 
African continent. This article is part of the report “If 
Africa builds nests, will the birds come? Comparative 
Study on Special Economic Zones in Africa and 
China” (The full text of the report is available on 
UNDP China Website: www.cn.undp.org).

What Can African Countries Learn 
From China?

China ' s  succes s  w i th  SEZs  i s  based  on 
gradual learning from, and reflecting on, SEZ 
experiences from other countries. According to 
China's experience, SEZ models should not simply 
be replicated, but should always be adjusted to fully 
fit into and benefit from local circumstances. For 
example, while Suzhou Industrial Park follows the 
development model of Singapore's Industrial Park, 
its model has been adjusted to fully make use of local 
circumstances, such as the concentration of high-end 
manufacturing and its proximity to the metropolitan 
area of Shanghai, among others. Other lessons 
learned by China include the importance of long-
term planning based on objective data. Furthermore, 
continuous government involvement on policy 
formulation and monitoring and on the provision of 
infrastructure is indispensable for successful SEZ 

development.
Another key aspect of China's SEZ achievement 

has been the continuous focus on human resource 
development both in terms of SEZ expertise as 
well as possessing a skilled labour force. When 
looking at lessons that can be drawn from China's 
SEZ experience, it is important to recall that while 
SEZs continue to play an important role in China's 
development, they are only one of many components 
of China's unprecedented development. China has 
continuously pursued SEZ development over the last 
three decades and created various SEZ types and 
management models. Reviewing these SEZ types and 
management models, while considering them as a 
source of reference rather than a blue print, may be 
of benefit for African governments when creating a 
national SEZ programme or developing SEZs within 
specific local contexts.

China has proven that SEZs can be a way to 
attract capital and create a large number of labour 
intensive jobs within a short time. However, it 
is also important to note that China's success in 
attracting FDI was not only due to its SEZs and 
cheap labour, but also to the promising potential of 
its huge domestic market. African countries can only 
achieve a comparable effect if regional integration 
is actively pursued. China's model of cross-border 
SEZs demonstrates that SEZs can be used as a 
valuable tool in this regard. As we have seen in 
chapter 3, China has also started making use of SEZs 
as a way to move its labour intensive industries to 
more profitable markets and to support its domestic 
companies with venturing into foreign markets. 
African governments and companies may also use 
this approach for their internationalization efforts, 
whether they occur on the continent or in other parts 
of the world. Furthermore, China has successfully 
utilized SEZs as a testing ground for economic and 
legal reforms. While the main focus of this was to 
ensure the smooth and gradual transition to a market 
economy, SEZs – Shenzhen in particular – continue 
serving as a way to test new laws and regulations 
not just limited to economic matters, but which later 
regularly become national laws. This aspect of SEZs 
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may be useful for African countries that are aiming 
to further liberalize their market economies as well 
as for African countries experimenting with legal 
reforms. However, this SEZ feature only applies to 
large SEZs that include whole cities or administrative 
areas.

Recommendations for African 
Governments to Further Advance SEZ 
Development

1. High-level political commitment and support 
for effective inter-ministerial collaboration

The effective coordination of government 
entities involved in the development and operation of 
SEZs is key for successful SEZ programmes. As seen 
in the case study countries, a lack of coordination 
among government authorities poses significant 
chal lenges to SEZ developers  and companies 
investing in the zones. In some instances, policy 
inconsistencies or a delayed provision of support has 
led to the cancellation of investments. In Ethiopia the 
SEZ coordinating entity has recently been elevated 
to the Prime Minister's Office to ensure smooth inter-
ministerial coordination, which could serve as a good 
example for other countries. In Zambia, an effective 
SEZ coordinating entity is in place at Ministerial 
level. 

However, high-level political support for SEZ 
programmes has varied with changing governments. 
In Nigeria the lack of high-level political support and 
frictions between the federal and state governments 
have prevented effective coordination and hindered 
SEZ development. It is therefore recommended that 
high-level political commitment and support are 
gained before embarking on a SEZ development 
programme.

We have seen that the coordination of all 
involved actors is crucial for the success of a SEZ. 
A bottom up and top down approach is required in 
order to ensure that SEZ managers and companies 
are regular members on coordination committees and 
to ensure that effective follow-up mechanisms are 
agreed on specific action points. Roles of involved 
actors and institutions responsible for the SEZ 

programme at different levels of governments need 
to possess a clear understanding in order to ensure 
effective cooperation. Secondment of personnel from 
key government entities, such as customs and ports 
authorities, to SEZs would be a secure way to ensure 
effective cooperation.

2. Integration of SEZ programmes in national 
development plans

G i v e n  t h e  l o n g - t e r m  n a t u r e  o f  S E Z 
development, a SEZ programme must be integrated 
into national development strategies in order to be 
successful. 

However, SEZs will only foster economic 
and social development in the short, mid- and long 
term if they are aligned with national development 
plans to support broader national objectives on 
industrialization, job creation, transfers of technology 
and poverty reduction. In Ethiopia we have seen a 
clear alignment of SEZ objectives with the national 
Growth and Transformat ion Plan.  Given that 
Ethiopia's development is also guided by its Climate-
Resilient Green Economy (CRGE) strategy it may be 
beneficial to consider how SEZs can also be utilized 
to achieve the CRGE's objectives. In Zambia the SEZ 
programme is also clearly aligned with its national 
development strategy and plan. In Nigeria, the lack 
of integration between its SEZ programme and 
national development objectives explains the broad 
differences between SEZs with different sectorial 
foci and limited political support throughout the 
country. African countries should build on examples 
from Ethiopia and Zambia to ensure that SEZs are 
an effective means to support national development 
priorities instead of becoming an additional effort 
for their own sake. Therefore, the coordination of 
involved government entities plays an important role 
in all three countries.

3. Support all industries that have a comparative 
advantage through SEZ development

Experience from China, Ethiopia, Nigeria 
and Zambia have shown that it  is advisable to 
avoid restricting SEZ to one industry, but rather to 
invite different industries to invest in the zone. The 
establishment of specialized SEZs is only advisable 
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for mature industries where a SEZ aims to cluster 
existing parts of a supply chain.

4.  Funding for  infrastructure  within and 
availability of infrastructure outside SEZs prior to 
SEZ approval

We have  seen  tha t  in  SEZs in  Eth iopia , 
Nigeria and Zambia power and water supplies 
and the building of roads and factory space have 
been among the key SEZ development challenges, 
which have led to costly delays in all countries. It is 
therefore recommended that sufficient funding for the 
development of infrastructure within zones is ensured 
prior to a zone's approval. Furthermore, SEZs should 
be well connected to the national power grid and 
transportation systems. If the zone is not established 
where such infrastructure is already in place, its host 
government needs to make necessary provisions prior 
to the development of the zone.

5. Incentives for joint ventures between foreign 
SEZ companies and local companies

The successful transfer of technology and 
knowhow within SEZs in China has largely happened 
through joint ventures between foreign and local 
companies. African governments may learn from 
China's experience by incentivizing the creation of 
joint ventures between foreign and local companies 
within SEZs through additional tax benefits. This 
would need to be clearly communicated when 
promoting the SEZ and should include the provision 
of information on potential local partners. 

6. Alignment of the curricula of universities and 
TVET institutions with SEZ labour requirements

Although there are emerging links between 
SEZs and local academic and training institutions 
in Ethiopia and Zambia, the skill sets required by 
SEZ companies have not yet been met. In order to 
ensure that jobs created within SEZs can be filled 
by local workers, African governments should align 
the curricula of relevant universities and TVET 
institutions with the anticipated requirements of 
industries in SEZs. At the same time governments 
need to ensure that these learning and training 
institutions have sufficient capacities and resources. 
Pub l i c  p r i va t e  pa r t ne r sh ip s  be tween  pub l i c 

universities and training institutions with SEZ 
managers and companies should be considered as 
a way to leverage required resources. Furthermore, 
this is a popular area for the provision of technical 
assistance by developed countries and support 
through South-South Cooperation.

7. Enforce high environmental standards
China's experience has shown that enforcing 

high environmental standards in SEZs is important 
for their success. Environmental pollution does not 
only have significant economic costs, but also direct 
negative impacts on the production processes of 
industries that rely on high water and air quality, such 
as food and beverage producers in Zambia's SEZs or 
producers of textiles for infants in one of Ethiopia's 
SEZs.

Changing standards at a later stage is often 
costlier than introducing high standards from the 
outset. Given the growing interest of consumers 
in the environmental footprint of products, SEZ 
companies producing for international markets 
a re  l ike ly  to  apprec ia te  h igh  env i ronmenta l 
standards, if they can be marketed well. Therefore, 
a good communication campaign and possibly 
internationally recognized certification schemes 
could be key to fostering voluntary compliance with 
such standards. African governments may wish to 
make use of the comprehensive guidelines on Green 
Industrial Parks that the United Nations Industrial 
Development Organization recently launched. The 
guidelines include detailed recommendations on the 
development of appropriate policies to promote green 
industries; the establishment of appropriate structures 
and systems, norms and standards; the development 
mechanisms to enable the sustainability of industrial 
investment projects; the development of environment 
management  sys tems;  and  the  s t reng then ing 
of industrial  innovation systems.  In addit ion, 
governments could also make use of the recently 
launched UNDP Social and Environmental Standards 
(UNDP 2014a) along with the comprehensive UNDP 
Social and Environmental Screening Procedure 
(UNDP 2014b) as a reference.

8. Establish low minimum SEZ investment 
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thresholds for established local companies
Local  companies  should be  incent ivized 

to invest  in SEZs by lowering their  minimum 
investment thresholds, while maintaining standards 
required by international investors. This would allow 
more local companies to benefit from SEZs and 
to internationalize their operations. Furthermore, 
attracting established local companies to SEZs can 
foster important linkages between SEZs and the 
local economy as local companies would take their 
established supply chains and workers to the zones.

9. Lack of institutional capacity to administer 
and support SEZ development and enforcement of 
SEZ regulations

Embarking on a comprehensive SEZ programme 
or even on a single SEZ development is a major 
long term undertaking that requires the involvement 
of various actors and the allocation of dedicated 
resources.

A coordinating entity needs to be in place for 
administering and supporting the implementation 
of a SEZ programme. This entity requires dedicated 
budgetary support, not only to carry out its important 
coordination tasks, but also to effectively promote 
the SEZ programme nationally and internationally 
and to ensure the enforcement of SEZ regulations.

10. Approval of SEZs without strong business 
case

Each SEZ plan should be thoroughly reviewed 
for its compliance with SEZ and other relevant 
regulations as well as with regard to the availability 
of upfront financing for infrastructure development 
wi th in  the  zone .  In  the  case  of  Eth iopia ,  an 
environmental impact assessment conducted after 
an agreement on the establishment of a SEZ with a 
private Turkish investor, put the development plan 
on hold and is likely to terminate the agreement. If 
compliance with regulations would have ensured such 
difficulties upfront, this could have been avoided. 
Furthermore, learning from China's experience, a 
mushrooming of competing

SEZs within the same region should be avoided 
in order to ensure that approved SEZs continue to 
create a conducive business environment.

11. Incentives for local companies to export 
their goods rather than building local supply chains

In the case of Ethiopia's Eastern Industrial 
Zone, we have seen that incentivizing direct exports 
for local companies may hamper the efforts of SEZ 
companies to create local supply chains. Incentives 
for local companies to supply SEZ companies should 
be at least equal to incentives for direct export. This 
would help support the creation of much needed local 
linkages with SEZs and would build local supply 
chains that would increase the attractiveness of SEZs 
for international investors.

Recommendations for the Chinese 
Government to Support SEZ 
Development in Africa

1. Launch a training and exchange programme 
for African government representatives and SEZ 
managers

The Chinese government could build on its 
experience gained from SEZ training provided to a 
number of African governments over the past year 
and establish a comprehensive pan-African SEZ 
training and exchange programme for all interested 
African governments and SEZ managers. Such 
a programme could include regular courses for 
decisions-makers and technical experts as well as 
funded secondments for Chinese experts supporting 
African SEZ managers and African SEZ managers 
spending a few months as members of  a  SEZ 
management team in China. The government of 
Zambia expressed its appreciation for previously 
organized SEZ training by the Chinese government 
and would welcome an expansion of these activities, 
including the secondment of experts.

2. Support the development, management and 
promotion of SEZs through the newly-2. established 
China-Africa Production Capacity Cooperation Fund

T h e  C h i n a - A f r i c a  P r o d u c t i o n  C a p a c i t y 
Cooperation Fund should be used to support African 
governments with the development, management 
and promotion of SEZs. Such funding could play 
a key role in overcoming the bottleneck of upfront 
infrastructure financing provide financial support 
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to the SEZ management and support the effective 
promotion of established zones.

3. Support the development of a pan-African 
SEZ database

This study has shown that comprehensive and 
up-to-date information on all SEZs on the African 
continent is currently not available. The last efforts to 
undertake a continent-wide data collection date back 
to research by the International Labour Organization 
conducted in 2006. Developing a database that 
sets out various models of African SEZ legislation, 
incentives, job creation agreements and procurement 
agreements for linkages with the local economy 
would provide a valuable tool box for African 
decision-makers and SEZ developers and managers 
for the further development or the establishment of 
new SEZs. The African Union expressed its interest 
in supporting such an undertaking, stating that a clear 
picture on the current state of SEZs in Africa would 
be a great benefit to African governments and would 
also help inform the African Unions work in this 
area.

4. Provide incentives to Chinese companies 
to enter into joint ventures with local companies in 
SEZs

The Chinese  government  could ,  through 
its policy banks, provide incentives to Chinese 
companies  to  form jo in t  ventures  wi th  loca l 
companies in African SEZs. These would support 
l o c a l  A f r i c a n  c o m p a n i e s  i n  t h e i r  e f f o r t s  t o 
internationalize and gain access to technology and 
knowhow, while supporting Chinese companies to 
gain a better understanding of local circumstances 
and linkages to local suppliers and markets in Africa.

5. Support technical education and training for 
industries targeted by SEZs

The Chinese government could align support 
for education and training provided to African 
governments under the FOCAC framework with skills 
requirements of industries targeted by SEZs. As we 
have seen in Ethiopia, training institutions targeted at 
the needs of the textile industry are being established, 
but are in need of support to strengthen their capacity 
and expand the scope of their operations.

6 .  Promote  the  use  of  renewable  energy 
technologies in SEZs

Building on i ts  competit ive advantage in 
solar and wind energy technologies, the Chinese 
government could actively promote the use of these 
technologies as off-grid clean energy solutions for 
mostly energy-intensive industrial activities in SEZs 
in Africa.

7. Intransparency in selecting SEZ partner 
countries

When establishing new SEZs under the FOCAC 
framework China should ensure that criteria for the 
selection of partner countries are shared with all 
FOCAC members and that the selection process is 
conducted in a transparent and inclusive manner.

8 .  U n i l a t e r a l  d e v e l o p m e n t  o f  t e n d e r 
specifications for SEZ development

For future tenders for SEZ development under 
the FOCAC framework, China should ensure that 
tender specifications are developed in collaboration 
with the respective partner country. This would 
allow to align the SEZ development with the partner 
country's industrialization and SEZ strategy as well 
as with local circumstances and priorities.

9. High funding thresholds for financial support 
to Chinese enterprises investing in SEZs

China should keep the threshold for projects 
supported by its funds as low as possible to allow 
Chinese small and medium sized enterprises to make 
use such financial resources when establishing their 
businesses in SEZs.

Recommendations for Chinese SEZ 
Developers and Managers in Africa

1. Prioritize the identification of a strategic 
geographic location of the SEZ

Ensuring that the SEZ is well connected to the 
national and international infrastructure as well as to 
the local labour market is vital. These aspects will 
be key considerations for international investors that 
should be prioritized over keeping rental prices low.

2. Employ managers with international work 
experience and cross-cultural competence

Africa is a diverse continent with 54 sovereign 



58 博鳌亚洲论坛 2016 年年会专辑

countries, which all have their own cultural richness 
and diversity as well as business etiquette and 
practices that are different from those in China. It is 
therefore indispensable for Chinese SEZ developers 
and managers to ensure that some members of their 
team have international work experience, ideally 
within the context of the country or region in which 
the SEZ is to be established as well as cross-cultural 
competencies and excellent communication skills. We 
have seen the importance of these skills in the case of 
the Lekki Free Zone in Nigeria where staff training 
immensely facilitated progress in the development of 
the SEZ. Another case in point is the experience of 
a former employee of the largest company invested 
in the Eastern Industrial Zone in Ethiopia, where the 
significant investment of time into understanding 
local circumstances and the roles and responsibilities 
of involved actors, opened the door to effective 
collaboration.

3. Promote linkages between SEZ companies 
and the local labour market and local companies

Chinese SEZ developers and managers should 
actively work with host governments from the onset 
on the promotion of linkages between SEZs, the local 
labour market and local companies, highlighting the 
benefits of local job creation, potential transfer of 
technology and knowhow and the growth of local 
companies. Having such arrangements in place will 
be convincing arguments for prospective international 
investors.

4. Conduct local, national and international 
marketing campaigns and ensure availability of key 
information on the SEZ in English and the local 
language

The increasing appeal of Africa for international 
investors offers huge opportunities for Chinese SEZ 
developers and managers. Chinese SEZ developers 
and managers need to promote their SEZs more 
actively not only in international, but also in the 
national and local contexts. Regarding international 
outreach, time and resources should be invested 
in making up-to-date information available in 
English using user-friendly websites. Furthermore, 
promot ional  e ffor t s  should  be  under taken  a t 

international conferences and trade fairs as well as in 
print and online media. Outreach at national and local 
levels should be conducted in the local language. It 
will garner interest from local companies to invest 
in SEZs or to provide products or services to SEZ 
companies. It will also foster understanding and 
support in the local community and create interest 
among local work forces. Although the reviewed 
Chinese SEZs in Ethiopia, Nigeria and Zambia are all 
open to foreign and domestic investors, the reality to 
date is that this has hardly happened, partially due to 
a lack of proper marketing.

5.  Insufficient  funding for infrastructure 
development

SEZ developers should be well  aware of 
the full costs for the development of the required 
infrastructure and ensure that such costs can be 
covered without any investment from national or 
international companies.

In most of the reviewed SEZs, developers were 
not able to fund infrastructure development at once, 
which lead to costly delays in the zone development 
and partially the costly use of temporary solutions for 
utility services, such as water and electricity.

6. Significant investments in promotional 
ac t iv i t ies  before  the  inf ras t ruc ture  has  been 
completed

Promotional activities should only be fully 
undertaken once the SEZ infrastructure has been 
completed. This is because most investors are 
famil iar  with the diff icul t ies  associated with 
infrastructure completion and will only invest once 
these uncertainties have been addressed.

7. Engagement with involved actors only upon 
commencement of SEZ development

Given the large number of local and national-
level government actors and utility companies 
involved in the successful establishment of a SEZ, 
SEZ developers and managers should actively seek 
engagement with relevant actors before the start of a 
SEZ development. A clear understanding of roles and 
responsibilities as well as local circumstances, such 
as potential resettlement projects, will be key for the 
planning and implementation of SEZ developments.
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China-Pakistan Economic Corridor 
Still Requires Careful Cultivation

In April 2015, China signed a major package of 
51 agreements and memorandums of understanding 
with Pakistan during President Xi Jinping's state visit 
to the country. As part of a massive infrastructure 
development?program known as the China-Pakistan 
Economic Corridor, the deals focus on four major 
areas  including t ransportat ion infrastructure, 
energy cooperation, partnerships in development of 

industrial parks, and the construction of southwestern 
Pakistani port of Gwadar. 

A symbiotic relationship has already taken 
shape  be tween  Ch ina  and  Pak i s t an  a s  t he i r 
deepening bilateral economic and trade ties become 
increasingly intertwined with their  respective 
political reforms and economic development: both 
have been seeking to maintain stability in border 

  Tang Mengsheng, Professor, Pakistan Studies Center, Peking University
   Dr. Zhang Yuan, School of International Studies, Peking University
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areas so as to prevent foreign subversive forces 
from exploiting and manipulating domestic ethnic 
conflicts; both are facing challenges tied to economic 
restructuring amid an accelerated shift in growth 
model; and both have to overcome international 
macroeconomic headwinds, particularly energy 
security risks. Reallocation of economic resources 
and better macroeconomic coordination will play an 
indispensable role for both countries to address these 
issues. Until recently, China and Pakistan struggled 
with an absence of a regional economic cooperation 
framework that would mirror the latest trends in 
bilateral political and economic relations, allow both 
countries to appropriately address challenges linked 
to bilateral economic cooperation, and advance the 
symbiotic relationship between the two countries 
going forward. 

I t  was  aga ins t  such  a  backdrop tha t  the 
economic corridor program was unveiled. As a joint 
initiative proposed and implemented by the two 
countries to advance regional economic cooperation, 
the economic corr idor  covers  both countr ies’ 
domestic policy arrangements aimed at promoting 
benign interaction in cross-border flows of capital, 
technology, information, labor, and other economic 
factors, as well as macroeconomic coordination with 
each other.

With an all-weather strategic partnership 
of cooperation in place, China and Pakistan are 
well positioned to smooth the implementation 
of the economic corridor program by relying on 
solid bilateral political relations. Pakistan was the 
first country in South Asia to have signed a free 
trade agreement, a service trade agreement and a 
currency swap agreement with China. For China, 
Pakistan is also a key investment destination in 
South Asia and an important overseas engineering 
contracting market. Meanwhile, China is now the 
second largest trading partner and the fourth largest 
export destination for Pakistan. All this means 
that prerequisites for continued progress in China-
Pakistan economic cooperation are fully in place.

However, efforts to build the economic corridor 
also face daunting challenges.

First, it requires heavy economic investment 
and a huge amount of technical input to build 
and maintain the economic corridor. Second, the 
terrorist organizations and rebel groups in Pakistan 
may cause damage to the economic corridor. Third, 
given a complicated international political situation, 
both countries cannot afford to ignore potential 
interference from the United States, India and 
other players outside the region who may seek to 
undermine the economic corridor. Fourth, critical 
opinions among some local people in Pakistan may 
also have a negative impact on efforts to build the 
economic corridor. In addition, political gaming and 
fights over economic interests between Pakistan’s 
local governments and its  central  government 
regarding the economic corridor also merit attention.

Challenges arising from domestic politics 
in Pakistan may pose the greatest obstacle to the 
economic corridor. Wrangling between political 
parties in the country has more or less affected the 
implementation of the economic corridor. On behalf 
of the incumbent government, the ruling party 
Pakistan Muslim League (PML) is claiming credit 
for the launch of the economic corridor program 
that opens the floodgates to foreign investment. On 
the other hand, the opposition parties have either 
targeted their criticism against vulnerable parts of the 
development program, which have yet to be improved 
and implemented, in the name of “protecting the 
interests of the people,” or tapped the development 
program as a lever, i.e., seeking to further their own 
interests in exchange for their endorsement.

In addition, political parties in Pakistan are 
also highly regional. For example, the ruling PML 
led by former Prime Minister Nawaz Sharif enjoys 
a supermajority in the Provincial Assembly of the 
Punjab while the opposition Pakistan People’s Party 
(PPP) and Pakistan Movement for Justice Party 
(PTI) enjoy higher support in Sindh and Khyber 
Pakhtunkhwa, respectively. Behind the political 
wrangling lies increasingly competing economic 
interests between the country’s different regions. 
Each political party intends to reap a greater share 
of the pie under the economic corridor program on 
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behalf of their own regional supporters, placing 
the interests of one region above those of the entire 
country and its people.

In response to the above phenomenon, China 
should tap various channels to urge major Pakistani 
political parties to put aside their differences and 
reconcile, thereby creating desirable room for 
the economic corridor to contribute to economic 
development and improvement of people’s living 
standards in Pakistan.

Furthermore, social and cultural norms in the 
Pakistani tribal areas also constitute one of the factors 
of instability when it comes to the implementation 
of the economic corridor.  Due to the inherent 
characteristics of tribes in Pakistan, tribal people, 
especially their chiefs, tend to resist the arrival of 
foreigners, foreign culture, and foreign interest 
groups to a considerable extent, as they fear various 
“external” factors could affect the existing balance 
of power and interests as well as their cultural 
ecosystem. Meanwhile, people living in Pakistani 
tribal areas have little knowledge about the economic 
corridor, not to mention its potential benefits and 
significance, thus showing a slight aversion toward 
the program. Therefore, effectively communicating 
messages on the economic corridor to the tribal areas 
and bringing tribal leaders on board has become an 
urgent priority.

Pakistan is an Islamic republic, with its social 
and cultural practices deeply influenced and regulated 
by the Islamic religion. Due to differences in social 
development progress and varying social and cultural 
backgrounds, many customs and practices in Pakistan 
would appear to be novel and even backward for 
Chinese. Nevertheless, they are Pakistanis’ own 
cultural practices, which are unlikely to change in the 
short term. And they should not be changed only due 
to the preferences’ of foreign investors or companies. 
In particular, as customs and practices in some areas 
are linked to deep-seated tribal traditions or family 
heritage, any criticism, offense or violation against 
them would be regarded as a serious provocation 
by the local people, thereby leading to various 
consequences.

To date, there has already been a small number 
of Chinese citizens and employees of Chinese 
companies who have been criticized or even violently 
attacked by locals due to their violations along ethnic 
lines. If such incidents continue to overshadow future 
cooperation, projects under the economic corridor 
program would inevitably be affected.

In terms of publicity, coverage of the economic 
corridor by Pakistani media has turned negative from 
time to time, with news reports citing comments 
by critics and naysayers. There are two major 
reasons behind such a phenomenon: on the one 
hand, both Chinese and Pakistani governments have 
done inadequately in official interpretation of the 
development program, and on the other hand, there 
are biases in the positions of and interpretations 
by media outlets. It is noteworthy that the most 
influential media outlets in Pakistan are mostly 
private, which means they are susceptible to influence 
from their owners.

Meanwhile, Chinese media are largely absent 
from Pakistan. While many media outlets backed 
by the Chinese central government have set up their 
offices and secured TV signals in Pakistan, they 
have yet to play a significant role in publicizing the 
economic corridor. 

In a nutshell, the realization of the economic 
corridor still  faces many external and internal 
challenges, with internal factors dictating its progress. 
Only after we identify and successfully eliminate 
internal negative factors would the economic corridor 
program be advanced forward smoothly while 
effectively insulating its progress from any external 
negatives.

The economic corridor is not only part of both 
the Pakistani Dream and the Chinese Dream, but 
also a strategic choice of both countries. To date, 
the unveiling of the economic corridor plan has 
already greatly boosted the morale of the Pakistani 
government and its people mired in the country’s 
economic malaise. And there is no turning back. With 
the economic corridor under way, China and Pakistan 
are bound to further strengthen their already close 
ties.
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Chaos or Development? – Central 
Asia at a Crossroads

Renowned geopolitical analyst Robert Kaplan, 
in an article published in the latest issue of Foreign 
Affairs magazine, claimed that as the various aging 
leaders in Central Asian countries begin to embark 
on the transfer of government, and the economies of 
countries in the region slow along with slowdowns in 
the economic engines of China and Russia, an "Arab 
Spring"-like crisis is brewing in Central Asia, and 
may be ripe to erupt. There is no lack of pessimism 
in Kaplan's prediction. In 2015, four of five major 
countries in Central Asia held national elections. 
To date, all countries have generally realized social 
stability during the election period, and large scale 
disturbances and conflicts similar to that in 2004-
2005 which some scholars were concerned about did 
not occur. Stability is the prerequisite to growth, and 
all Central Asian nations have arrived at a consensus 
on this issue. 

Economic Waterloo
Affected by tensions between Russia and the 

West, as well as sluggish international energy prices, 
Kazakhstan and Turkmenistan, which are heavily 
reliant on energy and raw material exports, saw a 
severe decline in economic growth in 2015.

Meanwhile, the other three nations, namely 
Uzbekis tan,  Kyrgyzstan and Taj ikis tan,  have 
maintained relatively steady economic growth. 
However, at a time when the Russian economy is 

suffering from winter chills, the official exchange 
rates of domestic currencies of all countries against 
the U.S. dollar have respectively experienced 
significant depreciation in tandem with the Ruble. 
Countries with shortages in foreign exchange reserves 
toughened foreign exchange control measures, further 
exacerbating public panic over the economy. In 
addition, these three nations are even more dependent 
on export of labor services to Russia than Kazakhstan 
and Turkmenistan. In 2015, remittances from migrant 
labor to Tajikistan fell by 59 percent.

The economic growth bottlenecks that each 
Central Asian nation encountered in the more than 
20 years after the dissolution of the Soviet Union can 
be summarized as failed economic restructuring and 
structural imperfection. The lack of development in 
people's livelihoods and in infrastructure severely 
restricted economic growth. Hence, when external 
conditions experience significant changes, large 
volatility will occur in Central Asian economies.

C e n t r a l  A s i a n  l e a d e r s  h a v e  a  c l e a r 
understanding of these weaknesses. In 2014, when 
Europe and the United States began sanctions against 
Russia, President Nazarbayev of Kazakhstan made 
an accurate assessment: "Experience tells us that the 
world will see new challenges in the next few years, 
and global trends that are revolutionary with large 
adjustments will unfold further." In the 2015 state of 
the nation address, President Nazarbayev proposed 
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the implementation of a national investment program 
involving large-scale infrastructure development.

Not coincidental ly,  President  Rahmon of 
Tajikistan also formulated five economic priority 
development sectors for the domestic economy. 
In particular, leveraging the country's geographic 
advantages, accelerating the building of hydroelectric 
power stations, and the building of power networks 
and cross-border natural gas pipelines as well as 
modernization are key tasks in the priority sectors. 
Kyrgyzstan's steady development strategy has 
also listed transportation, energy, and agricultural 
infrastructure as key investment sectors of the 
country. Both Turkmenistan and Uzbekistan have 
also placed key national development areas within 
the social and economic realms. From this, we can 
see that achieving steady economic growth is the 
common demand of Central Asian countries, and 
external investments are urgently required.

Large Infrastructure Development
Centra l  Asian  na t ions  a re  in  a  s t ra teg ic 

transition phase, moving from a post-Soviet Union 

period to independent and autonomous participation 
in international multilateral cooperation. Some 
Chinese scholars believe that China should not look 
to build its own sphere of influence in Central Asia, 
nor should it be in a state of inertia when Central 
Asia enters a period of new alternatives.

On Oct. 24, 2015, 21 countries including the 
four Central Asian nations (excluding Turkmenistan) 
entered into an agreement in Beijing to set up the 
Asian Infrastructure Investment Bank. On Nov. 8, 
China announced that it will invest 40 billion yuan to 
establish the "Silk Road Fund." This series of moves 
were regarded as China's efforts to consolidate its 
Asian economic domain. Central Asia is the first stop 
of China's go west policy.

Central Asian nations' hunger for investment in 
infrastructure and China's efforts in advancing Asian 
interconnectivity are by no means a coincidence. 
Both have their own internal development rationale.

Zhang Ning, a scholar who studies Central 
Asian issues, based his analysis on Kazakhstan 
as a case in point. Kazakhstan needs to adjust its 
industry structure. First, it needs to open up the inter-
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communication infrastructure network comprising 
transportation, logistics, power grids, and energy 
pipelines, among others. The point of departure of 
its policy is the 2050 strategic plan, i.e., to make 
Kazakhstan one of the top 30 economies in the world.

Ch ina ' s  As i an  i n t e r connec t i v i t y  de s ign 
scheme, meanwhile,  s tems from its  enormous 
foreign exchange reserves and its search for export 
destinations for the surplus capacity of some of its 
domestic industries (externally termed "advantageous 
industrial capacity"). When China, the easternmost 
end of Eurasia, finds that the modes of logistics 
and transportation with neighboring countries with 
which it has land borders is to be carried out by way 
of sea transportation, opening up the land transport 
infrastructure network with neighboring countries 
will naturally become China's first choice.

However, even state investment requires taking 
into consideration the rate of return on investment to 
a certain extent. The problem is the actual investment 
returns of many projects with seemingly positive 
prospects at this time are pathetically low.

At a media interview last  year,  Nural iev 
Jamoliddin, First?Deputy?Finance?Minister?of?Taji
kistan?, claimed that China will invest at least US$6 
billion in his country over the next three years, but 
total GDP of Tajikistan was only US$6.9 billion 
in 2013, while foreign direct investment stood at a 
mere US$341 million. Even if US$6 billion worth of 
investment is finally in place, one can only imagine 
the investment risk China will bear.

A similar issue also exists with Kyrgyzstan. As 
early as 1997, China, Kyrgyzstan and Uzbekistan 
entered into a memorandum of understanding to build 
a railway project that connects the three parties, but 
because the investment required the construction of 
a railway inside Kyrgyzstan costing US$8-9 billion, 
the project never materialized. China was unable to 
obtain a reliable source of investment return from 
Kyrgyzstan. Coupled with various obstructions such 
as domestic political unrest and opposition parties in 
Kyrgyzstan, this project was deferred time and again.

Even when Kyrgyzstan announced at the end of 
2015 that the project would be abandoned, internally, 

the Kyrgyzstan government still very much hoped 
that China would build this railway for the country. 
The announcement to abandon the project stems from 
the fact that Russia had also made a commitment to 
help the country build a North-South railway that 
would be eventually connected to other Central 
Asian nations, and this railway is of the broad gauge 
standard widely used in former Soviet Union nations. 
Nonetheless, both China and Russia have only kept 
this commitment verbally, without having taken any 
concrete follow-up action.

Other than low rates of return on investment, 
political choice in all Central Asian countries is 
also a non-market factor that should not be ignored. 
As Central Asian nations mostly pursue a policy of 
strategic balance between the great powers, China 
should not have pinned its hope on becoming primus 
solus in this region from the outset. Take the domestic 
power station and power grid reconstruction in 
Kazakhstan as an example. China's ultra-high voltage 
transmission technology has already attained world 
leading standards. But in 2015, Kazakhstan gave a 
power plant project in Almaty worth approximately 
US$2 billion to South Korea. This is not unrelated to 
Kazakhstan's strategic alternative of bringing in more 
diversified investors.

M o r e  i m p o r t a n t l y,  w h e n  e m b a r k i n g  o n 
cooperation pertaining to interconnectivity, China, 
as the main investor, should cast aside its attitude of 
superiority; in particular, it should not assume that 
other countries are "taking a free ride from China."

At  a  d ia logue  meet ing  on  s t rengthening 
interconnectivity partnership, Chinese President Xi 
Jinping said, "We want to create a more open Asian 
economic landscape, respecting the sovereignty and 
territorial integrity of each country, and taking into 
consideration the degree of comfort of each party, 
neither forcing others to do something against their 
will nor interfering in the domestic affairs of other 
countries. We want to create a cooperation platform 
with Asian characteristics." Whether China can keep 
its promise, and appear as a fair and open partner in 
the region will be crucial to the success or failure of 
“interconnectivity.”

New Cooperation 
新合作
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会员鸣谢广告
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A New Vision for U.S.-China Relations: 
The U.S.-China Bilateral Investment Treaty

The U.S.-China Bilateral Investment Treaty 
(BIT) is the most important initiative in the U.S.-
China economic relationship. A high quality BIT 
between the U.S. and China would substantially 
expand investment opportunities for U.S. and Chinese 
companies, codify fair treatment of U.S. and Chinese 
investors in both countries, spur economic growth, 
and further demonstrate the concrete benefits of U.S.-
China relations. Both U.S. President Barack Obama 
and Chinese President Xi Jinping have designated 
the BIT as a priority, and during President Xi’s State 
Visit to the United States in the Fall of 2015, the two 
leaders reaffirmed their commitment to finalize a high 
standard BIT, pledging to intensify negotiations. 

I believe that the two presidents were right to 
continue to place the BIT at the center of the bilateral 
economic agenda. The BIT has the potential to be 
truly transformative for our economic and political 
relationship, and its timing is fortuitous given the 
unsettled state of the global economy. After 26 rounds 
of extremely productive talks, negotiators have now 
begun to confront the difficult decisions that need to 
be made to ensure the agreement meaningfully reduces 
investment barriers and enshrines the objectives of 
non-discrimination, fairness, and transparency. An 
agreement that does all of the above will enhance 
bilateral investment, contribute to global economic 
stability, support China’s own reform plans, and deepen 
overall U.S.-China relations. 

A deeper economic relationship between the 
world’s two top economies will also contribute 
substantial ly to advancing regional  economic 
integration. By finalizing a high standard BIT 
agreement, both China and the United States will 
demonstrate their leadership in contributing to a new 

set of “21st century” trade and investment rules that 
will provide the foundation for future growth and 
development in the Asia Pacific. Such an agreement 
could also pave the way for the United States 
and China to consider even more ambitious joint 
initiatives such as bilateral or regional Free Trade 
Agreements (FTAs). 

For 15 years, Bo’ao Forum for Asia (BFA) has 
been a leading venue for leaders in the region to 
discuss ways to deepen commercial ties, strengthen 
cooperation, and promote economic growth. In 
preparing for this year’s trip, it struck me that the 
U.S.-China bilateral initiative with the most potential 
to help achieve these goals is the U.S.-China Bilateral 
Investment Treaty (BIT). 

This year’s official BFA theme, “Asia's New 
Future: New Dynamics, New Vision,” is particularly 
timely. An important driver of Asia’s new future is a 
changing China. Following an almost unprecedented 
period of rapid and sustained development, China’s 
economy has entered a “new normal” phase of 
slower economic growth. GDP growth was 6.9 
percent in 2015, the slowest rate since 1990, and 
China’s leaders are targeting 6.5 to 7 percent growth 
in 2016. At the same time, weakness in many of 
China’s most important export markets has created 
a more challenging external economic environment. 
Notwithstanding these economic headwinds, China 
has also begun to pursue a much more active 
approach to regional and global economic issues, 
as demonstrated by initiatives ranging from the 
Asian Infrastructure Investment Bank (AIIB),to the 
One Belt, One Road plan, and strategies such as 
encouraging the “going out” of Chinese companies. 

To drive economic transition at home, President 

  Carlos Gutierrez, Chair of Albright Stonebridge Group, former U.S. Secretary of Commerce
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Xi and his leadership team have been focused on a 
sweeping effort to transform China from an export-
oriented, investment-focused economy into one in 
which the drivers are domestic consumption, an 
expanded services sector, and innovative, higher 
value-added manufacturing. More importantly, 
since the Third Plenum in Fall 2013, the Chinese 
government has pledged to allow market forces 
to play a “decisive” role in determining resource 
allocation and outcomes in the market, reduce the 
direct role of the government in economic and 
commercial matters, and allow greater market access 
for foreign investment. 

I believe that when our governments eliminate 
investment restrictions and other unnecessary 
regulatory barriers that limit competition, our 
economies will become more dynamic and innovative 
and grow more quickly. To echo recent statements 
from China’s leaders, such “supply side” reforms, 
if implemented fully, have the potential to boost 
growth and stimulate the rise of many more globally-
competitive Chinese companies, giving China a 
larger stake in regional and global economic affairs. 

A high-quality U.S.-China BIT agreement can 
make a major contribution toward achieving these 
goals –both for U.S. companies investing in China 
and Chinese companies investing in the U.S. In fact, 
Chinese firms invested a record $15.7 billion in the 
U.S. in 2015, a number that would surely increase 
once we conclude a BIT agreement. At the same 
time, with the increased market access and the more 
level playing field the BIT promises to create, U.S. 
companies are more likely to invest in state-of-
the art and IP-intensive projects in China, a trend 
that will ultimately support China’s own economic 
transition to a more innovative, consumption-and-
service driven economy. A BIT is a true win-win for 
businesses in both countries. 

Background on the BIT 
The U.S.-China BIT was launched in 2008 

during my time as Secretary of Commerce. At the 
time, both President George W. Bush and Chinese 
President Hu Jintao sought to correct a surprising 

imbalance in U.S.-China economic relations: while 
both the U.S. and China have massive economies, 
the size of cross-border investment is actually quite 
small. Even in 2013, U.S. FDI into China amounted 
to only 2.9 percent of total annual FDI into China 
and 1 percent of all outbound U.S. FDI. Chinese 
investment into the U.S. was 6 percent of total annual 
FDI into the U.S. in 2013 and more than 13 percent 
of total Chinese outbound investment. 

Upon tak ing  off ice  in  2009 ,  the  Obama 
Administration initiated a thorough review of the 
U.S. “Model BIT,” a document that enumerates the 
core terms and provisions that the United States seeks 
to include in a high-quality BIT. As a result, all BIT 
negotiations were put on hold until the review was 
completed in 2012.  Following this review, both sides 
agreed to revive negotiations on a comprehensive 
U.S.-China BIT at the 2013 U.S.-China Strategic & 
Economic Dialogue (S&ED). At that time, China took 
a major step by, for the first time, agreeing to negotiate 
a BIT that would include all sectors and all stages of 
investment, except for narrow, agreed-upon exceptions, 
what is commonly referred to as the “negative list.”

Benefits of the BIT 
The benefits for U.S. and Chinese companies of a 

U.S.-China BIT agreement based on the “Model BIT” 
framework are many. Such a BIT agreement would 
reduce investment restrictions, including equity caps and 
partnership requirements; ensure fair treatment of foreign 
companies; reduce burdensome operating conditions, 
such as requiring the use of locally-made materials or 
transferring technology to a domestic company; safeguard 
equal treatment of all companies; provide recourse 
for investor disputes; and increase the confidence of 
Chinese and American companies investing in each 
other’s market regarding regulatory procedures. 

As with all BIT agreements, foreign companies 
would be treated the same as domestic companies – 
what is called “national treatment” in the parlance 
of international trade. The BIT would also guarantee 
that investors would receive the same preferences 
that foreign investors from other markets receive – 
what is known as “most favored nation” status. 
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For all of these reasons, the BIT is a major win-
win undertaking. First, Chinese officials have said a 
high standard BIT can help push forward the ambitious 
domestic economic reform initiatives laid out at the 
Third Plenum in Fall 2013. Meaningful progress on 
the BIT negotiations would send a strong signal to 
global markets that China is determined to implement 
those ambitious – and necessary – reforms in order to 
overcome the challenges posed by a slowing economy.  

Second,  complet ing a  high s tandard BIT 
agreement  would  g ive  U.S .  companies  more 
confidence to invest more in priority sectors, such as 
advanced manufacturing and technology, where they 
have been hesitant to do so in the past due to concerns 
about fair treatment and partnership requirements. 
This would not only create new opportunities for 
U.S. companies, but also support China’s stated goal 
of becoming a global manufacturing powerhouse 
by 2025. Likewise, the BIT agreement would give 
greater confidence to Chinese companies investing in 
the U.S. by providing greater certainty about Chinese 
investors’ rights in the U.S. market. 

Finally, a completed high quality BIT would show 
the world that the U.S. and China can work together 
to help generate a new set of 21st century trade and 
investment standards. China has already shown true 
leadership in committing to a highly demanding BIT 
process. Chinese negotiators have demonstrated their 
resolve by putting in enormous effort to coordinate 
the many stakeholders in China with a role in shaping 
investment liberalization, developing the technical 
expertise needed to negotiate such a complex text, 
and consistently impressing U.S. negotiators with the 
ambition of their proposals. A successful, joint U.S.-
China effort in this area would send a positive signal 
about our two countries’ abilities to work together on 
challenging issues with global impact.  

Prospect for Completion and Interplay 
with the TPP 

While I am truly impressed with the incredible 
efforts made on both sides to make meaningful 
progress on BIT negotiations, a great deal remains to 
be done to ensure that the final agreement matches 

both sides’ ambitions. U.S. BITs set a high bar in 
order to address the wide range of potential issues 
that can create challenges for foreign investors. 
In addition, in light of the difficulty of securing 
congressional approval of an investment treaty, 
U.S. BIT negotiators must demonstrate they have 
achieved a robust outcome. Because of the difficulty 
involved, the United States has concluded only 42 
BIT agreements, of which only three have entered 
into force in the past decade. 

It is useful to look to the Trans-Pacific Partnership 
(TPP) to understand the ambition to which the United 
States aspires. The TPP is a comprehensive, high-standard 
trade agreement that will reduce almost all tariffs, open up 
agricultural trade, and put into place a new set of cutting-
edge, 21st century trade rules, including strengthened 
intellectual property protections and harmonized 
disciplines for state-owned enterprises, e-commerce, 
and cross-border investment. In addition to unleashing 
an estimated $300 billion in global annual economic 
benefit by 2025, the TPP will set the gold standard for 
environmental and labor protections in the Asia Pacific. 

While the TPP is much broader than the U.S.-China 
BIT, it demonstrates the type of transformative, high 
standard deal that can promote economic growth and job 
creation. Given that a high quality U.S.-China BIT will 
likely be similar to the investment chapter of the TPP, I can 
view completion of the BIT as a potential building block 
for further integration of the U.S. and Chinese economies 
in the future, either via China’s eventual membership in 
the TPP or through other means.

At this point, substantial progress has been made 
in negotiations on the core text of the BIT. To ensure 
continued momentum in negotiations, however, the 
real challenge is to reduce the size and scope of the so-
called “negative list” of exceptions. Negotiators on both 
sides are working hard to close the gap between our 
two countries on the number of sectoral restrictions that 
will remain and finalize a deal. Despite the challenges, 
both the U.S. and Chinese governments continue 
to emphasize the importance of completing a high 
standard agreement. I remain optimistic such a deal can 
be concluded as the leaders in both countries show the 
political will to get it done.

New Trading Prospects
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A High-Standard U.S.-China Bilateral 
Investment Treaty Can Help China 
Achieve its Economic Goals

Global economic competition is intensifying as 
we enter 2016 and the Chinese Year of the Monkey. 
While the U.S. economy continues to show signs of 
improvement, it and its partners in the Trans-Pacific 
Partnership have agreed to a deal that has immense 
potential to influence trade and investment flows in 
the region. 

Through the One Belt, One Road plans, the 
Asian Infrastructure Investment Bank, and other 
initiatives, China is charting a new course in its 
global development efforts and injecting new impetus 
into the world economy. 

At the same time, Europe continues to wrestle 
with numerous social, political and economic issues 
in the Eurozone. It is clear that the global economy is 
entering a new round of upheaval and preparing for 
differential adjustment of monetary policy reflecting 
local economic fundamentals.

Meanwhile, Chinese investment in the U.S. 
continues to increase. Foreign direct investment 
(FDI) remains an important component of the U.S. 
economy, and its open environment has allowed 
Chinese investors to find great success there. A 
number of policy developments over the past year 

reflect the Chinese government’s increasing support 
for Chinese companies investing abroad. 

AmCham China strongly supports greater 
investment flows between the two countries, and 
our member companies look forward to partnering 
with Chinese companies as they increase their global 
presence. 

However, foreign investors overall faced a 
challenging environment for their investments in 
China. Recent regulatory and policy developments 
have increased concern in the foreign business 
community regarding the trajectory of reforms, 
undermining hopes that foreign-invested companies 
will be able to provide goods and services to the 
Chinese people on a level playing field with their 
Chinese competitors. 

These global developments require that China’s 
investment environment stay competitive with the 
world. 

AmCham China believes that a U.S.-China 
Bilateral Investment Treaty (BIT) is a significant 
opportunity to further drive reform within China’s 
investment regime to the benefit of the domestic 
economy, and to help China achieve its own social 

 James Zimmerman, Chairman of AmCham China
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and economic goals. It is also the most significant 
opportunity in the bilateral relationship to increase 
two-way FDI and bring economic benefits for both 
countries. 

The two governments have made some progress 
in their BIT negotiations, including the reduction 
of their respective negative lists. But despite the 
initial enthusiasm for these developments, economic 
reform efforts have failed to keep pace with the 
continued decline in investor sentiment caused by 
macroeconomic trends and perceived discriminatory 
treatment. 

The new reality that double-digit economic 
growth has run its course has led many foreign 
bus inesses  to  t ake  a  more  p ragmat i c ,  sobe r 
assessment of China’s overall business environment. 
The additional continuation of barriers, exacerbated 
by a series of disconcerting developments during 
the past couple of years, present foreign investors 
with what is in many respects, a less-favorable 
environment. 

For these reasons, AmCham China believes the 
Chinese government must prioritize a high-standard 
BIT with narrowly crafted exceptions and appropriate 
protections for foreign companies within China’s 
unique market to ensure a level playing field.

However, this is only part of the answer. To 
address the current concerning direction of China’s 
reforms and the bi lateral  relat ionship,  and to 
keep both countries on a path to deeper economic 
integration and stronger overall ties, AmCham 
China strongly urge the Chinese government to 
implement further reforms in the near term that will 
create meaningful improvements in the operating 
environment for foreign-invested companies. Market 
openings and reforms by the Chinese government 
prior to the completion of a BIT would benefit the 
Chinese economy and consumers, and provide 
measurable signals of China’s intent to achieve 
meaningful market access for foreign companies 
within the negotiations. 

Such immediate progress is essential to creating 
the momentum and public support needed to secure 
passage of a BIT once negotiations are completed. 

In particular, we are hopeful that announcements 
by the two governments regarding the shortening 
of their respective negative lists will accelerate so 
the two governments can conclude negotiations on 
a high-standard and comprehensive BIT as soon as 
possible. 

Nevertheless, the continued lack of clarity 
in the stated reforms and reluctance to address the 
fundamental concerns of foreign investors, has led 
to doubt regarding the Chinese government’s stated 
intentions to reform and open the economy. 

The continued use of industrial policies that 
restrict foreign participation in China’s economy, 
the lack of transparency and excessive discretion 
i n  t h e  e n f o r c e m e n t  o f  r e g u l a t i o n s ,  a n d  t h e 
implementation of overly broad national security 
regulations, including “secure and controllable” 
re la ted  pol ic ies ,  a re  of  grea t  concern  to  our 
members across industries.  The persistence of 
these fundamental concerns indicates a divergence 
between the direction of China’s development and 
international norms.

AmCham China is  therefore  pr ior i t iz ing 
improvements in three areas:

Fairness and Transparency: Economies benefit 
from the provision of a level playing field in an 
environment based on open competition for all 
companies through the transparent enforcement of 
regulations in accordance with the rule of law.

Dynamic, Open Investment Environment: 
Sound investment generates economic activity 
regardless of the country of origin, and creates jobs, 
raises skills, expands consumer choice, and grows the 
economy. 

Fair and Market-based Innovation: Innovation 
flourishes only in an environment where intellectual 
proper ty  i s  pro tec ted  f rom inf r ingement  and 
excessive government regulation, and standards are 
set with broad participation. Policies encouraging 
innovation should be implemented in a fair and 
nondiscriminatory manner for both foreign and 
domestic companies.

Our members believe the BIT would provide 
numerous benefits and represents the single most 
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decisive step the two countries can take to deepen 
bilateral economic and commercial relations. 

According to the 2016 Business Climate Survey 
conducted by AmCham China, our membership 
holds high expectations for the benefits a BIT would 
bring to their investments in China and the impact it 
would have on the business environment as a whole. 
As negotiations proceed, ambitious reductions to 
negative lists and additional provisions in the text 
will be needed to meet members’ high expectations 
for the BIT in their expected time frame.

For example, 92 percent of respondents describe 
positive bilateral relations between China and the U.S. 
as somewhat-to-extremely important to their business 
growth in China. While both countries should 
continue to invest in the positive relations that are 
beneficial for commerce, a stronger legal framework 
would also provide the certainty necessary for 
business growth, regardless of the state of bilateral 
relations.

A high-standard BIT will be essential for 
China’s economic future. Member companies expect 
that the U.S.-China BIT will not only benefit the 
investment environment, but also facilitate China’s 
reforms and its wider opening to the world.

They also believe the BIT will improve the 
regulatory environment and provide a level playing 
field. Almost 80 percent of companies expect the 
BIT to increase the transparency, predictability and 
fairness of the regulatory environment, and almost 75 
percent expect it to ensure a level playing field with 
domestic enterprises. 

In addition, 61 percent of our members expect it 
to limit the use of industrial policies by the Chinese 
government to create barriers for their company. 

As the two sides negotiate the treaty, both 
governments will need to ensure the treaty includes 
strong provisions in the core text that meet the high 
expectations of the business community regarding the 
benefits that it should have for their companies.

Despite the current problems, AmCham China 
members expect a BIT by 2018 or earlier. 

However, as the economy faces added pressures 
from outdated structures, and the world moves 

forward with a number of trade agreements that will 
advance the regulatory regimes of the 21st century, 
China must increase the pace of its reform process to 
successfully compete in the future global economy.

I n  p a r t i c u l a r,  m e a n i n g f u l  o p e n i n g s  f o r 
foreign-invested service providers would provide 
opportunities for increased investment in China and 
help contribute to the government’s stated goal of 
growing the services economy. 

AmCham China believes that market opening 
and implementation of reforms by the Chinese 
government prior to the completion of a BIT will 
benefit the Chinese economy and consumers, while 
providing measurable signals of China’s intent 
to achieve meaningful market access for foreign 
companies. This will, in turn, help to build broader 
business support in the US for the ongoing treaty 
negotiations. 

We firmly believe that more rapid and deeper 
reforms to the existing foreign investment regime are 
needed to ensure that future market openings create 
the necessary environment for China’s evolving 
economy. 

In addition, we strongly believe that U.S.-China 
BIT negotiations should be strengthened to ensure 
the developments, as well as future regulations, do 
not limit the full benefits of the treaty from being 
effectively reached in China. 

As the country continues to reform and develop, 
we strongly encourage China’s convergence with 
international norms and rules to successfully achieve 
these goals. 

We welcome opportuni t ies  to  work wi th 
Chinese government agencies to explore these 
recommendations and work towards the further 
opening of China’s markets in support of the overall 
economic reform agenda. 

We urge both the Chinese and US governments 
to pursue rapid negotiations that provide a high-
standard BIT, and urge the Chinese government to 
provide openings in services prior to the BIT, to 
ensure the necessary momentum builds towards 
successfully passing the treaty in both governments 
once the negotiations are completed. 
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Can TPP Reshape Global Trade 
Rules?

TPP (Trans-Pacific Partnership Agreement) 
negotiations wrapped up on Oct. 5, 2015. For a while, 
TPP swiftly replaced the WTO as the top keyword for 
trade news.

Why was the TPP able to generate such a large 
impact? Is it true that future global trade rules will 
be formulated by the TPP rather than by the WTO? 
How should China, which has not joined the TPP, 
react and decide? These are undoubtedly issues worth 
exploring and discussing.

TPP's Power Stems from the U.S. 
A key backdrop to the United States driving TPP 

negotiations is the stalemate at the Doha Round. The 
choice of timing, Sept. 22, 2008, President George W 
Bush informed Congress of the decision to participate 
in TPP negotiations carries great significance – more 
than a month ago, the WTO Ministerial Conference 
in Geneva for the Doha Round had just failed. 

This made the United States realize that the 
WTO was no longer an institution it could control. The 
United States can no longer drive the in-depth trade and 
investment liberalization it advocated by way of the 
WTO. It is against this backdrop that the United States 
turned to the TPP to seek a smaller, like-minded group 
of countries to create a circle of friends that it can lead 
and control, formulating new trade and investment rules 
favored by the United States.

The warm reaction to the United States joining 
the TPP boosted its confidence, and also broadened 

its horizon beyond Asia-Pacific. 
The Uni ted Sta tes  began to  plan for  the 

recreation of global trade governance within the 
global context. 

In fact, both the TPP and the TTIP already 
include most of the developed countries in the world, 
particularly the three major economies of the United 
States, Japan and Europe, with the United States 
occupying the core and central position, thereby 
creating a free trade zone of Western nations. 

At the same time, this free trade zone is also 
open to non-Western nations but  pro-Western 
developing countries, continually enhancing its 
attraction and centripetal force. This has created 
enormous pressure on countries that  have not 
joined this "circle of friends," particularly emerging 
developing powers such as China.

TPP Rules Develop and Extend From 
the WTO

TPP rules are the deepening and widening of 
WTO rules. The deepening of rules refers to the 
improvement, supplementation and enhancement 
made to problem areas that have been exposed by 
WTO rules. In this regard, TPP rules and WTO rules 
are of the same spirit. Certainly, what this deepening 
represents is the orientation of some of the countries 
led by the United States but for which approval 
has not been obtained from all WTO members. The 
widening of rules refer to the TPP covering areas not 
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covered by the WTO but where requests have already 
been put forward by relevant stakeholders and 
discussions held, or areas which have been put into 
practice in other FTAs. This widening reflects the 
dissatisfaction the developed countries such as the 
United States have for WTO. They believe that the 
WTO should focus on these topics but has not been 
able to do so.

Both the deepening and the widening of the TPP 
expose the limitations of the multilateral system, i.e., 
that which can be completed under a regional system 
sees little progress in a multilateral system.

The WTO could easily wait for the experimental 
outcome of the TPP system, and at an appropriate 
time, introduce rules that have been proven to be 
beneficial to all parties and that are accepted by most 
WTO members.

Strategically however, the TPP, TTIP and 
TISA pose a significant threat to the status of the 
WTO. In the worst-case scenario, if the views 
of developed and developing nations continue to 
diverge, and TPP, TIPP and TISA rules are unable to 
become multilateral, and most developing countries, 
particularly emerging developing powers do not 
join these three agreements, the global trade system 
could in fact split into two separate and opposing 
groups, and an "economic cold war," to a certain 
extent, could ensue. Of course, the possibility of the 
occurrence of a situation such as this is quite small. 
The two groups have enormous requirements for 

cooperation with one another. The current separation 
should be regarded as a pressure gauge to help bring 
about future integration. As long as major wars do 
not erupt, the general trend toward global economic 
integration will not reverse, and the integration 
between regionalism and multilateralism may also be 
inevitable.

China's Choice: Direction More 
Important Than Approach

Confronted with the aggressive and powerfully 
influential TPP, how China should react has become a 
major strategic issue.

TPP negotiations have concluded at this time. 
Although approval still requires some time and 
contains uncertainties, the possibility of its success 
is still relatively large. Therefore, one can basically 
regard the TPP as a fait accompli. Hence, now is truly 
the time to seriously consider the issue of whether 
and when to join the TPP.

The first issue to consider is whether the TPP 
represents the direction of development toward 
international economic integration? Are the zero 
tariffs (although some discount exists), high degree of 
investment liberalization and investment protection 
(investor-state dispute settlement mechanism), and 
deep intervention into domestic rules and regulations 
as well as social policies (state-owned enterprises and 
labor standards) the TPP strongly advocate necessary 
policy changes in economic development? 
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In theory, the increase in the level of economic 
integrat ion benefi ts  the increase in economic 
efficiency. If  the degree of integration among 
sovereign nations can attain the degree of integration 
among different domestic regions of a sovereign 
nation, then economic globalization will be truly 
realized. In this regard, the direction of the TPP is 
undoubtedly correct. The fact that it could attract 
developing countries such as Vietnam, Malaysia 
and Mexico also indicates that the TPP has received 
the approval of countries that hope to achieve 
development.

H o w e v e r,  i t  i s  w e l l  k n o w n  t h a t  i s s u e s 
concerning the pace and timing of liberalization 
remains. The national conditions of every country 
differ, and the capacity to withstand liberalization 
and benefit from it also varies. In terms of China, 
it would appear from all aspects that there is no 
objection to the overall direction toward continued 
expansion of opening up to the outside world. What 
is in dispute is the pace and scope of the opening up. 

Viewed from another perspective however, 
liberalization is a policy orientation that will regress 
if progress is not achieved. Liberalization that is 
too slow or stagnant means regression in reality. 
Although some progress has been achieved after 
multiple rounds of negotiation since 2013, China's 
endogenous impetus and inclination for liberalization 
is less than enthusiastic.

Therefore, whether China can truly accept the 
direction represented by the TTP is the key issue. 
With regard to this, domestic consensus has yet to 

take shape fully. This is also the crux of how China 
should regard the TPP issue.

The second issue is how China should choose 
between the TPP and other alternatives, i.e., is the 
TPP the only and the best, or simply an alternative? 
It would appear to be obvious that the TPP is not 
the only alternative. We can list a long string of 
alternatives such as the WTO, RCEP, the China-
Japan-South Korea FTA, the China-US BIT, and even 
unilateral liberalization. The issue is whether other 
alternatives can similarly yield the goals hoped to be 
realized by joining the TPP, or if another approach 
can help achieve expected goals more easily and 
conveniently.

However, regardless of which of the above 
paths, the most fundamental issue still lies with 
how strongly China is inclined toward reform and 
opening up, and on whether China truly approves of 
and accepts the direction of international economic 
integration represented by the TPP. 

If the direction is consistent, even if the pace 
is slower and the intensity smaller, the final outcome 
would be closer. Although whether to apply to join 
the TPP or not requires a period of preparation, the 
goals hoped to be achieved will be realized. 

However, if the direction differs, or if the 
incl inat ion is  weak and re luctant ,  even i f  an 
application to join is filed, negotiations will be long 
drawn-out, just like the multiple Doha Rounds – 
neither the expected negotiated outcome will be 
obtained nor the gradual progression of unilateral 
liberalization be sufficiently encouraged.

New Trading Prospects
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TPP Rules are Consistent With 
China's Vision of Reform

Negotiations over the Trans-Pacific Partnership 
(TPP) were completed by representatives of the 12 
founding nations in Oct. 2015. Just as U.S. President 
Barack Obama said, the crux of the TPP lies in the 
fact that it is a new set of golden "rules of the road," 
and not merely a new multilateral framework. 

The Main Thrust of the TPP is not Zero 
Tariffs but New Rules

In terms of deepening and improving economic 
globalization, both the TPP and the Transatlantic 

Trade and Investment Partnership (TTIP) currently 
under negotiation are laudable steps. The TPP 
"golden rule" has become widely known with 
the public release of its text, and mainly includes 
free goods and services trade, free cross-border 
investments, fair and compliant competition for all 
enterprises, strict standards for the protection of 
the environment, intellectual property rights and 
labor, consistency and transparency requirements on 
government supervision, as well as open and non-
discriminatory government procurement, among 

  Zhang Wenkui, Researcher, Development Research Center of the State Council
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others. One can find from reading this text that the 
TPP rules dovetail with the reform and opening up 
vision of the Third, Fourth and Fifth Plenary Sessions 
of the 18th CPC Central Committee. The Third 
Plenary Session of the 18th CPC Central Committee 
upheld bilateral, multilateral and sub-region regional 
cooperation, accelerating the implementation of free 
trade zone strategies with neighboring regions as the 
basis; market access, customs supervision, inspection 
and quarantine as well as other administrative 
policies are to be reformed, and negotiation of 
environmental protection, investment protection, 
government procurement, electronic commerce and 
other new topics are to be accelerated, forming a 
globalized free trade zone network of high standards. 
These statements are quite clear. The Fifth Plenary 
Session of the 18th CPC Central Committee further 
indicated that a higher level open economy is to be 
developed in accordance with the trend of further 
integrating China's economy into the world economy. 
Initiating a new phase of opening up to the outside 
world requires enhancing intension and raising the 
level of opening up, while mutual strategic trust, 
trade cooperation, and human cultural exchange 
should be advanced jointly, diligently creating a 
deep integration of mutual benefit and cooperation. 
A new opening up system should be created, the 
rule of law, internationalization and facilitation of 
the business environment improved, the services 
trade promotion system enhanced, pre-accession 
national treatment and negative list administrative 
policies comprehensively implemented, and external 
liberalization of the services sector expanded in an 
orderly manner; implementation of the free trade 
zone strategy is to be accelerated.

The Third Plenary Session of the 18th CPC 
Central Committee also spelled out in greater 
detail: protection of economic and property rights 
and legitimate rights of all ownership systems by 
the State, assurance that all ownership systems 
have equal use of factors of production according 
to the law, participate in market competition in 
an open, fair and just manner, and subject to legal 
protection equally, and that all ownership systems 

of the economy are regulated according to the 
law. The State is to implement a uniform market 
accession system, and on the basis of formulating 
a negative list, all market entities may access areas 
outside the list equally according to the law; the 
administration model for pre-accession national 
treatment and negative list with regards to foreign 
investment should be explored, the utilization and 
protection of intellectual property rights enhanced; 
government functions conscientiously changed, 
and the government's credibility and enforcement 
capability strengthened, building a rule of law 
government and a service oriented government. Laws 
and regulations pertaining to domestic and foreign 
investment should be unified, and the stability, 
transparency and predictability of foreign investment 
policies maintained, with orderly opening up of the 
financial, education, cultural, health care and other 
services sectors. A complete ecologically civilized 
system of policies is to be built. These wordings 
generally cover all the important rules of the TPP. 
Although these Plenary Sessions did not emphasize 
and highlight the protection of labor rights, China is 
a socialist country, and should be even more focused 
on the protection of worker rights vis-a-vis the 
United States, Japan and other capitalist countries. 
Indeed, this should not become an obstruction for us. 
The TPP emphasizes the assurance of implementation 
of rules under the rule of law framework, which is 
also consistent with the philosophy of "the essence of 
a socialist market economy is a rule of law economy" 
proposed at the Fourth Plenary Session of the 18th 
CPC Central Committee. The rules exhibited in these 
important Chinese documents and in the TPP text are 
generally consistent, and may very well reflect that 
these rules thoroughly understand the development 
trends of the times, and define the future direction of 
the market economy.

Some of the content of the TPP concerned with 
state-owned enterprises (SOE) have made domestic 
officials, scholars and the public feel that they were 
targeted at China, the purpose of which was to force 
China to carry out privatization. In fact, the state-
owned enterprise chapter of the TPP text does not 

New Trading Prospects
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contain privatization requirements, but governments 
are requested to maintain competitive neutrality, i.e., 
governments cannot favor SOEs when enterprises 
compete. This is consistent with the principle of 
fair competition among all enterprises of different 
ownership systems that China has emphasized for 
more than a decade.

At the same time, the TPP does not focus on 
all SOEs, only those that have reached the income 
threshold. The current annual income threshold has 
been determined at 200 million special drawing 
rights (SDRs). Based on the current conversion ratio, 
this is close to US$300 million. As for requirements 
the TPP has proposed for SOEs of member nations, 
these primari ly include requirements on non-
discr iminat ion,  non-commercial  support ,  and 
transparency, among others. It must be said that these 
requirements are not in conflict with the spirit of the 
various relevant documents already promulgated by 
China; it is just that at this time, China has still not 
considered or has not effectively implemented some 
of the content. Even if China does not join the TPP, 
we, on our own, should move in that direction in the 
future. 

China Should not be Absent From the 
TPP

Based on China's experience in the last three 
decades or so, our government, enterprises and 
people have generally adapted well to a more open 
trade environment. It can be said that China is one of 
the biggest beneficiaries of globalization. China, in 
joining the TPP, would not only increase the value of 
the TPP but also advance the realization of its vision 
of domestic reform by way of high-level and high-
standard opening up. Its significance may be larger 
than "WTO accession" at the turn of the century. 
It is worth pointing out that a core implementation 
mechanism of the TPP, i.e. the investor-state dispute 
settlement (ISDS) mechanism may indeed cause 
disputes and misgivings. This mechanism suggests 
that should an enterprise engaged in cross-border 
trade and investments as well as other economic 
activities (i.e. the investor referred to in ISDS) 

encounter a dispute, it is allowed to circumvent the 
judicial system of the host country (i.e. the state 
referred to in ISDS) and is allowed to circumvent the 
government to government mechanism between its 
country of domicile and the host country, and directly 
take proceedings against the government of the host 
country at an international arbitration organization. 
Not only will this mechanism bring pressure on the 
government of the host country in terms of economic 
compensation, it could also give the impression 
that the sovereignty of the host country has been 
eroded. An US Department of State economist 
said that even if the ISDS mechanism rules for the 
investor, the government of the host country is not 
required to change its policies or supervision, it 
only has to pay economic compensation. Clearly, 
this sort of clarification does not eliminate the 
uncertainties and doubts on damage to sovereignty 
issues in the traditional context. Nonetheless, this 
type of mechanism could also win wider approval 
and popularity in regional and global governance 
in the future. This is because regional and global 
governance platforms that lack strong enforcement 
mechanisms would slowly become rubber stamps and 
conversational meetings, which are apparent to most.

Only t ime will  tel l  whether the TPP will 
be a success of not, whether the TPP rules and 
mechanisms wi l l  guide  fu ture  d i rec t ion ,  and 
whether the TPP framework will redraw the Asia-
Pacific and global landscape. Although there are 
numerous doubts and conflicts in regionalization and 
globalization, these are general trends. However, if 
one is too idealistic or radical, if the standards are 
too high and the pace too quick, the outcome may 
not necessarily live up to expectations, and may turn 
out to be just the opposite. From this perspective, the 
"golden rule" set in the TPP by U.S. President Obama 
is somewhat more practical than the "platinum rule" 
advocated by former U.S. Secretary of State Hillary 
Clinton. The possibility of implementation is also 
larger. China adopting a more enthusiastic attitude 
toward it is worthy of consideration.

This report does not represent the views of the 
Development Research Center of the State Council.



78 博鳌亚洲论坛 2016 年年会专辑

Myths and Realities of Asia 
Economic Integration

On Oct. 5, 2015, the agreement on the Trans-
Pacific Partnership (TPP) was reached between 
the United States and 11 selected trading partners 
bordering the Pacific Ocean. Dubbed “a 21st-century 
high-standard trade agreement,” the TPP’s exclusion 
of China is likely to bring unprecedented complexity 
to the process of economic integration in Asia.

We can’t say that the United States is promoting 
the TPP in order to contain China, but the agreement 
is indeed an attempt to provide a counterbalance to 
China's global reach. U.S. President Barack Obama 
has explicitly repeated that “we can't let countries 
like China write the rules of the global economy.” 
Precisely, the United States’ promotion of the TPP is 
an effort to redesign the global trade rules.

Against the backdrop of TPP, China, or the 
Sino-U.S. relationship, is in turn becoming the 
biggest obstacle for East Asia integration. On one 
hand, without China, it is impossible for East Asia to 
achieve integration. On the other hand, U.S. strategic 
planning will make it not easy for China to join. Even 
if China is accepted, it will be difficult for China to 
comply with the high standards of TPP in the short-
term. Therefore, China will inevitably remain outside 
the TPP for a while.

RECP and FTAAP
The launch of TPP will diminish China’s long 

efforts to promote the “ASEAN +3" (China, Japan 
and South Korea) free trade framework, since Japan 
and a number of ASEAN countries are, or potentially, 
TPP members. But it creates opportunity for the 
“ASEAN +6” framework, otherwise known as the 
Regional Comprehensive Economic Partnership 
(RCEP). Negotiations on RCEP between ASEAN, 
Australia, China, India, Japan, South Korea and New 
Zealand were formally launched in Nov. 2012 at the 
ASEAN Summit in Cambodia.

RCEP is widely viewed as a rival trade bloc 
promoted by China to the TPP. But in fact, the 
RCEP was proposed by the ASEAN and has been 
pushed forward by countries like Indonesia. China 
immediately responded to the proposal.

It marks that China has given up the “ASEAN 
+3” framework, which it has insisted for 10 years, 
and turned to the RCEP. Previously, China would 
have considered other models only after the “ASEAN 
+3” framework achieved substantial results. 

China has also moved toward the Free Trade 
Area of the Asia-Pacific (FTAAP). At the APEC 
Summit in Beijing in Nov. 2014, China promoted 
a consensus on the possible pathways to FTAAP 
and called for a “collective strategic study.” If the 
FTAAP is realized, it will cover 40 percent of world 
population and 60 percent of the world economy, 
making it the biggest trade pact. 

 Wang Jiangyu, Professor at the Faculty of Law of the National University of Singapore
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The FTAAP will also combine the TPP and 
RCEP and benefit  regional trade development 
by avoiding over lapping terms of  provis ions 
and complicated procedures created by different 
agreements. The FTAAP proposal has thus seized 
themoral high ground for free trade and is difficult 
for others to oppose. 

China, Japan, South Korea FTA
The most pragmatic measure, and probably also 

the most effective, for China to overcome the plight 
of TPP exclusion is to promote the China-Japan-
South Korea FTA. A free trade agreement between 
China, Japan and South Korea, which account for a 
combined 75 percent of Asian economy, will make 
ground-breaking progress for Asia integration. It will 
rival the TPP and increase bargaining chips for China 
and South Korea in future TPP negotiations, if they 
want to join.

Leaders of the three countries proposed the 
trilateral FTA in 2002, but it wasn’t until 2012 
that the negotiations were formally launched. 
Negotiations have proceeded slowly, affected by 
bilateral relationships and outside influences. But 
researchers believe the trilateral FTA will bring 
greater benefits to the three counties than any other 
trade pact, including the TPP.

Prospects of Integration
Asian economic integration has long been 

driven by market forces, which lacks a top-down 
design set  by intergovernmental  cooperat ion. 
Despite proposals like “ASEAN +3” and “ASEAN 
+6,” the integration process has lingered on. Some 
are concerned that the launch of TPP will slow 
the progress of integration. In an article published 
in Singapore-based newspaper Lianhe Zaobao 
in November, veteran Chinese diplomat Fu Ying 
wrote that East Asia regional cooperation has been 
facing continuous disturbance of disagreements and 
disputes. Although cooperation between China and 
ASEAN is deepening, progress of other cooperative 
frameworks such as ASEAN +3, East Asia Summit 
and ASEAN Defense Ministers Meeting has slowed 

down, triggering concerns about whether East Asia 
regional cooperation can keep moving forward. Fu’s 
article illustrated the huge dilemma facing China in 
the process of Asian economic integration, meaning 
China has been marginalized by TPP in the process.

Although China has made some strategic 
mis takes  in  i t s  p romot ion  of  As ia  economic 
integration, the U.S. led framework in which China 
is excluded is neither good for China nor other Asian 
countries. In the long run, it will not benefit the 
United States either, unless it believes that a divided 
Asia is conducive to its strategic interests.

From a pragmatic perspective, the establishment 
of TPP reflects U.S. hegemony and its role as a 
superpower. It also indicates the future trend of 
global trade, which is irreversible.

What can China do? Firstly, it should accept the 
status quo that the TPP has changed the economic 
pattern in the Asia-Pacific region and set policies 
accordingly. Secondly, China should adopt measures 
to promote market-oriented reforms at home to 
enhance companies’ competi t iveness,  l iberate 
the market, reduce government intervention and 
improve supervision, while actively seeking free 
trade agreements with partner countries to further 
promote integration in East Asia and broader regions. 
The China, Japan, South Korea FTA is the most 
important, and should be pursued as a national 
strategy. Meanwhile, China can use trade policies to 
persuade more TPP members to accept it.

In the new pattern of Asia economic integration, 
China should concentrate its main diplomatic and 
political resources on the development of a FTZ 
with Japan and South Korea, and then forge the 
agreement on RCEP. It should also actively prepare 
for the accession to TPP and promote an Asia-
Pacific free trade zone on the basis of TPP and RCEP. 
Undoubtedly, a high-standard FTAAP will better 
benefit countries in the region, including China and 
the United States. It is the best blueprint for Asian 
economic integration. China should seek to play 
a leading role in the progress, which reflects its 
responsibility as a large country to provide public 
goods for the international community and the region.
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Major Events
大事记

On January 14, 2015, Secretary-General of Boao 
Forum for Asia (BFA) Zhou Wenzhong visited Nanjing 
at the invitation of the foreign affairs office of Jiangsu 
Provincial Government and the BFA platinum member 
Jiangsu Dayuanyintai Mercantile Exchange. Zhou met with 
Li Xueyong, governor of Jiangsu Province, at the Nanjing 
Xikang Hotel in the afternoon.

On January 15, 2015, Mr. Zhou was invited to 
attend the “Leadership &Innovation: Dayuanyintai 
Forum on China Bulk Commodity Development under 
the New Normal” and New Year celebration of Jiangsu 
Dayuanyintai Mercantile Exchange and delivered a speech.

On January 16, 2015, accompanied by the chief of 
the Foreign Affairs Office of Jiangsu Province, Mr. Zhou 
visited some units in Jiangsu, including the Industrial 
Technology Research Center of Jiangsu Province and 
Suning E-Commerce Headquarters.

O n  J a n u a r y  2 0 ,  2 0 1 5 ,  M r.  Z h o u  b r i e f e d 
the?journalists on preparations for the upcoming BFA 
Annual Conference 2015 at a press meeting held by BFA at 
the China World Summit Wing in Beijing.

On January 20, 2015, BFA held its first Members 
Club Activity in 2015 at China World Summit Wing 
Themed “Heritage for Development, Cooperation for 
Prosperity — Opportunities and Challenges from the 
Silk Road Economic Belt”, the event featured a key-note 
speech and a panel discussion on the topic of the Silk Road 
Economic Belt.

On January 20, 2015, BFA hosted a New Year’s 
reception at the China World Summit Wing in Beijing as a 
token of gratitude to those who have long been supportive 
of BFA’s development.

On March 17,  2015,  Mr.  Zhou held a  press 
conference at the China World Summit Wing, Beijing on 
the preparation of the upcoming BFA Annual Conference 

2015.
On March 17, 2015, BFA Aisa Economic Integration 

Report 2015 was released in Beijing at a press conference 
held by the BFA Secretariat at the China World Summit 
Wing in Beijing.

On March 17, 2015, BFA Aisa Competitiveness 
Report 2015 was released in Beijing at a press conference 
held by the BFA secretariat at the China World Summit 
Wing in Beijing.

On March 17, 2015, BFA Emerging Economies 
Development Report 2015 was released in Beijing at a 
press conference held by the BFA secretariat at the China 
World Summit Wing in Beijing.

On March 19, 2015, Hong Lei, spokesperson of 
the Ministry of Foreign Affairs of the P. R. of China, said 
at a regular press conference that, XI Jinping, together 
with 15 other foreign leaders will attend the BFA Annual 
Conference upon invitation.

From March 26 to 29, 2015, the 14th BFA Annual 
Conference, with the theme of “Asia’s New Future: 
Towards a Community of Common Destiny” was held 
in Boao, Hainan province, P. R. of China. A record 
high of 2,786 delegates from 49 countries and regions, 
including 1,772 official representatives and 1,014 
media representatives, attended the conference. Over 
80 ministerial-level Chinese and foreign officials and 
international organization leaders, presidents as well as 
Asia Pacific and China regional directors from 180 Global 
Fortune 500 companies, renowned scholars attended the 
event and generated a range of invaluable intellectual fruits 
through brainstorming.

On May 14, 2015, BFA Secretariat donated 50,000 
RMB to Nepal’s “Prime Minister Disaster Relief Fund” 
through the Nepalese Embassy in China. Nepal was 
inflicted by the deadly earthquake on April 25.

BFA Chronicle in 2015
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On May  18 ,  2015 ,  the  one-day  Boao  As ia 
Development Forum (Macau) was held jointly by the 
BFA, Macau Youth Federation, and Macau University at 
the Sands Cotai Central, Macao. The event was themed 
“Knowledge Interconnection: The Innovative Thoughts 
of Asian Development”. To promote dialogue and 
communication among the youths so as to stimulate their 
innovative thinking is a key to the joint development of 
Asian countries.

From May 20 to 21, 2015, the 5th Boao Youth Forum 
for Asia was jointly held by the BFA and the Youth Elites 
Association at the Hong Kong Convention and Exhibition 
Centre under the theme “Asia in Restructuring: Vision and 
Action of Youth”.

From June 10 to 11, 2015, the Boao Forum for 
Asia Energy, Resources and Sustainable Development 
Conference was held jointly by the BFA and the Asian 
Strategy & Leadership Institute (ASLI) in Kuala Lumpur, 
Malaysia, under the theme of “One Belt and One Road 
& Asian Energy / Resources Cooperation”, during which 
the BFA Expert Committee of Energy, Resources & 
Sustainable Development was established.

On June 18, 2015, the Panel Session themed on 
China’s Economic New Normal: Implications for Regional 
Growth and Global Demand, co-sponsored by the BFA 
and the St. Petersburg International Economic Forum 
was held under the framework of the 19th St. Petersburg 
International Economic Forum (SPIEF) in 2015, with 
highlighting topics on China’s economic new normal.

On June 26 and 27, 2015, at the invitation of China 
International Economic Exchange Center, Mr. Zhou 
attended the 4th Global Think Tank Summit held by the 
Center in Beijing and delivered a speech in the forum of 
International Relations and Global Governance.

On the afternoon of June 27, 2015, Vice Chairman 
of Boao Forum for Asia Zeng Peiyan, met with Susilo, 
former Indonesian President and BFA board member, who 
was coming to Beijing to attend the Fourth World Peace 
Conference.

On the evening of June 29, 2015, Mr. Zeng met 
with BFA board member and honorary senior minister 
and former prime minister of Singapore Goh Chok Tong 
in Beijing, who came to China to attend the World Credit 
Rating Forum.

On July 2, 2015, Mr. Zhou met with Mme. Yang 
Xiuping, newly-appointed Secretary-General of the 
ASEAN-China Center at the BFA secretariat.

On July 30 and 31, 2015 the Boao Forum for Asia 

Sydney Conference under the theme of “Creating Growth 
Prospects and Economic Cooperation for the Asia Pacific 
Region” was jointly held by the BFA and New South Wales 
Government (NSW) at the Four Seasons Hotel in Sydney. 
The one-and-half-day conference gained the presence of 
300 Government officials, business leaders and scholars 
from around the world, especially from the Asia Pacific 
Region.

From July 31 to August 2, 2015, Mr. Zhou visited 
Auckland on the invitation of New Zealand-China 
Council.

On the morning of August 11, 2015, Boao Review 
holds its fourth Board meeting at Kempinski Hotel, 
Guiyang. The meeting was presided over by Mr. Zhou, 
BFA Secretary General and Chairman of Board of Boao 
Review.

On August 12, 2015 afternoon, Zhang Guangzhi, 
Member of the Standing Committee of the Guizhou 
CPC Provincial Committee and minister of the Guizhou 
Provincial Publication Department met with Mr. Zhou, 
who was attending the meeting of the Boao Review 
magazine board directors in Guiyang.

On Sept. 11, Mr. Zhou met with Geoffery Garrett, 
dean of the Wharton School.

On October 9 and 10, 2015, the BFA Board Working 
Meeting was held in Hangzhou, capital of east China's 
Zhejiang Province, where the Chinese Vice Premier Wang 
Yang met with members of the BFA Boaord of Directors.

On October 28, 2015, Mr. Zhou was present at 
the 2015 opening & graduation ceremony of Cheung 
Kong Graduate School of Business held at Fangfeiyuan, 
Diaoyutai State Guesthouse and delivered a theme speech.

On November 1, 2015, Mr. Zhou attended the 5th 
meeting of Sino-US Track-II top dialogue organized by 
CPIFA, and made a speed at a relevant seminar.

From November 8 to 10, 2015, the Boao Forum 
for Asia Financial Cooperation Conference was held in 
London, under the theme of “Asia-Europe Cooperation: 
A New Vision of Financial Connectivity”. More than 400 
government, business and academic leaders from 22 Asian 
and European countries attended the conference, during 
which the BFA Expert Committee of Financial Cooperation 
was set up.

From November 19 to 20, 2015, Mr. Zhou visited 
Shenzhen at the invitation of Invest Shenzhen.

On December 3 2015, Mr. Zeng met in Beijing with 
Chairman Emeritus of CME Group Leo Melamed who’s 
currently paying a visit in China.


