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Introduction

Once every five years the ruling Chinese Communist Party (CCP) assembles for its national congress, 
an event that ranks in political importance alongside national elections in democracies. This year 

over 2,000 delegates, representing the almost 89m members of the party, will assemble on October 
18th in the capital, Beijing, for the 19th national congress of the CCP. In China’s one-party state the 
CCP ranks above the nation in terms of its authority, with party positions being senior to their state-
level equivalents, so the appointments and decisions unveiled at the congress will set the tone of 
government for the next five years.

The Economist Intelligence Unit’s team of China-focused experts, based in Beijing, Shanghai and 
Hong Kong, is able to provide unique perspectives on developments surrounding the congress and the 
direction in which it will take government policy. In our view, this is an unusual congress, in that the 
debate over political promotions and factional power plays is less relevant. No one doubts that the CCP 
general secretary (and China’s president), Xi Jinping, will emerge strengthened and dominant. The key 
question, therefore, is what this will mean for policy. 

In this report we address that question in detail and highlight three key take-away points:  

l Economic policy played a secondary role to efforts to strengthen party discipline and executive 
control in Mr Xi’s first term, but it will be key to the success or failure of his second term. 

l Mr Xi’s strengthened position will give his administration the authority to take the tough decisions 
necessary to tackle China’s debt overhang.

l As the government seeks to deflate the credit bubble, economic growth will fall below 6% in 2018, 
with the slowdown being concentrated in the property and industrial sectors. Companies not factoring 
this economic slowdown into their business planning risk being badly affected.
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Expectations for the party congress 

M r Xi looks set to use the opportunity provided by the 19th national congress to his maximum 
advantage. Reshuffles of the Politburo Standing Committee (PSC) and the politburo, the CCP’s top 

decision-making organs, are likely to see it packed with his allies. In a boost for his authority, Mr Xi’s 
ideological work is set to be incorporated into the party constitution. We even think that the meeting 
will set Mr Xi up to extend his tenure of power beyond the 20th national congress in 2022, when he 
should in theory retire.  

When Mr Xi was unveiled as CCP general secretary at the 18th national congress in November 2012, 
he inherited party and state structures that were dominated by acolytes or protégés of two former 
presidents, Hu Jintao (2003-13) and Jiang Zemin (1993-2003). Over the subsequent period Mr Xi 
has sought to extend his influence throughout the CCP. A fierce anti-corruption campaign has led to 
the dismissal of potential political rivals and freed up thousands of positions across the bureaucracy. 
Propaganda campaigns have elevated Mr Xi far above his senior party colleagues, in a break with the 
“collective leadership” system that emerged under Mr Hu. Moreover, political controls have been 
tightened aggressively.

The upcoming congress will see the culmination of this process, with the selection of new members 
to the top rungs of the CCP. The turnover in personnel will be substantial. If the “seven up, eight 
down” (qishang baxia) rule holds, five of the seven members of the current PSC will step down at the 
congress, with 12 departing from the 25-member politburo. This informal guideline stipulates that 
party members aged 67 or below at the time of a congress can be appointed to the politburo/PSC, but 
members of those bodies aged 68 or above should step down. However, there are some indications that 
in the new Xi era such traditional norms could be applied more flexibly.

Current members of the Politburo Standing Committee
Rank Name Primary position Age in Oct 2017

1 Xi Jinping General secretary, Chinese Communist Party (CCP) 64

2 Li Keqiang Premier 62

3 Zhang Dejiang Chairman, National People’s Congress 70

4 Yu Zhengsheng Chairman, Chinese People’s Political Consultative Conference 72

5 Liu Yunshan Top-ranked secretary, CCP secretariat 70

6 Wang Qishan Secretary, Central Commission for Discipline Inspection 69

7 Zhang Gaoli Executive vice-premier 70
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Questions for congress
We believe there are three main questions to be settled at the party congress, with implications for the 
policy outlook:

l Will Li Keqiang, the premier and second-ranked PSC member, retain his position?

l Will Wang Qishan, the head of the Central Commission for Discipline Inspection (CCDI, an internal 
watchdog) and sixth-ranked PSC member, retain his position despite being over the age limit?

l Will “successors-in-training” to Mr Xi and Mr Li be appointed to the PSC, or will Mr Xi set himself up to 
delay his retirement?

In our view Mr Li is likely to be retained as premier. He has clearly not been a very influential 
premier, and he also has factional ties and ideological inclinations that differ from those of Mr Xi. 
However, removing Mr Li would give the impression of instability, since premiers normally serve a ten-
year term. This would contradict the image of unity that the ruling party wants to project.  

Moreover, Mr Xi has already achieved his goal of enhancing his control over economic and financial 
policy. Policymaking power in these spheres has steadily leaked away from the State Council (the 
cabinet, headed by the premier), moving instead towards CCP central “leading groups”, many of which 
are chaired by Mr Xi and run by secretariats allied to him. Rather than give the impression of discord by 
dismissing Mr Li, Mr Xi is likely to prefer retaining him as a relatively disempowered figure.    

More controversially, we expect Mr Wang to be retained on the PSC as head of the CCDI. There is 
an obvious rationale for Mr Xi to keep him: Mr Wang is a critical ally who has enforced the president’s 
flagship anti-graft drive ruthlessly and effectively. Finding a similarly authoritative figure to replace 
Mr Wang—known as the “chief fireman” for his ability to solve crises—would be difficult.  

Keeping Mr Wang would require jettisoning the seven up, eight down rule, since he will be 69 years 
old at the time of the congress. But as we explain below, the rule has always been somewhat flexible. 
More challenging will be overcoming internal opposition to Mr Wang’s reappointment, given that his 
anti-corruption campaign has been deeply unpopular in parts of the CCP. Nonetheless, Mr Xi appears 
strong enough to do that.

More importantly, we believe that retaining Mr Wang will in turn allow Mr Xi to justify delaying his 
own retirement at the next congress in 2022, when he will also be 69 years old. The president has 
already signalled his determination to disrupt assumed succession plans: the purging in July 2017 
of the former CCP secretary of Chongqing municipality, Sun Zhengcai, removed one of the leading 
candidates to replace him. A propaganda push to support Mr Xi’s primacy is well under way, with the 
president receiving hagiographic treatment in official media that bears comparison with “paramount 
leaders” such as Mao Zedong (1949-76) and Deng Xiaoping (approximately 1978-92). Under this 
scenario, an heir-apparent would probably not emerge until the 20th party congress, before taking 
over the reins of power in 2027. 

Although our core forecast is that Mr Xi intends to avoid naming a successor, other outcomes are still 
possible. He could, for instance, move to leapfrog an ally onto the PSC to whom he would be content 
to cede power in 2022. Mr Sun’s successor as CCP secretary of Chongqing, Chen Min’er, is the main 
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possibility. Mr Chen worked closely with Mr Xi during their time together in Zhejiang province and has 
since marked himself out as a firm loyalist. Born in 1960, he would be eligible to serve for ten years 
from 2022.

However, Mr Chen is a comparatively obscure figure, without strong family or factional backing. It 
is more likely that the CCP leadership will decide that he needs more time to establish himself as party 
secretary in Chongqing, a position that will bring with it a seat on the politburo. 

Implications for policy
Mr Xi will find his ability to implement policy substantially reinforced by newly strengthened majorities 
in his favour on the PSC and in the politburo. There ought to be less resistance within the central and 
local governments than during his first term, and policy implementation should speed up as a result. 
With his allies spread across the bureaucracy, Mr Xi will be able to lean more on the extensive state 
machinery rather than having to rely on the party leading groups, as he did in the previous five years.

His decision to extend his retirement beyond 2022 will reinforce these trends. There will certainly be  
negative consequences stemming from the excessive concentration of power around Mr Xi. However, 
it will have the benefit of encouraging him to take a longer-term view of the challenges facing the 
economy. It will also ensure that power does not seep away towards his successor as the end of Mr Xi’s 
second term at the head of the CCP approaches.  

Party retirement “rules”

Although it is seen as semi-institutionalised, the 
seven up, eight down retirement “rule” has always 
been fluid and shaped by political considerations. An 
age limit of 70 years was first introduced by a former 
president, Jiang Zemin, at the 15th national congress 
in 1997, mainly to remove older rivals from the 
Politburo Standing Committee (PSC). Mr Jiang then 
lowered the age limit to 68 years at the 16th congress 
in 2002 with a similar purpose. It has remained since 
then, guiding transitions in 2007 and 2012 under 
another former president, Hu Jintao. However, Xi 
Jinping is a much bolder and more powerful leader 
than his immediate predecessor. An academic with 
links to Mr Xi’s advisers described the seven up, eight 
down rule as “pure folklore” in October 2016.    

If Mr Xi intends to delay his retirement, there is 
no limit on the term of the Chinese Communist Party 

(CCP) general secretary. A ten-year constitutional 
term limit applies to the position of China’s 
presidency. However, as Li Keqiang has found with 
the premiership, the power associated with state 
offices can ebb and flow; a place-holder could be 
found for the presidency. Mr Xi could look to the 
example set by Deng Xiaoping, China’s former 
“paramount leader”, who ruled largely without 
formal titles and who had several presidents serving 
under him. Alternatively, he could create a new post 
to emphasise his primacy, perhaps even reviving the 
title of CCP chairman, which has fallen out of use in 
recent decades.

Nevertheless, abandoning the informal rule would 
carry some risks. Without an age limit, political 
transitions could become pure power negotiations. 
Older cadres could cling onto positions, creating 
logjams at lower levels. Mr Xi’s best option may 
therefore be to adjust the age limit rather than 
abandon it altogether.  
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Prepare for a shift in economic policy 

We expect the sweeping personnel changes at the congress to have a big impact on economic 
policy. With Mr Xi secure in his authority, he will have more time to focus on economic affairs. His 

first term in office was chiefly concerned with consolidating his power within the ruling party and the 
military, but over the coming five years we expect this to give way to a tighter focus on the economy, 
especially the issue of financial risk. 

Such a focus would be overdue. The authorities have been slow to respond to the risks posed to 
economic stability by a rapid accumulation of debt. Since the launch of a stimulus package in the 
midst of the 2008-09 global financial crisis, growth in credit has exceeded that in nominal GDP by an 
uncomfortably wide margin. According to the Bank for International Settlements (BIS), China’s overall 
debt-to-GDP ratio had risen to 257% by end-2016, from 141.3% at end-2008, with most liabilities 
concentrated in the corporate sector. By comparison, the average ratio at end-2016 was 264.5% across 
advanced economies and 184.3% across emerging economies (including China). 

Similar credit build-ups have given rise to financial crises in other countries. Debt accumulations 
in the US and Europe in the 2000s precipitated recessions in the latter part of the decade, as was the 
case in South-east Asia in the late 1990s. Despite going on a similar debt binge in the 1980s, Japan 
has avoided an outright financial crisis, but its massive debt overhang has contributed to a long period 
of economic stagnation. If its own credit build-up is left unchecked, China will face a variant of these 
scenarios. Strains within the country’s banking sector are already glaringly evident. 

Laying the policy groundwork
The possibility that China’s economy might face a crisis of its own is increasingly recognised within 
official circles. Amid repeated warnings from international observers, government policy has begun 
to shift. The supply-side structural reform (SSSR) agenda launched in December 2015 represented 
a partial disavowal of demand-boosting stimulus policies that contributed to excessive debt. A key 
intervention came in May 2016, when in an interview with the CCP flagship newspaper, People’s Daily, 
an “authoritative person” assumed to be close to Mr Xi warned that high levels of leverage risked 
precipitating a “systemic financial crisis and negative growth”. 

Crafting an agenda to combat these risks has been the main preoccupation of policymakers in 
2017. “Tackling financial risks” was identified as the top priority for the year at the annual Central 
Economic Work Conference in December 2016. Regulators have since taken aggressive steps to enhance 
oversight over shadowy parts of the financial sector in what has been described in the domestic media 
as a “regulatory storm”. Alongside, the People’s Bank of China (PBC, the central bank) has tightened 
monetary policy, bringing down the rate of growth in broad money supply (M2) to below 10% year on 
year—its lowest level since the PBC began issuing monthly money supply data in 1996. 

The groundwork has therefore been laid for a more determined effort to tackle China’s debt 
overhang. Strengthened after the party congress, we believe that Mr Xi will have even more room to 
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Deleveraging policy timeline

Source: The Economist Intelligence Unit.
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becomes the first firm to 
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The People’s Bank of 
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lending facility by 10 
basis points each 

The China Banking 
Regulatory Commission 
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National Financial Work 
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financial stability committee 
under the State Council

References to 
“deleveraging” first 
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speeches by top 
leaders  

The value of debt-to 
-equity swaps reaches 
Rmb300bn

pursue a deleveraging agenda. With his political capital at a peak, it will be an opportune moment. 
Of course, taking steps to rein in credit growth will still not be popular. It will cause challenges 

for local governments, which have used easy access to credit to finance local development projects 
via their off-balance-sheet financing vehicles. The state-owned enterprise (SOE) sector, which is 
chiefly responsible for the ballooning of corporate debt in recent years, will also view this policy shift 
nervously. The ability of SOEs to tap cheap credit has sustained underperforming or “zombie” firms 
clustered in heavy industry sectors. Stiffer party controls introduced in the SOE sector under Mr Xi’s 
watch will help to enforce a hardening in budget constraints.  

In our view Mr Xi’s determination to pursue an unpopular course of action will be guided by the 
grandiose scope of his ambitions. He has talked of delivering “the great rejuvenation of the Chinese 
nation”. A financial crisis under his tenure would clearly derail this (admittedly ill-defined) goal. The 
move to delay his retirement will signal that he is not content to just pass the debt challenge on to a 
successor in 2022. Rather, he wants to make tackling the issue a key part of his legacy. 

A remodelled economics team
The party congress is unlikely to deliver many substantive clues in terms of economic policy. However, 
some will be provided by the figures who are selected to take on top positions. The elevation of Mr 
Xi’s allies to key economic and financial policy posts would show that the president will have the 
opportunity to set a clear policy direction. Appointments in the state machinery may not be confirmed 
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until the meeting of the National People’s Congress (NPC, the legislature) in early 2018, but the 
composition of the PSC, the politburo and the wider CCP Central Committee will offer indications about 
where influence will reside. 

The key economic and financial policymakers are set to include: 

l Li Keqiang: disempowered premier

Mr Li is expected to retain his position at the congress. However, with Mr Xi and his allies dominant 
in economic policy—the traditional purview of the premier—he may struggle to find a meaningful role 
within the administration. Mr Li has had success in pushing some relatively minor initiatives over the 
past five years, such as reducing red tape and promoting “mass entrepreneurship”. However, he has 
struggled to rally support around his reformist views on SOE reform, and a flagship policy on free-trade 
zones (FTZs) has disappointed. While FTZs have been set up across the country, they have not proved 
to be the reform trailblazers as which they had originally been billed. In contrast, Mr Xi’s Xiongan New 
Area has received much more attention. 

One area where Mr Li may be able to retain influence is the Made in China 2025 initiative, which aims 
to upgrade China’s industrial value chain and falls under the State Council’s remit. Foreign firms will 
hope that Mr Li retains some influence as he is probably more favourably disposed to the participation 
of foreign companies in the scheme, which is otherwise widely viewed as protectionist.  

l Liu He: chief economic adviser 

Mr Liu holds a dual-hatted role as director of the CCP leading group for financial and economic 
affairs and deputy chairman of the National Development and Reform Commission (NDRC, China’s top 
planning agency). He was promoted to these positions shortly after Mr Xi assumed leadership of the 
CCP but has had long associations with both institutions.  

Most importantly, Mr Liu is the main economic adviser to Mr Xi. Their connections are extensive: 
reportedly, the two were classmates at the same prestigious secondary school in Beijing. Mr Liu was the 
chief architect of the SSSR agenda that the president has taken as his own. It is also widely assumed 
that Mr Liu was the “authoritative person” quoted as warning about debt risks in the People’s Daily. US-
trained and with liberal economic inclinations, Mr Liu may find he can exercise influence more easily 
after the congress: some of his designs were thwarted by the stockmarket crash of mid-2015. Exactly 
which post he will hold is not clear, but he could be promoted to a vice-premier position. 

l Jiang Chaoliang: next central bank governor?

Mr Jiang, the party secretary of central Hubei province, is the favourite to replace the PBC’s long-
standing governor, Zhou Xiaochuan, who is set to retire. Posted to Hubei in October 2016 after being 
made governor of north-eastern Jilin province in 2014, he has the regional leadership experience 
that is likely to be seen in a favourable light by top leaders. These promotions occurred under Mr Xi’s 
leadership of the ruling party. 

Previously, Mr Jiang’s career was spent mainly in the financial sector, serving as an assistant to Dai 
Xianglong, Mr Zhou’s predecessor at the PBC, and later as chairman of two state-owned lenders, the 
Bank of Communications and the Agricultural Bank of China. Earlier in his career, as head of the PBC’s 
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Guangzhou branch, Mr Jiang worked closely with Wang Qishan, the now influential head of the CCDI, 
when Mr Wang was vice-governor of Guangdong province. The two oversaw the landmark bankruptcy 
of a massive state-owned investment company, Guangdong International Trust and Investment, in the 
wake of the 1997 Asian financial crisis.  

l He Lifeng: Xi loyalist 

A loyal ally of Mr Xi, Mr He was appointed chairman of the NDRC in February 2017. He joined the 
agency as a deputy chairman in 2014, but most of his career has been spent in the southern coastal 
province of Fujian. It was there that Mr He developed ties with Mr Xi, which have propelled his career 
forward. While Mr Xi served as deputy mayor of Xiamen in 1985-88, Mr He was promoted to head the 
local finance bureau. As Mr Xi developed his career in Fujian over the next decade, eventually serving 
as governor of the province (2000-02), Mr He received regular promotions. He later transferred to the 
eastern municipality of Tianjin, where he led efforts to develop the Binhai New Area, including the 
Yujiapu Financial District modelled on Manhattan. 

As head of the NDRC, Mr He will be tasked with enforcing Mr Xi’s economic policies and overseeing 
the implementation of the 13th five-year plan (FYP) covering 2016-20. He played this role as deputy 
director, when he was entrusted with responsibility for Mr Xi’s flagship Belt and Road Initiative, which 
involves China investing internationally to help drive its trade flows. Mr He’s appointment to lead 
the NDRC suggests that it will retain its clout. Although the head of the NDRC officially reports to the 
premier, Mr He’s close ties to Mr Xi suggest that he will enjoy a dotted line to the president. 

l Guo Shuqing: outspoken reformer 

Mr Guo, chairman of the China Banking Regulatory Commission (CBRC), is an outspoken reformist 
and an outside candidate to replace Mr Zhou at the PBC. Since his appointment to head the CBRC in 
February 2017 he has unleashed a “regulatory storm” in the banking sector, aimed at clamping down 
on shadow financing and curbing funding for property speculation. An earlier tenure as head of the 
China Securities Regulatory Commission was also marked by institutional clashes. 

Mr Guo’s approach could make him a risky choice for PBC governor, although a career working in the 
financial sector means he certainly has the credentials and experience. A stint as governor of eastern 
Shandong province (2013-17) also broadened his résumé. Even if he remains at the CBRC rather than 
heading to the PBC, he will wield significant influence within the administration, given that he will 
have one of toughest tasks: managing the banking sector out of its bad-debt problem.  
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A step-change in economic growth 

Our assumption of a shift in economic policy, putting more emphasis on controlling the build-up 
of debt, drives our below-consensus forecast for economic growth in 2018. We expect real GDP 

growth to slip to 5.8% in the year, a full percentage-point fall from our forecast of a 6.8% expansion 
in 2017. We anticipate a recovery in growth to 6.1% in 2019, before the rate of expansion drifts down 
again. Besides a shift in economic policy, downward pressure on growth will also stem from a declining 
labour force and diminishing levels of productivity growth.  

The foundations for a shift in economic policy have already been laid, but over the next year we 
expect policymakers to tighten credit conditions more aggressively. This more determined effort will 
have a big impact on economic growth, as China’s economic expansion has become dangerously credit-
dependent in recent years. 

How will this effort manifest itself in policy terms? We anticipate developments in the following 
main areas:

l Monetary policy

Observers should not be surprised if the PBC begins to raise its benchmark interest rates in 2018. 
This will not be because of inflationary pressures, which are likely to remain moderate, but in order to 
provide a signal to financial markets and corporations on credit policy. The PBC has left its benchmark 
one-year deposit and lending rates unchanged since lowering them to 1.5% and 4.35%, respectively, 
in October 2015. Instead, it has tightened policy so far in 2017 by increasing the interest rates on 
a variety of its money-market rates, as well as using its open-market operations to control liquidity 

Real GDP
(% change)

Sources: National Bureau of Statistics; The Economist Intelligence Unit.
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in the interbank market. While the old policy rates may be useful to send policy signals, the PBC will 
accomplish the bulk of its credit tightening by pushing these money-market rates higher over the next 
few years.

This approach will allow the PBC to shadow anticipated rises in US interest rates. (We expect the 
Federal Reserve—the US central bank—to extend its tightening cycle until 2020.) In the past a tighter 
US monetary policy has stimulated capital outflows from China, placing unwanted downward pressure 
on the renminbi’s exchange rate. 

l Fiscal policy

Fiscal policy settings will be relaxed in 2018 as the government looks to offset the impact of tighter 
credit conditions. The steady widening of the budget deficit since 2012 is therefore expected to 
continue, with the shortfall forecast to reach the equivalent of 4.4% of GDP in 2018 (compared with an 
estimated 3.9% of GDP in 2017), before narrowing slightly in subsequent years. 

While providing support for the economy, the central government will be wary about encouraging 
debt accumulation among local governments. We expect a tougher enforcement of the rules which 
were meant to restrict off-balance-sheet fundraising via regional administrations but which have 
been applied only patchily since many of their provisions were introduced in a revised Budget Law in 
2015. To offset this, the central government will provide greater leeway to regional administrations 
to issue their own bonds directly, including new special-purpose bonds designed for infrastructure 
development. Local governments’ debts may also be transferred to the central government and 
central-to-local government fiscal transfers stepped up. 

l Financial sector policy

Financial policy will be a critical area in the coming years. Curbing risk in the sector will be the 
priority, but policymakers will have to balance this against the risk of overtightening. A major concern 
surrounds wealth management products (WMPs) and shadow banking activities. Outstanding WMPs 
alone amounted to Rmb29.1trn (US$4.2trn) at end-2016, equivalent to just under 40% of nominal 
GDP. Excessive tightening in this area could have a particular impact on private-sector firms, which 
often struggle to access credit from the formal banking system.  

The twice-a-decade National Financial Work Conference in July 2017 signalled such themes. While 
stopping short of merging the regulatory agencies into a single “super regulator”, a new financial 
stability committee was set up under the State Council. This may have a surprisingly wide ambit. 
The PBC is also poised to adopt a more interventionist approach, with off-balance-sheet financing 
having been incorporated under its Macro Prudential Assessment, a financial sector risk-assessment 
framework. The anti-corruption drive within the financial sector, which began in earnest in 2017, is 
also likely to yield investigations into other top figures in the industry.  

Broad but uneven domestic impact
The deleveraging drive will have an uneven impact on the Chinese economy. We expect the slowdown to 
be concentrated in investment, the most credit-dependent component of GDP. This will reflect weaker 
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activity in the highly leveraged property sector in particular. But tougher credit conditions will have 
a broad-based impact, even affecting strongly performing parts of the economy, such as household 
consumption.   

Under our core scenario, we forecast that investment growth will falter in real terms to 3.6% in 
2018, from an estimated expansion of 5.8% in 2017. With investment accounting for over 40% of 
the economy, this will be the main factor driving down the headline real GDP growth figure. Private 
consumption is forecast to soften to 7.6%, from 8.3%, over the same period. Government consumption 
will be the best-performing component of GDP, expanding by 8.4% in 2018 (compared with a forecast 
of 8.8% growth this year). This will reflect efforts to support the economy through fiscal policy. 

External trade will contribute positively to growth as import growth is set to weaken markedly.    
On a sectoral basis, the property industry is the most exposed to the anticipated policy drive. 

Property development firms had a debt-to-asset ratio of nearly 80% at end-June 2017, the highest 
among the sectors surveyed. Banks are under pressure to curb financing to the sector owing to a 
housing supply glut, and several major domestic developers, such as Evergrande and Wanda, have 
already taken steps to reduce their debt loads and refocus their asset strategies. Tighter credit will also 
raise the cost of mortgage financing, which has become a more important driver of home buying. 

Several heavy-industry sectors, many with links to the property sector, also look set to struggle, 
among them producers of coking coal, steel, cement and glass. The slowdown in property will remove a 
source of demand, while underperforming firms will find it harder to sustain themselves in the face of 
a more disciplined credit policy. This will give rise to a number of bankruptcies and mergers, but it will 
also have the positive effect of removing inefficient firms and reducing levels of excess capacity. Light 
industry ought to fare better, given that its final demand is driven more by household consumption. 

The services sector will perform relatively well during the slowdown, reflecting its higher exposure 
to consumer demand. While industrial challenges are expected to give rise to layoffs, the labour 

Components of real GDP
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Sources: National Bureau of Statistics; The Economist Intelligence Unit. 
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market ought to remain stable, with opportunities emerging in more labour-intensive service 
industries. This will help to ensure continued income growth, underpinning demand for consumer 
goods and services. Meanwhile, risks posed by bad debts are more limited in the household than in 
the corporate sector. While rising quickly, household debt remains relatively low (around 45% of 
GDP at end-2016), suggesting that higher interest rates are unlikely to have a major direct impact on 
consumer behaviour. 

The international impact 
China’s strong international trade and investment links mean that a domestic economic slowdown will 
have global reverberations. The forecast slowdown will primarily be driven by domestic investment, 
which will soften China’s demand for commodities imports. Major commodities-heavy exporters 
to China, such as Australia, Indonesia and Brazil, are expected to see their own economic growth 
weaken. Our 2018 forecasts for Australia and Indonesia see growth rates dropping to 2.4% and 4.7%, 
respectively (from estimated growth of 2.6% and 5.1% in 2017), while an economic recovery in Brazil is 
capped at 2.3%, partly because of weaker Chinese demand. 

The anticipated hit to Chinese heavy industry could also soften demand for capital goods from 
several countries, such as Germany. The imperative to upgrade industry should help to cushion the 
softening in demand, however. Countries which export primarily consumer-related products to China, 
such as Japan, South Korea, Taiwan and US, ought to be less affected by the slowdown, given our 
expectation of continued strong expansion in household spending. 

Similarly, Chinese demand for services imports ought to prove relatively firm. The main international 
concern will be a drop in Chinese tourist spending overseas. According to the UN World Tourism 
Organisation, Chinese consumers spent US$261bn on international travel in 2016, more than double 
the amount spent by US tourists. While the slowdown (alongside tighter Chinese controls on the use of 
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credit cards overseas) will have an impact on such spending, income growth and easier transport and 
visa access to foreign countries should help to underpin the sector. Willingness to spend on another 
major services import—overseas education—will also remain strong.    

Investment ties will be affected by China’s economic slowdown. China’s overseas direct investment 
(ODI) is expected to take a hit as a financing crunch—and increased regulatory scrutiny—curtails local 
firms’ efforts to go global. Regulators have already made clear that “vanity” projects, including the 
acquisition of foreign property, sports clubs and cinemas, will be restricted. Political directives are 
expected to maintain capital controls and redirect investment into the domestic market. Hong Kong 
will be exposed owing to its oversized role in servicing Chinese crossborder financial transactions; 
countries such as the US and Singapore, which have emerged as major destinations for Chinese ODI, 
are also expected to see inbound Chinese investment slow. 

Nevertheless, so-called strategic ODI seen as supportive of domestic economic development will 
still be greenlighted. Examples would include overseas acquisitions of cutting-edge technologies or 
brands as well as ODI in projects (such as infrastructure) that could lead to greater exports of Chinese 
industrial goods. The massive political support behind the Belt and Road Initiative suggests that 
projects linked to it will not be blocked. Countries or companies eyeing Chinese ODI would do well to 
adjust their strategies in line with these priorities. 

A final concern for foreign economies will be indirect. As China slows, international investor 
sentiment surrounding emerging markets will be unsettled, especially as prospects in the developed 
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world look relatively robust in 2018. Countries which rely on inflows of foreign capital to finance fiscal 
or current-account deficits will face added pressures in such a “risk-off” climate. 

Finessing the growth target
Our below-consensus economic growth forecast assumes that the Chinese authorities will demonstrate 
a more flexible approach to GDP targeting. Annual targets for economic expansion are announced at 
the March meetings of the NPC. A long-term goal has also traditionally been set in the five-year plan, 
with the current version setting a target of 6.5% average real GDP growth a year in 2016-20. This 
level of growth is the minimum required to double real GDP from its 2010 level by 2020—one of the 
“centenary goals” set in 2012 to mark the 100th anniversary in 2021 of the CCP’s founding and meant 
to signify the establishment of a “moderately prosperous society”. 

Our forecast of 5.8% economic growth in 2018 undershoots the average growth target included in 
the FYP, as do our forecasts for subsequent years. Our view is that the authorities will permit a lowering 
in growth to improve prospects for the economy, rather than deploy stimulus measures in order to 
meet an artificial target. In November 2016 Mr Xi told officials: “If we just satisfy the growth target but 
do not address the concerns of the people, when the time comes to announce that we have established 
a moderately prosperous society, the people will not agree.” 

Politically, missing the target included in the FYP would be undesirable but probably not 
insurmountable for a leader as strong as Mr Xi. He could argue that such a course was necessary 
to avoid a crisis, or shift the focus to the achievement of other policy priorities, such as a heavily 
promoted pledge to eradicate poverty by 2020. Alternatively, there is a risk that the authorities will 
manipulate economic data in a way that ensures the target is met, even if actual growth falls short of 
that level. Companies ought to be sensitive to this possibility in their planning. 

What economic indicators could the 
authorities target other than GDP?

China’s system of targeting a specific level of GDP 
growth worked well for many years. Its advantage 
lay in its simplicity: local officials knew that if they 
delivered growth, their careers would benefit. 
However, in recent years there has been a growing 
recognition of the weaknesses of this approach, 
which has been accompanied by rampant pollution, a 
proliferation of debt and statistical fakery.

One possible solution would be to place more 
emphasis on targeting unemployment and inflation. 
However, unemployment data have always been 
problematic in China, not least because the headline 
series only captures registered unemployment. In 

recent years several academic institutions, such as 
Peking University, the Southwestern University of 
Finance and Economics and the Chinese Academy of 
Social Sciences, have conducted surveys seeking to 
better capture unemployment. However, the results 
still vary greatly owing to different definitions of 
unemployment, and the National Bureau of Statistics 
(NBS) is still some years away from being able to 
measure unemployment effectively. 

There are also concerns over the national 
consumer price inflation figure, which is still driven 
mostly by food price trends. These tend to be volatile 
and not very susceptible to management through 
policy interest rates set by the central bank. A key to 
improving the measure will be capturing changes in 
housing costs more effectively. 
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Meanwhile, the government still faces the 
separate challenge of how to measure local officials’ 
performance if it moves beyond GDP targeting. It 
has already broadened the range of metrics used, 
putting greater weight on environmental factors 
(such as the level of PM2.5, a fine particulate matter) 
and policy goals (such as progress on eliminating 
excess capacity). The president, Xi Jinping, has said 
he would like local officials to be held accountable 

for their management of debt after their term in 
office ends. However, two overarching problems 
will remain. The first is that any statistic used to 
measure performance will become vulnerable to 
data manipulation. The second is that proliferating 
targets will increase the risk that local officials 
will misinterpret which ones they are meant to be 
prioritising. A more complex system will thus require 
careful management and supervision from the centre.

Estimates of the urban unemployment rate 
(%)

Source: The Economist Intelligence Unit.
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Opportunities amid the slowdown  

A lthough the Chinese economy is set to face tougher economic times in the next few years, there 
are still likely to be a number of bright spots in the economy. We have noted that consumer-

focused sectors are likely to outperform, but that will not be the only silver lining for the increasingly 
cloudy outlook.

Innovation
Innovation is likely to be another bright spot as the government continues to push firms to move up 
the value chain and improve technologies. China ranked top globally in 2016 in terms of the number of 
patent applications filed. Even though most of these were of fairly low quality, the number of patents 
that are up to world standards is growing rapidly and will continue to do so in the next few years. 
According to the UN’s World Intellectual Property Organisation (WIPO), the number of Chinese patents 
filed abroad is not only rising sharply but has also been concentrated in high-end information and 
communications technology. The list of applicants is dominated by IT companies such as Huawei, ZTE, 
BOE and Tencent. The State Grid has also made it into the top-ten list, suggesting the energy industry 
is investing heavily in new technology.

Notably, China is becoming a global leader in financial technology (fintech). It is dominant in the 
field of digital payments, accounting for about half of the global total. It also accounts for around 
three-quarters of the world’s online lending market. Although regulators are beginning to tighten 
controls over the sector, intense competition and China’s advanced mobile-technology market suggest 
that it will continue to be a field worth watching in the next five years.

No. of international patent applications 

Sources: World Intellectual Property Organisation; The Economist Intelligence Unit. 
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Going green
The environmental sector is likely to be another field where growth will outperform. In large cities, air 
and water pollution have become political issues as urban residents have become more vocal in their 
complaints. As the government seeks to move to a less polluting growth track, local governments are 
actively taking advantage of supportive central policies. For example, Taiyuan, the provincial capital of 
Shanxi, had replaced all its taxies with BYD electric cars by end-2016. 

More cities are likely to follow its approach in the next few years, and most provinces have 
new-energy plants under construction. We anticipate that new-energy-related sectors (including 
vehicles) will continue to post rapid growth. Environmental regulation is also picking up pace. A new 
environmental law will take effect in 2018, bringing stricter supervision of polluting factories. A 
national carbon trading scheme will be set up by end-2017, enabling pollution quota trading through 
market-based mechanisms.

Mixed outlook for FDI and private investment
We do not anticipate that the environment for foreign direct investment (FDI) will improve much in 
the next few years, but there is a chance that this forecast could be too pessimistic. The government 
has certainly stepped up reforms to open new sectors to FDI in 2017. Since the start of the year it has 
eased existing market restrictions for foreign investment in a wide range of industries, including 
rail transport equipment, motorcycles, new-energy vehicle batteries, credit investigation and rating 
services, and virtual reality and augmented reality devices. In the long term, the passage of the 
finalised foreign investment law, expected in 2018, will further extend national treatment to foreign 
investors operating in permitted industries. 

The central authorities have also delegated more power to provincial governments. In 2017 the 
NDRC allowed provincial governments to approve proposals for FDI up to US$300m in sectors not on 
the “negative list”, which specifies areas in which foreign investments are prohibited. In June the 
State Council released a new, slightly more liberalised negative list for the 11 pilot free-trade zones. 
Among the categories removed from the banned list were sub-sectors under aviation manufacturing, 
waterway transport and banking services. Nonetheless, while the direction of reform has in some 
ways been positive, the underlying perception among foreign investors is that the market has become 
tougher. As economic growth slows, it is unlikely that the authorities will move in ways that favour 
foreign firms over local ones.

Another area where our expectations might prove too pessimistic relates to the role of private-
sector investment in catalysing SOE reform. The government has unveiled plans to bring private capital 
into SOEs through strategic investors and employee stock-ownership plans. Several companies have 
already announced plans under the “mixed-ownership” reform, including China Eastern Air, Unicom 
and China National Gold. In theory, new stakeholders will have a strong say in the management of 
these firms, but in practice that seems hard to credit, given the government’s drift towards a more 
interventionist, state-driven policy approach. It will also be harder to attract private investment into 
mixed-ownership schemes involving smaller and more troubled local-level SOEs. 
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Conclusion 

In some ways, our assessment of the outlook for China after the 19th national congress is a relatively 
gloomy one. Back in 2013 a key CCP economic policy meeting backed two contradictory goals, 

arguing that market forces should play a “decisive” role in allocating resources, but also that the 
government should ensure the “dominant role of the public-ownership system” and the “leading role 
of the state-owned economy”. Increasingly, Mr Xi’s administration has been leaning towards the latter. 
Giant SOE mergers and the increasing interference of the state in private firms’ decisions about where 
and how to invest their capital are unlikely to deliver the sort of productivity improvements that would 
allow China to sustain growth rates above 6%, particularly in an environment where demographic 
changes are shrinking the size of the workforce.

However, in other ways our assessment is optimistic. Judging by consensus forecasts about China’s 
economic growth trajectory, our belief that Mr Xi will move decisively in his second term to tackle 
excessive rates of credit growth is not widely shared in the market. That is worrying on many levels. If 
the government continues to prioritise an arbitrarily chosen headline growth rate, China risks a much 
bigger financial crisis at a later stage. Given its importance to the global economy, we must all hope 
that such an outcome can be avoided.

Fortunately, The Economist Intelligence Unit believes that there is ample evidence that Mr Xi has his 
sights set on the longer term. If the country is to avoid the sort of financial crisis that might imperil his 
push for a third term—as well as the celebrations of the CCP’s 100th anniversary in 2021—he will need 
to act quickly and decisively. We believe that the 19th national congress of the CCP will deliver him the 
authority he needs to do so. 
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Access China

Access China is a unique service that will help your business to succeed in China. It is the only single
source of data, analysis and forecasts for all 31 provinces and 292 of China’s largest cities, providing
you with a comprehensive understanding of China today, but more importantly giving you confidence
that you will still understand China in ten and twenty years’ time.

What will Access China allow you to do?

l Benchmark in detail provinces and prefectures of China using consistent and comparable data.

l Understand the market potential for your products and services in any location within China.

l Investigate operating costs, infrastructure development and labour markets to help you to make 
investment decisions.

l Monitor what other businesses are doing in various regions.

l Gain a forward-looking perspective on how fast China’s cities and its regions are growing.

l Feed reliable data into your own China business strategy models.

Who should use Access China?

l Organisations that require an understanding of how the Chinese market works, or are already 
operating in or looking to enter the Chinese market.

l Companies already operating in China that need to benchmark their performance in particular 
provinces and assess the market potential for products and services in any region or city.

l Government agencies can use Access China to assist trade mission efforts and exporting companies, 
and as a research tool for understanding China’s internal and external dynamics.

l Academic institutions use Access China to help faculty and students conduct detailed political, 
economic, and business research across China.

To request a demonstration of how Access China could benefit your organisation, please get in touch.
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