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T HE AUSTRALIAN Centre on China in the World engages with the
public and policy discussion of relations with the People’s Republic
of China and the Chinese world. Australia-China Agenda 2013 is our
contribution to this important election year and the on-going consideration of the bilateral relationship.
This is a relationship that touches on virtually every aspect of our
QDWLRQDO OLIH $ PDWXUH DQG EHQHȴFLDO HQJDJHPHQW RI VXFK EUHDGWK
and depth requires the leadership and support of government at all
levels, as well as public stewardship, media understanding, educational enhancement and the strategic involvement of the business
community.
$XVWUDOLD&KLQDH[FKDQJHVDUHDOVRSURIRXQGO\LQȵXHQFHGE\UHJLRQal and bilateral relationships. Australia and China trade in goods as
well as culture, politics and people, ideas and education, community
and personalities.
Australia-China Agenda: 2013 brings to the attention of the public
DQGWKHPHGLDSROLWLFLDQVDQGVSHFLDOLVWVVRPHUHȵHFWLRQVDQGSROicy ideas authored by specialists with a professional interest and
involvement in the relationship.
– Geremie R. Barmé
Founding Director, CIW
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CHINA’S ECONOMIC model has delivered phenomenal rates of growth over the last
three decades, resulting in the country’s rise to front and centre of the global economic
stage. However, it has also been highly imbalanced: favouring exports and investment
over domestic consumption, capital over labour, east over west, urban over rural, stateowned enterprises (SOEs) over the private sector, and economic growth over the environment. The growing dissatisfaction of ‘ordinary’ Chinese people over these imbalances,
most of which relate to the concentration of wealth in the hands of politically-connected
families and the state-controlled segment of the economy, is one of the biggest threats
to social and political stability that the Chinese Communist Party (CCP) has faced in its
history.
The CCP is well aware of this fact. The ‘rebalancing’
of the Chinese economy emerged as a fundamental
policy goal in the mid-2000s, and will continue to
dominate economic policymaking under President
Xi Jinping and Premier Li Keqiang. Until recently, rebalancing focused primarily on the shift away from
capital-intensive, export-led growth and towards
domestic consumption as a key driver of growth.
However, the concept now extends well beyond this,
encapsulating the wide-ranging set of reforms – to
modes of production, consumption, and income distribution – that many believe are both urgent and
necessary for sustainable growth in the years ahead.

Background

The ‘rebalancing’
of the Chinese
economy emerged
as a fundamental
policy goal in the
mid-2000s, and
will continue to
dominate economic policymaking
under President
Xi Jinping and Premier Li Keqiang.

The pursuit of balanced economic development has always been a cornerstone of
CCP rhetoric. Shortly after rising to power in 1949, Mao Zedong claimed that foreign
domination had resulted in an ‘irrational’ pattern of industrial development that was
excessively concentrated in the coastal region. During the subsequent three decades,
China adopted a Soviet-style command planning system, through which an Interior
Development Strategy explicitly sought to rectify this regional imbalance. Following
Mao’s death in 1976, and under the new leadership of Deng Xiaoping, the Chinese
government began to recognise more openly the limitations and failures of command
planning, of which the Interior Development Strategy was one. From the end of the
1970s through to the turn of the millennium, a process of gradual, incremental and
SLHFHPHDOUHIRUPVIRFXVHGSULPDULO\RQHQFRXUDJLQJHɟFLHQF\DQGUDSLGJURZWKLQ
the more developed coastal region, with Deng famously declaring that some regions
and people in China would need to become prosperous before others. And they did.
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Throughout his life, Deng made it clear that China was not on the path towards capitalism but was rather transitioning towards ‘Socialism with Chinese Characteristics’,
ZKLFKKHGHȴQHGDFFRUGLQJWRWKHSULQFLSOHVRIVLQJOHSDUW\UXOHDGRPLQDQWUROHIRU
state ownership, public ownership of the land, and state economic planning. He was
also adamant that all Chinese people would
prosper eventually and that there would be ‘no
polarisation of rich and poor, that’s what socialism means’. Deng ‘predicted’ that the turn of
the millennium would be the appropriate time
to do something about the unbalanced economic growth that his reforms had created. Right
on cue, President Jiang Zemin introduced the
Western Development Strategy in 2000, identifying the large-scale development of central

The major challenge
for Xi and Li is
to implement reforms in a way that
not only sustains
growth and rebalances the economy,
but that also ‘unswervingly upholds’
the principles of
‘Socialism with
Chinese characteristics’.

and western China as a major policy priority for
the new century. The commitment to rebalancing, in a geographic sense at least, began.

Soon after taking over the top leadership position in 2003, President Hu Jintao took the notion of balance to a new level with his ‘ScienWLȴF 2XWORRN RQ 'HYHORSPHQWȇ ZKLFK FDOOHG
for balance not only between regions, but also
between urban and rural areas, economic and
social development, man and nature, domestic
and international priorities, personal and collective needs, and the short and long runs. Despite this rhetoric, which culminated
in the strong emphasis on rebalancing in the Twelfth Five-Year Plan (2011-2015), the
+X:HQGHFDGHVDZULVLQJLPEDODQFHVRQDOOWKHVHIURQWV,QGHHGLQKLVȴQDOUHSRUWWR
the National People’s Congress in March 2013, Premier Wen Jiabao reiterated a point
he’d been making for many years, that China’s domestic economy was ‘unstable, unbalanced, uncoordinated and ultimately unsustainable’.
As outgoing Premier Wen was declaring the ‘urgent need’ for a new model of economic growth, outgoing President Hu Jintao was emphasising that ‘the path of Socialism
with Chinese Characteristics, the system of theories of Socialism with Chinese Characteristics and the Socialist system with Chinese Characteristics are the fundamental
accomplishments of the Party and people in the course of arduous struggle over the
past ninety-plus years’. Xi Jinping has made no indication that he intends to deviate
from this Party line, using the term ‘Socialism with Chinese Characteristics’ not once,
EXWVHYHQW\ȴYHWLPHVLQKLVRSHQLQJDGGUHVVDVSUHVLGHQW1HYHUWKHOHVVLQWKHLUȴUVW

3
AU STRA LIAN C E NTR E ON CH I NA I N TH E WOR LD

A U S T R A L I A N N AT I O N A L U N I V E R S I T Y . C A N B E R R A

C H I N A’ S G R E AT ‘R E B A L A N C I N G ‘ A C T

AU STRA LIAN – CH I NA
A G E N D A 2 01 3

three months in power, Xi and Li both appear to be signaling a serious commitment to
HPEDUNLQJRQZLGHUDQJLQJUHIRUPVWKDWZLOOUHEDODQFHWKHHFRQRP\LQKLVȴUVWSUHVV
conference as premier, Li referred to ‘reform’ more than twenty times.
The major challenge for Xi and Li is to implement these reforms in a way that not only
sustains growth and rebalances the economy, but that also ‘unswervingly upholds’ the
principles of ‘Socialism with Chinese Characteristics’. Finding a way to simultaneously
reform the system without fundamentally changing it will be no mean feat. Welcome
to the tightrope of Chinese politics.

Decision Time
There is a tendency for international commentators to write about what China should
do to rebalance the economy, as opposed to what it will or might do. For example, in
February 2013, Nicholas Lardy and Nicholas Borst,
of the Peterson Institute for International Economics in Washington DC, published ‘A Blueprint for
Rebalancing the Chinese Economy’.1 They point
out that the imbalances in China’s economy have
emerged because of distortions to interest rates, exchange rates and energy prices, so rebalancing will
best be achieved by removing all of these distorWLRQV7KHLUORJLFLVȵDZOHVVH[FHSWIRURQHFUXFLDO
point: it is highly unlikely that the Chinese government will follow it, because the endpoint of such a
blueprint comes too close to a textbook version of
unbridled capitalism and, as Hu and Xi have made
clear, this is not where the system is headed.

There is a tendency
for international
commentators to
write about what
China should do
to rebalance the
economy, as
opposed to what it
will or might do.

This does not imply that these distortions will remain fully in place either. In May 2013,
the State Council endorsed a set of ambitious reform plans – drafted by the National
Development and Reform Commission under the leadership of Xi Jinping – to be presented at the Third Plenum of the Eighteenth Central Committee of the CCP, likely in
October this year. The lengthy ‘to do’ list includes interest rate liberalisation; gradual
SURJUHVVWRZDUGVFDSLWDODFFRXQWFRQYHUWLELOLW\DQGDQLQFUHDVLQJO\ȵH[LEOHH[FKDQJH
UDWHJUHDWHUȴVFDOGHFHQWUDOLVDWLRQWKHSURPRWLRQRISULYDWHLQYHVWPHQWLQVWUDWHJLF
VHFWRUVRIWKHHFRQRP\ LQFOXGLQJȴQDQFHHQHUJ\WHOHFRPPXQLFDWLRQVDQGWUDQVSRUtation); price reforms in electricity, natural gas, and water; improvements in the social welfare, health and education systems; and the gradual reform of the household
registration system to encourage rural-to-urban migration and promote urbanisation.
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Headlines in the international media following the release of this list were along the
lines of ‘China plans to reduce the state’s role in the economy’, and ‘China president
takes charge of sweeping economic reform plans’: articles that emphasise the government’s intention to ‘get out of the way’.2 But the list is open to a different and, I would
argue, more realistic interpretation: as a set of guidelines that will be pursued to the
extent that they sustain economic growth (and thus preserve the CCP’s main source
of legitimacy) and rebalance the economy (even if
only gradually, thereby addressing a major source of
social unrest), while still maintaining a system that
has the façade of being socialist enough to be called
socialist.

A set of guidelines
that will be pursued to the extent
that they sustain
economic growth
and rebalance the
economy, while
still maintaining
that the system has
the façade of being
socialist enough to
be called socialist.

A few examples illustrate this point:
•

First, for decades, the savings of households
deposited in low-interest bearing accounts in
state-owned banks have been channelled towards large SOEs, local governments, exporting
industries, and investment overseas. As a result,
local governments have accumulated more than
eleven trillion yuan (US$1.8 trillion) of debt and
many of China’s state-owned companies may in
IDFWEHUHWXUQLQJQHJDWLYHUHDOSURȴWVRQFH\RX
account for their access to the cheap credit provided through the state banking system (and a
range of other subsidies). Some degree of interest rate liberalisation, to provide
household savers with higher returns and increase competitiveness in the banking sector, will assist in rebalancing the economy towards domestic consumers
and the credit-starved private sector (which has meanwhile turned to a ‘shadow’
banking system as an alternative, high-risk source of credit). But rapid, full-blown
interest rate liberalisation is highly unlikely because the costs this would impose
on SOEs would be simply too great – and, given the principles of a socialist economy, this will not be acceptable;

•

Second the People’s Bank of China has allowed the exchange rate to become inFUHDVLQJO\ȵH[LEOHLQUHFHQW\HDUVUHVXOWLQJLQDVXEVWDQWLDODSSUHFLDWLRQRIWKH
Renminbi since 2005. This appreciation has contributed to the decline in China’s
current account surplus (from a peak of 10.8 per cent of GDP in 2007 to 2.6 per cent
LQ VRLWKDVFOHDUO\EHHQEHQHȴFLDOIRU&KLQDLQWHUPVRIUHEDODQFLQJDZD\
from exports and toward domestic consumption. Equally important, however, is
that the stronger currency has increased the buying power of large SOEs seeking
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to invest in energy, resource and other markets overseas, thereby preserving their
dominant position in the domestic economy, but also enabling them to strengthen
their presence in the global economy as well. In this context, further reforms to
the exchange rate regime seem likely;
•

Third, urbanisation is seen by many – and Li Keqiang in particular – as the major
source of growth for China in the decade ahead, as evidenced by the announcement in June 2013 of plans to move 250 million rural residents into new and
expanding towns and cities by 2025. A further relaxation of controls on rural
migration is essential for this grand urbanisation plan, which, if effective, will
reduce the ‘polarisation’ of China’s urban rich
and rural poor and create a huge new pool of
domestic consumers. This combination of reforms therefore ticks plenty of boxes in terms
of growth and rebalancing without posing any
obvious threats to the system itself; and,

•

Urbanisation is
seen by many –
and Li Keqiang in
particular – as the
major source of
growth for China in
the decade ahead.

Fiscal decentralisation, to restore the capacity
of local governments to raise revenue and reduce their reliance on the state-owned banking sector, is another reform that makes perfect sense in this context. This would facilitate multiple rebalancing objectives, by
HQDEOLQJORFDOJRYHUQPHQWVWRȴQDQFHHVVHQWLDOLQIUDVWUXFWXUHIRUXUEDQLVDWLRQ
and by freeing up banking funds for the credit-starved private sector. ImportantO\ȴVFDOGHFHQWUDOLVDWLRQZRXOGQRWQHFHVVDULO\UHGXFHWKHUROHRIWKHVWDWHEXW
rather shift economic power from higher to lower levels of government. Likewise,
‘encouraging the private sector’ will not mean eliminating the state sector, but
rather motivating it to become more innovative, entrepreneurial, competitive and
strong. Don’t expect SOEs to vanish altogether. They simply won’t.

In an April 2013 article in Foreign Affairs entitled ‘The Rise of China’s Reformers: why
economic change could come sooner than you think’, 3 Evan Feigenbaum and Damien
Ma are optimistic about the prospects for economic reform in China, on the grounds
that three conditions for ‘real and enduring economic change’ are already in place: a
crisis of domestic political legitimacy, heightened vulnerability to external economic
shocks, and a tough-minded leadership that knows what the problems are, and how
WRȴ[PDQ\RIWKHPRQSDSHUDWOHDVW7KLVRSWLPLVPLVZHOOIRXQGHGEXWLWFDQDOVR
give the impression to outside observers that fundamental and dramatic change to
China’s economic system may be just around the corner. The overriding objective of
this policy brief has been to suggest that this impression is misguided. Now we have
to wait and see.
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The Centre is a humanities-led research institution that is engaged with the broad range of social
sciences to produce academic work that, while
relevant to the full spectrum of demands of international scholarship, also relates meaningfully to
those in the public policy community, and to the
broader interested public, both in Australia and
overseas. It values a New Sinology, that is an intellectual, cultural and personal involvement with
the Chinese world (be it in the People’s Republic,
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underpinned by traditions of academic independHQFHORFDOȵXHQF\DQGGLVFLSOLQDU\UHOHYDQFH

CIW journals
China Heritage Quarterly
(http://www.chinaheritagequarterly.org)
East Asian History
(http://www.eastasianhistory.org)
The China Journal, co-published
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