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Abstract: The 13" Five-year Plan period ushered in a new era of socialism with Chinese
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growth and weathered the storms of the trade war with the United States and the COVID-19
outbreak. Chinese policymakers embraced new development concepts, and fought to cut
overcapacity and excess inventory, deleverage, lower costs, and bolster weak areas under
the theme of supply-side structural reforms. In fighting the three tough battles of major
risk prevention, targeted poverty reduction and pollution abatement, China has largely
resolved myriad structural contradictions and maintained rapid domestic economic growth
and stability. Most targets for the 13" Five-year Plan period have been achieved ahead of
time or are near completion on time. Institutional sophistication has bolstered high-quality
development.
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The 13th Five-Year Plan (2016-2020), marking the beginning of a new era of Chinese socialism,
is the final five-year plan before China achieves the target goal of building a moderately prosperous
society in all respects, with a transition from rapid economic growth to high-quality development. At
the beginning of the 13th Five-Year Plan, China’s economy had entered a new normal beset by rising
structural contradictions left over from the traditional growth model. The Chinese leadership was faced
with the task of dealing with slowing economic growth, difficult structural adjustments and the impacts
of previous economic stimulus measures. In response to the economic slowdown, the main focus of the
13th Five-Year Plan has been on mitigating social, ecological and other risks. In addition, trade frictions
launched by the Trump administration and the novel coronavirus (COVID-19) pandemic have posed
unprecedented challenges.

In dealing with this complex situation, the Chinese leadership has embraced the new development
concepts of “innovation, coordination, environmental sustainability, openness and shared development,”
and has aimed to cut overcapacity and excess inventory, deleverage the economy, lower costs, and
bolster weak areas under the theme of supply-side structural reforms. In fighting the three tough battles
of major risk prevention, targeted poverty reduction and pollution abatement, China has overcome
myriad structural contradictions, maintained stable and fairly rapid economic growth and domestic
stability, and achieved most primary targets set for the 13th Five-Year Plan ahead of time. Rapid reforms
and institutional sophistication have bolstered China’s high-quality development.

" Corresponding author: Wu Li, email: wul@iccs.cn



China Economist Vol.15, No.4, July-August 2020

. - |
LR R A
C N SV
e R S 4 1 o T
PR D I S

W % T=Z7 HHEE T ANFEHSEXEANFTA, HEERTHELLET
., ZBFdmEgREn SR ELRGHK, XETRETEE, HARFF~E
o, BRI, FEE TEZET NERFKSE T, AL EEE, B’
HARLBNZEH R ES 25, F BT “ZF—F—F7 T/, BAITIF =X
Bd, ERXAZR LW T 145 01T, RiF T EF-FRERG KA B X A4
RBZ, “FT=Z7 HMINZRAFXSRITLZERT LZEI A, XEWRELE, &
TR R AR, 5 ERRA) R AR,

e, F=ET HE: BAMBHBRRE; SHEELE: FEE HE
JEL 43355 020, POO

TR P A T NS R B SR — A FLARRL I R, =T R b E Rt
SCRENHI A Ak 2 5 S0P T e A7 A L 220 ol vl 4 R B 1 i R R IR B, o ] R A R 1T ) AR A
2 R, e B GRS TSR BEfR &R AR = IR Z I IE(E 20 R RPN BT & %5t
R JRAE TR EAP LA JE IR Z I, “ =3B ™ O A BER e s A7, i AR & A RS G
PRRES ™  IABG: , BRI, - = "I SR BB A U (1 S48 T+ = 7 IR, o s 5 B AR Y 22 52
JEABERIRTRE N RPN , BT AR A OBkl SE IR 1 T ARMERE

T 52 T3, v L R B A 2 ), BT BT DAL e € P i L2 i e JR B, IR LA (B 28 I 2
PSR A Lk, & DIAF =K — P40 TR, RPATAFBH VeI AR T B RGBS L 5 APl =R B
Ak, FERRRRR S LALMR T i 2 S5 R (R FF T 20 PR PSR AN E N R REE , 1R AT 78 8 4RI
FER = T HLRIAR £ 8 RS AR SO PR, 4 I R SN T, i R R S A AR A LI

= SR TR AR e DL
20194, “F = MR 95 Fbirb ok 2 0 CL 2 e MOSEE 72 W, /M bR 7 1 o R ol i

PASE L, AB 2235 i It S R AIE SE BT
220 K T3 T, N AP BMEAE2016—20194E R4 176 T%RIAE S HEE , B 20194 i, Bl N AR 7= L (E A%

CEIMEZ: ®h, W% wul@iccs.cn



1. Progress in Achieving the Targets of the 13th Five-Year Plan

By 2019, China had achieved or was close to achieving most targets encompassed under the
13th Five-Year Plan. While China is likely to fall short on a few targets due to COVID-19 and other
challenges, there have been significant improvements in the quality of China’s economic development.

Economic development: Over the period of 2016-2019, China’s annual GDP growth averaged 6.7%.
By the end of 2019, China’s total GDP amounted to 87.7 trillion yuan at the 2015 constant price. To
achieve the goal of 92.7 trillion yuan in GDP, China’s economy needs to grow at above 5.7% in 2020,
which now becomes elusive as China’s GDP fell by 5.8% in Q1 2020 due to the COVID-19 outbreak.
While it is difficult to achieve the target economic aggregate, other development targets are within reach:
China has surpassed the target for the ratio of the permanent urban population, and is on schedule to
accomplish those for the registered urban population and total labor productivity. However, the share of
value-added in services may fail to meet the target due to the COVID-19 outbreak.

Innovation-driven growth: Over the past four years, China’s R&D spending did not exceed 2.2%,
making it difficult to achieve the 2.5% target in 2020. But China has surpassed the target for invention
patents per 10,000 population ahead of time. Technological advances contributed 58.5% to economic
growth in 2018, which may hit 60% in 2020.

Public welfare: China has achieved the targets for household per capita disposable income, urban
employment growth and urban shantytown renovation. The rural population that is poor decreased from
55.75 million at the end of 2015 to 5.51 million at the end of 2019, down more than 10 million people
on an average annual basis. The central government aims to lift the remaining 5.51 million poor out of
poverty in 2020.

Environmental sustainability: China has increased its resource efficiency, reduced water
consumption per 10,000 yuan of GDP and cut energy consumption per unit of GDP and non-fossil
energy as a share of primary energy consumption. Pollution abatement has led to a much cleaner
environment. Forest coverage is on track to meet the target. Air and water quality improvements have
substantially beat their targets.

2. Economic Restructuring during the 13th Five-Year Plan Period

During the 13th Five-Year Plan period, there have been significant achievements in supply-side
structural reforms. Structural improvement and institutional sophistication have supported high-quality
development.

2.1 Phasing Out Obsolete Capacity and Upgrading the Industrial Structure

At the beginning of the 13th Five-Year Plan period, China was plagued by serious overcapacity.
In Q1 2016, China’s industrial capacity utilization rate was only 72.9%, with the coal and steel sectors,
respectively, operating at only 61% and 68% of their full capacity - the lowest since 2013 (see Figure
1). Polluting and energy-intensive industries were heavily subsidized by debt-laden local governments
and received bank credit. Overcapacity led to zombie firms and industry-wide losses, making China
vulnerable to anti-dumping and countervailing investigations and other trade frictions. Resolving
overcapacity is the right direction for China’s manufacturing upgrade.

In the 13th Five-Year Plan period, the Chinese government increased policy guidance to curb new
industrial capacity and phase out obsolete and excess capacity with a combination of market-based,
economic, legal and administrative measures. Sectors like steel, coal, coal-fired power, cement, flat panel
glass and electrolytic aluminum were identified as main sectors with overcapacity. In 2016, the central
government assigned specific targets to local and central enterprises for phasing out overcapacity in the
steel and coal sectors. The complete policy framework for addressing overcapacity includes financial
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Table 1: Achievement of Major Economic and Social Indicators for the 13th Five-Year Plan Period

Annual average Expected annual
Indicator 2015 2019 2020‘/?132)6 cted growth rate till 2019 | average growth
[cumulative] [cumulative]
Economic development
GDP (in trillion yuan) 67.7 87.7' >92.7 6.7% >6.5%
g)\rfgrall labor productivity (10,000 yuan/per- 8.7 116 =12 7% ~6.6%
Urbanization rate in 3

o resident population (%) 361 60.6 60 [4.5] [39]

Urbanization rate Urbanizati -
rbanization rate in 4
registered population (%) 399 444 4 [4.48] [5-1]

Share of value-added in services (%) 50.5 53.9° 56 [3.4] [5.5]
Innovation-driven growth
R&D spending intensity (%) 2.1 2.19° 2.5 [0.09] [0.4]
Nu_mber of invention patents per 10,000 popu- 63 1337 12 7] (5.7]
lation
Contribution of technological progress to GDP 553 58.5%in 2018 60 [4.7]
growth (%)
People’s welfare
Qrowth ?)f household per capita disposable ) R - 8.8%’ =65
income (%)
Urban job growth (10,000 persons) - - - [5378]" [>5000]
Rural poverty reduction (10,000 persons) - - - [5024]" [5575]
Basic pension insurance participation rate (%) 82 90 [8]
Ur_ban shantytown housing renovation (10,000 ) ) B [2157]" [2000]
units)
Environmental sustainability
Reduction of water consumption per 10,000 13
yuan of GDP (%) ) B (371 (23]
Reduction of energy consumption per unit of 14
GDP (%) - - - [14.7] [15]
Forest coverage (%) 21.7 23.0"° 23.0 [1.3] [1.38]

' NBS website: Annual database, calculated with 2015-2019 GDP growth data. GDP in 2019 is calculated at 2015 constant price.

* NBS website: Statistical Communiqué of the People’s Republic of China on National Economic and Social Development in 2019.

> Ibid.

* Ibid.

* Ibid.

* Ibid.

7 Tbid.

¥ Xinhua.net: Ministry of Science and Technology: S&T advances contributed 58.5% to China’s growth in 2018.

” NBS website: Annual database, calculated with 2016-2019 data.

' Calculated based on the Statistical Communique on National Economic and Social Development in 2016-2019.

"' The same as above.

" According to the Statistical Communique on National Economic and Social Development in 2016-2019, a cumulative total of 21.57 million units
started construction.

" Calculated based on the Statistical Communique on National Economic and Social Development in 2016-2019.

" The same as above.

" Ministry of Natural Resources: China added 706 hectares of forest last year, http:/www.mnr.gov.cn/dt/ywbb/202003/t20200313_2501419.html
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Percentage of days with
good air quality in cities
at or above prefecture
level (%)

76.7 82" >80 - -

Air quali
quatlty Reduction in PM, 5 con-
centration in cities with
exceedance at or above
prefecture level (%)

N _ - [29.81" [18]

Percentage of water body

18
Surface water at or above Class I1I (%) 66 749 =10 ) )

quality Percentage of water body

19
worse than Class V (%) 9.7 34 <3 . )

Note: GDP and TFP growth rates are calculated by comparable price, and absolute values are calculated by 2015 constant price; numbers in [ ] are five-year cumula-
tive numbers of 2016-2020 (or four years of 2016-2019); PM, ; exceedance means annual mean value above 35 ug/m’.

incentives, fiscal policies, employee settlement and environmental protection. Since 2017, coal-fired
power has also been identified as a main sector subject to administrative strictures to curtail capacity.
Sectors such as steel, glass and electrolytic aluminum have been subject to higher environmental
standards and market-based capacity cuts. Emission standards and production quotas are expected to
force sectors to clear out.

Less overcapacity has meant higher utilization rates. Firm profitability has increased in response to
supply and demand, setting the scene for better quality manufacturing to develop. From 2016 to 2018,
the steel and coal sectors phased out obsolete capacity by 150 million and 810 million tons, respectively,
and more than 20 million kWh of coal-fired power plants were closed. Both are ahead of targets set
for the 13th Five-Year Plan period. According to the fourth national economic census data published
in 2019, there were 2,556 large raw coal producers in China, down 47.7% from the end of 2013. They
included 2,237 small coal producers with an annual output of less than 900,000 tons, down 2,290 from
2013. The number of ferrous metal smelting, rolling and processing legal entities dropped to 22,000,
down 42.0% from the end of 2013, and the total workforce in the sector was reduced by 47.5%, falling
by 1.2 percentage points as a share in the manufacturing industry - the biggest decline among all the
manufacturing sectors. The steel and coal sectors saw their operating rates rise swiftly to a sound range™.

China continued to strictly enforce the Action Plan for Air Pollution Prevention and Treatment and
the Action Plan for Water Pollution Prevention and Treatment and amended the Law on Environmental
Protection, which were enacted in the 12th Five-Year Plan period. In addition, the State Council
promulgated the Action Plan for Soil Pollution Prevention and Treatment in 2016, thus forming “three
action plans” for fighting air, water and soil pollution. The Chinese government also implemented
vertical management over environmental monitoring agencies below the provincial level to increase
regulatory independence and curb pollution. The Central Environmental Supervision Group, established
by the then Ministry of Environmental Protection, with officials from the Central Commission for
Discipline Inspection and the Organization Department of the CPC Central Committee as participants,
is responsible for environmental inspections of provincial Party committees, governments and key

' Ministry of Ecology and Environment: China’s surface water and air quality status in 2019 (this paper adopts average data of January-December
2019). http://www.mee.gov.cn/hjzl/shj/qgdbszlzk/202002/P020200220742981170464.pdf

"7 Calculated based on the Statistical Communique on National Economic and Social Development, 2016-2019.

" Ministry of Ecology and Environment: China’s surface water and air quality status in 2019 (this paper adopts average data of January-December
2019), http://www.mee.gov.cn/hjzl/shj/qgdbszlzk/202002/P020200220742981170464.pdf

" The same as above.

" NBS website: China’s manufacturing heads toward medium and high-end links, http://www.stats.gov.cn/tjsj/sjjd/202001/£20200104_1721287.
html
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Figure 1: National Industrial Capacity Utilization Rate since 2013
Source: NBS

enterprises on behalf of the CPC Central Committee and the State Council to ensure the implementation
of entity responsibilities. In June 2019, the Working Regulations of the Central Government on
Environmental Protection Supervision was enacted as the Party’s first regulation on environmental
protection, and will play an important role in environmental supervision in accordance with the law.

In addition to phasing out obsolete capacity and tightening environmental enforcement, great efforts
have been made to foster new growth drivers, which have led to the flourishing of new industries, new
formats and new business models (“three new economies”). Since 2018, the National Bureau of Statistics
(NBS) has started to estimate and release indices for value-added and growth engine indices of the “three
new economies.”

In 2018, the “three new economies” made up 16.1% of China’s GDP with a current-price growth
rate of 12.2%, or 2.5 percentage points higher than current-price GDP growth over the same period.
In 2018, China’s secondary industry saw the fastest growth among the “three new economies,” above
15.1% at the current price, up 3.2 percentage points over the previous year’ . Despite their relatively low
share of value added, the “three new economies” are developing from strength to strength, fueling the
economy amid slowing traditional growth drivers.

*' NBS website: Value-added of China’s “New Three Economies” accounted for 16.1% of GDP in 2018: http://www.stats.gov.cn/tjsj/zxfb/201907/
20190727 _1682335.html.
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Table 2: Value-added of the “Three New Economies,” 2015-2018

2018 2017 2016 2015
Industry Absolute Current-price Absolute Absolute
volume (100 | Share of GDP P volume (100 | Share of GDP | volume (100 | Share of GDP | Share of GDP
o growth (%) o o

million yuan) million yuan) million yuan)
Threer:ssv,,econo' 145,369 16.1% 122 129,578 15.7% 113,587 15.3% 14.8%
Primary industry 6,227 0.7% 3.8 5,998 0.7% 5,830 0.8%

Secondary industry] 62,453 6.9% 15.1 54,253 6.6% 48,497 6.5%

Tertiary industry 76,689 8.5% 10.6 69,326 8.4% 59,260 8.0%

Note: For 2017, this percentage is calculated based on verified actual GDP; the sum of itemized data is not equal to the total due to the revision of numerical values.

Data for 2019 are yet to be published. Source: NBS http://www.stats.gov.cn/tjsj/zxfb/201907/t20190727 _1682335.html.

Table 3: New Economic Engine Index, Categorized Indicators and Growth Rates, 2015-2018

2018 2017 2016 2015 2014
Indicator . . . . .
Indicator Growth Indicator |Growth rate| Indicator |Growthrate| Indicator |Growth rate| Indicator
value rate (%) value (%) value (%) value (%) value
New economic mo- | 5 3 28.7 210.1 34.1 156.7 26.9 123.5 235 100
mentum index
Economic vitality 292.0 2.7 284.3 38.4 205.5 423 144.4 44 .4 100
Innovation-led growth 174.4 21.8 1433 134 126.3 11.3 113.5 13.5 100
Network economy 605.4 67.2 362.1 79.1 202.2 47.3 137.3 37.3 100
Transition and up-
143.9 8.8 132.3 6.4 124.3 133 109.7 9.7 100
grade
Knowledge capacity 135.9 5.8 128.5 2.7 125.1 11.1 112.6 12.6 100

Source: NBS website: http://www.stats.gov.cn/tjsj/zxfb/201907/t20190731_1683083.html. Data for 2019 are yet to be published.

China’s New Economic Engine Index for 2015-2018 is 123.5, 156.7, 210.1 and 270.3, up 23.5%,
26.9%, 34.1% and 28.7% YoY, respectively, with the benchmark of 100 for 2014. Specifically, there
have been improvements in the five categories of indicators, including economic vitality, innovation-led
growth, network economy, transition and upgrade, and knowledge capacity.

According to the fourth national economic census data, China’s manufacturing sector has been
upgrading towards medium- and high-end links of the value chain. At the end of 2018, the number of
high-tech firms and equipment manufacturers with corporate legal entity status reached 34,000 and
133,000, respectively, up 24.8% and 12.2% from the end of 2013 and all reported aggregate asset growth
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rates above 50%, with their business revenue as a share of large manufacturing enterprises increasing
by 4.0 and 4.5 percentage points from 2013. The redirection of the workforce and capital to high-tech
industries and advanced manufacturing sectors such as equipment manufacturing has accelerated. At
the end of 2018, the workforce employed in high-technology and equipment manufacturing enterprises
as a share of the total workforce in large manufacturing enterprises rose by 3 to 5 percentage points
over 2013, and the share of their total assets increased by 6 to 7 percentage points. Flourishing strategic
emerging industries have become new drivers of manufacturing growth.

There were 66,000 manufacturing enterprises in strategic emerging industries in 2018, accounting
for 17.7% of large industrial enterprises in China, up 3.3 percentage points over the previous year.
Industrial strategic emerging industries accounted for 21.2% of the total value-added of large industrial
enterprises, up 3.5 percentage points compared with the previous year. Emerging industrial products
have unleashed growth potentials. In 2018, China’s large manufacturing enterprises initiated 550,000
new product development projects, up 56.3% from 2013. Digital, smart and automated equipment and
high-end information and electronic products have become new growth drivers, boosting the nation’s
industrial and consumption upgrade. Annual production capacity of new energy vehicles, smart phones,
industrial robots and commercial drones reached 1.20 million, 1.34 billion, 183,000 and 3.09 million
units, respectively”.

Emerging industries have experienced a robust recovery from the COVID-19 crisis. In March 2020,
high-technology manufacturing reported an above-average PMI. Among the key sectors, high-tech
manufacturing, equipment manufacturing and the consumer goods industry reported PMIs of 55.8%,
54.5% and 52.0%, respectively. Among them, the PMI of high-tech manufacturing was 3.8 percentage
points higher than the overall level of the manufacturing industry”. Products such as 3D printing
devices, monocrystalline silicon, multi-crystalline silicon and smart watch have seen rapid growth.
Internet economy such as e-commerce, online learning and remote diagnosis has developed rapidly.
Obviously, COVID-19 did not prevent new growth drivers from flourishing.

2.2 Improving the Financial System and Resolving Major Risks

China saw a steep rise in its leverage ratio after 2008, with the overall leverage ratio of the non-
financial sector rising from 141.3% in 2008 to 243.3% in 2015. Amid increased demand from firms and
local governments for debt financing, China’s financial system has been dominated by indirect financing
through banks and is yet to create direct financing channels. In 2012, a financial liberalization reform
allowed banks to bypass regulation and expand financing through “shadow banking” operations such
as intermediate and off-balance-sheet businesses. The ballooning shadow banking system continued to
support local government financing platforms and SOEs mired in overcapacity, giving rise to leverage
ratio, risk accumulation and financial system fragility. It also slowed the reduction of overcapacity. The
need for all-around financial regulation became more urgent than ever.

In this context, the 13th Five-Year Plan called for increasing financial macro-prudential management
and reducing the leverage ratio. Since 2016, China’s central bank has implemented macro-prudential
assessment (MPA), incorporating banks’ off-balance-sheet wealth management business into the broader
credit assessment, with the aim of curbing the rampant expansion of off-balance-sheet business.

In April 2017, General Secretary Xi Jinping mentioned financial security at a collective workshop
of the CPC Central Committee Politburo. The National Financial Work Conference held that July
announced the establishment of the State Council Financial Stability and Development Committee to

* NBS website: China’s manufacturing industry heads toward medium and high-end links, http://www.stats.gov.cn/tjsj/sjjd/202001/
120200104 _1721287.html

* NBS website: PMI rebounded in March after nosediving in February as companies go back to work, http://www.stats.gov.cn/tjsj/sjjd/202003/
t20200331_1735878.html
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enhance financial regulatory coordination and close regulatory loopholes. That December, the Central
Economic Work Conference identified, as a top priority of the “three tough battles” in the following three
years, the prevention of major risks. In April 2018, the then China Banking Regulatory Commission
and China Insurance Regulatory Commission were consolidated into the China Banking and Insurance
Regulatory Commission (CBIRC). The new Asset Management Rules were unveiled the same month.

Under top-down guidance, a new round of tougher financial regulation was introduced in every area
to unify regulatory standards, eliminate regulatory arbitrage, regulate banks’ off-balance-sheet businesses
and the shadow banking system, break through implicit guarantee, regulate the operation of fund pools,
and in this way redirect financial institutions to focus on their main businesses. Meanwhile, tighter
restrictions were imposed on polluting and energy-intensive industries, industries with overcapacity
and the real estate sector to which shadow banks preferred to lend. In 2016, the Central Economic Work
Conference adopted the “houses are for living in, not for speculation” principle. Policies to reduce
overcapacity and stringent environmental protection systems curbed the flow of capital into real estate
speculation, polluting and energy-intensive industries, and industries with excess capacity, redirecting
funds to support the real economy.

Financial regulation has resulted in fewer financing channels being available to local governments,
prompting them to increase implicit debt through PPP, government investment fund and government
procurement of services. The Opinions of the CPC Central Committee and the State Council on
Preventing and Resolving Local Government Implicit Debt Risks and Accountability Measures for Local
Government Implicit Debt published in 2018 marks the beginning of local government efforts to clean
up implicit debts. In addition, the issuance of special local government bonds has been expedited to
ease fiscal pressures on local governments. Regarding corporate debt risks, regulators have addressed
financial risks from high-risk institutions such as Baoshang Bank, steadily resolved regional and liquidity
risks of small and medium-sized banks, and taken steps to handle bond defaults of private enterprises,
keeping systemic financial risks at bay.

The struggle to ameliorate major financial risks has yielded positive results, causing the macro-
leverage ratio to be reined in. China’s macro-leverage ratio rose by 2.4 percentage points in 2017, went
down 1.9 percentage points in 2018, and climbed by 6.1 percentage points in 2019. For the whole year,
China’s macro-economy leverage ratio was 245.4%. China’s rising leverage ratio rebound in 2019
is justified. The over 6 percentage point increase in the leverage ratio in 2019 is only half the annual
average growth from 2008 to 2016. The cumulative growth rate slowed to 1 percentage point in the latter
three quarters of 2019, which shows the determination of policy authorities to stabilize the leverage
ratio’’. Overall, China has started to mitigate financial risks accumulated a few years ago, which offers
broad policy space to cope with COVID-19 and the economic downturn in 2020.

Tightening financial regulation has been accompanied by financial reform and opening up. In
indirect financing, the PBoC reformed the loan prime rate (LPR) formation mechanism in August 2019 to
enhance the allocation of market-based capital and remove the administrative pricing of the benchmark
loan interest rate. In direct financing, the Shanghai Stock Exchange created a Sci-Tech innovation board
(STAR Market) in 2019 and piloted the registration system. The revised Securities Law came into effect
March 1, 2020. By implementing the securities issuance registration system and enhancing oversight
and investor protection, Chinese regulators have established an important institutional foundation for a
multi-tiered capital market system. In July 2019, the State Council Financial Stability and Development
Committee released 11 measures to further increase financial openness. Market access conditions or
business scope were substantially relaxed in such areas as banks’ wealth management subsidiaries,

** Zhang Xiaojing, Liu Lei: “China’s Leverage Ratio Is Likely to Nudge up in 2020: China’s Leverage Ratio Report 20197, Economic Information
Daily, February 18, 2020.
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asset management, insurance, securities, investment funds, futures and rating services. These financial
openness measures aim to expedite renminbi internationalization and promote China’s participation in
global economic governance cooperation mechanisms.

2.3 Balancing Regional Development and the Spatial Layout

As China strives to achieve high-quality development, the traditional classification of the four
regional segments has become obsolete. The modern economy requires regions to collaborate based on
their respective resource endowments.

Since reform and opening up, China has adopted a string of regional development strategies,
including the development of the western region, the revitalization of the northeast, and the rise of the
central region. During the 13th Five-Year Plan period, the Chinese government adopted numerous major
national development strategies, including the development of the Guangdong-Hong Kong-Macao
Greater Bay Area, integrated development in the Yangtze River Delta Region, and ecological protection
and high-quality development in the Yellow River Basin. These regional development strategies
prioritize regional resource allocation efficiency, integrated city cluster development, and the leading
role of central cities.

Along with revamping regional classification, the central government has expanded the experimental
free-trade areas. As a result of the success of the four experimental free-trade zones in Shanghai,
Guangdong, Tianjin and Fujian, China added 14 additional experimental free-trade zones during the
13th Five-Year Plan period, including Liaoning, Zhejiang, Henan, Hubei, Chongqing, Sichuan, Shaanxi,
Hainan, Shandong, Jiangsu, Guangxi, Hebei, Yunnan and Heilongjiang. Currently, China has a total of
18 experimental free-trade zones in the coastal, interior and border regions.

Shanghai and Shenzhen have become exemplars modeling the advantages of the deepening reforms,
promoting high-quality development and opening-up. In August 2019, the State Council created the Lin-
gang Special Area of the Shanghai Pilot FTZ (Lin-gang Special Area). Not only is the Lin-gang Special
Area an expansion of the area encompassed by the original Shanghai Pilot FTZ, but it has also been
earmarked to become a center of innovation, with integrated onshore and offshore businesses, outbound
business development, and access to domestic and international markets and resources. It is also intended
to be an experiment in international economic governance. In August 2019, the central government
decided to support Shenzhen in building a demonstration pilot zone for socialism with Chinese
characteristics, with the intention of turning Shenzhen into a showcase of high-quality development, rule
of law, urban civilization, people’s well-being and sustainable development.

In addition to being free-trade zones, the pilot national comprehensive reform zones have also made
progress in every area. In May 2019, the National Development and Reform Commission (NDRC)
issued the Key Priorities for Building National Comprehensive Supporting Reform Pilot Areas in 2019,
which identifies reform priorities for the 12 pilot national comprehensive reform areas. They include the
Comprehensive Reform Pilot Program of the Shanghai Pudong New Area, the Comprehensive Reform
Pilot Program of the Binhai New Area in Tianjin, the Pilot Reform Area for Integrated Urban and Rural
Reforms in Chengdu, the Shenzhen Integrated Reform Pilot Area, the Comprehensive Reform Pilot
Area of New-type Industrialization in the Shenyang Economic Zone, the Comprehensive Reform Pilot
Area for the Resource-Based Economic Transition of Shanxi Province, the Comprehensive Reform Pilot
Program for International Trade in Yiwu City of Zhejiang Province, the Comprehensive Reform Pilot
Area for Deepening Cross-Straits Communication and Cooperation in Xiamen City, and the Integrated
Reform Pilot Area for Modern Agriculture in the “two great plains” in Heilongjiang Province. The pilot
areas are expected to act as exemplars showing the advantages of the deepening reforms, and inspiring
more institutional innovations that can be replicated more broadly.

During the 13th Five-Year Plan period, in addition to prioritizing regional development, China’s
central government restructured the spatial layout of national land resources. Previously, China’s
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urbanization and regional development lacked proper planning. Regional specialization, coordination,
economies of scale, resource conservation, and environmental sustainability were impeded by urban
sprawl and homogeneous industrial structure. As a populous country with limited available land, China
must plan for city clusters based on main function zones and megacity circles. Regional planning should
take into consideration environmental capacity and productivity layout. With large cities as the core,
small and medium-sized cities should be integrated to foster world-class city circles.

In May 2019, the CPC Central Committee and the State Council released the Opinions on the
Establishment and Supervised Implementation of a Spatial Planning System for National Land
Resources, which aims to enforce science-based planning of working, living and ecological spaces,
and to integrate main function zones, land use and urban-rural planning into unified national planning
for land resources. In a single blueprint, spatial planning for land resources becomes the basis for
various development and environmental protection activities. Unified planning also makes it possible
to streamline the regulatory approval, enhance administrative efficiency, and improve the business
environment.

2.4 Coping with External Shocks by Increasing Openness

As the United States launched a trade war against China in 2018, countries stepped up their fight for
international market share, supply chain and investments.

While safeguarding its national dignity and core interests, China has taken the initiative to open up
at a higher level. In 2018 and 2019, China held two annual China International Import Expos (CIIE) and,
in 2018, cut tariff rates in a bid to turn itself into a “market for the world” in addition to being a “factory
of the world.” According to the Report on China’s Open Development 2019 released by the Research
Institute of the Ministry of Commerce, China’s current aggregate trade tariff rate is only 4.4%, far below
those of other developing countries and close to those of advanced economies like the European Union
and the United States.

In keeping with the changing situation of international competition and the need for high-quality
development domestically, China has started to shift from openness based on the flow of commodities
and factors to institutional openness based on rules and standards. In the past, China had regulated
foreign investment in accordance with the Catalogue for the Guidance of Foreign Investment Industries.
The 2017 edition of the Catalogue for the Guidance of Foreign Investment Industries includes 348
encouraged sectors, 35 restricted sectors and 28 prohibited sectors. In line with international practice,
China has adopted a negative list for foreign investment nationwide since 2018, which includes
“restricted” and “forbidden” items in the original guidance catalogue. In 2018 and 2019, China
published two editions of Special Administrative Measures for Foreign Investment Access (Negative
List), which reduced “restricted” and “forbidden” items on the 2019 edition negative list to 40, down
23 compared with the guidance catalogue of 2017. In the free-trade zone, the negative list system had
been implemented since 2013. In the 13th Five-Year Plan period, China published 2017, 2018 and 2019
editions of Special Administrative Measures for Foreign Investment Access to Free Trade Pilot Zones
(Negative List). Total entries were reduced from 190 in the 2013 edition to 37 in the 2019 edition, which
is more open compared with the national negative list of 40 entries.

In the negative list for foreign investment, China has separately listed “encouraged sectors” from the
Guidance Catalogue for Foreign Investment (2017 Edition), which form a separate Guidance Catalogue
for Encouraged Industries for Foreign Investment (2019 Edition). The Guidance Catalogue includes
a separate catalogue of advantageous industries for foreign investment in China’s central and western
regions to promote foreign investment in modern agriculture, advanced manufacturing, high technology,
energy conservation and environmental protection, and modern services. The goal is for foreign
capital to play a positive role in China’s industrial development, technology progress and structural
improvement.
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Figure 2: China’s Import and Export Data, 2000-2019
Source: NBS website “annual database”
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Figure 3: China’s Actual Foreign Investment Inflow, 2000-2019

Source: NBS website “annual database”
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China has also accelerated the development of a legal system for foreign-related matters. In
March 2019, China enacted the Foreign Investment Law, which came into effect January 1, 2020. As
the fundamental foreign capital law, the Foreign Investment Law has established a pre-access national
treatment plus negative list system, which marks another important institutional milestone in China’s
development of an open economy in line with international standards.

Despite trade frictions during the 13th Five-Year Plan period, China has maintained robust growth
in international trade and foreign direct investment, offering a “market for the world” and opportunities
for international investment.

2.5 Transforming Government Functions and Reforming Party and Government Institutions

From 2013 to 2018, the Chinese government expedited the transformation of government functions
to streamline administration, devolve powers, and improve regulation. In the five years, the State
Council reduced matters subject to administrative approval by 44%, putting an end to non-administrative
licensing approval. Corporate investment matters subject to central government approval were reduced
by 90%. Intermediate service matters subject to administrative approval were reduced by 74%.
Matters subject to central and local government pricing were cut by 80% and 50%, respectively. Due
to comprehensive reforms of commercial systems such as business registration and registered capital
requirement, the time it took to open a business was cut by more than one third. Random selection of
both regulatory inspectors and companies subject to inspection was instituted as part of innovative
interim and ex-post regulation, with the result of the inspection announced promptly, to increase
regulatory effectiveness and fairness.

After 2018, the devolution of government power started to be replaced by institutional
transformation, setting more sophisticated systems as the government-market boundary”’.

During the 13th Five-Year Plan period, China implemented a negative list for market access
across the country. In 2018, the NDRC and the Ministry of Commerce promulgated the Negative List
of Market Access (2018 Edition)’*, which includes four items “prohibited for market access” and 147
items that require “government approval for market access.” No market entity may engage in any
business prohibited for market entry. For items that require “government approval for market access,”
a market entity must file an application to a designated administrative authority, which will decide
whether or not to approve market access. All market entities may enter sectors, fields and businesses
outside the negative list for market entry. In 2019, the NDRC and the Ministry of Commerce published
the Negative List for Market Access (2019 Edition), which includes five items prohibited for market
access and 126 items that require government approval for market access, or 20 entries fewer than the
2018 edition. The negative list for market access consolidated nationwide regulations on market access,
including the Guidance Catalogue for Industrial Restructuring, the Catalogue of Investment Projects
Subject to Government Approval, and the Catalogue of Market Access Prohibitions and Permissions
for the Internet Industry. The nationally unified negative list clarifies the government-market boundary,
stabilizing market expectations, and encouraging entrepreneurship and dynamism.

While relaxing market access, the Chinese government has increased interim and ex-post regulation.
In 2016, the Chinese government started to pilot the “three systems” (law-enforcement disclosure and
recording, and key law enforcement decision review systems). In 2019, the full-fledged implementation
of the “three systems” contributed to fair law enforcement in China.

During the 13th Five-Year Plan period, the Chinese government employed information technology

* The Chinese government website: Government Work Report 2018, http://www.gov.cn/zhuanti/20181h/2018zfgzbg/zfgzbg htm

* Note: Negative List for Market Access is applicable to all domestic and international investors. The Special Administrative Measures (Negative
List) for the Access of Foreign Investment and the Special Administrative Measures (Negative List) for the Access of Foreign Investment in Free-Trade
Pilot Zones are only applicable to foreign investments.
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to improve service efficiency. In September 2016, the State Council published the Guiding Opinions on
Accelerating the “Internet+ Government Services” Work, calling for the creation by the end of 2020
of an “Internet+ government services” system offering web portals for accessing government services
across the country. In early 2019, China established 31 provincial online government service platforms,
and more than 30 State Council departments have launched government service platforms. Among them,
20 provincial-level regions have established online government service systems at the provincial, city
and county levels. Among the 22,152 matters subject to provincial administrative licensing, 16,168 are
ready for online appointment and pre-review, accounting for 72.98% of the total. The average processing
time has been shortened by 24.96%"".

Improving government services has led to a better business climate. According to the World Bank’s
2020 Business Climate Survey, China’s overall business score in 2019 was 77.9 points, ranking 31st in
the world, up 15 points compared with the previous year. For the second successive year, China ranked
among the top 10 economies whose business climate improved the most.

In 2018, the Party and government institutions underwent a reform of unprecedented intensity.
Unlike previous State Council reforms, this round of reform was carried out by both the Party and
government institutions at the same time. The reform improved the institutional arrangements of the
Party and the State Council and integrated administrative functions previously scattered across various
departments, implementing the Party and government’s organizational system for promoting high-quality
development and modernizing national governance.

In 2019, the Fourth Plenum of the 19th CPC Central Committee deliberated and adopted the
Decisions on Major Matters Concerning the Adherence to and Improvement of Socialist System with
Chinese Characteristics and Modernizing National Governance, which defines the fundamental systems
of socialism with Chinese characteristics. The Decisions answers important questions regarding “what
should we adhere to, consolidate, improve and develop,” and forms the basis for expediting various
reform initiatives. The Decisions is of far-reaching significance to advancing reform and opening up in
the new era, addressing risks and challenges, and accomplishing the “two centennial goals.”

3. Unaccomplished Goals in the 13th Five-Year Plan Period

3.1 Industrial Upgrade Remains an Uphill Battle

In the 13th Five-Year Plan period, China implemented supply-side structural reforms and completed
the tasks of “removing burdens, clearing barriers and building up the fundamentals” with fair quality.
Yet many localities still rely on traditional industries for economic development, fiscal revenue and
employment. As China increases efforts to reduce overcapacity and protect the environment, some
localities struggle to keep the economy growing.

More work needs to be done to reduce overcapacity. Policymakers should remain practical about
the business climate for various sectors. Despite rising industry concentration and profitability, some
companies are yet to transition from a crude pattern of development to an intensive one. The companies
must strive to avoid inefficient growth. The market has yet to create long-term incentives and restraints.
Restrictions on overcapacity, once relaxed, are likely to revive dormant companies. The economy as a
whole is yet to embark upon a resource-efficient and environmentally friendly path.

New growth momentum requires a better business environment. Capital excess coexists with a
lack of economic dynamism. As a solution, the government should broaden market access, create stable
investment expectations, reduce the cost of doing business, promote fair access to factors, and unleash

*7 The Chinese government website: http://www.gov.cn/xinwen/2019-02/18/content_5366835.htm.
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the dynamism of economic players of all ownership types. The three negative lists for investment have
been shortened continuously ever since their promulgation. Yet implementation remains inadequate.
Policy implementation has failed to achieve expected targets. Commitment to opening-up is left
unfulfilled. Key processes are not transparent and are fraught with implicit barriers. Companies complain
about complex supervision, arbitrary law enforcement, and regulatory loopholes. Access to production
factors remains unequal across regions, between urban and rural households, and among companies of
different ownership nature and identities.

3.2 Financial Reform Is at a Critical Stage

China’s macro-leverage ratio remains high, and is unlikely to decrease before high-quality economic
development is fully achieved. Financing demand from both government and corporate sectors amid the
COVID-19 pandemic is likely to further drive up the leverage ratio. Recently, local governments have
shown a policy impulse to ease housing market restrictions. Some borrowers have illegally invested in
the real estate and stock markets. In this context, financial authorities must step up supervision and keep
financial risks at bay.

Illegal credit flow reminds us that China’s financial sector is yet to better serve the real economy.
Financial regulation may stem credit flow to polluting and energy-intensive industries, industries with
overcapacity, and indebted local governments. Yet regulation also gives rise to excess capital and deters
borrowing. For one thing, borrowers still face identity discrimination from banks, which heavily rely on
collateral. Banks’ risk pricing power is insufficient to support high-quality economic development and
inclusive finance. Private firms and micro, small, and medium-sized enterprises (MSMEs) are not yet
competitive enough to bring about the interplay between finance and the real economy.

In the field of direct financing, capital market systems have room to improve. China’s capital
markets are divided into various segments with inconsistent fundamental systems. Speculation in the
main board market is unchecked due to inadequate regulation and institutional constraints such as
market exit. Such speculation has attracted a large volume of capital that would otherwise be invested
in companies listed in other segments. Consistent regulatory systems should be put into place to bring
about synergy and common growth of various market segments. For listed companies to thrive, the case
for improving fundamental systems has become more urgent than ever.

Uncertainties about China’s financial stability have grown as foreign capital gains access to China’s
financial sector. The recent Luckin Coffee debacle and the Bank of China’s hefty losses on crude oil
futures have exposed Chinese companies’ weaknesses in coping with external financial shocks.

3.3 Regional Economy Remains in the Infancy Stage

China’s spatial planning for land resources and regional development has only recently been
determined. The effects of its implementation are yet to be seen.

First, central cities in China’s northeast, central and western regions are yet to fully develop and
create spillover effects for small and medium-sized cities in the vicinity and the blueprint of development
planning is yet to be materialized by actual industries. Advantageous industries across regions are still in
the development stage and their clustering effect takes time.

Second, small and medium-sized cities face the risk of economic slowdown. Over the years, China’s
industrialization and urbanization have followed the approach of homogeneity, resulting in similar
industrial structures across regions. Without the attraction of central cities, small and medium-sized
cities lack dynamism and orientation.

Lastly, another area that needs improvement is transfer payment and inter-regional compensation.
China’s land resources are divided into industrial, commercial, residential and ecological zones. Such
spatial planning is conducive to ecological conservation and industrial coordination, but requires the
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central government to provide transfer payments and create an effective ecological compensation
mechanism.

3.4 Local Governments Are in the Midst of a Transition

Transition towards modern governance has been slow at the local level. In recent years, government
officials have been saddled with mounting pressures for reform, development and stability. Despite the
achievements in the institutional reforms of the Party and government institutions, more work needs to
be done to consolidate administrative functions, streamline processes and enhance efficiency.

Some local governments struggle to maintain fiscal equilibrium. Amid deepening supply-side
structural reforms, local revenues from natural resources and land sales decreased, and credit supply
diminished. Yet fiscal spending is on the rise, making it difficult to achieve fiscal equilibrium.

Local governments rely on dividends from industrialization and urbanization, which have started to
wane. The growth model driven by industrial investment has come to an end. Given the scarcity of land
and the large rural population, China’s future urbanization has to follow a more intensive approach. For
local governments, intensive urbanization means that land transfer revenues are about to taper off. Local
governments must strive to develop sustainable industries, generate stable fiscal revenue, and urbanize
their registered populations. A strategy of revitalizing the countryside must be implemented if rural
residents are to stay in the countryside. Without complete rural land reform and grassroots institutions,
it is difficult for agricultural modernization to make any substantive headway. We should have more
patience about revitalization of the countryside, which cannot be achieved without local government
commitment to the transition and development of the urban economy.

4. Priorities for the 14th Five-Year Plan

In the 13th Five-Year Plan period, China’s reforms achieved the priorities of “removing burdens,
clearing obstacles, and building up the fundamentals,” paving the way for high-quality development
in the future. During the COVID-19 pandemic, policymakers must maintain composure in completing
various tasks that have arisen. The 14th Five-Year Plan must address regional and current issues from
overall and long-term perspectives, focusing on the following issues.

4.1 Giving Priority to Industrial Restructuring

China’s industrial structure features a host of high-end, medium-end and low-end industries, and
efficient companies coexist with inefficient ones. In this context, China should upgrade traditional
industries, develop emerging industries, and support competitive companies while weeding out less
competitive ones. In the past, China focused on developing emerging industries to increase the aggregate.
Yet productivity stagnated in the traditional industries due to inefficient companies and market barriers.
In the 13th Five-Year Plan period, China took administrative measures to reduce overcapacity. In the
14th Five-Year Plan period, more work should be done to remove distortions, inefficiencies and market
barriers at the institutional level. Efforts should be made to implement the Opinions of the CPC Central
Committee and the State Council on Creating More Complete Market-based Factor Allocation Systems
and Mechanisms, to implement the negative list system in a more stringent manner, and to balance the
relationship among state-owned enterprises (SOEs), economies of various ownership types, and small,
medium-sized and large enterprises. The goal is for enterprises of all ownership types to have equal
access to production factors, compete on an equal footing, and be treated equally in accordance with the
law.

We should balance the relationship among primary, secondary and tertiary industries and between
emerging and traditional industries. We should make greater efforts to overcome technological
bottlenecks, and promote service-based primary and secondary industries and the information-based
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upgrade of traditional industries. The goal is to achieve significant progress in supply-side structural
reforms and “Made in China 2025,” paving the way for China’s transition towards medium- and high-
end industries by 2030.

China’s catch-up industrialization strategy based on “high savings and high investment” is coming
to a close. Future high-quality development requires domestic consumption potentials to be unleashed.
In coping with the COVID-19 pandemic, slowing globalization and rising external uncertainties,
policymakers must tap the potentials of China’s consumer market of 1.4 billion people. By offering better
public services and enhancing social security, the government may stabilize household expectations, and
boost consumption, and in so doing, build an economy driven by domestic consumption.

4.2 Developing as an Innovative Country

In the field of technology innovations, China has moved from being a follower to being a leader.
Under an improved new state-led system, China should now focus on achieving critical technological
breakthroughs and ramping up fundamental research and homegrown innovations by enterprises,
universities and research institutions. At the policy level, pro-innovation policymaking should strive to
foster an innovative environment instead of simply offering fiscal and financial incentives as in the past.
We should step up the protection of intellectual property rights, raise efficiency in judicial relief, step up
punitive compensation, and train more managerial and legal experts in the field of intellectual property
rights.

Talent is the cornerstone of a country’s capacity for innovation. In the 14th Five-Year Plan period,
we should further improve our national education system from early childhood education to higher
education, and promote more balanced allocation of educational resources. After decades of enrolment
expansion, the current priority is to improve the quality of higher education in China. New technology
driven by digitalization and automation is replacing manual labor. We need to create a national education
system oriented towards the future by improving educational quality, focusing on creative, non-
conventional, social and self-learning skills. The COVID-19 pandemic has made new models such as
online education and shared education more popular. New means of education should be employed for
better and fairer access to education.

4.3 Priority Should Be Given to Fostering Regional Economy

Urbanization and industrialization are the key drivers of China’s economic development. The world
today has entered a new era of urban development featuring ever-closer transportation, network ties
among cities of all sizes, and the rising international competitiveness of large cities. Following this trend,
the 14th Five-Year Plan should improve the spatial layout of productivity in China, formulate reasonable
regional development planning, and develop an urban economy based on the distinctive features of
cities.

First, we should expedite the development of central cities. While conserving the environment and
arable land, the central government should devolve construction land review and approval rights to local
governments, improve regional and national land markets, address the shortage of land in central cities,
adopt science-based and long-term urban development planning, and foster regional growth drivers.

Second, we should balance regional development. A vibrant regional economy requires
complementary and coordinated large, small and medium-sized cities. The COVID-19 pandemic
reminds us that for all their economies of scale, densely populated large cities also have fragilities in
terms of security. Improving access to transportation infrastructure and rising 5G penetration will propel
the development of distributed office, creating more opportunities for small and medium-sized cities
in the vicinity. Yet current central and local fiscal arrangements and local government incentives breed
protectionism. Thus, we should further reform government incentives and central-local fiscal relations.
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We should enhance local government cooperation to integrate transportation facilities, environmental
protection, and public services, and facilitate trade and balance regional development.

4.4 Improving Financial System and Capital Allocation Efficiency

We should continue reforming indirect financing. First, we should continue to improve financial
regulation. We should adopt see-through regulation to monitor capital flow, stem the flow of capital
into risky or inefficient sectors, prevent systemic risks, and induce financial institutions to increase risk
pricing capacity. Second, we should relax market access for financial services, deepen the reform of
small and medium-sized banks, address institutional barriers facing them with respect to their services
to the grassroots and small, medium-sized and micro enterprises (SMMEs), improve insurance and
government guarantee systems, and increase the supply of inclusive finance. Third, we should ramp up
financial infrastructure development, improve the social credit system, create a sound legal framework
for data protection, promote information development, expedite the development of renminbi as a
digital currency, and employ financial technology (fintech) to boost regulatory performance and capital
allocation efficiency.

Priority should be given to improving the direct financing system. We should develop a complete
range of financing functions and systems for market supervision and investor protection. According
to the principles of market-based reforms under the rule of law, we should proactively and steadily
implement a host of systems, including registration-based IPO, information disclosure, dividend
distribution, investor protection, and market delisting. We should crack down upon market violations
such as financial fraud, insider trading and market manipulation. We should maintain a favorable market
environment and improve the multi-tiered capital market system by strengthening the responsibilities of
intermediary institutions and the quality of listed companies,

4.5 Enhancing the Party’s Leadership and the New State-led Model

The 14th Five-year Plan period coincides with a crucial stage of China’s industrial transition. With
global economic recession and adjustment looming large, we should strive to develop an innovative
country based on our country’s advantages of large economy and complete industrial sectors. To catch
up with developed countries in a new round of industrial revolution, we must enhance the new state-
led system under the leadership of the Communist Party of China (CPC) on all fronts, giving play to
the initiatives of both central and local governments. The government and market should play their
respective roles in facilitating new breakthroughs in science and technology.

In the 14th Five-year Plan period, the Party’s leadership should focus on the following areas:
Safeguarding national security and coping with major risks and challenges: Amid the fight against
COVID-19 and the turbulent international situation, we should bring about synergy both domestically
and internationally to tide us over the challenges. Priority should be given to stabilizing employment,
financial markets, foreign trade and investment, domestic investment, and market expectations.
Safeguard measures should be taken with respect to creating jobs and ensuring people’s livelihood,
tiding market entities over difficulties, beefing up food and energy security, keeping the supply chain
stable, and ensuring economic operations at the grassroots level.

Improving the new state-led system: Amid China’s economic restructuring, a new technology
revolution is dawning. With greater ambitions, we should implement national innovation projects of
strategic importance under the state-led system, and address regional and current issues from an overall
and long-term perspective.

Ramping up grassroots organizational development: In combating COVID-19, our grassroots
Party organizations have worked closely and forged strong ties with the masses. We should take
this opportunity to step up the development of urban and rural self-governing organizations and the
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Party’s grassroots organizations, focusing on identifying and cultivating young cadres; organizational
development is essential to more efficient and less costly governance as the foundation of revitalization
of the countryside. =
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