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1. Executive summary

1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1

"This is a reform to the government itself. During the course of reform, the vested interests will be 

XSVHW��7KLV�LV�QRW�QDLO�FOLSSLQJ��,QVWHDG��WKLV�LV�WDNLQJ�D�NQLIH�WR�RQH
V�RZQ�ÀHVK��6R��SDLQ�LV�QDWXUDO��
However painful it may be, we are determined to keep going until our job is done". 

 –Premier Li Keqiang, 15WK�0DUFK�������1
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Overcapacity has been a blight on China’s industrial landscape for many years now, affecting dozens of industries 

and wreaking far-reaching damage on the global economy in general, and China’s economic growth in particular. Yet 

ZKHQ�WKH�(XURSHDQ�&KDPEHU�UHOHDVHG�LWV�¿UVW�UHSRUW�RQ�WKLV�WRSLF�LQ�������LW�ZDV�D�VHOGRP�H[DPLQHG�SKHQRPHQRQ��
8QIRUWXQDWHO\��GXULQJ�WKH�ODVW�VL[�\HDUV��RYHUFDSDFLW\�LQ�&KLQD�KDV�RQO\�FRQWLQXHG�WR�ZRUVHQ��

The scale of overcapacity in China’s steel, aluminium and cement industries highlights the severity of the problem: 

steel production has become completely untethered from real market demand, and is now more than double the 

FRPELQHG�SURGXFWLRQ�RI�WKH�IRXU�QH[W�OHDGLQJ�SURGXFHUV��-DSDQ��,QGLD��WKH�8QLWHG�6WDWHV��86��DQG�5XVVLD�2 in China’s 

DOXPLQLXP�LQGXVWU\�����SHU�FHQW�RI�SURGXFWLRQ�FDSDFLW\�KDV�QHJDWLYH�FDVK�ÀRZ�3 and according to data from China’s 

National Bureau of Statistics and the US Geological Survey, in just two years—2011 and 2012—China produced as 

much cement as the US did during the entire 20
th
 century.

Due to the effect of overcapacity on industry profits, and in conjunction with weak commodity and energy prices, 

GXULQJ�WKH����PRQWKV�XS�WR�'HFHPEHU�������&KLQD�VDZ�LWV�SURGXFHU�SULFH�LQGH[�FRQWLQXDOO\�GHFOLQH�4 This trend has 

VHULRXVO\�LQÀXHQFHG�WKH�SUR¿WDELOLW\�RI�&KLQD¶V�LQGXVWULDO�SURGXFHUV�

The original overcapacity report, released by the European Chamber and Roland Berger Strategy Consultants in 

WKH�DXWXPQ�RI�������VHW�RXW� WR�H[DPLQH� WR�ZKDW�H[WHQW�RYHUFDSDFLW\�KDUPV�&KLQD¶V�HFRQRPLF�GHYHORSPHQW�DQG�
contributes to rising trade tensions. The goal was to discover why and how overcapacity had come to affect some of 

&KLQD¶V�NH\�LQGXVWULHV��VXFK�DV�VWHHO��DOXPLQLXP��FHPHQW��FKHPLFDOV�DQG�UH¿QLQJ��DQG�WR�SURYLGH�UHFRPPHQGDWLRQV�DV�
to how the problem could be brought under control. While the resulting report was presented to the EU-China Summit 

that took place in Nanjing on 30
th
 November, 2009, it regrettably did not lead to a concerted effort to address the 

problem at that time.

,Q� WKH�DXWXPQ�RI������� WKH�(XURSHDQ�&KDPEHU�GHFLGHG� WR�SURGXFH�DQ�XSGDWHG� UHSRUW�H[DPLQLQJ�VXEVHTXHQW�
developments in industrial overcapacity and the continued relevance of the recommendations that were provided in 

2009, and make additional suggestions. This time, the aim is to inspire the Chinese authorities to vigorously pursue 

1　Li Keqiang Vows to Continue Government Reforms, CCTV News, 15
th
 March, 2015, viewed 7

th�-DQXDU\���������KWWS���HQJOLVK�FQWY�FQ������������9,'(�����������������

shtml> 

2　Monthly Crude Steel Production, 2015, World Steel Association, viewed 7
th�-DQXDU\���������KWWS���ZZZ�ZRUOGVWHHO�RUJ�GPV�LQWHUQHW'RFXPHQW/LVW�VWHHO�VWDWV������&UXGH�

VWHHO�SURGXFWLRQ�-DQ�1RY������YV�����B�GRFXPHQW�&UXGH���VWHHO���SURGXFWLRQ���-DQ�1RY����������YV��������SGI!

3　China’s Aluminum Smelters Said to Meet to Discuss Cutbacks, Bloomberg, 9th
 December, 2015, viewed 16

th�'HFHPEHU���������KWWS���ZZZ�EORRPEHUJ�FRP�QHZV�

DUWLFOHV������������FKLQD�V�DOXPLQXP�VPHOWHUV�VDLG�WR�PHHW�WR�GLVFXVV�RXWSXW�FXWV!

4　China’s Producer Prices Fall for 45th Month, Xinhua, 9th
 December, 2015, viewed 2

nd�-DQXDU\���������KWWS���QHZV�[LQKXDQHW�FRP�HQJOLVK������������FB����������KWP!�
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the necessary structural changes to reduce overcapacity and drive China’s economy to a new level of sustainable 

JURZWK��,W�LV�KRSHG�WKDW�WKLV�UHSRUW¶V�UHFRPPHQGDWLRQV�ZLOO�DOVR�FRQWULEXWH�WR�D�VKDUSHQLQJ�RI�WKH�DLPV�DQG�REMHFWLYHV�
of the soon-to-be-released 13th Five-Year Plan��)<3��DQG�WKH�VXFFHVV�RI�&KLQD¶V������SUHVLGHQF\�RI�WKH�*�����

'H¿QLWLRQ�DQG�KLVWRU\�RI�RYHUFDSDFLW\

)RU� WKH�SXUSRVHV�RI� WKLV�VWXG\��RYHUFDSDFLW\� LV�GHILQHG�DV� WKH�GLIIHUHQFH�EHWZHHQ�SURGXFWLRQ�FDSDFLW\�DQG�DFWXDO�
production, i.e. overcapacity is considered the converse of the utilisation rate.

&KLQD¶V�RYHUFDSDFLW\�SUREOHP�LV�E\�QR�PHDQV�D�QHZ�RQH�EXW�LW�LV�QRZ�PRUH�SHUYDVLYH��,WV�LQÀXHQFH�RQ�WKH�HFRQRP\��
both domestic and global, has become ever more destructive, particularly in light of the still-lingering effects of the 

2009 global economic crisis on world markets. 

7KH�FULVLV�OHG�WR�D�VLJQL¿FDQW�UHGXFWLRQ�LQ�GHPDQG�IRU�LPSRUWV�IURP�&KLQD�DW�D�WLPH�ZKHQ�HYHQ�PRUH�LQYHVWPHQW��LQ�WKH�
form of the Chinese Government’s massive stimulus package, was being pumped into building new plants. Despite 

WKHQ�1DWLRQDO�'HYHORSPHQW�DQG�5HIRUP�&RPPLVVLRQ��1'5&��&KDLUPDQ�=KDQJ�3LQJ¶V�VWDWHPHQW�LQ�������WKDW�³WKHUH�
won’t be a penny spent on enlarging mass production or highly-polluting and resource-intensive sectors,”

5
 the stimulus 

SDFNDJH�UHVXOWHG�LQ�D�PDVVLYH�H[SDQVLRQ�RI�WKH�SURGXFWLRQ�FDSDFLWLHV�RI�PDQ\�VWDWH�RZQHG�HQWHUSULVHV��62(V���7KLV�
situation was perpetuated by a surge in lending—encouraged by the government, to meet the needs of the thousands 

of infrastructure investment projects that were being approved around the country—in conjunction with the ease with 

which producers were able to secure such loans. 

7KLV�ZDYH�RI� IL[HG�DVVHW� LQYHVWPHQW� �)$,�� LQ� LQIUDVWUXFWXUH�SURMHFWV��DV�ZHOO�DV� IXUWKHU�)$,� WKDW�KDV� UHVXOWHG�
IURP�VPDOOHU�VXEVHTXHQW�VWLPXOXV�PHDVXUHV��KDV�RQO\�FUHDWHG�VKRUW�WHUP�GHPDQG� IRU� LQSXW�VXSSOLHV�� WKRXJK�6  
&RQVHTXHQWO\�� WKH�SUREOHP�KDV�ZRUVHQHG�LQ�PDQ\�LQGXVWULHV�ZLWK�HDVLO\�DYDLODEOH�FUHGLW�UHVXOWLQJ�IURP�WKH�VWLPXOXV�
SDFNDJH�VXSSRUWLQJ�\HW�PRUH�H[SDQVLRQ�RI�LQGXVWULDO�FDSDFLW\�WKDW�LV�GLVFRQQHFWHG�IURP�UHDO�PDUNHW�GHPDQG��7KLV�LV�
VXEVWDQWLDWHG�E\�WKH�JURZLQJ�WRWDO�H[FHVV�SURGXFWLRQ�DQG�GHFOLQLQJ�XWLOLVDWLRQ�UDWHV�IRXQG�LQ�WKH�LQGXVWULHV�H[DPLQHG�
in this report.

The global impact of China’s overcapacity can also be seen in the form of growing trade tensions, particularly in the 

VWHHO� LQGXVWU\�� ,Q�0DUFK������� WKH�(XURSHDQ�8QLRQ��(8��ZDV�FRQGXFWLQJ�VL[� LQYHVWLJDWLRQV�WKDW�PD\�UHVXOW� LQ� WDULIIV�
on Chinese steel products with anti-dumping measures against one type of steel product imposed that same month.

7
 

,Q�1RYHPEHU�������0HPEHU�6WDWHV�DOVR�FDOOHG�RQ�WKH�(8�WR�XWLOLVH�³WKH�IXOO�UDQJH´�RI�LWV�WUDGH�GHIHQFH�LQVWUXPHQWV�LQ�
RUGHU�WR�VXSSRUW�(XURSH¶V�VWHHO�LQGXVWU\�DQG�H[SUHVVHG�RSSRVLWLRQ�WR�JUDQWLQJ�&KLQD�0DUNHW�(FRQRP\�6WDWXV��0(6��
DW�WKH�:RUOG�7UDGH�2UJDQL]DWLRQ��:72��8�,Q�WKH�86��LQ�������FRXQWHUYDLOLQJ�GXWLHV�DQG�WDULIIV�ZHUH�HQDFWHG�E\�WKH�86�
Department of Commerce against a range of Chinese steel products. Most recently, the US Department of Commerce 

made a preliminary decision at the end of December 2015, to enact additional tariffs of 255.8 per cent on Chinese 

corrosion-resistant steel.
9
 Since trade frictions hamper supply chains, this poses a major threat to the positive effects 

globalisation. 

5　      Naughton, Barry, Understanding the Chinese Stimulus Package, China Leadership Monitor, Spring 2009, No. 28, viewed 2
nd�-DQXDU\���������KWWS���PHGLD�KRRYHU�RUJ�VLWHV�

GHIDXOW�¿OHV�GRFXPHQWV�&/0��%1�SGI!

6　     6ZHHQH\��3HWH�	�&KLDQJ��/LDQJ\L��WRAPUP 3-China approves $157-billion infrastructure spending, Reuters, 7th
 September, 2012, viewed 15

th�-DQXDU\���������KWWS���
LQ�UHXWHUV�FRP�DUWLFOH�FKLQD�HFRQRP\�LG,1/�(�.�-%-��������!

7　     0XNKHUML��%LPDQ��0LOOHU��-RKQ�	�<DS��&KXLQ�ZHL��Why China’s Steel Exports are stirring Protests, The Wall Street Journal, 15
th
 March, 2015, viewed 2

nd�-DQXDU\�������
�KWWS���ZZZ�ZVM�FRP�DUWLFOHV�ZK\�FKLQHVH�VWHHO�H[SRUWV�DUH�VWLUULQJ�SURWHVWV�����������!�DQG�%OHQNLQVRS��3KLOLS��EU Imposes Anti-Dumping Duties on Stainless Steel 
from China, Taiwan, Reuters, 25

th
 March, 2015, viewed 15

th�-DQXDU\���������KWWS���ZZZ�UHXWHUV�FRP�DUWLFOH�XV�HX�FKLQD�VWHHO�LG86.%1�0/�/4��������!

8　2OLYHU��&KULVWLDQ�	�3RROHU��0LFKDHO��EU states call for action against China steel dumping, FT, 9th
 November, 2015, viewed 2

nd�'HFHPEHU��������KWWS���ZZZ�IW�FRP�LQWO�FPV�

V�����I��D������E���H����GH�I�����EI�����KWPO�D[]]�U�N+U[(D!

9　U.S. Levies Anti-Dumping Duties on Corrosive-Resistant Steel,�1DVGDT����th
 December, 2015, viewed 15

th�-DQXDU\���������KWWS���ZZZ�QDVGDT�FRP�DUWLFOH�XV�OHYLHV�

antidumping-duties-on-corrosion-resistant-steel-cm559362> 
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0HDQZKLOH��WKH�WKUHDW�IURP�QRQ�SHUIRUPLQJ�ORDQV��13/V��WKDW�KDYH�UHVXOWHG�IURP�ORDQV�PDGH�WR�FRPSDQLHV�RSHUDWLQJ�
in industries characterised by overcapacity has also continued to grow.

10
 

2UJDQLVDWLRQ�RI�WKLV�VWXG\

7KH�VWXG\�LV�GLYLGHG�LQWR�IRXU�VHFWLRQV��7KH�¿UVW�H[DPLQHV�WKH�UHDVRQV�IRU�&KLQD¶V�FXUUHQW�RYHUFDSDFLW\�SUREOHP��WKH�
policies and politics that underpin it and the reasons why the situation has deteriorated as a result of China’s credit 

H[SDQVLRQ�VLQFH������

,Q�WKH�VHFRQG�VHFWLRQ�� WKH�VWXG\� ORRNV�DW�KRZ�WKLV�SUREOHP�LV�DIIHFWLQJ�HLJKW�NH\� LQGXVWULHV��DQG�H[SODLQV�ZKDW� WKH�
VSHFL¿F�GULYHUV�RI�RYHUFDSDFLW\�DUH�LQ�WKHVH�VHFWRUV��7KH�LQGXVWULHV�H[DPLQHG�DUH�
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sake of clarity these two sectors have not been included in this chart.

10     Wildau, Gabriel, China Banks Fortify Balance Sheets Against Loan Risks, Financial Times, 15
th
 August, 2014, viewed 4

th�-DQXDU\���������KWWS���ZZZ�IW�FRP�LQWO�FPV�
V����D����H�����F���H��DH��������IHDEGF��KWPO�D[]]�Z�PH-'*�!��:LOGDX��*DEULHO��Bank of China in Record $6.5 billion Coco Sale, Financial Times, 16

th
 October, 

2014, viewed 4
th�-DQXDU\���������KWWS���ZZZ�IW�FRP�LQWO�FPV�V�����E���G����HE���H��EDF�������IHDE�GH�KWPO�D[]]�Z�PH-'*�!

8WLOLVDWLRQ�UDWHV�IRU�VL[�LQGXVWULHV
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The third section of the study then turns to the broader impact of China’s overcapacity – how it negatively affects the 

JURZWK�RI�&KLQD¶V�HFRQRP\�DQG�KRZ�LW�DOVR�FRQWULEXWHV�GLUHFWO\�WR�ULVLQJ�JOREDO�WUDGH�IULFWLRQV��,W�DOVR�H[DPLQHV�KRZ�LW�
UHODWHV�WR�UHFHQWO\�DQQRXQFHG�LQLWLDWLYHV�OLNH�&KLQD�0DQXIDFWXULQJ������DQG�2QH�%HOW��2QH�5RDG��2%25��

8OWLPDWHO\��WKH�VWXG\¶V�¿QGLQJV�VKRZ�WKDW�RYHUFDSDFLW\�LV�GULYHQ�E\�D�VPDOO�QXPEHU�RI�NH\�UHFXUULQJ�IDFWRUV��DPRQJ�WKHP�

��� /RFDO�SURWHFWLRQLVP�DQG�WKH�IUDJPHQWDWLRQ�RI�LQGXVWULHV�WKDW�LV�GULYHQ�E\�UHJLRQDOLVP�

��� :HDN�HQIRUFHPHQW�RI�UHJXODWLRQV�

��� /RZ�LQSXW�SULFHV�GXH�WR�JRYHUQPHQW�SROLFLHV�

��� $�¿VFDO�V\VWHP�WKDW�HQFRXUDJHV�ORFDO�JRYHUQPHQWV�WR�DWWUDFW�H[FHVVLYH�LQYHVWPHQW�

��� :LGHVSUHDG�DYDLODELOLW\�RI�LQH[SHQVLYH�WHFKQRORJ\�

��� (QYLURQPHQWDO��KHDOWK�DQG�VDIHW\��(+6��VWDQGDUGV�DQG�ODZV�WKDW�DUH�QRW�IXOO\�LPSOHPHQWHG��DQG

��� $�SKLORVRSK\�RI�PDUNHW�VKDUH�YV��SUR¿WDELOLW\��

)LQDOO\��WKH�VWXG\�PDNHV�D�QXPEHU�RI�UHFRPPHQGDWLRQV�DV�WR�KRZ�RYHUFDSDFLW\�FDQ�EH�UHGXFHG��6RPH�RI�WKH�DFWLRQV�
WDNHQ�E\�WKH�&KLQHVH�DXWKRULWLHV�WR�FXUE�RYHUFDSDFLW\�IURP������RQZDUG�KDYH�EHHQ�SRVLWLYH��H[DPSOHV�RI�ZKLFK�DUH�
RXWOLQHG�LQ�WKH�IROORZLQJ�VHFWLRQ��+RZHYHU��WKH�(XURSHDQ�EXVLQHVV�FRPPXQLW\�LQ�&KLQD�VHHV�IXUWKHU�RSSRUWXQLWLHV�WR�
address overcapacity through reforms to individual policies and industries, as well as through a broader restructuring 

RI�&KLQD¶V�HFRQRPLF�PRGHO��,Q�DOO�����FRQVWUXFWLYH�UHFRPPHQGDWLRQV�DUH�SURYLGHG��ZKLFK�LQFOXGH�ERWK�PHDVXUHV�WKDW�
directly target overcapacity and indirect measures that would spur the development of other sectors of the economy, 

WKXV�UHGXFLQJ�WKH�WHQGHQF\�WR�UHO\�RQ�)$,��

Direct measures include:

��� &XWWLQJ�FDSLWDO�H[SHQGLWXUH��µFDSH[¶��LQ�LQGXVWULHV�FKDUDFWHULVHG�E\�RYHUFDSDFLW\�

��� 5HIRUPLQJ� WKH� ILVFDO�V\VWHP�WR�JLYH� ORFDO� UHJLRQV�PRUH� IXQGLQJ�SRVVLELOLWLHV�� IRU�H[DPSOH��E\�PRYLQJ� WR�D�
FRQVXPSWLRQ�EDVHG��YDOXH�DGGHG�WD[��9$7��VKDULQJ�V\VWHP�LQ�RUGHU�WR�UHGXFH�WKHLU�LQFHQWLYH�WR�VXEVLGLVH�ORFDO�
FRPSDQLHV�ZLWK�WKH�JRDO�RI�PDLQWDLQLQJ�WKHLU�WD[�EDVH�DQG�HPSOR\PHQW�OHYHOV�

��� 6WULFWO\�HQIRUFLQJ�WKH�OLPLWDWLRQV�SURYLGHG�LQ�WKH������%XGJHW�/DZ�WR�WDFNOH�WKH�SURSHQVLW\�RI�ORFDO�JRYHUQPHQWV�
WR�VXEVLGLVH�ORFDO�FRPSDQLHV�

��� &RQWLQXLQJ� WR� LPSURYH� ,3�SURWHFWLRQ� LQ�RUGHU� WR�VDIHJXDUG� LQQRYDWLRQV�DQG�SURYLGLQJ�&KLQHVH�FRPSDQLHV�
LQFHQWLYHV�WR� LQFUHDVH�UHVHDUFK�DQG�GHYHORSPHQW��5	'��VSHQGLQJ�� WKHUHE\�HQDEOLQJ�WKHP�WR�PRYH�XS�WKH�
YDOXH�FKDLQ�DQG�DZD\�IURP�WKH�YLFLRXV�F\FOH�RI�PDQXIDFWXULQJ�ORZ�WHFK�SURGXFWV�IRU�ZKLFK�SUR¿WV�DUH�OLPLWHG�
DQG�RYHUVXSSO\�DOUHDG\�H[LVWV�

��� ,PSOHPHQWLQJ�(+6�VWDQGDUGV�DQG� ODERXU� ODZV�PRUH� ULJRURXVO\�DQG�FRQWLQXLQJ� WR�DGMXVW� LQSXW�SULFHV�E\�
LQFUHDVLQJ�UHVRXUFH�DQG�HQYLURQPHQWDO�FKDUJHV�� IRUFLQJ�WKH� OHDVW�HI¿FLHQW�DQG�PRVW�SROOXWLQJ�FRPSDQLHV� LQ�
LQGXVWULHV�FKDUDFWHULVHG�E\�RYHUFDSDFLW\�WR�H[LW�WKH�PDUNHW��WKHUHE\�UHGXFLQJ�VXSSO\��

6. Reducing energy price subsidies to industry and continuing resource price reform by focusing on areas like 

FRDO�UHVRXUFH�WD[��DQG�SULFLQJ�IRU�HOHFWULFLW\��ZDWHU�DQG�QDWXUDO�JDV��

��� 3XEOLVKLQJ�PRUH�UHOLDEOH�DQG�WUDQVSDUHQW�LQGXVWU\�GDWD�LQ�D�WLPHO\�PDQQHU�WR�HQDEOH�FRPSDQLHV�WR�PDNH�PRUH�
LQIRUPHG�GHFLVLRQV�DERXW�WKHLU�SURGXFWLRQ�YROXPHV��DQG

��� ([SDQGLQJ�DQG� LQFUHDVLQJ�62(�GLYLGHQG�SD\PHQWV� WR� UHGXFH� WKH�DELOLW\�RI�62(V� WR� LQYHVW� LQ�XQQHHGHG�
H[SDQVLRQV�

,QGLUHFW�PHDVXUHV�LQFOXGH�

9. Redistributing SOE dividend payments to Chinese households indirectly through government spending on 
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social security, healthcare and education in order to stimulate more private consumption and economic growth 

WKURXJK�WKH�UHVXOWLQJ�JURZWK�LQ�GHPDQG�IRU�JRRGV�DQG�VHUYLFHV�

10. Continuing to increase government spending on pension and healthcare systems in order to provide the 

VRFLDO� µVDIHW\�QHW¶� WKDW�ZRXOG�VXSSRUW�HPSOR\HHV�WKDW�DUH� ODLG�RII�DQG�HQDEOH�KRXVHKROGV�WR�FRQVXPH�PRUH��
WKHUHE\�IXUWKHU�GLYHUVLI\LQJ�WKH�HFRQRP\�DQG�WD[�EDVH�E\�GULYLQJ�GHPDQG�IRU�JRRGV�DQG�VHUYLFHV�

11. Allowing market access for specialised, efficient private financial service providers by encouraging both 

VPDOO�DQG�PHGLXP�VL]HG�HQWHUSULVHV��60(V��DQG�SULYDWH��YHQWXUH��FDSLWDO� LQ�RUGHU� WR�FUHDWH�QHZ�GULYHUV�RI�
WD[�UHYHQXH�DQG�HPSOR\PHQW�DW� WKH� ORFDO� OHYHO�� WKHUHE\�UHGXFLQJ�GHSHQGHQFH�RQ�UHYHQXH�IURP�FRPSDQLHV�
RSHUDWLQJ�LQ�LQGXVWULHV�FKDUDFWHULVHG�E\�RYHUFDSDFLW\�

12. Enhancing the business environment for SMEs, as the innovations they bring to the market can help to 

SURYLGH�VROXWLRQV�IRU�&KLQD¶V�RYHUFDSDFLW\�SUREOHPV��DQG

���� )XUWKHU�RSHQLQJ�XS�WKH�VHUYLFH� LQGXVWU\� WR� WKH�SULYDWH�VHFWRU�DQG�HQFRXUDJLQJ�VWURQJHU�FRPSHWLWLRQ� LQ� WKH�
VHUYLFH�VHFWRU�DV�D�ZD\�RI�JHQHUDWLQJ�QHZ�GULYHUV�RI�WD[�UHYHQXH�DQG�HPSOR\PHQW�DW�WKH�ORFDO�OHYHO��WR�UHGXFH�
the reliance on industries characterised by overcapacity. 

*RYHUQPHQW�VWDWHPHQWV�DQG�DFWLRQV�WR�GDWH

The Chinese Government has clearly demonstrated that it 

understands the scale of the problem. As early as 26
th
 August, 

2009, the State Council released a statement noting that 

overcapacity had become a serious problem in many industries 

DQG� WKDW�PDQ\� ORFDO�JRYHUQPHQWV�ZHUH�FRQWLQXLQJ� WR�H[SDQG�
FDSDFLW\� ³EOLQGO\´�DQG�PDNH� ³GXSOLFDWHG´� LQYHVWPHQWV�ZLWKRXW�
considering the mid- and long-term implications.

11

,Q� UHVSRQVH� WR� WKLV� WKUHDW�� WKH�6WDWH�&RXQFLO� UHYLVHG� LWV�SROLF\�
targets with the goal of reducing the negative impacts from 

overcapacity such as factory closures, job losses and mounting 

EDG�EDQN� ORDQV�� ,Q� LWV�VWDWHPHQW� LW�DQQRXQFHG�� ³:KDW�HVSHFLDOO\�
UHTXLUHV�RXU�DWWHQWLRQ�LV�WKDW�LW�LV�QRW�RQO\�WUDGLWLRQDO�LQGXVWULHV�VXFK�
as steel and cement that suffer from productive overcapacity and 

DUH�VWLOO�EOLQGO\�H[SDQGLQJ´�1213

The European Chamber acknowledges that since the State 

&RXQFLO¶V������VWDWHPHQW�VRPH�DFWLRQV�KDYH�VXEVHTXHQWO\�EHHQ�
taken in an attempt to ensure that the cost of production inputs is 

better aligned with market demand: 

�� ,Q�������WKH�1'5&�LQWURGXFHG�D�SURJUHVVLYH�HOHFWULFLW\�SULFLQJ�V\VWHP�IRU�DOXPLQLXP�SURGXFHUV��

�� ,Q�2FWREHU�������DQG�LQ�DGYDQFH�RI�WKH�7KLUG�3OHQXP�RI�WKH���th�1DWLRQDO�&RQJUHVV�RI�WKH�&RPPXQLVW�3DUW\�RI�
&KLQD�&HQWUDO�&RPPLWWHH��7KLUG�3OHQXP���WKH�6WDWH�&RXQFLO�LQWURGXFHG�SULFH�UHIRUPV�IRU�ZDWHU�DQG�HOHFWULFLW\��
This measure called for the removal any local price subsidies and the introduction of tiered pricing for 

VLJQL¿FDQW�XVHUV�RI�ZDWHU�DQG�HOHFWULFLW\�LQ�RYHUFDSDFLW\�VHFWRUV��

11　   Opinions on the inhibition of overcapacity in some industries and redundant construction and guide the healthy development of the industry, The State Council, No. 38, 

2009, 26
th
 April, 2009, viewed 14

th�-DQXDU\���������KWWS���ZZZ�JRY�FQ�]ZJN������������FRQWHQWB��������KWP!�

12  　China Vows to Curb Industrial Overcapacity, China Daily, 30
th
 September, 2009, viewed 14

th� -DQXDU\���������KWWS���ZZZ�FKLQDGDLO\�FRP�FQ�FKLQD������������
FRQWHQWB��������KWP!�

13  　 Wu, Wendy, China Should Just Trust Market Forces to do the Work, Analysts Say After Reform Efforts Fail to Stabilise or Improve Slowing Economy, South China Morning 
Post, 18

th
 October, 2015, viewed 17

th�'HFHPEHU���������KWWS���ZZZ�VFPS�FRP�QHZV�FKLQD�HFRQRP\�DUWLFOH���������FKLQD�VKRXOG�MXVW�WUXVW�PDUNHW�IRUFHV�GR�ZRUN�
analysts-say-after> 

/HY LQ � =KX� � IRUPHU � KHDG� RI � &KLQD�
,QWHUQDWLRQDO�&DSLWDO�&RUSRUDWLRQ�DQG�VRQ�
RI� IRUPHU�3UHPLHU�=KX�5RQJML��GHOLYHUHG�
a speech in Singapore on 16

th
 October, 

2015, in which he argued that due to 

the scale of the challenges China faces, 

fundamental restructuring must take 

place if the long-term potential of the 

economy is to be realised. Discussing 

attempts by the government to stimulate 

the economy through investment, he 

posited that many of these projects had 

not considered market demand and 

ZHUH� WKHUHIRUH� ³LQHIILFLHQW´�13
 Attempts 

to st imulate the economy through 

investments in industr ies in which 

RYHUFDSDFLW\�DOUHDG\�H[LVWHG��RU�LQ�DUHDV�
where there was insufficient market 

demand, were therefore misaligned 

ZLWK� WKH�JRDOV�RI�HQVXULQJ�TXDOLW\�DQG�
sustainable growth.
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�� 6WHHO��FHPHQW��HOHFWURO\WLF�DOXPLQLXP��ÀDW�JODVV�DQG�VKLSEXLOGLQJ�ZHUH� LGHQWL¿HG�DV�SULRULW\�VHFWRUV� LQ�ZKLFK�
H[LVWLQJ�SURMHFWV�ZRXOG�SRWHQWLDOO\�EH�UH�HYDOXDWHG�DQG�SURSRVHG�SURMHFWV�ZRXOG�EH�EORFNHG�14

 

�� 7KH�7KLUG�3OHQXP¶V�Decision on Some Major Issues Concerning Comprehensively Deepening the Reform 
�Decision��VWDWHG�WKDW�³D�ORQJ�WHUP�PHFKDQLVP�ZLOO�EH�HVWDEOLVKHG�DQG�LPSURYHG�IRU�SUHYHQWLQJ�DQG�GLVVLSDWLQJ�
H[FHVV�SURGXFWLRQ�FDSDFLW\´��LQ�DGGLWLRQ�WR�LQWURGXFLQJ�DQ�LQLWLDWLYH�WR�UHPRYH�SULFH�FRQWUROV�LQ�RUGHU�WR�DOORZ�
markets to play the decisive role in allocating resources.

15

Unfortunately, these measures, and others like them, have resulted in few real breakthroughs that positively address 

&KLQD¶V�LQGXVWULDO�RYHUFDSDFLW\��WKH�PDLQ�H[FHSWLRQ��WKH�ZLQG�HQHUJ\�VHFWRU��ZLOO�EH�EULHÀ\�GLVFXVVHG�LQ�VHFWLRQ�WKUHH��

7KLV�SRVHV�WKH�TXHVWLRQ��why has follow-through on many central government initiatives and statements been so 
limited?�2QH�SRVVLEOH�H[SODQDWLRQ�LV�WKDW�WKH�KLJK�JURZWK�UDWHV�SXEOLVKHG�IRU������DQG������������DQG�����SHU�FHQW�
UHVSHFWLYHO\���FDXVHG�WKH�JRYHUQPHQW�WR�EHFRPH�FRPSODFHQW�16

)XUWKHUPRUH��DQWLFLSDWLRQ�DPRQJ�LQGXVWU\�SOD\HUV�RI�DQ�H[SORVLRQ�RI�GHPDQG�OHG�WR�LUUDWLRQDO�H[XEHUDQFH�DQG�IXUWKHU�
malinvestment. 

14  　Guidelines to Resolve Severe Overcapacity Problems, The State Council, 2013, no. 41, viewed 2
nd� -DQXDU\���������KWWS���ZZZ�JRY�FQ�JRQJEDR�FRQWHQW������

FRQWHQWB��������KWP!�

15  　 Decision of the Central Committee of the Communist Party of China on Some Major Issues Concerning Comprehensively Deepening the Reform, Central Committee of 

WKH�&RPPXQLVW�3DUW\�RI�&KLQD����th�-DQXDU\��������YLHZHG��nd�-DQXDU\���������KWWS���HQ�SHRSOH�FQ���������������KWPO!�

16  　 Data China, The World Bank, viewed 4
th�-DQXDU\���������KWWS���GDWD�ZRUOGEDQN�RUJ�FRXQWU\�FKLQD!�

Summary of policy content

Source: www.gov.cn

Boost demand

Restrain Supply

Domestic
demand

Overseas 
demand

Incremental
capacity

Existing
capacity-
Eliminate

Existing
capacity-
Upgrade

Promote  
urbanisation
Export
One Belt One 
Road and AIIB

Encouragement of export by providing financial support and tax benefits
Construct and connect infrastructure between countries, cooperate in the energy field, construct 
trade and investment alliances

Balance urban-rural development, build up more towns, promote the population of towns and 
expand infrastructure construction

Loans and 
credits Stricter control on loans and credit

Stricter  
standards

Higher market entry and project approval standards with regard to several factors such as 
technology, capacity scale,  emission control and equipment standards of production lines

Accountability 
system Implementation of accountability system for local governments and related institutions

Better 
supervision and 
enforcement

Strengthening of the supervision and inspection of overcapacity enforcement

Less raw material 
and energy 
subsidies

Standardisation of the energy pricing system and curbing energy subsidies (especially in the 
aluminium sector)

Better land 
resource 
allocation

Improve land resources supply and management

Transparent 
information system

Build an industrial database to be able to provide market information on the capacity status of 
affected industries

Industry 
restructuring, 
consolidation

Granting of fiscal, tax, finance, debt and social welfare support to encourage industry consolidation 
and to accelerate the elimination of backward capacity 

Social support Provision of social support for unemployed labour
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Overcapacity in China 

7KH�&KDPEHU¶V�VWDQFH
The European Chamber appreciates the Chinese Government’s positive attempts to deal with the issue of 

overcapacity. At the same time, much remains to be done to bring the problem under control and to ensure that it 

GRHV�QRW�VXEVHTXHQWO\�UH�HPHUJH���

2XU�PHPEHU�FRPSDQLHV�KDYH�WR�FRQWLQXRXVO\�HYDOXDWH�&KLQD¶V�EXVLQHVV�HQYLURQPHQW��ERWK�DV�LW�FXUUHQWO\�H[LVWV�DQG�
its likely evolution. Operating in a country in which its 31 provinces and autonomous regions have competing and 

FRQÀLFWLQJ�LQWHUHVWV�JLYHV�ULVH�WR�VHULRXV�FRQFHUQV�UHJDUGLQJ�WKH�FHQWUDO�JRYHUQPHQW¶V�DELOLW\�WR�HIIHFWLYHO\�LPSOHPHQW�
coherent and effective policies. Whether a long-term solution to the problem of local protectionism—which plays a 

VLJQL¿FDQW�UROH�LQ�HQDEOLQJ�LQHI¿FLHQW�FRPSDQLHV�WR�DYRLG�FORVXUH²FDQ�EH�IRXQG��LV�\HW�WR�EH�VHHQ�

:KLOH�LW�LV�ODXGDEOH�WKDW�WKH�7KLUG�3OHQXP¶V�Decision�VWDWHG�WKDW�WKH�PDUNHW�VKRXOG�EH�DOORZHG�SOD\�WKH�³GHFLVLYH�UROH´�
LQ�WKH�HFRQRP\�DQG�WKH�IDFW�WKDW�WKH������&HQWUDO�(FRQRPLF�:RUN�&RQIHUHQFH�LGHQWL¿HG�WDFNOLQJ�RYHUFDSDFLW\�DV�RQH�
RI�WKH�WRS�¿YH�SULRULWLHV�IRU������17

 such aspirations need to be paired with correspondingly bold actions. Recognising 

WKDW�RYHUFDSDFLW\�ZDV�D�SULRULW\� IRU� WKH�FHQWUDO�JRYHUQPHQW�� LQ�HDUO\�-DQXDU\�������VRPH�LQGXVWULHV�DQG�SURYLQFHV�
did announce their targets for capacity cuts with Anhui, Gansu, Shandong, and Xinjiang also carrying out surveys of 

XQSURGXFWLYH�FRPSDQLHV��+RZHYHU��DV�WKH�DQQRXQFHG�FXWV�ZHUH�JHQHUDOO\�VPDOO�DQG�DFWXDO�DFWLRQ�LV�\HW�WR�EH�VHHQ��
there is no reason to assume that they will ultimately lead to fundamental changes.

18
 This assumption is supported 

by the fact that no major breakthroughs ultimately resulted after the annual Central Work Conferences that took place 

from 2007 to 2014, each of which also listed limiting and controlling overcapacity as a key task for the following year.
19

The fact that the overcapacity problems highlighted by the Chamber in 2009 have become more pronounced indicates 

WKDW�HFRQRPLF�UHVWUXFWXULQJ�LV�QRZ�PRUH�HVVHQWLDO�WKDQ�HYHU��,W�UHPDLQV�WR�EH�VHHQ�ZKHWKHU�RU�QRW�SROLF\�PDNHUV�DUH�
up to the task. Unfortunately—and in spite of the central government’s stated focus on curtailing overcapacity—many 

RI�WKH�VRXUFHV�RI�WKH�SUREOHP�KDYH�UHVXOWHG�IURP�PDFUR�HFRQRPLF��LQGXVWULDO�DQG�¿VFDO�SROLFLHV�WKDW�KDYH�EHHQ�SDUW�RI�
D�GHYHORSPHQW�VWUDWHJ\�GHVLJQHG�WR�IDYRXU�LQGXVWULDO�DQG�LQYHVWPHQW�H[SDQVLRQ�RYHU�FRQVXPSWLRQ��LW�WKHUHIRUH�QHHGV�
to be recognised that the Chinese Government’s current role in the economy is part of the problem. The audacity to 

FKDQJH�WKDW�WKH�JRYHUQPHQW�UHTXLUHV�PXVW�LQFOXGH�D�ZLOOLQJQHVV�WR�FKDQJH�LWVHOI��

���5HDVRQV�IRU�RYHUFDSDFLW\

�����+LVWRU\�RI�RYHUFDSDFLW\

&KLQD¶V�RYHUFDSDFLW\�ZDV�D�SUREOHP�ORQJ�EHIRUH�WKH������JOREDO�HFRQRPLF�GRZQWXUQ�SXVKHG�WKH� LVVXH�¿UPO\�
LQWR�WKH�VSRWOLJKW��7DNLQJ�VWRFN�RI�WKH�JUDYLW\�RI�WKH�VLWXDWLRQ�LQ�WKH�ODWH�����V��WKHQ�3UHPLHU�=KX�5RQJML�UDGLFDOO\�
changed China’s policies in this area.

20
 By shutting down SOEs and making up to 40 million industrial workers 

HPSOR\HG�E\�WKHP�UHGXQGDQW�&KLQD¶V�JURZWK�VORZHG�IRU�VHYHUDO�\HDUV��,PSURYLQJ�SURGXFWLYLW\�ZDV�QRW�3UHPLHU�
=KX¶V�FHQWUDO�DLP��+H�WRRN�WKHVH�VWHSV�WR�FRPEDW�WKH�FRXQWU\¶V�VHYHUH�RYHU�LQYHVWPHQW�SUREOHP��7KH�SUREOHP�
went largely unnoticed abroad due to the fact that in the 1990s, China was not fully integrated into the global 

economy and as such its overcapacity did not translate into a huge trade surplus. That is not the case today. 

17  　China to Tackle Industrial Overcapacity, China Daily, 22
nd

 December, 2015, viewed 4
th� -DQXDU\���������KWWS���ZZZ�FKLQDGDLO\�FRP�FQ�EXVLQHVV������������

FRQWHQWB���������KWP!�

18  　 +X��6KHQ��China Capacity Cut: A High Priority and Slow Progress, Credit Suisse, 13
th�-DQXDU\��������S������=KDQJ�4LQJZHL�:ULWHV�+HEHL�3URYLQFH�3HRSOH¶V�*RYHUQPHQW�

:RUN�3ODQ�IRU��������th�-DQXDU\��������YLHZHG���th�-DQXDU\���������KWWS���KH�SHRSOH�FRP�FQ�Q������������F����������������KWPO!�

19  　)RU�H[DPSOH��:HL��7LDQ��Slashing Capacity ‘Prime Task’ for 2014, China Daily, 14
th
 December, 2013, viewed 4

th� -DQXDU\���������KWWS���ZZZ�FKLQDGDLO\�FRP�FQ�
EXVLQHVV������������FRQWHQWB���������KWP!��Highlights of China’s Central Economic Work Conference 2014, China Daily, 15

th
 December, 2014, viewed 4

th�-DQXDU\��
�������KWWS���ZZZ�FKLQDGDLO\�FRP�FQ�EL]FKLQD������������FRQWHQWB���������KWP!�

20  　Edwards, Nick, Analysis: China Heads Back to the 1990s in Economic Reform Drive, Reuters, 18
th
 March, 2013, viewed 14

th�-DQXDU\���������KWWS���ZZZ�UHXWHUV�FRP�
DUWLFOH�XV�FKLQD�HFRQRP\�UHIRUP�LG86%5(��+��3��������!��=KHQJ��<RQJQLDQ�	�&KHQ��0LQMLD��China’s Recent State Owned Enterprise Reform and Its Social 
Consequences, &KLQD�3ROLF\� ,QVWLWXWH��%ULHILQJ�6HULHV� ,VVXH�����7KH�8QLYHUVLW\�RI�1RWWLQJKDP��������YLHZHG���th�-DQXDU\���������KWWS���ZZZ�QRWWLQJKDP�DF�XN�FSL�
GRFXPHQWV�EULH¿QJV�EULH¿QJ����FKLQD�VWDWH�RZQHG�HQWHUSULVH�UHIRUP�SGI!�
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$IWHU�������&KLQD¶V�KHDY\� LQGXVWULDO�HFRQRP\�H[SHULHQFHG�DQ�H[WUDRUGLQDU\�ERRP��ZLWKLQ� WKH�VSDFH�RI� ILYH�
years, the relative size of heavy industrial production in the economy nearly tripled. This remarkable surge, 

unprecedented in China’s economic history, signalled the beginning of another round of overcapacity. The 

primary reasons that led to its re-emergence are outlined below.

�����)LQDQFLDO�FULVLV�DQG�VWLPXOXV�SDFNDJH
%HIRUH� WKH������¿QDQFLDO�FULVLV��&KLQHVH�SURGXFHUV�FRXOG�JHW�DZD\�ZLWK� WKHLU�RYHUFDSDFLW\��H[SRUWLQJ�JRRGV�
ZKHQ�GRPHVWLF�FRQVXPSWLRQ�ZDV�QRW�DEVRUELQJ�FDSDFLWLHV��([SRUWV�DFWHG� OLNH�D� µVDIHW\�YDOYH¶�RQ�D�SUHVVXUH�
FRRNHU��&KLQHVH�H[SRUWV�FROODSVHG�LQ� ODWH�������DV�D�UHVXOW�RI� WKH�GUDPDWLF�UHWUHQFKPHQW�RI�WKH�HFRQRPLHV�RI�
the EU and the US. With this safety valve no longer working, China’s overcapacity became impossible to ignore. 

(YHQ�PRUH�ZRUU\LQJ��ZKLOH�JOREDO�GHPDQG�GHFUHDVHG�&KLQD¶V�SURGXFWLRQ�FDSDFLW\�DFWXDOO\�FRQWLQXHG�WR�H[SDQG��
The growing gap between a low and stagnant global demand and increasing domestic production capacity 

emphasised the overcapacity problem. 

7KH�&KLQHVH�*RYHUQPHQW¶V�VZLIW�UHVSRQVH�LQ�1RYHPEHU�������FRQVLVWHG�RI�D�PDVVLYH�¿VFDO�VWLPXOXV�SDFNDJH�
LQFOXGLQJ�DQ�XQSUHFHGHQWHGO\� ODUJH� OHQGLQJ�SURJUDPPH�LQ�������,W� WDUJHWHG�LQIUDVWUXFWXUH� LQYHVWPHQW��ZLWK�WKH�
JRYHUQPHQW�HQFRXUDJHG�OHQGLQJ�VXUJH�UHVXOWLQJ�PDLQO\�LQ�WKH�H[SDQVLRQ�RI�&KLQHVH�62(�SURGXFWLRQ�FDSDFLW\��
7KLV� OHG�WR�PDQXIDFWXULQJ�FRPSDQLHV¶�)$,�H[SDQGLQJ�DW�DQ�DYHUDJH�RI������SHU�FHQW�\HDU�RQ�\HDU�IURP������WR�
2014.

21

7KH�&KLQHVH�VWLPXOXV�SDFNDJH�SRXUHG�FUHGLW� LQWR� LQFUHDVLQJO\�TXHVWLRQDEOH�SURMHFWV�DQG�LQFUHDVHG�GLUHFW�DQG�
indirect subsidies to investment and manufacturing. While these policies boosted the economy in the short term, 

in the medium term they have further distorted markets and complicated China’s economic transition. 

1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1

³13/V�ZHUH�UHSRUWHG�WR�KDYH�ULVHQ�E\�86'����ELOOLRQ�GXULQJ�WKH�¿UVW�WHQ�PRQWKV�RI�������WR�DERXW�
86'�����ELOOLRQ��D����SHU�FHQW�LQFUHDVH�IURP�WKH�EHJLQQLQJ�RI�WKH�\HDU�´

1111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111

$V�DQ�LQGLFDWLRQ�RI� WKH�VFDOH�RI� WKH�SUREOHP�� LQ�������WKH�¿YH�PDMRU�VWDWH�RZQHG�EDQNV�DOO�SUHSDUHG�IRU� OLNHO\�
defaults on loans issued as part of the stimulus package to local governments and companies in industries 

FKDUDFWHULVHG�E\�PDMRU�RYHUFDSDFLW\��7KLV�UHVXOWHG�LQ�DOO�¿YH�VHOOLQJ�VXERUGLQDWHG�ERQGV�RU�SUHIHUUHG�VKDUHV�LQ�
RUGHU�WR�VWUHQJWKHQ�WKHLU�EDODQFH�VKHHWV�DQG�PHHW�%DVHO�,,,�UHTXLUHPHQWV�WKDW�DUH�EHLQJ�SKDVHG�LQ�WKURXJK�WR�
the end of 2018.

22

7KLV�SUREOHP�GHWHULRUDWHG�IXUWKHU�LQ�������13/V�ZHUH�UHSRUWHG�WR�KDYH�ULVHQ�E\�86'����ELOOLRQ�GXULQJ�WKH�¿UVW�
WHQ�PRQWKV�RI�������WR�DERXW�86'�����ELOOLRQ��D����SHU�FHQW�LQFUHDVH�IURP�WKH�EHJLQQLQJ�RI�WKH�\HDU�23

 in May 

������&KLQD¶V� WRS�EDQNLQJ�UHJXODWRU��6KDQJ�)XOLQ��VWDWHG� WKDW�KH�H[SHFWHG�13/V� WR�FRQWLQXH� WR� ULVH�24
 and 

FRPPHUFLDO�EDQNV¶�RI¿FLDO�DYHUDJH�13/�UDWLR�URVH�IURP�����SHU�FHQW�DW�WKH�EHJLQQLQJ�RI������WR������SHU�FHQW�E\�
the end of October 2015.

25
 A November 2015 survey conducted by China Orient Asset Management Co found 

21  　 National Bureau of Statistics, viewed 7
th�-DQXDU\���������KWWS���GDWD�VWDWV�JRY�FQ�HQJOLVK�DGY�KWP"P DGYTXHU\	FQ &��!

22  　Wildau, Gabriel, China Banks Fortify Balance Sheets Against Loan Risks, Financial Times, 15
th
 August, 2014, viewed 4

th�-DQXDU\���������KWWS���ZZZ�IW�FRP�LQWO�FPV�
V����D����H�����F���H��DH��������IHDEGF��KWPO�D[]]�Z�PH-'*�!��:LOGDX��*DEULHO��Bank of China in Record $6.5 billion Coco Sale, Financial Times, 16

th
 October, 

2014, viewed 4
th�-DQXDU\���������KWWS���ZZZ�IW�FRP�LQWO�FPV�V�����E���G����HE���H��EDF�������IHDE�GH�KWPO�D[]]�Z�PH-'*�!�

23  　 0XUSK\��'DYLG�	�4LX��+DL[X� Buckling Under Stress, &/6$���st
 December, 2015, p. 4.  

24  　 5LVH�LQ�&KLQD¶V�1RQ�SHUIRUPLQJ�%DQN�/RDQV�WR�*R�2Q��2I¿FLDO��5HXWHUV� 26
th
 May, 2015, viewed 4

th�-DQXDU\���������KWWS���EXVLQHVV�DVLDRQH�FRP�QHZV�ULVH�FKLQDV�QRQ�
SHUIRUPLQJ�EDQN�ORDQV�JR�RI¿FLDO!�

25  　0XUSK\��'DYLG�	�4LX��+DL[X��Buckling Under Stress, &/6$���st
 December, 2015, p. 4.  
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WKDW����SHU�FHQW�RI�EDQNHUV�EHOLHYH�WKDW�WKH�EDG�ORDQ�VLWXDWLRQ�LV�DFWXDOO\�ZRUVH�WKDQ�WKH�RI¿FLDO�GDWD�LQGLFDWHV�26
 

ZLWK�PDQ\�&KLQHVH�EDQNV�UHSRUWHGO\�XVLQJ�D�UDQJH�RI�FUHDWLYH�PHDVXUHV�WR�DYRLG�KDYLQJ�WR�UHSRUW�13/V�

&OHDUO\� WKH�FKDQQHOOLQJ�RI� ORDQV�IURP�WKH�VWLPXOXV�SDFNDJH� LQWR� WKH�H[SDQVLRQ�RI� LQGXVWULHV�ZKHUH�WKHUH�ZDV�
QR�UHDO�DGGLWLRQDO�GHPDQG�KDV�FUHDWHG�VHULRXV�SUREOHPV�IRU�&KLQD¶V�¿QDQFLDO�V\VWHP��:KLOH� LW� LV�DFFXUDWH�WR�
VWDWH�WKDW�LQ�WKH�HDUO\�����V�&KLQD¶V�UDWH�RI�13/V�ZDV�PXFK�KLJKHU��DW�WKDW�WLPH�KLJK�UDWHV�RI�JURZWK�HQDEOHG�
WKH�JRYHUQPHQW�WR�UHVROYH�WKH�SUREOHP�IDLUO\�TXLFNO\��:LWK�D�OHVV�RSWLPLVWLF�HFRQRPLF�RXWORRN�LQ�������RSWLRQV�
are no longer so simple. Significantly, this stress on banks’ balance sheets also makes it more difficult for 

FRPSHWLWLYH�SULYDWH�FRPSDQLHV� WR�DFFHVV�WKH�FUHGLW� WKDW� LV�QHFHVVDU\� IRU� WKHLU�RZQ�H[SDQVLRQ�DV�ZHOO�DV� IRU�
broad restructuring of China’s economy to be realised. 

�����62(�GLYLGHQG�SD\PHQWV�DQG�WKH�LQWHUHVWV�RI�ORFDO�JRYHUQPHQW
8QWLO� UHFHQWO\��&KLQHVH�62(V�GLG�QRW�KDYH�WR�SD\�GLYLGHQGV�� ,QGHHG��D�SLORW�SURJUDPPH�ZDV�RQO\� LQLWLDWHG�E\�
WKH�6WDWH�RZQHG�$VVHWV�6XSHUYLVLRQ�DQG�$GPLQLVWUDWLRQ�&RPPLVVLRQ��6$6$&��LQ�������'LYLGHQG�LQFRPH�ZDV�
QHLWKHU�GLUHFWO\�UHGLVWULEXWHG�WR�&KLQHVH�KRXVHKROGV�QRU� LQGLUHFWO\� WKURXJK�WKH�6WDWH�� ,Q�PRVW�FDVHV��UHWDLQHG�
earnings were reinvested in the company. 

7KLV�DSSURDFK�ZDV�SDUWLDOO\�GXH�WR�UHIRUPV�FDUULHG�RXW�XQGHU�3UHPLHU�=KX�WR�DGGUHVV�RYHUFDSDFLW\�LQ�WKH�����V��,Q�
RUGHU�WR�UHGXFH�H[FHVV�FDSDFLW\��WKH�JRYHUQPHQW�VKXW�GRZQ�WKRXVDQGV�RI�VPDOO��DQG�PHGLXP�VL]HG�62(V��ZKLFK�
resulted in millions of workers being made redundant. Beijing took on responsibility for the legacy social burdens of 

ODUJH�62(V��3UHPLHU�=KX¶V�UHIRUPV�QRW�RQO\�GLUHFWO\�UHGXFHG�RSHUDWLQJ�FRVWV�LQ�WKH�62(�VHFWRU��EXW�DOVR�KHOSHG�WR�
PDNH�62(�RSHUDWLRQV�PRUH�SUR¿W�RULHQWDWHG��:DLYLQJ�GLYLGHQG�SD\PHQWV²PHDQLQJ�WKDW�62(V�FRXOG�UHWDLQ�WKHLU�
HDUQLQJV²ZDV�WKH�FRPSHQVDWLRQ�3UHPLHU�=KX�JDYH�ODUJH�62(V�IRU�UHGXFLQJ�WKHLU�FDSDFLW\��

When the balance sheets of most SOEs improved in the 2000s, SOEs still did not have to pay out dividends. 

They continued to pocket their earnings. This contributed to China’s soaring corporate savings rate and 

HQFRXUDJHG�FRPSDQLHV�WR�H[SDQG�FDSDFLW\��)DFHG�ZLWK�D�GRPHVWLF�¿QDQFLDO�PDUNHW�WKDW�RIIHUV�IHZ�DOWHUQDWLYH�
investment instruments and has a largely closed capital account, Chinese SOEs readily use their retained 

earnings to invest in additional capacity.

7KH�DQQRXQFHPHQW�DW� WKH�7KLUG�3OHQXP�LQ������� WKDW�GLYLGHQG�SD\PHQWV�ZRXOG�EH� LQFUHDVHG�WR�DV�KLJK�DV�
���SHU�FHQW�RI�SUR¿WV�E\�������LQLWLDOO\�DSSHDUHG�WR�EH�D�PDMRU�SRVLWLYH�GHYHORSPHQW�27

 As encouraging as this 

statement sounds, though, there are three reasons why it may not lead to real changes. 

)LUVW�� WKH� ILJXUH�RI����SHU�FHQW�RQO\�DSSOLHV� WR�VRPH�62(V�DQG� LV�DFWXDOO\�QRW�SDUWLFXODUO\�KLJK��7KH�:RUOG�
%DQN�KDV�IRXQG�WKDW�WKLV� LV�VWLOO�VXEVWDQWLDOO\� ORZHU�WKDQ�WKH�GLYLGHQG�SD\PHQWV�RI�PRVW�FRUSRUDWH�HQWLWLHV��)RU�
H[DPSOH��IRU�PDWXUH�DQG�HVWDEOLVKHG�LQGXVWULDO�¿UPV�LQ�WKH�86��GLYLGHQGV�RI����WR����SHU�FHQW�DUH�QRUPDO��WKH�
DYHUDJH�GLYLGHQG�IRU�62(V�LQ�¿YH�GHYHORSHG�HFRQRPLHV�LV�DOVR�IRXQG�WR�EH����SHU�FHQW�28

  

Second, reported profits can be adjusted by shifting them to subsidiaries or adjusting how investments are 

DFFRXQWHG�IRU��7KH�SRUWLRQ�RI�SUR¿WV�RQ�ZKLFK�GLYLGHQGV�LV�SDLG�PD\�WKHUHIRUH�DOVR�EH�VXSSUHVVHG��

Third, while it has been reported that dividend payments will be used to fund projects and services that will raise 

26  　+XR��.DQ�	�:X��+RQJ\XUDQ��Banks Raise Dams, Fend of Toxic Debt Crisis,�&DL[LQ���st
 December, 2015, viewed 16

th�-DQXDU\���������KWWS���HQJOLVK�FDL[LQ�FRP���������
�������������KWPO!�

27  　 Wei, Tian, Dividends to Increase at Central State Firms, China Daily, 7th
 May, 2014, viewed 4

th�-DQXDU\���������KWWS���ZZZ�FKLQDGDLO\�FRP�FQ�EXVLQHVV������������
FRQWHQWB���������KWP!�

28  　 =KDQJ��&���Effective Discipline with Adequate Autonomy: the Direction for Further Reform of China’s SOE Dividend Policy,�7KH�:RUOG�%DQN��3ROLF\�5HVHDUFK�3DSHU��������
1RYHPEHU��������KWWS���ZZZZGV�ZRUOGEDQN�RUJ�H[WHUQDO�GHIDXOW�:'6&RQWHQW6HUYHU�:'63�,%���������������������B���������������5HQGHUHG�3')�������(6:�3
�����¿QDO�1RY��������(Q�SGI!



Overcapacity in China 

2
YH
UF
DS
DF
LW\
�LQ
�&
KL
QD

10

OLYLQJ�VWDQGDUGV��WKLV�PD\�QRW�XOWLPDWHO\�WDNH�SODFH��,Q�IDFW��LQ�������:X�;LDROLQJ��9LFH�&KDLU�RI�WKH�)LQDQFLDO�DQG�
(FRQRPLF�&RPPLWWHH�RI�WKH�1DWLRQDO�3HRSOH
V�&RQJUHVV��13&���VWDWHG�WKDW�DERXW����SHU�FHQW�RI�WKH�GLYLGHQGV�
paid by SOEs into the State Capital Management Budget are eventually funnelled back into restructuring SOEs 

administered by the SASAC.
29�$V�D�UHVXOW�� WKHVH�62(V�FRQWLQXH�WR�KDYH�H[FHVV�FDSLWDO�RQ�KDQG�IRU�SRWHQWLDO�

H[SDQVLRQ�SODQV�ZLWK�OLPLWHG�IXQGV�EHLQJ�UHGLVWULEXWHG�WR�FLWL]HQV�WKURXJK�SURJUDPPHV�DQG�VHUYLFHV�WKDW�ZRXOG�
otherwise help to stimulate private consumption. 

1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1

³«IRU�PDWXUH�DQG�HVWDEOLVKHG�LQGXVWULDO�¿UPV�LQ�WKH�86��GLYLGHQGV�RI����WR����SHU�FHQW�DUH�QRUPDO��
WKH�DYHUDJH�GLYLGHQG�IRU�62(V�LQ�¿YH�GHYHORSHG�FRXQWULHV�LV�DOVR�IRXQG�WR�EH����SHU�FHQW�´

1111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111

,QVWHDG�RI�EHLQJ�VXEMHFWHG�WR�VWULFW�PDUNHW�GLVFLSOLQH��62(V�DUH�RIWHQ�WDVNHG�ZLWK�IXO¿OOLQJ�EURDGHU�SROLWLFDO�JRDOV��
VXFK�DV�SXUVXLQJ�PDUNHW�VKDUH��PDLQWDLQLQJ�DQG�H[SDQGLQJ�HPSOR\PHQW�LQ�WKHLU�MXULVGLFWLRQV��DV�ZHOO�DV�GHYHORSLQJ�
the capabilities and capacity to deliver for local investment projects. The implicit guarantees and the tolerance of 

13/V�DQG�LQDGHTXDWH�UHWXUQV�RQ�LQYHVWPHQW�FDQ�OHDG�ORFDO�JRYHUQPHQWV�WR�SXVKʊDQG�FRPSDQLHV�WR�DFFHSWʊ
WKHVH�VNHZHG�PRWLYDWLRQV�WR�VHHN�DQG�XVH�WKHLU�FRQQHFWLRQV�WR�VHFXUH�ORDQV�WR�H[SDQG�RU�PDLQWDLQ�FDSDFLW\��7KHLU�
decisions regarding production levels are therefore clearly not determined primarily by market signals. 

�����(DV\�OLTXLGLW\�DQG�WKH�¿VFDO�V\VWHP

$FFHVV�WR� OLTXLGLW\�ZDV�IXUWKHU�VWLPXODWHG�E\�VWDWH�FUHGLW�VXEVLGLHV��7R�DWWUDFW� LQYHVWPHQWV�� ORFDO�RI¿FLDOV�RIWHQ�
give implicit lending guarantees to companies whose investment plants show no consideration for the country’s 

RYHUFDSDFLW\�VLWXDWLRQ�� ,QYHVWPHQWV�DUH� LPSRUWDQW� IRU� ORFDO�RI¿FLDOV�EHFDXVH�FRPSDQLHV�ERRVW�HPSOR\PHQW� LQ�
WKH�UHJLRQ�DQG� LPSURYH�WD[�UHYHQXHV� LQ� WKH�PHGLXP�WHUP��7UDGLWLRQDOO\��DQ�RI¿FLDO¶V�FDUHHU�GHYHORSPHQW�ZDV�
ERRVWHG�E\�SRVLWLYH� ORFDO�JURVV�GRPHVWLF�SURGXFW� �*'3��JURZWK�GDWD�� WKH\�ZHUH�HYDOXDWHG�EDVHG�RQ�*'3�
growth, industrial production and visible physical changes in cities. This state of affairs remains the case in 

many parts of China today. The 2008 stimulus package, which presented local governments with huge amounts 

of money in early 2009, in an attempt to kick-start the economy, worsened this trend at the local level. 

Too much industrial development in regional China causes a host of problems. The majority of locally-generated 

WD[HV�PXVW�EH�SDVVHG�RQ�WR�%HLMLQJ��ORFDO�JRYHUQPHQWV�FDQQRW�NHHS�WKHP��$V�ORFDO�JRYHUQPHQWV�FDQQRW�UDLVH�
bonds to finance their social and hard infrastructure they are far more reliant on their local producers than 

DUH�WKHLU�FRXQWHUSDUWV� LQ�2UJDQLVDWLRQ�IRU�(FRQRPLF�&R�RSHUDWLRQ�DQG�'HYHORSPHQW��2(&'��FRXQWULHV��7KHLU�
UHOLDQFH�RQ�9$7�DQG�EXVLQHVV�WD[�PHDQV�WKH\�WHQG�WR�HQFRXUDJH�LQYHVWPHQWV�WKDW�PD[LPLVH�WKHLU�¿VFDO�LQFRPHV�
regardless of the overall market situation. This behaviour dates back to the days of undersupply. Unfortunately 

IRU�&KLQD�� WKLV�DSSURDFK� LV�QR� ORQJHU�SUDFWLFDO� IRU� LQGXVWULHV�FKDUDFWHULVHG�E\�RYHUVXSSO\�� ,I� WKH�FRQVXPSWLRQ�
WD[�ZDV�QRW�WKH�RQO\�VRXUFH�RI�¿VFDO�LQFRPH�IRU�ORFDO�JRYHUQPHQWV��WKH\�ZRXOG�SUREDEO\�TXLFNO\�ORVH�LQWHUHVW�LQ�
capital investments. 

7KLV�ZDV�UHFRJQLVHG�E\�WKH�FHQWUDO�JRYHUQPHQW�DQG�OHG�WR�WKH������UHYLVHG�%XGJHW�/DZ�WKDW�SURKLELWHG�ORFDO�
governments from subsidising their local champions.

30�+RZHYHU��GXH�WR�D�ODFN�RI�HQIRUFHPHQW��WR�GDWH��LW�KDV�QRW�
led to major changes. 

29  　 Wei, Tian. Dividends to Increase at Central State Firms, China Daily, 7th
 May, 2014, viewed 4

th�-DQXDU\���������KWWS���ZZZ�FKLQDGDLO\�FRP�FQ�EXVLQHVV������������
FRQWHQWB���������KWP!�%RUVW��1LFRODV��SOE Dividends and Economic Rebalancing,�3HWHUVRQ�,QVWLWXWH�IRU�,QWHUQDWLRQDO�(FRQRPLFV����th

 May, 2012, viewed 4
th�-DQXDU\��

�������KWWS���EORJV�SLLH�FRP�FKLQD�"S ����!

30  　 %XGJHW�/DZ�RI�WKH�3HRSOH
V�5HSXEOLF�RI�&KLQD�������$PHQGPHQW���6WDQGLQJ�&RPPLWWHH�RI�WKH�1DWLRQDO�3HRSOH
V�&RQJUHVV��LVVXHG���st 
August, 2014, viewed 11

th�-DQXDU\��
�������KWWS���ZZZ�ODZLQIRFKLQD�FRP�GLVSOD\�DVS["LG �����	OLE ODZ!�
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�����,QGXVWU\�ORFDOLVDWLRQ�IUDJPHQWDWLRQ

1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1

µµµ«PDQ\�LQGXVWULDO�VHFWRUV�LQ�&KLQD�DUH�ZHLJKHG�GRZQ�E\�D�µORQJ�WDLO¶�RI�VPDOO�¿UPV�ZLWK�WLQ\�PDUNHW�
share and poor performance, but who, like zombies, just won’t die.’’’

 ²6FRWW�.HQQHG\��China Policy Watch: Industrial Consolidation: Trimming The Long Tail

1111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111

$������UHSRUW�QRWHG�WKDW�³PDQ\�LQGXVWULDO�VHFWRUV�LQ�&KLQD�DUH�ZHLJKHG�GRZQ�E\�D�µORQJ�WDLO¶�RI�VPDOO�¿UPV�ZLWK�
tiny market share and poor performance, but who, like zombies, just won’t die.”

31
 The report suggests that this 

pattern of low industry concentration has its origins in the 1950s and 1960s, when planners encouraged regional 

VHOI�VXI¿FLHQF\��$OWKRXJK�IXUWKHU�UHIRUPV�PRYHG� LQ� WKH�RSSRVLWH�GLUHFWLRQ��ZLWK� WKH� LQWHQWLRQ�RI�GHYHORSLQJ�DQ�
integrated national marketplace based on economies of scale and regional comparative advantage, this old 

industrial pattern has in many regards remained. 

&HQWUDO�JRYHUQPHQW�SROLFLHV�VHHN� LQGXVWU\�FRQVROLGDWLRQ�DV�D�SDQDFHD� WR� WKH�SUREOHPV�RI�H[FHVV�FDSDFLW\��
+RZHYHU�� LW� LV�QRW�QHFHVVDULO\� WKH� IUDJPHQWDWLRQ�DQG� ORZ� LQGXVWU\�FRQFHQWUDWLRQV� LQ�PDQ\�RI� WKH�DIIHFWHG�
LQGXVWULHVʊDQG�WKH� LQDELOLW\� WR�FRQWURO� WKH�H[SDQVLRQ�RI�VXFK�D�ZLGH�UDQJH�RI� ILUPVʊWKDW�DUH�DW� WKH�URRW�RI�
RYHUFDSDFLW\��/RZ�OHYHOV�RI� LQGXVWU\�FRQFHQWUDWLRQ�GR�QRW�QHFHVVDULO\� OHDG�WR�SRRU� LQGXVWU\�SHUIRUPDQFH�DQG�
RYHUFDSDFLW\��0DQ\�VPDOOHU�DQG�QLFKH�PDUNHW�SDUWLFLSDQWV�WKDW�DUH�OLNHO\�WR�EH�DEVRUEHG�E\�ODUJHU�¿UPV�GXULQJ�
WKH�FRXUVH�RI�D�FRQVROLGDWLRQ�DUH�DFWXDOO\�RSHUDWHG�PRUH�HI¿FLHQWO\�DQG�DUH�LQ�SRVVHVVLRQ�RI�D�VWURQJHU�FDSDFLW\�
to innovate. More pertinent to the issue of overcapacity is whether the industry structure is developed by market 

forces and healthy competition or through government support. 

,QGXVWU\�IUDJPHQWDWLRQ�per se� LV�WKHUHIRUH�QRW�UHVSRQVLEOH�IRU�H[DFHUEDWLQJ�RYHUFDSDFLW\��UDWKHU�LW� LV�D�UHVXOW�RI�
FRQWLQXHG�JRYHUQPHQW�SURPRWLRQ�RI�IDYRXUHG�¿UPV�IRU�SROLF\�HQGV�DFURVV�DOO�ORFDOLWLHV�

�����/RFDO�OHYHO�HFRQRPLF�SROLFLHV

1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1

"China is not yet an open and domestic market, but rather a patchwork of regional markets, each with 

its own unique trade and investment barriers."

1111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111

/RFDO�SURWHFWLRQLVP�LV�D�ZLGHVSUHDG�SUREOHP�LQ�D�FRQWLQHQW�VL]HG�FRXQWU\� OLNH�&KLQD��ZKHUH�WKH�SHUIRUPDQFH�RI�
ORFDO�JRYHUQPHQW�RI¿FLDOV�LV�PHDVXUHG�DOPRVW�HQWLUHO\�RQ�ORFDO�*'3�JURZWK��7KLV�PDQLIHVWV�LWVHOI� LQ�PDQ\�ZD\V��
/RFDO�JRYHUQPHQW�RI¿FLDOV�WU\�WR�DWWUDFW�DV�PXFK�LQYHVWPHQW�DV�SRVVLEOH�DQG�WKHQ�UHJXODWH�ORFDO�HFRQRPLF�DFWLYLWLHV�
LQ�ZD\V�WKDW�SXW�QRQ�ORFDO�HQWLWLHV�DW�D�GLVDGYDQWDJH��&KLQHVH�SURYLQFHV��XQGHU�SUHVVXUH�WR�KHOS�RXW�ORFDO�¿UPV��
LVVXHG�D�VHULHV�RI�µEX\�ORFDO¶�SROLFLHV�LQ�������D�G\QDPLF�WKDW�FDQ�VWLOO�EH�IRXQG�LQ�PDQ\�ORFDOLWLHV�WRGD\��

Company bankruptcies are avoided using local subsidies. Non-local competitors face additional fees for products 

WKDW�DUH�SURGXFHG�LQ�RWKHU�UHJLRQV�RI�&KLQD�DQG��UHJDUGOHVV�RI�ZKHWKHU�RU�QRW�WKH\�RIIHU�WKH�EHVW�SULFHV�DQG�TXDOLW\��
ORFDOO\�EDVHG�PDQXIDFWXUHUV�PD\�DOVR�EH�UHTXLUHG�WR�VRXUFH�WKHLU�SURGXFWLRQ�LQSXWV�IURP�D�SURWHFWHG�FRPSDQ\��

31  　 .HQQHG\��6FRWW��China Policy Watch: Industrial Consolidation: Trimming The Long Tail, *.�'UDJRQRPLFV���th 
August, 2013, viewed 16

th�'HFHPEHU���������KWWS���FVLV�RUJ�
LPDJHV�VWRULHV�FKLQD�.HQQHG\�������B&RQVROLGDWLRQ�SGI!�
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7KH�SRSXODULW\�RI�PHUJHUV�DQG�DFTXLVLWLRQV��0	$�� LV� OLPLWHG�EHFDXVH�RI� WKH�HQVXLQJ� ORVV�RI� LQÀXHQFH�DPRQJ�
ORFDO�RI¿FLDOV��7KH�SUHVHQW�WD[�V\VWHP�KDV�DGGHG�WR�WKH�UHOXFWDQFH�RI� ORFDO�JRYHUQPHQWV�WR�DJUHH�WR�0	$��DV�
9$7�UHYHQXHV�DUH�EDVHG�RQ�WKH�PDQXIDFWXUHU¶V�ORFDWLRQ�±�ZKHQ�D�FRPSDQ\�WDNHV�RYHU�D�ORFDO�SOD\HU��WKH�9$7�
LQFRPH�VWUHDP�EHQH¿WV�DQRWKHU�MXULVGLFWLRQ��0HUJHUV�DQG�DFTXLVLWLRQV�LQ�&KLQD�PLJKW�ÀRXULVK�DIWHU�WKH�VKLIW�IURP�
9$7�RQ�SURGXFWLRQ�WR�D�FRQVXPSWLRQ�EDVHG�9$7�VKDULQJ�V\VWHP�WKDW�GLYLGHV�UHYHQXH�EHWZHHQ�WKH�FHQWUDO�DQG�
local governments. Such adjustment might also help to further accelerate restructuring of the economy. 

China is not yet an open and coherent domestic market, but rather a patchwork of regional markets, each 

ZLWK� LWV�RZQ�XQLTXH� WUDGH�DQG� LQYHVWPHQW�EDUULHUV�� ,Q�DGPLQLVWHULQJ� WKLV�FRQWLQHQW�VL]HG�FRXQWU\�� WKH�FHQWUDO�
government therefore often possesses a less than absolute capacity to implement its macroeconomic policy 

objectives or to maintain some measure of coordination across subnational regions. 

Without being able to benefit from economies of scale or standardisation, production costs are higher than 

QRUPDO�DQG�FHUWDLQ�HQWHUSULVHV�FDQQRW�H[SDQG�PDUNHW�VKDUH�DQG�DFFXPXODWH�HQRXJK�VWUHQJWK�EHFDXVH�WKH\�
KDYH�EHHQ�HIIHFWLYHO\�EDUUHG�IURP�FRPSHWLWLRQ�LQ�FHUWDLQ�ORFDOLWLHV��3URGXFWLRQ�VLWHV�DUH�NHSW�RSHQ�HYHQ�LI�WKH\�
DUH�XQGHUXWLOLVHG��OHDGLQJ�WR�RYHUFDSDFLW\�IRU�WKH�HQWLUH�&KLQHVH�HFRQRP\��:LWK�VR�PDQ\�µORFDO�FKDPSLRQV¶�EHLQJ�
VXSSRUWHG�XQGHU�WKH�SUHVHQW�V\VWHP��LW�LV�KDUG�IRU�GRPHVWLF�FRPSDQLHV�WR�EHFRPH�µQDWLRQDO�FKDPSLRQV¶�3233

�����(DV\�DYDLODELOLW\�RI�WHFKQRORJ\ 
2YHUFDSDFLW\�LV�PRVW�ZLGHVSUHDG�LQ�VHFWRUV�WKDW�DUH�FRQVLGHUHG�ORZ�WHFK�RU�ZKHQ�WHFKQRORJ\�LV�LQH[SHQVLYH�RU�
ZLGHO\�DYDLODEOH��DV�LV�WKH�FDVH�ZLWK�FHPHQW�DQG�VWHHO��,W�LV�HDV\�WR�VHW�XS�QHZ�SURGXFWLRQ�OLQHV�DQG�WR�LQFUHDVH�
capacity in these sectors.

32　   /L��(ULF��Party of the Century: How China is Reorganizing for the Future, Foreign Affairs, 10
th�-DQXDU\���������KWWSV���ZZZ�IRUHLJQDIIDLUV�FRP�DUWLFOHV�FKLQD������������

party-century>  

33　   Dobbs, R. et al., Debt and (Not Much) Deleveraging,�0F.LQVH\��)HEUXDU\�������SS���������

Sections 2.3 through 2.6 have all highlighted the fact that the state of relations between the central and local levels of 

the Chinese Government—as well as the interests of competing sub-national Chinese jurisdictions—has played a key 

UROH�LQ�WKH�GHYHORSPHQW�RI�LQGXVWULDO�RYHUFDSDFLW\��:KLOH�WKH�VLJQL¿FDQFH�RI�WKHVH�IDFWRUV�LV�FOHDU��LQ�UHFHQW�\HDUV�VRPH�
KDYH�H[SUHVVHG�RSWLPLVP�WKDW�FRRUGLQDWLRQ�EHWZHHQ�WKH�FHQWUDO�DQG�ORFDO�JRYHUQPHQWV�LV�OLNHO\�WR�LPSURYH��

2QH�VXFK�YRLFH�EHORQJV�6KDQJKDL�EDVHG�YHQWXUH�FDSLWDOLVW�DQG�SROLWLFDO�FRPPHQWDWRU�(ULF�/L��ZKR�SXEOLVKHG�DQ�DUWLFOH�
in Foreign Affairs LQ�-DQXDU\�������HQWLWOHG Party of the Century: How China is Reorganizing for the Future.� ,Q� LW��/L�
DUJXHG�WKDW�WKH�VLJQL¿FDQFH�RI�WKH�7KLUG�3OHQXP¶V�DQQRXQFHPHQW�WKDW�&KLQD�ZRXOG�HVWDEOLVK�D�VLQJOH�QDWLRQDO�EXGJHW�
ZLWK�UHYHQXH�DQG�VSHQGLQJ�XQL¿HG�XQGHU�%HLMLQJ¶V�FRQWURO�KDG�\HW�WR�EH�IXOO\�DSSUHFLDWHG��7KLV�ZDV�DWWULEXWHG�WR�WKH�
IDFW�WKDW�� LI� LPSOHPHQWHG��%HLMLQJ�ZRXOG�³DVVXPH�DOPRVW�FRPSOHWH�FRQWURO�RYHU�QDWLRQDO�VSHQGLQJ�ZLWK�DGPLQLVWUDWLYH�
authority over things like overseeing infrastructure projects and the provision of health care to be more clearly 

delineated between Beijing and the regional and provincial governments.”
32�)XUWKHUPRUH�� WKH� UXOHV�RQ� WUDQVIHU�

payments between the central and local governments were to be standardised with Beijing also taking over direct 

management for local government debt. 

,W�KDV�EHHQ�DOPRVW�H[DFWO\�WZR�\HDUV�VLQFH�/L�DUJXHG�WKH�VLJQL¿FDQFH�RI�WKHVH�SURQRXQFHPHQWV��DQG�ORQJHU�VWLOO�VLQFH�
WKH�7KLUG�3OHQXP�IURP�ZKLFK�WKH\�VSUDQJ��8QIRUWXQDWHO\��ZLWK�WKH�H[FHSWLRQ�RI�WKH������UHYLVHG�%XGJHW�/DZ��ZKLFK�
HVWDEOLVKHG�D�XQL¿HG�DQG�VWDQGDUGLVHG�EXGJHWDU\�V\VWHP�WKDW�FRYHUV�WKH�FHQWUDO�DQG�ORFDO�JRYHUQPHQWV��WKHUH�KDYH�
been few indications that these proposed changes will ultimately become reality. As the scale of debt held by China’s 

ORFDO�JRYHUQPHQWV�KDV�RQO\�FRQWLQXHG� WR�H[SDQG�33
 this is a serious problem which presents ramifications to the 

central government’s ability to address overcapacity, as well as to implement reforms more broadly. This raises the 

TXHVWLRQ�RI�ZKHWKHU�RU�QRW�WKH�FHQWUDO�JRYHUQPHQW�SRVVHVVHV�WKH�SROLWLFDO�FORXW�QHFHVVDU\�WR�PDNH�VXFK�UHIRUPV��DQG�
ultimately the degree to which they are focused on the reform agenda.
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,Q�DGGLWLRQ�� WKH�VORZ� LPSOHPHQWDWLRQ�RI� LQWHOOHFWXDO�SURSHUW\� ULJKWV� �,35�� LQ�&KLQD�PHDQV� WHFKQRORJLHV�DUH�
VSUHDG�IDU�DQG�ZLGH�� ,Q�VRPH�FDVHV²WDNH�WKH�UHQHZDEOH�HQHUJ\�VHFWRU� IRU� LQVWDQFH²QHZ�WHFKQRORJLHV�DUH�
disseminated by foreign companies when they establish fresh supply chains. This technology then feeds into the 

production lines of foreign investors in China and also serves domestic companies. The result is the presence 

of a whole new supply chain of companies eager to sell their wares, which fuels overcapacity.

�����6XEVLGLVHG�HQYLURQPHQWDO�FRVWV�WR�SURGXFHUV

1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1

“If pricing mechanisms for natural resources are rationalised, the enforcement of environmental 

OHYLHV�LV�HVVHQWLDO�WR�SUHYHQW�IXUWKHU�GHWHULRUDWLRQ�RI�DLU�DQG�ZDWHU�TXDOLW\�´
1111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111

 

(QYLURQPHQWDO�DQG�VRFLDO�ZHOIDUH�HIIHFWV�DUH�GLI¿FXOW�WR�TXDQWLI\��$FFRUGLQJ�WR�D�MRLQW�VWXG\�E\�7KH�:RUOG�%DQN�DQG�
the Development Research Center of the State Council, however, the costs of environmental pollution and resource 

GHSOHWLRQ�DSSURDFK����SHU�FHQW�RI�DQQXDO�*'3�³RI�ZKLFK�DLU�SROOXWLRQ�DFFRXQWV�IRU�����SHU�FHQW��ZDWHU�SROOXWLRQ�����
per cent, and soil degradation 1.1 per cent”.

34�,I�WKH�SULFLQJ�PHFKDQLVPV�IRU�QDWXUDO�UHVRXUFHV�DUH�UDWLRQDOLVHG��WKH�
HQIRUFHPHQW�RI�HQYLURQPHQWDO�OHYLHV�LV�HVVHQWLDO�WR�SUHYHQW�IXUWKHU�GHWHULRUDWLRQ�RI�DLU�DQG�ZDWHU�TXDOLW\��

7KH�(XURSHDQ�&KDPEHU� UHFRJQLVHV� WKDW�VRPH�FKDQJHV�KDYH�DOUHDG\� WDNHQ�SODFH��2QH�H[DPSOH� LV� WKH�
introduction by the NDRC in 2012, of a progressive electricity pricing system for aluminium producers.

35
  

Another is the State Council’s move in October 2013, to introduce price reforms for water and electricity in order 

to eliminate local price subsidies, with tiered pricing introduced for significant users of water and electricity 

in overcapacity sectors, such as steel, cement, electrolytic aluminium, flat glass and shipbuilding.
36

  The 

GHYHORSPHQW�RI�HPLVVLRQV� WUDGLQJ�SURJUDPPHV�DQG� WKH�FRQVLGHUDWLRQ�RI�D�FDUERQ� WD[� LV�DOVR�HQFRXUDJLQJ��
+RZHYHU��IRU�WKH�VFDOH�RI�WKH�SUREOHP�RI�RYHUFDSDFLW\�DQG�WKH�HQYLURQPHQWDO�UDPL¿FDWLRQV�WKDW�LW�KDV�FUHDWHG��
these measures are likely too little and too late. As is often the case, the ability of the central government to 

effectively implement well-meaning legislation is the main challenge. 

�����(QYLURQPHQWDO��KHDOWK�DQG�VDIHW\�VWDQGDUGV
(QYLURQPHQWDO��KHDOWK�DQG�VDIHW\� �(+6��VWDQGDUGV�DOVR�FRQWULEXWH�VLJQLILFDQWO\� WR� WKH�QDWLRQDO�RYHUFDSDFLW\�
problem. There are no opportunities at a national level to shut down obsolete or polluting plants as this falls under 

the jurisdiction of local governments, which are loath to close such plants because of the resultant unemployment. 

(QYLURQPHQWDOLVWV�DQG�OHJDO�VSHFLDOLVWV�JHQHUDOO\�FRQFXU�WKDW�WKH�H[LVWLQJ�HQYLURQPHQWDO�ODZV�DQG�UHJXODWLRQV�LQ�
&KLQD�DUH�DGHTXDWH��$JDLQ��HQIRUFHPHQW�LV�WKH�SUREOHP��&KLQD��ZLWK�LWV�YDVW�DUHD�DQG�PDVVLYH�SRSXODWLRQ��IDFHV�
an enormous challenge in balancing its economic growth with environmental concerns. While the status change 

IURP�EXUHDX�WR�PLQLVWU\�JLYHV�WKH�0(3�PRUH�DGPLQLVWUDWLYH�SRZHU��LW�KDV�QRW�EHHQ�JLYHQ�DGHTXDWH�HQIRUFHPHQW�
SRZHU��7KH�0(3�LV�QRPLQDOO\�UHVSRQVLEOH�IRU�HQIRUFHPHQW�DQG�PRQLWRULQJ��EXW�WKH�UHDO�SRZHU�LV�DFWXDOO\�VSUHDG�
DPRQJ�QXPHURXV�RWKHU�DXWKRULWLHV��LQFOXGLQJ�WKH�1'5&��RQ�HQYLURQPHQWDO�LQGXVWU\�GHYHORSPHQW���WKH�0LQLVWU\�
RI�:DWHU�5HVRXUFHV��WKH�6WDWH�)RUHVWU\�$GPLQLVWUDWLRQ�DQG�WKH�6WDWH�2FHDQLF�$GPLQLVWUDWLRQ��7KLV�UHGXFHV�WKH�
effectiveness of environmental monitoring and control.

34　   China 2030: Building a Modern, Harmonious, and Creative Society, The World Bank and Development Research Center of the State Council, 2013, viewed 3
rd�-DQXDU\��

�������KWWS���ZZZ�ZRUOGEDQN�RUJ�FRQWHQW�GDP�:RUOGEDQN�GRFXPHQW�&KLQD������FRPSOHWH�SGI!�

35　  Guidelines to Resolve Severe Overcapacity Problems, State Council, 2013, no. 41, viewed 2
nd�-DQXDU\���������KWWS���ZZZ�JRY�FQ�JRQJEDR�FRQWHQW������FRQWHQWB��������

htm> 

36　   Decision of the Central Committee of the Communist Party of China on Some Major Issues Concerning Comprehensively Deepening the Reform, Central Committee of 

WKH�&RPPXQLVW�3DUW\�RI�&KLQD����th�-DQXDU\��������YLHZHG��nd�-DQXDU\���������KWWS���HQ�SHRSOH�FQ���������������KWPO!
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8OWLPDWHO\��HQYLURQPHQWDO�SURWHFWLRQ�UHVWV�ZLWK�VRPH�������(3%V�VSUHDG� WKURXJKRXW� WKH�FRXQWU\��7KH\�DUH�
responsible for monitoring and enforcing environmental laws and regulations within their jurisdiction. Real 

GHFLVLRQ�PDNLQJ�SRZHU� OLHV�ZLWK� ORFDO�JRYHUQPHQW��/RFDO�SURWHFWLRQLVP� UHVXOWV� LQ�FRQIOLFWV�RI� LQWHUHVW� LQ�
PRQLWRULQJ�DQG�HQIRUFLQJ�HQYLURQPHQWDO� ODZV�DQG�WKH�(3%�PD\�EHFRPH�D� µVHUYDQW¶�RI� ORFDO�JRYHUQPHQW�ZLWK�
no real powers. The prevailing local implementation of environmental and labour laws keeps sub-standard 

FRPSDQLHV� LQ�EXVLQHVV� WR� WKH�GHWULPHQW�RI� WKH� ORFDO�HQYLURQPHQW�� ,Q�(XURSHDQ�&KDPEHU
V�Position Paper 
2014/2015��D�UHFRPPHQGDWLRQ�ZDV�PDGH�WKDW�VWHSV�VKRXOG�EH�WDNHQ�WR�HQVXUH�WKDW�(3%V�JDLQ�LQGHSHQGHQFH�
from local governments.

37�5HSRUWLQJ�GLUHFWO\�WR�WKH�0(3�ZRXOG�JLYH�ORFDO�(3%V�UHDO�SRZHU�WR�HQIRUFH�ORFDO�ODZV�
DQG�UHJXODWLRQV��DQG�SURYLGH�WKHP�ZLWK�DGHTXDWH�PHDQV�DQG�UHVRXUFHV��

1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1

³(QYLURQPHQWDO�SURWHFWLRQ�UHVWV�ZLWK�VRPH�������(3%V�VSUHDG�WKURXJKRXW�WKH�FRXQWU\�´
1111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111

:KLOH�LW�LV�VWLOO�WRR�HDUO\�WR�MXGJH�WKH�ORQJ�WHUP�HIIHFWLYHQHVV�RI�WKH�UHYLVHG�(QYLURQPHQWDO�3URWHFWLRQ�/DZ��(3/��
that came into effect on 1

st�-DQXDU\��������WKH�NH\�TXHVWLRQ�LV��DV�DOZD\V��will strict regulatory enforcement and 
monitoring be applied locally? Unfortunately, as the power of this law can be trumped by competing legislation 

China’s system of environmental governance remains fragmented, and while local governments continue to 

FRQWURO�WKHLU�(3%V��WKHUH�LV�QR�UHDVRQ�WR�DVVXPH�WKDW�LQ�WKH�ORQJ�WHUP�LW�ZLOO�IXOO\�VXFFHHG�38

When local governments turn a blind eye to national laws being violated, they effectively give companies 

RSHUDWLQJ�EHORZ�OHJDO�VWDQGDUGV�D�ORFDO�VXEVLG\��7KLV�JLYHV�WKRVH�¿UPV�D�GLVWLQFWLYH�FRVW�DGYDQWDJH�DQG�NHHSV�
companies in business that may otherwise be closed. Subsidies of this sort keeps overcapacity in the market, 

and hurt the bottom line of responsible companies who abide by national laws.

������3KLORVRSK\�RI�PDUNHW�VKDUH�YHUVXV�SUR¿WDELOLW\�

1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1

³6RPH�SURGXFHUV«YLHZHG�RYHUFDSDFLW\�DV�DQ�RSSRUWXQLW\�WR�JDLQ�PDUNHW�VKDUH��
1111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111

Although most industrial companies are market-orientated, the state still controls many of them. This means that 

D�JUHDW�QXPEHU�RI�WKHVH���������FRPSDQLHV�KDYH�QR�µPDUNHW¶�RZQHUVKLS�DQG�WKDW�DFFRXQWDELOLW\�DQG�WUDQVSDUHQF\�
are lacking. As discussed in section 2.2, in most cases, these companies pay smaller dividends than the average 

SULYDWH�FRPSDQ\��$V�WKH�PDMRU�VKDUHKROGHU��WKH�VWDWH�KDV�KLVWRULFDOO\�PDGH�OLPLWHG�FODLPV�RQ�HDUQLQJV�DQG�SUR¿WV��
DQG�KDV�KDG�D�FRUUHVSRQGLQJO\�OLPLWHG�LQWHUHVW�LQ�PD[LPLVLQJ�SUR¿WDELOLW\��&DSDFLW\��SURGXFWLRQ�DQG�PDUNHW�VKDUH�
goals are used as the primary benchmarks to assess the performance of these state-controlled corporations. As 

PDQ\�RI�&KLQD¶V�EXVLQHVV�SHRSOH�DFW�LQ�D�µPDUNHW�VKDUH�GULYHQ¶�HFRQRP\��FRPSDQLHV�UHLQYHVW�UHWDLQHG�HDUQLQJV�
to gain market share and to make their companies bigger. Size matters in China. 

Some producers have also viewed overcapacity as an opportunity to gain market share. Companies that have 

PRQH\�DQG�EHOLHYH�WKDW�WKH\�FDQ�ZHDWKHU�RYHUFDSDFLW\¶V�VWRUP�KDYH�RSWHG�WR�IXUWKHU�H[SDQG�WKHLU�RSHUDWLRQV�LQ�
WKH�H[SHFWDWLRQ�WKDW�RWKHU�FRPSDQLHV�ZLOO�IDOO�RXW�RI�WKH�PDUNHW��,Q�VXFK�DQ�HYHQWXDOLW\��WKHVH�FRPSDQLHV�ZRXOG�

37　  European Business in China Position Paper 2014/2015, European Chamber, September 2014, p.262

38　   =KDQJ��%��DQG�&DR��&��������Policy: Four Gaps in China’s New Environmental Law, Nature, vol. 517, issue 7535, viewed 5
th�-DQXDU\���������KWWS���ZZZ�QDWXUH�FRP�QHZV�

policy-four-gaps-in-china-s-new-environmental-law-1.16736>
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then be able to reap the rewards of large-scale presence in the marketplace and recoup their investments once 

overcapacity eases and the market picks up. The problem with this, however, has been the sheer number of 

companies that are seemingly attempting to weather the storm by applying this strategy. 

���(LJKW�VHYHUHO\�DIIHFWHG�LQGXVWULHV�

The European Chamber has selected eight key industries where member companies can contribute their know-how 

to developing effective and sustainable solutions to combat overcapacity: 

• Crude steel

• Electrolytic aluminium

• Cement

• Chemicals

�� 5H¿QLQJ

�� )ODW�JODVV�

• Shipbuilding

�� 3DSHU�DQG�SDSHUERDUG�

Although the original 2009 study also addressed the wind energy sector as the industry is no longer characterised 

E\�PDMRU�RYHUFDSDFLW\� LW� LV�QRW�DQDO\VHG�LQ�GHWDLO� LQ� WKLV�VWXG\��'LVFXVVLRQV�ZLWK� LQGXVWU\�H[SHUWV� LQGLFDWH�WKDW�DIWHU�
WKH�H[SORVLYH�JURZWK�WKDW�WRRN�SODFH�LQ�WKLV�VHFWRU�IURP������WR�������DQG�UHVXOWLQJ�RYHUFDSDFLW\�IURP������WR�������
Chinese government policies to prevent less technologically advanced companies from bidding on projects and 

raising grid connection standards in order to discourage new market entrants addressed the problem. The resulting 

Source: www.gov.cn

Guidance Policies from 

State Council

Abbreviations: MIIT: Ministry of Industry and Information Technology; NDRC: National Development and Reform Commission

Steel

Central government actions to curb overcapacity (2006-2015)

Policies from Ministries under State 

Council (e.g. MIIT, NDRC, etc.)

2006-2009 2009-2013 2014

12th Five-year plan

2015

Guidance policy

Electrolytic

aluminum

Shipbuilding

Chemicals

2FW������

Flat glass

Cement

PDSHU and 

paperboard

Feb.

Apr. Apr.Dec.

Apr.Apr. Jan.

Apr. Apr.

Apr.

Dec. Apr. Apr. July

Wind power

2FW������
Structural adjustment

Outdated capacity 

elimination
Capacity control Supply-side 

reform

0DU������
Oct.

Oct.

Oct.

Oct.

Oct.

Oct.

Refining

Feb.Oct. (Shandong)
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market consolidation that took place also helped to balance supply and demand with fifteen companies that now 

account for over 90 per cent of the Chinese market.

$V�RXWOLQHG�DW� WKH�EHJLQQLQJ�RI�VHFWLRQ�WZR��IRU�WKH�SXUSRVHV�RI� WKLV�VWXG\�RYHUFDSDFLW\� LV�GH¿QHG�DV�WKH�GLIIHUHQFH�
between production capacity and actual production, meaning overcapacity is considered as the converse of the 

utilisation rate. To analyse the problem of overcapacity more effectively, further data has to be considered, including 

VHFWRU�SURGXFWLRQ��FRPSRXQG�DQQXDO�JURZWK�UDWH��&$*5���SURMHFWHG�GHPDQG�DQG�)$,��

�����&UXGH�6WHHO

1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1
 

“…[China’s] steel industry now accounts for more than half of global output, or more than twice the 

FRPELQHG�RXWSXW�RI�WKH�QH[W�IRXU�ELJJHVW�VWHHO�PDNHUV��-DSDQ��,QGLD��WKH�86�DQG�5XVVLD�´
1111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111

&KLQD� LV� WKH�ZRUOG
V�ELJJHVW� VWHHO�SURGXFHU��'DQ�5RVHQ��)RXQGHU�DQG�&KLQD�
Director, Rhodium Group, has calculated that from 2004 to 2014, global steel 

production increased by 57 per cent – China contributed a staggering 91 per cent 

to this increase.
39

  As a result, its steel industry now accounts for more than half of 

JOREDO�RXWSXW��RU�PRUH�WKDQ�WZLFH�WKH�FRPELQHG�RXWSXW�RI�WKH�QH[W�IRXU�ELJJHVW�VWHHO�
PDNHUV��-DSDQ��,QGLD�� WKH�86�DQG�5XVVLD�40� ,W�HQMR\V�WKLV�PDVVLYH�FDSDFLW\� ODUJHO\�
thanks to supportive industrial policies spanning decades whose sole aim was to 

KHOS�WKLV�µVWUDWHJLF¶�LQGXVWU\�ÀRXULVK��7KH�JRYHUQPHQW�ZDV�VWLOO�LQWURGXFLQJ�IDYRXUDEOH�
polices to support steel even as late as 2002. 

0DUNHW�IRUFHV�FDQQRW�EH�GLVFRXQWHG�LQ�H[SODLQLQJ�WKH�PHWHRULF�ULVH�RI�&KLQD¶V�VWHHO�
production capacity over the past decade. The growing economy, especially before 

WKH������¿QDQFLDO�FULVLV��SURYLGHG�WKH�JUHDWHVW�PRPHQWXP�IRU�WKH�GHYHORSPHQW�RI�WKH�
steel industry. Strong demand from infrastructure construction, real estate, machinery 

DQG�WKH�DXWRPRELOH�LQGXVWU\��FRXSOHG�ZLWK�RYHUHVWLPDWHG�PDUNHW�H[SHFWDWLRQV��SXVKHG�
up the steel price dramatically. The soaring price not only spurred large steel groups 

to build new steel lines, but also attracted many small and medium-sized steel 

companies to the industry.

*RYHUQPHQW�VWHSV�WR�FXUE�RYHUFDSDFLW\�QRW�HIIHFWLYH�
*RYHUQPHQW�SROLFLHV�KDYH�SULPDULO\� WDUJHWHG�VPDOO�DQG�VHPL�OHJDO�SURGXFHUV��SULYDWH�DQG� ORFDO�JRYHUQPHQW�
RZQHG���ZKLFK�DOVR� WHQG� WR�EH�PRUH�SROOXWLQJ�DQG� OHVV�HQHUJ\�HIILFLHQW��$V�HDUO\�DV�������%HLMLQJ�VWDUWHG�
advocating slower growth in steel sectors, but without any great success. At the time, a booming economy 

and robust global demand for Chinese steel gave producers and local governments little incentive to follow 

Beijing’s guidance. State-owned steel mills have traditionally viewed long-term market viability as secondary 

to safeguarding the jobs and economic growth that these projects deliver to their local communities. At the 

same time, high steel prices fuelled by the domestic development boom and rising global demand attracted 

new entrants that operate on very narrow margins and enjoy as much as a 30 to 40 per cent cost advantage 

compared to their state-owned competitors. 

39　   'DQ�5RVHQ��5KRGLXP�*URXS��3UHVHQWDWLRQ��%HLMLQJ��1RYHPEHU������

40　   Monthly Crude Steel Production, 2015, World Steel Association, viewed 14
th�-DQXDU\���������KWWS���ZZZ�ZRUOGVWHHO�RUJ�VWDWLVWLFV�FUXGH�VWHHO�SURGXFWLRQ�KWPO!�

2YHUFDSDFLW\�LQ�VWHHO�

2008
Capacity: 644 million tonnes

3URGXFWLRQ������PLOOLRQ�WRQQHV�

8WLOLVDWLRQ�UDWH�����

2014
Capacity: 1.14 billion tonnes

3URGXFWLRQ������PLOOLRQ�WRQQHV

8WLOLVDWLRQ�UDWH������

2008 vs. 2014 scale of 

overcapacity: 132 million tonnes 

vs. 327 million tonnes



Overcapacity in China 

2
YHUFDSDFLW\�LQ�&

KLQD

17

Overcapacity in China 

,Q� WKH�EXOOLVK�PDUNHW� OHDGLQJ�XS� WR� WKH� ILQDQFLDO� FULVLV��
government pol icies aiming to curb the growth of 

overcapacity in the steel market had little chance of success. 

The collapse in global demand for steel after the crisis should 

have created a perfect environment to reduce capacity in 

WKH�VWHHO�VHFWRU��,QVWHDG��DV�KDV�EHHQ�RXWOLQHG��WKH�&KLQHVH�
Government’s massive stimulus spending efforts have 

GLUHFWO\�FRQWULEXWHG�WR�H[DFHUEDWLQJ�RYHUFDSDFLW\�

Recognising the increasing scale of overcapacity in 

WKH� LQGXVWU\�� LQ�0DUFK������� WKH�6WDWH�&RXQFLO
V�Steel 
Industry Adjustment and Revitalisation Plan was released. 

This plan was aimed at, among other things, controlling 

steel production and eliminating backward capacity by 

implementing stricter standards. 
41

According to the plan, about 140 million tonnes of capacity 

ZHUH� µLOOHJDO¶�DQG�WKLV�ZDV�DFFRXQWHG�IRU�E\� WKH� WKRXVDQG�
RU�VR�VPDOOHU�PLOOV� LQ� WKH�FRXQWU\� �DFFRUGLQJ� WR� WKH�SODQ��
there were about 1,200 registered steel companies in 

&KLQD��EXW�WKH�WRS����FRPSDQLHV�DOUHDG\�PDGH�XS����SHU�FHQW�RI�WRWDO�FDSDFLW\��42
 At the same time, however, 

the plan called upon the top ten producers to boost their capacity, either through M&A or through organic 

FDSDFLW\�H[SDQVLRQ��,Q�$XJXVW�������WKH�0,,7�UHYHDOHG�WKDW�LW�ZDV�FXUUHQWO\�GUDIWLQJ�JXLGHOLQHV�WR�VSHHG�XS�0	$�
LQ� WKH� LURQ�DQG�VWHHO� LQGXVWU\�� LQFOXGLQJ�9$7�SROLFLHV� IDYRXULQJ�62(V�43

 Unfortunately, though, facilities often 

SURYH�GLI¿FXOW�WR�FRQVROLGDWH�RU�VKXW�GRZQ�DQG�PDQ\�VWHHO�SURGXFHUV�LQ�IDFW�VLPSO\�PRGHUQLVH�H[LVWLQJ�REVROHWH�
capacity, instead of shutting it down. Capacity that is slated to be permanently removed from the market is 

WKHUHIRUH�RIWHQ�IRXQG�WR�VXEVHTXHQWO\�UHDSSHDU�

,Q�DGGLWLRQ�WR�WKH�SUHVVXUHV�WR�PDLQWDLQ�HPSOR\PHQW�WKLV�LV�DOVR�DWWULEXWDEOH�WKH�IDFW�WKDW� LQ�PDQ\�UHJDUGV�LW� LV�
cheaper to continue high levels of production than to shut it down. Mills also often continue to operate because 

they are saddled with debt and it is only through continued production that loans can be returned or, indeed, 

rolled-over. Some companies have therefore increased their production capabilities in order to avoid elimination 

RU�FRQVROLGDWLRQ��$V�DQ�H[DPSOH��RQH�JRYHUQPHQW�SROLF\�
from 2010,

44
 that sought to eliminate blast furnaces 

smaller than 400m
3
, foundry furnaces smaller than 

200m
3
 and electric arc furnaces smaller than 30m

3
 

VSXUUHG�D�QXPEHU�RI�SURGXFHUV�WR�H[SDQG�WKHLU�FDSDFLW\�
DERYH�WKHVH�WKUHVKROGV�LQ�RUGHU�WR�DYRLG�FORVXUH��,Q�RQH�
case reported by The Wall Street Journal, a company 

LQ� +HEHL� SURYLQFH� WKDW� UHFHLYHG�86'� �������� RI�
compensation for dismantling four small blast furnaces 

spent the funds it received on building a larger one.
45

 

41　   Chen, C. et al., Chinese Steel: Too Little Closed; Too Much Needs Closure, HSBC Steel Weekly,�+6%&���th
 December, 2015, p. 1. 

42　  China to Study Curbs on Overcapacity in Steel, Cement, Bloomberg News, 26
th
 August, 2009, viewed 14

th�-DQXDU\���������KWWS���ZZZ�PHWDO�FRP�QHZVFRQWHQW�����BFKLQD�
to-study-curbs-on-overcapacity-in-steel-cement> 

43　   ,ELG�

44　   1RWL¿FDWLRQ�RI�2SLQLRQV�RQ�WKH�,QKLELWLRQ�RI�2YHUFDSDFLW\�DQG�5HGXQGDQW�&RQVWUXFWLRQ�LQ�6RPH�,QGXVWULHV�DQG�*XLGH�WR�6RXQG�'HYHORSPHQW� The State Council, No. 38, 

2009, 26
th
 September, 2009, viewed 14

th�-DQXDU\���������KWWS���ZZZ�JRY�FQ�]ZJN������������FRQWHQWB��������KWP!��

45　   :HL��/LQJOLQJ�DQG�'DYLV��%RE��In China, Beijing Fights Losing Battle to Rein in Factory Production, The Wall Street Journal, 16
th�-XO\��������YLHZHG���th�-DQXDU\��������

�KWWS���ZZZ�ZVM�FRP�DUWLFOHV�LQ�FKLQD�EHLMLQJ�¿JKWV�ORVLQJ�EDWWOH�WR�UHLQ�LQ�IDFWRU\�SURGXFWLRQ�����������!�

,Q�'HFHPEHU�������+6%&�SRVLWHG� WKDW�
even with 50 million tonnes of capacity 

HO LPLQDWHG� �RU� DW� OHDVW� VXVSHQGHG��
during the first 11 months of the year, a 

further 120 million would have to be cut 

in 2016, before China’s industry could 

reach a utilisation rate of 80 per cent. 

Unfortunately, with the easiest closures 

having already taken place, this is likely to 

be challenging. The longer the stalemate 

ODVWV�EHWZHHQ�XQSUR¿WDEOH��EXW�SROLWLFDOO\�
connected, SOEs that are focused on low 

value-added segments of the industry and 

FRPSDUDWLYHO\�SUR¿WDEOH��VSHFLDOLVHG�DQG�
HI¿FLHQW�SULYDWH�PLOOV�� WKH�PRUH� OLNHO\� LW� LV�
that it will be the latter’s capacity that will 

EH�IRUFHG�WR�H[LW�WKH�PDUNHW�41



Overcapacity in China 

2
YH
UF
DS
DF
LW\
�LQ
�&
KL
QD

18

The scale of the challenge is further highlighted by the fact that in 2013, 

the government again stated that it aimed to cut production by 80 million 

WRQQHV�E\�������RU�WKH�HTXLYDOHQW�RI�WKH�86¶�HQWLUH�DQQXDO�RXWSXW��:KLOH����
million tonnes of smelting capacity was eliminated in 2014,

46
 the reported 

GHOD\V�LQ�VKXWWLQJ�GRZQ����RI�+HEHL¶V�����PLOOLRQ�WRQQHV�RI�SURGXFWLRQ�E\�
2017, mean that there is no reason to assume that this target will be met.

47

,Q�-DQXDU\������� WKH�0,,7�DQQRXQFHG�D�SODQ�DFFHOHUDWH� WKH�RYHUKDXO�
RI� WKH�VWHHO� LQGXVWU\�DQG�EULQJ� LW� WR�D�³EDVLFDOO\�EDODQFHG� OHYHO´��$V�WKLV�
goal targeted having more than 80 per cent of production utilised by 

2017, which would mean a total output of 800 million tonnes, it would 

necessitate a major drop from 2015 production levels. The draft plan 

FDOOHG�IRU�WKH�0	$�SURFHVV�WR�FUHDWH�WKUHH�WR�¿YH�PDMRU�VWHHO�SURGXFHUV�
by 2025, with the 10 largest companies accounting for no less than 60 

SHU�FHQW�RI� WRWDO�RXWSXW��0DUNHW�DFFHVV�DQG�H[LW� UXOHV�ZHUH�DOVR�VODWHG�
for improvement.

48�$V�SDUW�RI�WKLV�LQLWLDWLYH��WKH�0,,7�DOVR�YHWWHG�GRPHVWLF�
steel makers and shortlisted those who were found to be compliant with 

regulations. These shortlisted steel mills, which have a total combined 

capacity of one billion tonnes, were to be subject to upgrading and restructuring. While the policy was scheduled 

WR�WDNH�HIIHFW�LQ�-XO\�������LW�ZDV�\HW�WR�EH�LPSOHPHQWHG�DV�RI�WKH�HQG�RI������

7KLV� LV�DJDLQVW�D�EDFNJURXQG� LQ�ZKLFK�DQQXDOLVHG�VWHHO�H[SRUWV� IURP�-DQXDU\� WR�2FWREHU������DOVR�UHDFKHG�
110 million tonnes, which amounts to 12 per cent of China’s output and an increase of 16 million tonnes from 

�����OHYHOV��7KLV�LV�D�VKDUS�FRQWUDVW�IURP�WKH�����V��DW�ZKLFK�WLPH�D�VLJQL¿FDQW�SRUWLRQ�RI�WKH�VWHHO�SURGXFWV�WKDW�
&KLQD�FRQVXPHG�ZHUH�LPSRUWV��)RU�H[DPSOH�� LQ�������&KLQD�H[SRUWHG�����PLOOLRQ�WRQQHV�RI�VWHHO�WR�WKH�(8��D�
49 per cent increase over 2013.

49�%HWZHHQ�-DQXDU\�DQG�2FWREHU�������&KLQD¶V�H[SRUWV�WR�WKH�(8�URVH�WR�VHYHQ�
million tonnes for a further increase of 41 per cent over the same period of 2014.

50

0	$�DQ�LPSHUIHFW�VROXWLRQ�WR�DGGUHVV�WKH�SUREOHP
,Q�D������UHSRUW�RQ�RYHUFDSDFLW\� LQ� WKH�JOREDO�VWHHO� LQGXVWU\��7KH�%RVWRQ�&RQVXOWLQJ�&RPSDQ\�DUJXHG� WKDW�
M&A only provides a solution when the merged companies enjoy synergies that make the new company 

PRUH�HI¿FLHQW�DQG�SUR¿WDEOH��DQG�WKHQ�RQO\� LI� WKH�JRYHUQPHQW�DOORZV�WKH�PHUJHG�FRPSDQ\�WR�WDNH�DGYDQWDJH�
RI� WKHVH�V\QHUJLHV�� ,I�QRW�� LW�RQO\�FUHDWHV�D�³ODUJHU� ORZ�SURILW�EXVLQHVV´��ZKLFK�PD\�KDYH�D� OLPLWHG�HIIHFW�RQ�
WKH�URRW�SUREOHPV�RI�RYHUFDSDFLW\�DQG�SUR¿WDELOLW\�51

 As government intervention is found to be most effective 

ZKHQ� LW�HQVXUHV�IDLU�FRPSHWLWLRQ�DQG� ORZHUV�H[LW�EDUULHUV�� LI�HIIHFWLYHO\� LPSOHPHQWHG�WKH�0,,7¶V�-DQXDU\������
DQQRXQFHPHQW�WKDW�PDUNHW�H[LW�UXOHV�ZLOO�EH�LPSURYHG�LV�D�SRVLWLYH�GHYHORSPHQW�

46　  China Focus: China Plans to Resolve Steel Industry Overcapacity by 2017, Xinhua, 21
st
 April, 2015, viewed 5

th� -DQXDU\���������KWWS���QHZV�[LQKXDQHW�FRP�
HQJOLVK������������FB����������KWP!�

47　   Li Keqiang Urges Less Overcapacity, More Innovation, Xinhua, 5th�-DQXDU\��������YLHZHG��th�-DQXDU\���������KWWS���QHZV�[LQKXDQHW�FRP�HQJOLVK������������FB����������KWP!�

48　   ,ELG��

49　   0XNKHUML��%LPDQ��0LOOHU��-RKQ�	�<DS��&KXLQ�ZHL��Why China’s Steel Exports are Stirring Protests, The Wall Street Journal, 15
th
 March, 2015, viewed 2

nd�-DQXDU\�������
�KWWS���ZZZ�ZVM�FRP�DUWLFOHV�ZK\�FKLQHVH�VWHHO�H[SRUWV�DUH�VWLUULQJ�SURWHVWV������������

50　   'DQ�5RVHQ��5KRGLXP�*URXS��3UHVHQWDWLRQ��%HLMLQJ��1RYHPEHU������

51　  6FKXOHU��)��HW�DO���2FWREHU��������Coping with Overcapacity: Navigating Steel’s Capacity Conundrum, The Boston Consulting Group, p. 10, viewed 12
th
 December, 2015, 

KWWSV���ZZZ�EFJSHUVSHFWLYHV�FRP�FRQWHQW�DUWLFOHV�PHWDOVBPLQLQJBOHDQBPDQXIDFWXULQJBSULFLQJBFRSLQJBZLWKBRYHUFDSDFLW\���

Evidently the government is aware 

of the scale of the problem. After 

YLVLWLQJ�7DL\XDQ� ,URQ� DQG� 6WHHO�
*URXS� GXULQJ� D� YLVLW� WR� 6KDQ[L�
province on 4

th
 and 5

th� -DQXDU\��
2016, his first industry inspection 

WULS�RI� WKH�\HDU��3UHPLHU�/L�VWDWHG�
that the steel sector is suffering 

badly from overcapacity and that 

"China should put unyielding effort 

into restructuring by eliminating 

outdated capacity and forbidding 

the construction of new capacity" 

in order to make way for new 

growth engines, especially mass 

entrepreneurship and innovation.
47
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&XUUHQW�GULYHUV�RI�RYHUFDSDFLW\�LQ�&KLQD¶V�VWHHO�LQGXVWU\

Based on European Chamber research, overcapacity in the steel industry has been mainly driven by:

�� 7KH�GHVLUH�RQ�WKH�SDUW�RI�UHJLRQV�WR�EH�VHOI�VXI¿FLHQW��OHDGLQJ�WR�FDSDFLW\�GXSOLFDWLRQ�DW�WKH�QDWLRQDO�OHYHO�

�� $�FRPELQDWLRQ�RI�62(V�EHLQJ� LQVHQVLWLYH� WR�SURILW�ORVV�DQG�VPDOO�GLUW\�LQHIILFLHQW�VWHHO�PLOOV� WKDW�VXVSHQG�
DFWLYLW\�ZKHQ�SULFH�GLSV�DQG�UH�RSHQ�ZKHQ�WKH�PDUNHW�LV�PRUH�IDYRXUDEOH�

• Adverse effects of the stimulus package, which encouraged large mills to add capacity and has made small- 

DQG�PHGLXP�VL]HG�PLOOV��ZKLFK�WKH�JRYHUQPHQW�ZDQWV�WR�VKXW�GRZQ��SUR¿WDEOH��DQG�

• The provision of subsidised energy by regional governments.

3.2  Electrolytic Aluminium
&KLQD¶V�HOHFWURO\WLF�DOXPLQLXP�LQGXVWU\�KDV�ZLWQHVVHG�H[WUHPHO\�UDSLG�JURZWK�
over the past decade with the country now accounting for half of the world’s 

supply, which amounts to 13 times the US’ production. This growth story was 

driven first and foremost by a boom in both domestic Chinese and global 

GHPDQG��,Q�WXUQ�� WKLV�KLJK�GHPDQG�GURYH�SULFHV�XS�DQG�LQFUHDVHG�UHWXUQ�RQ�
HTXLW\��52(���PDNLQJ�WKH�LQGXVWU\�PRUH�DWWUDFWLYH�IRU� LQYHVWPHQW�IURP�62(V�
and private companies. Market entry was facilitated by easy availability of 

technology and favourable access to financing. Combined with subsidised 

HQHUJ\�FRVWV� �ZKLFK�DFFRXQWV� IRU���� WR����SHU�FHQW�RI� WKH�FRVW�VWUXFWXUH�
GHSHQGLQJ�RQ�ZRUOGZLGH�ORFDWLRQ���WKHVH�IDFWRUV�WXUER�FKDUJHG�WKH�GHYHORSPHQW�
RI�WKH�LQGXVWU\�LQ�&KLQD��LQ�ERWK�SULPDU\�DQG�H[WUXVLRQ�LQGXVWU\�VHJPHQWV���

This market-driven boom was supported by favourable government policies. 

There was encouragement for SOEs to enter the primary aluminium industry 

segment, despite the sector’s high-energy consumption, while private 

FDSLWDO�ZDV�DOORZHG�WR�SRXU� LQWR� WKH�PDQXIDFWXULQJ��H[WUXVLRQ��VHJPHQW��$V�
a result, the industry has moved from 4.9 million tonnes of overcapacity and 

a utilisation rate of 78 per cent in 2008, to 9.2 million tonnes of overcapacity 

and a utilisation rate of 76 per cent in 2015. While both the primary and 

manufacturing segments suffer from overcapacity, the following analysis will 

focus on the primary segment of the Chinese aluminium industry.

$JJUDYDWLRQ�RI�RYHUFDSDFLW\�LQ�WKH�PHGLXP�WHUP
Since the publication of the European Chamber’s original report in 2009, capacity in this sector has continued 

WR�H[SDQG�UDSLGO\�±�IURP������WR����������SHU�FHQW�RI�WKH�LQFUHDVH�LQ�JOREDO�DOXPLQLXP�SURGXFWLRQ�WRRN�SODFH�
in China.

52�2YHUFDSDFLW\�WKHUHIRUH�FRQWLQXHG�WR�H[SDQG�LQ�VSLWH�RI�WKH�UHVWULFWLYH�SROLFLHV�GHVFULEHG�DERYH��ZLWK�
XWLOLVDWLRQ�UDWHV�FRQWLQXLQJ�WR�GURS�DV�QHZ�VPHOWLQJ�FDSDFLW\�FDPH�RQOLQH�DQG�)$,�HLWKHU�UHPDLQLQJ�VWDEOH�RU�
growing. The impact of government-driven stimulus spending also had a negative impact in this area in the 

sense that it led to the re-opening of closed facilities and increased local-level investment in the sector. Growing 

overcapacity eroded prices, thereby compounding the effects of the global economic downturn. 

52　  .RPHVDURII��0LFKDHO��Aluminum: Coping with Excess Capacity, *.�'UDJRQRPLFV����th
 March, 2015, p. 1

2YHUFDSDFLW\�LQ�HOHFWURO\WLF�
aluminium 

2008
Capacity: 18.1 million tonnes

3URGXFWLRQ�������PLOOLRQ�WRQQHV
 

8WLOLVDWLRQ�UDWH�����

2015
Capacity: 38.1 million tonnes

3URGXFWLRQ�������PLOOLRQ�WRQQHV

8WLOLVDWLRQ�UDWH�����

2008 vs. 2015 scale of 

overcapacity: 4.9 million tonnes 

vs. 9.2 million tonnes
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*RYHUQPHQW�DFWLRQV�LQ�UHVSRQVH�WR�RYHUFDSDFLW\�WR�GDWH�
Overcapacity is not a new problem for China’s aluminium industry. As early as 2002, at the beginning of the 

&KLQHVH�DOXPLQLXP�ERRP�� WKH�FHQWUDO�JRYHUQPHQW� UHOHDVHG�D�VHULHV�RI�SROLFLHV� LQ� UHVSRQVH� WR�H[FHVVLYH�
LQYHVWPHQW� LQ� WKH�VHFWRU��+RZHYHU�� WKH�FDSLWDO�LQWHQVLYH�SULPDU\� LQGXVWU\�VHJPHQW� LV�SUHGRPLQDQWO\�FRQWUROOHG�
E\�SURYLQFLDO�DQG�PXQLFLSDO�JRYHUQPHQWV�ZKRVH�SROLF\�SULRULWLHV�OLH��¿UVW�DQG�IRUHPRVW��ZLWK�GULYLQJ�ORFDO�*'3��
HPSOR\PHQW�DQG�WD[�UHYHQXHV�

The global economic downturn made overcapacity in the aluminium sector more prominent, which prompted 

WKH�FHQWUDO�JRYHUQPHQW� WR� LQWURGXFH�D�VHW�RI�FRUUHFWLYH�PHDVXUHV�� ,Q�0DUFK������� LW� LVVXHG�D�UHTXLUHPHQW� IRU�
local administrations to stop subsidising electricity prices for aluminium smelters that had failed to obtain central 

JRYHUQPHQW�DSSURYDO��7KLV�PRYH�DLPHG�WR�HQFRXUDJH�FRQVROLGDWLRQ� LQ� WKH� LQGXVWU\�E\�IDYRXULQJ� ODUJHU��RIWHQ�
VWDWH�RZQHG��SURGXFHUV��DQG�LQ�WKHRU\�WR�UHGXFH�FDSDFLW\�E\�IRUFLQJ�VPDOOHU�RSHUDWLRQV�WR�VKXW�GRZQ��

,Q�0D\������� WKH�6WDWH�&RXQFLO�DQQRXQFHG�D�WKUHH�\HDU�EDQ�RQ�QHZ�FDSDFLW\�DQG�D�UHPRYDO�RI�VPDOO�SODQWV�
with a combined capacity of 725 thousand tonnes by 2010, as well as an increase in the standards for energy 

FRQVXPSWLRQ�DQG�JUHHQKRXVH�JDV�HPLVVLRQV��6XEVHTXHQWO\�DQQRXQFHG�SODQV� IRU� WKH�GHYHORSPHQW�DQG�
adjustment of the non-ferrous metals industry also indicated that while any new construction or reconstruction 

aluminium project would not be permitted, consolidation in the industry would be encouraged.

The European Chamber recognises that impressive 

innovations have also been achieved in terms of energy 

efficiency, technological development and the reduction of 

FDSLWDO�H[SHQGLWXUHV�IRU�QHZ�SODQWV��+RZHYHU��ZLWK�����PLOOLRQ�
tonnes of overcapacity in 2015, on a utilisation rate of 76 per 

cent and total losses growing from USD 1.2 billion in 2013, to 

USD 1.5 billion in 2014,
53

 the scale of the challenge has grown 

FRQVLGHUDEO\�VLQFH�������(YHQ�ZLWK�&KLQD¶V�GHPDQG�H[SHFWHG�
to continue to grow through to 2020, with the transportation 

industry as an important driver, as this is an energy-intensive 

industry that also creates real environmental pressures the 

FRVWV�RI�WKH�FXUUHQW�VFDOH�RI�RYHUFDSDFLW\�H[WHQG�EH\RQG�HDUQLQJV�DQG�ORVVHV��

1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1

“China’s electrolytic aluminium industry has witnessed extremely rapid growth over the past decade 

ZLWK�WKH�FRXQWU\�QRZ�DFFRXQWLQJ�IRU�KDOI�RI�WKH�ZRUOG¶V�VXSSO\��ZKLFK�DPRXQWV�WR����WLPHV�WKH�86¶V�
SURGXFWLRQ�´

1111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111

,Q� UHVSRQVH� WR� WKHVH� WUHQGV�� LQ������� WKH�1'5&� LQWURGXFHG�D�SURJUHVVLYH�HOHFWULFLW\�SULFLQJ�V\VWHP� IRU�
DOXPLQLXP�SURGXFHUV�� ,Q�2FWREHU�������DQG� LQ�DGYDQFH�RI� WKH�7KLUG�3OHQXP�� WKH�6WDWH�&RXQFLO� IRU� WKH� ILUVW�
time also introduced price reforms for water and electricity. This measure called for removing any local price 

VXEVLGLHV�DQG�LQWURGXFLQJ�WLHUHG�SULFLQJ�IRU�VLJQL¿FDQW�XVHUV�RI�ZDWHU�DQG�HOHFWULFLW\�LQ�HOHFWURO\WLF�DOXPLQLXP�DQG�
IRXU�RWKHU�SULRULW\�VHFWRUV�ZKHUH�H[LVWLQJ�SURMHFWV�ZRXOG�SRWHQWLDOO\�EH�UH�HYDOXDWHG�DQG�SURSRVHG�SURMHFWV�ZRXOG�
be blocked.

54�0HDVXUHV�WR�HVWDEOLVK�VWULFWHU�PDUNHW�HQWU\�UHTXLUHPHQWV�DV�ZHOO�DV�WR�HOLPLQDWH�RXWGDWHG�FDSDFLW\�
were also to be enacted. 

53　  Based on the 14
th�-DQXDU\��������PLG�PDUNHW�H[FKDQJH�UDWH��KWWS���ZZZ�[H�FRP�!

54　  Guidelines to Resolve Severe Overcapacity Problems, The State Council, 2013, no. 41, viewed 2
nd� -DQXDU\���������KWWS���ZZZ�JRY�FQ�JRQJEDR�FRQWHQW������

FRQWHQWB��������KWP!�
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&XUUHQW�GULYHUV�RI�RYHUFDSDFLW\�LQ�&KLQD¶V�HOHFWURO\WLF�DOXPLQLXP�LQGXVWU\
Based on European Chamber research, overcapacity in the electrolytic aluminium industry has mostly been 

driven by:

�� 0DUNHW�IRUFHV��KLJK�SULFHV�SULRU�WR�WKH�FULVLV�DWWUDFWHG�62(V�DQG�SULYDWH�LQYHVWPHQW�LQWR�WKH�VHFWRU�
�� 6XEVLGLVHG�HQHUJ\�����WR����SHU�FHQW�RI�FRVW�VWUXFWXUH�GHSHQGLQJ�RQ�ZRUOGZLGH�IRRWSULQW�DQG�RYHUKHDGV��
�� (DV\�DFFHVV�WR�WHFKQRORJ\�DQG�IXQGLQJ��
�� 6WLPXOXV�VSHQGLQJ�LQ�FRQVWUXFWLRQ��WKDW�KDV�IXHOOHG�DQ�H[SDQVLRQ�LQ�FDSDFLW\�LQ�XS�VWUHDP�LQGXVWULHV�VXFK�DV�

DOXPLQLXP��DQG
• The cost-intensive and time-consuming nature of closing down industry facilities.

555657��

55　   Ephram, Avi, Mined Matters, Aluminum Capacity Closures: Announcements vs Reality Testing with Data, Barclays, 11
th
 November, 2015, viewed 5

th�-DQXDU\��������
�KWWSV���OLYH�EDUFDS�FRP�35&�VHUYOHWV�GY�VHDUFK"FRQWHQW3XE,' )&�������	EFOOLQN GHFRGH!

56　   ,ELG��

57　   ,ELG��

58　  China’s Aluminum Smelters Said to Meet to Discuss Cutbacks, Bloomberg, 9th
 December, 2015, viewed 16

th�'HFHPEHU���������KWWS���ZZZ�EORRPEHUJ�FRP�QHZV�
DUWLFOHV������������FKLQD�V�DOXPLQXP�VPHOWHUV�VDLG�WR�PHHW�WR�GLVFXVV�RXWSXW�FXWV!�

Data supports a sceptical view of how successful these measures have been. Barclays found that from 2008 to 2015, 

64 smelters with a combined capacity of 15 million tonnes announced production curtailment. As only 14 smelters 

ZLWK�D�FRPELQHG�FDSDFLW\�RI�����PLOOLRQ� WRQQHV�ZHUH�XOWLPDWHO\�GLVPDQWOHG�����SHU�FHQW�RI�VPHOWHUV� LQ�TXHVWLRQ²
representing 92 per cent of the capacity of the 64 smelters—have either returned to the market or are still able to do 

so if prices become favourable.
55� �)XUWKHUPRUH��ZLWK������PLOOLRQ�WRQQHV�RI�FDSDFLW\�DGGHG�GXULQJ�WKH�VDPH�SHULRG��

SHUPDQHQW�FORVXUHV�RQO\�DPRXQWHG�WR�VL[�SHU�FHQW�RI�DGGHG�FDSDFLW\��'XULQJ�WKH�¿UVW����PRQWKV�RI�������VXVSHQVLRQV�
DPRXQWHG� WR�DSSUR[LPDWHO\�����PLOOLRQ� WRQQHV��D�PDMRU� LQFUHDVH�RYHU� UHFHQW�\HDUV��+RZHYHU��DV�PDQ\�RI� WKHVH�
plants are likely to restart production when the market shows some signs of improvement, closures that may only be 

temporary do not address the root problem of overcapacity.
56

   

,Q� UHVSRQVH�� WKHUH�KDYH�EHHQ�UHSRUWV�RI� LQGXVWU\�SOD\HUV� WU\LQJ� WR�ZRUN� WRJHWKHU� WRZDUG�VROXWLRQV��)RU�H[DPSOH��
&+,1$/&2�KDV�DWWHPSWHG�WR�VXSSRUW�SULFHV�E\�SXVKLQJ�IRU� WKH�IRUPDWLRQ�RI�D�JURXSLQJ�ZLWK�HOHYHQ�RWKHU�GRPHVWLF�
VPHOWHUV� WKDW�ZRXOG�RQO\�VHOO�GLUHFWO\� WR�FXVWRPHUV�� LQVWHDG�RI� WR� WKH�6KDQJKDL�)XWXUHV�([FKDQJH�57� ,Q�'HFHPEHU�
2015, there were also reports that fourteen Chinese smelters would meet to discuss production cuts as well as 

RWKHU�SRVVLEOH�PHDVXUHV�LQ�WKH�IDFH�RI�SULFHV�WKDW�KDG�KLW�VL[�\HDU�ORZV��+RZHYHU��ZLWK�PRUH�WKDQ����SHU�FHQW�RI�WKH�
FRXQWU\¶V�FDSDFLW\�UHSRUWHGO\�IDFLQJ�QHJDWLYH�FDVK�ÀRZ�58

 deep cuts would be necessary before near-term support for 

prices would be possible.
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3.3  Cement  
,Q�������&KLQD¶V�FHPHQW�SURGXFWLRQ�DFFRXQWHG�IRU����SHU�FHQW�RI�JOREDO�RXWSXW�
DQG�ZDV�DERXW�QLQH�WLPHV�ODUJHU�WKDQ�WKH�VHFRQG�ODUJHVW�SURGXFHU��,QGLD��%HLQJ�
the most populous nation in the world, with an urbanisation rate of 55 per cent 

in 2015,
59�&KLQD�LV�LQ�WKH�PLGVW�RI�D�KXJH�XUEDQLVDWLRQ�SURFHVV�WKDW�KDV�UHTXLUHG�

the construction of unprecedented amounts of urban housing and infrastructure. 

Despite this massive demand, the Chinese cement industry suffers from 

overcapacity with a deluge of new capacity having coming on-stream in recent 

years.

China’s cement capacity in 2014 was 3.1 billion tonnes per year, while total 

production was almost 2.25 billion tonnes, resulting in an utilisation rate of 73 

per cent. China’s cement industry is composed of large state-owned companies 

and a plethora of very small producers. At the same time, the cement industry 

has gone through a technology change from smaller, more polluting vertical 

NLOQV²PRVWO\�XVHG�E\�VPDOOHU�SURGXFHUV²WR�ODUJHU��PRUH�HQHUJ\�HI¿FLHQW�QHZ�
VXVSHQVLRQ�SUH�KHDWHU��163��NLOQV�JHQHUDOO\�GHSOR\HG�E\�ODUJHU�SURGXFHUV�

*RYHUQPHQW�VWHSV�WDNHQ�WR�FXUE�RYHUFDSDFLW\
Reacting to the scale of the problem, at the end of September 2009, the NDRC issued guidelines aimed 

at curbing overcapacity in the cement industry by suspending indefinitely the construction of all planned 

cement lines for which construction had not yet begun, including those that had previously received formal 

NDRC approval. The guidelines also contained a set of measures and energy efficiency standards aimed 

DW�DFFHOHUDWLQJ�FRQVROLGDWLRQ�RI� WKH� LQGXVWU\�DQG�WKH� WUDQVLWLRQ� IURP�YHUWLFDO� WR�163�WHFKQRORJ\�60
 The policy 

PDQGDWHG�WKDW�DQ\�QHZ�FDSDFLW\�PXVW�EH�PHW�E\�HTXLYDOHQW�FXWV� LQ�RXWGDWHG�FDSDFLW\��)LQDOO\��SURYLQFHV�ZLWK�
more than one tonne of cement per capita would not be granted new licences for cement lines. 

,Q�������6WDWH�&RXQFLO�GRFXPHQW�QXPEHU�����Notification of Opinions on the Inhibition of Overcapacity and 
Redundant Construction in Some Industries and Guide to Sound Development, also targeted the removal all 

RI� WKH�REVROHWH�NLOQ�FDSDFLW\��YHUWLFDO�VKDIW�NLOQV��E\�WKH�HQG�RI� WKH�12th FYP period.
61

 While the accumulated 

FORVXUH�RI�REVROHWH�FDSDFLW\�IURP������WR������UHDFKHG�����PLOOLRQ�WRQQHV��WKH�&KLQD�&HPHQW�$VVRFLDWLRQ��&&$��
HVWLPDWHV�WKDW�DSSUR[LPDWHO\����PLOOLRQ�WRQQHV�RI�REVROHWH�FDSDFLW\�VWLOO� UHPDLQV�LQ�WKH�PDUNHW�� ,Q�������6WDWH�
Council document number 41, Guideline to Resolving Severe Overcapacity Problems, went further by banning 

the establishment of further capacity in oversupplied regions and preventing banks from providing projects that 

KDYH�QRW�DWWDLQHG�OHJDO�DSSURYDOV�ZLWK�ORDQV��ERQGV�RU�LQLWLDO�SXEOLF�RIIHULQJV��,32V��62
 

8SJUDGHG�HQYLURQPHQWDO� UHTXLUHPHQWV�� WKH�SKDVLQJ�RXW�RI� ORZ�JUDGHV�RI�FHPHQW�DQG�WKH�HQFRXUDJHPHQW�RI�
ORDQV�IURP�FRPPHUFLDO�EDQNV��HTXLW\�SODFHPHQWV��ERQG�LVVXDQFHV�IURP�WKH�VHFRQGDU\�PDUNHW�DQG�WD[�EHQH¿WV�
LQ�VXSSRUW�RI�0	$�KDYH�DOVR�EHHQ�XVHG�WR�UHGXFH�FDSDFLW\��*RLQJ�IRUZDUG��LQLWLDWLYHV�LQWURGXFHG�E\�WKH�0,,7�DQG�
WKH�&&$�DOVR�LQFOXGH�FORVLQJ�VPDOO�VL]HG�163�SURGXFWLRQ�OLQHV�LQ�VHULRXVO\�RYHUVXSSOLHG�UHJLRQV�LQ�SDUWLFXODU����

Unfortunately, these measures have so far only managed to slow down the rate at which the problem is 

59　  China’s Urbanization Rate Reached 54.77% at the End of 2014 with More Rural Residents Entering Into Cities, www.gov.cn, October, 2015, viewed 7
th�-DQXDU\��������

�KWWS���ZZZ�JRY�FQ�[LQZHQ�����������FRQWHQWB��������KWP!�

60　  Chen, C. & Tsai, Y, Taiwan Cement Industry: China Steps Up Efforts to Curb Overinvestment, Morgan Stanley Research, 30
th
 September, 2009. 

61　   1RWL¿FDWLRQ�RI�2SLQLRQV�RQ�WKH�,QKLELWLRQ�RI�2YHUFDSDFLW\�DQG�5HGXQGDQW�&RQVWUXFWLRQ�LQ�6RPH�,QGXVWULHV�DQG�*XLGH�WR�6RXQG�'HYHORSPHQW��The State Council, No. 38, 

2009, 26
th
 September, 2009, viewed 14

th�-DQXDU\���������KWWS���ZZZ�JRY�FQ�]ZJN������������FRQWHQWB��������KWP!

62　   Guideline to Resolving Severe Overcapacity Problems, The State Council, No. 41, 2013, 6
th
 October, 2013, viewed 14

th�-DQXDU\���������KWWS���ZZZ�JRY�FQ�]ZJN������
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2YHUFDSDFLW\�LQ�FHPHQW

2008
Capacity: 1.87 billion tonnes

 

3URGXFWLRQ�������ELOOLRQ�WRQQHV
 

8WLOLVDWLRQ�UDWH�����

2014
Capacity: 3.1 billion tonnes

3URGXFWLRQ�������ELOOLRQ�WRQQHV

8WLOLVDWLRQ�UDWH�����

2008 vs. 2014 scale of 

overcapacity: 450 million tonnes 

vs. 850 million tonnes
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H[SDQGLQJ��:KLOH�)$,�LQ�WKH�LQGXVWU\�GHFOLQHG�IURP�86'������
billion in 2009, to USD 14.7 billion in 2015, the utilisation rate 

dropped three per cent, from 76 down to 73. At the same 

time, the scale of total overcapacity rose 400 million tonnes 

from a base of 450 million in 2008, to 850 million in 2014. 

With demand only projected to grow by minus one to two per 

cent from 2016 to 2020, this does not constitute a success 

story. 

)XUWKHUPRUH�� LQGXVWU\� VRXUFHV� UHYHDO� WKDW� WKHUH� DUH�
loopholes that allow for approvals to be granted locally 

instead of through the NDRC by claiming that the new facility will increase environmental improvements. These 

loopholes also contribute to a worsening of the overcapacity situation and should be closed at the earliest 

opportunity.

1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1

³,Q�������&KLQD¶V�FHPHQW�SURGXFWLRQ�DFFRXQWHG�IRU����SHU�FHQW�RI�JOREDO�RXWSXW�DQG�ZDV�QLQH�WLPHV�
ODUJHU�WKDQ�WKH�VHFRQG�ODUJHVW�SURGXFHU��,QGLD�´

1111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111

&XUUHQW�GULYHUV�RI�RYHUFDSDFLW\�LQ�&KLQD¶V�FHPHQW�LQGXVWU\
Based on European Chamber research, overcapacity in the cement industry is mostly driven by:

�� $�IDLOXUH�WR�VKXW�GRZQ�YHUWLFDO�NLOQ�FDSDFLW\�LQ�D�WLPHO\�PDQQHU��WKHUHE\�FUHDWLQJ�D�FDSDFLW\�µODJ¶�

�� ,QDGHTXDWH�KLVWRULFDO�FDSDFLW\�SODQQLQJ�ZLWK�DGGLWLRQDO�SHUPLWWHG�FDSDFLW\�H[FHHGLQJ�GHPDQG�SURMHFWLRQV�

�� ,QDGHTXDWH�HQIRUFHPHQW�RI�UHJXODWLRQV�PHDQW� WR�SUHYHQW�RSHUDWLRQ�E\�XQSHUPLWWHG�QHZ�SURMHFWV��3URMHFWV�
like this continue to be built with those that have already been built using loopholes in capacity approval 

SURFHVVHV�WR�MXVWLI\�IXUWKHU�FDSDFLW\�DGGLWLRQV��DQG�

�� 5HODWLYHO\� ORZ�FDSLWDO�HQWU\�EDUULHUV�DQG� LQDGHTXDWH�HQIRUFHPHQW�RI�(+6�DQG�SURGXFW�TXDOLW\�VWDQGDUGV��
which enable non-compliant operators to enter and supply the market

�����&KHPLFDOV
&KLQD¶V�FKHPLFDO� LQGXVWU\� LV�YDVW��FRPSOH[�DQG�KLJKO\�VHJPHQWHG��7KLV� LV� UHIOHFWHG� LQ� WKH�VOLJKWO\�GLIIHUHQW�
structure of this section.

7KH�GHYHORSPHQW�RI�&KLQD
V�FKHPLFDO�DQG�SHWURFKHPLFDO� LQGXVWU\�XQGHUZHQW�PDVVLYH�FKDQJHV� LQ� WKH�\HDUV�
leading up to the European Chamber’s original 2009 report. While the sector has historically struggled to keep 

SDFH�ZLWK�WKH�UDSLG�GHYHORSPHQW�RI�&KLQD¶V�HFRQRP\��DFFRUGLQJ�WR�WKH�&KLQD�3HWUROHXP�DQG�&KHPLFDO�,QGXVWU\�
$VVRFLDWLRQ��&3&,$��� LQ������ LW�ZDV�WKH�ZRUOG¶V� OHDGLQJ�SURGXFHU�RI� IHUWLOLVHU��VRGD�DVK��FDXVWLF�VRGD��VXOIXULF�
acid, methanol, calcium carbide, as well as other products.

63

$IWHU�D�GHFDGH�RI�H[SDQVLRQ��WKH�¿QDQFLDO�FULVLV�KLW�KDUG�ZLWK�WKH�&3&,$�UHSRUWLQJ�WKDW�GXULQJ�WKH�¿UVW����PRQWKV�
RI�������LQGXVWU\�SUR¿WV�ZHUH�GRZQ�����SHU�FHQW�\HDU�RQ�\HDU�ZLWK�������FRPSDQLHV�UHSRUWLQJ�¿QDQFLDO�ORVVHV��
20 per cent more than in 2007. With a large number of investment projects that had been in the pipeline, both 

63  　 Sun, Weishan, Petrochemical Industry Overcapacity Warning Report,�&3&,$����th
 April, 2014, 16

th -DQXDU\���������KWWS���ZZZ�FSFLD�RUJ�FQ�QHZV�YLHZ�DVS"LG ������!�
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LQ�&KLQD�DQG�LQWHUQDWLRQDOO\��FRPLQJ�LQWR�VHUYLFH�DW�H[DFWO\�WKH�WLPH�WKDW�SUHYLRXV�JURZWK�HVWLPDWHV�QHHGHG�WR�
EH�UH�HYDOXDWHG��WKH�LQGXVWU\�IDFHG�UHDO�FKDQJHV��+RZHYHU��LQ�$SULO�������WKH�&3&,$�FRQFOXGHG�WKDW�ZLWK�VXFK�D�
ODUJH�GRPHVWLF�PDUNHW�WKH�LQGXVWU\�ZRXOG�EH�DEOH�WR�IDFH�WKHVH�GLI¿FXOWLHV�DQG�ZRXOG�HYHQWXDOO\�EH�DEOH�WR�ORRN�
forward to a time when further development would be possible.

64
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³*UHDWHU�&KLQD�LV�KRPH�WR�DSSUR[LPDWHO\��������FKHPLFDO�FRPSDQLHV�´

1111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111

7KRXJK�WKH�LQGXVWU\�WKHUHIRUH�IDFHG�FKDOOHQJHV��VKRUWO\�EHIRUH�WKH�(XURSHDQ�&KDPEHU¶V������UHSRUW�WKH�&3&,$�
reached the following evaluation of the state of the industry:

���������RI�SURGXFWV�DUH�LQ�D�EDODQFHG�VXSSO\�DQG�GHPDQG�VLWXDWLRQ�
���������RI�SURGXFWV�DUH�LQ�VKRUW�VXSSO\�
���������RI�SURGXFWV�KDYH�RYHUFDSDFLW\�SUREOHPV�65

+RZHYHU��DIWHU� WKH�VKRUW�WHUP�EHQH¿WV�RI� WKH�JRYHUQPHQW¶V������VWLPXOXV�SDFNDJH�ZRUNHG�WKHLU�ZD\�WKURXJK�
the industry, the picture was not so favourable. Overall demand growth has slowed down in line with slowing 

of the Chinese economy, while more capacity increases have resulted due to over-heated investments. These 

LQYHVWPHQWV�KDYH�EHHQ�IXHOOHG�E\�WKH�LQYHVWRUV¶�DQG�ORFDO�RI¿FLDOV¶�RYHUFRQ¿GHQFH�LQ�WKH�KLJK�PDUNHW�JURZWK�RI�
the past as well as the short-term effects on demand that resulted from the stimulus package. 

,Q�D� VKDUS�FRQWUDVW� WR� WKH�PRUH�RSWLPLVWLF�HYDOXDWLRQ�SXW�
IRUZDUG�HDUOLHU�� LQ�$SULO� ������ WKH�&3&,$� LVVXHG�D�KLJKO\�
GHWDLOHG�ZDUQLQJ� DERXW� RYHUFDSDFLW\� LQ� WKH� LQGXVWU\�� ,W�
concluded that from 2008 onward supply had grown far faster 

than demand, with overcapacity now a serious problem for 

ten products—fertiliser, urea, methanol, chlor alkali, soda 

ash, calcium carbide, tyres, hydrogen fluoride, ammonium 

phosphate and silicone methyl monomer—with no shortage 

of additional capacity and a larger problem projected for the 

following year. 
66

 

After identifying utilisation rates of 80 to 82 per cent as reflecting a balanced market, with 75 per cent or 

lower taken to indicate serious overcapacity, evidence was presented that utilisation rates for seven of the 

WHQ�SURGXFWV�LQ�TXHVWLRQ�ZHUH����SHU�FHQW�RU�ORZHU�DQG�RQO\�WZR�RI�WKH�SURGXFWV�ZHUH�IRXQG�WR�KDYH�XWLOLVDWLRQ�
rates in the range of 76 to 80 per cent. While urea was found have a healthy utilisation rate of 83 per cent, it 

was projected to drop to 75 per cent by 2015. With major capacity increases by 2015 projected for nine of the 

SURGXFWV�DQG�¿YH�RI�WKHP�H[SHFWHG�WR�VHH�XWLOLVDWLRQ�UDWHV�IDOO�E\�¿YH�SHU�FHQW�RU�PRUH��DJDLQVW�WZR�SURGXFWV�IRU�
ZKLFK�UDWHV�ZHUH�H[SHFWHG�WR�LPSURYH�E\�¿YH�SHU�FHQW�RU�PRUH���WKH�&3&,$�ZDV�QRW�RSWLPLVWLF��

64　   The Chemical Industry: Operating Under Heavy Burden but Moving Closer to a Bright Future, &3&,$����th
 April, 2004, viewed 16

th�-DQXDU\��������KWWS���ZZZ�FSFLD�RUJ�FQ�
KWPO�QHZV������������B�����VKWPO!�

65　  ��&3&,$��ZHEVLWH��YLHZHG���th��-DQXDU\���������KWWS���ZZZ�FSFLD�RUJ�FQ�KWPO�QHZV������������B�����VKWPO!�

66　  6XQ��:HLVKDQ��3HWURFKHPLFDO�,QGXVWU\�2YHUFDSDFLW\�:DUQLQJ�5HSRUW��&KLQHVH�3HWUROHXP�DQG�&KHPLFDO�,QGXVWU\�$VVRFLDWLRQ��&3&,$�����th
 April, 2014, 16

th�-DQXDU\��������
�KWWS���ZZZ�FSFLD�RUJ�FQ�QHZV�YLHZ�DVS"LG ������!�
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Turning to the most up-to-date data the general state of China’s industry is highlighted by the fact that only one 

RI�WKH����FKHPLFDOV�OLVWHG�LQ�WKH�IROORZLQJ�FKDUW�KDV�D�XWLOLVDWLRQ�UDWH�WKDW�KDV�LPSURYHG�VLJQL¿FDQWO\�RYHU�WKH�ODVW�
WKUHH�\HDUV��)XUWKHUPRUH��LQ�������RQO\�WKUHH�RI�WKHVH�FKHPLFDOV�DOUHDG\�KDG�XWLOLVDWLRQ�UDWHV�LQ�WKH�UDQJH�RI����
to 82 per cent with two more enjoying rates in the range of 76 to 80 per cent. All of the remaining 11 are found to 

KDYH�XWLOLVDWLRQ�UDWHV�EHORZ����SHU�FHQW��)RU�DQ�LQGXVWU\�WKDW�SURYLGHV�LQSXWV�LQWR�VXFK�D�ZLGH�UDQJH�RI�LQGXVWULDO�
processes, this represents a major misallocation of capital.

Subsector 2012 Utilisation 
Rate (UR)

2013 UR 2014 UR 7UHQG�RI�FKDQJH

37$ ����� ����� ��� Deteriorating

SBR ��� ��� ��� Deteriorating

cis-BR ��� ��� ��� Deteriorating

0$3 ����� ����� ����� Deteriorating

Urea ��� ����� ����� Deteriorating

Soda Ash ��� ����� ����� Deteriorating

'$3 ����� ����� ����� Unchanged

Calcium carbide ����� ����� ����� ,PSURYHG�VOLJKWO\

39& ����� ����� ��� ,PSURYHG�VOLJKWO\

Methanol ����� ����� ��� ,PSURYHG�VOLJKWO\

Acetic acid ������ ������ ����� ,PSURYHG�VOLJKWO\

Caustic soda ����� ����� ��� ,PSURYHG

n-Butanol ��� ��� ��� Deteriorating

��(WK\O�KH[DQRO ��� ��� ��� Deteriorating

Acrylic acid ��� ��� ��� Deteriorating

Butyl acrylate ��� ��� ��� Deteriorating

�6RXUFH��&KLQD�3HWUROHXP�	�&KHPLFDO�,QGXVWU\�)HGHUDWLRQ��&KLQD�&KHPLFDO�,QGXVWU\�1HZV�

*UHDWHU�&KLQD�LV�KRPH�WR�DSSUR[LPDWHO\��������FKHPLFDO�FRPSDQLHV��:LWK�D�ODUJH�QXPEHU�RI�WKHP�SURGXFLQJ�
the same products, they are left chasing after a finite number of customers. Many of these companies also 

lack the capacity to innovate or to specialise in products that enjoy higher utilisation rates, a problem that was 

LGHQWLILHG�E\� WKH�&3&,$� LQ�������)RU�QHZ�SURMHFWV�� WKH\� WKHUHIRUH�KDYH�QR�RWKHU�FKRLFH�EXW� WR� MXPS�RQ� WKH�
treadmill of repetitive investments in low-end products due to the bottleneck in their R&D capability and lack of 

advanced technologies. 

,Q�FRQWUDVW��7KH�%RVWRQ�&RQVXOWLQJ�*URXS�KDV�IRXQG�WKDW�LQ�DOO�LQWHUQDWLRQDO�PDUNHWV�WKH�KLJKHVW�WRWDO�VKDUHKROGHU�
UHWXUQV�KDYH�³VKLIWHG� IURP�FRPPRGLW\�SURGXFWV�PDQXIDFWXUHG� LQ�H[WUHPHO\�KLJK�FDSDFLW\�SODQWV� WR� IRFXVHG�
VSHFLDOWLHV´��7KHVH�³IRFXVHG�VSHFLDOW\�FRPSDQLHV´�DUH�IRXQG�WR�VXFFHHG�E\�FUHDWLQJ�³KLJKO\�UH¿QHG�SURGXFWV�WKDW�
XVXDOO\�VHUYH�D�QDUURZO\�GH¿QHG�LQGXVWU\�RU�IXQFWLRQDO�DSSOLFDWLRQ´�67

 This development poses a challenge to the 

SUR¿WDELOLW\�DQG�DELOLW\�RI�&KLQHVH�FKHPLFDO�FRPSDQLHV�WR�GLIIHUHQWLDWH�WKHPVHOYHV�LQ�D�FURZGHG�PDUNHW�

67　  *RFNH��$QGUHDVV��:LOOHUV��<YHV�3LHUUH�	�6FKRQEHUJHU��+XEHUW��Value Creation in Chemicals 2015: Rethinking the Approach to China and Other Emerging Markets, 
14

th
 December, 2015, viewed 16

th� -DQXDU\���������KWWSV���ZZZ�EFJSHUVSHFWLYHV�FRP�FRQWHQW�DUWLFOHV�SURFHVV�LQGXVWULHV�YDOXH�FUHDWLRQ�VWUDWHJ\�YDOXH�FUHDWLRQ�
FKHPLFDOV������!�
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*RYHUQPHQW�VWHSV�WDNHQ�WR�FXUE�RYHUFDSDFLW\�
,Q� OLJKW� RI�PRXQWLQJ�RYHUFDSDFLW\� FKDOOHQJHV�� WKH� FHQWUDO� JRYHUQPHQW� VWDUWHG� WR� WDNH� VWHSV� WR� UHLQ� LQ�
RYHULQYHVWPHQW�LQ�VRPH�DUHDV�RI�WKH�FKHPLFDO�VHFWRU��,Q�WKH�FRDO�WR�FKHPLFDO�VHFWRU��WKH�6WDWH�&RXQFLO�VWDUWHG�
WDNLQJ�DFWLRQ�LQ�������E\�VHWWLQJ�WKH�PLQLPXP�VL]H�IRU�QHZ�SODQWV�WR�RQH�PLOOLRQ�WRQQHV�SHU�\HDU��+RZHYHU��PDQ\�
VPDOOHU�SODQWV�H[LVW�EHORZ�����WKRXVDQG�WR�����WKRXVDQG�WRQQHV�SHU�\HDU��7KHVH�OHVV�HI¿FLHQW�DQG�PRUH�SROOXWLRQ�
intensive plants are either owned by private companies operating outside the law, or by local governments keen 

RQ�GULYLQJ�ORFDO�*'3�JURZWK��

:KHQ�WKH�(XURSHDQ�&KDPEHU¶V�¿UVW�RYHUFDSDFLW\�UHSRUW�ZDV�SXEOLVKHG�LQ�������LW�ZDV�H[SHFWHG�WKDW�WKH�0,,7�
ZRXOG�EHFRPH�PXFK�VWULFWHU��ZLWK�SHUPLVVLRQ�WR�EXLOG�QHZ�SURGXFWLRQ�IDFLOLWLHV�DQG�WR�H[SDQG�H[LVWLQJ�FDSDFLWLHV�
for certain products only being granted to those manufacturers that received direct approval. Unfortunately, with 

local governments empowered to approve more and more chemical investments, major improvements have not 

resulted. 

7KLV�LV�SDUWLDOO\�GXH�WR�WKH�IDFW�WKDW�ORFDO�WD[�UHYHQXH�LQ�PDQ\�ORFDWLRQV�KDV�UHPDLQHG�KHDYLO\�UHOLDQW�RQ�FKHPLFDO�
LQYHVWPHQWV��HVSHFLDOO\� WKRVH�EDVHG�RQ�VLPSOH�SURFHVVLQJ�RI� ORFDO�UHVRXUFHV�OLNH�FRDO��VDOW�DQG�SKRVSKDWH��,Q�
WKH�FRDO�WR�FKHPLFDO�¿HOG�LQ�SDUWLFXODU��FDSDFLW\�DGGLWLRQV�KDYH�RIWHQ�EHHQ�SURPRWHG�E\�ORFDO�JRYHUQPHQWV��0DQ\�
SURMHFW�DSSURYDOV�UHTXLUH�UHVRXUFHV�FRDO�RQ�VLWH�UDWLRV�RI����WR����SHU�FHQW�LQ�RUGHU�WR�SURPRWH�ORFDO�HFRQRPLHV��

6XEVHTXHQWO\�� LQ� WKH�12th FYP, the government announced a capacity goal for all chemical products and 

LQFOXGHG�D�OLVW�IRU�RXWGDWHG�FDSDFLW\�WR�EH�HOLPLQDWHG��,Q�������WKH�1'5&�DOVR�LVVXHG�D�FRPSUHKHQVLYH�QRWLFH�IRU�
the standardisation of the coal-to-chemical industry that included strict controls for market entry, strengthening 

of project approval and stricter measures for resource allocation such as land. Unfortunately, and as a result of 

ORFDO�SURWHFWLRQLVP��VRPH�RXWGDWHG�SODQWV�KDYH�HYHQ�EHHQ�DEOH�WR�H[SDQG�DERYH�WKH�PLQLPXP�FDSDFLW\�UHTXLUHG�
by central authorities in order to avoid being shut down. 

7KH�HIIHFWV�RI� WKHVH�GHYHORSPHQWV�KDV� UHVXOWHG� LQ�VHYHUH�VDIHW\�HQYLURQPHQWDO� ULVNV�DV�ZLWQHVVHG� LQ� WKH�
LQFUHDVLQJ�QXPEHU�RI�FKHPLFDO�DFFLGHQWV�RYHU� UHFHQW�\HDUV��7KH�VXEVHTXHQW�ZDVWH� LQ� ILQDQFLDO�DQG�KXPDQ�
resources has detracted from the industry’s ability to invest in innovation and the upgrading of facilities, which 

LV�QHFHVVDU\�IRU�WKH�LPSOHPHQWDWLRQ�RI�WKH�&KLQD�0DQXIDFWXULQJ������LQLWLDWLYH��$V�QRWHG�E\�WKH�&3&,$��GXH�WR�
the limited capacity that many of its chemicals companies currently have to invest in R&D, China also remains 

reliant on imports for some high-end, high-tech products.
68

&XUUHQW�GULYHUV�RI�RYHUFDSDFLW\�LQ�&KLQD¶V�FKHPLFDO�LQGXVWU\
Based on European Chamber research, overcapacity in the chemical industry is mostly driven by:

�� 7KH�GHVLUH�IRU�VHOI�VXI¿FLHQF\��GHVSLWH�H[LVWLQJ�JOREDO�RYHUFDSDFLWLHV�

�� $�IUDJPHQWHG�LQGXVWU\��ZLWK�PDQ\�VPDOO�SOD\HUV�RSHUDWLQJ�RXWVLGH�RI�VWDWH�VXSHUYLVLRQ�

�� /RFDO�JRYHUQPHQWV�WKDW��ZLWK�WKH�H[FHSWLRQ�RI�ODUJH�VFDOH�SHWURFKHPLFDO�DQG�FRDO�FKHPLFDO�SURMHFWV��SRVVHVV�
SHUPLWWLQJ�DXWKRULW\�WR�SURPRWH�WKH�LQGXVWU\�WKURXJK�HOHFWULFLW\�SULFH��UDLO�IUHLJKW��DQG�WD[�LQFHQWLYHV�LQ�RUGHU�WR�
VWLPXODWH�XSVWUHDP�DQG�RU�GRZQVWUHDP�HFRQRPLF�DFWLYLW\�

�� /RFDO�JRYHUQPHQWV�SURWHFWLQJ�RXWGDWHG�SODQWV�DQG�HQDEOLQJ� WKHP�WR�H[SDQG�SURGXFWLRQ�VFDOH� LQ�RUGHU� WR�
DYRLG�EHLQJ�VKXW�GRZQ��DQG

�� 3RRU� ,35�SURWHFWLRQ� IRU�FKHPLFDO�SURGXFWV� WKDW�&KLQHVH�GRPHVWLF�SURGXFHUV�KDYH�HLWKHU�GHYHORSHG�RU�
bought the technology for.

68　  Sun, Weishan, Petrochemical Industry Overcapacity Warning Report,�&3&,$����th
 April, 2014, viewed 16

th� -DQXDU\��������KWWS���ZZZ�FSFLD�RUJ�FQ�QHZV�YLHZ�
DVS"LG ������!
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�����5H¿QLQJ�
Measured by overall throughput, China is the second-largest oil refining 

FRXQWU\� LQ�WKH�ZRUOG��DIWHU�WKH�86��+RZHYHU��&KLQD
V�RLO�UH¿QLQJ�LQGXVWU\�KDV�
been troubled by a surplus in total capacity for many years.

China’s annual refining capacity was 391 million tonnes in 2008, with a 

throughput 314 million tonnes, meaning that refineries were operating at 

���SHU�FHQW�RI�FDSDFLW\��6L[�\HDUV� ODWHU�� LQ������� LWV�DQQXDO�UH¿QLQJ�FDSDFLW\�
had risen to 686 million tonnes with a throughput of 456 million tonnes, a 

XWLOLVDWLRQ�UDWH�RI����SHU�FHQW��,Q�KLJKO\�FDSLWDO�LQWHQVH�LQGXVWULHV�OLNH�UH¿QLQJ��
a comparatively high utilisation of slightly below 90 per cent can already be 

considered as an avoidable waste given the considerable resources involved. 

,W�LV�DOVR�LPSRUWDQW�WR�QRWH�WKDW�WKLV�RSHUDWLQJ�UDWH�FRXOG�ZHOO�EH�JHQHURXV�DV�
VPDOO� �SHUPDQHQWO\�XQGHUXWLOLVHG��UH¿QHULHV�DUH�RIWHQ�QRW�FRYHUHG�E\�RI¿FLDO�
statistics. 

The total capacity of these small refineries made up about 20 per cent of 

China’s entire capacity in 2009, rising to about 25 per cent in 2014. These so-

FDOOHG� µWHDSRW¶� UHILQHULHV�DUH�PDLQO\� ORFDWHG� LQ�6KDQGRQJ��/LDRQLQJ��+HQDQ�
and Guangdong. The diesel fuel produced by these facilities, which is usually 

RI�EHORZ�DYHUDJH�TXDOLW\��LV�RIWHQ�XVHG�WR�SRZHU�IDUP�PDFKLQHU\�DQG�LQGXVWULDO�
VWRYHV��DV�WKHVH�GR�QRW�UHTXLUH�KLJK�TXDOLW\�IXHO��

1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1

³«LQVWHDG�RI�HOLPLQDWLQJ�H[FHVV�FDSDFLW\�RU�FUHDWLQJ�PRUH�HI¿FLHQW�UH¿QHULHV«PHUJHUV�KDYH�RIWHQ�
MXVW�FUHDWHG�FRPSDQLHV�ZLWK�ODUJHU�FDSDFLWLHV�ZLWKRXW�UHDOLVLQJ�DQ\�VLJQL¿FDQW�HI¿FLHQF\�JDLQV�´

1111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111

*RYHUQPHQW�VWHSV�WDNHQ�WR�FXUE�RYHUFDSDFLW\�
)URP������RQZDUGV�WKH�FHQWUDO�JRYHUQPHQW�PDQGDWHG�WKH�FORVXUH�RI�UH¿QHULHV�ZLWK�D�UH¿QLQJ�FDSDFLW\�EHORZ����
WKRXVDQG�EDUUHOV�SHU�GD\��ESG��

The relative success of this policy can be measured by the fact that a decade later, in early May 2009, the 

1'5&�DQQRXQFHG�IXUWKHU�SODQV��WKLV�WLPH�WDUJHWWLQJ�VPDOO��REVROHWH�UH¿QLQJ�IDFLOLWLHV��ZKLOH�VXSSRUWLQJ�LQFUHDVHV�
LQ�UH¿QLQJ�FDSDFLW\�E\�WKH�OHDGLQJ�PDUNHW�SDUWLFLSDQWV��7KH�PHDVXUH�ZDV�DLPHG�VSHFL¿FDOO\�DW�FORVLQJ�GRZQ�ORZ�
HI¿FLHQF\��ORZ�TXDOLW\�UH¿QLQJ�IDFLOLWLHV�RI�OHVV�WKDQ����WKRXVDQG�ESG�E\�������DQG�DOVR�HQFRXUDJHG�WKH�FORVXUH��
PHUJHU�RU�WUDQVIRUPDWLRQ�RI�UH¿QLQJ�IDFLOLWLHV�ZLWK�FDSDFLWLHV�RI�XS�WR����WKRXVDQG�ESG�

,Q������� WKH�RXWSXW� WKUHVKROG�ZDV�VXEVHTXHQWO\� UDLVHG� WR�
104 thousand bpd, which is significant as the capacity of 

PRVW� WHDSRW�UH¿QHULHV� LV�FXUUHQWO\�EHORZ�����WKRXVDQG�ESG��
As usual, local governments resisted efforts to remove small 

UH¿QHULHV�DV�WKH\�DUH�LPSRUWDQW�VRXUFHV�RI�WD[�DQG�UHYHQXH�

To survive the government’s restructuring plan, some 

small refining companies merged with other state- or 

privately-owned operators to increase economies of scale. 

8QIRUWXQDWHO\�� LQVWHDG�RI� HOLPLQDWLQJ�H[FHVV� FDSDFLW\� RU�

2YHUFDSDFLW\�LQ�UH¿QLQJ� 

2008
Capacity: 391 million tonnes per 

year

3URGXFWLRQ������PLOOLRQ�WRQQHV�
per year

8WLOLVDWLRQ�UDWH�����

2014
Capacity: 686 million tonnes per 

year

3URGXFWLRQ������PLOOLRQ�WRQQHV�
per year

8WLOLVDWLRQ�UDWH�����

2008 vs. 2014 scale of 

overcapacity: 77 million tonnes 

vs. 230 million tonnes
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FUHDWLQJ�PRUH�HI¿FLHQW�UH¿QHULHV��VXFK�PHUJHUV�KDYH�RIWHQ�MXVW�FUHDWHG�FRPSDQLHV�ZLWK�ODUJHU�FDSDFLWLHV�ZLWKRXW�
UHDOLVLQJ�DQ\�VLJQL¿FDQW�HI¿FLHQF\�JDLQV�

6WLOO�D�VWURQJ�LQFUHDVH�LQ�FDSDFLWLHV
These regulations pushing for industry consolidation had one major negative side-effect. Domestic refiners, 

especially those smaller in size, often heavily increased their investments. As they attempted to scale-up to 

UHDFK�D�VL]H�QHFHVVDU\�WR�DYRLG�FORVXUH�RU�DFTXLVLWLRQ��WKHLU�FDSDFLW\�LQFUHDVHG�IXUWKHU��7KHVH�LQYHVWPHQWV�ZHUH�
often made by local governments or facilitated by them through preferential loans by local banks. As is the case 

LQ�PDQ\�RI�WKH�LQGXVWULHV�H[DPLQHG�LQ�WKLV�VWXG\��ORFDO�JRYHUQPHQWV�ZHUH�VLPSO\�WU\LQJ�WR�SURWHFW�ZKDW�LV�RIWHQ�D�
NH\�ORFDO�LQGXVWU\�LQ�WHUPV�RI�*'3��HPSOR\PHQW�DQG�WD[�FRQWULEXWLRQV�

5LVH�RI�WKH�WHDSRWV
As recently as 2013, the outlook for the teapots did not appear to be positive. At that time the central 

JRYHUQPHQW�DQQRXQFHG� WKDW�DOO� UHILQHULHV�VKRXOG�EH�HTXLSSHG� WR�SURGXFH�KLJK�TXDOLW\� IXHOV�E\�������7KLV�
involves standards which on average take about two years to implement at a minimum investment of USD 100 

PLOOLRQ�SHU�UH¿QHU\���

As many of the teapot’s utilisation rates are in the 40 to 44 

SHU�FHQW�EDQG�� WKLV�PDGH�VHQVH��+RZHYHU�� WKH�QHDU�WHUP�
prospects of some of the more competitive teaports have 

VXEVHTXHQWO\� LPSURYHG�� ,W�QRZ�DSSHDUV� WKDW�SROLFLHV�ZLOO�EH�
DLPHG�DW�PDNLQJ�WKHP�PRUH�HI¿FLHQW�DQG�SUR¿WDEOH�ZLWK� WKH�
JRYHUQPHQW�RIIHULQJ�TXRWDV� LQ�H[FKDQJH� IRU� WKH�FORVXUH�RI�
LQHI¿FLHQW�FDSDFLW\��$V�RI�ODWH�������WKH\�KDYH�EHHQ�SHUPLWWHG�
to apply for permits to import crude oil directly, thereby 

decreasing their input costs. As this is taking place in the face 

RI�GHFUHDVLQJ�GRPHVWLF�GHPDQG��LW�LV�H[SHFWHG�WKDW�VRRQ�WKH\�
ZLOO�EH�SHUPLWWHG�E\� WKH�0LQLVWU\�RI�&RPPHUFH� WR�H[SRUW�RLO�

products. As a result, in 2017, average utilisation rates for the teapots may rise to close to 60 per cent. Going 

forward many of the more competitive teapots may therefore begin to grow.

&XUUHQW�GULYHUV�RI�RYHUFDSDFLW\�LQ�&KLQD¶V�UH¿QLQJ�LQGXVWU\
%DVHG�RQ�(XURSHDQ�&KDPEHU�UHVHDUFK��RYHUFDSDFLW\�LQ�WKH�UH¿QLQJ�LQGXVWU\�LV�PRVWO\�GULYHQ�E\�

�� 7KH�GHVLUH�IRU�VHOI�VXI¿FLHQF\��DV�&KLQD�WULHV�WR�EH�OHVV�UHOLDQW�RQ�IRUHLJQ�FRXQWULHV��HYHQ�LI�WKH\�DOUHDG\�KDYH�
HQRXJK�FDSDFLW\��DQG

�� 6PDOO� UH¿QHULHV�FUHDWLQJ�WKH�EXON�RI� UHYHQXH�DQG�WKRXVDQGV�RI� MREV�IRU� ORFDO�JRYHUQPHQWV��VR�FORVXUH� LV�
prevented by all available means.
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3.6  Flat Glass
)ODW�JODVV�FDQ�EH�GLYLGHG�LQWR�WKUHH�VHJPHQWV��ÀRDW�JODVV��ZKLFK�DPRXQWV�
WR�DSSUR[LPDWHO\����SHU�FHQW�RI�JOREDO�ÀDW�JODVV�SURGXFWLRQ��VKHHW�JODVV��
ZKLFK�DPRXQWV�WR�DSSUR[LPDWHO\�VL[�SHU�FHQW��DQG�UROOHG�JODVV��

As a result of Chinese urbanisation and the resulting demand for 

construction materials, there has been strong demand for construction 

glass for many years. Capacity in this sector was 650 million weight 

cases
69

 per year at the end of 2008, with production of 574 million weight 

cases per year, giving a utilisation rate of 88 per cent. While in 2009, this 

DOUHDG\�WUDQVODWHG�LQWR�KDOI�RI�WKH�ZRUOG¶V�HQWLUH�ÀDW�JODVV�SURGXFWLRQ�� LQ�
����� LWV�DQQXDO� WRWDO�FDSDFLW\�DQG�DFWXDO�SURGXFWLRQ�H[SDQGHG�WR�����
and 1,046 million weight cases respectively for a utilisation rate of 79 per 

cent.

$V�ZLWK�PRVW�RI�WKH�LQGXVWULHV�H[DPLQHG�LQ�WKLV�VWXG\��&KLQD¶V�ÀDW�JODVV�
LQGXVWU\� LV� KLJKO\� IUDJPHQWHG��3URGXFWLRQ� OLQHV�DUH� VSUHDG�DFURVV�
WKH� FRXQWU\�ZLWK� WKH�PDLQ�PDUNHWV� LQ�*XDQJGRQJ� �6RXWK�&KLQD���
+XDGRQJ� �(DVW�&KLQD��DQG�+XEHL� �1RUWK�&KLQD���2QO\� LQ�$SULO�������
ZLWK� WKH�PHUJHU�RI�.LELQ�DQG�=KHMLDQJ�*ODVV� WR� IRUP�D�FRPSDQ\�ZLWK�
DSSUR[LPDWHO\�����PLOOLRQ�WRQQHV�RI�ZRUNLQJ�SURGXFWLRQ�FDSDFLW\��GLG�RQH�
company reach national champion-level scale. 

'HPDQG�IRU�JODVV�LV�VHDVRQDO�DQG�XSV�DQG�GRZQV�LQ�WKH�LQGXVWU\�DUH�QRUPDO��,Q�VSLWH�RI�WKLV�D�WLSSLQJ�SRLQW�IRU�
overcapacity was reached after the 2008 stimulus package produced a boom in market demand, sharply rising 

SULFHV�DQG�WKH�DGGLWLRQ�RI�QHZ�SURGXFWLRQ�OLQHV��7KLV�H[SDQVLRQ�FRQWLQXHG�XQWLO�������ZKHQ�SULFHV�EHJDQ�WR�IDOO�
DQG�FRPSDQLHV�LQ�WKH�LQGXVWU\�VWDUWHG�WR�H[SHULHQFH�¿QDQFLDO�GLI¿FXOWLHV��

1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1

³:KLOH�LQ�������WKHUH�ZHUH�����SURGXFWLRQ�OLQHV�LQ�WRWDO��RI�ZKLFK�����ZHUH�UXQQLQJ��E\�6HSWHPEHU�
������WKHVH�QXPEHUV�ZHUH�����DQG�����UHVSHFWLYHO\�´

111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111

Starting in August 2013, the industry began to recover as a result of a slight demand increase and a decreased 

QXPEHU�RI�PDUNHW�SDUWLFLSDQWV�� ,Q������DQG������� OHDGLQJ�FRPSDQLHV� LQ� WKH� LQGXVWU\�DOVR�XSJUDGHG���� OLQHV�
IURP�ÀRDW�ZKLWH�SURGXFWLRQ�WR�KLJK�HQG�SURGXFWV�OLNH�FRORXUHG��
VRODU�DQG�XOWUD�WKLQ��0DMRU�PHUJHUV�RI�VLJQL¿FDQFH�WR�LQGXVWU\�
consolidation also took place with the previously-mentioned 

PHUJHU�RI�.LELQ�ZLWK�=KHMLDQJ�*ODVV�DQG�&KLQD�7ULXPSK�*URXS�
UHSRUWHGO\�DFTXLULQJ�D�ODUJH�QXPEHU�RI�VPDOO�LQGXVWU\�SOD\HUV��
and the latter also increasing its capacity in the higher value-

DGG�LQGLXP�WLQ�R[LGH��,72��DQG�XOWUD�WKLQ�VHJPHQWV��

+RZHYHU��RYHUFDSDFLW\� LV�VWLOO�D�PDMRU� LVVXH��:KLOH� LQ�������
there were 290 production lines in total, of which 230 were 

running, by September 2015, these numbers were 346 and 

69　   ��ZHLJKW�FDVH� ����NJ�

2YHUFDSDFLW\�LQ�ÀDW�JODVV� 

2008
Capacity: 650 million weight cases

3URGXFWLRQ������PLOOLRQ�ZHLJKW�
cases

8WLOLVDWLRQ�5DWH�����

2014
Capacity: 1,046 million weight 

cases

3URGXFWLRQ������PLOOLRQ�ZHLJKW�
cases

8WLOLVDWLRQ�UDWH�����

2008 vs. 2014 scale of 

overcapacity: 76 million weight 

cases vs. 215 million weight cases
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���� UHVSHFWLYHO\�� )XUWKHUPRUH��ZKLOH�PRUH� VRSKLVWLFDWHG�
and specialty glass production is a more profitable and less 

competitive market segment, too many companies still remain 

IRFXVHG�RQ�ORZ�HQG�ÀDW�JODVV�SURGXFWLRQ��'XH�WR�WKH�SUHVVXUH�
RQ�SUR¿WV�FUHDWHG�E\�RYHUFDSDFLW\�PDQ\�RI� WKHVH�FRPSDQLHV�
lack the capital necessary to move up the value chain. 

*RYHUQPHQW�VWHSV�WDNHQ�WR�FXUE�RYHUFDSDFLW\
,Q�UHFHQW�\HDUV��WKH�FHQWUDO�JRYHUQPHQW�KDV�LQFUHDVHG�LWV�IRFXV�
RQ�RYHUFDSDFLW\�HOLPLQDWLRQ�LQ�&KLQD
V�ÀDW�JODVV�LQGXVWU\��7KLV�

KDV� LQYROYHG�LVVXLQJ�SROLFLHV�WR�HQFRXUDJH�FRPSDQLHV�WR�VKLIW�SURGXFWLRQ�WR�:HVWHUQ�&KLQD�� LPSRVLQJ�VWULFWHU�
PDUNHW�HQWU\�VWDQGDUGV��HVWDEOLVKLQJ�VWULFWHU�HPLVVLRQ�FRQWUROV��DQG�HQFRXUDJLQJ�LQGXVWU\�FRQVROLGDWLRQ�

As has been seen in multiple industries, the central government’s initiatives have not been effectively 

implemented at the local level and there have still been instances where provincial governments have allowed 

QHZ�FDSDFLW\�WR�EH�EXLOW��+RZHYHU��VRPH�VLJQL¿FDQW�LPSURYHPHQWV�ZHUH�VHHQ�LQ�������ZLWK�WKH�0,,7�IRUELGGLQJ�
QHZ�OLQHV�IURP�EHLQJ�HVWDEOLVKHG�EHIRUH�������DQG�WKH�QHZ�(3/�SXVKLQJ�VRPH�ORZ�HQG�SURGXFHUV�RXW�RI� WKH�
market.

&XUUHQW�GULYHUV�RI�RYHUFDSDFLW\�LQ�&KLQD¶V�ÀDW�JODVV�LQGXVWU\
%DVHG�RQ�(XURSHDQ�&KDPEHU�UHVHDUFK��RYHUFDSDFLW\�LQ�WKH�ÀDW�JODVV�LQGXVWU\�LV�PRVWO\�GULYHQ�E\�

• The government stimulus package of 2008, which resulted in an unnatural boost in demand from real estate 

FRQVWUXFWLRQ��ZKLFK�LQ�WXUQ�UHVXOWHG�LQ�D�FDSDFLW\�LQFUHDVH�LQ�RUGHU�WR�IXO¿O�WKH�GHPDQG�

• The ability of provincial governments, which remain focused on near-term economic growth, to approve new 

SURGXFWLRQ�OLQHV��DQG�

�� +HVLWDQFH�WR�FORVH�SURGXFWLRQ�OLQHV�GXH�WR�WKH�IDFW�WKDW�LW�WDNHV�DW�OHDVW�VL[�PRQWKV�WR�UHVXPH�SURGXFWLRQ�DIWHU�
suspension and the one-time cost of about USD 7.5 million involved in suspending a production line.

����6KLSEXLOGLQJ
The shipbuilding industry consists of four main segments: container ships, which are used to transport 

DSSUR[LPDWHO\����SHU�FHQW�RI�PDQXIDFWXUHG�JRRGV��EXONHUV��ZKLFK�DUH�XVHG�WR�WUDQVSRUW�UDZ�PDWHULDOV�OLNH�FRDO�
DQG�PLQHUDOV��WDQNHUV��ZKLFK�WUDQVSRUW�RLO��DQG�RIIVKRUH�VHUYLFH�YHVVHOV�DQG�ULJV��:KLOH�WKHUH�KDV�UHFHQWO\�EHHQ�
more demand for tankers, all segments currently face overcapacity. 

,Q�WHUPV�RI�WRWDO�VKLS�FRPSOHWLRQV��&KLQD�ZDV�WKH�ZRUOG�OHDGHU�IURP������XQWLO�WKH�¿UVW�KDOI�RI�������ZLWK�D������
SHU�FHQW�JOREDO�VKDUH�GXULQJ�WKH�¿UVW�KDOI�RI������70�'XULQJ�WKDW�VL[�PRQWK�SHULRG�6RXWK�.RUHD�DQG�-DSDQ�ZHUH�
second and third with 33.4 and 20.2 per cent shares respectively. 

)URP������WR�������DQG������WR�������&KLQD�ZDV�DOVR�WKH�JOREDO�OHDGHU�LQ�QHZ�RUGHUV��DFFRXQWLQJ�IRU������SHU�
FHQW�LQ�������ZLWK�.RUHD�DQG�-DSDQ�LQ�VHFRQG�DQG�WKLUG�SODFH�DW������DQG������SHU�FHQW�UHVSHFWLYHO\��+RZHYHU��
GXULQJ�WKH�¿UVW�KDOI�RI������� LW� IHOO� WR�VHFRQG�SODFH�ZLWK����SHU�FHQW��EHKLQG�6RXWK�.RUHD�DW������DQG�VOLJKWO\�
DKHDG�RI�-DSDQ�DW������SHU�FHQW�71

   

70　   World New Orders,�7KH�6KLSEXLOGHUV¶�$VVRFLDWLRQ�RI�-DSDQ���������KWWS���ZZZ�VDMQ�RU�MS�H�VWDWLVWLFV�6KLSEXLOGLQJB6WDWLVWLFVB6HS����H�SGI!�

71　   /HH��+RQJ�/LDQJ��China’s Key Shipbuilding Figures Drop in 2014, Seatrade Maritime News, 15
th�-DQXDU\��������YLHZHG��th�-DQXDU\���������KWWS���ZZZ�VHDWUDGH�PDULWLPH�

FRP�QHZV�DVLD�FKLQDV�NH\�VKLSEXLOGLQJ�¿JXUHV�GURS�LQ������KWPO!
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³,QGXVWU\�VRXUFHV�LQGLFDWH�WKDW�LQ������DORQH�VXEVLGLHV�IURP�µWKH�VFUDS�DQG�EXLOG¶�SURJUDPPH�
H[FHHGHG�86'�����PLOOLRQ�IRU�WKUHH�ODUJH�VWDWH�RZQHG�VKLS�RZQHUV�´

111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111

)URP������WR�������&KLQD¶V�DFFRPSOLVKHG�VKLSEXLOGLQJ�RXWSXW�H[SDQGHG�IURP�������WR�������PLOOLRQ�GHDGZHLJKW�
WRQQHV��':7��72

  During the same period, however, the number of active shipyards dropped from just over 300 

to less than 150. While this may initially appear to be counterintuitive, it is attributable to the fact that a large 

QXPEHU�RI�VPDOOHU�\DUGV�KDYH�EHHQ�VKXWWHUHG�LQ�UHVSRQVH�WR�QHJDWLYH�PDUNHW�FRQGLWLRQV�DQG�RYHUFDSDFLW\�� ,Q�
contrast, the large yards which account for the majority of the industry’s capacity, and especially those owned 

by the government, are far less likely to close in response to market conditions. 

:KLOH�WKH�QXPEHU�RI�DFWLYH�\DUGV�GXULQJ�WKH�¿UVW� WHQ�PRQWKV�RI������GHFOLQHG�IXUWKHU� WR������ZKLFK� LV�DOPRVW�
FRPSDUDEOH�WR�WKH�QXPEHU�DFWLYH�DW�WKH�EHJLQQLQJ�RI�WKH�����V�ZKHQ�&KLQD¶V�LQGXVWU\�ZDV�EHJLQQLQJ�WR�H[SDQG��
LW�LV�GLI¿FXOW�WR�GHWHUPLQH�KRZ�PDQ\�RI�WKHVH�DUH�SHUPDQHQW�FORVXUHV�DQG�KRZ�PDQ\�ZLOO�VXEVHTXHQWO\�UHRSHQ�LI�
market conditions show some improvement. 

2YHUFDSDFLW\�GHYHORSPHQWV�VLQFH�������VWDWXV�DQG�IXWXUH�RXWORRN
The shipbuilding industry is relatively new to China, having only started in 1999 when political leaders 

announced that they wanted to see the country develop into the world’s number one shipbuilding nation by 

������$V�D�UHVXOW�RI� WKH�VXEVHTXHQW�ERRP�LQ�&KLQD¶V�GHPDQG�IRU�EXON�FRPPRGLWLHV�� WKH� LQGXVWU\�XOWLPDWHO\�
began to take off in 2002. Since it is comparatively simple to build the bulk vessels that transport commodities, 

they provided the primary basis on which the industry has developed. The government also provided easy 

DFFHVV�WR�¿QDQFLQJ�YLD�SROLF\�EDQN�OHQGLQJ�RU�62(V��VXFK�DV�WKH�&KLQD�,QWHUQDWLRQDO�0DULQH�&RQWDLQHUV�*URXS�
�&,0&���DV�D�UHVXOW�RI�WKLV�VWUDWHJLF�SULRULW\��6WURQJ�GRPHVWLF�DQG�JOREDO�GHPDQG�DW�WKDW�WLPH��DQG�WKH�UHVXOWLQJ�
increases in ship prices by as much as 10 to 30 per cent, made the industry highly attractive for both Chinese 

government and private investment.  

Before the start of the financial crisis, the government 

issued plans to further promote the shipbuilding industry: 

IRU� H[DPSOH�� LQ� ������ WKH�&RPPLVVLRQ� IRU� 6FLHQFH��
7HFKQRORJ\�DQG�,QGXVWU\� IRU�1DWLRQDO�'HIHQFH��&267,1'��
WKH�SUHGHFHVVRU�RI�WKH�0,,7��DQQRXQFHG�WKH�$ction Plan of 
Establishing a Modern Shipbuilding Model and the Long-
term Development Plan of the Shipbuilding Industry. While 

the former targeted the development of high-technology 

models, the latter stated industry development targets to be 

achieved by 2015. 

*RYHUQPHQW�VWHSV�WDNHQ�WR�FXUE�RYHUFDSDFLW\
6LQFH�WKH�¿QDQFLDO�FULVLV��SROLFLHV�WR�WDUJHW�WKH�SUREOHP�KDYH�LQFOXGHG��KLJKHU�VWDQGDUGV�IRU�PDUNHW�HQWU\��PRUH�
VWULQJHQW�HQYLURQPHQWDO�UHJXODWLRQV�� WLJKWHU�FRQWURO�RQ� ORDQV�DQG�FUHGLW�DQG�VWULFWHU�VXSSO\�RI� ODQG�UHVRXUFHV��
,Q�DGGLWLRQ��DQG�VSHFL¿FDOO\�WR�WKH�VKLSEXLOGLQJ�VHJPHQW��WKH�&KLQHVH�*RYHUQPHQW�LV�SURPRWLQJ�WKH�HOLPLQDWLRQ�
RI�RXWGDWHG�FDSDFLW\�DQG�VWUXFWXUDO�FKDQJH�E\�µSLFNLQJ�ZLQQHUV¶�WKURXJK�FRQVROLGDWLRQ�RI�VPDOOHU�\DUGV�LQWR�WKH�
largest ones, providing subsidies to top yards that have been chosen to drive the industry’s development and 

H[SDQGLQJ�FRPSHWHQFH�EH\RQG�EXON�YHVVHOV�WR�LQFOXGH�PRUH�DGYDQFHG�VKLSV��

72　   ,ELG��China Shipbuilding Industry Report, Research in China, 29
th
 April, 2009, viewed 11

th�-DQXDU\���������KWWS���ZZZ�SUORJ�RUJ����������FKLQD�VKLSEXLOGLQJ�LQGXVWU\�
UHSRUW����������SGI!��
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The effects of other initiatives aimed at helping the yards, 

KRZHYHU��DUH�PRUH�PL[HG�DQG�KDYH�FUHDWHG�GRZQVWUHDP�LVVXHV�
IRU� WKH�VKLSSLQJ� LQGXVWU\��7KH� µVFUDS�DQG�EXLOG¶�SURJUDPPH�
offers generous subsidies to ship owners to replace outdated 

and high-fuel-consuming vessels with more efficient, new 

VKLSV� IURP�&KLQHVH�\DUGV�� ,QGXVWU\�VRXUFHV� LQGLFDWH� WKDW� LQ�
�����DORQH�VXEVLGLHV� IURP�WKLV�SURJUDPPH�H[FHHGHG�86'�
400 million for three large state-owned ship owners. Ultimately, 

aiding Chinese ship owners to renew fleets at below-market 

prices through subsidies distorts the market by facilitating the 

construction of vessels which would not otherwise be built. 

Most ship owners report that these subsidies do not actually improve their ability to negotiate better prices, 

ZLWK�WKH�VKLS\DUGV�FDSWXULQJ�D� ODUJH�SDUW�RI� WKH�VXEVLGLHV¶�YDOXH��7KH�EHQH¿W�RI� WKH�VXEVLGLHV�WR�VKLS�RZQHUV�
LV�SULPDULO\�UHSOHQLVKPHQW�RI� WKHLU�FDVK�ÀRZ��QRW�D� ODUJH�FKDQJH�WR�WKHLU�EDODQFH�VKHHW��6LQFH�SULYDWH�RZQHUV�
whose ships are partially owned by banks are less inclined to participate in these programmes, the primary 

EHQH¿FLDULHV�WR�GDWH�KDYH�EHHQ�VKLS�RZQLQJ�62(V��

,Q�IXUWKHU�VXSSRUW�RI�VWUXJJOLQJ�&KLQHVH�\DUGV��&KLQD�LV�HPHUJLQJ�DV�D�PDMRU�SOD\HU�LQ�VKLS�¿QDQFLQJ�DQG�VKLS�
OHDVLQJ��3RSXODUO\�NQRZQ�DV�WKH� µ*UHDW�&KLQHVH�:DOO�RI�0RQH\¶�� WKHVH�QHZ�OHDVLQJ�DQG�¿QDQFLQJ�FRPSDQLHV�
DUH�FUHDWLQJ�RSSRUWXQLWLHV�IRU�VKLS�RZQHUV�ZKR�LQ�VRPH�FDVHV�ZRXOG�QRW�RWKHUZLVH�EH�DEOH�WR�¿QG�¿QDQFLQJ�RQ�
WKH�RUGLQDU\�¿QDQFLDO�PDUNHW�WR�SXUFKDVH�VKLSV�WKDW�KDYH�EHHQ�SURGXFHG�LQ�&KLQD��7KLV�GLVWRUWV�QRUPDO�PDUNHW�
mechanisms and contributes to the present overcapacity in the shipping industry. China is of course not alone 

LQ�KHOSLQJ�FXVWRPHUV�RI�LWV�QDWLRQDO�VKLS\DUGV�E\�SURYLGLQJ�¿QDQFLQJ�LQ�VXSSRUW�RI�GRPHVWLF�\DUGV��,W�LV��KRZHYHU��
XQLTXH�LQ�WKH�VSHHG�DQG�VFDOH�ZLWK�ZKLFK�LW�LV�KDV�HPHUJHG�DV�D�OHDGLQJ�VKLS�¿QDQFLQJ�QDWLRQ�

The fact that the capabilities of China’s industry remain primarily focused on building bulk vessels ensures that it 

LV�PDLQO\�GULYHQ�E\�WKH�VWDWH�RI�WKH�EXON�FRPPRGLWLHV�PDUNHW��ZKLFK�LV�QRW�H[SHFWHG�WR�FKDQJH�VRRQ��$V�D�UHVXOW�
there are no easy answers for addressing issues in overcapacity in China’s shipbuilding industry. While the 

central government is promoting the development of a more high-end industry, neither it nor local governments 

want to see the mass layoffs and bad debts which would accompany widespread closures of yards. This has led 

WR�WKH�FHQWUDO�JRYHUQPHQW�PHUHO\�LVVXLQJ�µGLUHFWLRQV¶�WR�VKXW�GRZQ�\DUGV�DV�RSSRVHG�WR�VHWWLQJ�GRZQ�VWULFW�UXOHV��
Many local governments have therefore continued to support low-end and outdated production capacities with 

favourable access to capital and land leasing. 

&XUUHQW�GULYHUV�RI�RYHUFDSDFLW\�LQ�&KLQD¶V�VKLSEXLOGLQJ�LQGXVWU\
Based on European Chamber research, overcapacity in the shipbuilding industry is mostly driven by:

�� (DV\�DFFHVV�WR�¿QDQFLQJ�GULYHQ�E\�HPSOR\PHQW�UHDVRQV��

�� (DV\�DFFHVV�WR�¿QDQFLQJ�GULYHQ�E\�SROLF\�JRDOV�

�� 6WURQJ�SROLF\�GULYHQ�VXSSRUW�IRU�WKH�H[SDQVLRQ�RI�&KLQD¶V�VKLSEXLOGLQJ�LQGXVWU\��DQG�

�� +XJH�FKDQJHV�LQ�LQGXVWU\�G\QDPLFV�DQG�ORQJ�WHUP�GHPDQG�IRU�YHVVHOV��SDUWLFXODUO\�EXON�YHVVHOV�
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�����3DSHU�DQG�3DSHUERDUG
,Q� UHFHQW�GHFDGHV��&KLQD¶V�SDSHU�DQG�SDSHUERDUG� LQGXVWU\�KDV�JURZQ�
rapidly with a CAGR of 11.9 per cent during the 11 years from 1999 

to 2010. During this period, total output rose from 29 million tonnes to 

102 million tonnes of paper and paperboard, with a further 30 per cent 

H[SDQVLRQ�WR�����PLOOLRQ� WRQQHV� LQ�������:KLOH�UDWHV�RI�DQQXDO�JURZWK�
have been in general decline from 2012 onward, this is a result of the far 

larger base on which further growth is now taking place. 

On the back of this enormous growth, China surpassed the US in 2008 

WR�EHFRPH�WKH�ZRUOG¶V�OHDGLQJ�SURGXFHU��+RZHYHU��LQ�WHUPV�RI�SURGXFWLYLW\�
and efficiency the story is different: while the country’s industry had 

DSSUR[LPDWHO\�VHYHQ� WKRXVDQG�SDSHU�DQG�SDSHUERDUG�PDQXIDFWXUHUV�
at the end of 2013, their average production of less than 20 thousand 

tonnes sat well below the average found among their competitors in 

advanced economies. 

As of 2013, the majority of mills were either fully or partially government-

owned, and they have not always been run efficiently or with profit 

PD[LPLVDWLRQ�LQ�PLQG��$V�D�UHVXOW��WKH�LQGXVWU\�KDV�PRYHG�IURP����PLOOLRQ�WRQQHV�RI�SURGXFWLRQ�DQG�D�XWLOLVDWLRQ�
rate of 90 per cent in 2008, to 108 million tonnes of production and a utilisation rate of 84 per cent in 2014.

1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1

³«WKH�LQGXVWU\�KDV�PRYHG�IURP����PLOOLRQ�WRQQHV�RI�SURGXFWLRQ�DQG�D�XWLOLVDWLRQ�UDWH�RI����SHU�FHQW�
LQ�������WR�����PLOOLRQ�WRQQHV�RI�SURGXFWLRQ�DQG�D�XWLOLVDWLRQ�UDWH�RI����SHU�FHQW�LQ������´

111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111

2YHUFDSDFLW\�GHYHORSPHQW��VWDWXV�DQG�IXWXUH�RXWORRN
$V� LV� WKH�FDVH� LQ� WKH�RWKHU� LQGXVWULHV�H[DPLQHG� LQ� WKLV�VWXG\��JURZWK� LQ�SURGXFWLRQ�FDSDFLW\�KDV�EHFRPH�
untethered from market conditions. While 2015’s growth in capacity of 4.2 per cent was far lower than the 10.3 

SHU�FHQW� LW� UHDFKHG�LQ������� WKLV�ZDV�VWLOO�HQRXJK�IRU�&KLQD�WR�DFFRXQW� IRU�DSSUR[LPDWHO\����SHU�FHQW�RI� WRWDO�
JOREDO�FDSDFLW\��$OWKRXJK�JURZWK�LQ�&KLQD¶V�GHPDQG�IURP������WR������ZDV�VHHQ�DV�VORZ��ZLWK�WKH�H[SDQVLRQ�RI�
FDSDFLW\�RXWSDFLQJ�GHPDQG��WKH�FRXQWU\�KDV�DOVR�VKLIWHG�IURP�EHLQJ�D�QHW�LPSRUWHU�WR�D�VLJQL¿FDQW�QHW�H[SRUWHU�
RI�SDSHU�DQG�SDSHUERDUG��+RZHYHU��VLQFH�PDQ\�&KLQHVH�PDUNHW�SDUWLFLSDQWV�DUH�QRW�FRPSHWLWLYH�RQ�JOREDO�
markets overcapacity has emerged. As this has also brought down producers’ margins, the industry now faces 

serious pressure. 

,Q�VSLWH�RI�WKLV�WUHQG��VWDWH�RZQHG�ORFDO�EDQNV�KDYH�FRQWLQXHG�
WR�PDNH� ORDQV� WR�FRPSDQLHV� ORRNLQJ� WR�PDLQWDLQ�RU�H[SDQG�
the production of products for which there is no additional 

near-term demand. As this indicates that no professional risk 

assessments are being conducted, it can be attributed to the 

desire of local governments to protect their own champions 

ZLWK� WKH�JRDO�RI�PDLQWDLQLQJ�WKHLU� WD[�EDVH�DQG�HPSOR\PHQW�
OHYHOV��+RZHYHU��ZLWKLQ� WKHVH�DYHUDJHV�SURGXFHUV�RI� WLVVXH�
paper and packaging have done comparatively better than 

producers of graphic paper, for which demand is at best 

stagnant.   

2YHUFDSDFLW\�LQ�SDSHU�DQG�
SDSHUERDUG 

2008
Capacity: 89 million tonnes

3URGXFWLRQ�����PLOOLRQ�WRQQHV

8WLOLVDWLRQ�5DWH�����

2014
Capacity: 129 million tonnes

3URGXFWLRQ������PLOOLRQ�WRQQHV

8WLOLVDWLRQ�UDWH�����

2008 vs. 2014 scale of 

overcapacity: 9 million tonnes 

vs. 21 million tonnes
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*RYHUQPHQW�VWHSV�WDNHQ�WR�FXUE�RYHUFDSDFLW\
Recognising the issue the Chinese Government has endeavoured to close outdated, inefficient and heavily 

SROOXWLQJ�SURGXFWLRQ�FDSDFLW\��$V�SDSHU�DQG�SDSHUERDUG�SURGXFWLRQ� LV�HQHUJ\�DQG�ZDWHU� LQWHQVLYH��WKH� ODWWHU�
FRPPRGLW\�EHLQJ�RQH�WKDW� LV�H[WUHPHO\�VFDUFH� LQ�&KLQD��DV�ZHOO�DV�D�VLJQL¿FDQW�VRXUFH�RI�SROOXWLRQ��UHGXFLQJ�
production capacity was a priority as early as 2005 to 2009. During that period 6.5 million tonnes of capacity 

were removed per year. Updated industry discharge standards for water pollutants were also released in May 

2009, which set a higher bar for new mills. As a result, local governments that had not previously been serious 

about closing down outdated capacity began to enforce environmental standards.

,Q�0D\�������DV�SDUW�RI�D�PRYH�WR�HVWDEOLVK�QHZ�JXLGHOLQHV�SXW�LQ�SODFH�E\�WKH�1'5&�HDUOLHU�WKDW�\HDU��WKH�0,,7�
HVWDEOLVKHG�D�FORVXUH�WDUJHW�RI������PLOOLRQ�WRQQHV��VXEVHTXHQWO\�UDLVLQJ�LW�WR�����PLOOLRQ�WRQQHV�WKDW�-XO\��$W�WKH�
EHJLQQLQJ�RI�6HSWHPEHU������� LW�ZDV�UHSRUWHG�WKDW� WKH�0,,7�KDG�JLYHQ����³ORZ�HQG�SDSHUPDNLQJ�FRPSDQLHV´�
until the end of the month to phase out their capacity and facilities, with the transfer of capacity to other 

FRPSDQLHV�DOVR�SURKLELWHG��$W�WKDW�WLPH�0LDR�:HL��0LQLVWHU�RI� ,QGXVWU\�DQG�,QIRUPDWLRQ�7HFKQRORJ\��VWDWHG��³,Q�
RUGHU�WR�UHVROYH�RYHUFDSDFLW\�FRQÀLFWV�DQG�SUHYHQW�DLU�SROOXWLRQ��ZH�GHFLGHG�WR�VWUHQJWKHQ�HIIRUWV�WR�FRPSOHWH�
WKH�WDVN�RI�HOLPLQDWLQJ�H[FHVV�FDSDFLW\�GXULQJ�WKH�¿YH�\HDU�SODQ�SHULRG�RQH�\HDU�LQ�DGYDQFH�´�73

Most recently, in December 2015, it was reported that the State Council was preparing to implement a new plan 

that will target water-polluting paper mills, as well as other industries, for closures by the end of 2016. Under the 

SODQ��WKH�HOLPLQDWLRQ�RI�REVROHWH�HTXLSPHQW�ZDV�DOVR�KLJKOLJKWHG�DV�D�SULRULW\�74

While the Chinese Government has implemented policies that have led to the closure of old and polluting mills 

representing an elimination of 36 million tonnes of capacity from 2010 to 2014, capacity during the same period 

H[SDQGHG�E\����PLOOLRQ� WRQQHV��1HW�H[SDQVLRQ� WKHUHIRUH�
amounted to about 32 million tonnes in an industry where 

domestic demand is growing far slower than it was only 

five years ago. As some of the most polluting and energy 

LQHI¿FLHQW�PLOOV�KDYH�DOUHDG\�EHHQ�FORVHG��IXUWKHU�FORVXUHV�DUH�
OLNHO\� WR�EH� LQFUHDVLQJO\�GLI¿FXOW� WR�UHDOLVH��:LWK�RYHUFDSDFLW\�
QRZ�D�JOREDO�LVVXH�LQ�WKH�LQGXVWU\��H[SRUWV�FDQQRW�EH�H[SHFWHG�
to absorb the industry’s glut of production, even with further 

HIILFLHQFLHV� UHVWUXFWXULQJ��:LWK�DSSUR[LPDWHO\� IRXU�PLOOLRQ�
tonnes of capacity still being added per year, this poses a 

VLJQL¿FDQW�FKDOOHQJH��

&XUUHQW�GULYHUV�RI�RYHUFDSDFLW\�LQ�&KLQD¶V�SDSHU�DQG�SDSHUERDUG�LQGXVWU\
Based on European Chamber research, overcapacity in the paper and paperboard industry is mostly driven by:

�� /RFDO�VXSSRUW�WR�LQGXVWU\�LQ�RUGHU�WR�VXSSRUW�WD[�EDVHV�DQG�HPSOR\PHQW�

�� )DYRXUDEOH�DFFHVV�WR�FDSLWDO�IURP�VWDWH�RZQHG�EDQNV��DQG

• Subsidised water and energy prices that have not fully accounted for environmental costs.

73　   Bao, Chang, Papermakers to Cut Output, China Daily, 4th
 September, 2013, viewed 10

th� -DQXDU\���������KWWS���ZZZ�FKLQDGDLO\�FRP�FQ�EXVLQHVV������������
FRQWHQWB��������B��KWP!�

74　   &KHQ��&DWK\�	�3DWWRQ��'RPLQLTXH��&KLQD�WR�%DQ�:DWHU�3ROOXWLQJ�3DSHU�0LOOV��2LO�5H¿QHULHV��5HXWHUV� 16
th
 April, 2015, viewed 9

th�-DQXDU\���������KWWS���XN�UHXWHUV�FRP�
DUWLFOH�XV�FKLQD�ZDWHU�SROOXWLRQ�LG8..%1�1��35��������!
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4.�2YHUFDSDFLW\�FDXVHV�GRPHVWLF�DQG�JOREDO�SUREOHPV 

The primary victim of China’s overcapacity is the Chinese economy itself, however, it is not the only one that feels the 

SDLQ��6LQFH�LQGXVWULHV�LQ�RWKHU�UHJLRQV�RI�WKH�ZRUOG�DUH�DOVR�DIIHFWHG�E\�WKH�H[WUD�FDSDFLW\�LQ�&KLQD¶V�V\VWHP�WKH�JOREDO�
economy also suffers, as tensions between China and its trading partners increase. 

�����,PSDFW�RQ�WKH�&KLQHVH�HFRQRP\

7KH�H[WUHPHO\� ORZ�XWLOLVDWLRQ�UDWHV�RI� LQGXVWULHV�ZLWK�RYHUFDSDFLW\�PHDQV� WKDW� UHVRXUFHV�DUH�EHLQJ�ZDVWHG��
&RPSDQLHV�ZLWK�RYHUFDSDFLW\�DUH�IRUFHG�WR�UHGXFH�WKHLU�FRVWV�LQ�RUGHU�WR�PDLQWDLQ�SUR¿W�PDUJLQV��2IWHQ��UHGXFLQJ�
FRVWV� LV�QRW�HQRXJK��&RPSDQLHV�PD\� IHHO� IRUFHG� WR�FXW�FRUQHUV��GLVUHJDUG�(+6�VWDQGDUGV�DQG�FLUFXPYHQW�
ODERXU�DQG�VRFLDO� ODZV�� ,Q�SUDFWLFDO� WHUPV��RYHUFDSDFLW\�FRQWULEXWHV�WR�VORZHU�ZDJH�JURZWK�DQG�PD\� LQFUHDVH�
LQHTXDOLWLHV�EHWZHHQ�SURYLQFHV��ZLWK�WKH�ORZ�LQFRPH�VHJPHQW�EHLQJ�KXUW�PRVW��

As companies in overcapacity industries suffer from low profits they lack sufficient cash for R&D projects, 

which leads to less innovation. Since they cannot move up their value chain, affected companies are forced to 

further increase capacity in the hope of increasing their overall competitive situation. This negative spiral is self-

perpetuating as well as a major obstacle on the government’s intended path to becoming both an innovative 

and sustainable economy. 

,W� LV�DOVR�FRQWUDU\� WR� WKH�YLVLRQ� ODLG�RXW� LQ� WKH�&KLQD�0DQXIDFWXULQJ������ LQLWLDWLYH��ZKLFK�KDV�VHW�DJJUHVVLYH�
timelines for Chinese industries to move up the value chain toward producing more R&D-intensive and 

LQQRYDWLYH�KLJK�WHFKQRORJ\�SURGXFWV��)RU�H[DPSOH��D�JRDO�KDV�EHHQ�VHW� IRU� LQGLJHQRXVO\�GHVLJQHG�DQG�
FRQVWUXFWHG�KLJK�WHFK�VKLSV�WR�UHDFK����SHU�FHQW�RI�WKH�JOREDO�PDUNHW�E\�������)RU�������WKH�VXEVHTXHQW�JRDO�LV�
for indigenously researched, designed and constructed high-tech ships to reach a 50 per cent share of China’s 

domestic market. Even with major subsidies being offered to shipyards by government programmes, the scale 

RI�RYHUFDSDFLW\�LQ�WKH�LQGXVWU\��DQG�UHVXOWLQJ�SUHVVXUH�RQ�SUR¿W�PDUJLQV��PHDQV�WKDW�LW�LV�FKDOOHQJLQJ�WR�LQYHVW�LQ�
5	'�WR�WKH�H[WHQW�WKDW�PHHWLQJ�WKHVH�JRDOV�UHTXLUHV�

,Q�WKH�DGYDQFHG�EDVLF�PDWHULDOV�VHFWRU��D�JRDO�KDV�EHHQ�VHW�WR�DGMXVW� WKH�LQGXVWU\�VWUXFWXUH�DQG�DFKLHYH�VHOI�
VXI¿FLHQF\�DV�ZHOO�DV�VRPH�H[SRUW�FDSDELOLW\�E\�������)RU�������WKH�VXEVHTXHQW�JRDO�LV�WR�DGMXVW�EDVLF�PDWHULDO�
SURGXFWV� LQ�RUGHU� WR�DFKLHYH�XSJUDGHV�DQG�UHSODFHPHQWV�DQG�IRU�GRPHVWLF�¿UPV�WR�DFFRXQW� IRU�D����SHU�FHQW�
VKDUH�RI� WKH�GRPHVWLF�PDUNHW��$GYDQFHG�EDVLF�PDWHULDOV��ZKLFK�UHTXLUH�PDMRU� LQYHVWPHQWV� LQ�5	'��DUH�DOVR�
of value for meeting China’s stated ambitions under the same initiative for the rail, new-energy vehicle and 

agricultural machinery industries. 

0HDQZKLOH�� WKH� WKUHDW�RI�PRXQWLQJ�13/V�FRQWLQXHV� WR� ORRP� ODUJH��7KH� ORZ�SURILWV�VXIIHUHG�E\�FRPSDQLHV� LQ�
RYHUFDSDFLW\� LQGXVWULHV�PHDQ�WKH\�ZLOO�¿QG� LW�GLI¿FXOW� WR�VHUYLFH� LQWHUHVW�SD\PHQWV�� OHW�DORQH�UHSD\� ORDQV��$V�
KLJKOLJKWHG�DOUHDG\��LW�LV�SUHFLVHO\�LQWR�WKHVH�FDSLWDO�LQWHQVLYH�LQGXVWULHV�WKDW�D�VLJQL¿FDQW�DPRXQW�RI�FXUUHQW�EDQN�
OHQGLQJ�LV�ÀRZLQJ��,I�13/V�ULVH�VLJQL¿FDQWO\�LQ�������DV�PRVW�REVHUYHUV�DQWLFLSDWH��&KLQHVH�UHJXODWRUV�ZLOO�RQFH�
again be forced to recapitalise the smaller and regional banks, as they have in the past. 
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�����*OREDO�LPSDFW��WUDGH�WHQVLRQV

+RZ�GRHV�WKLV�DIIHFW�WUDGH�WHQVLRQV"�2YHUFDSDFLW\�LQ�&KLQD�GLUHFWO\�LPSDFWV�WKH�OHYHO�RI�WUDGH�WHQVLRQV�DPRQJ�
global players. With unemployment still too high in the EU and the US, it is hard to see that either will be 

ZLOOLQJ� WR�DEVRUE�PXFK�PRUH�RI� WKH�FRVW�RI� WKH�SRVW�¿QDQFLDO�FULVLV�DGMXVWPHQW��7KLV�PDNHV�GLVFXVVLRQV�RYHU�
WUDGH�KDUGHU�WKDQ�HYHU��HVSHFLDOO\�LQ������DV�WKH�86�DQG�WKH�(8�SUHSDUH�WR�PDNH�D�KLJKO\�VLJQL¿FDQW�GHFLVLRQ�
regarding whether or not to grant China MES. 

1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1

“While China’s exports of steel still account for a small percentage of its total production, the sheer 

VL]H�RI�WKHP²PRUH�WKDQ�����WLPHV�WKH�86¶�WRWDO�SURGXFWLRQ²PHDQV�WKDW�WKH\�VWLOO�KDYH�D�VLJQL¿FDQW�
LQÀXHQFH�RQ�ZRUOG�PDUNHWV�´

111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111

$QWL�GXPSLQJ�FDVHV
To date, trade frictions have not been a major issue in industries 

ZKHUH� ODUJH�VFDOH�H[SRUWV�DUH�QRW�HFRQRPLFDO��VXFK�DV�FHPHQW�
DQG� IODW� JODVV�� +RZHYHU�� IRU�PDQ\� RI� WKH� RWKHU� LQGXVWULHV�
H[DPLQHG²DQG�VWHHO� LQ�SDUWLFXODU²WKH�H[SRUW�RI�&KLQD¶V�H[FHVV�
FDSDFLW\�DW�H[WUHPHO\� ORZ�SULFHV�KDV�FUHDWHG�D�JUHDW�GHDO�RI�
friction and led to a series of anti-dumping investigations. 

:KLOH�&KLQD¶V�H[SRUWV�RI�VWHHO�VWLOO�DFFRXQW�IRU�D�VPDOO�SHUFHQWDJH�
of its total production, the sheer size of them—more than 1.5 times 

the US’ total production—means that they still have a significant 

influence on world markets. With the World Steel Association’s 

estimation that global demand would drop by 1.7 per cent in 2015, 

DQG�RQO\�H[SDQG�E\�����SHU�FHQW�LQ������75�H[SDQGLQJ�H[SRUWV�FDQ�
EH�H[SHFWHG�WR�OHDG�WR�PRUH�DQWL�GXPSLQJ�LQYHVWLJDWLRQV��,Q�WKH�(8��
ZKLFK�KDV�ORVW�D�¿IWK�RI� LWV�VWHHO�ZRUNIRUFH�VLQFH�������DQG�ZKHUH�
GHPDQG�UHPDLQV����SHU�FHQW�ORZHU�WKDQ�LW�ZDV�SULRU�WR�WKH�¿QDQFLDO�
crisis, this led to the imposition of anti-dumping measures in March 

2015, on Chinese steel as well as calls from Member States and 

industry groups for further anti-dumping measures.
76

Trade tensions and anti-dumping cases are not merely an issue 

IRU�&KLQD¶V�UHODWLRQV�ZLWK�WKH�86�DQG�WKH�(8�HLWKHU��5HODWLRQV�ZLWK�,QGLD�DQG�$6($1�PHPEHU�VWDWHV�KDYH�DOVR�
been complicated by perceived dumping abroad by Chinese companies in industries that have been distorted 

by overcapacity. There are also reports that multiple Asian countries that are meant to be part of China’s new 

SODQV�IRU�UHJLRQDO�LQWHJUDWLRQ�KDYH�VHULRXV�UHVHUYDWLRQV�DERXW�LPSRUWLQJ�&KLQD¶V�H[FHVV�FDSDFLW\�777879

75　  Global Steel demand may drop by 1.7% to 1,513 Mt in 2015: Worldsteel, Shanghai Metals Market, 15
th
 October, 2015, viewed 7

th�-DQXDU\���������KWWS���PHWDO�FRP�
QHZVFRQWHQW������BJOREDO�VWHHO�GHPDQG�PD\�GURS�E\�����WR������PW�LQ������ZRUOGVWHHO!�

76　   %OHQNLQVRS��3KLOLS��EU Imposes Anti-Dumping Duties on Stainless Steel from China, Taiwan, Reuters, 25
th
 March, 2015, viewed 15

th�-DQXDU\���������KWWS���ZZZ�UHXWHUV�
FRP�DUWLFOH�XV�HX�FKLQD�VWHHO�LG86.%1�0/�/4��������!��2OLYHU��&KULVWLDQ�DQG�3RROHU��0LFKDHO��EU states call for action against China steel dumping, FT, 9

th 
November, 

2015, viewed 2
nd�'HFHPEHU��������KWWS���ZZZ�IW�FRP�LQWO�FPV�V�����I��D������E���H����GH�I�����EI�����KWPO�D[]]�U�N+U[(D!�

77　   Afonso, Swansy, 6WHHO�3UR¿WV�6HFRQGDU\�WR�&KLQHVH�6WHHO�0LOOV�([SRUWLQJ�5HFRUG�6XUSOXVHV��%ORRPEHUJ��4th
 December, 2015, viewed 7

th�-DQXDU\���������KWWS���ZZZ�
EORRPEHUJ�FRP�QHZV�DUWLFOHV������������VWHHO�SUR¿W�VHFRQGDU\�WR�FKLQD�PLOOV�H[SRUWLQJ�UHFRUG�VXUSOXVHV!�

78　   ,ELG��

79　   9DQ�9XXUHQ��$QGUH�-DQVH��South Africa Extends Steel-Import Tariffs to Counter Glut, Bloomberg, 7th�-DQXDU\��������YLHZHG��th -DQXDU\���������KWWS���ZZZ�EORRPEHUJ�FRP�
QHZV�DUWLFOHV������������VRXWK�DIULFD�H[WHQGV�VWHHO�LPSRUW�WDULIIV�WR�FRXQWHU�JOXW!�

,Q�6HSWHPEHU������� ,QGLD� UHVSRQGHG� WR�
WKH� VXUJH�RI� H[WUHPHO\� FKHDS�&KLQHVH�
steel entering its market by imposing a 

���SHU�FHQW� WD[��7KH�UHVSRQVH�RI�&KLQHVH�
mills was to cut their prices further in order 

WR�FRQWLQXH� WR�XQORDG�SURGXFWLRQ�� ,QGLD¶V�
Secretary of Steel stated in early December 

2015, that the range of goods covered by 

WKH� WD[�PD\�H[SDQG�DV�D�FRQVHTXHQFH��
and the possibility was raised that anti-

dumping duties might also be imposed.
77

 

As for ASEAN-member states, Malaysia 

and Thailand have also filed trade cases, 

DQG� ,QGRQHV LD � DQG� WKH� 3K L O LSS LQHV�
reportedly have checks in place to ensure 

that imports comply with regulations.
78

 

)XUWKHU�D¿HOG��LQ�HDUO\�-DQXDU\�������LW�ZDV�
UHSRUWHG�WKDW�6RXWK�$IULFD�ZLOO�H[WHQG�WDULIIV�
on some steel products in response to a 

glut of imports from China.
79
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�����7KH�OLPLWHG�DELOLW\�RI�2%25�DQG�WKH�$,,%�WR�DEVRUE�RYHUFDSDFLW\

6RPH�KDYH�VXJJHVWHG� WKDW� WKH�HVWDEOLVKPHQW�RI� WKH�$VLDQ� ,QIUDVWUXFWXUH� ,QYHVWPHQW�%DQN��$,,%��DV�ZHOO�DV�
LQLWLDWLYHV�OLNH�2QH�%HOW��2QH�5RDG��2%25��ZLOO�EH�KHOS�VROYH�&KLQD¶V�RYHUFDSDFLW\�SUREOHP��7KLV�OLQH�RI�WKLQNLQJ�
HQYLVDJHV�&KLQD�H[SRUWLQJ� LWV�H[FHVV�SURGXFWLRQ�WR�FRXQWULHV�ZLWKLQ� LWV�UHJLRQV��DQG�SHUKDSV�IXUWKHU�D¿HOG�DV�
ZHOO�� ,Q�-DQXDU\�������RQH�SHUVRQ�SXEOLFO\�DGYRFDWLQJ�VXFK�DQ�DSSURDFK�ZDV�+H�<DIHL��&KLQD¶V�FXUUHQW�9LFH�
0LQLVWHU�RI�)RUHLJQ�$IIDLUV��ZKR�DW� WKDW� WLPH�ZDV�9LFH�0LQLVWHU�RI� WKH�2YHUVHDV�&KLQHVH�$IIDLUV�2I¿FH�RI� WKH�
State Council. 

 80
 
81

 
82
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 “…putting aside cement, construction, heavy machinery and other industries, in steel alone China 

ZRXOG�UHTXLUH�86'����ELOOLRQ�SHU�\HDU�WR�DEVRUE�LWV�FXUUHQW�RYHUFDSDFLW\�´

 —'DYLG�'ROODU��&KLQD¶V�5LVH�DV�D�5HJLRQDO�DQG�*OREDO�3RZHU��7KH�$,,%�DQG�µRQH�EHOW��RQH�URDG¶
111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111

Apart from the geopolitical challenges involved in attempting to undertake an initiative as sweeping as OBOR 

in a region that poses a wide range of risks, there are several key reasons why optimism in this approach may 

misplaced: 

�� 3URGXFWV�OLNH�FHPHQW��VWHHO�DQG�SODWH�JODVV�FDQQRW�EH�H[SRUWHG�HFRQRPLFDOO\�LQ�ODUJH�YROXPHV�

80　   +H��<DIHL��China’s Overcapacity Crisis Can Spur Growth Through Overseas Expansion, South China Morning Post, 7th�-DQXDU\��������YLHZHG��nd�'HFHPEHU���������KWWS���
ZZZ�VFPS�FRP�FRPPHQW�LQVLJKW�RSLQLRQ�DUWLFOH���������FKLQDV�RYHUFDSDFLW\�FULVLV�FDQ�VSXU�JURZWK�WKURXJK�RYHUVHDV!�

81　   &KHXQJ��)UDQFLV�	�/HH��$OH[LRXV��A Brilliant Plan: One Belt, One Road, &/6$��YLHZHG��nd�'HFHPEHU���������KWWSV���ZZZ�FOVD�FRP�VSHFLDO�RQHEHOWRQHURDG��!

82　 Stanway, David, 8SGDWH�*RLQJ�$EURDG�WKH�6ROXWLRQ� WR�&KLQD¶V�2YHUFDSDFLW\�:RHV�±�0LQLVWU\�2I¿FLDO��5HXWHUV��22
nd�-XO\��������YLHZHG��nd 'HFHPEHU���������KWWS���

LQ�UHXWHUV�FRP�DUWLFOH�FKLQD�LQGXVWU\�RYHUFDSDFLW\�LG,1/�1�����(��������!�

,Q�������9LFH�0LQLVWHU�+H�<DIHL�SXEOLVKHG�DQ�DUWLFOH� LQ� WKH South China Morning Post in which he argued that a plan to 

H[SRUW�H[FHVV�FDSDFLW\�VKRXOG�EH�IRUPXODWHG�DQG�FRPELQHG�ZLWK�D� µJRLQJ�RXW¶�VWUDWHJ\�WR�KHOS� LQWHUQDWLRQDOLVH�&KLQHVH�
enterprises. 

+H�DFNQRZOHGJHG�WKH�SRWHQWLDO�KDUPIXO�HIIHFWV�RI�RYHUFDSDFLW\�VWDWLQJ�WKDW��³,I� OHIW�XQFKHFNHG�� LW�FRXOG� OHDG�WR�EDG�ORDQV�
piling up for banks, harming the ecosystem”, and going on to say that it would negatively impact China’s transition to a 

QHZ�JURZWK�PRGHO�DQG�SHRSOH¶V� OLYHOLKRRGV��DQG�FRXOG�HYHQ�³GHVWDELOLVH�VRFLHW\´��7KH�DUWLFOH�ZHQW�RQ�WR�VWDWH��KRZHYHU��
WKDW�H[SRUWLQJ�RYHUFDSDFLW\� WR�EXLOG� LQIUDVWUXFWXUH� LQ�$VLD�DQG�$IULFD�ZRXOG�FUHDWH�D� µZLQ�ZLQ¶�RXWFRPH�� ,W�DUJXHG�WKDW� LW�
ZRXOG�VROYH�&KLQD¶V�RYHUFDSDFLW\�SUREOHP�ZKLOH�VLPXOWDQHRXVO\�DVVLVWLQJ�GHYHORSLQJ�FRXQWULHV� WR�H[SDQG�DQG� LPSURYH�
WKHLU� LQIUDVWUXFWXUH��FUHDWLQJ�H[SDQGHG�WUDGH�RSSRUWXQLWLHV� WKURXJK� LQFUHDVHG�FRQQHFWLYLW\��ZKLFK�ZRXOG�VXSSRUW�JUHDWHU�
economic growth.

80

6LPLODUO\�� LQ�D�EULHI�QRWH�SXEOLVKHG�E\�&UHGLW�/\RQQDLV�6HFXULWLHV�$VLD��&/6$��LQ�������HQWLWOHG�A Brilliant Plan: One Belt, 
One Road, it was concluded that the initiative might have as much impact on China’s domestic economy as the countries 

WKDW� WKH�SODQ�HQFRPSDVVHG��7KLV�ZDV�DWWULEXWHG� WR� WKH� IDFW� WKDW� WKH�FRXQWU\¶V�³WRS�SULRULW\� LV� WR�VWLPXODWH� WKH�GRPHVWLF�
HFRQRP\�YLD�H[SRUWV�IURP�LQGXVWULHV�ZLWK�PDMRU�RYHUFDSDFLW\�VXFK�DV�VWHHO��FHPHQW�DQG�DOXPLQLXP�´�81 

7KLV�VHQWLPHQW�ZDV�HFKRHG�DJDLQ� LQ�-XO\�������ZKHQ�+XDQJ�/LELQ��DQ�RIILFLDO� IURP�WKH�0,,7��VWDWHG�� ³)RU�XV� WKHUH� LV�
RYHUFDSDFLW\��EXW�IRU�WKH�FRXQWULHV�DORQJ�WKH�
2QH�5RDG�2QH�%HOW
�URXWH��RU�IRU�RWKHU�%5,&�QDWLRQV��WKH\�GRQ
W�KDYH�HQRXJK�
and if we shift it out, it will be a win-win situation.” 

82
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�� 7KH�VFDOH�RI�IXQGLQJ�WR�EH�PDGH�DYDLODEOH�E\�WKH�$,,%�DQG�WKH�
 size of the majority of the markets along OBOR are too small to 

� KDYH�D�VLJQL¿FDQW�LPSDFW�RQ�&KLQD¶V�PDFURHFRQRPLF�VLWXDWLRQ��

• Many countries will not be willing to accept large amounts of 

 Chinese debt and labour, and those that may be willing pose 

 high risks for loan defaults. 
83

As OBOR will be implemented on a bilateral basis, there is 

SRWHQWLDOO\�PRUH�URRP�IRU�SURMHFWV� IXQGHG�RXWVLGH�RI� WKH�$,,%�WR�
DEVRUE�RYHUFDSDFLW\��+RZHYHU�� WKH�PDUNHWV�RI� WKH�&HQWUDO�$VLDQ�
countries are far too small to absorb a meaningful percentage of 

&KLQD¶V�H[FHVV�SURGXFWLRQ��&UXFLDOO\��WKHUH�DUH�OLPLWV�WR�WKH�GHJUHH�
WR�ZKLFK�FRXQWULHV�ZLWK� UHODWLYHO\�VWURQJ�JRYHUQDQFH�� OLNH� ,QGLD��
,QGRQHVLD�DQG�9LHWQDP��ZRXOG�EH�ZLOOLQJ�WR�DFFHSW�&KLQHVH�GHEW��
production and labour. While countries with weaker governance, 

VXFK�DV�3DNLVWDQ�DQG�&DPERGLD��PD\�EH�PRUH�DFFHSWLQJ�� WKH\�
pose a correspondingly high risk of loan defaults.

84
 Chinese 

policy-makers therefore need to evaluate whether taking this 

gamble is in the country’s long-term interests. 

5.�5HFRPPHQGDWLRQV
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“The Third Plenum’s Decision�VWDWHG�WKDW�µD�ORQJ�WHUP�PHFKDQLVP�ZLOO�EH�HVWDEOLVKHG�DQG�LPSURYHG�
IRU�SUHYHQWLQJ�DQG�GLVVLSDWLQJ�H[FHVV�SURGXFWLRQ�FDSDFLW\�¶´

11111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111

7KH�UHFRPPHQGDWLRQV� LQ�WKLV�VHFWLRQ�DUH�EDVHG�RQ�WKH�NQRZOHGJH�DQG�H[SHULHQFH�RI�(XURSHDQ�&KDPEHU�PHPEHU�
companies—European companies that are active across China—and represent a summary of their views about 

overcapacity and related issues in their individual industries. A good number of these recommendations were 

RULJLQDOO\�PDGH�LQ�������DQG��DIWHU�UHYLHZLQJ�RYHUFDSDFLW\�GHYHORSPHQWV�RYHU� WKH�HQVXLQJ�VL[�DQG�KDOI�\HDUV�� WKH\�
remain relevant today. 

The European Chamber’s goal in providing this input is to inspire the Chinese authorities to pursue necessary 

structural changes to reduce overcapacity and drive China’s economy on to a new level of sustainable growth. 

These recommendations take into account the substantial reforms introduced by the Chinese authorities as well as 

EXVLQHVVHV¶�SDVW�H[SHULHQFH�LQ�FRSLQJ�ZLWK�RYHUFDSDFLW\�LQ�RWKHU�PDUNHWV��

6RPH�RI� WKH�UHTXLUHG�PHDVXUHV�DUH�UHODWLYHO\�VWUDLJKWIRUZDUG�DQG�FDQ�EH� LPSOHPHQWHG�DV� ORQJ�DV�WKH�SROLWLFDO�ZLOO�
H[LVWV�WR�GR�VR��2WKHUV�DUH�PXFK�PRUH�FRPSOH[�DQG�UHTXLUH�LPSOHPHQWLQJ�EURDGHU�DQG�GHHSHU�VWUXFWXUDO�FKDQJHV�WR�
China’s economy.

The Chinese Government has already taken a number of important measures to rein in industrial overcapacity. 

Going back to 26
th
 September, 2009, ten ministries working under the umbrella of the NDRC noted that the following 

LQGXVWULHV�ZHUH�SUREOHPDWLF�DQG�UHTXLUHG�LPPHGLDWH�DWWHQWLRQ��VWHHO��FHPHQW��ÀDW�JODVV��FRDO�FKHPLFDO��SRO\FU\VWDOOLQH�

83　   Dollar, David, China’s Rise as a Regional and Global Power: The AIIB and “One Belt, One Road,”,�%URRNLQJV�,QVWLWXWH��VXPPHU�������YLHZHG���th�'HFHPEHU���������KWWS���
ZZZ�EURRNLQJV�HGX�UHVHDUFK�SDSHUV���������FKLQD�UHJLRQDO�JOREDO�SRZHU�GROODU!��

84　  �,ELG��

'DY LG � 'R O OD U� � 6HQ LRU � )H O ORZ� D W � WKH�
%URRNLQJV�,QVWLWXWH�DQG�IRUPHU�86�7UHDVXU\�
'HSDUWPHQW� (FRQRPLF� DQG� )LQDQFLDO�
Emissary to China and former World Bank 

&RXQWU\�'LUHFWRU� IRU�&KLQD��H[SODLQHG�ZK\�
WKH� VFDOH�RI�$,,%� OHQGLQJ� LV� LQVXIILFLHQW�
WR� UHVROYH�&KLQD¶V�RYHUFDSDFLW\� LVVXH�� ,I�
WKH�EDQN� LV�VXFFHVVIXO�� LQ�¿YH�\HDUV� LW�ZLOO�
OHQG�86'����ELOOLRQ�SHU� \HDU��+RZHYHU��
putt ing aside cement,  construct ion, 

heavy machinery and other industries, 

LQ�VWHHO�DORQH�&KLQD�ZRXOG� UHTXLUH�86'�
60 billion per year to absorb its current 

overcapacity.
83 )XUWKHUPRUH��DV� WKH�EDQN�

QRZ�KDV�LQ�H[FHVV�RI�VL[W\�PHPEHUV��&KLQD�
will not be the only supplier of its projects. 
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silicon and wind power energy as well as some elements of the electrolytic aluminium, shipbuilding and soybean 

crushing industries.
85

,Q�UHVSRQVH�WR�WKH�SUREOHPV��WKH�1'5&�OHG�JURXS�DQQRXQFHG�WKH�IROORZLQJ�SULPDU\�PHDVXUHV�

�� &RQWURO�LQGXVWU\�VHFWRU�JURZWK��LQFOXGLQJ�LQYHQWRU\�RSWLPLVDWLRQ��VXSSRUW�WKH�FRQVROLGDWLRQ�SURFHVV��LQWHUQDWLRQDO�
FRPSHWLWLRQ�DQG�WHFKQLFDO�SURJUHVV��

• Guide and maintain political pressure for industries that pollute and consume high amounts of energy, such as 

VWHHO�DQG�FHPHQW��LPSURYH�QHZ�LQGXVWULHV¶�FDSDFLW\�WR�LQQRYDWH�

�� )RVWHU�QHZ� LQGXVWULHV�ZKLOH�XSJUDGLQJ�FRQYHQWLRQDO� LQGXVWULHV� �LQWHUQDWLRQDO�FRPSHWLWLRQ�DQG�VXVWDLQDEOH�
GHYHORSPHQW��

�� $OORZ�WKH�PDUNHW�WR�OHDG�WKH�UHVSRQVH�WR�WKH�SUREOHP�LQ�FRQMXQFWLRQ�ZLWK�PDFURHFRQRPLF�UHJXODWLRQ��LQFOXGLQJ�
FRRUGLQDWLRQ�DQG�DQDO\VLV��

1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1

�³7KH�$QQXDO�&HQWUDO�:RUN�&RQIHUHQFHV�IURP������WR�������KDYH�DOO�LGHQWL¿HG�WDFNOLQJ�RYHUFDSDFLW\�
DV�D�SULRULW\«´

11111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111

,Q�2FWREHU�������DQG� LQ�DGYDQFH�RI� WKH�7KLUG�3OHQXP��WKH�6WDWH�&RXQFLO�DOVR�UHOHDVHG�D�PHDVXUH�WKDW� LQWURGXFHG�
SULFH�UHIRUPV�IRU�ZDWHU�DQG�HOHFWULFLW\��FDOOLQJ� IRU� WKH�UHPRYDO�RI�DOO� ORFDO�SULFH�VXEVLGLHV�� ,W�DOVR� LQWURGXFHG�WLHUHG�
pricing for significant users of water and electricity in overcapacity sectors. Steel, cement, electrolytic aluminium, 

VKHHW�JODVV�DQG�VKLSSLQJ�ZHUH�LGHQWL¿HG�DV�SULRULW\�VHFWRUV�LQ�ZKLFK�H[LVWLQJ�SURMHFWV�ZRXOG�SRWHQWLDOO\�EH�UH�HYDOXDWHG�
and projects that had not yet been built would be blocked.

86

7KH�7KLUG�3OHQXP¶V�Decision�VWDWHG�WKDW�³D�ORQJ�WHUP�PHFKDQLVP�ZLOO�EH�HVWDEOLVKHG�DQG�LPSURYHG�IRU�SUHYHQWLQJ�DQG�
GLVVLSDWLQJ�H[FHVV�SURGXFWLRQ�FDSDFLW\´��DQG�WKDW�DQ�LQLWLDWLYH�ZRXOG�EH�LQWURGXFHG�WR�UHPRYH�SULFH�FRQWUROV�LQ�RUGHU�
to allow markets to play the decisive role in allocating resources.

87
 The Annual Central Work Conferences from 2007 

WR�������KDYH�DOO�LGHQWL¿HG�WDFNOLQJ�RYHUFDSDFLW\�DV�D�SULRULW\��WKRXJK�IXQGDPHQWDO�EUHDNWKURXJKV�DUH�\HW�WR�EH�VHHQ�
outside of the wind energy sector. 

,Q�DGYDQFH�RI�WKH�(XURSHDQ�&KDPEHU¶V������UHSRUW��VSHFL¿F�LQGXVWU\�JXLGDQFH�PHDVXUHV�ZHUH�DOVR�LVVXHG��LQFOXGLQJ�
the following:

• Strictly control market access.

• Strengthen environmental protection supervision.

�� ,QWURGXFH�UHJXODWLRQV�DQG�FRGHV�IRU�ODQG�VXSSO\�

�� ,PSURYH�¿QDQFLDO�VXSHUYLVLRQ�DQG�FRQWURO�

�� ,PSURYH�SURMHFW�DSSURYDO�DGPLQLVWUDWLRQ�

• Encourage corporate mergers and reorganisation.

85　   Opinions on the inhibition of overcapacity in some industries and redundant construction and guide the healthy development of the industry, The State Council, No. 38, 
2009, 26th April, 2009, viewed 14th January,��������KWWS���ZZZ�JRY�FQ�]ZJN������������FRQWHQWB��������KWP!��

86　  Guidelines to Resolve Severe Overcapacity Problems, The State Council, 2013, no. 41, viewed 2
nd� -DQXDU\���������KWWS���ZZZ�JRY�FQ�JRQJEDR�FRQWHQW������

FRQWHQWB��������KWP!�

87　  Decision of the Central Committee of the Communist Party of China on Some Major Issues Concerning Comprehensively Deepening the Reform, Central Committee of 

WKH�&RPPXQLVW�3DUW\�RI�&KLQD����th�-DQXDU\��������YLHZHG��nd�-DQXDU\���������KWWS���HQ�SHRSOH�FQ���������������KWPO!
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• Create an information-release system to monitor industrial output and utilisation.

• Develop accountability systems for local authorities.

�� 'HHSHQ�V\VWHP�UHIRUP��¿VFDO�DQG�WD[DWLRQ�V\VWHP��

0HDQZKLOH�� WKH�JRYHUQPHQW�DOVR�PRYHG�WR�FXW�RII� ODQG�VXSSO\� IRU�SURMHFWV� WKDW� IDLOHG�WR�PHHW�FHUWDLQ�SUH�GH¿QHG��
SXEOLFO\�DYDLODEOH�LQGXVWULDO�SROLFLHV��DQRWKHU�PHDVXUH�WKDW�VKRXOG�VHUYH�WR�UHGXFH�RYHUFDSDFLW\��,Q�2FWREHU�������WKH�
0LQLVWU\�RI�/DQG�DQG�5HVRXUFHV�DQQRXQFHG�WKDW�ORFDO�ODQG�DQG�UHVRXUFHV�RI¿FHV�KDG�EHHQ�RUGHUHG�WR�EHWWHU�SODQ�DQG�
control land use. Under the announcement, industries including iron and steel, cement, electrolytic aluminium, plate 

JODVV��FRDO�FKHPLFDOV��SRO\VLOLFRQ��ZLQG�SRZHU�HTXLSPHQW�DQG�GRFN�EHUWKV�ZLOO�QR�ORQJHU�UHFHLYH�PRUH�ODQG�IRU�IXUWKHU�
GHYHORSPHQW��+RZHYHU��KLJK�WHFK��KLJK�DGGHG�YDOXH�� ORZ�FRVW�DQG�ORZ�HPLVVLRQ�LQGXVWULHV�ZLOO�EH�JLYHQ�WKH�ODQG�WKH\�
QHHG��7KH�QRWLFH�DOVR�UHTXLUHV�ORFDO�DXWKRULWLHV�WR�NHHS�D�FORVHU�H\H�RQ�IDUPLQJ�ODQG�WKDW�LV�DSSOLHG�IRU�LQGXVWULDO�XVH�

Since 2009, and as outlined in the analysis of the eight industries covered by this report, the Chinese Government 

KDV�DOVR�UHOHDVHG�DGGLWLRQDO�VSHFL¿F�LQGXVWU\�JXLGDQFH�PHDVXUHV��

Yet despite these many attempts to address overcapacity the results have not been particularly positive. The 

European Chamber’s understanding is that this is down to three main reasons:

• /RFDO�SURWHFWLRQLVP��WKH�SURVSHFW�RI�ORVLQJ�WD[�UHYHQXH�DQG�VXIIHULQJ�DQ�LQFUHDVH�LQ�XQHPSOR\PHQW��DORQJ�ZLWK�
other vested interests, has created a situation where local governments are inclined to act in their own interests. 

Whereas they may be pleased to see closures in other regions they remain deeply opposed to real changes 

taking place in their own backyard. 

• 7KH�WKUHDW�RI�VRFLDO�XQUHVW�� WKLV� LV�D�JHQXLQH�FRQFHUQ� LQ� µVLQJOH� LQGXVWU\¶�UHJLRQV�RU� µFRPSDQ\�WRZQV¶�ZKHUH�
WKH�SULPDU\��RU�RQO\��VRXUFH�RI�HPSOR\PHQW�DQG�WD[�UHYHQXH�WKDW�IXQG�VHUYLFHV�LV�DQ�LQGXVWU\�WKDW�LV�PDUNHG�E\�
overcapacity. Without a functioning social welfare system, keeping as many employees on the payroll—even 

at highly reduced wages—and producing low-end goods is preferable to overturning the established social 

order. This is especially the case when workers do not have highly transferable skills or strong prospects for re-

employment in a slowing economy. 

•� 7KH�JRYHUQPHQW¶V�FXUUHQW�UROH�LQ�WKH�&KLQHVH�HFRQRP\� this is part of the fundamental problem. Effectively 

LPSOHPHQWLQJ�ORQJ�WHUP�VROXWLRQV�ZRXOG�UHTXLUH�OHWWLQJ�JR�DQG�JLYLQJ�PDUNHW�IRUFHV�IUHH�UHLQ��)RU�D�V\VWHP�WKDW�
is often deeply wedded to government-led solutions, such reforms go against established instincts as well as a 

GHYHORSPHQW�PRGHO�WKDW�ZRUNHG�ZHOO�LQ�WKH�SDVW��7KLV�PD\�EH�ZKDW�3UHPLHU�/L�ZDV�UHIHUULQJ�WR�ZKHQ��LQ�0DUFK�
������KH�FKDUDFWHULVHG�UHIRUPV�DV�OLNH�³WDNLQJ�D�NQLIH�WR�RQH
V�RZQ�ÀHVK´�87

�����6WLPXODWH�'RPHVWLF�&RQVXPSWLRQ�DQG�5HGXFH�,QYHVWPHQWV
Chinese companies active in sectors suffering from overcapacity will need to reduce their capacity as long as 

LQGXVWU\�XWLOLVDWLRQ�UDWHV�DUH�YHU\�ORZ��DQG�PXVW�VXEVWDQWLDOO\�UHGXFH�FDSLWDO�H[SHQGLWXUH�DW�WKH�FRUSRUDWH�OHYHO�

Reforms that will facilitate a transfer of money away from SOEs into the hands of shareholders are necessary 

LQ�RUGHU�WR�ERRVW�FRQVXPSWLRQ��,Q�SDUWLFXODU�D�PRUH�H[WHQVLYH�62(�GLYLGHQG�UHIRUP�LV�UHTXLUHG�DV�ZHOO�DV�PRUH�
privatisation of SOEs. Corporate retained earnings would then actually make their way to residual owners rather 

than automatically getting reinvested. 

88

&RQWLQXLQJ�WR�VKLIW�WKH�HFRQRP\�WRZDUG�KLJKHU�OHYHOV�RI�GRPHVWLF�FRQVXPSWLRQ�DOVR�UHTXLUHV�JUHDWHU�JRYHUQPHQW�
investment in social welfare in the form of social security healthcare and education. This can be seen in the 

88　    Li Keqiang Vows to Continue Government Reforms, CCTV News,  15
th
 March, 2015, viewed 7

th�-DQXDU\���������KWWS���HQJOLVK�FQWY�FQ������������9,'(�����������������
shtml> 
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report China 2030: Building a Modern, Harmonious, and Creative High-Income Modern Economy (China 2030 
Report) that was published by the World Bank and Development Research Centre of State Council in 2012. The 

UHSRUW�DUJXHV��³2QH�NH\�DUHD��IRU�H[DPSOH��LV�WKH�¿QDQFLQJ�RI�EDVLF�SXEOLF�VHUYLFHV�VXFK�DV�pensions, medical 

care, education, and housing, where the government can invest more, drawing on resources it had previously 

devoted to infrastructure and manufacturing”.
89

 

 

7KLV�DOVR� ILWV�ZHOO�ZLWK� WKH�H[SHFWHG� IRFXV�RI� WKH�VRRQ�WR�EH�UHOHDVHG�13th FYP�RQ�H[SDQGLQJ� WKH� UROH�RI�
domestic consumption in driving the growth of China’s economy.  

�����&RQWLQXH�WR�5HIRUP�WKH�)LVFDO�DQG�)LQDQFLDO�6\VWHP

The most important challenge in China’s financial system 

UHPDLQV�HI¿FLHQW�FDSLWDO�DOORFDWLRQ��QDPHO\�KRZ�WR�DOORFDWH�
FDSLWDO� LQ� VXFK�D�ZD\� WKDW� LW�ZLOO�PD[LPLVH� VXVWDLQDEOH�
growth. The iron triangle of interlocking interests that 

FXUUHQWO\�H[LVWV�EHWZHHQ�62(V�� ORFDO�JRYHUQPHQW�DQG�ORFDO�
banks creates a range of distortions that has rendered the 

attainment of this goal elusive. 

The European Chamber lauds the move to limit the ability 

of local governments to subsidise their local champions 

WKURXJK�WKH������UHYLVLRQ�RI�WKH�%XGJHW�/DZ��DQG�KRSHV�WKDW�
this will be strictly enforced. 

90

On the topic of reforming the fiscal system, the China 
2030 Report�KDG� WKH� IROORZLQJ� WR�VD\�� ³5HIRUPV�RI�VWDWH�
enterprises and banks would help align their corporate 

JRYHUQDQFH� DUUDQJHPHQWV�ZLWK� WKH� UHTXLUHPHQWV� RI� D�
modern market economy and permit competition with the 

private sector on a level playing field. This would create 

the appropriate incentives and conditions for increased 

vigour and creativity in the economy in support of China’s 

successful transformation into a high-income society”.
91

 

89　  China 2030: Building a Modern, Harmonious, and Creative High-Income Modern Economy, The World Bank and Development Research Centre, State Council, 2012, p. 18. 

90　   /X��:HQMLH� Not Just Coal Trouble - Shanxi Trip Takeaways, UBS, 4
th
 December, 2015, pp. 1 and 4.

91　   China 2030: Building a Modern, Harmonious, and Creative High-Income Modern Economy, The World Bank and Development Research Centre, State Council, 2012, p. 21.  

5HFRPPHQGDWLRQV
�� ([SDQG�DQG� LQFUHDVH�62(�GLYLGHQG�SD\PHQWV�DQG�UHGLVWULEXWH� WR�&KLQHVH�KRXVHKROGV� LQGLUHFWO\� WKURXJK�JRYHUQPHQW�

spending on social security, healthcare and education.

�� &RQWLQXH�DQG�LQFUHDVH�JRYHUQPHQW�VSHQGLQJ�LQ�SHQVLRQ�DQG�KHDOWKFDUH�V\VWHPV�LQ�RUGHU�WR�SURYLGH�WKH�VRFLDO�µVDIHW\�QHW¶�
that would enable households to consume more.

Research by UBS into the economic 

VLWXDWLRQ� LQ� 6KDQ[L�� WKH� SURYLQFH�ZLWK�
the second-lowest growth rate in 2015, 

highlights the scale of inertia at work. 
Managers at coal industry SOEs reported 

that despite the dire state of the industry in 

which they operated, and their recognition 

RI� WKH� LPSRUWDQFH�RI�GLYHUVL¿FDWLRQ�� LQ� WKH�
absence of government direction they 

would not venture into other sectors. This 

was due to the fact that entrepreneurship 

might not be rewarded while failure could 

SRWHQWLDOO\�KDYH�QHJDWLYH�FRQVHTXHQFHV��
As a result, they preferred to limit their 

business to current operations, keeping 

as many people on the payroll as possible 

ZKLOH�UHPDLQLQJ�FRQ¿GHQW� WKDW²LQ�D�FOHDU�
H[DPSOH�RI�PRUDO�KD]DUG²LI�QHHG�EH�� WKH�
local government or state banks would 

bail them out.
90

 With limited new drivers of 

JURZWK�� WKH� ORFDO�HFRQRP\�¿QGV� LWVHOI� LQ�D�
kind of stasis. 
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5.3  Promote a Vibrant Service Sector

,Q�&KLQD�� WKH�VHUYLFH�VHFWRU�DFFRXQWHG� IRU����SHU�FHQW�RI�*'3�LQ�������DQG�JUHZ�WR������SHU�FHQW� LQ�������
DFFRUGLQJ�WR� WKH�1DWLRQDO�%XUHDX�RI�6WDWLVWLFV��:KLOH�WKLV�UHSUHVHQWV�D�VLJQL¿FDQW� LQFUHDVH�� LW� LV�VWLOO� IDU� ORZHU�
WKDQ�WKH�����������������DQG����SHU�FHQW�RI�*'3�WKDW� WKH\�FRQWULEXWHG�WR�WKH�,QGLDQ��*HUPDQ��)UHQFK��%ULWLVK�
and American economies respectively.

92
 This figure reflects China’s rural history and economic planning. To 

protect local jobs, many local governments continue to maintain obsolete industries and turn a blind eye to 

overcapacities, yet most of the industries affected by overcapacity are capital intensive and are thus a relatively 

H[SHQVLYH�DQG�LQHI¿FLHQW�PHDQV�RI�SURSSLQJ�XS�HPSOR\PHQW��

,W�LV�WKHUHIRUH�YLWDO�WR�UHPRYH�DQG�UHGXFH�UHVWULFWLRQV�DQG�WD[DWLRQ�EXUGHQV�RQ�WKH�VHUYLFHV�VHFWRU��ZKLFK�ZRXOG�
enable private and foreign-invested enterprises to grow and compete in more services industries, too. 

Encouraging the development of the service sector by allowing more competition across the board would help ease 

the employment pressure faced by local governments. Moreover, developing services would support employment 

in a relatively low-energy intensive way, while providing more opportunities for household consumption. 

,W�LV�FOHDU�WKDW�GHYHORSLQJ�WKH�SHQVLRQ��KHDOWKFDUH�DQG�XQHPSOR\PHQW�SURWHFWLRQ�V\VWHPV²LQFOXGLQJ�YRFDWLRQDO�
re-training of redundant industrial workers for jobs in service industries—is the solution for reducing Chinese 

households’ savings rate and thus increasing consumption. Developing the national pension scheme for migrant 

ZRUNHUV�LV�DQRWKHU�VLJQL¿FDQW�DUHD�WKDW�QHHGV�WR�EH�WDFNOHG��

%\�H[SDQGLQJ�WKH�UDQJH�RI�SURGXFWV�WKDW�FDQ�FRYHU�WKH�GD\�WR�GD\�ULVNV�RI�PLOOLRQV�RI�KRXVHKROGV��WKH�FRQWLQXHG�
development of the commercial insurance sector could encourage Chinese families to spend greater amounts 

of their savings. 

92      World Factbook,�&HQWUDO�,QWHOOLJHQFH�$JHQF\��YLHZHG��th�-DQXDU\���������KWWSV���ZZZ�FLD�JRY�OLEUDU\�SXEOLFDWLRQV�WKH�ZRUOG�IDFWERRN��!�

5HFRPPHQGDWLRQV
�� 7LJKWHQ�WKH� ORDQ�DSSURYDO�SURFHVV�E\�PDNLQJ�¿QDQFLQJ�FRQWLQJHQW�XSRQ�SURMHFW�HFRQRPLF�YLDELOLW\��PHGLXP��DQG� ORQJ�
WHUP��DQG�HQYLURQPHQWDO�VRFLDO�LPSDFW�

�� (QFRXUDJH�XWLOLVDWLRQ�RI� ORFDOO\�DYDLODEOH�SULYDWH�FDSLWDO� WR� LQFUHDVH��QRQ�VWDWH��EDQNLQJ�DQG� LQVXUDQFH�VHUYLFHV��ZKLFK�
would help integrate the non-urban population into the banking system and into insurance coverage.

�� $OORZ�PDUNHW�DFFHVV�IRU�VSHFLDOLVHG��HI¿FLHQW�SULYDWH�¿QDQFLDO�VHUYLFH�SURYLGHUV�E\�HQFRXUDJLQJ�ERWK�60(V�DQG�SULYDWH�
�YHQWXUH��FDSLWDO�

�� ,QVWLJDWH�FHQWUDO�DQG� ORFDO�JRYHUQPHQW�VXSSRUW� IRU�SURJUDPPHV�WKDW� LQFUHDVH�JHQHUDO�FRPPHUFLDO�DQG�¿QDQFLDO� OLWHUDF\��
HVSHFLDOO\�LQ�SXEOLF�VFKRROV�DQG�XQLYHUVLWLHV��DV�ZHOO�DV�EURDGHU�PHGLD�EDVHG�¿QDQFLDO�HGXFDWLRQ��

�� 2YHUFRPH�WKH�WUDGLWLRQDO�DQG�VWLOO�SUHGRPLQDQW�IRFXV�RQ�VKRUW�WHUP�TXDQWLWDWLYH�JDLQV�LQ�LQYHVWPHQW�DFWLYLW\�E\�FRPSDQLHV�
RSHUDWHG�ZLWKLQ� WKH�6$6$&�V\VWHP�DW�VWDWH�RU�SURYLQFLDO� OHYHO�� ,QVWHDG��FHQWUDO�DQG�SURYLQFLDO�JRYHUQPHQWV�VKRXOG�
HQFRXUDJH� ORQJ�WHUP�YDOXH�FUHDWLRQ��RIWHQ�EH\RQG�WKH�RIILFH� WHUP�RI� ORFDO�GHFLVLRQ�WDNHUV�� LQ� OLIH��KHDOWK�DQG�SHQVLRQ�
insurance.

�� &RQWLQXH�WR�H[SDQG�DQG�IXUWKHU�GHYHORS�WKH�FRQVXPHU�FUHGLW�PDUNHW�

�� 'HYHORS�PLFUR�¿QDQFH�DQG�PLFUR�LQVXUDQFH�VHUYLFHV�ZLWKLQ�VDYLQJV�EDQN�VHUYLFHV�

�� 6WULFWO\�HQIRUFH� WKH�SURYLVLRQV� LQ� WKH������%XGJHW�/DZ� WKDW�SODFH� UHVWULFWLRQV�RQ� WKH�DELOLW\�RI� ORFDO�JRYHUQPHQWV� WR�
subsidise local champions. 

�� 0RYH� WR�D�FRQVXPSWLRQ�EDVHG�9$7�VKDULQJ�V\VWHP� LQ�RUGHU� WR� UHPRYH� LQFHQWLYHV� WR�VXSSRUW� ORFDO�FKDPSLRQV� IRU� WD[�
reasons.
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Continued development of micro-credit and micro-insurance can also help to boost and stabilise income for rural 

SMEs that could in turn absorb surplus labour, which would otherwise worsen the plight of migrant workers. 

/LNHZLVH��SURYLGLQJ�PLFUR�¿QDQFH�WR�\RXQJ�HQWUHSUHQHXUV�LQ�NH\�HQYLURQPHQWDO�SURWHFWLRQ�DUHDV�RU�RWKHU�IXWXUH�
WHFKQRORJLHV�ZRXOG�FUHDWH�PRUH�KLJK�TXDOLW\� MRE�RSSRUWXQLWLHV� IRU�PLOOLRQV�RI�JUDGXDWHV�� ,W�ZRXOG� LPSURYH�WKH�
HFRQRPLF�PL[�LQ�WUDGLWLRQDO�LQGXVWULDO�UHJLRQV��WRR�

�����6WUHQJWKHQ�WKH�3ULYDWLVDWLRQ�3URFHVV
The European Chamber recognises that initiatives continue to be developed to reform the 111 national-

level SOEs that are administered by the SASAC. Even though recent measures are focused on using M&A 

to establish bigger and stronger national champions, with some acceptance of private capital in the hopes 

RI�PDNLQJ�WKHP�PRUH�HI¿FLHQW�� WKLV�FDQ�VWLOO�EH�FKDUDFWHULVHG�DV�D�SRVLWLYH�� LI� LQFUHPHQWDO��VWHS��:KLOH� WKHVH�
DFFRXQW� IRU�PDQ\�RI� WKH� ODUJHVW�DQG�PRVW� LPSRUW�62(V�� WKHUH� LV�D�QDWLRQZLGH�WRWDO�RI�DSSUR[LPDWHO\���������
such companies. While their shared importance to the Chinese economy has declined, they still employ 30 

million people, many in regions where workers have limited alternative options.
93

  

A remnant of the pre-reform economic model, as both providers and sources of funding for basic services like 

local hospitals and schools, these companies are deeply embedded in the company and industry towns where 

they operate. Unfortunately, as their ties to local governments and state-owned banks enable them to consume 

a disproportionately high percentage of the credit available in China’s economy on favourable terms, they 

continue to drag down economic growth and restructuring. 

Ultimately, tackling overcapacity is not only a matter of reducing capacity growth. Capacity itself must be 

UHGXFHG��7KH�ORQJHU�WKH�UHVWUXFWXULQJ�RI�RXWGDWHG�DQG�LQHI¿FLHQW�FDSDFLW\�LQ�WKH�LQGXVWULDO�VHFWRU�LV�SRVWSRQHG��
LQFOXGLQJ�WKH�FORVXUH�RI�H[FHVV�IDFLOLWLHV��WKH�PRUH�OLNHO\�LW�ZLOO�EH�D�SDLQIXO�H[SHULHQFH��)XUWKHUPRUH��GHOD\LQJ�WKH�
process will not produce an effort that is more likely to succeed. 

1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1

³«WKHUH�LV�D�QDWLRQZLGH�WRWDO�RI�DSSUR[LPDWHO\���������VXFK�FRPSDQLHV�>62(V@��:KLOH�WKHLU�VKDUHG�
LPSRUWDQFH�WR�WKH�&KLQHVH�HFRQRP\�KDV�GHFOLQHG��WKH\�VWLOO�HPSOR\����PLOOLRQ�SHRSOH��PDQ\�LQ�

UHJLRQV�ZKHUH�ZRUNHUV�KDYH�OLPLWHG�DOWHUQDWLYH�RSWLRQV�´
11111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111111

The most effective way to address the problem is through a process of gradual privatisation led by the state. 

When companies in a sector plagued by overcapacity are privatised, the overcapacity is automatically lowered 

DV� ORZ�PDUJLQV�DQG�UHVXOWLQJ� ORZ�SUR¿WV� OHDG�WR�WKH� OHDVW�HI¿FLHQW²DQG�QRUPDOO\�ROGHVW�DQG�PRVW�SROOXWLQJ²

93　Premier Urges Progress in SOE Reforms, Xinhua, 20
th
 September, 2015, viewed 16

th�-DQXDU\���������KWWS���QHZV�[LQKXDQHW�FRP�HQJOLVK������������FB����������KWP!�

5HFRPPHQGDWLRQV
�� )XUWKHU�RSHQ�XS�WKH�VHUYLFH�LQGXVWU\�WR�WKH�SULYDWH�VHFWRU�

�� &RQWLQXH�WR�LQFUHDVH�JRYHUQPHQW�VSHQGLQJ�RQ�SHQVLRQ�DQG�KHDOWKFDUH�V\VWHPV�LQ�RUGHU�WR�SURYLGH�WKH�VRFLDO�µVDIHW\�QHW¶�
that would support employees that are laid off and enable households to consume more, thereby further diversifying the 

HFRQRP\�DQG�WD[�EDVH�E\�GULYLQJ�GHPDQG�IRU�JRRGV�DQG�VHUYLFHV�

�� (QKDQFH�WKH�VRFLDO�VDIHW\�QHW��H[SDQG�FRYHUDJH�RI� WKH�SHQVLRQ�V\VWHP��KHDOWKFDUH� LQVXUDQFH�DQG�RWKHU�XQHPSOR\PHQW�
EHQH¿WV�
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FRPSDQLHV�FORVLQJ�� ,Q�(XURSH�� WKLV�SURFHVV�KDV� OHG� WR� WKH�FUHDWLRQ�RI� LQQRYDWLYH��KLJKO\�FRPSHWLWLYH�JOREDO�
players, though the process took between 10 and 20 years depending on the sector.

The fact that even the central government characterises underperforming SOEs that are kept on life support 

ZLWK�ORDQV��WKDW�DUH�RIWHQ�UROOHG�RYHU��DV�µ]RPELH�FRPSDQLHV¶��UDLVHV�WKH�TXHVWLRQ� why are efforts to privatise not 
being pursued in earnest?9495 96 97 

Beyond local protectionism and the fear of domestic unrest, there are likely fears of an outcome comparable to 

Russia in the 1990s, with asset stripping by insiders and the emergence of oligarchs as a separate centre of 

SRZHU��+RZHYHU��LQ�OLJKW�RI�WKH�UHLQYLJRUDWHG�FDSDFLW\�RI�WKH�&HQWUDO�&RPPLVVLRQ�IRU�'LVFLSOLQH�,QVSHFWLRQ��&&',���
these are surmountable challenges. 

,W� LV� LPSRUWDQW� WKDW� ORFDO�JRYHUQPHQWV�EH�SURYLGHG�ZLWK�DOWHUQDWH�VRXUFHV�RI� IXQGLQJ� IRU�VRFLDO�SURJUDPPHV�
as well as the provision by Beijing of a social safety net that can support displaced workers. The China 2030 
Report�DOVR�ZHLJKHG� LQ�GH¿QLWLYHO\�RQ�WKLV� WRSLF��FRQFOXGLQJ���:KLOH� WKH�JRYHUQPHQW�QHHGV�WR�ZLWKGUDZ�IURP�
direct involvement in production, distribution and resource allocation, it will need to focus greater attention 

on designing and implementing the policy and regulatory framework that empowers others to participate in 

94　   =KHQJ��<DQJSHQJ��Overcapacity May Lead to 3m Layoffs, China Daily, 13
th�-DQXDU\��������YLHZHG���th�-DQXDU\���������KWWS���XVD�FKLQDGDLO\�FRP�FQ�FKLQD������������

FRQWHQWB���������KWP!�

95　   ,ELG�

96　   Murphy, David et al., Macro Materials: Consolidation to Quicken, &/6$����th
 November, 2015, viewed 18

th
 December, 2015, p. 1. 

97　   Longmay to Cut 100,000 Coal Jobs, China Daily, 26
th
 September, 2015, viewed 16

th�-DQXDU\�������

:LWK�&KLQD¶V�DSSUR[LPDWHO\���������62(V�HPSOR\LQJ�D�WRWDO�RI����PLOOLRQ�SHRSOH��D�PRYH�WR�UDSLGO\�SULYDWLVH�D� ODUJH�
number of them at once is undesirable. At the same time, given how serious the problem of overcapacity has become, 

DQG�ZKHQ�FRPELQHG�ZLWK� ULVLQJ� UDWHV�RI�13/V��VRPH� OD\RIIV�DUH� LQHYLWDEOH��7KDQNIXOO\�� WKH�VFDOH�RI� WKH�SUREOHP� LV�
VPDOOHU� WKDQ� LQ� WKH� ODWH�����V��ZKHQ�WKH�&KLQD� ,QWHUQDWLRQDO�&DSLWDO�&RUS��&,&&��FRQVHUYDWLYHO\�HVWLPDWHV� WKDW����
PLOOLRQ�HPSOR\HHV�RI�62(V�ZHUH�ODLG�RII��$�UHFHQW�UHSRUW�E\�WKH�&,&&�KDV�SUHGLFWHG�WKDW�GXULQJ������DQG����������SHU�
cent of the 10 million people employed in China’s coal, steel, electrolytic aluminum, cement and glass industries will 

ORVH�WKHLU�MREV��,Q�VSLWH�RI�WKH�IDFW�WKDW�WKLV�ZRXOG�DPRXQW�WR�WKUHH�PLOOLRQ�OD\RIIV��LW�LV�RQO\�H[SHFWHG�WR�FUHDWH�D�³PDUJLQDO�
effect” on unemployment rates.

94 
 While this already compares favourably to the layoffs in the late 1990s, when 13 

PLOOLRQ�RI� WKH����PLOOLRQ�SHRSOH�WKDW� WKH�&,&&�HVWLPDWHV�ZHUH� ODLG�RII� IRXQG�QHZ�MREV��ZLWK�DQ�DGGLWLRQDO�RQH�PLOOLRQ�
WUDQVIHUUHG�LQWHUQDOO\���,I�WKH�VDPH�UDWLR�KROGV�LQ������DQG�������WKHQ�RQO\�RQH�PLOOLRQ�MREV�ZRXOG�EH�ORVW�LQ�WKLV�SURFHVV��
,Q�FRQWUDVW� WR� WKH� ODWH�����V��ZKHQ�WKH�FRXQWU\¶V� ODERXU� IRUFH�ZDV�VWLOO�JURZLQJ�UDSLGO\��&KLQD¶V� ODERXU� IRUFH� LV�QRZ�
FRQWUDFWLQJ��ZKLFK�VKRXOG�UHQGHU�WKH�WDVN�RI�¿QGLQJ�WKHP�QHZ�MREV�UHODWLYHO\�OHVV�FKDOOHQJLQJ��

Ultimately, these one million workers would only amount to 0.3 per cent of China’s urban population. While this 

evaluation is complicated by the fact that a large proportion of these workers are concentrated in regions with few 

alternative employment options, this can be addressed with social programmes. Recognising the importance of 

SURYLGLQJ�JRYHUQPHQW�VXSSRUW��D�VSRNHVSHUVRQ�IRU�WKH�1'5&�SOHGJHG�LQ�HDUO\�-DQXDU\������WKDW�VRFLDO�SROLFLHV�ZRXOG�
be put in place to ensure against layoffs with a special fund to be set up at central government level to reward local 

governments that cut overcapacity.
95

 While, to date, the amount that the central government will contribute is unclear, 

these funds are reportedly to be used primarily as compensation for layoffs. 

,Q� IDFW�� OD\RIIV�DUH�DOUHDG\�VWDUWLQJ� WR� WDNH�SODFH��VL[�RXW�RI����VWDWH�RZQHG�VWHHO�FRPSDQLHV� WKDW�ZHUH�VXUYH\HG�E\�
WKH�&/6$�LQ�1RYHPEHU������VWDWHG�WKDW�GXULQJ�WKH�\HDU� WKH\�KDG�HLWKHU�DOUHDG\� ODLG�RII�¿YH� WR����SHU�FHQW�RI� WKHLU�
workforce or planned to do so in the near future.

96�,Q�FRDO��DQ�LQGXVWU\�WKDW�LV�QRW�GLUHFWO\�H[DPLQHG�E\�WKLV�UHSRUW��LQ�ODWH�
6HSWHPEHU������� WKH�&KLQHVH�FRPSDQ\�+HLORQJMLDQJ�/RQJPD\�0LQLQJ�+ROGLQJ�&RPSDQ\�DQQRXQFHG�WKDW�GXULQJ�WKH�
following three months it would lay off 100,000 of its 240,000 employees.

97
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economic decision making so that the desired outcome of rapid, inclusive and sustainable growth is achieved."

7KH�UHSRUW�JRHV�RQ�WR�DUJXH���,Q�UHGH¿QLQJ�LWV�UROH��WKH�JRYHUQPHQW�ZLOO�QHHG�WR�DFFHOHUDWH�UHIRUPV�LQ�WKH�VWDWH�
RZQHG�VHFWRU�DQG�FRPELQH�LW�ZLWK�IXUWKHU�GHYHORSPHQW�RI�WKH�SULYDWH�VHFWRU��,W�ZLOO�DOVR�QHHG�WR�DGYDQFH�UHIRUPV�
LQ� IDFWRU�PDUNHWV� �FDSLWDO�� ODQG��DQG� ODERXU�� WR�KHOS�VWUHQJWKHQ� WKH� IRXQGDWLRQV�RI�D�PDUNHW�HFRQRP\�DQG�
promote greater competition and innovation." 

98

5.5  Promote Innovation 
The ability of enterprises to innovate is a crucial element in the process of curbing overcapacity and 

transforming China’s economy into one that is sustainable. This is something that the Chinese Government has 

recognised in the drafting of its China Manufacturing 2025 initiative. 

,QGLJHQRXV� LQQRYDWLRQ��KRZHYHU��FDQQRW� WKULYH�ZLWKRXW� LQQRYDWRUV�DQG� WKH� ,3� WKH\�FUHDWH�EHLQJ�SURWHFWHG��
5HVHDUFK�DQG�GHYHORSPHQW�DFWLYLWLHV�DUH�H[SHQVLYH�DQG�WLPH�FRQVXPLQJ�EXW�DUH�QHHGHG�WR�DFKLHYH�LQQRYDWLRQV��
,I� ,3� LV�QRW�VXI¿FLHQWO\�SURWHFWHG��&KLQHVH�HQWHUSULVHV�ZLOO�EH�GHWHUUHG�IURP�LQYHVWLQJ� LQ�5	'�DQG�ZLOO� ODUJHO\�
remain assemblers and manufacturers lacking their own core technologies. 

As outlined in the European Chamber’s Intellectual Property Rights Working Group Position Paper 2014/2015, 
LW� LV�ERWK�&KLQHVH�DQG�IRUHLJQ�60(V�WKDW�ZLOO�EHQH¿W�IURP�DQ\�PHDVXUHV�WDNHQ�WR�VWUHQJWKHQ�WKH�SURWHFWLRQ�RI�
WUDGHPDUNV��SDWHQWV��FRS\ULJKWV��WUDGH�VHFUHWV�DQG�RWKHU�IRUPV�RI�,35�99

,Q�DGGLWLRQ�WR�LPSURYLQJ�,35�HQIRUFHPHQW²D�GLUHFW�ZD\�RI�SURPRWLQJ�LQQRYDWLRQ²60(V�VKRXOG�DOVR�EH�DIIRUGHG�
JUHDWHU�SURWHFWLRQ�DV� WKH\� IUHTXHQWO\�SOD\�D�FULWLFDO� UROH� LQ�GHOLYHULQJ� LQQRYDWLRQV��7KH\�EULQJ� UHYROXWLRQDU\�
technologies, products and services to the market and are rightly acknowledged in the EU for the key economic 

DQG�VRFLDO� UROH� WKDW� WKH\�SOD\�DV�D�PDMRU�JURZWK�DQG�HPSOR\PHQW�FDWDO\VW��+RZHYHU��D� ODFN�RI� WUDQVSDUHQF\�
VXUURXQGLQJ�DGPLQLVWUDWLYH�DQG�UHJXODWRU\�UHTXLUHPHQWV��GLI¿FXOW\�JDLQLQJ�DFFHVV�WR�EXVLQHVV�FULWLFDO�LQIRUPDWLRQ��
D�GHDUWK�RI�VWDQGDUGV�DQG�SUREOHPV�SURFXULQJ�¿QDQFLQJ�DUH�DPRQJ�WKH�PDQ\� LVVXHV�WKDW�KDYH�FRQWLQXHG�WR�
KLQGHU�60(V
�GHYHORSPHQW�LQ�&KLQD�100

98　  China 2030: Building a Modern, Harmonious, and Creative High-Income Modern Economy, The World Bank and Development Research Centre, State Council, 2012, p. 18. 

99　  European Business in China Position Paper 2015/2016,�(XURSHDQ�&KDPEHU�RI�&RPPHUFH� LQ�&KLQD��������SS����������KWWS���ZZZ�HXURSHDQFKDPEHU�FRP�FQ�HQ�
SXEOLFDWLRQVDUFKLYH�����,QWHOOHFWXDOB3URSHUW\B5LJKWVB3RVLWLRQB3DSHUB����B����!�

100　  6HH�WKH�IROORZLQJ�VWXG\�E\�WZR�VFKRODUV�IURP�WKH�,QVWLWXWH�RI�(FRQRPLF�5HVHDUFK��1'5&��IRU�IXUWKHU�GHWDLOV��;XHJRQJ��6��	�/��;XH\DQ���������Small and Medium Enterprises 
Access to Finance in China,�LQ�+DUYLH��&���6��2XP��DQG�'��1DUMRNR��HGV����Small and Medium Enterprises (SMEs) Access to Finance in Selected East Asian Economies. (5,$�
5HVHDUFK�3URMHFW�5HSRUW����������-DNDUWD��(5,$��SS����������

5HFRPPHQGDWLRQV
�� &RQWLQXH� WR� LPSURYH� ,3�SURWHFWLRQ� LQ�RUGHU� WR�VDIHJXDUG� LQQRYDWLRQV�DQG�SURYLGH�&KLQHVH�FRPSDQLHV� LQFHQWLYHV� WR�

increase R&D spending.

�� (QIRUFH�,35�SURWHFWLRQ�WR�WKH�JUHDWHVW�H[WHQW�DQG�SXQLVK�DOO�YLRODWLRQV�LQ�DFFRUGDQFH�ZLWK�WKH�ODZ�

�� /LPLW�WKH�GLVFORVXUH�RI�WHFKQLFDO�NQRZ�KRZ�WR�ZKDW�LV�VWULFWO\�QHFHVVDU\�

�� 3XEOLFLVH� LQIULQJHPHQW�GHFLVLRQV� WR� UDLVH�FRQILGHQFH� LQ�&KLQD¶V� ,35�HQIRUFHPHQW�PHFKDQLVPV�DQG�GHWHU�SRWHQWLDO�
infringers.

�� (QKDQFH�WKH�EXVLQHVV�HQYLURQPHQW�IRU�60(V��LQFOXGLQJ�LPSURYLQJ�DFFHVV�WR�¿QDQFLQJ�DQG�SURYLGLQJ�EXVLQHVV�FULWLFDO�DQG�
SHUWLQHQW�UHJXODWRU\�DGPLQLVWUDWLYH�LQIRUPDWLRQ�LQ�DQ�RSHQ�DQG�WLPHO\�IDVKLRQ�

5HFRPPHQGDWLRQV
- Encourage gradual privatisation in sectors suffering from overcapacity.

�� (QVXUH�D�IDLU�DQG�OHYHO�SOD\LQJ�¿HOG�EHWZHHQ�GRPHVWLF�DQG�IRUHLJQ�HQWHUSULVHV�DQG�62(V��



Overcapacity in China 

2
YH
UF
DS
DF
LW\
�LQ
�&
KL
QD

46

�����,PSURYH�WKH�,PSOHPHQWDWLRQ�RI�(QYLURQPHQWDO��+HDOWK�DQG�6DIHW\�6WDQGDUGV�DQG�/DZV

Beijing has taken important initial steps to reduce overcapacity, by raising the importance of employment and 

WKH�HQYLURQPHQW�UHODWLYH�WR�*'3�DQG�¿VFDO�UHYHQXH�ZKHQ�HYDOXDWLQJ�ORFDO�RI¿FLDOV�IRU�WKHLU�FDUHHU�GHYHORSPHQW��

,Q�RUGHU� WR� FRQWURO�QHZ�SURMHFW�DSSURYDOV��HQYLURQPHQWDO� UHJXODWLRQV�DQG� WKHLU� VXSHUYLVLRQ�KDYH� WR�EH�
strengthened. Construction should not commence on projects that fail to pass the environmental impact 

assessment. 

$W� WKH�VDPH� WLPH��VWULFWHU�HQIRUFHPHQW�RI�&KLQD¶V�(+6�VWDQGDUGV�DQG� ODZV�ZRXOG� UHGXFH�RYHUFDSDFLW\� LQ�
energy-intensive and potentially polluting industries such as steel, non-ferrous metals and chemicals. 

5.7  Reform Resource Pricing
The Chinese Government has been discussing overhauling the country’s resource-pricing mechanisms for 

DERXW�D�GHFDGH�QRZ��$W� WKH�7KLUG�3OHQXP� LQ�1RYHPEHU������� IRU�H[DPSOH��DQ� LQLWLDWLYH�ZDV�DQQRXQFHG� WR�
remove price controls in order to allow markets to play the decisive role in allocating resources.

101

Global and regional markets are characterised by market-based 

prices, while some of China’s domestic markets are often still 

characterised by government-guided prices. Although coal prices 

in China have been partially market-priced, most other energy 

SULFHV�� LQFOXGLQJ�UH¿QHG�SURGXFWV��HOHFWULF�SRZHU�DQG�QDWXUDO�JDV�
prices, are not yet fully market based. 

7KH�H[WHQGHG�GHFOLQH�RI�WKH�33,��SURGXFHU�SULFH�LQGH[��SURYLGHV�D�
good macro-environment for rationalising many resources’ pricing 

PHFKDQLVPV��ZKLFK�ZHUH�GLI¿FXOW� WR�FKDQJH�LQ�WKH�\HDUV�SULRU� WR�
the global financial crisis when prices were continuously rising. 

'RLQJ�VR� LV�XOWLPDWHO\�QHFHVVDU\� IRU� IXO¿OOLQJ� WKH�7KLUG�3OHQXP¶V�
stated goal of establishing the market as the decisive factor in the 

Chinese economy.   

3ULFLQJ�UHIRUP�GRHV�QRW�KDYH�WR�EH�D�VXGGHQ�RYHUQLJKW�PRYH��EXW�
it should be a continuous one. 

A model for this approach can be seen with the reforms to 

WKH�QDWXUDO�JDV�SULFLQJ�PHFKDQLVP��SLORWV�ZHUH� LQLWLDWHG� LQ�*XDQJGRQJ�DQG�*XDQJ[L� LQ�������EURDGHU�SULFH�

101　Guidelines to Resolve Severe Overcapacity Problems, The State Council, 2013, no. 41, viewed 2
nd� -DQXDU\���������KWWS���ZZZ�JRY�FQ�JRQJEDR�FRQWHQW������

FRQWHQWB��������KWP!�

Reforming resource pricing is an effective 

tool to provide businesses with the 

necessary incentives to increase energy 

efficiency and reduce overcapacity. 

)ULHGULFK� +D\HN�� 1REHO� /DXUHDWH� LQ�
economics, reflected that prices are not 

MXVW�DERXW�FRVW�SOXV�D�SUR¿W�EXW�DUH�UDWKHU�
concentrated forms of information about 

VXSSO\�� GHPDQG�� TXDOLW\� DQG� WLPLQJ��
+D\HN�VKRZHG� WKDW�RQO\�PDUNHW�SULFLQJ�
could efficiently coordinate economic 

DFWLYLW\�DPRQJ�WKHVH�GLYHUVH�DFWRUV��)RU�
H[DPSOH�� LQGLFDWRUV� LQ�&KLQD�RYHU� WKH�
past decade and longer show that energy 

consumers have not been receiving the 

proper signals about the true cost of 

energy use. 

5HFRPPHQGDWLRQV
�� 0DNH�WUDQVSDUHQW�� IDLU�DQG�PDQGDWRU\�HQYLURQPHQWDO� LPSDFW�DVVHVVPHQWV�D�SUH�UHTXLVLWH� IRU�DSSURYDO�RI�QHZ�SURMHFWV�

over a certain size.

�� 0RQLWRU�FRPSOLDQFH�ZLWK�(+6�VWDQGDUGV�DQG�SHQDOLVH�FRPSDQLHV�WKDW�YLRODWH�WKHP�

�� ,QFUHDVH� LQGHSHQGHQFH�RI� WKH�0LQLVWU\�RI�(QYLURQPHQWDO�3URWHFWLRQ��0(3��DQG�WKH�0LQLVWU\�RI�+XPDQ�5HVRXUFHV�DQG�
6RFLDO�6HFXULW\��0R+566��DW�WKH�ORFDO�OHYHO�LQ�RUGHU�WR�LPSURYH�HQIRUFHPHQW�

- Monitor projects falling under government procurement to ensure that bid winners comply with standards set forth in the 

ELG�UHTXLUHPHQWV�
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DGMXVWPHQWV�IRU�QRQ�UHVLGHQWLDO�XVHUV�ZHUH�ODWHU�LPSOHPHQWHG�LQ�������DQG�D�ODXQFK�RI�D�QHZ�SULFLQJ�PHFKDQLVP�
took place in late 2015, with reports that the NDRC will fully liberalise non-residential gas prices as soon as 

possible.
102

�����3URYLGH�9HUL¿HG�DQG�+LJK�TXDOLW\�,QIRUPDWLRQ�WR�)DFLOLWDWH�,QGXVWU\�'HFLVLRQ�PDNLQJ��DQG�(QKDQFH�WKH��
�������,QGHSHQGHQFH�DQG�&DSDFLW\�RI�,QGXVWULDO�7UDGH�$VVRFLDWLRQV

:LWK� WKH�QRWDEOH�H[FHSWLRQ�RI�D�FRXSOH�RI�VHFWRUV�� LQFOXGLQJ�FKHPLFDOV�DQG�UHILQLQJ��PDQ\� LQGXVWU\�H[SHUWV�
H[SUHVV�D�PLQRU�VHQVH�RI�GLVWUXVW� WRZDUGV� WKH�DYDLODEOH�FDSDFLW\�DQG�SURGXFWLRQ� ILJXUHV� IRU� WKHLU�VHFWRUV�
JDWKHUHG� IURP�&KLQHVH� LQGXVWULDO� WUDGH�DVVRFLDWLRQV�DQG� WKH�JRYHUQPHQW�� ,Q�DGGLWLRQ�� LQ�VRPH�VHFWRUV�VXFK�
GDWD�LV�QRW�IUHHO\�DYDLODEOH��PHDQLQJ�WKDW�PDQXIDFWXUHUVʊLQ�SDUWLFXODU�VPDOOHU�PDQXIDFWXUHUV�WKDW�PLJKW�EH�OHVV�
LQFOLQHG�WR�VSHQG�FDSLWDO�RQ�UHVHDUFK�UHSRUWV�IURP�SULYDWH�FRQVXOWDQFLHVʊZRXOG�QRW�KDYH�DFFHVV�WR�DFFXUDWH�
DQG�UHOLDEOH�GDWD�DERXW�EDVLF�SURGXFWLRQ��VDOHV�DQG�FDSDFLW\�¿JXUHV�IRU�WKHLU�VHFWRU��8OWLPDWHO\��D�ODFN�RI�DFFHVV�
to such data leads to uninformed business decisions.

,Q� UHFHQW�\HDUV�� WKH�&KLQHVH�*RYHUQPHQW��QRWDEO\� WKH�0,,7��KDYH�VWDWHG� WKH�QHHG� WR�GHYHORS�HDUO\�ZDUQLQJ�
PHFKDQLVPV�IRU�LQGXVWU\�WR�UHVSRQG�WR�VLJQV�RI�WKH�RQVHW�RI�H[FHVV�FDSDFLW\��7KLV�VSHDNV�WR�WKH�IDFW�WKDW�VXFK�
HDUO\�ZDUQLQJ�PHFKDQLVPV�GLG�QRW�SUHYLRXVO\�H[LVW� IRU�PRVW�&KLQHVH� LQGXVWULDO�VHFWRUV��7KH� UHVSRQVLELOLW\�
for developing these mechanisms in the EU is usually held by industrial trade associations. By contrast, in 

&KLQD�VXFK�DVVRFLDWLRQV�WHQG�WR�EH�TXDVL�JRYHUQPHQWDO� LQ�QDWXUH�DQG�PRVWO\�RULHQWDWHG�WRZDUGV�DVVLVWLQJ�WKH�
development and growth of the sectors, as opposed to acting as independent, impartial and industry-led bodies 

to assist companies in their responses to changes in the business environment. 

As such, together with the lack of transparent and reliable data, many companies were unaware of the 

FRPPHQFHPHQW�RI�H[FHVV�FDSDFLWLHV�DQG�RYHU�SURGXFWLRQ� LQ� WKHLU� LQGXVWULHV��DQG�FRQVHTXHQWO\� IXUWKHU�
H[DFHUEDWHG�RYHUFDSDFLWLHV�WKURXJK�FRQWLQXHG�H[SDQVLRQ�

102    China Boosts Pricing Reform in Natural Gas Sector, Xinhua, 21
st
 November 2015, viewed 9

th�-DQXDU\���������KWWS���ZZZ�FKLQD�RUJ�FQ�EXVLQHVV������������FRQWHQWB���������
htm> 

5HFRPPHQGDWLRQV
- Continue to adjust input prices by increasing resource and environmental charges. 

�� 5HGXFH�HQHUJ\�SULFH�VXEVLGLHV�WR�LQGXVWU\�DQG�FRQWLQXH�UHVRXUFH�SULFH�UHIRUP��IRFXVLQJ�RQ�DUHDV�OLNH�FRDO�UHVRXUFH�WD[��
and pricing for electricity, water and natural gas.

�� 5HIRUP�WKH�UHVRXUFH�WD[�V\VWHP�

5HFRPPHQGDWLRQV�
�� 3XEOLVK�PRUH�UHOLDEOH�DQG�WUDQVSDUHQW�LQGXVWU\�GDWD�LQ�D�WLPHO\�PDQQHU�
- Enhance the independence of industrial trade associations and increase their capacity to provide their members with 

impartial assistance regarding how to best respond to changes in their industry. 
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Abbreviations
$,,%� $VLDQ�,QIUDVWUXFWXUH�,QYHVWPHQW�%DQN
ESG� %DUUHOV�3HU�'D\
CAGR Compound Annual Growth Rate

&$3(;� &DSLWDO�([SHQGLWXUH
CCA China Cement Association

&&',� &HQWUDO�&RPPLVVLRQ�IRU�'LVFLSOLQH�,QVSHFWLRQ
&,&&� 7KH�&KLQD�,QWHUQDWLRQDO�&DSLWDO�&RUS
&267,1'� �&RPPLVVLRQ�RI�6FLHQFH��7HFKQRORJ\�DQG�,QGXVWU\�IRU�1DWLRQDO�'HIHQFH
&,6$� &KLQD�,URQ�DQG�6WHHO�$VVRFLDWLRQ
&,0&� &KLQD�,QWHUQDWLRQDO�0DULQH�&RQWDLQHUV�*URXS
&267,1'� &RPPLVVLRQ�IRU�6FLHQFH��7HFKQRORJ\�DQG�,QGXVWU\�IRU�1DWLRQDO�'HIHQFH
&3,� &RQVXPHU�3ULFH�,QGH[
&3&,$� &KLQD�3HWUROHXP�DQG�&KHPLFDO�,QGXVWU\�$VVRFLDWLRQ
&/6$� &UHGLW�/\RQQDLV�6HFXULWLHV�$VLD
DWT Deadweight Tonnes

(+6� (QYLURQPHQW��+HDOWK�DQG�6DIHW\
(3%� (QYLURQPHQWDO�3URWHFWLRQ�%XUHDX
(3/� (QYLURQPHQWDO�3URWHFWLRQ�/DZ
EU European Union

)$,� )L[HG�$VVHW�,QYHVWPHQW
)<3� )LYH�<HDU�3ODQ
*'3� *URVV�'RPHVWLF�3URGXFW
G20 Group of 20

,32� ,QLWLDO�3XEOLF�2IIHULQJ
,72� ,QGLXP�7LQ�2[LGH
,35� ,QWHOOHFWXDO�3URSHUW\�5LJKWV
0	$� 0HUJHUV�DQG�$FTXLVLWLRQV
0(3� 0LQLVWU\�RI�(QYLURQPHQWDO�3URWHFWLRQ
MES Market Economy Status

0,,7� 0LQLVWU\�RI�,QGXVWU\�DQG�,QIRUPDWLRQ�7HFKQRORJ\�
0R+566� 0LQLVWU\�RI�+XPDQ�5HVRXUFHV�DQG�6RFLDO�6HFXULW\
NDRC National Development and Reform Commission

13&� 1DWLRQDO�3HRSOH
V�&RQJUHVV
13/� 1RQ�SHUIRUPLQJ�/RDQ
163� 1HZ�6XVSHQVLRQ�3UH�KHDWHU
OBOR One Belt, One Road

OECD Organisation for Economic Co-operation and Development 

33,� 3URGXFHU�3ULFH�,QGH[
52(� 5HWXUQ�RQ�(TXLW\
SASAC State-owned Asset Supervision and Administration Commission

SME Small- and Medium-sized Enterprise

SOE State-owned Enterprise

UR Utilisation Rate

US United States

USD United States Dollars

9$7� 9DOXH�DGGHG�7D[
WTO World Trade Organization
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,PSRUWDQW�*RYHUQPHQW�$XWKRULWLHV�DQG�$VVRFLDWLRQV

State Council 

7KH�6WDWH�&RXQFLO�RI� WKH�3HRSOH
V�5HSXEOLF�RI�&KLQD� LV� WKH�KLJKHVW�H[HFXWLYH�RUJDQ�RI�VWDWH�SRZHU�DV�ZHOO�DV�WKH�
highest organ of state administration. The State Council is composed of a premier, vice premiers, state councillors, 

ministers in charge of ministries and commissions, the auditor-general and the secretary general. The premier 

assumes the overall responsibility for the work of the State Council. 

)RU�PRUH�LQIRUPDWLRQ��SOHDVH�UHIHU�WR��KWWS���ZZZ�JRY�FQ�HQJOLVK�OLQNV�VWDWHFRXQFLO�KWP

6WXG\�UHOHYDQW�0LQLVWULHV�DQG�&RPPLVVLRQV

1DWLRQDO�'HYHORSPHQW�DQG�5HIRUP�&RPPLVVLRQ��1'5&�

The main functions and responsibilities of the NDRC are to formulate and implement strategies of national economic 

and social development, to monitor macroeconomic and social development trends and provide forecasts and 

JXLGDQFH�UHJDUGLQJ�WKHVH�WUHQGV��WR�GLUHFW��SURPRWH�DQG�FRRUGLQDWH�WKH�UHVWUXFWXULQJ�RI�&KLQD
V�HFRQRPLF�V\VWHP��

)RU�PRUH�LQIRUPDWLRQ��SOHDVH�UHIHU�WR��KWWS���HQ�QGUF�JRY�FQ�

0LQLVWU\�RI�,QGXVWU\�DQG�,QIRUPDWLRQ�7HFKQRORJ\��0,,7�

7KH�0,,7�ZDV�FUHDWHG� LQ�0DUFK������� WR�VXSHUVHGH� WKH�0LQLVWU\�RI� ,QIRUPDWLRQ� ,QGXVWU\�DQG� LQFOXGHV� WKH� IRUPHU�
&RPPLVVLRQ�RI�6FLHQFH��7HFKQRORJ\�DQG�,QGXVWU\�IRU�1DWLRQDO�'HIHQFH��WKH�6WDWH�&RXQFLO�,QIRUPDWLVDWLRQ�2I¿FH�DQG�
WKH�6WDWH�7REDFFR�0RQRSRO\�%XUHDX��7KH�PDLQ�IXQFWLRQV�DQG�UHVSRQVLELOLWLHV�RI� WKH�0,,7�DUH�WR�GHYHORS�VWUDWHJLHV�
and policies for new types of industrialisation, formulate development programmes to support the integration between 

LQIRUPDWLRQ�DQG�LQGXVWULDOLVDWLRQ�DQG�SURPRWH�VFLHQWL¿F�UHVHDUFK�LQ�D�EURDG�UDQJH�RI�LQGXVWULDO�VHFWRUV��

)RU�PRUH�LQIRUPDWLRQ��SOHDVH�UHIHU�WR��KWWS���ZZZ�PLLW�JRY�FQ��&KLQHVH�RQO\�

0LQLVWU\�RI�(QYLURQPHQWDO�3URWHFWLRQ��0(3�

7KH�0(3� LV� UHVSRQVLEOH� IRU� WKH� IRUPXODWLRQ�DQG�HQIRUFHPHQW�RI�QDWLRQDO�HQYLURQPHQWDO�SROLF\�DV�ZHOO�DV� WKH�
FRRUGLQDWLRQ�DQG�VXSHUYLVLRQ�RI�PDMRU�HQYLURQPHQWDO�SURMHFWV��,W�ZDV�XSJUDGHG�WR�D�IXOO�PLQLVWU\�LQ�0DUFK�������IURP�
WKH�PLQLVWU\�OHYHO�6WDWH�(QYLURQPHQWDO�3URWHFWLRQ�$GPLQLVWUDWLRQ��6(3$���ZKLFK�LWVHOI�ZDV�XSJUDGHG�LQ�������IURP�WKH�
YLFH�PLQLVWU\�OHYHO�1DWLRQDO�(QYLURQPHQWDO�3URWHFWLRQ�$GPLQLVWUDWLRQ��

)RU�PRUH�LQIRUPDWLRQ��SOHDVH�UHIHU�WR��KWWS���HQJOLVK�PHS�JRY�FQ�

0LQLVWU\�RI�+XPDQ�5HVRXUFHV�DQG�6RFLDO�6HFXULW\��02+566�

7KH�02+566�ZDV�FUHDWHG� LQ�0DUFK������� IURP�WKH�PHUJHU�RI�VHYHUDO�JRYHUQPHQW�ERGLHV�� WKH�0LQLVWU\�RI�/DERXU�
DQG�6RFLDO�6HFXULW\��0/66���WKH�0LQLVWU\�RI�3HUVRQQHO��023���ZKLFK�RYHUVHHV�JRYHUQPHQW�HPSOR\HHV��DQG�WKH�6WDWH�
$GPLQLVWUDWLRQ�RI�)RUHLJQ�([SHUWV�$IIDLUV��

7KH�QHZ�PLQLVWU\� LV� UHVSRQVLEOH� IRU�&KLQD
V� ODERXU�DQG�KXPDQ�UHVRXUFHV�QHHGV�DQG�IRU�EXLOGLQJ�DQG�VXSHUYLVLQJ�
D�FRPSUHKHQVLYH� ODERXU�DQG� WDOHQW�PDUNHW��7KH�02+566�WRRN�RYHU� WKH� IXQFWLRQV�RI� LWV�SUHGHFHVVRUV��)URP�WKH�
0/66��WKH�02+566�LQKHULWHG�WKH�WDVN�RI�UHVHWWOLQJ�ZRUNHUV� ODLG�RII�E\�62(V�DQG�PDQDJLQJ�QDWLRQDO�PHGLFDO�FDUH�
and pension issues, as well as managing the insurance of government employees and reform of medical insurance. 

)URP�WKH�023��WKH�02+566�UHFHLYHG�WKH�UHVSRQVLELOLW\�RI�RYHUVHHLQJ�PDQDJHPHQW�RI�WHFKQLFDO�SHUVRQQHO��VWDWH�FLYLO�
VHUYDQWV�DQG�OHDGLQJ�H[HFXWLYHV�LQ�NH\�62(V��

)RU�PRUH�LQIRUPDWLRQ��SOHDVH�UHIHU�WR��KWWS���ZZZ�PRKUVV�JRY�FQ��&KLQHVH�RQO\�
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$ERXW�WKH�(XURSHDQ�&KDPEHU

7KH�(XURSHDQ�8QLRQ�&KDPEHU�RI�&RPPHUFH�LQ�&KLQD��(XURSHDQ�&KDPEHU��ZDV�IRXQGHG�LQ�������E\����
member companies that shared a goal of establishing a common voice for the various business sectors of 

WKH�(XURSHDQ�8QLRQ�DQG�(XURSHDQ�EXVLQHVVHV�RSHUDWLQJ�LQ�&KLQD��,W�LV�D�PHPEHUV�GULYHQ��QRQ�SUR¿W��IHH�
based organisation with a core structure of 45 working groups and fora representing European business 

in China.

The European Chamber has more than 1,600 members in seven chapters operating in nine cities: Beijing, 

1DQMLQJ��6KDQJKDL��6KHQ\DQJ��6RXWK�&KLQD��*XDQJ]KRX�DQG�6KHQ]KHQ���6RXWKZHVW�&KLQD��&KHQJGX�DQG�
&KRQJTLQJ��DQG�7LDQMLQ��(DFK�FKDSWHU�LV�PDQDJHG�DW�WKH�ORFDO�OHYHO�E\�ORFDO�ERDUGV�UHSRUWLQJ�GLUHFWO\�WR�WKH�
([HFXWLYH�&RPPLWWHH�

The European Chamber is recognised by the European Commission and the Chinese authorities as the 

RI¿FLDO�YRLFH�RI�(XURSHDQ�EXVLQHVV�LQ�&KLQD��,W� LV�UHFRJQLVHG�DV�D�IRUHLJQ�FKDPEHU�RI�FRPPHUFH�E\�WKH�
Ministry of Civil Affairs.

7KH�(XURSHDQ�&KDPEHU�LV�SDUW�RI�WKH�JURZLQJ�QHWZRUN�RI�(XURSHDQ�%XVLQHVV�2UJDQLVDWLRQV��(%2���7KLV�
network connects European business associations and chambers of commerce from 20 non-EU countries 

around the world.

3ULQFLSOHV

�� :H�DUH�DQ�LQGHSHQGHQW��QRQ�SUR¿W�RUJDQLVDWLRQ�JRYHUQHG�E\�RXU�PHPEHUV�

�� :H�ZRUN�IRU�WKH�EHQH¿W�RI�(XURSHDQ�EXVLQHVV�DV�D�ZKROH�

• We operate as a single, networked organisation across Mainland China.

• We maintain close, constructive relations with the Chinese and European authorities, while retaining 

our independence.

• We seek the broadest possible representation of European business in China within our member-

ship: large, medium and small enterprises from all business sectors and European Member States 

throughout China.

• We operate in accordance with Chinese laws and regulations.

• We treat all our members, business partners and employees with fairness and integrity.

Adam Dunnett

Secretary General

European Union Chamber of Commerce in China


