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Foreword
It is a great pleasure to welcome you to this Oxford Analytica and APCO
Worldwide briefing, China’s New Era: What foreign firms must do to thrive.
There is hardly a more challenging issue in international business than that of
succeeding in China. Neither is there a more rewarding one.
That China is growing rapidly and changing even faster is widely understood.
Less well known is the impact of these changes on the business environment
and how firms should respond if they are to prosper in a market almost as rich
in pitfalls as it is in promise.

Graham Hutchings
Principal
Oxford Analytica
ghutchings@oxford-analytica.com

Such is the aim of this breakfast briefing.
Our panel will draw on their experience of building business in China and
interpreting the country’s rapidly evolving economic, regulatory and political
situation to explain Beijing’s goals and what they mean for foreign firms.
China has entered a new era under Xi Jinping. It is essential to understand what
is ‘new’ about it.
The analysis that follows, drawn from Oxford Analytica’s flagship Daily Brief
service, provides valuable background reading in support of today’s discussion.
It is a small sample of the work we undertake to help client secure their
objectives in China – and elsewhere in a challenging global environment.
Do feel free to contact me for further information about how Oxford Analytica
can help your organisation succeed.

Yours sincerely,
Graham Hutchings
Principal
Oxford Analytica
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Sustainable growth initiatives will dampen China’s GDP
Friday, January 19, 2018
The economy grew by 6.8% in October-December 2017 and improvement was broadbased
The National Bureau of Statistics (NBS) reported yesterday that the economy grew by 6.9% in 2017, the
first acceleration since 2010. The economy grew by 6.8% year-on-year in the fourth quarter of 2017,
unchanged from the third quarter and taking growth for the whole of 2017 to 6.9%. Growth was led by
stronger exports, benefiting from strong global demand in 2017. Domestic activity also contributed,
especially services and private investment.

The construction site of China Zun, which should
be the tallest building seen in Beijing, China
(Reuters/Jason Lee)

What next
Initiatives to curb China’s escalating debts, combined with the clampdown on environmental
irresponsibility, may dampen economic activity, taking 2018 growth towards 6.5%. China needs to
average 6.3% growth over the next three years to meet its 2010 target of doubling aggregate and per
capita GDP by 2020. However, despite President Xi Jinping’s renewed commitment to tackling risks, if
growth trends below 6.5% and unemployment concerns rise, the government may revert to raising
state spending, which would endanger financial stability and China’s credibility in the global economy
and financial markets.

Subsidiary Impacts
◦ Three protectionist worries could hit Chinese exports: technology transfer, steel imports and the
North American Free Trade Agreement.
◦ Concerns about local government misreporting and large underreported debt piles will persist and
could dampen investment in these areas.
◦ Next year the NBS plans to revise its GDP reporting to reconcile national and regional data;
revisions to back data could be substantial.
◦ NBS plans to report more comprehensive labour market data could raise awareness of poor job
prospects, possibly causing popular discontent.

Analysis
In addition to stronger exports, solid employment growth and resurgent profitability supported activity in
2017, helping the economy exceed the 6.5% growth target.
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The NBS estimated the unemployment rate at 4.98% at the end of 2017 and said the economy added
13 million jobs. Monthly manufacturing and services surveys support this, showing stable employment
intentions throughout 2017, albeit with services steadily adding jobs, and manufacturing reporting
modest losses. Moreover, the People's Bank of China's (PBoC) consumer survey shows employment
confidence at the highest since records began in 2009.
Industrial profitability rose by 21.9% year-on-year in January-November 2017, up from 9.4% in the yearearlier period. This should help to reduce China's reliance on debt. Lower profitability in the five years
of producer deflation to August 2016 was key to the growth of corporate debt as firms took on debt
rather than financing new investment through profit.

The reflation of the economy will help curb the debt burden

China: Industrial Profitability (% year-on-year)
25
20
15
10
5
0
-5

2011

2012

2013

2014

2015

2016

2017

Source: National Bureau of Statistics

The sanguine environment provides a favourable window to implement reforms.
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Rebalancing underway
The services sector grew by 8.2% year-on-year in 2017 and revenues of services firms rose by 13.9%
year-on-year in January-November. Online services are growing especially fast, with online retail sales
gaining 32.2% year-on-year in 2017, up from 26.2% in 2016 and compared to total retail sales growth
of around 10.0%. Rural and urban retail sales both grew at double-digit rates.
Furthermore, fears that the efforts to reduce overcapacity would decimate manufacturing output are
being tempered by rapid growth in new sectors. Industrial output grew 6.6% year-on-year in 2017, up
from around 6.0% in 2015 and 2016 and buoyed by the high-technology and equipment manufacturing
sectors growing at twice the pace of overall growth, evidence that industry is making progress
rebalancing towards higher-value sectors.

Rapid growth of technology-led sectors is partially compensating for
shrinking oversupplied sectors

The weighting of fixed investment is also shifting from the state to the private sector, albeit gradually.
Annual growth in state investment nearly halved from 18.7% year-on-year in 2016 to 10.1% in 2017
while private sector investment growth nearly doubled from 3.2% to 6.0% in 2017.

China: Urban fixed asset investment (%, year-on-year )
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Risks overshadowed, not extinguished
The first annual increase in Chinese growth since 2010, the surge in financial markets and the
friendlier-than-expected relations between the United States and China in President Donald Trump's
term to date have fuelled stronger near-term momentum (see PROSPECTS 2018: China economy November 8, 2017). However, the suspicion remains that the risks are still there, and are just as
treacherous.

Debt
Targeted monetary tightening has helped to slow annual growth in bank lending from close to 20% in
the years after the global financial crisis towards 10%. These sophisticated policies are promising
(see CHINA: Debt will deepen slowdown, not trigger collapse - January 27, 2017).
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For example, at the same time as reducing the reserve requirement ratio for certain banks in
September, the PBoC also introduced a scheme allowing commercial banks to borrow at lower rates
to lend more to small and medium-sized enterprises (SMEs). If lending to eligible enterprises is 1.5%
or more of a bank's new lending, it can hold 0.5% less reserves (ie, lend 0.5% more out, to any
borrowers). If lending to eligible enterprises reaches 10.0% or more, it can hold 1.5% less reserves.
Lending to large firms is growing faster than lending to SMEs and the scheme should reduce this.
Bank lending growth is still far outpacing GDP growth, however, and investing in the shadow banking
sector will remain popular while the divergence remains large between the rates of return available in
this sector and the much lower rates offered by traditional banks.
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Indeed, while the interest rate tightening cycle is well underway in the United States and is likely to
apply upward pressure to rates across Asia, the rate of return available on deposits in Chinese banks
will remain far lower than riskier yields.
Further measures to contain credit-fuelled investment are crucial to reassure international investors
while China gradually opens its financial markets. Less visible, but at least as important, is the
reflation of the economy, which ensures firms have more profits to pay off their debts, and more funds
to reinvest.
Inventories of unsold commercial buildings fell in 2017, edging markets closer to balance. This should
help to stabilise house prices and real estate investment in oversupplied large cities.
In December new home prices rose in 57 out of 70 cities, up from 50 in November. For some of the
smaller cities, property investment is a larger share of the economy than in the larger cities, but
towards the end of 2017 more smaller cities introduced curbs on property purchases. Moving away
from targeting GDP growth should give more scope to manage an orderly slowdown.

Trade
Exports picked up through 2017, with dollar export values gaining 10.9% year-on-year in December
after 12.3% growth in November, the first two-month double-digit spell since 2013. Net export volumes
contributed 8.7% of China's GDP growth in 2017, the largest contribution since 2008.
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China: Contributions to GDP growth (%)
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However, in 2018 China's exports face a less competitive trade-weighted exchange rate and perhaps
more protectionist measures from the United States (see INTERNATIONAL: Protectionism raises
global trade costs - March 9, 2017).
A US probe into intellectual property transfer to China is underway and in mid-January Trump warned
that China faces "a very big intellectual property fine". Concerns also persist that the United States will
increase tariffs on imports of Chinese steel and aluminium.
However, the prospect of Trump labelling China a currency manipulator has receded. Moreover, Trump
recognises the importance of Washington and Beijing working together on the North Korea nuclear
issue. Any fines or major protectionist measures may be delayed until after the US midterm elections
in November, allowing Chinese exports to maintain momentum for longer.
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Party will reassert control over business in China
Tuesday, January 23, 2018
The Communist Party is taking a more active role in shaping company decisions,
including in foreign companies
The Chinese Communist Party sees itself as a 'vanguard party'. That is, it governs by leading other
social groups, including the government and private enterprise. Reforms over the years have
withdrawn the government from direct control of many industries, but the Party is reasserting control
behind the scenes.

High-ranking officials at the 19th Congress of the
Communist Party of China (Reuters/Damir Sagolj)

What next
Party groups will be established in more companies and take a more active role in influencing
decisions. There will not be a mass exit of foreign companies from China, but firms will increasingly
find that the price of remaining there is to echo the political line of the Party.

Subsidiary Impacts
◦ In the business sector, control by the state is being replaced with control by the Party; enterprise is
not an independent sector.
◦ Large private sector firms such as China's ICT giants are subject to the influence and occasional
control of Party groups.
◦ Party infrastructure in foreign companies is growing, and the Party may take a closer look at
business decisions.

Analysis
The manner in which the Party leads is no mystery. It has been the case for the past 90 years that
whenever three or more Party members are present among the membership of any organisation, they
have been encouraged to form a Party group (also called a Party branch or cell) within it.
Among other relevant articles, Article 46 of the Party Charter says "The group plays the role of the core
of leadership. Its main tasks [include]: to see to it that the Party's line, principles and policies are
implemented".

The nomenklatura
The Party controls appointments to all positions of influence in China through a system known as the
'nomenklatura', whereby the heads of major organisations are appointed or confirmed by a Party
organ, the Organisation Department:
• The Party and the state are separate institutions, each with their organisational structures, but
their memberships overlap; senior state officials almost always hold senior Party posts
concurrently.
• The Organisation Department also appoints the heads of civil institutions that perform public
functions, such as universities and media groups.
Party groups are therefore a permanent feature of any powerful organisation in China (see CHINA:
Party-state system hides where power lies - September 19, 2013).
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The Party appoints members to occupy all positions of influence in
China

The Party has controlled state institutions this way ever since it came to power. Until the 1990s,
however, it was relatively unimportant for the Party to guide private sector organisations. Few of them
were of any national significance. Almost every powerful association -- civic or commercial -- was a
state organ of some sort.

Arrival of the entrepreneurs
From 1997 until about 2007, the government implemented wide-ranging reforms that managed a
partial withdrawal of the state from the market. At the same time, foreign enterprises swept into the
country. This forced the Party to consider engagement with private companies.
Twenty years ago, a key question for the Party was not how to engage with private enterprise, but
whether to do so. A longstanding debate about whether the Communist Party was a party for workers
or a party that embraced the 'advanced productive forces' of business was only finally settled by thenPresident Jiang Zemin in 2000 with the inclusion of his 'Three Represents' theory in the Party canon.
Before China joined the WTO in 2001, only 3% of private firms had any Party organisation.

'Big Party, Small State, Great Society'
The role of state institutions in the market has receded since the 1990s (and continues to recede), but
the Party has expanded to fill the space. By 2012, the number of private firms with party groups had
risen more than fourfold since 2001.
This trend is especially evident at newly registered enterprises, technology enterprises and foreignconnected enterprises:
• Of the 3.6 million new private enterprises established in 2015, slightly more than half had
already set up Party groups.
• Some 23% of the staff of the private sector internet firm Tencent are Party members; the
company claims that 60% of them occupy key roles.
• In 2002, there were Party groups in 17% of foreign-funded enterprises. Today, 70% of foreignfunded firms in China (some 750,000 enterprises) have set up Party groups.

70%

Proportion of foreign-funded firms that now have Party groups
Since the 18th Party Congress in 2013, the Party has described this shift as 'Big Party, Small State,
Great Society'.

Vanguard for the market
Last year, the Party restated the way it saw its role as a 'vanguard' for the market. In October the Party
Central Committee and the State Council issued a joint statement about entrepreneurship. It urges
closer Party guidance of entrepreneurs and demands that entrepreneurs be 'patriotic' -- the same
quality that it demands of candidates for the position of chief executive of Hong Kong, for example.
Hundreds of stock market-listed state-owned enterprises amended their articles of association in
2017, vowing to consult Party committees on major decisions (see CHINA: SOE reforms tighten Party
control of economy - August 24, 2017).
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For example, China Railway Group's governing document now reads: "when the board of directors
decides on material issues, it shall first listen to the opinions of the party committee of the company".
The critical question is what sort of decisions this means. Party groups play different roles in different
companies. Their role in the operational decision-making of foreign enterprises remains limited.
However, this week, the US hotel group Marriott International issued an apology after it listed Taiwan,
Hong Kong, Macau and Tibet as separate countries in a customer survey.

Marriott message
The Cyberspace Administration said Marriott "seriously violated national laws and hurt the feelings of
the Chinese people" and shut Marriott's internet presence in China for a week. The Cyberspace
Administration is a state body, not a Party body, but the incident may indicate a view that even foreign
businesspeople now have to be 'patriotic'.
Some foreign businesses have begun to question the costs and benefits of Party engagement. The
Association of German Chambers of Industry and Commerce said last November that "we do not
believe that foreign-invested companies generally should be required to promote the development of
any political party within company structures... Should these attempts to influence foreign-invested
companies continue... German companies might retreat from the Chinese market or reconsider
investment strategies".
There is no reason to think mass retreat is imminent. However, in future, more companies will face the
choice of retreat or ending up in a similar position to Marriott.

© Oxford Analytica 2018. All rights reserved
No duplication or transmission is permitted without the written consent of Oxford Analytica
Contact us: T +44 1865 261600 (North America 1 800 965 7666) or oxan.to/contact

11

Oxford Analytica Daily Brief ®
China Briefing

November 2, 2017

Lack of successor to Xi could mean instability ahead
China’s new Politburo is packed with associates of President Xi Jinping
but none of them is a clear successor
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This creates great uncertainty over who China’s next
leader will be and when he will take over. President
Xi Jinping’s successor may ascend directly from the
Politburo to the presidency; he may break the age limit or
serve only a single term; or he may take over only after Xi
has served a third term.

1

Xu Qiliang

(65)

By convention, future presidents serve a five-year term on
the Politburo Standing Committee before assuming the
top post for two consecutive five-year terms. However, the
new Standing Committee includes nobody young enough
to serve three terms before reaching 68, the age at which
they must by convention retire.
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Source: Oxford Analytica; photos: Reuters/Jason Lee, Kaliva/Shutterstock.com

The elite Standing Committee contains a range of views and backgrounds, but Xi's men dominate the wider Politburo

(67)

1

_ Collective leadership is not about to give way to
dictatorship, because Xi has not managed to pack the
Standing Committee with allies.
_ Xi’s associates dominate new appointments to the wider

_ If Xi steps down in 2022, Chen Min’er, Ding Xuexiang and
Hu Chunhua seem the most likely successors because of
their relative youth.

See also: Party Congress raises Xi’s prestige and power -- October 25, 2017
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Digital Silk Road will boost China's ICT sector
Monday, January 22, 2018
China's Belt and Road now extends to the airwaves, cyberspace and outer space
The Belt and Road Initiative (BRI) originated as a plan to build transport infrastructure across Eurasia
and the Indian Ocean rim. However, it has acquired a digital component as policymakers and
executives in the telecoms, technology and space sectors jump on the bandwagon and roll out
ambitious internationalisation plans.

The land and maritime routes of One Belt, One
Road (Oxford Analytica)

What next
China's technological capabilities, business experience, financial resources and political commitment
make the Digital Silk Road almost certain to raise the country's profile and prestige and strengthen its
international influence over the coming five years. However, many individual projects are likely to fail,
given China's patchy overseas investment record, and successes too will carry a political price in the
form of suspicion and resistance.

Subsidiary Impacts
◦ Cyberattacks could be a problem for the new digital infrastructure given China's poor record in
cybersecurity.
◦ The innovative capability of Chinese firms and their expertise in working in difficult business
environments should not be underestimated.
◦ Advanced-country governments and businesses will face increasing competition in Eurasia.
◦ China could eventually become a source of high-quality technology standards and regulations with
a global impact, like the EU today.
◦ E-commerce services will give small firms better access to international markets, bypassing
traditional multinational gatekeepers.

China’s ‘Belt And Road’ vision
New Eurasian
Land Bridge
Economic Corridor

Other developed
countries: ‘third parties’
with ‘complementary roles’
(North America, Japan,
South Korea, Australia)

China-MongoliaRussia Economic
Corridor

1

China-Central
Asia-West Asia
Economic Corridor

2
C

3

China-Pakistan Economic
Corridor (CPEC)

5

A

Africa: A ‘key
partner’

Bangladesh-ChinaIndia-Myanmar
Economic Corridor

6
4

China-Indian Ocean Africa - Mediterranean Sea
Blue Economic Passage
Latin America and
the Caribbean:
‘welcome participants’

Blue Economic Passage
leading to Europe via the
Arctic Ocean

B
China-Indochina
Peninsula Economic
Corridor

China-OceaniaSouth Pacific Blue
Economic Passage

Oceania: ‘southward extension’ of
the Belt and Road (New Zealand and
the developing Pacific island states)
Source: Chinese government documents
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Analysis
The first central government white paper on the BRI, published in 2015, and subsequent domestic
policy documents refer to a 'digital' or 'online' Silk Road (see CHINA: OBOR will follow opportunities,
not blueprint - June 21, 2017). The joint communique signed at a BRI summit in China last year
mentions digital connectivity, e-commerce, the digital economy, smart cities, science and technology
parks and technology-enabled infrastructure.

The Digital Silk Road grows naturally out of several high priorities

Like the rest of the BRI, the Digital Silk Road is in part led from the bottom up. The high political
salience of the BRI encourages officials and firms to slap the BRI label onto any plausible initiative.

Motives
Elements of the Digital Silk Road are extensions of Chinese firms' existing expansion plans. Others
support the broader BRI agenda, such as:
• construction of telecommunications infrastructure associated with the road, rail and shipping
facilities at the heart of the BRI; and
• using ICT to ease onerous customs and excise procedures and trace goods as they move
across countries.
Beijing sees the Digital Silk Road as a means to expand the footprint of Chinese technologies, find
new markets and gain a greater say in global cyber governance.

Telecoms
China's large ICT firms all now operate in BRI countries.

China Mobile
China Mobile in 2015 launched the 'Join Hands' programme to cooperate on voice calls and data
transmission across borders. Partners include VimpelCom, A1 and Telenor. China Mobile also signed
a cooperation agreement with Pakistan Telecommunication Company.

China Telecom
China Telecom focuses on Eurasia, Africa and the Greater Mekong region.
Its subsidiary China Comservice International leads construction of a 'Trans-Africa Information
Superhighway', a 15-billion-dollar project to install 150,000 kilometres of optical fibre across 48 African
countries.

China Unicom
China Unicom focuses on Central Asia, South-east Asia, Africa and South America.
It is a partner in the China-ASEAN Information Harbour initiative, headquartered in Nanning, capital of
Guangxi province, which borders Vietnam. The inititative aims to build cooperative platforms with
ASEAN for infrastructure, information-sharing, technological innovation, trade services and cultural
exchange.

Huawei and ZTE
Private corporations Huawei and ZTE, which now generate most of their revenue outside China, have
become major vendors for these projects.

© Oxford Analytica 2018. All rights reserved
No duplication or transmission is permitted without the written consent of Oxford Analytica
Contact us: T +44 1865 261600 (North America 1 800 965 7666) or oxan.to/contact

14

Oxford Analytica Daily Brief ®
China Briefing

They have also established strong bases in BRI nations. ZTE and Huawei have delivered fibre-optic
networks to Afghanistan and Tajikistan respectively since 2006.

Other projects
Chinese businesses were also involved in construction of:
•
•
•
•

the Transit Europe-Asia (TEA) cable link (the world's longest terrestrial cable link);
the Europe-Russia-Mongolia-China Network;
the Trans-Eurasian Information Superhighway (TASIM); and
the Diverse Route for European and Asian Markets (DREAM).

Space
The BeiDou satellite navigation system, China's alternative to the US-controlled GPS, entered use in
China in 2011. The plan is to fully cover the BRI countries by 2018 and the globe by 2020.
BeiDou will be used in consumer products and also support other BRI projects, for instance by
enabling alignment of roads and pipelines.
The BeiDou programme has dedicated particular attention to the Middle East. Yinchuan, Ningxia
province, is to become a base for providing Arabic regions with satellite communication and navigation
services.

E-commerce
The founder of e-commerce giant Alibaba, Jack Ma, has announced intentions to expand into Russia,
Europe and South-east Asia, and identified the BRI countries as main targets for international
expansion.
In 2016 Alibaba purchased a controlling stake in Lazada, an e-commerce platform operating in Southeast Asia, giving Alibaba sellers access to these rapidly growing markets.
Alibaba is also developing a Digital Free Trade Zone with Malaysia's government, comprising logistics
facilities and an online platform for small businesses to conduct cross-border e-commerce.

Smart cities
'Smart cities' are cities where policymakers actively use technology to improve urban management and
social services. Development plans in China include use of technology in traffic management, energy
use, water control, crime prevention, education and healthcare.
The most advanced experiment is in the city of Yinchuan, deep inland in western China, which seeks to
become digital hub looking westward into Central Asia.
China is collaborating to create smart cities overseas. A consortium of Philippine and Chinese
developers is constructing a self-sustaining smart community in Manila.
ZTE and Huawei have considerable experience with smart city technology from projects in Malaysia,
Kenya and Germany.
ZTE has a BRI-related smart city agenda, developing sensor and data collection technology for urban
management and investing in photovoltaic power distribution and wireless charging technologies for
vehicles.
A subsidiary, ZTESoft, is working with Singapore's Starhub Telecommunications on a 'Data Belt,
Information Road' to promote smart cities.
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Strengths
Several factors work in favour of the Digital Silk Road initiative.

Government backing
The BRI's high political priority will ensure ample funding, much of it from the government.

Chinese firms have considerable experience building infrastructure in
previously underdeveloped areas.

Experience
Alibaba and Tencent have devised logistical, legal and financial structures from scratch, including
payment and credit-rating systems.
Chinese businesses have built high-quality infrastructure in fast-growing cities in varied geographic
conditions -- circumstances they will probably encounter in BRI states too.

Security
A Chinese alternative may be attractive to governments seeking to reduce their reliance on aid from
Western countries.
For instance, the perceived security benefit of not relying solely on US technology may make BeiDou
attractive.
Similarly, Chinese-built telecoms infrastructure could be used to avoid information travelling through
the United States and its allies for fear of surveillance.

Challenges and risks
The Digital Silk Road faces similar risks to the BRI overall:
• poor investment decisions due to inexperience;
• misdirected investment because political priorities override economic ones;
• vulnerability to a political backlash in host countries due to perceived unfairness or a belief that
China poses a threat; and
• a risk that third-party governments see the initiative as threat and try to undermine or counter it
(see ASIA: Belt and Road could remake strategic map - September 11, 2017).
The Digital Silk Road also faces unique challenges related to cybersecurity and the particular political
sensitivities of the ICT sector.
For the Digital Silk Road to succeed, China must convince its partners that it is safe from outside
intrusion.
However, Chinese companies are far from even moderate levels of cybersecurity, despite
considerable investment, and the rollout of new telecommunications infrastructure will see potential
targets and attack vectors multiply.
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China's electric vehicle sector set to go global
Monday, January 29, 2018
Reforms in policies towards the electric vehicle sector will promote higher-quality vehicles
able to compete overseas
A new subsidy regime for electric vehicles (EVs) in China aims to improve the quality of new models in
order to capture a growing share of export markets. Chinese carmakers dominate domestic sales of
EVs but struggle to compete in export markets, where foreign models boast better performance.

BYD's hybrid electric car 'Yuan' on display
(Reuters/Kim Kyung-Hoon)

What next
The new subsidy regime is likely to result in industry consolidation and weed out technologically
weaker Chinese EV manufacturers. This should provide a springboard for better domestic models to
compete in markets abroad.

Subsidiary Impacts
◦ China’s push for EVs, particularly electric buses, suggests that diesel demand will moderate and
then fall in coming years.
◦ Urban air, in particular, will benefit from the drop in diesel fumes.
◦ The electricity system will accommodate rising demand from EVs without serious stress.
◦ Substituting imported crude oil for vehicle fuel with domestically sourced electricity may improve
energy security.

Analysis
China is reorientating its subsidies for new-energy vehicles.
The aim is to reduce direct subsidies, which will be phased out by 2020, and introduce two tradable
credit schemes from April this year, which are designed to incentivise production of higher-quality EVs.
The schemes will apply to car manufacturers and dealers (and therefore large importers) with annual
production or sales of over 30,000 vehicles a year.
The credit schemes are based on:
• a manufacturer or dealer's average fuel consumption across its range based on set targets;
and
• EV production set at a percentage of overall vehicle output.
In both cases, failure to meet government targets will result in a negative credit balance, forcing car
manufacturers to buy credits from better-performing companies. These more successful companies
will be able to use the income from credits sold to lower retail prices for their higher-quality models.
The new-energy vehicle category covers plug-in hybrids, battery-only EVs and hydrogen fuel cell
vehicles.
• Under the new schemes, the credit for each model of battery-only EV will be calculated in part
as a multiple of the vehicle's range in kilometres. The best battery-only EVs will be able to earn
up to five credits.
• The incentive for plug-in hybrids is fixed at two credits.
• The incentive for hydrogen fuel cell vehicles, for which production and sales are minimal, is a
multiple of the system power rated in kilowatts, designed to reward better-performing vehicles.
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China's current situation
Chinese manufacturers have invested in much larger production capacity and a greater number of
models than any other country, but their range and performance is relatively poor compared to
premium models made by US, European and other Asian automakers.
For example, Beijing-based BAIC's EV, one of the better Chinese models, has an official range of 200
kilometres. The new E6, from leading Chinese EV maker BYD, claims 300 kilometres. US
manufacturer Tesla's Model S comes in at 490-630 kilometres.
China's advantages are:
•
•
•
•

the relatively low cost of EV production;
large volumes that a strong domestic market supports;
generous domestic subsidies;
opaque barriers to market entry, which mean that locally produced EVs dominate sales.

Beijing is keen to see the industry gain technological advantage both by indigenous development and
technology transfer through joint ventures with foreign carmakers, in effect swapping market access for
technology. Foreign manufacturers will protest about this, but the Chinese market is too large to be
foregone.

The Chinese market for EVs makes up about half the global total

China also aims to capture export market share. To do this, Chinese manufacturers need to secure a
technological lead. They have the advantage of a large government-supported market, while the West
is so far more ambivalent. (see US/INT: Policy will shape electric car debut - November 13, 2017)
China could become a centre of EV innovation -- the same strategy as for solar panels, where China is
now breaking records for solar cell efficiency.

Electric vehicles: market share for selected countries (%)
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Source: International Energy Agency, Global EV Outlook 2017
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Rapid sales
Sales of EVs in China are rising much faster than sales for total vehicles. Sales of EVs made in China
were up 53% in 2017, reaching 777,000. Of these, 652,000 were battery-only EVs. An additional
estimated 20,000 imported EVs were also sold. In contrast, sales of all vehicles rose just 3% to 28.9
million in 2017.

EVs are still a tiny proportion of all vehicles sold, but their share is
growing fast

The change in subsidy structure is likely to hit the least efficient and least technologically advanced
manufacturers, resulting in a reduction of the Chinese auto sector's current overcapacity.
In light vehicle assembly, this excess of mainly conventional capacity is forecast to peak at 14.0 million
units this year and fall to 11.7 million by 2022.
As the car market transitions to electric mobility and automation, Chinese carmakers and the
government see an opportunity to gain a lead in model preference for Chinese makes in both the
domestic market and as export brands.
Chinese auto manufacturers are having significant success with heavy-duty EVs in this regard. In
2017, Chinese sales of commercial EVs rose to 198,000, representing about 90% of global sales. The
majority are city buses. The remainder are light trucks, refuse trucks and other speciality vehicles. The
Ministry of Transportation said in November that it expected 200,000 electric buses to be in public
service by the end of 2017.
Shenzhen, where vehicle manufacturer BYD is located, has taken the lead in this area. By November, it
had deployed 14,000 electric buses and expected to have a fully electric fleet by the end of the 2017.
Provincial, city and local government procurement of EVs for transport and other public services has
been a major driver of China's EV expansion, one heavily supported by government attempts to
improve local air quality.
As a result of buses' high mileage compared with light passenger vehicles, and the low fuel efficiency
of their diesel counterparts, the rollout of electric buses has a significant impact on both fuel and
electricity demand.
Estimates of the scale of this impact vary greatly, but one estimate is that a fleet of 200,000 buses
would displace as much fuel and use as much electricity as the entire global fleet of passenger EVs,
thought to have exceeded 3 million vehicles by the end of 2017, having topped 2 million only in 2016.
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Electric vehicles: worldwide stock (pure and hybrids, thousand units)
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China has found a ready market for these commercial vehicles in export markets, particularly large
cities keen to reduce air pollution from heavy diesel engines.
BYD opened electric bus assembly and battery production in the United States in 2013 and rolled out
its first US-assembled electric bus in 2014. An electric bus factory was inaugurated in Brazil in 2015.
The company expects to begin electric bus and truck assembly in Canada this year. BYD has sold
electric buses in Buenos Aires, Kuala Lumpur and London.

Fossil fuel displacement
The new-energy vehicle credit schemes aim to improve quality (see CHINA: Battle against smog will
carry heavy cost - November 20, 2017).
Rising electricity demand will be met at first by significant spare capacity in China's coal-fired
generation fleet (see CHINA: Coal use will grow despite energy transition - December 18, 2017). It will
nevertheless reduce urban air pollution because coal-fired generation has been ramped down in
heavily populated areas.
Even if EVs ran wholly on electricity generated from fossil fuels, this would still be attractive in that
cheap domestic coal would replace expensive imported crude oil.
However, additional electricity will in fact be provided by a greener mix of generation, so despite initial
pollution displacement, the system as a whole will gradually get greener (see INTERNATIONAL: Peak
oil far away despite electric cars - September 22, 2017).
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