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Disclaimer 

All materials contained in this presentation, including any analysis, 
comments, remarks, opinions and pointers are for information, debate 
and discussions ONLY. No warranty of their accuracy, completeness, 
timeliness or reliability is implied. 

Any reliance on these materials in any way assumes total exemption of 
any liability whatsoever of Andrew Leung International Consultants 
Limited and Andrew K P Leung including all their current and future 
Affiliates, Associates or Assigns.
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Contents

• Third Plenum Reforms - Market “decisive role”

• Financial liberalization –RMB liberalization 

• Corruption crackdown - leadership stability

• Geopolitics over the East and South China Seas 
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What is the “China Dream”?

Gov’t cleaner, army for people More equal and dignified, if poorer, lives 

Ideals corrupted and lost

More than American Dream

Strong China
Civilized China
Harmonious China
Beautiful China
Robert Lawrence Kuhn, New York 
Times, 4.6.13
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Reality check - Internal mountains to climb
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External challenges 

“Security threat”?

Pivot to Asia TPP – no China Diaoyu islands

ASEAN Concert of Asia?New Taiwan relations

Geopolitical rivalry
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Four barriers to change according to Shambaugh

Path Dependency Soviet shadow

Vested interests Aggrieved nationalism 

China to remain a “Partial Power” despite consensus on reforms of (a) economic model  (b) government monopoly (c) inequality (d) rule of law (e) ethnic harmony (f) 
political liberalization within One-Party state (g) accommodating foreign policy 
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Reform plan took shape Feb 2012  

2020 Target 

• China to become middle-income country by 2020 - President 
Hu, 18th Party Congress

• From $5,500 in 2012 to $10,000 requires average growth < 7%  
- Not beyond reach

2030 – World Bank Report with Development Research 
Centre of State Council 

• Local authorities to be regulated (v land grabs)
• SOE reform
• Hukou reform
• Universal access to healthcare, education and housing
• Improve governance through the middle-class
• Liberalize financial system to achieve higher TFP
• RMB internationalization and eventual full convertibility
• Green economy with cap and trade + procurement 

standards
• Responsible stake-holder in global order

*Harvard Kennedy School alum Liu He, Secretary-General of 
DRC , promoted to VC of NDRC in March, 2013
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More inclusive growth 
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Narrowing the rural-urban divide
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Correcting the Lewis Curve Turning Point

1-2m extra births a year – child services scramble to cope11



Market to have “decisive” role 

• Public ownership remains “”main body” but 
privileges to be chipped away gradually 

• Mixed ownership - Temasek-type state-owned 
investment corporation plus private investors e.g. 
power grids and electric vehicle charging 
equipment (estimated market value of $32 billion)

• SOE’s tribute to double to 30% by 2020

• To liberalise prices of water, electricity, oil, gas, 
transport and telecommunication

• Private banks to be allowed 

*
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RMB internalisation & interest rate liberalization 
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QFII & QDII promote inflow and outflow of funds 

qfii
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RMB-denominated financial products
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Financial liberalization accelerators 
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Overtaking the euro & eclipsing the dollar
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Some 40 central banks include RMB as reserve currency
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Urbanization to gallop ahead

McKinsey Global Institute –
• 350 m  more urbanites >  whole of US, by 2025

• 1 b in cities by 2030 

• 221 new cities @1 m v 35 in Europe 

• 170 mass transit systems will be built 

• 50,000 skyscrapers = 10 NY Cites          

• 54% of urban GDP in 900 smaller cities by 2025, to 
house 70% population

• China’s GDP will have multiplied 5 times
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Consumer power to explode 
McKinsey Quarterly – Mapping China’s Middle Class (June, 2013) 

• Urban consumers ($9,000 - $34,000 household income PPP (x2.5) ~ 
Brazil/Italy) to grow 4% (2000), 68% (2012), to 75% (2022) 

• Upper Middle Class ($16,000 - $34,000) v Mass Middle Class ($9,000 -
$16,000) 14% v 54% (2012) - 54% v 22% (2022) 

• Megacity (Tier 1) v Tier 3/4 cities (2012) 40% v 15% + 3%  v                                                                                                     
(2022) 15% v 31% + 8% 

• Generation 2 (G2) (up to 25 yrs of age) 200 m or 15% urban consumption 
(2012) to 35% and numerically 3x US baby boomers) (2022) – Largest e-
marketplace

• Overall, 80 % under 45 years of age, v 30 % in the US and 19 % in Japan 
(The Chinese Dream, Bestseller Press, 2010).

•According to Brookings Institution, consuming middle-class 
to grow from 12% to 70% of China's population by 2030.

•World Luxury Association 2010-2011 report - world’s largest 
luxury market from 2012.

• 2.7 m US$ millionaires, 251 US$ billionaires  (Hurun Wealth 
Report , Nov 2012) ( v 13% or 150 m < $1.25 @day)

•Consumption 36% GDP  (v 71% in US) but Credit Suisse -
China to displace US  in global consumption by 2014 (China 
Development  Research Foundation, 2012). 20



The holy grail of China’s consumer markets 
McKinsey Quarterly, August 2012• Oct, 2012, Consumption = 55% GDP > 

Investment (50%) and net exports 
(5.5%) (Reuters)

• Now 157 m consumers, world’s largest 
but only 12% population, to grow to 
70% by 2030 (income 100% > 
$100@day PPP) 

• Consumer trend shifting westward, to 
interior, 2nd and 2rd tier cities 
(Chengzhou, Chongqing, Hunan, 
Hebei, Anhui etc )  Follows 
manufacturing relocation trend.  
Foreign brands focus on rapidly 
growing 3rd tier cities (Trading China, 
Reuters, April, 2013) 

• Post-'80s overspend their parents. 
Extra 126.5 m over 65 by 2020, but 
those over 55 still reluctant to consume 
(Mckinsey Quarterly, March 2012)
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World’s largest e-tailing marketplace

MGI (“China’s e-tailing Revolution”) , March 
2013 

• E-tailing $190 b sales 2012
• 120% CAGR since 2003
• >  6 m e-merchants on Taobao
• Singles Day 2012 - $4 b online sales > 

U.S. Cyber Monday 
• Largest online population with 130 m 

residential broadband accounts
• Broadband penetration only 30%
• Online sales to reach $650 b by 2020
• Potentially to lift private consumption”+ 

4-7 % by 2020
• Tier 4 cities average online shopper 27% 

disposal income through e-tailing
• To boost retail sector productivity + 14%
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Winning the $30 trillion emerging consumer markets

• Global trend adding 400 m each to low and 
medium middle classes during 2010-20 (BBVA 
Research, Jan, 2013) 

• 1 b  new consumers (over $20,000 p.a.) added by 
2025. 60% in Emerging 400 cities. EM (4.2 billion 
people) consumption to rise by $10 trillion to $30 
trillion (about ½ of world) by 2025. (MGI, June 
2012) 

• The young (20’s and 30’s) lead the way (driven by 
e-tailing) 

• Global consumption share –

(2020) – China (13%), US (12%) India (11%), 
Japan (6%), Germany (4%), UK (4%) 

(2030) – India (23%), China (18%), US (7%), 
Indonesia (4%) Japan (4%)
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Innovation and services to drive productivity 
• Top patent filer first developing country in a  century

• Largest 36.4% growth 2011 v EU 5.4% decline

• 80% home-grown filings v 50% in US

• 30 x increase in complex filings 1995-2008

• 1.4m trade mark filings out of 4.2m worldwide

• 2010-11, 61.8% of trade mark filings worldwide v US  6.2%

• 90% of global growth in industrial design filings 2009-11

• + 60% in R & D productivity (filings @$ )2000-1

24



China’s rising innovators 
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China going global 
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New environmental protection law

Enacted April and effective May, 2014
• Environment accorded First Priority 
• Mandatory transparency on pollutants and 

prevention facilities 
• Mandatory coordination across regions
• Heavy daily penalties for offenses 
• Environmental authorities given powers of 

closure, seizure and detention
• Environmental Impact Assessments – regional 

targets and refusal of projects
• Public Interest litigation allowed 
• Achilles heel – No centralization of local 

environmental authorities yet but Ministry of 
Environmental Protection to be greatly 
empowered. 
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Roadmap to a greener future
• Roadmap to 2050, Chinese Academy of Sciences, 

2010 – Fossil energy to decrease from 92.7% (2007) 
to 80% (2020), 66% (2030) and 45% (2050); nuclear 
energy from 1.8% (2003) to 4% (2020) 7% (2030) and 
10% (2050); new and renewable energies to grow 
from 9% (2012), 16% (2020), 27% (2030) and 45% 
(2050) 
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Improving Party legitimacy  

• Empowering the Central Commission for 
Discipline Inspection to fight corruption and 
power abuse 

• Enhancing judiciary independence by unifying 
authority over staff and property at provincial 
level

• Enhancing the power of people’s congresses
(China’s parliaments) at all levels 

• Promoting “consultative” and “grass-root” 
democracy including public hearings and 
consultation on new laws (e.g. Environmental 
Protection) 

• “Labour re-education” system abolished 
December 2013

• Regulating local government finances (e.g. 
shadow banking)

• Promoting the role of public monitoring and 
grass-root social organizations.
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The epiphany of Alexis de Tocqueville

Coming to grips with the Bo Xilai affair

*He Jintao under investigation, elder son of ex-Politburo Standing Committee member He Guoqiang, Wang Qishan’s
immediate predecessor as head of Central Commission for Discipline Inspection. Senior energy officials to follow. 
Suggesting that President Xi has successfully garnered full support of the Party in steering a new course for the CPC 
at risk of rotten disintegration. 30



World’s largest economy status within sight 
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Total weight more powerful than GDP@ 
Rank Country $ Year

1     Qatar 91,189 2012

2    Luxembourg 89,510 2012

— Macau 86,341 2012

3 Norway 66,141 2012

4 Singapore 60,800 2012

5 Switzerland 53,191 2012

6 Brunei 52,482 2012

7 United 
States 51,749 2012

— Hong Kong 51,103 2012

8 Kuwait 46,385 2012

9 Austria 44,122 2012

10 Ireland 43,834 2012

92 China 9,083 2012 32
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Central hub to the world’s goods  
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Globalized dependency

2010
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Whole world is pivoting to China 
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Largest shale gas reserve and largest rare earth and gold producer
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Making capital work globally ….
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… and strategically as in Africa …
Africa’s China-managed Special Economic Zones

•MENA Regional Export Hub – 20 sq.km zone in Egypt near Suez Canal, 
partnering with Tianjin Economic Technological Development Area 
(TEDA) for $2.5b FDI + 100 Chinese firms for ME and EU. Completion 
2018. China to become Egypt’s largest trading partner

•West Africa Manufacturing + Assembly Hub - $500m Guandong Ogun
Economic and Trade Cooperation Zone + Lekki Free Trade Zone with GD 
Xinguang International Group, UBA, First Bank and Ogun State 
government. Nigeria to become 7th largest economy 2050 (Goldman Sachs)

•East Africa Logistics Hub – Dar-es-Salaam, Tanzania (Export Processing 
Zone) to link Zambia via 1,860 km TanZam Railway plus Ethiopia –
Eastern Industrial Park

•Indian Ocean Trading Hub – Mauritius, South African Development 
Community  and Common Market for Eastern and Southern Africa; CDB to 
open first African branch; 210-hectare commenced construction 2007. 
Shanxi ’s Tianli Group to build ‘i-Park’ with ‘intelligence, innovation, 
incubation, and interaction’ for high-value-added investors

•Mining Hub – Chambishi + separate Industrial Park in Zambia with 
China Nonferrous Mining Group, copper-belt concession for 60,000 jobs  38



…. bypassing the Panama Canal ?

• Nicaragua's Congress has granted Wang Jing's 
Cayman Islands-registered HKND company a 
50-year concession to develop a 286-km (178-
mile) canal connecting the Caribbean with the 
Pacific via Lake Nicaragua, at a cost of $40 
billion, to be completed in 6 years. 

• The canal is three times longer than Panama and 
can accommodate the largest container vessels, 
those Shanghai’s Linyungang can 
accommodate as the world’s deepest container 
port. 

• To anchor China’s commercial and geopolitical 
interests in Latin and South America 

• Likely partner – China Railway Construction  
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.....various overland and maritime silk roads 
A high-speed rail grand vision of continental proportions 

• Third Eurasian Land Bridge  – proposed  railway network 
linking the Port of Shenzhen to Kunming onwards to 
Myanmar, Bangladesh, India, Pakistan and Iran, across 
Turkey to Rotterdam. 

• Across 20 countries in Asia and Europe over 15,000 km, 
3,000 to 6,000 km < sea route via the Indian Ocean and 
Malacca Straits. 

• Total annual trade volume of the regions traversed - $300 b 
in 2009. 

• A branch line to start in Turkey, cross Syria and Palestine, 
and end in Egypt, facilitating transportation from China to 
Africa. 

• A new Chongqing-Xinjiang-Europe high-speed line via 
Duisburg proposed by President Xi during visit in April, 2014

• To connect China’s world’s longest high-speed rail network, 
across the Eurasian Continent, to the Middle East, Western 
Europe, and Africa. 

A maritme silk road avoids the choke point of Hormuz to 
connect China via Nairobi, through the Red Sea near Egypt 
(with a China-managed SEZ) to Athens, Venice then overland 
to Rotterdam. 40



….. and a grand vision or pipedream? 

• According to Beijing Times report 8 
May, 2014, already in discussions.

• China-Russia-Canada-America" line 
– 13,000km, entire trip to take two 
days, travelling at an average of 
350km/h (220mph).

• Crossing the Bering Strait between 
Russia and Alaska in 200 km (125 
miles) of undersea tunnel

• China to provide funds, technology 
and construction and to share 
operation with countries traversed in 
exchange for resources 
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Asymmetric survivable military deterrence
White Paper on China’s Armed Forces，2013 a) Never to seek hegemony. Core aims is to safeguard sovereignty, security, 
territorial integrity, and peaceful development; (b) New security concept of mutual trust, mutual benefit, equality and 
coordination in maintaining peace and stability. Strategies of Comprehensive Security, Common Security and Cooperative Security 
(c) Fallacy of the Air-Sea Battle argument for first-strike to paralyse China's entire C2ISR network by shifting the burden of escalation 
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Seeking Great Power status on equal terms with US
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Changing geopolitical tide 
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Building win-win relationships with tide change
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Global Trends 2030

National Intelligence Council, Washington  DC, 
December 2012

• By 2030, developing world > 50% of world's economy 
with China displacing US as largest economy.

• Global economic power shifting to East and South,
reversing historic rise of West c. 1750.

• Power to become more diffused in a multi-polar world, 
including individuals and non-state actors. 

• America to lose its global dominant position but is 
likely to remain primus inter pares. 

• Unprecedented urbanization, rise of the middle-class,
new, disruptive, or lethal technologies, resource 
constraints, more aging populations, and risks of more 
crises and conflicts.

• A great re-balancing of the world will be taking shape, 
perhaps not dissimilar to the European "long peace" after 
Congress of Vienna in 1815, which was also a multi-
polar period of rapid social, economic, technological and 
political change. 

According to OECD report November 2012, 

• China > euro zone in 2012 and the US by 2016 to 
become the largest economy in the world”

According to Goldman Sachs -

• China's economy already > rest of BRICS 
combined.

• 2050 top 10 economies - China ($70 T), US ($38 
T), India (= US), Brazil (> $10 T), Mexico (<$10 T), 
Russia, Indonesia, Japan, UK and Germany ($5 T). 

• Only 4 G7 to remain on this list. Except the US, the 
other 3 G7 countries, Japan, UK, and Germany, to 
fall to bottom of list. 

• Combined economic weight of 6 Emerging and 
Growth-leading Economies (EAGLEs) = 2 1/2 times 
remaining G4. 
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Re-balancing China 

• Re-balancing a larger West (drawing Russia and 
Turkey closer to Western norms (EU + WTO (for 
Russia)

• Re-balancing a Complex East –

• Pivot to Asia to neutralize China’s dominance

•“U.S.-Japan-China cooperative triangle”   
supported by U.S. treaty obligations -
China not to view U.S. support for Japan's      
security as a threat, nor Japan to view more 
extensive U.S.-Chinese partnership as a danger

• Refrain from provocative reconnaissance 
operations at China’s doorstep

• Closer U.S.-China military-to-military dialogue to 
build strategic trust

• Explore an accommodative formula to maintain 
Taiwan’s integral identity, pending longer-term 
development

• West and East relationship can only be either 
reciprocally cooperative or mutually damaging”.(2012) 47



A possible new Asian order  

• American Asian primacy since 1972 now being 
contested

• Asian theatre overwhelmingly important to China’s 
survival and influence

• To Asia China economically more important than 
America even before overtaking US in a decade or 
so.

• China’s military budget (2013) $114.3 b only 1/5 of 
U.S., 2% GDP v US 4.7%,  but air-sea, nuclear 
submarine and anti-ship missile “anti-access, area-
denial” capabilities vastly improved plus credible 
2nd –strike retaliatory nuclear power

• Military force - not fire-power, how much, how 
large, how extensive but how effective where and 
when it counts

• Asian allies want US to balance against China but 
not prepared to fight U.S. hegemony war unless 
China threatens own sovereignty and identity 

• Costs of enforcing U.S. primacy incommensurate
with outcome
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Energy deal of the Century 
My live interview on RT on 20 May, 
one day before the deal was singed
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What does China want? 

1. Mutual respect for each other's 
territorial integrity and 
sovereignty.

2. Mutual non-aggression.
3. Mutual non-interference in 

each other's internal affairs.
4. Equality and cooperation for 

mutual benefit.
5. Peaceful co-existence

• Doesn’t want to change America’s entrenched world order
which benefits China

• Wants to be treated as equal
• Doesn’t want to turn order upside down but wishes West-

centric rules to modify ton recognize China’s rise. 
• Wants core interests and sensitivities recognized and 

respected
• Wants to share power and responsibility where appropriate
• Opposes interference with others’ internal affairs 
• Opposes aggression and coercion 
• Believes conflict should be resolved through trust building, 

understanding and dialogue 
• Unlike former USSR, no irreconcilable ideology. Just 

national self interest;  no illusions of world domination
• Competition inevitable but conflict is not (Lee Kuan Yew) 
• Interested in win-win cooperation and jointly creating a 

better world while maintaining but improving the world order 
to keep up with the times 
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China’s Core Interests

Territorial Integrity Energy Security 

National Renaissance and dignity Regime stability
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Brave new world possible ?  
China and the US must avert conflict in the 
future by building trust now (My Top Story Op-
ed, SCMP 24.05.2014) 

CICA - China’s Monroe Doctrine or a new mode 
of non-zero-sum international relations ? 
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Andrew Leung International Consultants Ltd

Thank you

Andrew K P Leung, SBS, FRSA
www.andrewleunginternationalconsultants.com

International and independent China Specialist with over 40 years professional experience covering Hong Kong and Mainland 
China. Chairman of Andrew Leung International Consultants, founded in London now relocated to Hong Kong. Provides 
strategic advice on China-related finance, investment, politics and economics globally, including both business and 
governments. China Futures Fellow selected worldwide by Berkshire Publishing Group, Massachusetts. On the Brain Trust of 
Evian Group, a Lausanne-based think-tank. Founding Chairman of China Group of Institute of Directors City Branch, 
London. Advisory Board Member of China Policy Institute, Nottingham University, 2005-10. Governing Council, King’s 
College London, 2004-10. Visiting Professor with Metropolitan University Business School. Helped set up Standard 
Chartered Bank’s first merchant-banking subsidiary in Hong Kong (1983); oversaw the trans-migration of industries into 
China as Deputy Director-General of Industry; US-government sponsored month-long visit to brief Fortune 50 CEOs on 
China beyond Tiananmen Square (1990); Editor-at-Large of a London-based international consultancy on China’s energies 
(2007). Sponsored Speaker on China at international conferences, including Forum Istanbul, Turkey, Annual African Banking 
and Financial Institutions Conference in Accra, Ghana, and Low Carbon Earth Summit in Dalian, China. Regular interviewee 
on live television with CNBC, Aljazeera English, Times Now of India, BBC and other international channels. Awarded Hong 
Kong’s Silver Bauhinia Star (SBS) and included in UK's Who's Who since 2002.
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