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China: the economic and energetic challenge  

 
Chinese economic growth keeps slowing down even during the years defining the 13th 5-year 

plan (2016-2020). According to the recent figures released by the OECD, after the outstanding 6,7% 

increase registered in 2016, between 2017 and 2021 the GDP average increase should stabilize at 

a 6% per year. There are several reasons for this downturn. Internally, the greatest difficulties are 

connected with the industrial overcapacity characterising Chinese manufacturing sector. Externally, 

responsibilities should be identified in the international economic crisis that led to a downsizing of 

global trading flows (and the collapse of Chinese exports) and to the recent emerging trend to re-set 

non-tariff barriers, which is further complicating regional trade. 

At first, it might seem that Beijing has not yet identified the correct strategy to face current 

economic challenges. However, more accurate analyses define a much different situation: China 

appears as a nation committed to face its most difficult challenges with two kinds of interventions: 

eliminating the problem on industrial overcapacity and strengthening the fight against pollution using 

renewable energies. 

It has been a couple of years now that the slowdown of Chinese growth is somehow 

counterbalanced by the positive effects of a slow but progressive re-organization of the national 

economic model, where consumptions and services are increasingly boosting GDP rates. China has 

also started to invest a lot in welfare. In particular, Beijing seems very committed to grant free 

education to many more people, to expand the new system of subsides supporting the current 

pension system and to create new forms of health assistance increasing the access to medical 

facilities. 

All these initiatives seem oriented towards one single goal: set Chinese families free from the 

burden of saving a lot of money to tackle the weaknesses of the social assistance system, which 

seems in fact non-existing. China is therefore trying to induce families to spend the resources they 

have accumulated encouraging a transition towards an economic model driven by internal 

consumptions rather than by exports. While this project seemed unfeasible until a couple of years 

ago, it is now in the process of slow implementation. 

China current economic transition is creating new difficulties for all those countries where 

China used to be the first exporting market. While in nominal terms imports from China have 

remained the same between 2011 and 2015, countries like South Korea, Japan, United States, 

Germany and Australia registered a progressive decrease in their commercial flows towards China. 

In order to better understand how China intends to re-locate its position on the global economic 

scene, it is essential to explain how the Party is not trying to face its biggest challenges: industrial 

overcapacity and pollution. The political establishment led by Xi Jinping has finally realised that 

economic growth cannot be measured exclusively with numbers because numbers are not enough 

to argue about the “quality” of growth. High quality economic growth is intended as a model that, 

thanks to effective free-market dynamics, is able to assure an efficient equilibrium between 

productivity and energy expenditure.  

Unfortunately, not only is the Chinese industrial overcapacity not efficient, but it also 

discourages the inflows of funds (fearing they might not be productive) and impedes the re-allocation 

of resources in the most productive sectors of the country. Industrial overcapacity is a problem in 

many Chinese industrial sectors: coal, concrete, steel, metallurgy and chemical industry, and 

machine production.  
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Given that these sectors mostly provide the market with raw materials or semi-finished products 

used in other sectors, overcapacity certainly impacts even these materials, ending up by creating 

pressures on prices that can make profits decrease. 

Since the beginning of 2000s, the National Development and Reform Commission (NDRC) 

has worked to contain the number of investments “at risk” concerning raw materials. However, new 

and more precise regulations on investments were implemented only in 2013, when Xi Jinping came 

to power. Nevertheless, this new approach did not work as hoped and the Party was forced to impose 

production caps for the sectors being most at risk, i.e. coal and steel. The government provided 

special funds to the industrial areas which had to decrease their production. These industrial sectors 

were given special funds to support the expenses related to the transfer of the redundant workforce 

to other sectors. These funds worked as incentives to the local actors so that they could follow the 

instructions given by the central government and respect the new targets. 

While in mid-2016 it was announced that only less than half of planned cuts were carried out 

and that the resources for the reallocation of the redundant workforce were exhausted, in October 

2016 the success rate of the program increased to 80%. The sources of these figures are Chinese; 

therefore, they are not very reliable. Nonetheless, it is a fact that the coal price has had a huge hike 

in the second half of 2016, and this decreased the overproduction problem, at least in this sector. 

Production overcapacity is not a problem concerning raw materials only. The real estate sector is 

also facing the same hardship, especially in small towns, where a lot of new buildings remain vacant 

creating the so called “ghost towns” phenomena. 

To have a clear picture of the problem in the real estate field, access to the precise number of 

vacant buildings is needed. Unfortunately, though, even if this data were in the hands of Chinese 

government, the latter would never allow to any information. 

While the government should not finance new real estate projects, it would not be a good idea 

to cut production in order to curb the effects of overcapacity in the real estate sector. Instead, it is 

necessary to increase the demand. It is a very hard task the one of attracting new investors in remote 

Chinese regions, where no good schools exist nor an effective health care system or job 

opportunities. 

Thus far, China tried in a number of ways to achieve this goal. For instance, by offering retired 

people the chance to go and leave in apartments having a superior quality of the ones they were 

living. These high-quality apartments are located in small villages not too far from where they live. 

Mostly, these apartments are located in the country-side where the cost of living is still bearable. 

Nevertheless, most of the people the government tried to involve in this program of mass 

transfer eventually refused because more interested in living closer to megalopolis. These people 

have lived in megalopolis as migrant workers and they are determined to keep living there because 

of the great variety of services only megalopolis are able to offer. The government also tried to find 

potential buyers in the countryside, inviting countrymen to move to the cities, in order to become 

closer to shopping centres or entertainment venues, at least in those months when the weather is 

too bad to work in the fields. 

Even this initiative had a limited success. Assuming that the problem of real estate 

overcapacity will ever be overcome, this moment seems very far away in time. Another factor 

complicating the present scenario is that overcapacity mostly concerns minor cities. In fact, demand 

still exceeds the offer and the real estate prices are going out of control in the most developed 

megalopolis. 

In this context, local institutions devote unbuilt areas to the creation of profitable activities (such 

as shopping centres or offices) rather than selling those areas on to developers to let them build new 

apartments.  
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In order to contain this phenomenon, the government has decided to intervene by raising the amount 

of money the owner should anticipate to purchase the apartment. In addition, the government had 

imposed an upper limit to the number of apartments a person may buy.  

Despite the difficulties and the inconsistencies so far described, the intervention of the Party can be 

evaluated as effective since sales have decreased and the number of residential vacant buildings is 

stable.  

With regard to the second challenge, it is necessary to make some essential introductory 

remarks when speaking about climate change in China. The environmental quality has much 

deteriorated over the last few decades, and only a couple of years ago Beijing realized the need to 

implement a sustainable model of development. As it happened with productive overcapacity, 

greater emphasis on “green development” was given by President Xi Jinping himself.  

When speaking about pollution in China, one immediately thinks about air pollution.  

The concentration of particulate pollutant PM2.5 is much higher than the world average. According 

to OECD experts, the rate of population exposure to PM2.5 has remarkably increased between 2009 

and 2011. According to the recent data gathered and analysed in China, from 2014 onwards, the 

PM2.5 concentration rate in the most polluted urban areas started decreasing. Namely, - 11.9 % in 

2014 and -10% in 2015. This data does not certainly mean that the problem of air pollution in China 

has been solved, but it still highlights a noteworthy improvement.  

A further step forward was taken in 2016, when a regulation establishing the “pollution offence” 

was approved. Generous tax incentives (up to 50%) were offered to those families able to bring their 

waste production down to half of the provincial (or even national) average, based on which one is 

the higher. Little has been done at the corporate level, but it is realistic to imagine that new 

regulations will be introduced in the next years. 

In return, greater responsibility was given to the delegates of the Party as far as environmental 

protection is concerned: at provincial level, political representatives are now considered as co-

responsible of possible environmental disasters. This condition should discourage political 

representatives from turning a blind eye to ambiguous cases or conducts. 

Lastly, Xi Jinping decided to invest more on renewable energies in order to fight climate change 

more effectively. The old China, the country that was used to produce solar panels and turbines 

exclusively for exports, seems to have left room for a new nation willing to support sustainable 

development. Despite fossil fuels continue to be the primary energetic source in China as in the rest 

of Asia (OECD data points out a possible decrease started with 83% in 2013 and leading to 79% in 

2040), coal consumption seems likely to decrease (from 56% to 46% in the same project horizon).  

It should be recalled that a transition towards a sustainable economic model is not only difficult, 

but also impossible to complete in just a decade. From this perspective, Chinese signs of change 

are to be emphasized as encouraging. In 2015, Beijing invested about 103 billion dollars in 

renewable energies, a quota equivalent to 36% of investments in the sector registered at the global 

level. In order to be successful in the field of renewable energies, the country needs foreign 

investments able to attract new capitals, together with new technologies and skills. All these 

resources and capacities are indeed not available in China at the moment.  

Still in 2015, China welcomed foreign investments worth 13.555 million dollars. This amount is 

certainly relevant, but it is just a bit higher than the one received by Indonesia and half of the one 

received by India. China has been described for years as a country going through a delicate phase 

of transition. In addition, indeed adopting a more effective and environmental-friendly model of 

development is not an easy task. Xi Jinping is the main promoter of this first transition phase and of 

its initial success. In order to understand what goals China aims to achieve over the next 5 years, it 

is essential to monitor the next Congress of the Chinese Communist Party and to monitor the official 

declarations coming out this gathering. 
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At the same time, by paying too much attention to the important dynamics emerging from the 

the 19th Congress and to the names of bureaucrats called to help Xi Jinping in guiding China to 

embrace its bright future, we all run the risk of focusing too much on the official political narrative 

and miss the core indications concerning the economic policy China will try to implement in the near 

future. 

 


