
Contents 
Executive Summary .............................................................................................................................................................. 1 

1. Introduction ........................................................................................................................................................................ 2 

2. Why the 19th Party Congress matters ................................................................................................................................ 2 

3. Likely outcomes ................................................................................................................................................................. 4 

3.1 Personnel changes – Xi wins the day .......................................................................................................................... 4 

3.2 The heirs-apparent ...................................................................................................................................................... 4 

3.3 The Standing Committee ............................................................................................................................................. 5 

4. Policy direction for the next five years ............................................................................................................................... 8 

4.1 Anti-corruption purges ................................................................................................................................................. 9 

4.2 Structural reforms ........................................................................................................................................................ 9 

4.3 Industrial policy .......................................................................................................................................................... 10 

4.4 Financial sector reform .............................................................................................................................................. 10 

4.5 SOE reform ................................................................................................................................................................ 10 

5. Looking forward ............................................................................................................................................................... 10 

6. Implications for business ................................................................................................................................................. 11 

	

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Intelligent Security Solutions Limited Frontier & Emerging Markets Analysis 
	

 
© ISS Risk 2017 | Page 1 

Executive Summary 
• On October 18, the Chinese Communist Party (CPC) will convene its twice-a-decade Party Congress. The Party 

Congress is the most important political event in China, and is the venue in which CPC leadership changes are 

announced, an agenda is set for the next five years, and the CPC Constitution is amended.  

• During the Party Congress, Xi Jinping will be appointed to a second five-year term as general secretary of the CPC. 

He will emerge from the Congress more powerful than any Chinese leader in decades, having installed allies in key 

positions in the Politburo and Standing Committee (PSC). 

• One of this year’s PSC appointees will likely be a Xi protégé that will be groomed to replace Xi as general secretary 

in 2022. This, along with Xi’s ability to place allies into the PSC in that year, will give Xi significant control over the 

Party for ten years after that. 

• Xi’s consolidated power will help him drive much-needed reforms, which will address many of the most pressing 

economic risks. Nevertheless, it will make policymaking less transparent and more centralized and regulatory 

enforcement less rules-based and more politicized. 

• Following the Congress, the anti-corruption campaign that has changed dynamics within the CPC will more fully 

expand to eliminate opposition to reforms in state-owned enterprises, the financial sector, and other areas where 

reform is desperately needed but not politically feasible. 
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1. Introduction 
China’s political environment has been in flux since the leadership transition in 2012, 
with far-reaching implications for the country and beyond. Xi Jinping’s accession to the 
presidency was met with resistance by different factions, and a hostile battle for power 
played out. Xi utilized the most extensive anti-corruption campaign in the history of the 
modern Communist Party (CPC) to root out opposition, rein-in the corruption that was 
destroying the integrity of the Party, and undermine the factionalism that was tearing 
the very fabric of the Party apart. 

On October 18, CPC leadership from throughout the country will gather in Beijing’s 
Great Hall of the People for the event that will result in Xi’s reappointment to a second 
five-year term. The Party Congress is the most important political event in China, and is 
the venue in which CPC leadership changes are announced, an agenda is set for the 
next five years, and the CPC Constitution is amended. This year’s Party Congress, the 
19th such event in history and thus called the 19th Party Congress, marks the mid-point 
in Xi’s expected ten years as Chinese president and CPC general secretary and, thus, 
can be considered a mid-term Congress. The events that occur in the coming days will 
likely set the tone of Chinese politics not just for the next five years but, to an extent, 
the next 15. The impact on business may extend even longer. 

2. Why the 19th Party Congress matters 
To the casual observer, it can be easy to disregard this year’s Party Congress as a 
mere formality. After all, mainstream pundits have, for the past few years, pressed the 
view that Xi Jinping is the only person who matters in China and that he alone will 
determine the country’s future. This view ignores both the nature of Chinese politics 
and the experience of the past five years.   

China is not an autocracy. It is led by a nearly 90 million-member CPC. President Xi 
serves as general secretary of the Party, but his power is checked by the other six 
members of the Politburo Standing Committee (PSC) and the larger 25-member 
Politburo. These bodies, along with the even larger Central Committee, formulate Party 
policy based on consensus. 

Although China is a one-party state, the CPC is divided by various factions. Factional 
alliances are based more on personal relationships and patronage networks than clear 
ideological divides. Even so, the different factions fight hard to get their people into key 
positions and to govern China according to their preferred policies. The 18th Party 
Congress in 2012 was generally seen as a contest between the Communist Youth 
League (CYL) faction of then General Secretary Hu Jintao and the so-called “Shanghai 
Clique” of his predecessor Jiang Zemin. Xi entered office that year as essentially a 
consensus candidate with no real factional backing. 

Since coming to office, Xi has managed to replace many central and provincial 
leadership figures with individuals who worked with him during his time in Party 
leadership positions in Fujian and Zhejiang Provinces. It is important to note however, 
that at present, his allies make up a small minority of the leadership that will choose the 
next Central Committee (CC), Politburo, and PSC. This means that, contrary to popular 
opinion, Xi’s ability to consolidate his power and push his agenda over the past five 
years was based not on factional advantage, but on his skill at playing the game that 
has governed Chinese politics for the past several decades – consensus-building. 
Furthermore, it means that the decisions to be presented over the coming week were 
made by a group representing diverse interests. 

Herein lies the importance of the Party Congress. Given the diverse factions and power 
bases within the CPC and the fact that every decision and official statement made 
during the event is a result of exhaustive debate and ultimate consensus among 
divergent interests, the events beginning on October 18 will answer three questions 
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about China. 

Firstly, the 19th Party Congress will reveal the path China will take for at least the next 
five years. The CPC work report, which President Xi will read verbatim on October 18, 
is a comprehensive statement of top-line Party priorities. Taking into account the 
opinions and priorities of top cadre from constituencies throughout the country, this 
report will set high-level policy priorities through 2022. While few concrete details will be 
provided, it will largely set the tone for next spring’s National People’s Congress for the 
next five year plan in 2021, and for specific policymaking to be pursued by government 
ministries at all levels. 

Secondly, the Party Congress will decide who leads China not just for the next five 
years, but for up to the next 15 years. Five of the seven current PSC members and 12 
of 25 Politburo members will be replaced following the Congress, assuming that 
customary retirement ages are followed. The people replacing them will sit in the 
councils that rule the nation, some for the coming five-year term and others perhaps for 
longer. Even more important, two of the new appointees to the PSC are expected to be 
groomed to replace Xi Jinping and Premier Li Keqiang in 2022, and these two 
individuals will likely remain in power through 2032, according to the custom of two five-
year terms. 

Finally, and most importantly, the 19th Party Congress will reveal just how powerful Xi 
Jinping really is. The clearest indicator of Xi’s power will be the makeup of the Politburo 
and PSC. Xi will attempt to get as many of his allies as possible into these bodies to 
ensure he has the power to pursue his preferred policies. Among the PSC appointees, 
two will probably be set apart as successors to Xi and Premier Li. Given the customary 
retirement ages, these should be individuals born after 1960, of which there are few 
choices. If Xi manages to side-line candidates who have been essentially groomed for 
these roles and install his own people instead, that will be the greatest sign of his 
unprecedented power. 

Another barometer of Xi’s power will be any significant breaches of Party custom. This 
could include skirting retirement ages to keep one of his allies in the PSC past the age 
of 68. Many believe that Xi hopes to keep his top PSC ally Wang Qishan in the PSC 
one more term, possibly even appointing him premier in the place of Li Keqiang. 
Another possible breach of custom is failure to appoint a successor, which could 
indicate that Xi plans to stay in power past his customary two terms, although it could 
also reflect failure to reach consensus on the appropriate successor. 

These are all possibilities, and those who discount their possibility ignore the fact that 
Xi’s immediate predecessor Hu Jintao was the only Chinese leader to stay in office for 
exactly two five-year terms under the supposed rules and that only a few Party 
Congresses have occurred since these “customs” were implemented. In short, much of 
what we understand about the CPC is based not on codified rules, but mostly on 
observed trends of which there is not a sufficiently large sample size to determine their 
continuity. 

The leadership makeup and other issues highlighted here will not only reflect how 
powerful Xi is going into the Party Congress; they will also help determine his power 
over the next five years. Xi’s further consolidation of power within the Party through 
installing allies into the CC, Politburo, and PSC will allow him to push forward difficult 
reforms requiring significant political capital. These include structural reform of the 
economy, reform of the colossal state-owned enterprises (SOEs), and many other tasks 
that previous generations of leaders have recognized as problems but been unable to 
resolve. On the other hand, Xi’s further consolidation will help push forward his Party-
centric policies, making policy even more centralized and less transparent than it has 
already become in his first term. 
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3. Likely outcomes 
Historically, Party Congress projections have proven wrong more often than not, and 
the government is keeping such close tabs on information this year that it is even more 
difficult than usual to predict. Indeed, no one outside of the small group of CPC elites 
who met at the Beidaihe resort to finalize Party Congress proceedings in August knows 
what will be announced during the Congress. The best anyone else can do is 
rationalise potential outcomes based on what little information is already known or has 
been made public. 

Based on precedent, current events, recent statements by Party leaders such as Xi and 
Li, and our assessment of both the constraints on Xi’s power and his ability to create 
consensus, we present the following likely outcomes. While some of the particulars of 
our projections may be proven wrong in the coming days, we are confident that the 
general trends will play out per our forecast. 

3.1 Personnel changes – Xi wins the day 
Xi Jinping will emerge from the Party Congress having installed multiple allies in the 
Politburo and PSC. He may even manage to win a factional majority in these bodies, 
allowing him to pursue his favoured policies with fewer checks than any leader at least 
since Deng Xiaoping. 

Over the past year, Xi has managed to replace many provincial Party secretaries with 
his own allies. Some of the changes occurred in locations where Party bosses usually 
hold Politburo seats, such as Beijing and Chongqing, making them almost certain to be 
appointed to that body. Whether or not he is able to place allies in a majority of 
Politburo seats will be the greatest indication of his strength going into the Congress 
and his mandate over the next five years. This will depend on his ability to build 
consensus around promoting some of his less-experienced allies ahead of better-
prepared candidates. 

Of greater interest is what happens with the PSC. As discussed above, assuming 
customary retirement ages are followed, all PSC members except for Xi and Li Keqiang 
will step down after the Congress. The number of seats up for grab will depend on 
whether the size of the PSC remains at seven. Xi may wish to shrink the PSC to five 
members to further centralize power and facilitate decision making. While that is a 
possibility, for lack of a clear indication either way, we will assume that the number 
stays at seven. 

If trends of the past 20-25 years play out, one would expect the new PSC appointees, 
with two important exceptions, to be current Politburo members and, at least in most 
cases, to be among the members of that body closest to retirement age. While this is 
not a rule, it has been the general practice, likely because it is easier to build 
consensus around an older candidate who is expected to retire immediately following 
his first term than a younger appointee who could be in office longer and potentially 
exert greater influence. The two exceptions are the successors-in-waiting for the 
General Secretary of the Party and the Premier, who, if customs play out, will have 
more than 10 years left before they turn 68 and may or may not have been in the 
Politburo prior to the Party Congress. Neither Xi nor Premier Li were members of the 
Politburo prior to their appointments to the PSC in 2007. 

3.2 The heirs-apparent 
Literally anyone in a provincial or central leadership role in the Party could become the 
successor-in-waiting for Xi or Li. This makes the appointees difficult to predict. However, 
the task is simplified given the small number of people in these roles with the youth and 
experience recent precedent seems to demand. As discussed above, these so-called 
customs are not set rules, and the Party can select whomever it wants as its next 
leader, but in the absence of significant indications otherwise, one can generally 
assume that there will not be too many deviations from precedent, given the ongoing 
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efforts to make the Party more rules-oriented. In general, one would expect the heirs-
apparent to have over ten years left before the customary retirement ages, have 
abundant leadership experience across provinces, and to have a generally positive 
view in the eyes of top leadership. 

Former Chongqing Party Secretary Sun Zhengcai was generally believed to be the 
most obvious choice until he was replaced with Xi Jinping protégé Chen Min’er in July 
and subsequently purged from the Party. The move was widely seen as orchestrated to 
take Sun, an ally of Hu Jintao, out of the running and replace him with a young ally of Xi 
(Chen is currently 56 years old). Prior to taking the reins of Chongqing, a municipality 
from which outgoing Party secretaries often are selected for the PSC, Chen was Party 
leader in Guizhou, one of China’s poorest provinces. Chen was seen as a strong leader 
of Guizhou, and under his leadership, a handful of multinational technology companies 
made large investments in the province. As Party Secretary of Chongqing, Chen is 
almost guaranteed a seat in the Politburo, but given his young age, he may have the 
best chance of all of Xi’s protégés to move straight into the Standing Committee, as Xi 
did back in 2007. 

Another frequent subject of speculation is Guangdong’s 54-year-old Party Secretary Hu 
Chunhua. Hu is seen as an ally of former general secretary Hu Jintao, but he appears 
to have weathered the political storm well. Xi seems to accept the reality of his future in 
the Party, having publicly endorsed Hu’s work in Guangdong this past April. 

Without a doubt, Hu’s resume makes him the favoured candidate if the choice comes 
down to him and Chen and factional politics are not taken into account. When Party 
politics are factored into the equation, it seems clear that Xi would prefer to be 
succeeded by his protégé to maximize his influence after he steps down. Whether he 
accomplishes this will be yet another indicator of how powerful he is and will help 
determine his clout going forward. 

Another possibility that China watchers have been touting is that no successors for Xi 
and Li will be named and the PSC will be filled with older individuals slated for 
retirement in five years. Many observers believe that Xi will seek a third term as Party 
leader and Central Military Commission (CMC) Chairman, even if he hands the 
ceremonial post of president to someone else in 2022. While such an outcome is not 
far-fetched by historical standards, it ignores the reality of Chinese politics, which is that 
influence is determined by factional support, not official title. Just as Deng Xiaoping 
effectively ruled China prior to his death in 1997 and retired Jiang Zemin remained the 
most powerful politician throughout Hu Jintao’s leadership, Xi can and likely will remain 
the CPC’s de-facto leader when his successor takes the helm, assuming that successor 
is one of his allies and his people control the PSC. 

Another reason that young successors might not be appointed for Xi and Li could be 
the inability of Party leadership to agree on the successors due to factional infighting. 
This does not appear to be the case, given other recent developments, such as the 
diminished role of the Communist Youth League, rumours of key non-Xi allies’ being left 
out of the Beidaihe meeting in which leadership changes were decided, and the rapid, 
smooth nature in which the events at Beidaihe appear to have taken place. 

In our assessment, a Xi ally, most likely Chen Min’er but possibly someone not 
currently on the radar, will be appointed to succeed Xi as the next general secretary. 

3.3 The Standing Committee 
As mentioned above, the biggest questions about the Standing Committee are whether 
it will remain at seven members and whether Wang Qishan, Xi’s right-hand man in the 
PSC, will retire per Party custom. There is speculation that Wang may stay on for 
another five years, and a recent flurry of well-publicized activity involving Wang appears 
to lend credence to these rumours. On the other hand, Wang has offended many 
powerful people through his anti-corruption responsibilities, and will face hash 
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opposition to a second term. 

If Wang stays in the PSC, it will be a boon to Xi Jinping. Likewise, a shrinking of the 
PSC to five members would likely benefit Xi, assuming that two of the other members 
are his allies. For lack of clear indication one way or the other, this analysis will assume 
that Wang retires per Party custom and that the Standing Committee continues to have 
seven members. 

With the likely exception of Xi’s and Li’s future successors, all PSC members are almost 
guaranteed to come from the current Politburo. Of the current 25-member Politburo, 11 
are slated to retire based on age, and one (Sun Zhengcai) has been purged from the 
Party. Current Politburo members who qualify for re-appointment are listed below, 
along with an analysis of their likelihood of being named to the Standing Committee. 

It is important to note that the new PSC appointees that will be announced at the Party 
Congress have been selected based not on ideology, resume, or even factional support, 
but based on their acceptability to a sufficient number of top Party leaders. Therefore, 
factional leaders will push to appoint allies who have a good chance of getting in (based 
on merit and other factors), not necessarily those they are closest to. We have 
attempted to keep these dynamics in mind while presenting our predictions. 

§ Xi Jinping. As a current PSC member and the CPC general secretary, Xi is virtually 
guaranteed a second term. 

§ Li Keqiang. As a current PSC member and China’s premier, Li is almost 
guaranteed a second term on the PSC. There is speculation, however, concerning 
whether he will remain premier or be given lesser responsibilities and replaced in 
that role by another. Many are unhappy with Li’s handling of the economy. However, 
plans to replace the premier would likely face fierce opposition. In addition, given the 
extent to which Xi has assumed many of the premier’s responsibilities via central 
leading groups, he may prefer to keep Li in place to take the blame for any 
economic troubles of his causing. 

§ Hu Chunhua. Per the discussion above, Hu is likely to be appointed to the PSC 
during this Congress and groomed to take one of the country’s top two positions in 
2022. 

§ Wang Yang. The vice premier is considered one of China’s most liberal-minded 
leaders and is lauded for promoting private enterprise and civil society during his 
tenure as Party Secretary of Guangdong. Wang’s expertise in economics and 
finance, as well as his rapport with negotiation counterparts in the U.S., make him 
one of the Politburo members best prepared to confront China’s current top 
challenges and may make him a candidate all factions can accept. At 62, however, 
Wang would be eligible for a second term in 2022 if appointed this year, a fact that 
might work against him. Wang is generally seen as a Hu Jintao ally, but is pragmatic 
and has openly expressed support for some of Xi’s policies that go against his 
ideological leanings. 

NOTE: Some well-placed sources indicated that Wang will be tapped to replace Li 
Keqiang a Premier, with Li moving to another position. This is a strong possibility; 
however, one must not read too much into such assertions, as it is unknown whether 
these sources, despite their deep connections in the Party, have access to the 
tightly-held information from the Beidaihe conference in which these decisions were 
made. 

§ Li Zhanshu. The 67-year-old Li is as far in the Xi camp as one can be. The two men 
share a 30-year friendship, originating when both were much younger cadre in 
Hebei Province in the 1980s. As director of the CPC General Office, Li has taken on 
unprecedented responsibility in diverse areas, including Sino-Russian relations. He 
is believed to be one of the most influential people in Xi’s inner circle. While his 
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resume does not quite match those of some of his peers, his closeness with Xi 
makes him a credible candidate for the PSC. 

§ Han Zheng. 63-year-old Han is one of the most unique of the current Politburo 
members. Having spent his entire career in Shanghai, Han broke all sorts of 
precedents by rising through the ranks to the Politburo. While Shanghai Party 
Secretaries usually get appointed to the PSC, it would be unheard of for someone 
who has never served outside of Shanghai to gain a seat in the top body. And yet, 
Han is favoured as one of the top candidates for a PSC post. Even more mysterious 
is Han’s factional loyalty. Seen by some as a member of Jiang Zemin’s Shanghai 
Clique and by others as an ally of Hu Jintao, Han also served briefly under Xi when 
Xi was Party Secretary of Shanghai. Han could be a compromise candidate for the 
PSC, and he may end up playing the role of tie-breaker in the case of three-on-three 
factional divisions in policymaking. Then again, his political pragmatism could also 
lead him to fully embrace Xi’s vision and policies. 

§ Li Yuanchao. Li currently serves as China’s vice president, a ceremonial position 
with little actual responsibility. An ally of Hu Jintao, Li reportedly does not have the 
confidence of Xi. He has been a constant subject of rumours of a pending corruption 
purge following a string of take-downs involving some of his aides. While many of 
these rumours have subsided, Li still faces an uphill battle in securing a seat on the 
PSC. A favoured candidate among those who adhere to the narrative of 
institutionalized succession due to his resume and age of 66, Li will probably not be 
in the PSC if Xi gets his way. 

§ Zhang Chunxian. The 64-year-old Deputy Leader of Leading Group for Party 
Building previously served as Party Secretary of Xinjiang and, before that, Hunan. 
There are conflicting views on why Zhang was taken out of Xinjiang and placed in 
the Party Building Organization. Some believe the move intended to end his career, 
while others see it as a move to prepare him for PSC appointment. 

§ Zhao Leji. The Head of the CPC Organization Department, Zhao has significant 
influence over personnel appointments in the Party. As Governor and then Party 
Secretary of Qinghai from 1999-2007, Zhao oversaw a tripling of the province’s GDP. 
Later, Shaanxi Province experienced 15% GDP growth under his leadership, one of 
the top two growth rates in China. Zhao is believed to be generally aligned with Xi. 
Nevertheless, he has not led any of the most important or most challenging 
provinces. Also, given that at 60, he is too old to credibly be groomed for one of the 
two top jobs in 2022 yet young enough that he will still be eligible for appointment 
five years from now; he could remain in the Politburo this year and continue being 
prepared for PSC appointment five years from now. 

§ Liu Qibao. Liu, 64, serves as the Head of the Central Propaganda Department, 
where he is responsible for shaping public opinion. Liu previously served as Party 
Secretary of Sichuan, where he came to prominence following the 2008 earthquake, 
which he was said to have handled effectively. Liu rose to power through the CYL 
and is seen as a Hu Jintao ally. Given the CYL’s diminished stature, it is highly 
unlikely that Hu’s allies will gain a majority in the PSC, and Liu is not among the 
three Hu allies (including Li Keqiang) most likely to be accepted by the greater CPC 
leadership, considering the resumes and reputations of others on the list, such as 
Hu Chunhua and Wang Yang. 

§ Wang Huning. The 62-year-old Director of the Central Policy Research Office is a 
former political theorist from Fudan University and often accompanies Xi on trips 
abroad. Wang is believed to be one of the key architects of the political ideologies of 
every President since Jiang Zemin, including Xi’s “China dream” concept. Wang 
lacks, however, experience in provincial management, and this could hurt his 
prospects for PSC appointment. Wang’s influence will remain strong independent of 
his position, but he would be an unorthodox choice for leadership at this level, and 
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his age means that he will not be a priority, given that he could still have a chance to 
get into the PSC in 2022. 

§ Sun Chunlan. The 64-year-old head of the Central Committee’s United Front Work 
Department has an impressive resume. In many parts of the world, Sun’s status as a 
woman might make her a favoured candidate for office in an organization that has 
never before had a female representative. In China, however, the fact that no 
woman has ever been selected for the PSC means that she is probably not a 
serious candidate. 

Based on the above analysis, we present our most educated predictions based on the 
information currently available as follows. Xi Jinping and Li Keqiang will remain in the 
PSC. Assuming Wang Qishan retires and the PSC stays at 7 members (we predict both 
scenarios to be about 70% likely), we expect the remaining five members of the PSC to 
appear roughly as follows: 

1. Chen Min’er – to be groomed as Xi’s successor in 2022 

2. Hu Chunhua – to be groomed as Li’s successor in 2022 

3. Wang Yang 

4. Li Zhanshu 

5. Han Zheng 

Such an arrangement would leave Xi Jinping with three allies (himself, Chen, and Li 
Zhanshu) in the PSC, Hu Jintao with three (Li Keqiang, Hu Chunhua, and Wang Yang). 
Han Zheng could lean either way, but would likely lean more towards Xi. Thus, we 
expect Xi to achieve a majority in the PSC, placing him in a stronger position within the 
Party and making it easier for him to push forward his preferred policies. 

4. Policy direction for the next five years 
The CPC work report will present top-line policy priorities for the next five years. While 
few, if any, concrete policies will be made (such decisions are usually determined by 
government ministries), the high-level priorities presented will likely be so fundamental 
that they will help shape policy for many years, both for businesses as well as for 
China’s development, these policy priorities will be nothing less than game-changing. 

There is much speculation about the various policy priorities likely to come out of this 
Party Congress. These include, among others, further liberalization of the currency 
policy, reduced restrictions on foreign investment, and improved protection of 
intellectual property rights (IPR). These are indeed among the most important areas in 
which the government will be developing new policies in the coming months and years, 
and they will likely be mentioned during the Party Congress. However, these are but 
appendages to the overall direction China’s leaders are trying to take the country. 

CPC priorities are best understood in the context of their overall objective, which is to 
remain in power indefinitely. The CPC sees this objective as being tied to three 
elements – politics, economics, and diplomacy. 

The CPC’s main political goal is to maintain a monopoly on power. It sees political 
opening in the 1980s as being responsible for the Soviet Union’s demise, and it is 
determined not to let the same thing happen to China. Beijing repeatedly makes the 
case for greater control and against western-style democracy both at home and abroad, 
and its people, to a large extent, agree with the logic. Of course, in order for the Party to 
keep total control, it needs to retain the minds and hearts of the general public. 

Economically, the CPC has long relied upon growth and development to bolster its 
legitimacy. In recent years, it has been making the case for slower, more sustainable 
growth, and tying its legitimacy more to reaching a defined goal of developing a 
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“moderately prosperous” society, which is not as dependent on the high growth rates of 
the last decade. 

In the diplomatic realm, China’s leaders from Mao Zedong through Xi Jinping have 
sought to bring about a great rejuvenation of the Chinese nation. The idea is that China 
must regain its place at the centre of the world in order for the rejuvenation to be 
complete. 

As the 18th Party Congress approached in 2012, the CPC was in a state of crisis. 
Rampant corruption turned the hearts and minds of the public far away from the Party, 
and the CPC struggled with the loyalty of many of its top leaders. Many feared that, 
without a strong leader and significant reform, the Party would lose its grip on power. 
Diplomatically, China had damaged its relations with many important partners through 
activity largely seen as bullying abroad. The country had become cocky following the 
Global Financial Crisis and its neighbours and great powers alike feared its ascendency. 
Finally, while China’s economy continued growing rapidly, a burgeoning housing bubble 
and ballooning debt were among many risks that threatened to derail the country’s 
economy and undermine one of the Party’s key claims to legitimacy. The economy was 
in desperate need of restructuring. 

Over the past five years, the CPC under General Secretary Xi has worked hard to 
address the political and diplomatic difficulties. An ongoing anti-corruption campaign 
has taken out numerous high- and low-ranking officials, cleaning up the Party to a large 
extent and significantly improving its relationship with the general public. At the same 
time, tightening controls on sharing of unapproved information via the media and 
internet networks has helped the Party stay in control of the political discourse. 
Diplomatically, China under Xi has unveiled a strategy for China to replace the U.S. as 
the centre of world trade. The Belt and Road Initiative, along with other trade 
negotiations and a very public embrace of the global institutions that the U.S. and some 
other leading western powers now seek to undermine aim to present China as an 
alternative leader and defender of the global economic order. 

One area in which Xi has not managed to make much headway in the past five years is 
in the economic realm. China’s economy has, for the most part, continued down the 
path it was on when Xi came into office, and despite acknowledging the gravity of the 
associated risks, the CPC has thus far shied away from the heavy lifting needed to fix 
these issues. This is likely due to a large extent, to the number of powerful interests 
associated with the existing economic structures and, therefore, the political capital that 
would be needed to restructure. With political corruption being the more urgent issue, 
the Party leadership likely decided to prioritize that crisis first and save the economy for 
later, given the number of powerful figures each campaign would offend.  

With the crisis within the Party basically under control, the work report presented during 
the 19th Party Congress will likely announce the long-awaited fundamental restructuring 
of the Chinese economy. The economic restructuring will be comprehensive and multi-
faceted. Some of the key pillars of this restructuring will include the following. 

4.1 Anti-corruption purges 
The anti-corruption campaign that began in the Party and took down such prominent 
officials as Zhou Yongkang and, most recently, Sun Zhengcai, has finally moved into 
the financial sector in recent months. Multiple wealthy businessmen are currently under 
investigation or appear to be on the verge of such action, and this trend is set to 
deepen. Just as anti-corruption is being used to sanitize the Party, officials will use it to 
clean up the financial sector, SOEs, and big business in general, thus eliminating some 
of the vested interests that make needed reforms so difficult to enact. 

4.2 Structural reforms 
China has reached a new stage of its development, and the economic model it used for 
the past few decades is no longer sufficient. The Chinese government has long 
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grappled with a housing bubble, decreasing industrial output, significantly slower 
economic growth than the double-digit growth of the past couple of decades, and 
unprecedented government and individual debt. China’s leadership have sought to 
downplay these economic difficulties publicly, while at the same time tempering 
expectations regarding economic growth. Most in the Party’s top leadership positions 
appear to understand that China cannot continue debt-raising stimuli aimed at meeting 
unrealistic growth figures. Indeed, some within the Party are calling for a revision of the 
6.5% growth goal through 2020 or even an abandonment of the GDP growth figure as 
the key development indicator altogether. 

There remain some voices in China calling for a doubling down on the old development 
model, stating that excess capacity has already been dealt with and that China is 
poised for another economic boom. For the most part, however, the need to shift to 
more sustainable development is well-recognized. Significant political capital is required 
to overcome these vested interests. Nevertheless, if the Party Congress goes as 
expected, Xi Jinping will have consolidated enough political capital to more fully 
implement this restructuring, which previous administrations were unable to implement.   

4.3 Industrial policy 
One of the main goals in Xi Jinping’s efforts to bring China back to its former glory is to 
transform China from a producer of cheap consumer goods into one of high-end, 
innovative products and services. In addition to helping restore China’s prestige on the 
international stage, this is a necessary economic policy, as China no longer possesses 
the competitive advantages that made it a leader in low-end manufacturing. 

Over the past five years, China has already begun moving in the direction of an 
innovation-driven economy, most notably through the Made in China 2025 initiative, 
which uses incentives to push Chinese companies to innovate. Other notable policies 
have emerged in individual industries, such as policies aimed at making China a top 
producer of automobiles – especially clean-energy and electric vehicles and 
autonomous vehicles – and plans to make China into a leader in artificial intelligence 
(AI). The CPC work report will likely highlight successes in these efforts and announce 
new initiatives aimed at further advancing domestic innovation. 

4.4 Financial sector reform 
Recent months have seen an intensifying crackdown on the financial sector covering 
corruption, outbound investment, and speculation on securities and properties. All of 
these are intended to control the risks facing China’s economy, and will likely continue 
to strengthen. Outbound direct investment (ODI) will continue to be a main target of 
regulators’ enforcement efforts, as they seek to prevent individuals and corporations 
from storing their assets overseas except in rational investments that will help grow 
China’s businesses and increase capacity and innovation at home. 

4.5 SOE reform 
SOEs have long been recognized as one of the main impediments to China’s economic 
reform. These businesses are so inefficient, yet employ so many people that they can 
neither be left as they are nor be disbanded. Fundamental reforms are needed. 
Perhaps the government’s greatest priorities among SOEs are those in the energy 
sector. For strategic reasons, China needs to make its energy sector more efficient, 
which requires either privatization (not likely) or making SOEs operate more like private 
companies despite remaining firmly state-owned. While the exact nature of SOE 
reforms is not yet known, some clues may emerge from the Party Congress. 

5. Looking forward 
This Party Congress will not merely solidify Xi’s position and power base; it will set the 
tone for significant rebalancing in China that will impact the world. 

The economic rebalancing will remain a central objective. The reform of the energy 
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sector will kick off in earnest after the Congress, and the entire financial sector will start to face serious restructuring to 
steer the country away from reliance on low-cost manufacturing and toward a sustainable growth trajectory. Obstacles to 
these and other difficult reforms will be removed through an anti-corruption campaign every bit as intense as the one that 
continues to rage through the CPC. 

A drive for artificial intelligence, autonomous vehicles, and renewable energy will be a significant area of growth, and the 
integration of these technologies with unrivalled government financial support will ensure China eventually takes its place 
as a world leader in this sector. The aviation sector will finally see restrictions loosened, resulting in growth opportunities 
across the country. 

The integration of the domestic and regional aspects of the Belt and Road initiative (BRI) will assume greater emphasis 
as this domestic realignment unfolds. The miles of expressways and roads to seemingly nowhere and the apparently 
excessive over capacity in the high speed rail network will all start to make sense as this integration starts to unfold. 

This Congress will enshrine Xi’s doctrines and ensure the strengthening and ultimate survival of the party. Regardless 
what pronouncements emanate about the next generation of leaders, Xi will remain entrenched at the core of the party for 
the next 20 years. 

6. Implications for business 
• The expansion of anti-corruption efforts into finance and business will help facilitate much-needed economic 

restructuring and will contribute to creating a fairer market environment by curbing graft. However, it will increase 
official scrutiny on business operations in general. 

• Xi’s greater influence in the Party, combined with the Party’s increasing dominance vis-à-vis the government, will 
make the policymaking process less transparent and more centralized around Xi Jinping and his inner-circle. It also 
makes regulatory enforcement less rules-based and more politicized. 

• As the CPC deepens its drive for industrial transformation, policy will aim to protect Chinese commercial enterprises 
vis-à-vis their foreign counterparts. This is especially true in the case of strategic industries such as AI, renewable 
energy, and autonomous vehicles. 

• Investment opportunities in China for foreign businesses will increasingly be tied to China’s economic and industrial 
goals. While increasingly many sectors will open for foreign investment, government policy will favour investments 
that bring technology to and drive innovation in China. 

• The government will continue to encourage overseas direct investment (ODI) by Chinese firms that fits within national 
development goals, and will continue to crack down on other forms of ODI, such as asset purchases not directly 
related to a company’s business. In particular, investment that helps progress China’s Belt and Road Initiative and 
that which brings technology and intellectual property to China will be welcomed. 

• Despite the expectation that Xi’s consolidated power will allow for much-needed reform, the large number of major 
policy and industrial overhauls in which China is engaged carries the risk that an over-emphasis on short-term 
policies might continue to take precedence over overdue structural reforms in many sectors. 


