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On November 15, 2013, The Decisions by the Central 
Committee of the Communist Party of China (CPC) on Some 
Major Issues Related to Comprehensively Deepening Reform  
(hereafter refered to as ’The Decision’) was released. This 
document further explains the initial communiqué released 
shortly after the end of the Third Plenum. Discussions on major 
reform issues are more detailed than those in the communiqué. 
The Decision sets the scope for comprehensive reform, and 
allows the market to position itself as the primary 
decision-maker for resource allocation. The Decision covers 
almost all fields  of China’s society and economy. From an 
economic viewpoint, the key areas covered include: 
State-owned enterprises (SOEs), urbanization, rural land, fiscal 
and taxation schemes, and financial sector, etc. The Decision 
provides an aggregate summary of the reform measures China 
needs to address within the next decade.  

Strong signals on further economic reforms 

The decisive role of the market 

As discussed in our first article of the Third Plenum Research 
Series, Signals from the Third Plenum: Further reform, the role 
of the market has changed from “fundamental” to “decisive”, 
indicating a shift in the Chinese Government’s mindset. The 
government acknowledges that the most important initiative 
from the past 30 years of reform has been the continuously 
increasing  role of market forces . The government also 
acknowledges that more steps must be made to foster 
increased reform, and let the market play a more expansive 
role. Specifically, the key links for further reform on market 
systems include:  

• Establishment of a unified and open market. Although China 
is a large market, it is fragmented. However, some industries 
will continue to be restricted to foreign investment, and any 
industry that is restricted will be on the ‘negative list’. If the 
industry is not on the negative list, the market players will 
have equal rights and access to competitive markets.  

• Establishment of a market-based pricing mechanism. For 
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prices that can be determined by the market, the 
government will not intervene. The prices of water, petrol, 
gas, electricity, transportation, and telecommunications will 
be gradually determined by the market.  

• Further decentralization, deepening reform of the 
administrative approval system, and minimizing interventions 
from the central government on microeconomic affairs.  

The introduction of a more open market will improve the 
efficiency of resource allocation, and eventually increase the 
potential growth rate of the economy. 

 

 

m
 
– 
Encouraging signs of SOE reform 

As discussed in our last analysis, there are also some 
expectations that have not been met. For example, the widely 
expected privatization of SOEs is unlikely to occur at this time, 
according to the statements from the communiqué and The 
Decision. However, we believe that China will still adopt a 
gradual macroeconomic approach to reform, rather than taking 
abrupt measures that may shock its economy; thus, gradual 
SOE reform is expected as well. The Decision states that “a 
mixed economy will be greatly encouraged”, thus it is believed 
that private capital will be encouraged to invest in SOEs. 
Private capital is also an important component of the socialist 
market economy. The fair treatment of SOEs and non-SOEs 
will enhance market efficiency, and competition amongst 
enterprises with different ownership structures will allow the 
market to play a greater role. Competitive pressures will also 
further enhance SOE reform. Thus, while gradual SOE reform 
is expected, the end result may include privatization of SOEs. 

There are also other encouraging points with regard to SOE 
reform: 

First, the document declares that “To improve the 
State-owned assets management system, to strengthen the 
supervision on State-owned assets with the emphasis on 
managing capital”, the government will “form a number of 
State-owned capital operating companies.” This means that 
the Chinese Government will likely shift its approach from a 
State-owned asset management system, to a ’Temasek model’ 
management system. The predominant characteristic of a 
Temasek model is that, although (wholly) owned by the 
government, the government does not exercise heavy-handed 

“The establishment of a unified, open, competitive, and orderly 

market system is the foundation for the market to play a decisive 

role in resource allocation.” 

--- The Decision 
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political intervention in the operational and business decisions 
of Temasek, or Temasek-linked companies. The administrative 
loosening of SOE operations will increase SOEs’ operational 
efficiency.  

Second, “the state capital will take on more social 
responsibility,” and “more profits from the SOEs will be paid 
to the public finance account, and the payout ratio will reach 30% 
by 2020”.  According to the data released by China’s Ministry 
of Finance, SOEs controlled by the Chinese central 
government paid RMB 95.1 billion, only 8.6 percent of total 
profits, to the public finance account in 2012. Despite the 
relatively small sum contributed to the public finance account, 
the majority of the money (RMB 86.3 billion) was returned 
back to these SOEs. If the payout ratio is to be increased to 
30%, the central government will have more financial 
resources to allocate towards China’s social pension and social 
welfare system. The end result infers that consumers will have 
more discretionary income, which will help rebalance the 
economy to a more consumer-driven model, and a 
consumption-based economy. 

Fiscal and taxation system reform 

Although The Decision does not provide an immediate solution to 
the local government debt problems, it does bring forward a 
number of initiatives for fiscal and taxation reform. 

 
 
 
 
 
 
 
 

The current fiscal system was put in place in 1994. The feature of 
this arrangement is that the local governments are requested to 
return a much larger share of their tax revenue to the central 
government. While the local governments also take the 
responsibilities of paying social welfare, and establishing and 
maintaining local infrastructure facilities, they do not have enough 
financial resources to support their responsibilities. As a result of 
this unfair arrangement, local governments have been using land 
sales as a primary supplement to source revenue. The 
widely-criticized property bubble is one of the results of this 
process.  

The Decision states that “a fiscal system that relates the powers 
and expenditures of government needs to be established”. It is 
expected that the following projects will be mainly funded by the 
central government: 

• Defence, foreign affairs, border security, national security, 

“We should gradually increase the portion of the direct taxes, 

continue with the VAT reform and simplify the tax rates.” 

--- The Decision 
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nationwide market rules and management (such as the 
nationwide food and drug safety administration system);  

• Infectious disease and other immunity issues; 

• Cross-provincial civil and criminal cases, involving severe 
corruption from senior officials, and dereliction of duty;  

• Waters and watershed management, shipping, water 
conservancy scheduling, major rivers, national homeland 
remediation, ecological, environmental, and other key 
national projects;  

• Cross-border highway, national highway, and railway 
construction  

After the division of responsibilities between central and local 
governments, the central government will introduce more stable 
revenue sources for local governments, for example, through 
transfer processes, which are expected to be more standardized in 
the future. 

As for revenue, The Decision also states that the central 
government will “accelerate the property tax legislation process, 
accelerate resource tax reform, and implement the changes of an 
environmental protection fee to an environmental protection tax”. 

One important revenue source for local governments will be 
property tax. An experimental property tax reform has already been 
tested in Shanghai and Chongqing. The introduction of property tax 
reforms will loosen local governments’ reliance on land sales, and 
help cool the property bubble. It is expected that the property tax 
will be introduced nationally in the near-term.  

Further liberalization of the financial sector 

The Decision mentions reform specific to the banking sector, 
exchange rates, interest rates, capital account controls, and IPO 
regulations. These reforms signal that decision-makers are very 
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determined to further enhance the liberalization of China’s financial 
system. First, The Decision removes the entry barrier against 
private capital. Although there will be criteria for qualified private 
investors, and large banks and financial institutions are still 
excluded, the establishment of non-government-controlled banks, 
to some extent, will ease some financing difficulties that small- and 
medium-sized enterprises are facing. It also shows the intention of 
Chinese leadership to split up the monopoly in the finance sector. 

“The financial sector should be further opened to internal and 

external investors. Under adequate regulation, qualified private 

investors will be allowed to establish small- and medium-sized 

banks and other financial institutions.” 

--- The Decision 

Second, The Decision states that there is a need “to increase the 
proportion of direct financing” and “to promote the registration 
system reform of share issuance”.  Loans, which are the dominant 
traditional means of financing, have been issued to focus on local 
government-supported projects, and some specific sectors such as 
real estate. A greater propensity for equity financing and bond 
issuance will help mitigate the reliance on loans as a primary 
means of financing. The share issuance registration will greatly 
change the landscape of Chinese stock markets. Previously, 
Chinese companies had to apply to regulatory authorities to issue 
shares. As a result of this, the vast majority of Chinese-listed 
companies are controlled by central or local governments. Thus 
non-government-owned companies found it quite difficult to 
publically issue or list shares. If the registration system of share 
issuance can be implemented, price discovery as well as resource 
allocation functions will improve, and China’s stock markets will be 
more market-driven. The registration system of share issuance will 
be part of the reform on letting the market play the decisive role, 
and be part of the SOE reform. Considering the large pool of 
pre-IPO candidates, it is expected that this policy will not be 
implemented in the near-term. 

The Decision also states that the central government is “to 
improve the formation mechanism of the RMB exchange rate”, “to 
accelerate the process of interest rate liberalization”, and “to 
accelerate the process of Renminbi capital account convertibility.” 
In the near future, the rate liberalization of Certificates of Deposit 
will be a possible breakthrough on interest rate liberalization. 
Considering the managed RMB exchange rate, it is also expected 
that the amplitude of RMB/USD intraday trading will increase, and 
there will be more currency swaps between the People’s Bank of 
China and other central banks. “Further opening up the finance 
sector to both domestic and overseas investors” means that there 
will be more Qualified Foreign Institutional Investors (QFII) and 
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RMB QFIIs. Establishing an international board of stock exchanges 
will likely be on the agenda of regulatory authorities in the near 
future. As discussed in KPMG Quarterly Review of China’s 
Economic Globalization (Q3 2013), interest rate liberalization is an 
influential factor in regards to rebalancing the Chinese economy, 
while capital account liberalization will help optimize resource 
allocation and support the internationalization of Chinese economy. 

More sustainable urbanization and reform on rural areas 

The Decision brings forward a more comprehensive and more 
aggressive reform package on rural reform and urbanization. The 
main initiatives include a de facto gradual privatization of rural lands, 
and a resident-oriented urbanization.  

First, The Decision states that “the rural residents will be granted 
more property rights,” and “to carefully and steadily push forward 
the mortgage, guarantee, and transfer of homestead land property.” 
China's Property Law states that the rural people have the rights of 
homestead land use and agricultural land leasing. But according to 
the Land Management Law and the Guarantee Law the rural 
residents are not allowed to transfer, mortgage, or guarantee their 
homestead land and agricultural land. The Decision has reversed 
the current regulations on homestead land use. It means that the 
homestead land can be listed on the market for mortgage, secured 
financing, and other purposes. Second, The Decision also stated 
that “the collective-owned operational construction land in rural 
areas can be listed on the market”. 

Previous regulations prohibit the transfer of homestead land 
property owned by the rural residents. New regulations, which are 
expected to be revised based on The Decision, will let the market 
play the role of price discovery and resource allocation. The 
significance of the reform on rural land use is that it provides more 
options to the rural population, who will be able to make 
independent decisions, based on specific family or financial 
conditions. If they decide to transfer land, it will boost their income, 
which will benefit the healthy processes and development of 
urbanization, and also boost domestic consumption.  

With regard to urbanization, The Decision states that the 
government will "accelerate the Hukou system reform (household 
registration), fully liberalize the residence restrictions in towns and 
small cities, orderly release the residence restrictions in 
medium-sized cities, reasonably determine the residence 
conditions in big cities, and strictly control the size of populations in 
mega-cities." It shows that Chinese leadership has realized the 
importance of efficient urbanization processes. 

In China, the urbanization process, to some extent, has been an 
urbanization of the land. Through establishing economic, trade 
development and high-tech zones, as well as new resident zones, 
the land that was originally used in the countryside was ‘urbanized’, 
and became city land. Thus, city borders have expanded greatly at 
the expense of agricultural land. However, urbanization of land is 
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only superficial; efficient urbanization of people is essential and 
fundamental.   

The key to urbanization is the reform of the Hukou system. It is 
expected that the Hukou registration criteria in small- and 
medium-sized cities will be lowered in the foreseeable future. This 
round of Hukou reform will be the most significant round since 
the2001 Hukou registration system reforms in small towns. 
Concurrently, there are various potential risk factors, which include: 
small and medium cities not being able to provide enough job 
opportunities; local governments having insufficient financial 
resources to provide sufficient infrastructure facilities; and the rural 
residents having greater interest in moving to large- and 
mega-sized cities, rather than small- and medium-sized cities.  

The obvious benefit to the rural population is: should they make the 
choice to sell their land, they will have immediate access to greater 
disposable income. This amount could add to the relative 
purchasing power of consumers, increase the size of the middle 
class, and the property bubble will be likely to cool down to some 
extent.. In addition, by urbanizing to nearby local cities, the rural 
residents can also add to the industrial and service sector work 
force, adding needed labour supply to areas in need of support, and 
helping create more efficient economies that will deliver scale 
benefits. According to research reports, if the Hukou system 
reform is completed by 2014, the GDP grow rate could increase by 
1% per year, from 2014 to 2020. 

Another Golden Decade is just ahead 

From the beginning of the reform and opening up in the late 1970’s, 
China has experienced a thirty-year period of high growth, which 
stemmed from capital accumulation and energy consumption. 
However, many analyses have shown that this model is not 
sustainable for China’s development. The future economic growth 
needs a new source of growth and momentum, and the 
government led by Xi Jinping and Li Keqiang realizes this. The 
Decision has clearly shown China’s intention for further institutional 
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 market-oriented reform, and further opening up. As a result of 
these measures, the total factor productivity should also 
substantially rise. The KPMG Quarterly Review of China’s Economic 
Globalization (Q3 2013) stated that “the Third Plenary Session of 
the 18th CPC Central Committee will be closely monitored for 
policy changes and opinions of government leaders that could lead 
to economic direction changes”. Now this moment has come.  

Contradictory to most market analysis, the KPMG Global China 
Practice’s previous commentary, Signals from the Third Plenum: 
Further reform concluded that the Third Plenum has sent strong 
signals for further reform, and laid the foundation for the next 10 
years of reform and opening up of China. Based on further 
information conveyed by The Decision, it is reasonable to believe 
that within a decade, private capital will play more important roles 
in areas dominated by SOEs such as banking and infrastructure, as 
well as medical facilities such as hospitals; China’s interest rate 
and exchange rate will be fully liberalized, and the RMB will 
become an international reserve currency; and tens of millions of 
people will join the middle class, which will eventually help anchor 
China’s GDP growth. Based on the signals presented, it is highly 
likely that another golden decade in China is just around the corner. 
Further analysis on the Third Plenum’s impact on China inbound 
and outbound investment will be conducted in the next article of 
KPMG’s Third Plenum Research Series. 
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About KPMG’s Global China Practice (GCP) 

KPMG’s Global China Practice (GCP) was established in September 2010 to assist Chinese 
businesses that plan to go global, and multinational companies that aim to enter or expand into 
the China market. The GCP team in Beijing comprises senior management and staff members 
responsible for business development, market services, and research and insights on foreign 
investment issues.  

There are currently over 50 China Practices in key investment locations around the world, from 
Canada to Cambodia and from Poland to Peru. These China Practices comprise locally based 
Chinese-speakers and other professionals with strong cross-border China investment experience. 
They are familiar with Chinese and local culture and business practices, allowing them to 
effectively communicate between member firms’ Chinese clients and local businesses and 
government agencies.  

The China Practices also assist investors with China entry and expansion plans, and on both 
inbound and outbound China investments provide assistance on matters across the investment 
life cycle, including market entry strategy, location studies, investment holding structuring, tax 
planning and compliance, supply chain management, M&A advisory and post-deal integration. 
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