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The much-anticipated Third Plenary Session of the 18th Central 
Committee of the Communist Party of China (CPC) was held in 
Beijing during November 9-12, 2013. The communiqué was 
released shortly after the end of this meeting. Although lacking 
some specific details, this document clears the direction and 
lays the foundation for the next 10 years of reform and opening 
up of China.  

Why the Third Plenum? 
The CPC National Congress, normally held every five years, 
elects the Central Committee – the ruling body of China. Each 
Central Committee holds a number of plenary sessions during 
its term to decide and announce key political, economic and 
social policies. Generally speaking, the First and Second 
Plenums focus on the Party and the State's personnel 
arrangement issues. For example, the First Plenum of the 18th 
Central Committee held in November 2011 elected members 
and standing members of the Politburo – the core leadership 
team of China. At the Second Plenum held in February 2013, 
the State’s administrative body was nominated (later to be 
confirmed by the National Congress). The significance of the 
Third Plenum is that the new leadership reveals its new 
policies and initiatives in it.  

Starting from the 11th Central Committee, Third Plenums have 
gained great prominence, and have become the most 
important plenum of the Central Committee. That particular 
Third Plenum was held in December 1978, two years after the 
ending of the disastrous Cultural Revolution. At the meeting, 
the policies of the Cultural Revolution were reversed. A new 
era of “reform and opening up” began, and the leadership of 
Deng Xiaoping was established. The Third Plenum of the 11th 
Central Committee has thus become a symbol of milestone 
and has lent the subsequent Third Plenums special 
significance in the Chinese political discourse. The public 
watch closely for what would come out of the Third Plenum, 
and the leadership uses it as an important platform for key 
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initiatives. 

One such example was the Third Plenum of the 14th Central 
Committee conducted in November 1993, at which Mr. Jiang 
Zemin announced the goal of establishing a “socialist market 
economy,” laying the foundation for the profound economic 
reform in the next 20 years. 

Reform – The focal point of the Third 
Plenum of the 18th Central Committee 
If one wants to use a single word to describe this Third Plenum, 
it would be “reform, reform and reform”: the phrase used by 
the communiqué of the plenum in summarizing the objective 
of the meeting is “comprehensive and profound reform.” The 
leadership has come to realize that at this critical stage of the 
country’s development into a prosperous state, there is no 
other road but continuous reform, which begun in a Third 
Plenum 35 years ago and had to keep its pace in this Third 
Plenum. One small fact provides evidence to this urgency. The 
word “reform” is mentioned 59 times in the document, while 
it was used 57 times in the communiqués of the previous two 
Third Plenums combined.   

 
“Facing the new situation and new task, to build a well-off 

society, and, further, a prosperous, democratic and harmonious 

socialist modern country, and to realize the Chinese people’s 

great dream for the nation’s renaissance, we must engage 

ourselves in comprehensive and profound reform at this new 

historical starting point.” 

-- Communiqué of the Third Plenum of the 18th Central 

Committee of the CPC 
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The current reform is not going to be piecemeal or partial. It will 
include economic, political, social, cultural, and ecological areas. It 
will be a comprehensive reform rather than focusing on only one or 
a few specific areas. This is different from the past seven Third 
Plenums as described in Table 1. 

 
 
 

Year Name of the CPC 
Congress Theme 

1978 The Third Plenum of the 
11th Central Committee 

Beginning of China's 
reform and opening up 

1984 The Third Plenum of the 
12th Central Committee 

To shift reform from the 
rural area to urban area 

1988 The Third Plenum of the 
13th Central Committee Price and wage reform 

1993 The Third Plenum of the 
14th Central Committee 

Plan for socialist market 
system reform 

1998 The Third Plenum of the 
15th Central Committee 

To build a socialist new 
countryside 

2003 The Third Plenum of the 
16th Central Committee 

Scientific concept of 
development 

2008 The Third Plenum of the 
17th Central Committee Further rural reform 

2013 The Third Plenum of the 
18th Central Committee 

Comprehensive and 
profound reform 

 
One follow-up document containing more details of the policy 
statements, The Decisions by the Central Committee of the CPC on 
Some Major Issues Related to Comprehensive and Profound 
Reform, will be released a few days after the closing of the plenum. 
It is expected to provide a clearer and more specific picture of the 
reform programs. 
 

  

Table 1 Third Plenums in the past 35 years 
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Key points and their implications 

Markets to play a “decisive” role 

In the process of transforming from a planned to a market 
economy during the last 30 years, Chinese leadership has used 
many concepts to give meaning to its actions, from “socialist 
market economy” to a “fundamental role” of the market in 
allocating resources and setting the price. Now, the role of the 
market has changed from “fundamental“ to  “decisive,” indicating 
a shift in mindset. 
 
“The key to comprehensive and profound reform is in economic 

reform, and the core question is to properly manage the relations 

between the government and market, so that market can play a 

decisive role in resource allocation and the government can play 

its role better.” 

--- Communiqué of the Third Plenum of the 18th Central 

Committee of the CPC 

 

The statement announced at the Third Plenum of the 17th 
Central Committee held in 2003 indeed was that the market 
will play “a fundamental role.” The fact is that when the 
market plays a fundamental role, the government can still play 
a decisive role.  The present communiqué states that “the 
factors of production need to freely flow.” This clearly shows 
that the government would like to reduce its intervention into 
the economy. As discussed in the KPMG Quarterly Review of 
China's Economic Globalization (Q2 2013), one of the biggest 
problems facing the Chinese economy is resource 
misallocation over the long-term as a result of government 
intervention. In China, not only do a large number of 
poor-performing enterprises still exist, but they continue to 
survive and rely on capital injections and policy subsidies. 
Allocation of resources to inefficient enterprises leads to low 
return/low efficiency ratios. As such, China’s economic growth 
has slowed over the past few years. The reduction of 
government intervention will improve the efficiency of 
resource allocation, and eventually raise the potential growth 
rate of the economy. 

Pushing to modernize the state governance system and 
governance capability  

Rarely has the word “governance” been seen in official 
documents. It is nevertheless mentioned in this meeting. 
According to the communiqué, the goal of the comprehensive 
reform is to “improve and develop the socialist system with 

http://www.kpmg.com/CN/en/IssuesAndInsights/ArticlesPublications/Pages/Quarterly-Review-China-macroeconomic-201307.aspx�
http://www.kpmg.com/CN/en/IssuesAndInsights/ArticlesPublications/Pages/Quarterly-Review-China-macroeconomic-201307.aspx�
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Chinese characteristics, strive to modernize of the state 
governance system and the governance capability.” This 
governance concept is related to the origins of power, the use 
of power, and the constraints on power. It implies that the CPC 
might implement some reforms to the current administrative 
and political arrangements.  

Organizational assurance 

The communiqué also declares that “the leading committee 
for comprehensively deepening reform will be established. 
This committee will be responsible for overall design, 
coordination, implementation and supervision of reform”. 
Previously, the National Development and Reform Commission 
was responsible for reform-related issues. Now a much wider 
committee will be established. It shows that the CPC Central 
Committee is paying more attention to reform.  

A combined approach -- top-down and bottom-up 

The communiqué states “a combination of top-down and 
bottom-up approaches” for reform, and a combination of 
“overall advancement and breakthroughs in key areas”. Since 
1978, the CPC and Chinese Government have adopted a 
gradual reform approach. Some of the reform measures, such 
as the land system reform in early 1980’s, originated from a 
small village in China. The shadow banking activities within the 
Chinese banking system can also be considered as the result 
of partial interest rate liberalization process beyond the 
planning of regulation authorities. Some reform measures, 
such as SOE reform, originated from the top level. Other 
measures, such as the decision to establish a socialist market 
economy, are a combination of top-down and bottom-up 
approaches. Until recently, there have been wide debates 
covering the overall design of reform roadmaps from the top 
level. The message conveyed from this CPC congress is that 
China will adopt both top-down and bottom-up approaches.  
Whether advanced reform is possible or not, some 
breakthroughs in key areas are still expected. 

Old issues, new ideas 

The communiqué reiterates the importance of “steady growth, 
structure adjustment, and reform enhancement”. As Premier 
Li Keqiang stated in July 2013, the lower limit involved stable 
growth rates, healthy employment levels, and achieving a GDP 
growth rate of 7.5 percent. At the same time, the Chinese 
economy still faces serious structural problems, which 
includes investment contribution to GDP at unsustainably high 
levels, while consumption contribution to GDP at relatively low 
and less desirable levels. Further reforms will help rebalance 
Chinese economy and raise potential economic growth rate. 
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This Third Plenum also discussed the reform guidelines on a 
series of issues. For example, with regard to reform on 
state-owned enterprises (SOEs), the communiqué states that 
“a mixed economy will be greatly encouraged”. It means that 
private capital will be encouraged to invest in SOEs. Private 
capital is also an important component of the socialist market 
economy.  

The fiscal and taxation system is also a heated discussion topic 
among academics and practitioners in China. The communiqué 
states that the overall tax level will maintain stable. It means 
that the widely debated structural tax cut won’t go too far. It 
also means that if the property tax, resource tax and 
consumption tax are to be introduced later, tax cuts will be 
implemented accordingly. Furthermore, the communiqué also 
states that “a fiscal system that relates the powers and 
expenditures of government needs to be established”. 
Considering the seriousness of China’s local government debt, 
this statement will help iterate the direction of resolving local 
government debt in the future.  

In terms of the reform on land use system, the communiqué 
states that “to promote the equal exchange of factors of 
productions between from urban areas and from rural areas”. 
This statement hints that rural lands might be listed in the 
markets in the future. As details are still not available, further 
analysis on this issue will be conducted after the release of the 
document, The Decisions by the Central Committee of the CPC 
on Some Major Issues Related to Comprehensive and Profound 
Reform. 

The communiqué also states that the urban-rural dual structure 
is the main obstacle to the integration of urban and rural 
development, and the rural citizens should be granted the 
equal rights to participate in the modernization process. It is 
expected that the Hukou system (registered household 
system), which determines and allocates social benefits to 
citizens based on the location of their household registration, 
might be lifted later. 

The communiqué also discussed the foreign investments in 
China. “The access restrictions will be loosened” means that 
entry barriers will be lowered. The Shanghai Free Trade Zone 
model will be further encouraged.  

2020 – Achieving decisive results 

After redefining the scope and goal of reform, the 
communiqué mentions that by 2020, some decisive outcomes 
are expected to be achieved in key areas and key reform 
components.  

Remaining issues and risks  
Although this communiqué tries to provide an overall guideline 
for the next 10 years of reform in China, it seems to lack 
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details, and some descriptions appear to be vague. For 
example, after redefining the scope and goal of reform, the 
communiqué also mentioned that by 2020, some outcomes 
are expected to be achieved. However, no measurable 
indicators are provided.  

There are also disappointments to the public. For example, the 
widely expected privatization of SOEs will be unlikely, as the 
communiqué states that “we must unswervingly consolidate 
and develop the public economy, adhere to the dominant 
position of state ownership. The public economy needs to play 
a leading role, and the vitality, controlling ability and influence 
of public economy needs to constantly enhanced”. While the 
communiqué also states that “the market will play a decisive 
role in resource allocation”, there will be conflicts. The SOEs 
will receive preferential treatments with regard to land use, 
loans, and industrial policies, etc. These will bias the signals 
sent by the market, and create dysfunctions in the role of the 
market. The issue of resource misallocation will become more 
serious. The goal of letting the market play a decisive role will 
be compromised.  

Even for those new reform measures, resistance from vested 
interest groups will be strong. China’s economic reform during 
the past 30 years has progressed in tandem with opposition 
from vested interest groups. This new round of reform will 
certainly meet resistance as well. Unlike those in the 1980’s 
and 1990’s, the current vested interested groups are more 
powerful, and have even more diversified methods to delay the 
reform progress within the context of a market economy. The 
implementation of this round of reform measures might be 
compromised by the resistance from the obstruction of vested 
interest groups. 

Last but not least, another important issue is the extent of 
implementing these reform initiatives. Historical evidence 
shows that there were some issues implementing the policies 
announced at Third Plenums. For example, the land use 
system was widely discussed, and guidelines for further 
reforms reached consensus at the Third Plenum of the 17th 
CPC Central Committee held in 2008. However, the 
subsequent substantial reforms were slow.   
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Conclusion 
The Third Plenary Session of the 18th Central Committee of 
the CPC ended with new initiatives. But some important 
issues are yet to be addressed, and challenges remain in the 
road ahead. A new scope, goal, and timetable of the reform 
were announced. The market has been granted more power to 
allocate resources. A new organizational structure will also be 
established to enhance reform. However, it is unrealistic to 
expect a full reform package from this four-day meeting. We 
expect to learn more details and specific measures in the 
forthcoming document, The Decisions by the Central 
Committee of the CPC on Some Major Issues Related to 
Comprehensive and Profound Reform.     

A series of relevant reports will be released by the KPMG 
Global China Practice with regard to this Third Plenum and its 
implications. Possible topics include: its impact on China’s 
reform agenda and economic growth path in the next decade; 
its impact on outbound/inbound investments; and its impact on 
the world economy. Like everyone else who is interested in 
China’s development and hopes it takes a path to prosperity 
and stability, we will keep a watch on the trend with great 
interest. 
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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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