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PEOPLE'S REPUBLIC OF CHINA GOVERNMENT STRATEGIES 
 
 

A. Fiscal Reform 
 
1. The People’s Republic of China (PRC) has worked for more than two decades with a fiscal 
system in which local fiscal resources have been inadequate, and the central government could not 
depend on local governments to carry out its national polices. The adverse impacts of this fiscal system 
were for a long time masked by the growing use at the local government level of extrabudgetary 
instruments. The system incentivized many local officials to sell whatever local government assets they 
could1 as (i) the central government required local governments to finance expenditures that were 
beyond their assigned revenue capacity; and (ii) achieving local gross domestic product (GDP) targets 
was the main way for local government officials to win promotion. The result was widespread use of 
shadowy financial vehicles by local governments to help raise finances outside of their formal budgets 
for investments in infrastructure. 
 
2. When the central government recognized this problem at the lower levels of the fiscal system, 
it responded in the 12th five-year plan (for 2011–2015) by increasing central government investments 
in areas that focus on improving people’s livelihoods, agriculture and rural area development, ecology 
and environmental protection, resource conservation, science, technology, and innovation. 
Nonetheless, regulation of relations between the central and local governments, which lay at the heart 
of the PRC’s fiscal problems, made little progress until November 2013. The long period of lax oversight 
of extrabudgetary revenues and covert borrowing by local governments, along with a lack of checks 
and balances in the country’s governance structure, had allowed mismanagement and corruption to 
flourish.  
 
3. The Third Plenum resolution of November 2013 clearly recognized the paramount importance 
of the fiscal imbalance. The Third Plenum resolution called for the establishment of a new high-level 
leadership group to oversee the deepening of comprehensive reform. It required the formulation of 
national and local balance sheets as part of a wider rationalization of governance. It also prescribed the 
establishment of a budget management system and the setting up of cross-year budget balancing 
mechanisms, improvements in the taxation system, and the establishment of systems in which 
allocations and expenditure responsibilities match each other.  
 
4. The PRC government began implementing the Third Plenum resolution soon after November 
2013. For instance, by May 2014, 10 provinces had obtained clearance to issue bonds to refinance 
some of the 10,000 or more local investment corporations. A budget law amendment in August 2014 
required that all types of fiscal resources be reported to the people’s congress, and that detailed 
budget information should be made public by all levels of government. The amendment allows local 
governments more flexibility in borrowing against general revenues, subject to administrative control, 
legislative approval, and market discipline. The law requires governments at all levels to formulate 
multiyear budgets. 
 
5. In November 2014, the government reiterated its requirements for the public disclosure of 
budget information and pledged again to disclose information on the allocation of public resources 
and the approval of major projects. 
  

                                                           
1  For instance, selling land-use rights to construction companies to close budget gaps and drive GDP growth. 
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B. Financial Sector Reform 
 
6. The 12th five-year plan for 2011–2015 called for an orderly expansion of the financial sector to 
raise the overall quality of financial services to support (i) the development of coastal and inland 
provinces and regions; (ii) investment in nonpublic enterprises; (iii) investment in strategic and 
emerging sectors; and (iv) investment in other government programs, such as affordable housing. The 
financial infrastructure was to be strengthened by (i) reforming large financial institutions and 
supporting development of small- and medium-sized financial institutions; (ii) broad-basing and 
improving credit financing, securities, trusts, leasing, guarantees, wealth management, online banking, 
and other asset allocation and financial services; (iii) developing new formats, such as online trading 
and innovative financial products and service models; and (iv) expanding and regulating the insurance 
service industry, including reinsurance.  
 
7. Although the PRC grew rapidly and underwent a major structural transformation from the 
1980s despite financial controls, current business practices mitigate against the government’s objective 
of sustaining growth for two main reasons. First, government capping of lending rates for loans to 
which state-owned enterprises (SOEs) have preferential access no matter what their financial 
performance deters SOE reform and crowds out the relatively more productive private enterprises. 
Second, actual deposit rates that are lower than loan ceiling rates, in the presence of the country’s high 
savings rates, have helped inflate investment in housing and boosted housing prices to levels often 
beyond what most consumers can afford.  
 
8. The Third Plenum resolution seeks to change this. It announces many bold and broad reforms 
to the financial system, including interest rate and exchange rate liberalization, the lowering of barriers 
to entry into the banking and insurance industries, and the reduction of capital controls. It includes 
cutting the scope of government project approvals to projects of national or ecological security, 
strategic resource development, significant public interest, or projects that aim to meet regional 
development objectives. This is to inhibit banks to lend to SOEs and local investment corporations for 
projects without fear or repercussions regardless of the project’s financial viability. The resolution also 
seeks to allow qualified private capital to be used to set up small and medium-sized commercial banks, 
enhance competition in the commercial banking space, and reduce shadow banking systems. The 
resolution enhanced previously announced plans for interest rate liberalization, exchange rate 
flexibility, capital account liberalization, and capital market development.  
 
9. The proposed reforms cover all areas of the financial system, which means that the main 
question now is whether they will be implemented by the target date of 2020. Areas where notable 
progress is intended include: 
 

(i) A regulatory shift to expand market-driven financing (equity and bonds), which will 
enable a diverse set of intermediaries to participate in the market. The regulators are 
permitting more players to develop but are screening them carefully.2  

(ii) The release of an insurance industry blueprint to 2020 by the State Council. This 
emphasizes a general strategy of letting market forces reward strong and well-
managed firms that reduce risk through insurance coverage.  

(iii) Issue of licenses to 10 companies to offer private banking services in pilot areas in some 
cities. The ultimate objective is to permit the establishment of small and medium-sized 
banks with private capital. 

                                                           
2  The China Securities Regulatory Commission began strengthening regulatory capacity for equity funds and bonds, and the 

China Banking Regulatory Commission has focused on cleaning up wealth management products and interbank funds 
markets. 
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(iv) Increased bank deposit rates to the upper limit to keep pace with higher-yielding 
financial products that have been offered by internet-based finance service providers.3  

(v) The rollout of a deposit insurance scheme that provides critical support for the 
liberalization of the banking sector.  

(vi) Increase of the daily currency trading band for the remnimbi from 1% to 2% to expand 
the market’s role in exchange rate pricing and build a managed floating exchange rate 
regime based on market supply and demand.  

(vii) Significant strides toward the full convertibility of the currency. An example was 
government permission in May 2014 for outbound foreign direct investment projects 
of up to $1 billion to proceed without approval (although they need to be registered).  

 

C. Urban and Rural Development 
 
10. Policy directions articulated in the 12th five-year plan called for simultaneous promotion of 
industrialization, urbanization, and agricultural modernization. The objectives were to coordinate 
national land use and urbanization plans. The farmland area was to be frozen at the 2010 level, while 
forest cover was to increase.4 Urbanization was targeted to increase from 47.5% in 2010 to 51.5% in 
2015.5 Urbanization objectives included the strengthening of various urban centers in central and 
western regions, increased industrial activity in small and medium-sized cities, and the building of a 
globally competitive city in the East. Population levels in megacities were not to be allowed to grow 
unchecked. The urbanization program aimed to intensify land use, reduce urban sprawl, accelerate 
income growth, improve the quality of public services, and provide access of public services to all 
residents—including migrant workers and their families who do not have urban registration (hukou).  
 
11. Agricultural modernization was to propel income growth in rural areas and create a labor 
surplus in the agriculture sector to support migration and the urbanization program. Integrated 
planning of public services (such as energy supply, public transport, and broadband internet across 
urban and rural areas) was to gradually narrow the gap in service quality and access. The 12th plan 
supported development of the agroprocessing industry, modern logistics facilities, and supply chain 
links with wholesale and retail markets; and an increase in region-specific agricultural production and 
foreign investment in the agriculture value chain. The government also intended to increase financial 
transfers to the main agriculture producing areas. Secondary vocational education was to be made free 
for students of agriculture.   
 
12. The Third Plenum resolution seeks to create a modern market economy. It seeks to allow rural 
land to be appraised and leased directly into the market by collectives, a shift from the previous 
requirement that land rights be sold only to the local government. The goal is to develop a secondary 
land market for lease, transfer, and mortgage. This will limit the extent local governments can acquire 
rural land rights for construction and urbanization. The land-use rights of farmers over small land 
holdings will be protected for what the government says will be a long, though unspecified, time. This 
will enable them to lease out, transfer, or mortgage land-use rights and help achieve a policy goal of 
supporting the accumulation of land in larger parcels more suitable than small holdings for viable 
commercial farming and agriculture modernization. Farmers will also be given rights to possess and sell 
shares in collective assets, and the shares will become heritable.  
 
13. The 2013 Third Plenum resolution also opens the way to narrow the socioeconomic gap 
between rural and urban areas further by (i) ensuring that rural migrant workers and permanent urban 

                                                           
3  Strictly speaking, this is a consequence of enhanced deposit rate products from internet-based players like Alibaba that had 

been permitted since mid-2013. 
4  The objective was to maintain the total farmland area in 2015 at the 2010 level of the equivalent of 121.3 million hectares and 

to increase forest cover from 20.36% in 2010 to 21.66% by 2015.  
5  However, urbanization reached 53.7% by 2013 (as measured by permanent residents). Government of the People's Republic of 

China. 2014. National Plan on New Urbanization, 2014–2020. Beijing. 
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residents receive the same pay for the same work, and that they have more equitable access to basic 
public services; and (ii) softening the system of household registrations (hukou).  
 
14. The Ministry of Land Resources announced that a new system for land registration would be 
established and set a target date of 2017 for making land registration data publicly available. This will 
enable farmers to lease or transfer land or use land as collateral for equipment purchases. The 
government released a new plan in March 2014 that set a 60% urbanization target for 2020 and 
provides guidance for continued infrastructure development.6  
 
15. In July 2014, the State Council released a plan for reforming the household registration system 
and the rural land system. It aims to formalize the urban residency status of about 200 million migrant 
workers already in urban areas but not properly registered. It also anticipates formalization of urban 
residency of another 100 million citizens it expects will shift by 2020 from rural areas to urban centers. 
Rural citizens have been hesitant to give up their rural land rights before they obtain an urban 
household registration. The plan appears to have recognized this problem and specifies that rural 
dwellers cannot be forced to trade their rural land for the prospect of a formal right and registration to 
legally live in an urban area. Two government pilot programs have therefore been granting urban 
household registration to people who already have a stable job and a stable residence in urban areas 
(the Shandong Province pilot) or have either a stable job or a stable residence (the pilot in Jiangsu 
Province).  
 

D. Labor and Welfare 
 
16. In pursuit of the vision of a harmonious society adopted in 2004 by the central committee of 
the Communist Party, the government began expanding the country’s social safety net beyond urban 
areas to include rural citizens. It also increased spending to improve social services in rural areas. New 
programs introduced with central government subsidies have included (i) a rural fee reform that 
abolished agricultural taxes and fees; (ii) a funding guarantee mechanism that ensured school fees 
would be eliminated, funding for basic education in rural areas provided and quality of basic education 
improved; (iii) new rural cooperative medical schemes that now provide health insurance coverage to 
virtually all farmers; and (iv) income support for farmers under the rural minimum living standard 
guarantee (rural dibao) program.7 
 
17. With the same goal of improving people’s well-being, the government’s 12th five-year plan for 
2011–2015 paid particular attention to employment generation, income levels and distribution, social 
security, health care, and education. It made employment generation a strategic priority and strived to 
achieve full employment through the development of public services, modern industry, and other 
labor-intensive sectors. To improve labor relations, it aimed to increase minimum wages, and generally 
increase purchasing power. It viewed education as a public service necessary to achieve 
industrialization, urbanization, and regional development objectives. It sought to promote a unified but 
flexible labor market, accelerate the establishment of a social security system across rural and urban 
areas, and improve the basic health care system. It called for an increase in the proportion of public 
expenditure on public services and social security. The plan also called for the development of 
comprehensive information systems and improved implementation and evaluation mechanisms to serve 
all of these measures.  
 
18. The government programs begun in 2004 were huge. Free rural education was to be provided 
to 140 million students. The rural cooperative medical scheme now has more than 830 million 
participants, and the universal rural pension scheme has a potential beneficiary pool of more than 800 

                                                           
6  For instance, one goal is to connect all urban areas with more than 500,000 residents by high-speed rail by 2020. 
7  C. Wong. 2010. Fiscal Reform: Paying for the Harmonious Society. China Economic Quarterly. 14 (2). pp. 22–27.  
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million.8 Despite more than a decade of equalization efforts, however, the gap in services available in 
urban and rural areas and between more- and less-developed regions of the country remains 
stubbornly large.9  
 
19. The Third Plenum resolution was directed at addressing inequality in access to basic education 
through regulation and policy support from the central government. Local governments are to be 
responsible for implementing education programs, and social organizations to be permitted to help 
monitor and evaluate their progress in this task. The resolution aims to regulate the labor market and 
remove all institutional barriers to equal employment opportunities for rural citizens, women, and 
other disadvantaged groups. It also seeks to strengthen unemployment insurance. To improve income 
distribution, it proposes (i) adopting policies that do not unduly favor capital-intensive industrial 
sectors over labor-intensive ones, (ii) promoting a system that facilitates returns to all factors of 
production to be determined by the market, and (iii) formulating tax policies that will contribute to 
income-redistribution objectives.10 
 
20. The Third Plenum resolution calls for a reformed pension system that is to (i) combine 
government, employer, and individual contributions (suitably incentivized by tax exemptions);  
(ii) expand universal urban and rural welfare minimum living allowances; (iii) expand insurance 
coverage; and (iv) expand social services cover for at-risk groups—the elderly, children, and the 
disabled. Because such benefits will be costly, it also calls for better management of social welfare 
assets. The resolution also covers virtually all aspects of the health system by seeking to deal with 
shortcomings in basic diagnostics, encouraging rational modes of graded diagnosis and treatment, and 
making universal health insurance a goal. Another major feature of the Third Plenum resolution is to 
begin doing away with the country’s longstanding policy of limiting each married couple to only one 
child, and permitting a second child when at least one of the parents is an only child.  
 
21. Since the Third Plenum resolution was adopted in November 2013, the government has taken 
many steps to create a workforce that can help the PRC sustain its intended growth rates. In 2014, the 
Ministry of Human Resources and Social Security pledged to support this objective through training, 
aid, microfinance, and tax breaks. Some reforms, such as tax breaks and the designation of private 
hospitals as health care providers under existing health insurance programs, have been undertaken to 
induce private and foreign firms to invest in the health sector. The proposed changes to the one-child 
policy have also been substantially implemented—and policy is already shifting towards encouraging 
more births in view of the low fertility rates expected despite this relaxation and the country’s ageing 
population. However, the government may find it necessary to reapportion education and health care 
expenditure responsibilities between the central and local governments once the outcomes of ongoing 
fiscal reforms become clear.  
 
22. The State Council and the State Administration for Industry and Commerce have initiated pilots 
to incubate new businesses and generate employment opportunities. In February 2014, the State 
Council, the Ministry of Finance, and the Ministry of Human Resources and Social Security jointly 
released several opinions related to wage increases. By June 2014, 16 provinces had increased their 
minimum wage levels by an average of 14%. The State Council has also released guidelines for unifying 
urban and rural pension plans. This is now being piloted in some provinces.  
 

                                                           
8  Premier Wen Jiabao cited a figure of 835 million participants in the new rural cooperative medical schemes in his report to the 

National People’s Congress in 2011. This is much larger than the number of rural residents, but many migrant workers are 
enrolled in the rural scheme because they are ineligible for the urban medical programs.  

9  World Bank. 2014. Urban China: Towards Efficient, Inclusive and Sustainable Urbanization. Washington, DC. 
https://openknowledge.worldbank.org/handle/10986/18865 

10  For instance, these include an SOE tax to finance the narrowing of income gaps between urban and rural areas and regions 
and to support low-income populations. This is also consistent with a 2013 decision to transfer a portion of state-owned 
capital to replenish social security funds. 

https://openknowledge.worldbank.org/handle/10986/18865
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E. State-Owned Enterprises and Competition 
 
23. Since the mid-2000s, the PRC government has strived to (i) encourage development of 
homegrown corporate and financial institutions that can operate and compete internationally; and  
(ii) guide foreign investments into the high-end technology, advanced manufacturing, modern 
agriculture, and modern service sectors. The 12th five-year plan therefore articulated policies to  
(i) develop modern industry clusters; (ii) foster growth of information technology-based and other 
high-tech services; (iii) create a favorable environment for reform and growth of the services sector; and 
(iv) improve traditional industrial segments through application of new technologies, equipment, 
materials, and know-how. 
 
24. To reach these objectives, the 12th plan calls for (i) carrying out administrative reform to 
transform government functions and separate the role of government from the role of enterprises;  
(ii) channeling government investment into strategically important areas; (iii) increasing the market 
orientation of large SOEs by listing and reforming the ones that do not meet listing requirements, and 
(iv) promoting private investment. The plan seeks to promote research and development in critical 
technology areas and protect intellectual property rights (IPR) in science and technology.  
 
25. Although the PRC passed an anti-monopoly law in 2007, it has not been enforced. Competition 
regulators have not applied it to SOEs. As a result, a significant part of the economy has not been 
exposed to market forces. Although entry barriers have been lowered in many industrial segments, 
local jurisdictions continue to make this difficult for firms from another province or outside of the 
country. IPR protection is also weak. Enterprises continue to disregard patent, copyright, and trademark 
protections, even though the Third Plenum resolution of 2013 acknowledged that this kind of an 
operating environment provides unfair competitive advantage to some and stifles innovation all 
around. 
 
26. The Third Plenum resolution proposed to address SOE-related issues by establishing some 
separation between the state and SOEs in two ways—(i) promoting a mixed ownership model under 
which the state sells its shares in most industrial segments,11 and (ii) creating holding companies to 
manage the state’s shareholder interests in mixed ownership enterprises. The government views this as 
a way to shift the state’s role from managing industry to managing capital as a passive investor.  
 
27. To promote fairer competition, the Third Plenum resolution of 2013 proposed (i) withdrawing 
government intervention, including investment approvals, in areas that it believes the market can 
effectively regulate; (ii) stimulating fair competition and promoting equality in tax burdens between 
SOEs and other market participants; and (iii) applying the same laws and regulations for the PRC and 
foreign investments and keeping foreign investment policies stable, transparent, and predictable. 
Nonetheless, it sought to encourage the establishment of free trade zones. The Third Plenum resolution 
also seeks to improve growth opportunities for more competitive firms and refers to an improved 
system for managing bankruptcies and allowing weak firms to fail. 
 
28. Although the goals of the Third Plenum resolution are broad, actual implementation has 
created a perception that, in the case of fair competition, the government uses regulation to put 
foreign firms at a disadvantage and provide a competitive advantage to local competitors, whether 
private or state-owned.12 While the PRC appears to be expanding its regulation of technology markets, 
many of these cases have related to IPR protection in areas where foreign companies have deeper 
technological knowledge.13 SOE reforms are progressing mainly through dilution of state 

                                                           
11  Other than sectors considered important for national security, public security, and social welfare. 
12 E. Huber and E. Ennis. 2014. Competition with Chinese Firms Tops. China Business Review. 26 September. 

http://www.chinabusinessreview.com/competition-with-chinese-firms-tops-challenges-for-american-companies-in-china/ 
13  For instance, Microsoft has eight PRC company competitors that have been propped by government procurement. China IPR. 

2014. Microsoft under Chinese Antitrust Scrutiny? 29 July. http://chinaipr.com/2014/07/ 
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shareholdings, investigation of alleged corruption by some SOE officials,14 and setting concrete 
schedules for increased dividend payment to government. 
 

F. Environmental Protection 
 
29. The government has committed itself many times to doing more to protect the environment. 
The 12th five-year plan reiterated this pledge by committing the PRC to have due regard to ecological 
concerns and protection against natural disasters while pursuing the plans’ objectives of developing 
agriculture, industrial establishments, and other rural and urban infrastructures and assets. The 
government undertakes in the plan to (i) restrict industrialization and urbanization in ecologically 
sensitive regions; (ii) increase financial transfers from the central government to ecologically sensitive 
regions; (iii) include environmental impact assessments in the evaluation of development programs, 
especially those in ecologically sensitive areas; and (iv) accelerate the development of ecological 
compensation mechanisms. However, the plan left a broad system intact that motivates officials to 
focus on the results of short-term investment and GDP growth targets, often with little regard for the 
environment. 
 
30. Environmental conditions continued to deteriorate during the 12th plan period, and the Third 
Plenum resolution of 2013 aimed to put a halt to this trend. It acknowledged the need for the PRC to 
pay more attention than it had before to building a green society and to strengthen reforms to protect 
the environment. It proposed that environmental and ecological costs and benefits be included for 
investment decision-making in project and program appraisal systems. It also proposed that the 
government establish ecological protection and management systems, which would include (i) setting 
up of a unified registration database for all natural assets and identifying management responsibilities; 
(ii) establishing a lifelong accountability mechanism for environmental damage15 and waiving GDP 
targets for ecologically sensitive areas; (iii) developing market mechanisms that could help project 
proponents in internalizing environmental costs of projects;16 and (iv) making environmental data 
available to the public.  
 
31. Although the pace of implementation remains uncertain, these steps could make GDP growth 
more difficult in the medium term. Some environmental indicators continue to worsen. For instance, 
the percentage of days during which the air quality in 74 major cities across the PRC did not meet 
acceptable air quality standards rose to 26.9% in July 2014 from 19.5% in July 2013.17 
 
G. Linkages Between Reform Themes 
 
32. The task of implementing the PRC’s planned reforms is extraordinarily difficult. Each is 
complicated in its own right, but they are also interlinked, adding to the overall complexity of the 
effort. Table 1 shows the six broad economic reform theme areas—fiscal management, financial sector 
reform, rural and urban development, the labor and welfare system, SOE reform and competition 
policy, and environmental protection. It also illustrates how measures and tasks to be carried out under 
each theme link with other themes.  
  

                                                           
14  As part of the crackdown against corruption, more than 10,000 SOE officials are being investigated on bribery and corruption 

charges. Z. Yan. 2014. 10,300 probed in ongoing SOE corruption crackdown. China Daily. 1 August. 
http://www.chinadaily.com.cn/china/2014-08/01/content_18228083.htm 

15  This would make officials liable for approving environmentally unsustainable projects after project appraisal even after they 
leave their positions. 

16  This would emphasize the polluter-pays principle, aim to have natural resource prices reflect demand and supply, build in 
clean-up costs, build pollution compensation mechanisms, and build markets for environmental protection services and 
emissions trading.   

17  Reuters. 2014. China's air pollution worsens in July, highest in north. 19 August. http://in.reuters.com/article/2014/08/19/china-
pollution-idINL4N0QP2OM20140819 

http://www.chinadaily.com.cn/
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Table 1: Current Reform Initiatives in the People’s Republic of China  

Reform Themea Measures Linked Themes  
Fiscal Realign revenue allocation and expenditure responsibilities of 

central and local governments 
All 

 Arrange for central and local governments share powers in 
interregional projects 

Urban and rural 
development 

 Arrange for central and local governments share powers in 
social security through transfers 

Labor and welfare 

 Improve budget transparency  All 
 Improve adoption of multiyear budgets All  
 Establish a standardized risk warning system for government 

debts 
All 

 Strengthen audit of local government debt All 
 Adjust taxation encompassing energy-intensive and high-

polluting products 
Environmental protection, 
SOEs, and competition  

 Gradually raise the proportion of direct tax in the overall 
revenue 

All 

 Step up legislation of property tax Urban and rural 
development 

 Advance VAT tax reforms All 
 Advance reforms on resources tax and environment protection Environmental protection 
 Explore the development of local and municipal bond markets Financial  
 Integrate urban and rural basic pension Financial, labor and welfare 
 Explore policy for gradually raising the retirement age Labor and welfare 
Financial 
sector 

Explore the development of local and municipal bond markets Fiscal  
Establish disaster insurance schemes Fiscal  

 Allow qualified private capital to set up small and medium-
sized commercial banks 

Fiscal, SOEs, and 
competition 

 Establish deposit insurance system Labor and welfare 
 Accelerate interest rate liberalization SOEs and competition 
 Advance exchange rate liberalization SOEs and competition 
 Accelerate capital account opening SOEs and competition 
 Gradually improve the convertibility of cross-border capital 

and financial transactions 
SOEs and competition 

 Establish foreign debt and capital flow management SOEs and competition 
 Liberalize IPO approvals and implement IPO registration system SOEs and competition 
 Foster equity bond market development SOEs and competition 
Urban and 
rural 
development 

Register land rights for rural residents Labor and Welfare 
Allow the transfer of rural collective land Fiscal, SOEs and competition 
Unify the market for urban and rural land for construction by 
equalizing the rights of rural collectively-owned land and 
state-owned land 

Labor and welfare, SOEs and 
competition 

 Improve leasing, transfer, and mortgages in the secondary 
land market 

Labor and welfare, SOEs and 
competition 

Labor and 
welfare 

Relax the household registration system. Relax overall control 
on farmers settling in towns and small cities. Relax restrictions 
on medium-sized cities in an orderly manner. Establish 
requirements for rural residents to obtain household 
registration in large cities. Strictly control population size in 
municipalities 

Fiscal, urban and rural 
development 

 Relax one-child policy. Allow couples to have two children if 
one of them is a single child 

Labor and welfare, rural and 
urban development 

 Gradually narrow the rural–urban and regional gaps in 
education and resource allocation 

Fiscal 

 Expand financial sources for public health care by integrating 
urban and rural basic health care insurance systems 

Fiscal 
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Reform Themea Measures Linked Themes  
SOEs and 
competition  

Promote market-oriented reforms in SOEs through corporate 
governance, information disclosure, and separation of market 
functions 

All 

 Eliminate administration in economic activities where markets 
function properly 

All 

 Establish several state asset operation companies to oversee 
and manage SOEs 

Fiscal, financial  

 Transfer part of the SOE capital to social security funds. 
Require SOEs to submit 30% of profits to the government by 
2020 

Fiscal  

 Open up markets for more competition through private and 
foreign capital participation in public utilities, 
telecommunications, railway, banking and finance, and legal 
services 

Fiscal, financial 

 Foster development of the Shanghai pilot free trade zone and 
explore other free trade areas 

Financial  

 Introduce market-based pricing mechanisms in the water, 
electricity, natural gas, petroleum, telecommunications, and 
transport sectors 

Fiscal, environmental 
protection  

Environmental 
protection 

Set up a unified database for all natural assets, and identify 
management responsibilities 

All  

 Establish lifelong accountability mechanism for decisions by 
officials that lead to environmental damage 

All  

 Develop market mechanisms that can help project proponents 
in internalizing environmental costs 

All  

 Make environmental data publicly available All  
IPO = initial public offering, SOE = state-owned enterprise, VAT = value added tax. 
a The six themes are (i) fiscal reforms through improved fiscal management by redefining relations between central and local 

governments, improving budget management processes, and broadening sources of finance to local governments;  
(ii) financial sector reforms that can channel private capital into the commercial banking system, liberalize interest rates, 
strengthen capital markets, increase exchange rate flexibility, and liberalize capital account convertibility; (iii) rural and urban 
development reforms to be achieved by unifying the market for rural and urban construction land and creating a secondary 
land market; (iv) labor and welfare reforms to be delivered through relaxation of the household registration system, the one-
child policy, and other initiatives aimed to improving social protection and access to and affordability of education, health 
care, and public utility services; (v) SOE and competition reforms to be carried out through SOE restructuring, the opening up 
of markets to private and foreign capital, and introduction of market-based pricing mechanisms; and (vi) environmental 
protection reforms to strengthen management of natural resources and encourage social capital in environment protection.  

Source: Asian Development Bank Independent Evaluation Department. 
 


