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Executive Summary 
 

As economic power is shifting from West to East, China is undergoing a massive 

transformation. The country is being transformed from an investment-driven, 
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Executive Summary 
 

As economic power is shifting from West to East, China is undergoing a massive transformation. 

The country is being transformed from an investment-driven, heavy-industry based economy, to 

one where internal economic dynamics and consumption will support it in the 21st Century. 

Through our research, we examine the rise of the Chinese consumer in China’s ambition to 

transform its economy and attain sustainable growth. In this report, we examine the emergence 

of the Chinese consumer, the economic opportunities and risks associated with this trend, as well 

as the investment opportunities available for investors looking to tap into the Chinese consumer. 
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“The Journey of a Thousand Miles Begins with a Single Step” –  

The Changing Chinese Economy 
 

China has experienced solid economic growth since the global economy stepped back from 

the abyss and the global recovery began. Since 2010, China’s real GDP has grown on 

average at 8.08 percent.  

 

As the global economy emerged from the 2007/2008 financial crisis, China not only 

emerged unscathed, but has been a key engine of economic growth for the global economy 

since then. During this time, the country implemented policies that increased infrastructure 

investment by the Chinese government and state-owned enterprises (“SOE”), as a 

substitute for sluggish private sector capital spending.  However, this trend has begun to 

reverse, as a shift from an investment-driven economy to a consumption-driven one, is 

currently underway. In Beijing’s 13th Five-Year Plan (“Plan”) unveiled in 2016, the 

Chinese government has unveiled policies to prompt investment and infrastructure-driven 

economic activities to take a back seat, and in turn, promote the emerging Chinese 

consumer to become the cornerstone of the Chinese economy. In fact, over the past several 

years, investment growth has fallen from a high of 19.60 percent in 2009, to 6.52 percent 

in 2016. In contrast, consumption rose from 4 percent in 2010, to 5.8 percent in the first 

half of 2017.  
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In the near term, growth is projected to slow, as excess capacity in the manufacturing and 

industrial sectors becomes more apparent, and as investment becomes less of an economic 

driver. Furthermore, the Chinese property markets, which has been a major source of 

economic growth up until 2016/2017, has also slowed it’s pace, as Beijing introduces 

macro-level measures to cool the market. It is expected that this slowdown in the Chinese 

housing markets will also weigh on Chinese growth in the near term. 

 

Going forward into 2020 and beyond, Chinese growth will remain high, in relation to the 

global economy, but long-term GDP will begin to slow. As China’s population ages, and 

as the economy shifts towards a consumption-driven one, Chinese GDP will moderate, 

especially in relation to its historical growth. In order to make a smooth transition, in the 

near term, the Chinese government is expected to tighten monetary policy to help reign in 

asset bubbles and curb excess risk in both the financial markets and real economy. In turn, 

Beijing is expected to shift focus and use fiscal policy as a replacement to help support 

long-term economic growth. For the longer term however, China has begun to put in place 

economic and social reforms in order for its economic growth to be more sustainable and 

inclusive. In terms of economic reforms, China has implemented policies to increase the 

number of sectors that will benefit from government-sponsored support for innovation, as 

well as improving corporate governance of SOEs to ensure operational efficiency. When 

it comes to social reforms, China has undertaken initiatives to ensure that the country’s 

growth is inclusive for all Chinese citizens. The government has increased public funding 
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Figure 2: Chinese Investment Growth
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for childcare and education, as well as revamped the social security system to increase 

social transfer payments to poorer, rural areas of the country. 

 

As China converges towards “Advanced Economy” status, investment has begun to slow, 

leading to diminishing returns for capital, while labour’s share of income has increased 

instead. This has created a trend that has led to higher wages and more income for Chinese 

workers, as well as higher standards of living, even among the rural poor. Additionally, the 

economic rebalancing has led to a shift in economic activity, where services are quickly 

becoming more prominent in the economy, as manufacturing begins to take a back seat. 

 

Furthermore, in the past, the Chinese economy has also depended on external demand from 

foreign economies. Foreign firms would establish production and assembly plants in China 

to exploit the country’s low-cost labour pool, and create goods for export and foreign 

consumption. Similar to the diminishing importance of China’s manufacturing industry, 

this trend is quickly reversing as well, as a larger number of foreign and domestic 

companies now see China as the next emerging consumer market, rather than “the world’s 

factory”. This can be seen in the fact that as China becomes wealthier, demand for foreign 

high-tech goods among Chinese citizens has grown substantially, rising to over 50 percent 

of total imports in 2014, while low-tech imports have fallen to just under 10 percent during 

the same time.  
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With this shift towards high-tech goods, the share of high-tech exports have also increased 

substantially over the last two decades as well. Since 1992, high-tech exports have risen 

from 10 percent to nearly 40 percent of total exports, while the share of low-tech exports 

have fallen dramatically, from 70 percent to under 40 percent during the same time. 

As Chinese firms move up the global value chain, they are becoming more involved in the 

various processes of production, which has increased the country’s share of value added 

economic activities in the global economy. This can be seen in the fact that the share of 

foreign company exports, as well as foreign company processed trade within China, has 

fallen gradually since the peak of 2006, to 44 percent and 34 percent respectively, as of 

2016.  
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As China turns inward to generate economic growth, the shift in foreign direct investment 

(“FDI”), from export-driven manufacturing and industrial sectors to the services sector, 

has become more pronounced. Since 1992, services as a percentage of GDP has grown 

substantially to account for over 50 percent of GDP as of 2016. This expansion of the 

services sector within the economy has been supported by an increase in FDI, into the 

Chinese services sector, over the last decade. Since 2006, FDI in the Chinese services 

sector has risen from 40 percent to 70 percent in 2016, while FDI in the manufacturing 

sector has fallen from 50 percent to 25 percent during the same time. Thus this shift in FDI 

supports the notion that China is serious about having its internal economic dynamics be 

the driver of economic growth in the future.  
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Figure 5: Chinese Trade Structure 
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Figure 6: China's GDP Compsition

Services vs. Industry
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Figure 7: Foreign Direct Investment in China 

Manufacturing Services
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As these trends continue, it is estimated that at these growth levels, China’s GDP will 

account for…. 

 

If you are interested in finding out more about the emerging 

Chinese consumer, visit our store at 

https://www.economicsglobal.com/products for the full report. 
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