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ESG Insight

ASIA

•	An	important	leadership	change	is	about	to	occur	in	China,	a	country	notable	for	its	significant	political	
involvement	in	corporate	affairs.	This	Insight	identifies	projected	policy	developments	as	a	result	of	this	
change	and	highlights	those	developments	most	relevant	to	investors	trying	to	navigate	through	China’s	
complex	economic	and	political	system.

•	Given	 China’s	 factional,	 patron-based	 political	 system,	 the	 significant	 decision-making	 authority	 of	
individual	 Chinese	 political	 figures	 cannot	 be	 underestimated.	 In	 this	 context	 leaders’	 personal	 views	
and	backgrounds	can	influence	key	areas	of	focus	within	the	new	regime.

•	A	 reading	 of	 the	 tea	 leaves	 shows	 how	 the	 landscape	 for	 responsible	 investment	 could	 change	 over	
the	next	decade.	An	expected	policy	 focus	on	 certain	ESG	 issues,	 including	 food	 safety	and	bribery	and	
corruption,	may	alter	the	risk	profiles	of	certain	companies	and	industries,	with	implications	for	investor	
engagement.

There has been no shortage of intrigue surrounding the biggest shift in power in China in the past decade. 
This year one of China’s leading political figures, Bo Xilai has fallen from grace. Then, for two weeks in 
September, Xi Jinping, who is widely expected to take the top leadership position, disappeared from the 
public eye entirely, leading to speculation over his health or potential assassination attempts. Even the 
date set for congress to determine the new leaders was temporarily cast into doubt due to Xi’s absence.

This shift in power is of considerable importance in a country where individual political figures have 
significant decision making authority and where partially privatized, state-owned enterprises (SOEs) 
dominate important economic sectors. The transition in leadership is therefore likely to shift the business 
landscape for many leading companies and their investors, shaping selected environmental, social and 
governance (ESG) risks and opportunities.

Background
The People’s Republic of China (PRC) is currently the largest emerging market and also the largest single-
party dominated country in the world. The Chinese Communist Party (CCP) has been gradually promoting 
its intra-party democracy and broadening responsibility for decision making among top leaders. Yet, 
due to the lack of an effective system of checks and balances and the prominence of factionalism, 
personal interests and connections, top CCP leaders still play a significant role in making policy decisions 
compared to individual leaders in most other countries. Given the high degree of individual involvement 
in the policy making process, it is likely that Chinese leaders’ educational backgrounds and personal 
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experiences will foreshadow their future leadership styles and priorities — inevitably having an impact 
on the business and investment landscape in China for the coming decade.

The CCP will name China’s fifth generational leadership at its 18th National Congress on November 
8, 2012. Assuming there are no more last-minute surprises, current Vice-President Mr. Xi Jinping and 
Executive Vice-Premier Mr. Li Keqiang will be elected as the new leaders of the CCP and selected as the 
next President1 and Premier2 respectively. Their official government titles will be confirmed after the 
12th National People’s Congress to be held in March 2013. According to the CCP’s unwritten rule and 
tradition that top leaders retire before the age of 70, both Xi and Li will likely serve two terms for a total 
of 10 years.

Key Findings
Both Xi and Li’s educational and personal backgrounds are, in some ways, quite different from their 
predecessors Hu Jintao and Wen Jiabao. While radical changes in policy are unlikely, there are some areas 

1 The President of the PRC, formerly called Chairman of the PRC, is a ceremonial office and a part of the State institution under the 
National People’s Congress (NPC). Its incumbent is the head of state of the PRC.

2 The Premier is the highest administrative position in the Government of the PRC, and is responsible for organizing and administering 
China’s civil bureaucracy.

Hu Jintao, chief of the fourth 
generation of CCP leadership, 
2003-present. After graduating 
in engineering from Tsinghua 
University, Hu has been continuously 
involved in the CCP regime. Notably, 
Hu is the first leader of the CCP 
without any significant revolutionary 
credentials. 

During his term, Hu reintroduced state control in some 
sectors of the economy that were relaxed by the previous 
administration, and has been conservative with political 
reforms.

Xi Jinping, ethnic Han, native of 
Fuping, Shaanxi Province, born in 
June 1953. Xi was sent to perform 
rural labour in Yanchuan County, 
Shaanxi province, from 1969 to 
1975. As a graduate from Tsinghua 
University with a PHD in law, Xi 
has actively promoted the socialist 
concept of rule of law. He is known 
for his tough stance on corruption 
and his openness to market economy reforms. Xi was the 
long-time head of Fujian province, Zhejiang province and 
Shanghai. As the son of a communist veteran, Xi is a member 
of “The Princelings”. Xi currently serves as Vice President and 
is expected to succeed Hu Jintao as General Secretary and 
President in 2012 and 2013, respectively.

Wen Jiabao, sixth CCP Premier, 2003-present. Wen has a 
background in geology and engineering. With his commoner 
background and  populist approach to policy, Wen has been 
dubbed “the people’s premier” by both domestic and foreign 
media. He has advocated for a more balanced approach in 

developing China’s hinterland 
regions, and advancing policies 
favouring farmers and migrant 
workers.

Li Keqiang, ethnic Han, native of Dingyuan, Anhui Province, 
born in July 1955. Li was sent to perform rural labour in Fengyang 
County, Anhui province, from 1974 to 1978. As a graduate from 
Peking University with a Doctorate of Economics, Li’s official 
portfolio includes economic development, price controls, finance, 
climate change, food safety and 
macroeconomic management. 
He was long-time head of Henan 
province and Liaoning province. Li 
currently serves as the first ranked 
Vice-Premier and is expected to 
succeed Wen Jiabao as Premier in the 
“fifth generation” of CCP leadership.
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where anticipated change may increase companies’ exposure to ESG-related risks and opportunities. 
Key expectations can be summarized as follows:

• The CCP will retain its absolute control over China. Therefore, human rights (especially political 
rights) will remain limited and labour unions will continue to be led by the Party;

• The concept of “rule of law” will be strengthened and key players in the market economy will be 
protected via the judiciary system, coinciding with a tightening of regulation and enforcement 
with respect to corruption and insider trading;

• SOE reform will further reduce the dominance of monopolies in sectors not considered strategic; 
• Scientific development will continue to underpin China’s economic policies, with a further 

emphasis on sustainability and quality of growth rather than simply pace of growth;
• To promote social cohesion and a more equal distribution of benefits from economic growth, 

rural and agricultural issues will receive more attention; 
• The new leaders are expected to regulate and address food safety issues with rigour;
• Fujian, Zhejiang, Shanghai, Henan and Liaoning provinces will likely gain preferential support for 

their development under Xi and Li’s leadership, favouring certain industries and companies.

Key areas of change
1. Not democracy, but rule of law
Some western observers expect radical political reform under the “Xi and Li Administration,” however, 
the reality may be more measured. 

Xi’s father was one of the founding leaders of the CCP, where his family ties are deeply rooted. Any push 
towards western-style democracy would entail the CCP giving up its dominating power in China. Such 
change would damage many existing factions, especially “The Princelings,”3 of which Xi is a member. It is, 
therefore, reasonable to predict that political rights will remain very limited and democratic principles 
or pluralism will only further develop within the confines of the CCP, if at all. In essence, the concept of 
“human rights” in China will remain fundamentally different from that of western societies, especially 
in terms of political rights and labour unions, which are controlled by the Party.

In contrast, the concept of “rule of law” may be strengthened in China going forward. Xi has a PhD in 
law from Tsinghua University, the top Chinese university, whereas most of his predecessors have an 
educational background in engineering and sciences. From 2003 to 2007, when Xi was the leader of 
Zhejiang province, he actively implemented a series of initiatives to promote the “socialist concept 
of the rule of law,” highlighting the development of a law-based market economy. The promotion of a 
business environment where rights can be effectively enforced via the judiciary system may be seen as 
an important strategic goal to prepare Chinese corporations for global competition, which is expected 
to increase through its adherence to the World Trade Organization (WTO). Overall, Xi’s background 
suggests a potentially stronger emphasis on corporate governance reforms in the future, along with 
stricter regulation on business corruption and insider trading.

From an ESG perspective, this greater emphasis on rule of law should increase companies’ exposure 
to enforcement actions, particularly in sectors traditionally prone to corruption in China such as 
transportation, telecommunication, real estate, and financials. The risk profile of companies with weak 

3 The Princelings, also translated as the Crown Prince Party, are the descendants of prominent and influential senior communist 
officials in the PRC. 
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preparedness and/or track records (i.e. no anti-corruption policies or whistleblower programs) should 
worsen unless they adapt. These companies include: Sany Heavy Equipment International Holdings 
Co Ltd (0631: HK), China Mobile Limited (0941: HK), Evergrande Real Estate Group Ltd (3333: HK) and 
Postal Savings Bank of China (IPO in progress).

2. SOE reform and anti-monopoly regulation
SOEs play a significant role in the CCP’s rule in China; not only do they control the most important sectors 
in China (banking, oil and gas, telecom, electricity, railway, tobacco, etc.), but they also contribute huge 
revenues to the Party. Furthermore, most of those SOEs are led or controlled by “The Princelings.” 
Many experts and organizations, including the World Bank, have urged further reform of Chinese SOEs, 
including measures to adjust their access to public resources, introduce modern corporate governance, 
and implement ownership diversification where necessary. 

Among the companies on the “Top 500 Chinese Company List 2012” (published in September 2012), 316 
were SOEs whose total revenue accounted for 83 per cent of the overall revenue of the top 500. “Red chip 
stocks”4 also play a significant role in the Hong Kong Stock Exchange (SEHK). As of August 31, 2012, there 
were 108 red chip stocks listed on the SEHK, representing 56.6 per cent of the total market capitalization.

The progress of SOE reform in China has been relatively stagnant for some time. However, in order 
to further promote Chinese economic development potential in accordance with the WTO, Xi and Li 
have to accelerate reform, gradually reducing and eventually breaking down the largest monopolies (or 
franchises) in industries controlled by SOEs. 

The banking sector will probably be the first target. In 2012, current Premier Wen Jiabao called for 
breaking the banking monopoly, whose vast profits had hindered the development of small and medium 
enterprises (SME) and fueled public anger in China. Thus, the Chinese “big four” banks, Industrial and 
Commercial Bank of China (1398:HK), Bank of China (3988:HK), China Construction Bank (0939:HK), 
and  Agricultural Bank of China (1288:CH), will likely face considerable changes in their positioning.

According to its WTO accession commitments, China liberalized its retail and wholesale market of 
refined oil in 2004 and 2006 respectively; however, so far nearly 80 per cent of the crude oil sources in 
China are still controlled by the three Chinese national oil companies (NOCs): China National Petroleum 
Corporation (CNPC) with listed PetroChina (SEHK: 0857, SSE: 601857, NYSE: PTR); China Petroleum & 
Chemical Corporation (Sinopec Group) with listed Sinopec Limited (SSE: 600028, SEHK: 0386, NYSE: 
SNP, LSE: SNP); and China National Offshore Oil Corporation (CNOOC Group) with listed CNOOC Limited 
(SEHK: 0883, NYSE: CEO). Due to prevailing strategic national interests, it is unlikely that major oil and 
gas monopolies will be broken down in the near future. The tobacco sector monopoly, which contributes 
significant revenue to the government, is also not likely to change due, in part, to the fact that Li’s 
brother is the deputy head of the State Tobacco Monopoly Administration. 

3. Prioritizing sustainable development
While ultimately in charge of economic development, as future Premier, Li’s background bodes well for 
sustainability interests. Li is the executive vice-leader of The National Leading Group to Address Climate 
Change and Energy Conservation and Emission Reduction of China and the Chairman of China’s National 
Committee on Biodiversity Conservation. 

4 Red chip stocks are the stocks of mainland Chinese companies incorporated outside of mainland China and listed in Hong Kong. 
The actual business is based in mainland China and controlled, either directly or indirectly, by the central, provincial or municipal 
governments of the Peoples’ Republic of China. The word “red” represents the PRC and the Chinese Communist Party. 
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For most of the past decade, the CCP has upheld the concept of scientific development as a guiding 
principle, which is closely aligned with sustainability interests. This principle will continue to guide Li’s 
economic policies, creating a greater emphasis on environment-friendly and energy-efficient development.

In China’s Five-Year Plan for National Economic and Social Development (2011-2015), seven strategic 
emerging industries were targeted for sustainable development initiatives including: next-generation 
information technology, bio-industry (including medical, biomedical engineering, agricultural and 
manufacturing applications), high-end equipment manufacturing, alternative energy and materials, 
and energy-efficient automobiles. The Chinese central government will set up a special fund to boost 
development in those emerging industries, and local governments are designing a range of preferential 
policies, subsidies and loan arrangements, in addition to encouraging foreign investment.  

Beijing Capital Co., Ltd (600008: SSE), Fujian Longking Co., Ltd (600388: SSE), and Tianjin Capital 
Environmental Protection Group (600874: SSE) along with electric auto manufacturer, BYD Co Ltd (1211: 
HK, 002594: SZSE) are expected to benefit from such policies. We note that currently Chinese solar 
and wind power industries are struggling due to domestic over-production and frequent anti-dumping 
lawsuits overseas.

4. Investment in rural and agricultural development
Both Xi and Li may have personal interests in rural and agricultural issues, as they both have had past 
experience as farm workers. Under Chairman Mao Zedong’s “Down to the Countryside Movement” during 
the Cultural Revolution, Xi was sent to perform rural labour in Yanchuan County, Shaanxi province, from 
1969 to 1975; similarly Li was sent to Fengyang County, Anhui province, from 1974 to 1978. Given the 
tradition of respecting one’s personal history in China, these experiences are likely to motivate Xi and Li 
to reduce rural poverty and develop the Chinese rural economy.

China’s National Report on Sustainable Development 2012 incentivizes sustainable agricultural productivity, 
providing agricultural companies with significant market opportunities. As such, a number of public 
companies are well positioned to capitalize on this trend, including: China Agri-Industries Holdings 
Ltd. (606: HK), China Foods Limited (506: HK), China Green Holding Ltd. (904: HK), China Mengniu 
Dairy Company Ltd (2319: HK), Inner Mongolia Yili Industrial Group Co. (600887: SSE), Fujian Sunner 
Development Co. Ltd (002299: SZSE), and Shandong Minhe Animal Husbandry Co. Ltd (002234: SZSE).

5. Crackdown on food safety issues
As the current head of the Food Safety Commission under the State Council, Li faces significant political 
risks stemming from food safety scandals. The public deeply mistrusts the government’s ability to 
supervise the food market. In fact, public outrage over these issues is reaching a boiling point, and any 
further food safety crisis could undermine public confidence in Li, jeopardizing his political prospects. 
Against this backdrop, companies involved in food safety scandals can expect a heavy-handed response. 
Li has called for strict and harsh punishment in response to food safety violations and has strengthened 
supervision to ensure food safety in China. 

Food safety scandals in China can have the detrimental effect of destroying corporate reputations, 
undermining brands, and raising costs. The cases of Sanlu Group (Non-listed), Ajisen (China) Holdings 
Limited (538: HK) and Henan Shuanghui Investment & Development (000895: SZSE) show how these risks 
directly affect investment returns, while the gelatin capsule scandal in April 2012, implicating at least 10 
companies, highlights the changing political stance and increased penalties that companies face.
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Two companies with relatively high risk exposure to food safety issues are China Yurun Food (1068: HK) 
and Synear Food Holdings Limited (SYNF: SP), both of which are meat processors. For a detailed analysis 
of the exposure and preparedness of Chinese food companies see our August report China’s Food Safety 
in 2012--Assessing the Increased Risks.

6. Regional emphasis on Fujian, Zhejiang, Shanghai, Henan and Liaoning
Factionalism is one of the most distinct features of Chinese communist politics and is prevalent across 
the regime. Each Chinese leader forms his/her own faction which usually includes relatives, friends, 
classmates, and colleagues in order to secure his/her position and power, especially during intra-party 
conflicts. Xi was the long-time head of Fujian province, Zhejiang province and Shanghai, while Li was 
long-time head of Henan province and Liaoning province. Thus, when they assume the top leadership 
positions, it is likely that those local regions where they have former connections will gain preferential 
support for their economic and social development.

• Fujian province was home to Xi for almost 17 years and he has actively promoted Fujian’s 
economic cooperation with Taiwan. Therefore, the region’s leading industries including, 
electronics, machinery manufacturing and petrochemicals are likely to benefit including 
companies such as: Hon Hai Precision Industry Co., Ltd. (trading as Foxconn, 2317: Taiwan), 
Tsann Kuen Enterprise Co Ltd (2430: Taiwan), and Formosa Plastics Group’s Formosa 
Petrochemical Corp (6505: Taiwan), Formosa Plastics Corp. (1301: Taiwan) and Formosa 
Chemicals & Fibre Corp. (1326: Taiwan). 

• Zhejiang province will continue to be the most important private sector hub in China and will 
likely be the first pilot province for private finance reform with Xi’s strong support. On  April 
26, 2012, Wenzhou Finance Comprehensive Reform Pilot Area was announced and private 
capital is tagged for investment in the banking, securities and insurance sectors.

• Shanghai has long been the financial centre of China and its positioning as a global financial 
hub will continue to thrive under Xi’s leadership. By 2015, Shanghai is expected to be the 
global centre for RMB-denominated product innovation, trading, pricing and liquidation, 
and Shanghai’s annual financial market turnover is expected to reach RMB 1000 trillion yuan 
(excluding the foreign exchange market).

• Henan province was home to Li for about six years and his historical plans to promote 
“industrialization, urbanization, and agricultural modernization” in the province will presumably 
benefit from his increased authority moving forward. Henan Shuanghui Investment & 
Development Company Limited (000895: SZSE), Henan Shenhuo Coal & Power (000933: SZSE), 
and Anyang Iron & Steel Inc (600569: SSE) are the leading local listed companies in Henan.

• Liaoning province’s industrial structure and shantytowns top Li’s list of local improvements. 
Currently the province is revitalizing an old industrial base in Northeast China through the 
high-end equipment manufacturing industry. Dalian Port (PDA) Company Limited (2880: 
HK), Liaoning Chengda Company Limited (600739: SSE), Bengang Steel Plates Company Ltd. 
(200761: SZSE) and Dalian Zhangzidao Fishery Group Company Limited (002069: SZSE) are the 
leading local listed companies in Liaoning.

 

http://www.sustainalytics.com/sites/default/files/chinasfoodsafety_august2012_0.pdf
http://www.sustainalytics.com/sites/default/files/chinasfoodsafety_august2012_0.pdf
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Responsible Investment in China 
Although responsible investment is still a premature concept in China, local companies have been 
gradually realizing the importance of corporate social responsibility (CSR). In 2011, the State-owned 
Assets Supervision and Administration Commission of China urged all central government-owned 
enterprises to voluntarily publish CSR reports by the end of 2012. Such a requirement could potentially 
be extended to other SOEs and even to the private sector under the Xi and Li administration. With greater 
disclosure there will be increasing opportunities for international responsible investors to engage with 
Chinese companies on ESG issues in the future. 

Selected strategies for investors include the following:

1. Assess company preparedness in emerging areas of ESG risk exposure: For companies 
operating in sectors that are expected to be negatively affected by new policy priorities, a 
careful assessment of a company’s preparedness and track record is recommended. Issues of 
particular relevance include corruption, business ethics and food safety.

2. Review sectors and companies that may benefit from policy reforms: Companies that 
support broader policy goals (sustainable growth, reducing energy dependency, promoting 
rural development) are expected to benefit from policy trends during the next decade. Strong 
ESG credentials may help identify leaders that are best positioned to benefit from those 
developments.

3. For investors active in company dialogue and engagement, the following could be considered: 
a. Select flexible and feasible engagement strategies for SOEs and private companies.  

Many SOEs, particularly those in strategic industries, are very much an extension of the 
state. So in many cases it would be appropriate to extend dialogue and engagement to 
government agencies, even where a similar engagement in other countries would strictly 
be handled as a corporate engagement.

b. Strategically engage with industry associations. As Chinese government agencies are 
still not very comfortable being contacted by foreigners directly (due to either language 
barriers or political concerns) it may be preferable for international investors to engage 
with key industry associations such as the Securities Association of China (SAC) and the 
China Enterprise Confederation/China Enterprise Directors Association (CEC/CEDA), which 
may support communication with relevant policy makers. 

c. Pursue engagement on issues of environmental and political importance. SOEs and 
private companies, along with government agencies, are likely to be more responsive to 
engagement on sustainable growth, energy efficiency, rural development and business 
ethics (anti-corruption). Companies may welcome the opportunity to learn from global 
best practices as highlighted by investors.

d. Select targeted engagement topics in areas of mutual interest. Discussions with food 
and agriculture companies on issues such as food safety, or with financial companies on 
improved governance and risk control are likely to be well received by companies and 
may result in tangible progress.

e. Be mindful of thornier issues, which are less likely to yield results. While anticipated 
legal reforms are welcomed, the reality that the underlying political regime will remain 
fundamentally intact signals more challenges to come on human rights engagement.  
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