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2012 was a crucial year for economic restructuring in
China.The country has witnessed again a moderation
in its economic growth under both internal and
external pressures. Looking at the global economic
climate, sluggish consumption in the developed
countries of Europe and the United States led to the
decline in total international demand, and this has had
a serious negative impact on China’s export trade. In
terms of its domestic economy, the state continued to
curb rising house prices by implementing cooling
measures involving home purchases, bank loans and
tax increments. However, such over-regulation has
caused bottlenecks in related industries, and has also
served as an early warning of a financial crisis for local
governments. In order to cope with the evolving
economic issues, new fiscal and monetary policies
have been adopted by the Chinese government, which
signal a material structural adjustment of the Chinese
economy in the future.

China’s double-digit economic growth in the past few
years was brought to an end in 2012 when the country
experienced seven consecutive quarters of GDP
shrinkage. Over the past 14 quarters, China’s GDP
growth hit its lowest point in the third quarter of 2012,
at 7.4%. In 2012, China was ranked second in the
world in terms of GDP performance, with its GDP
expanding at a year-on-year growth rate of 7.8%,
which was 1.4 percentage points lower compared
tothe growth rate achieved in 2011, to reach
RMB51,932.2 billion. The country also experienced
slowdowns in import and export trade growths, which
registered year-on-year increases of 2.6% and 7.9%,
respectively, down by 2.8 percentage points and 12.4
percentage points, respectively, as compared to the
growth rates achieved in the previous year.
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Following the closing of the 18th National Congress of
theCommunist Party of China on 14 November 2012,
China is expected to face profound changes in its future
development strategies and economic policies. It was
reported in the 18t National Congress that China’s
future economic strategies would be more pragmatic,
which is set to steer the transition from the high-speed
growth strategy advocated over the past three decades
to a stable growth pace. More attention will be paid to
the quality of economic development rather than the
mere pursuit of growth numbers, by focusing on the
increase of individual incomes and ensuring and
improving people’s well-being. Its ultimate goal is to
establish a ‘xiaokang’ (moderately well-off) society by
2020, with its per capita income of urban and rural
residents doubling that achieved in 2010. Based on the
abovementioned development strategies, China’s
economic development strategies for the future will
include the following key aspects:

* Economic policies concerning people’s livelihood.
In theyears to come, the Chinese government will
contribute moretowards the aspects that concern
the basic welfare needs of the people, including
education, employment, equitable income
distribution, medical and social security, housing,
energy conservation and emission reduction, in
order to improve people’s livelihoods through
further transformation of the economic
development model.

* Fair distribution of social wealth. Unlike the past
strategy of ‘letting some people get rich first’, the
18th National Congress further stressed the
importance of the fair distribution of social wealth
to maintaining social stability. It was reported in
the 18t National Congress that China would
increase the proportion of individual incomes in
the distribution of national income, raise the
proportion of labour renumeration in the primary
distribution, and launch a series of reform
measures against the inequality of income
distribution brought about by incomes from
corrupt practices, rent-seeking and monopolistic
activities.

* Expansion of the middle class. The report
delivered at the 18th National Congress explicitly
stated that an expansion of the middle class is key
to realising an income doubling. In the future,
China will continue to implement a structural tax
cut policy for enterprises in order to boost the
growth of corporate and personal disposable
incomes, create more employment opportunities
and expand non-governmental investment and
consumption to promote economic development
and improve living standards.
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* New-style urbanisation. Based on the expections
for urbanisation stated in the report delivered at
the 18th National Congress, urbanisation will
create huge potential for enlarging domestic
demand. China will further promote urbanisation
under the strategies of environmental protection
and joint development of large-, medium- and
small-sized cities. Urbanisation fuelled by tourism
development is one of the key paths towards new-
style urbanisation, which is to be mainly driven by
the formation of industrial clusters and consumer
spending induced by tourism development.

In 2012, under both internal and external pressures,
China suffered from an economic downturn and a
sharp decline in food prices. Coupled with its
distinctive cyclical price fluctuations, China’s
consumer price index was 2.4%, down by 2.8
percentage points compared with 2011.

In 2012, the People’s Bank of China lowered its
benchmark interest rates in June and July, to gradually
accelerate the marketisation of the interest rates. On 7
June 2012, the People’s Bank of China reduced the
one-year deposit and lending rates by 0.25 percentage
points, adjusting the lower limit of the floating range
of lending rates to 0.8 times as much as that of the
benchmark interest rate. In July 2012, the People’s
Bank of China further adjusted the lower limit of the
floating range to 0.7 times as much as that of the
benchmark interest rates, which increased
competition among the banks in order and to
encourage more rational lending strategies.
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Tourism Demand

In 2012, total visitor arrivals to China registered a
year-on-year growth of 11.4% to hit approximately 3.1
billion, with aggregate tourism receipts recorded at
RMB2.59 trillion, up 14.8% compared to the previous
year. Arrivals from the domestic segment grew at a
year-on-year increase of 12.1% to reach approximately
2.96 billion, generating a tourism
approximately RMB2.27 trillion, with a year-on-year
growth of 17.6%.

revenue of

In 2012, the number of outbound travellers in China
reached approximately 83 million, translating into a
year-on-year growth of 20.6%, while the number of
inbound travellers recorded a decrease of
approximately 2% over the previous year as a result of
the international economic recession, which led to a
mere 6.4% increase in international tourism receipts.

It is evident that the domestic, inbound and outbound
markets exhibited a distinct pattern of ‘two highs and
one flat’ in 2012, that is, the domestic and outbound
tourist markets witnessed healthy growth while the
inbound tourist market showed a slight decline. This
pattern also reflected the growing travel demand of
urban residents in China and the leading role of
national tourism in the market.
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The following are some events which have had
significant influences on the tourism demand in China:

1. Opening of Beijing-Guangzhou High-Speed
Railway. On 26 December 2012, Beijing-Guangzhou
High-Speed Railway, the longest high-speed railway
line in the world, was fully opened and put into
operation. It has linked the south and the north more
closely and is envisaged to have a huge impact on the
leisure and tourism markets. The total length of the
high-speed railway network in China is expected to
reach approximately 16,000 kilometres, ranking first
in the world by 2020;

2. Anticipation of Tourism Law. The Standing
Committee of the National People’s Congress discussed
the Tourism Law of the People’s Republic of China
(Draft) for the first time on 27 August 2012, and this
draft is highly anticipated by government sectors,
tourism practitioners and travellers. Due to the lack of
a universally accepted tourism standard in China, the
implementation of the Tourism Law as the first
comprehensive tourism law in China is expected to
promote the tourism industry;

3. Appreciation of RMB. Since September 2012, the
continuous appreciation of the RMB against the US
dollar has stimulated China’s outbound travel; on the
other hand, the drop of the Euro exchange rate arising
from the stagnant Euro-zone economy has also
inspired interest among Chinese tourists in travelling
and shopping in Europe; and

4. Release of the Outline of the National Leisure
Plan (2013-20). On 18 February 2012, the Outline of
the National Leisure Plan was released, aiming to
implement a basic paid leave system for employees,
raise the tourism and leisure consumption levels of
urban and rural residents, improve the service quality
of leisure and tourism products, and promote the
construction of tourism and leisure infrastructure so
as to generally improve the overall quality of leisure
and tourism by 2020.
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In 2013, the personal disposable income and travel
demand in China are expected to continue growing.
With the expected promulgation of the Tourism Law,
the tourism industry in China will be gradually
standardised. Moreover, the accelerating urbanisation
process and continuous improvement of rail transit
systems have further enlarged domestic demand.
According to the China National Tourism
Administration (CNTA), China’s tourism revenue is
expected to reach RMB2.85 trillion, with an estimated
year-on-year growth of 11%, and its outbound
travellers are forecast to grow by 15% to reach
approximately 92 million in 2013.

Hotel Supply

As of end-2012, there were 11,706 star-rated hotels in
China, including 654 five-star hotels, 2,201 four-star
hotels, 5,545 three-star hotels and 3,306 one- and two-
star hotels, offering over 1.57 million rooms. Following
the new star-rating system which was launched in
2011, a total of approximately 134 properties were
disqualified as star-rated hotels, including 121 two-
star hotels and 13 one-star hotels. With the
implementation of the new star-rating system, the
share of lower star-rated inventory in the marketwide
star-rated hotel supply has shrunk, and the strict
lodging star-rating standards also reflect the
increasingly improved overall service quality in the
hotel market.
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Between 2000 and 2012, the star-rated hotel room
inventory in China increased rapidly at a compound
annual growth rate of 10%. Room supply in the five-
star segment witnessed robust development, recording
a compound annual growth rate of approximately 20%.
The three-star and four-star room inventory climbed
at compound annual growth rates of 11% and 18%,
respectively, during the period under review. The
continuous decline of one- and two-star hotel room
supply also reflected the envisaged development
pattern of China’s hotel industry and the increasing
spending power of travellers.
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Great changes in the structure of China’s star-rated
supply were observed during the period under review.

The one- and two-star segment witnessed an evident
drop in percentage share of room supply, declining
from approximately 40% of the marketwide star-rated
room inventory in 2000 to less than 15% in 2012. The
market share of the four-star and five-star room
supply were observed to double during the period
under review, growing from approximately 14% and
8% in 2000 to 29% and 16% in 2012, respectively,
which accounted for approximately 45% of the total
room supply. The three-star segment presented slight
changes in room supply, increasing by two percentage
points between 2000 and 2012 to reach 41%.
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Driven by the booming tourism industry in Zhejiang,
Jiangsu and Shanghai, the number of hotels in East
China accounted for the largest market share, at
approximately 31% of the total hotel supply in China,
recording a stable compound annual growth rate of
4% over the past decade. Benefiting from the ongoing
implementation of the Western China Development
Strategy, both Northwest China and Southwest China
have experienced rapid tourism development in recent
years. With accommodation demand increasing at a
stable compound annual growth rate of 6% in the two
regions, their star-rated hotel supply posted the fastest
growth, accounting for 10% and 14%, respectively, of
the total supply in China in 2012. Star-rated hotel
supply in the south, central, north and northeast
regions of China all grew at a slower compound annual
growth rate of 2% each. In additon, total star-rated
establishments declined due to the new star-rating
standards released by CNTA in 2011.
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