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boost domestic

consumption has lost
credibility
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China’s efforts to rebalance its economy have
been an abject failure. Nearly two decades
after former Premier Wen Jiabao bemoaned
the Chinese economy’s excessive dependence
on investment- and export-led growth, the
problem has gone from bad to worse.

The lack of meaningful consumer-led
rebalancing implies increased reliance on
these time-worn sources of economic activity,
raising critical questions for China and the rest
of the world.

As the first Western economist to stress
China’s perspective on the need for such
rebalancing, I am especially disappointed to
write these words.

I remember sitting in a Beijing meeting room
in March 2007, watching Wen’s press
conference following the conclusion of the
National People’s Congress.

There was a small group of us in attendance,
including some senior Chinese officials, when
Wen uttered his now-famous critique of
China’s economic structure.

While seemingly strong on the surface, he
cautioned, the economy was becoming
increasingly “unstable, unbalanced,
uncoordinated, and unsustainable.”

There was an audible gasp from the Chinese
officials present in the room, who translated
the premier’s remarks and underscored their
significance, presaging a vigorous debate in
the country’s policy community.

I went back to my hotel room and wrote my
first piece on China’s rebalancing imperative,
which became the basis for my testimony
before the US Senate Finance Committee
nearly two weeks later.

Retail sales

I stressed China’s newfound sense of urgency
to shift its development model from
investment and exports to consumer-led
growth.

I underscored the other structural changes
this shift would entail: moving from
manufacturing to services, and from excess
saving to saving absorption, which would
lower the current-account surplus and fund a
larger social safety net.

I took Wen's “four uns,” as I later dubbed them,
as an important signal from the Chinese
leadership of its readiness to do what was
necessary to rebalance the economy. [ was
convinced that it was a matter of when, not if.

China’s retail sales fell 0.6% year
on year in May 2026

But it'’s high time to face reality. China’s retail
sales fell 0.6% year on year in May 2026, an
unexpected drop following an anemic 0.2%
increase in April, and the first monthly decline
in three and a half years.

Meanwhile, the latest reading of household
consumption as a share of GDP is just
39.9%—virtually identical to the 2005 level
(39.8%), which Wen had in hand when
lamenting the “four uns” in early 2007.

Given that the latest reading is from 2024, and
that Chinese consumption showed continued
weakness in 2025 and early 2026, there is good
reason to believe that the economy’s current
proportion of consumption has fallen below
Wen’s 2005 benchmark.

Fear-driven precautionary
saving

Several explanations for this outcome have
been put forward: a protracted property crisis,
the low share of household income, post-
COVID scarring, demographic shifts, and high
youth unemployment.

My favorite explanation has long been an
inadequate social safety net, which boosts fear-
driven precautionary saving, that, in turn,
inhibits discretionary consumption.
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While all these factors could very well be at
work, excess precautionary saving is, in my
view, the most important longer-term
structural impediment to Chinese consumer
demand.

Whatever the explanation, these developments
have not gone unnoticed by senior Chinese
leaders.

Household consumption as a
share of Chinese GDP is no higher
today than it was when Wen
Jiabao first drew attention to the
issue

President Xi Jinping recently emphasized the
strategic importance of boosting domestic
demand, which Premier Li Qiang’s March 2026
“work report” also stressed.

Unfortunately, this has been trotted out as a
priority so often over the past two decades
that it has lost all credibility.

While it is encouraging that China’s State
Council recently relaxed some hukou
restrictions, making migrant workers’ access
to social insurance more portable, much more
is needed to reduce household insecurity and
end the cycle of overpromising and
underdelivering.

Some dismiss the failure of China’s consumer-
led rebalancing as a statistical mirage,
especially because it purportedly excludes
government support for “social transfers in
kind” like education, health care, cultural
amenities, and subsidized food.

While there may be some technical validity to
this claim, it does not change the bottom line:
household consumption as a share of Chinese
GDP—whether adjusted or unadjusted—is no
higher today than it was when Wen Jiabao first
drew attention to the issue.

Achilles’ heel

This inertia has two worrying implications.
First, the Chinese people remain on the
outside looking in.

The state, state-owned enterprises, and
private companies continue to reap a
disproportionate share of the fruits of Chinese
economic development.

This calls into question the prospects for the
continued growth of the middle class, long
seen as the aspirational beneficiary of
prosperity in the People’s Republic of China.

Wen Jiabao may be China’s forgotten premier, but the
contradiction he highlighted in 2007—growth without
rebalancing—remains the country’s greatest

macroeconomic challenge

Second, subpar consumption suggests that
China will continue to rely on exports and
investment to drive growth, especially the
technology-led “new quality productive forces
" that Xi Jinping continues to underscore.

Yes, China set a lower GDP growth target of
4.5-5% for 2026, roughly half the spectacular
9.3% growth trajectory from 1980 to 2020.

But with China’s share of world GDP (in terms
of purchasing power parity) nearly ten times
bigger than it was in 1980, its exports now
have a far greater impact on global GDP.

By some estimates, China’s share of global
manufacturing (in terms of value added) will
rise from around 30% today to an astonishing
45% by 2030.

The rest of the world is unlikely to be
receptive to such an outcome, broadening the
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prospects of anti-China protectionism, from
the United States to Europe.

Wen Jiabao may be China’s forgotten premier,
but the contradiction he highlighted in
2007—growth without rebalancing—remains
the country’s greatest macroeconomic
challenge.

I have warned about this for years. And now,
amid all the talk of China’s global ascendancy,
the country’s failure to address its rebalancing
imperatives could well end up being its
Achilles’ heel.

Stephen S. Roach is a faculty member at Yale
University and former chairman of Morgan
Stanley Asia.
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