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According to the report of the 19th National Congress of the Communist Party, an
important development goal of China in the new era is to establish a sound economic
development system featured by low-carbon circulation, and form a green development
mode and lifestyle. An important way for green development is to control the
consumption of fossil energy, which will affect different aspects of economic and social
development. Therefore, it is necessary to optimize the design of oil consumption cap
based on the new characteristics of China’s high-quality development stage, providing
best control plan to promote sustainable, green and coordinated economic and social
development.

From the view of theoretical analysis, the impact of oil consumption cap on China’s
economic growth is expected to be very limited. China has entered a new development
stage. The main feature of this stage is that rapid industrialization is close to the end.
The growth rate of demand for most industrial products is slow, and the development
goal of economy is enhancing quality and efficiency. As an important raw material and
energy input, the role of oil in the economic development has significantly declined.
As there is large room for the improvement of energy consumption and production
technology, a certain amount of oil consumption cap could not restrain the development
of industries. In addition, with the rise of the new technological revolution, especially
the rapid development of new energy vehicles, reducing the dependence on oil in the
process of economic development is feasible through accessing to more technical
options.

There are four main mechanisms for capping oil consumption to affect economic
growth, and none of them will significantly affect economic growth. The first mechanism
is to replace traditional high oil dependent products with new energy products, which
use less pertrolem in production. The most prominent example is the replacement of
fuel vehicles by new energy vehicles, and using railway transportation instead of road
transportation. In terms of output, it will not affect economic growth. Moreover, since
the development of new industries often requires a lot of investment, it is conducive
to promote economic growth from the perspective of increasing demand. The second

Vi
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mechanism is that the growth of high oil dependence industries is restriced or even
reduced becase of oil consumption cap. For example, the growth of related industries
will be affected if restricting the use of disposable plastic products, reducing the export
scale of chemical products and its downstream commaodities, developing a circular
economy, and promoting plastic recycling. However, from the perspective of the
economy as a whole, the extent of the impact on the economy could be generally much
smaller than that of reduced industrial outpute. The third mechanism is to improve
energy efficiency in various ways to reduce oil consumption, which will not have a
negative impact on the output of related industries. For example, output will not decline
because of improving the efficiency of internal combusion engines of automobiles, or
improving the efficiency of refineries. On the contrary, the value of a unit product may
increase since products producing becomes more energy-saving and efficient. This
will help to expand the total output value of related industries. The fourth mechanism
is through making negative externality decline. Oil consumption cap reduces pollutant
emissions and related environmental problems, which can significantly reduce
economic losses. Although these losses are not reflected in the current GDP accounting
process, the reduction of these negative externalities is actually beneficial to economic
development owing to large burden of dealing with water and air pollution.

Scenario analysis shows that the impact of oil consumption cap on China’s economic
growth could be very limited and negative impact can be avoided. On the contrary, it is
expected to promote economic growth by about 0.2 percentage points during the “14th
Five-Year Plan” period. Among them, China’s average economic growth rate during
the “14th Five-Year Plan” period is expected to increase from 5.73% in the baseline
scenario to 5.89% in the oil cap scenario, and from 4.41% to 4.45% in the 2026-2030
period. Under the oil cap scenario, China’s total GDP is expected to increase by 1 trillion
yuan by 2025 and 3.3 trillion yuan by 2050. This is mainly due to the direct stimulating
effect of investment growth brought by replacing new energy vehicles replacing with
fuel vehicles. Driven by factors such as the development of new energy vehicles that
require a large amount of investment in production lines, charging stations and other
infrastructure investment, and the need to increase investment in many departments
to cap oil to improve oil efficiency, the cap of oil consumption will effectively promote
investment growth. In addition, new technology revolution brings potential growth
opportunites. Artificial intelligence, big data, informatization and intelligent transformation
have become important growth aspects. In this background, the development of new
energy vehicles and the related industries can drive the development of high value-
added emerging industries or activities, such as software and R&D. In addition, oil
cap has an important positive externality. The oil consumption cap will be able to
significantly reduce the economic losses caused by pollutant emissions, saving the cost
of water and air pollution abatement.

Under the background that China has pledged to achieve the peak of carbon emissions
before 2030 and achieve carbon neutrality before 2060, it is necessary to promptly
promote oil consumption cap. China has entered a new stage of high-quality-oriented
development. The dependence of economic growth on the expansion of factor inputs
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has been greatly declined. As long as proper measures are taken, pertrolem control will
not have an important impact on economic growth. If a combination of policies can be
reasonably designed to promote the stable and efficient development of oil cap paths,
China’s economic growth rate may increase during the “14th Five-Year Plan” period. It
is recommended to combine administrative power and market mechanisms reasonably
to promote oil consumption cap. From the perspective of oil saving, the transportation
industry is undoubtedly the key industry to break through. To this end, it is necessary
to make full use of the market mechanism to promote the development of new energy
vehicles. From the experience of China’s development of new energy vehicles in
the past few years, price subsidies and other series of policy support have a certain
promotion effect on the R&D and production capacity of auto companies. However,
compared with the world’s best practices, the gap in core technology and product
innovation remains. In order to promote the development of new industries, both taking
advantage of China’s super-large-scale market and rationally design mechanisms are
required. In addition, the energy efficiency of many industries in China is low, owing to
neglecting energy conservation. There is large potential to improve energy efficiency
in industries like agriculture, mining. It is urgent to provide a better plan to cap oil
consunption in these industries.
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