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Agenda

• Chinese econom y – histor ic/ st ructural view

• I m m ediate challenges

– St im ulus st ructure and withdrawal

– I m proving efficiency of investm ent
• Financial m arket  const ruct ion

• Dom est ic service/ dist r ibut ion m arket  deregulat ion

• Role of the state sector

– I nflat ion/ currency t rade-off

• China’s em erging global role

– Global im balances and econom ic governance

– Outward investm ent

– Energy and clim ate change

3



4

China joins the Big Three

China w ill soon take its 
place as one of three 
m ajor econom ic blocs.

• Prior to 1840, China’s 

share of global GDP was 

about  equal to its share of 

global populat ion:  25-30% . 

I ts sm all role in the global 

economy 1840-2000 was an 

aberrat ion. 

• By 2030, the US, EU and 

Chinese econom ies will be 

roughly equal in size. 

• Unlike Japan, China has 

signaled a desire to play a 

large governance role in the 

global econom ic order.

• But  its polit ical system  

rem ains the m ajor obstacle 

to full integrat ion.
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GDP of m ajor econom ies

China has a long w ay to 
go before catching up to 
the US in consum pt ion –
and therefore in 
innovat ive capacity.

• I n 2007, China’s 

investm ent  relat ive to other 

m ajor econom ies was:

vs US 72%

vs EU 53%

vs Japan 144%

• But  for consum pt ion the 

rat ios were:

vs US 13%

vs EU 18%

vs Japan 49%

• I n the long run it  is 

consum er m arkets, not  

investm ent , that  dr ive 

innovat ion and technological 

change.
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Dem ographic dest iny

China’s dem ographic 
w indow  is closing.

• A large cont r ibutor to 

China’s econom ic growth 

since 1980 has been a 

declining dependency rat io.

• Largely a funct ion of 

falling bir th rates – the drop 

started before the one-child 

policy.

• Beginning around 2015 

the dependency rat io will 

r ise, m ost ly due to an aging 

populat ion.

• China’s st ructural growth 

rate will alm ost  certainly fall 

as a result .

• This ‘dem ographic tax’ can 

be part ially offset  by 

extending working lives and 

increasing educat ion levels.
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1975‐2015
Dependency falls 
from 78 to 39

2015‐2050
Dependency rises 
from 39 to 64
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China growth:  long- term  view

Needed: m ore 
investm ent  efficiency.

• Since 1980 China’s 

economy has grown at  

about  10%  year on official 

num bers, or 9%  by our 

est im ate.

• I n the late 1980s and late 

1990s cyclical slowdowns 

(aggravated by exogenous 

shocks)  pushed growth 

down to around 6.5% .

• This t im e the external 

shock is greater, but  so are 

governm ent  m onetary/ fiscal 

resources. 

• I n the short / m edium  term  

the key to sustained 

recovery is im proved 

investm ent  efficiency. This 

will pave the way for m ore 

consum pt ion in the long run.

• Sustained 8%  growth in 

2010-20 is achievable.
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Where will growth com e from ?

How  to get  the m agic 8 %

• I n 2009, export  value will 

fall for the first  t im e in 30 

years (by 10% ) . 

• Fiscal/ m onetary st im ulus 

totaling 15%  of 2009 GDP 

has created ext raordinary 

investm ent-dr iven growth, 

focusing on infrast ructure.

• I nfrast ructure investm ent  

(eg high-speed rail)  is 

econom ically product ive, 

not  “br idges to nowhere.”  

• Medium - term  growth 

requires m ore pr ivate 

investm ent  in higher- return 

projects.

• Long- term  growth 

requires m ore consum pt ion.

• For both, financial m arket  

const ruct ion and decreased 

barr iers to internal t rade are 

needed.
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Exports and im ports 
rebound; t rade surplus 
narrow s.

• I m port  growth rose 

sharply in Sep, to -4%  yoy 

vs -17%  in Aug. Volum e 

dem and for raw 

m aterials/ equipm ent  rose;  

negat ive com m odity pr ice 

im pacts disappeared.

• Exports are also picking 

up:  growth was -15%  in 

Sep vs -23%  in Aug.

• I n Q4, we expect  im port  

growth of 12% ; and export  

growth of -5% . The full-

year t rade surplus will be 

down about  31%  on 08.

Trade surplus US$  bn
2007 262
2008 296
2 0 0 9 f 2 0 4
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Exports and im ports



I nvestm ent  grow th is 
very high, but  slow ing.

• Real FAI  growth slowed to 

38%  yoy in Q3, from  42%  

yoy in Q2, but  st ill higher 

than the average level of 

21%  during 2005-08.

• I t  rose 40%  yoy in Sep, 

down from  43%  in Aug. 

• I nfrast ructure investm ent  

rose 53%  yoy in Q1-3, up 

from  16%  in 08, m ainly 

supported by m assive loan 

growth.

• Most  FAI  went  into 

infrast ructure and 

const ruct ion;  m anufacturing 

capex will grow m ore slowly.

• Gradual investm ent  

slowing is one reason why 

we believe GDP growth 

won’t  accelerate m uch in 

2010.

I nvestm ent

10%

15%

20%

25%

30%

35%

40%

45%

0
5

 Q
1

0
5

 Q
2

0
5

 Q
3

0
5

 Q
4

0
6

 Q
1

0
6

 Q
2

0
6

 Q
3

0
6

 Q
4

0
7

 Q
1

0
7

 Q
2

0
7

 Q
3

0
7

 Q
4

0
8

 Q
1

0
8

 Q
2

0
8

 Q
3

0
8

 Q
4

0
9

 Q
1

0
9

 Q
2

0
9

 Q
3

Fixed asset investment 
quarterly yoy % growth

Nominal Real



The ‘state- led investm ent  boom ’ is 
som ew hat  overstated.

• I n 2002-08, pr ivate enterprises were a 

key driver of investm ent  growth and their 

share of FAI  rose from  10%  to 19% . 

• I n Q4 08 /  Q1 09 state firm s (blue in 

charts)  took over as the investm ent  growth 

dr iver. 

• But  private investm ent  bounced back 
into the lead in Sep ,  growing 45%  yoy vs 

33%  for state enterprises. Real estate is 

the m ain dr iver of st ronger pr ivate 

investm ent . 

• I nvestm ent  by foreign firm s, however, 

has yet  to recover from  its collapse.

• Am biguous firm  ownership classificat ion 

m eans 29%  of FAI  is by firm s not  clearly 

state or pr ivate. 

• These are m ainly enterprises classified as 

“ lim ited liabilit y”  or “ shareholding”  

com panies. We believe the m ajority of 

these are effect ively state firm s;  but  the 

pr ivate share m ay be r ising.

I nvestm ent  by ownership 
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Steel dem and: picking up 
w ith construct ion.

• Growth in floor space 

under const ruct ion 

correlates well with 

apparent  steel dem and.

• Apparent  steel dem and 

growth surged to 50%  yoy 

in Sep from  12%  in H1. YTD 

steel dem and growth of 

22%  exceeds 03-07 avg. 

• We now believe stock-

building plays a decreasing 

role. 

• As with const ruct ion, we 

expect  steel dem and growth 

to stabilize at  a level close 

to the 03-07 average.

China steel apparent  
dem and, yoy %  change

2003-07 avg      19.4

2008                   4.1

2009 Q1-3         21.6

Const ruct ion and steel dem and
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Consum pt ion indicators

Private consum pt ion is 
w eaker than retail sales.

• Real retail sales growth 

was 17%  yoy in Jan-Sep.  

But  this includes business 

and governm ent  purchases.

• Household survey shows 

10%  consum pt ion growth.

• But  expenditure GDP data 

im ply pr ivate consum pt ion 

grew at  8.2%  in Q1-3, vs 

8.4%  in 2008.

• Both the household survey 

and im plied pr ivate 

consum pt ion in expenditure 

GDP show that  consum pt ion 

growth is far weaker than 

retail sales show, and m ay 

be slowing. 

• Q3 PBC survey found 43%  

of urban residents want  to 

increase saving;  15%  want  

to increase consum pt ion. 

13



14

New  loans slow ed.

• New loans in Q3 were Rm b1.3 t rn, down 

from  Rm b4.6 t rn in Q1 and Rm b2.8 t rn in Q2, 

thanks to the collapse of bill financing and 

short  term  loans ( red/ blue bars in Chart  2) .

• Total new loans in 09 will reach Rm b9.5 t rn, 

double the 08 figure. Loans outstanding will 

r ise 32%  yoy.

• Monetary st im ulus will be eased over two 

years:  by 2011 loan issuance will fall to 5.5 

t rn and loans outstanding growth to 12%  yoy.
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Financing ( I ) :  loans
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Bond m arket  heats up.

• Bond issuance in Q1-3 

was Rm b1.1 t rn, vs Rm b872 

bn in 08. Tenors lengthened.

• 50%  of issuance was 3-5 

year m edium - term  notes, 

t rading on the interbank 

m arket .  26%  was 5-yr+  

“enterprise”  bonds issued 

by SOEs under NDRC quota. 

Stock-exchange t raded 

corporate bonds re-started 

issuance in Jul after 10-

month suspension.

• Most  issuance is by local 

governm ent  window firm s, 

funding st im ulus projects. 

Loans rem ain the dom inant  

form  of corporate finance.

Sources of external corporate 
finance, %  of total

2008 H1    2009 H1

Loans       88.0         86.9

Bonds        3.5           6.6

Stock         7.7           1.0
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Financing ( I I ) :  bond m arket
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I nflat ion:  goods prices

Deflat ion t rend reverses.

• PPI  fell -7%  yoy Sep and 

raw m aterials pr ice index 

fell -10.1% . But  on a 

m onth-on-m onth basis the 

indices have r isen since Apr. 

• Raw m aterials pr ice index 

will probably shift  sharply 

posit ive yoy in Q4. But  

rem em ber that  pass-

through of raw m aterial 

inflat ion into CPI  is weak.

• CPI  has run negat ive since 

Feb but  has clearly turned 

up:  it  fell -0.8%  yoy in Sep, 

up from  -1.2%  in Aug. 

• I nflat ionary pressure is 

clearly building but  in the 

absence of st rong wage 

growth we are skept ical of 

how st rong it  can be. CPI  

will probably r ise 2-4%  in 

2010.
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I nflat ion:  m onetary factors

I nflat ion r isk: m ore in assets than CPI .

• CPI  tends to follow M1 (6-m o lag)  and the 

M2/ nom inal GDP different ial (12 m os) . Both 

indicators suggest  st rong inflat ion in 2010. 

• But  increased m oney supply m ainly offsets 

a big fall in m oney velocity, as represented by 

the m oney m ult iplier which has yet  to return 

to its 2000-07 t rend line.

• CPI  will r ise, but  not  as high as M1 im plies;  

the bigger inflat ion r isk is asset  pr ices.
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RMB/ USD: stable.

• The RMB/ USD rate has 

been stable at  around 6.8 

since July 08 and will 

rem ain so through 2010. 

• On an real effect ive 

( t rade-weighted)  basis the 

RMB fell -8%  from  Feb peak 

to Jul, after r ising 12%  

between Mar and Dec 08. 

• But  after that , real EER 

rose 0.4%  between Jul and 

Sep, on dollar st rength.

• I n the past  two years the 

real EER is up 9% .

• China’s higher CPI / wage 

growth (vs t rade partners)  

m eans real appreciat ion can 

cont inue, even without  

change to RMB/ USD rate. 

RMB/ USD forecast
End 2010 6.8
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Currency

Source:  Bank for I nternat ional Set t lem ents
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Energy dem and growth

Bew are the ‘double 
decelerat ion.’

• Since 02 China’s resource 

dem and has surprised on 

the upside. For the next  few 

years it  will surprise on the 

downside. We illust rate this 

with energy dem and. 

• I n 02-07 prim ary energy 

dem and averaged 12% , 

double the long- term  m ean. 

• This resulted from  a 

“double accelerat ion”  of 

both GDP growth ( from  8-

12% )  and the energy 

intensity of growth.

• Now we face a “double 

decelerat ion”  as GDP 

growth falls from  12-8%  

and energy dem and falls 

due to efficiency gains.

• Energy dem and growth 

will be at  or below the long-

term  m ean in 09-11.

19



20

20

Rebalancing:  half done

Trade surplus fa lls from  
8 %  to 5 %  of GDP.

• Under our base case, 

China’s t rade surplus will 

be 5.3%  in 09, sharply 

down from  7.9%  in 08 and 

8.8%  in 07.

• The external balance is 

about  half-way to returning 

to its sustainable long- run 

average of 2%  of GDP.

• This is being achieved  by 

a state investm ent  push, 

which boosts im port  

dem and for raw m aterials 

and investm ent  goods.

• But  without  st rong 

organic growth in pr ivate

investm ent  / consum pt ion,  

this r isks creat ing a future 

t rade surplus boom , as 

excess capacity finds an 

out let  in foreign m arkets.
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Sectoral issues – for discussion

• I nfrast ructure

• Urban developm ent

• Financial services

• Logist ics

• Autom ot ive

• Energy – t radit ional and new

• Agriculture

• Resources
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