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In the aggregate, China’s numbers point to stable growth in 
June.  But a detailed analysis of the numbers reveals a few key 
points.  The property market has cooled a bit, but is still very strong.  
That will be positive for the short-term economic outlook for months to 
come (see the link on the right for more details).  Investment numbers 
are showing some major divergences.  State-affiliated investment is 
soaring.  Private investment has turned south.  And, the latest data 
contains some of the largest divergence yet between old and new 
economy investment.  Industrial output also shows some of the 
largest divergences on record between traditional drivers of growth - 
like mining and smelting - and new drivers - like industrial robots and 
electric cars.  The debt burden is still rising, albeit at a slower pace 
than most of the decade.  NPLs are mounting (see the link on the 
right for more details).  All in all, June data shows increasing risks 
in the long term, but continued positive signals in the pipeline 
for the next several months.!

The property market is still on fire, driven by sales in tier 1 and 2 
cities, where excess inventory is less of a problem than in the lower 
tier hinterlands.  Some regions have instituted policies to slow rapid 
increases in housing prices.  But, national policies still remain 
supportive, including lower mortgage down payments and a dovish 
PBOC. Mortgage lending is up 52% from last year.  Sales of 
residential properties rose over 22% from last year.  Housing sales 
have finally led to a rebound in investment and a boost in 
construction activity, with June new property starts up over 7% on the 
year.  Real estate is a big deal in China.  Property is the largest 
source of household wealth and home prices have a sizable wealth 
effect.  Land sales pay a lot of local government bills, and sales are 
up over 7%. Construction is a massive industry and employs millions. 
Real estate overall - potentially 25% of China's economic output 
directly and indirectly - dragged growth lower in 2014 and 2015.  But 
2016 will continue to see a reversal of that trend. !

There is a meaning wave of investment and construction activity 
in early 2016 that will support broad growth for some months to 
come and reduce China growth as a risk to the global economy 
this year.  But, state-holding and state-affiliated firms are shouldering  
the investment burden as private investment slows.  If that trend 
persists, it presents an increased risk to long-term growth.  Private 
investment has collapsed in the hinterlands and rust belt regions as 
long-term outlooks for heavy industries and mining have continued to 
decline.!
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      Overall Economic Growth

!
• In the first half of this year, the service sector 

accounted for 54% of GDP growth.  As 
underdeveloped services grow rapidly, employment 
can remain stable while overall GDP growth slows.  
Beijing has banked future stability on services and new 
economy sector employment growth, compensating for 
both rural-to-urban migration and cuts to overcapacity 
in old economy sectors.!!

• Contribution of consumption to GDP reached 73.4% in 
the first half of 2016.!!

• So far this year, per capita disposable income is up 
8.7% from last year.!!

• Inventories of finished goods at industrial enterprises in 
H1 dropped 1.1% compared to the same time last year.!!

• 13 million new jobs were created in 2015, exceeding 
the goal of 10 million.!!!

• Q2 GDP remained unchanged at 6.7% YoY. 
The industrial sector improved as reflation and 
a booming property market have given a 
temporary reprieve to some heavy industries. 
New economy industries, like industrial robots, 
semiconductors, and electric cars have also 
pushed the industrial sector higher. !!!

• Divergences within the investment numbers 
signal increased risks to growth in the near and 
long term, as well as more uneven growth 
baked into future numbers.



!
 

      Interesting Polls

Same Poll in the USA

Recent Poll of China Consumers
Recent polls give us insight into how folks in China perceive 
their own economic prospects.  On the left are the results of a 
recent report by Fung Global Retail & Technology.  Below that is 
a similar poll conducted in the US.  The results show that 
Chinese consumers have much higher confidence in the 
economy than peers in the US.  !!
Below is a Pew Research survey. Consumers living in 
prosperous tech and manufacturing centers in the southeastern 
coast are much more confident than those living in rust belt 
metal and coal regions of the northeast.!!
Consumer confidence overall, especially in the wealthy coastal 
regions, bodes well for stable consumption. 

On the right is a Pew Research poll 
published late last year.  It shows the top 
concerns within China.  Concerns over the 
economy rank relatively low.!!
Unemployment falls last on the list, below 
traffic.  It would indicate that late last year, 
western China watchers were much more 
concerned over a hard landing than 
Chinese citizens.



 

           Investment Divergence

•Private investment is dropping faster than overall 
investment.  State-affiliated investment - about a third of 
all investment - has grown 24% this year from the same 
period last year.  Private investment growth this year - 
about two-thirds of all investment - has slowed to 1.7%.  If 
that trend continues, it presents a risk to future growth 
prospects.  State owned firms are less profitable and more 
indebted than their privately owned peers.  Private firms 
have 2 to 3 times higher return on assets than state owned 
peers.  The weaker SOEs are shouldering the investment 
burden for now, but that can only continue for so long. 
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•It is important to note that the collapse in private 
investment has been primarily focused in the hinterlands 
and rust belt regions.  Investment has dropped 32% this 
year in the the coal and iron ore capitals in the northeast 
(Liaoning, Inner Mongolia).  Investment in the more 
developed eastern and coastal regions has remained 
robust.  The numbers below show regional YTD investment 
changes from the same time last year.!

•Within the overall investment numbers, divergences 
among sectors has grown.  Service sector investment was 
up 11% in June, with the industrial sector up only 0.7% 
from the same time last year.  The divergences can also 
be illustrated using various investment categories.  The 
numbers below show the YTD change from the same time 
last year for a number of categories.!



 

•China's housing market continues its renewed 
boom, although at a more subdued pace than 
in the Spring.  !!
•China’s national housing policies have been very 
supportive recently, even as a few regions have 
added new housing restrictions to counter the 
rapid price moves.  In January, Beijing dropped 
the minimum required down payment on 
mortgages for first-time homebuyers to 20% from 
25%.  That minimum was lowered last fall from 
30%.  Down payments for second properties were 
reduced to 30% from 40%.  Combined with 
PBOC easing, the result has been a 52% rise in 
mortgage lending this year.  China’s mortgage 
market is relatively underdeveloped, comprising 
only 13% of all property investment.!!
•The housing market gains have been driven 
by the top tier cities, as lower tier cities - where 
excess inventory stands in the form of massive 
ghost towns - are still seeing weaker housing 
gains in comparison.!!
•In 2015, new housing unit completions declined 
8.8% from 2014, roughly 1.2 million housing units 
fewer.  Residential property sales boomed 
towards the end of last year, ending up 6.9% 
higher than the previous year, roughly 1.2 million 
units more than 2014.  2015 was the first year in 
many where demand possibly outstripped 
supply.  So far this year, house sales are over 
53% higher than last year at this time.!!
•The improved property market is giving some 
relief to the pain felt in construction-related 
industries, like steelmaking and cement, that are 
being forced to reduce overcapacity.

      Housing Market 
  Booming Sales, Improved Construction



 

• June real estate investment rose 
3.5% this year after a deep 
slowdown last year.!!

• Housing price and sales increases 
have spread to construction activity.  
New starts are up over 7%.  Land 
sales to developers is up 7.3% on 
the year.  Construction in the 
pipeline will support growth for some 
months to come.!!

• The pick-up in construction activity 
may prove to be a temporary 
reprieve for China’s old economy 
sectors like steelmaking and other 
heavy industries.!!

• Housing inventories are still 
relatively high, especially in the 
hinterlands.  A boom in construction 
will be a temporary reprieve for 
heavy industries.  But, the growth 
slowdown and Beijing’s restructuring 
plans will prove to be a negative for 
China’s old economy in the future.  
2016 will see a boost to broad 
growth from construction, but the 
boost will probably dissipate in 
2017.

      Construction Rebound



 

• NPLs continue to rise.  The official number for NPLs is 
1.75% of total loans, well below the global average of 4%.  
But, China’s NPL calculations are different than Western 
bank “norms”.  Chinese banks only need to recognize an 
NPL if they expect a loss, giving them greater leeway in 
categorizing delinquent loans.  A better comparison 
would be to use the banks’ “special mention” loan 
category for delinquent loans that are not yet NPLs as 
well.  NPLs and “special mention” loans combined are 
roughly 4% of total loans, on par with global averages, 
but growing for 18 consecutive quarters.  Pimco estimates 
that NPLS will top out at 6% of total loans.!!

• The IMF estimates that Chinese banks have $1.3 trillion in  
“risky loans” - risky, but not NPLs - on the books.  At a 60% 
loss ratio, that means $760 billion of potential bank 
losses.  That is equivalent to 1.9 years of the banking 
system’s pre-tax 2015 profits.!!

• China’s large debt burden is not a systemic risk problem, 
but will certainly spell trouble for some individual banks 
and financial institutions. Banking crises usually begin with 
liability problems.  China’s bank liabilities are 
overwhelmingly dominated by deposits, which are now 
part of Beijing’s recently created depositors insurance 
program.  Bank deposits are 200% of GDP, and the 
loan-to-deposit ratio is 71%.  The required reserve is 
17%.  And, roughly 95% of China’s debt is domestic, with 
minimal foreign currency debt.!!

• Beijing has launched a program whereby the six largest 
banks can sell up to a total quota of 50 billion yuan of 
securitized NPLs to clean up balance sheets.  The 
program has had questionable success so far.  Plans are 
also in the works to convert loans to troubled state owned 
firms into shareholdings.  !!

• It is widely agreed by both bulls and bears that Beijing will 
only fix the massive corporate debt problem by cutting 
credit flow to debt burdened, inefficient, and 
unprofitable zombie firms.  That has met with political 
resistance over the years. Cleaning up NPLs will not work 
if banks are creating more. 

      Credit and Finance 
   



 

• Consumption remains relatively strong, with 
retail sales growing 10.6% in June.  This 
month saw much more of a mixed picture in 
retail sales numbers.  Some big-ticket items, 
like auto and appliance sales, are strong.  
Other sectors, like apparel, have been 
relatively weak.  But all-in-all, survey data, the 
wealth-effect from house prices, development 
of a consumer culture, and massive savings 
yielding low interest all bode well for retail 
sales in the near term.!!

• Annual online sales are up 27% from the 
same time last year, roughly 12% of all retail 
sales.  In 2015, e-commerce accounted for 
7% of US retail sales.  Chinese consumers 
are continuing to shop online regularly: 68% 
of those surveyed said they shop online 
regularly, versus only 29% in the US.!!

• Some sectors, like entertainment and 
consumer electronics, are thriving.  Movie 
ticket sales are up 50% on the year.  Huawei 
expects consumer device revenues will 
rise 50% this year from 2015.!!

• Consumption may stay resilient for some time 
due to a shift in spending habits.  
Consumption grew 14% for those 35 years 
old and under.  Perhaps the generation born 
in Deng Xiaoping’s transition economy are 
much more inclined to enjoy the fruits of 
their labor rather than hoard money and 
wealth in bank accounts and empty 
investment properties.!!

• Contribution of consumption to GDP 
reached 73.4% in the first half of 2016, up 
from 66% in 2016.!!!!

       Retail Sales



      Trade 
    

• Commodity imports remain strong.  The data 
underscores the improved demand in commodities as 
investment and construction rise on the back of a 
renewed housing boom and new project investment. !!

• Adjusting for the double-digit declines in broad 
commodity prices over the last year, I estimate that 
imports were up roughly 3%.  After August, we should 
see import numbers rise from the commodity price base 
effect.!!

• The global trade supply chain continues to slow.  Exports 
and imports for processing declined much more than 
overall trade, -9.6% and -15% respectively.!!

• Hong Kong imports rose 74% vs. 244% last month, 
pointing to a slowdown in hidden capital outflows in the 
form of trade invoices.



 

     Industrial Production is Stable

• Industrial production grew at 6.2%, a modest 
improvement from last month.  The 
manufacturing component of IP rose 7.2%.!!

• IP details show a big divergence between old 
economy and new economy industries.!!

• The biggest gainers YoY within industrial 
production:!!!

• The biggest losers YoY:!! !

• Going forward, overall industrial activity seems 
to have stabilized after credit and investment 
sectors stabilized following Beijing reflation 
efforts over the last year and a half.  Investment 
in the pipeline, an increase in construction, and 
double-digit increases in state-affiliated firm 
investment will keep production stable for some 
months to come.  But the drop in private 
investment presents a risk to future IP 
prospects.!!
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     China’s Commodity Consumption 
  China’s Consumers and Service Industry Can’t Fill the      
   World Growth Void Caused by Slowing Industry

Don't count on Chinese consumers to 
replace the hole in global demand left by 
declining demand from China's once 
rapidly growing industrial and 
construction sectors.  China's industry and 
construction sectors drive demand for 
commodities and industrial machinery - the 
economy's primary imports.  !!
China, being the main producer of the 
world's consumer goods, needs few imports 
from the rest of the world.  By my 
calculation, using 2013 data from the 
National Bureau of Statistics of China, only 
2% of China's total imports are consumer 
goods.  Roughly 5% of all imports are edible 
agricultural products and foodstuffs.  Another 
5% of imports are all vehicles to transport 
people: planes, trains, and autos.  The rest 
of China's imports are primarily meant for its 
massive industry and construction.!!
China’s restructuring towards consumption 
and services will not fill the gap in overseas 
demand left by declining industry.  Stable 
Chinese growth equals lower overall 
commodity demand in the long run.


