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China’s economy is no longer growing significantly faster than the global
average
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China’s economy shrank, in dollar terms last year, for the first fime since
1994, with the GDP deflator falling 1% and the yuan losing 4.3% vs the US$
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China’s post-Covid recovery has been very modest
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Both the ‘supply’ and ‘demand’ sides remain soft - except for motor
vehicle production and sales

Industrial production
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Sources: National Bureau of Statistics of China.
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Property development - a major driver of growth up until 2018-19 -

remains moribund

Real estate climate index Residential floor space sold
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One problem China doesn’t have is inflation — but the authorities remain
very cautious about providing additional policy stimulus

Producer prices PBoC policy interest rates
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Sources: National Bureau of Statistics of China; People's Bank of China; International Monetary Fund, Fiscal Monitor, October 2023.
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That in large part reflects the authorities’ on-going concern about
China’s high level of debt, especially in the corporate sector ...
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https://www.bis.org/statistics/totcredit.htm?m=2669

... and among local governments
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Chinad’s trade and current account surpluses may have peaked, while
foreign investment inflows have almost completely halted
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China’s economic slowdown is structural, not cyclical ...
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https://population.un.org/wpp/

... and inexorable demographic factors mean that this structural
slowdown will continue for the next 40 years (and beyond)
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China’s average annual real GDP growth rate seems bound to slow to
less than 4% during the second half of this decade
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Rapid labour productivity growth will be much harder to achieve given
long-term changes in the structure of output and employment
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State-owned enterprise reform appears to have stalled - but at least in the
industrial sector the performance of private enterprises has also faltered
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China is successfully diversifying its export markets — but will find it more
difficult to lift its share of total world exports than in previous decades

China’s merchandise exports, by destination China’s share of total world merchandise trade
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Except in automotive products, it is likely to be difficult for China to
increase its global market share of major export product groups
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China’s motor vehicle exports are booming - but that also highlights the
weakness in China’s other exports
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China’s semi-conductor production has risen, but it's still very reliant on
imporis (especially of advanced chips) and its chip exports have declined
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In principle, China could sustain stronger growth by lifting household
spending, but that won’t happen while households feel obliged to save

China household consumption as
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For a country with its average income and demographic profile, China
doesn’t spend much on social security — one reason for high saving

Per capita GDP (at purchasing

power parities, 2021)
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The World Bank (among others) has for years been recommending lifting
SOE dividends to pay for a social safety net - but China doesn’t want to

Effective Discipline with Adequate Autonomy: the Direction ‘ HINA
for Further Reform of China’s SOE Dividend Policy
The World Bank' (7t July 2010) : / O ; O

l!% pll E PETERSON INSTITUTE FOR
!Ei INTERNATIONAL ECONOMICS

BUILDING A MODERN,

HARMONIOUS, AND CREATIVE

SOE Dividends and Economic
Rebalancing

\ %

Micholas Borst (Federal Reserve Bank of San Francisco)

IMF Working Paper

(2013)
China’s High Savings: Drivers, Prospects, and Policies

by Longmei Zhang, Ray Brooks, Ding Ding, Haiyan Ding,
Hui He, Jing Lu, and Rui Mano

((December 2018)
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Instead, the Government is focusing on things like ‘patriotic education’

China's new Patriotic Education Law (EEF N # 5% came into force on January 1.

It mandates that patriotic education must "uphold the leadership of the Communist Party,"

follow its ideologies, and cultivate love for the nation, the Party and socialism.

The law outlines nine key areas for patriotic education:

1. Ideologies ranging from Marxism-Leninism to Xi Jinping Thought.

2. The histories of the Communist Party, the evolution of China, and socialist

development.
. The characteristics and achievements of socialism with Chinese characteristics.
. Traditional, revolutionary, and socialist cultures.
. National symbols, such as the flag and anthem.
. Landscapes and cultural heritage.
. The constitution and laws.

. The deeds of heroes and martyrs.

(o TR o R R = T ¥ 3 B S T

. Other patriotic content.

Expanding beyond governmental boundaries, the law extends the responsibility for patriotic
education to entities such as trade unions, women's federations, schools, parents, and
others. It notably targets specific groups for focused patriotic education, including religious
groups, overseas Chinese, and residents of Hong Kong, Macao, and Taiwan.

Source: China Neican, China Analysis Digest #138, 22nd January 2024.

Furthermore, the law explicitly prohibits actions contrary to patriotic values, encompassing:

(1) Insulting the national flag, national anthem, national emblem, or having other
conduct that harms the dignity of the national flag, national anthem, or national
emblem;

(2) Distorting, smearing, desecrating, or negating the deeds and spirit of heroes and
martyrs;

(3) Advocating, glorifying, or denying wards of aggression, acts of invasion, and
massacres;

(4) Occupying, destroying, or defiling patriotic education facilities;

(5) Other conduct prohibited by laws and administrative regulations.

SAUL ESLAKE

CORINNA ECONOMIC ADVISORY
INDEPENDENT ECONOMICS



https://www.neican.org/china-analysis-digest-138/?ref=china-analysis-digest-newsletter

24

Important information

This document has been prepared by Saul Eslake on behalf of Corinna Economic Advisory Pty Lid, ABN 165 668 058 69, whose registered office is located at
Level 11, 114 William Street, Melbourne, Victoria 3000 Australia.

This document does not purport to constitute investment advice. It should not be used or interpreted as an invitation or offer o engage in any kind of financial
or other transaction, nor relied upon in order to undertake, or in the course of undertaking, any such transaction.

The information herein has been obtained from, and any opinions herein are based upon, sources believed reliable. The views expressed in this document
accurately reflect the author’s personal views, including those about any and all financial instruments referred to herein. None of Saul Eslake, Corinna
Economic Advisory Pty Ltd nor Independent Economics however makes any representation as to its accuracy or completeness and the information should not
be relied upon as such. All opinions and estimates herein reflect the author’s judgement on the date of this document and are subject to change without
notice. Saul Eslake, and Corinna Economic Adyvisory Pty Ltd expressly disclaim any responsibility, and shall not be liable, for any loss, damage, claim, liability,
proceedings, cost or expense (“Liability”) arising directly or indirectly (and whether in tort (including negligence), contract, equity or otherwise) out of or in
connection with the contents of and/or any omissions from this communication except where a Liability is made non-excludable by legislation.

Any opinions expressed herein should not be attributed to any other organization with which Saul Eslake is affiliated.
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