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Flanked by a larger-than-life statue 
of Julius Caesar on horseback, the 
seven-story faux-Roman sauna 

and massage parlor garishly lights up the 
Shanghai night. Ushering a small group 
of customers to one of the empty sofas 
scattered through the lobby, a greeter clad 
in a red qipao admits the global financial 
crisis has not left saunas untouched. 

“We’ve seen some effects,” said the 
greeter, who declined to give her name. 
“So far, it’s been limited. Service profes-
sions haven’t been as affected as much, 
but it’s worse outside Shanghai.”

It seems nothing is safe from the cri-
sis. As overseas demand faltered, China’s 
GDP growth slowed to 9% in the third 
quarter, from 10.1% in the second quarter. 
The purchasing managers’ index (PMI), 
an indicator of manufacturing activity, 
fell to an all-time low of 38.8 in Novem-
ber. Exports fell 2.2% the same month, 
the first contraction in seven years.

Big problem, big response
The government’s reaction indicates that 
it is well aware of the scope of the prob-
lem: At a Politburo meeting held at the 
end of November, President Hu Jintao 
went as far as warning that the economic 
downturn is a test of the Communist 
Party’s capacity to govern.

Earlier, on November 9, Beijing had 
unveiled its US$586 billion stimulus pack-
age. Details have been slow to emerge, 
but the consensus is that the package will 
provide short-term economic respite.

“The macro issue is: Can the govern-
ment provide enough stimulus? The issue 
then is: enough for what?” said David 
Dollar, country director for China and 
Mongolia at the World Bank.

Dollar’s second question points to an 

The big 
picture

China’s continued 
economic success will 
depend on a different 

approach to growth

issue of rising concern about the stimu-
lus package’s long-term implications. In 
attempting to keep 2009 GDP growth 
at or above 8% – which is widely touted, 
though not universally accepted, as the 
minimum growth level necessary to ab-
sorb new labor into the workforce – Bei-
jing may risk sacrificing more balanced, 
long-term growth for a short-term fix.

China employed fiscal spending to 
carry it through slowdowns in 1997-
1998 and 2001-2002. Roughly equiva-
lent to 15% of GDP, the current stimulus 
program is considerably bigger than pro-
grams that have come before it. 

Futher differences are apparent in its 
structure. While the National Develop-
ment and Reform Commission (NDRC) 
has said infrastructure will get much of 
the money, the plan also includes spend-
ing on social programs like health and ed-
ucation, noted the World Bank’s Dollar.

Despite the package’s strengths, how-
ever, there are limits to the government’s 
ability to support the economy. Differing 
expectations of the private sector response 
to the package have given rise to a wide 
range of forecasts for the next year. 

“The key will be stimulating addition-
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al private activity,” said Logan Wright, 
an analyst with economics research firm 
Stone & McCarthy in Beijing.

 That is nothing new. Andy Rothman, 
China macro strategist with CLSA, notes 
that even during heavy fiscal spending in 
1998, government spending peaked at 
7% of total fixed-asset investment.

filling a hole
The need for private money today is illus-
trated clearly in quake-hit Sichuan prov-
ince. The NDRC has pledged US$145 
billion for reconstruction but Wei Hong, 
Sichuan’s executive vice governor, esti-
mates this is US$98 billion short of the 
province’s required total. He hopes the 
hole can be filled by private investors.

Some companies are heeding the call. 
South West China Cement, which re-
cently closed US$40 million in financing 
from Merrill Lynch and Lunar Capital, 
a private equity fund, is using the money 
to rebuild facilities destroyed in the quake 
and invest in new production lines. 

Cement produced by the plants will 
be used in hydropower and other infra-
structure projects, providing some of the 
estimated 370 million tons of cement 
needed for rebuilding.

“Reconstruction needs both govern-
ment funding and private investment 
to complete,” said Michael Ng, partner 
at Lunar Capital and director of South 
West China Cement. “The private invest-
ment environment in Sichuan will still be 
very strong because of reconstruction plus 
the government stimulus package.”

Evidence, however, suggests South 
West China Cement is in a minority. In 
an uncertain economic climate, investors 
are keeping their money to themselves. A 
falling PMI is just one sign of skittishness: 
Foreign direct investment dropped more 
than 36% in November from the previ-
ous year, and a recent Duke University-
CFO Magazine survey of domestic CFOs 

showed firms plan to cut capital expendi-
ture by an average of 4% this year. 

“Obviously, the corporate sector is a 
little bit reluctant. A lot of the investment 
in infrastructure will be financed by lo-
cal governments,” said Glenn Maguire, 
chief Asia-Pacific economist at Société 
Générale in Hong Kong.

obstacle to reform
A funding gap is only part of the problem. 
Even if private investors can be convinced 
to put money into projects, this invest-
ment may delay, rather than eliminate, 
problems, as the government abandons 
some attempts at structural reform.

“In the next year, 8% or even 9% 
[GDP growth] is possible,” said Zhang 
Jun, director of the China Center for 
Economic Studies at Fudan University. 
“I don’t worry about this. Why I worry is 
that China has structural problems. [The 
government] needs to tackle those first ... 
but now they’ve had to give up.”

The concern is that by placing an em-
phasis on investment-led growth, China 
risks maintaining an unsustainable model 
of growth. Exports have long been a foun-
dation for economic development, but 
Beijing has repeatedly expressed its de-
sire to shift the balance toward domestic 
consumption, a more reliable long-term 
driver. Recent increases in tax rebates on 
a range of exports, however, have sparked 
fears that Beijing will once again fall back 
on exports to weather the storm.

“It’s impossible for China’s exports to 
grow at 10% and above,” says the World 
Bank’s Dollar. “For a long stretch, China’s 
exports have been growing at more than 
20% per year. That’s been great, but it just 
can’t continue now that China’s such a 
big player in the world market.”Source: China Customs
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Citi 8-9%

IMF 8.0%

Merrill Lynch 8.0%

OECD 8.0%

Andy Rothman, CLSA 8.0%

J.P. Morgan 7.8%

UBS 7.5%

World Bank 7.5%

Goldman Sachs 6.0%

Eric Fishwick, CLSA 5.5%

Jim Walker, Asianomics 0-4%*

* 30% chance of contraction
Data correct as of December 16

Bridging the divide: China must think 
beyond exports and investment-driven growth
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As overseas demand has fallen, the 
importance of stimulating domestic 
consumption has become ever more ap-
parent. According to Société Générale’s 
Maguire, Beijing is well aware of this. He 
sees plenty of scope within the stimulus 
package for supporting income formation 
and paying higher prices for agricultural 
commodities. Even some infrastructure 
projects, such as passenger rail, can po-
tentially drive consumption. 

The ongoing construction of a social 
safety net, through investment in areas 
such as health care and pensions could 
also help to convince Chinese to save less 
and consume more. 

Furthermore, at the close of the annu-
al Central Economic Work Conference 
on December 10, leaders issued a state-
ment calling for expansion of domestic 
demand and strengthening of areas of the 
economy not specifically tied to exports.

predicting the future
These are encouraging signs, but it will 
be some time before the effectiveness of 
both government statements and stimu-
lus become effective. 

“We’re looking at bad data pretty 
much baked into the cake for Q4 [2008] 
and Q1 of this year,” said Wright at Stone 
& McCarthy. “There’s a lot to watch ... it’s 
very difficult to forecast.”

Even more difficult to forecast is the 
effect the stimulus package and short-
term changes in government priorities 
will have beyond 2009. But despite the 
difficulties, it is too early to discount Bei-
jing’s ability to meet them, said Lu Ting, 
an economist with Merrill Lynch.

“Many people have underestimated 
China’s resolve and capability. That will 
be a mistake,” he said.

If the Beijing leadership could pick 
one part of the economy to revive 
through its various stimulus efforts, 

it may well be property. Real estate ac-
counts for about a quarter of China’s 
fixed-asset investment and its effects 
are felt all the way along the industrial 
supply chain from steel to cement.

“Chinese property is the pillar in-
dustry of national economy,” said Pan 
Shiyi, CEO of developer Soho China, 
responding to China Economic Re-
view’s questions via his blog. 

“Once policies take effect, the prop-
erty sector will, to some extent, steer 
China’s economy out of trouble against 
a background of global turmoil.”

Beijing’s US$586 billion stimulus 
package includes more than US$40 bil-
lion for affordable mass-market hous-
ing over two years, but this alone will 
not be enough to turn around the sector. 
In 2007, total investment in affordable 
housing came to US$12.1 billion, or 
just 5% of total residential investment, 
according to UBS, an investment bank. 

If the government wants to revive 
the residential real estate sector, it needs 
to convince private developers and in-
vestors to get back on board.

restoring confidence
“You need to reverse the plans of devel-
opers who up to November had been 
putting projects on hold,” said Michael 
Klibaner, national director and head of 
research at property consultancy Jones 
Lang LaSalle in Shanghai. “Once they 
are comfortable with demand being out 
there and transaction volumes going up, 
they can get projects going again.”

In addition to the swathe of post-
ponements, house prices rose by just 
1.6% year-on-year in October, down 
from 3.5% in September and 11.3% in 
January, according to the National De-
velopment and Reform Commission. 

Beijing is already using monetary 

policy to try and reinvigorate the sector, 
as well as measures targeting first-home 
buyers. At the end of October, mini-
mum down payments were cut to 20% 
from 30% and the discount on mort-
gage rates was doubled to 30%. Several 
property-related taxes have since been 
waived or reduced.

Klibaner links rising affordability to 
rising transaction volumes in some cit-
ies. “Prices are still falling but the fact 
that transactions are happening is im-
portant. I am reluctant to put a date on 
[a recovery], but in the next six months 
I wouldn’t be surprised to see it.”

Carol Wu, a property analyst with 
DBS Vickers, puts the strong transac-
tion data down to a surge in affordable 
housing deals, with little action in more 
lucrative segments. She doesn’t expect a 
recovery before the end of 2009. Kaven 
Tsang, who covers property for Moody’s, 
believes the next 12 to 18 months will 
be volatile, with a question mark over 

Building up
private sector interest 
will return, gradually

property

Source: National Bureau of Statistics
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foreign policy

Don’t stop now
washington and Beijing must keep talking, says the co-
founder of the Congressional US-China working Group

Congressman Mark Kirk, Repub-
lican representative for Illinois, 
co-founded the bipartisan Con-

gressional US-China Working Group 
with his Democrat counterpart Rick 
Larson in 2005. He spoke to China 
Economic Review on the prospects for 
US-China relations in 2009.

Q: The final instalment of the US-
China Strategic Economic Dialogue 

(SED) was held in December. Do you 
see these meetings as a success?

A: I think they achieved a great deal 
because China participated actively 

with a large number of US government 
ministers. I would urge the Obama 
administration to keep the SED. The US 
is very inward-looking right now, but if 
anything, China is even more important 
to the US than it was before President 
Bush took office.

Q: How would such a dialogue differ 
with Obama in office?

A: I would expect it to be renamed to 
give it an emotional connection to 

the Obama administration. One person 
who may emerge as a major player is 
Secretary-designate Bill Richardson at 
the Commerce Department. He already 
knows the Chinese and can be expected 
to take a leadership role on China issues.

Q: What do you make of President-
elect Obama’s stance on China?

A: When President-elect Obama 
was in the senate, he announced he 

would form a Senate US-China Work-
ing Group with [Republican] Senator 
Norm Coleman. He then went off and 
ran for president, so the group was never 
set up, but he told me personally that 
these issues were important to him.

Q: Is there a danger that protectionist 
attitudes may re-emerge?

A: There will be no free trade leg-
islation for as long as Democrats 

control the administration. Good rela-
tions with China are not at the core of 
Obama’s presidency, so there is a danger 
that to relieve pressure on other issues 
– such as health care reform – he would 
then not fight as hard against the anti-
China movement. He will learn quickly 
that he needs China and must therefore 
decide whether diplomacy regarding 
North Korea is more important than 
a trade bill on the floor of the House. 
China’s influence is greater and greater 
the closer you get to the Oval Office

Q: Are there concerns that China will 
make inroads into America’s diplo-

matic advantage?

A: At the end of the Carter admin-
istration, people said the US was 

finished and its influence was going into 
a long decline. They said Japan would 
take over everything. Then came Ronald 
Reagan, the economic boom and diffi-
cult times in Japan – and 
all these predictions 
about the end of 
the US turned 
out to be 
wrong. Clearly 
China’s influ-
ence is growing 
and the US is 
caught up with 
its internal 
problems, but 
I don’t think we 
will lose ground. 
We are still China’s 
number one 
market. We 
need each 
other.

developers’ ability to get funding.
Aside from local-level policies, 

analysts expect a further unwinding 
of market cooling measures imposed 
in recent years. In mid-December, 
Beijing announced more transaction 
tax cuts as well as measures to encour-
age bank lending to the property sec-
tor. Down payments on certain kinds 
of second-home mortgages were also 
lowered from 40% to 20% and inter-
est rate discounts were increased.

“The market cannot rely on first- 
home buyers,” said Wu. “Upgraders 
and investors must come back too.”

the long view
Meanwhile, developers who can ab-
sorb the current pressure and focus on 
the long term remain bullish. 

“China’s fundamentals are strong 
with a growing middle class, increas-
ing disposable income driving con-
sumption, as well as rapid urbaniza-
tion, all of which are key drivers for 
real estate demand,” said Lim Ming 
Yan, CEO of CapitaLand China.

Companies to watch: China 
Overseas Land (0688.HK) and China 
Res Land (1109.HK), which have di-
versified portfolios, will fare well. Firms 
with high gearing ratios and bulging 
land banks – Greentown China (3900.
HK), Country Garden (2007.HK) 
– will face liquidity problems.

confidence proBlem: Developers must 
be persuaded to push ahead with projects
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“There’s a lot of hubbub around rail-
road and other infrastructure [projects],” 
he said. “We have not seen any indication 
... that any new orders or even request-
for-proposal processes are under way.”

However, Kracht is confident things 
will turn around once the stimulus pack-
age kicks in. With prices that have fallen 
so dramatically, he notes that it has be-
come a buyer’s market for raw materials. 
Unfortunately, few buyers have enough 
cash and banks are reluctant to lend.

Low commodity prices will have the 
positive effect of reducing cost pressures 
for manufacturers. Producer price infla-
tion hit 2% in November, down from a 

special report •  2009 pREviEw

In summer 2008, with spot prices of 
iron ore reaching historic highs of 
near US$200 per ton, China’s steel-

makers agreed to a record 96.5% price 
hike for contract iron ore with mining gi-
ants Rio Tinto and BHP Billiton. 

The steelmakers’ timing could not 
have been worse. Now, they are locked 
into long-term agreements at prices well 
above those available on the spot market.

“They have been doing everything 
they can in the past few months to not 
honor those [contracts],” said Paul Bar-
tholomew, an analyst with Steel Business 
Briefing, an industry research house.

At the same time, demand for steel is 

commodities

A new deal
China’s battered steel makers hope renegotiated 
contracts will ease their pain

drying up at home and abroad. Chinese 
steel product exports decreased by 36% 
in November. Steel mills have responded 
by cutting output, but Bartholomew says 
firms like Baosteel are still sitting on huge 
stockpiles of finished products.

a welcome boost?
Beijing hopes its stimulus package, 
which puts an emphasis on infrastructure 
spending, will provide a much-needed 
boost to related industries. But activity 
on the ground remains limited, accord-
ing to Stefan Kracht, director at Fiducia 
Management Consultants, a firm advis-
ing Western investors in China.

China’s energy sector is still in 
trouble, but lower global energy 
prices are providing it with an 

opportunity to fix those problems. 
As global oil prices rose in 2008, Chi-

na tried to ease the burden on squeezed 
refiners – caught between high crude oil 
prices and low retail prices – by raising 
the cost of fuel for consumers. It was an 
unpopular move, but it was the right 
one, according to Farzam Kamalabadi, 
founder of Future Trends International, 
a Shanghai-based energy consultancy. 

“China has been giving too many 
subsidies,” he said. 

Now oil prices are lower, the govern-
ment can reduce subsidies without driv-
ing up end-user prices. Even with the 
addition of a US$0.14 per liter tax on 
fuel, at current crude prices, consumers 
can expect to pay less at the pump.

The reform gives refiners like China 
Petroleum and Chemical Corporation 

and China National Petroleum Corp 
reason to hope for better in the new year. 
With output cuts due to weak demand 
and government-mandated stockpiling 
of oil at high prices ahead of the Olym-
pics, 2008 was one to forget.

Fuel may not be the only sector to 
see end-user price reductions in the near 

energy

Room to 
breathe
Lower energy prices in 
2009 could help to ease 
the pain of 2008

Source: Ministry of Commerce
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Yin Weimin, China’s minister of 
human resources and social secu-
rity spent four days in the Pearl 

River Delta at the end of October inves-
tigating the job situation. On returning to 
Beijing, he dispatched six groups nation-
wide to carry out further research. But 
the job market got so bad so quickly, Yin 
had to rush through emergency measures, 
such as an increase in the minimum wage,  
before his charges had returned.

The migrant worker: In November, 
Sun Guang returned home to Henan 
province. He had spent 10 years in Guang-
zhou, but for the last eight months he was 
jobless following factory closures. He is 
one of the casualties of the 67,000 small- 
and medium-sized enterprises (SMEs) 
that closed in the first half of 2008. 

“SMEs are undoubtedly most vulner-
able to the impact of the global financial 
crisis. And rural migrants are the first vic-
tims of the external shock,” observed Du 
Yang, director of the Labor and Human 
Resource Institute under China’s Acad-
emy of Social Sciences. 

Many factory owners simply cut and 
run rather than face complicated bank-
ruptcy proceedings. Staff are often left 
unpaid, prompting riots in certain cases. 
Local governments scurry in to pick up 
the pieces, reflecting Beijing’s concerns 
that these intermittent bouts of social un-
rest could gather momentum. However, 
the government can only do so much and 

independent economist Andy Xie believes 
they may be fighting a losing battle.

“During the recession in 1998, China 
overcame these problems by turning to 
exports but it won’t be so lucky this time,” 
Xie said. He estimates that one in five 
migrant workers will lose their jobs.

The unemployed graduate: On No-
vember 30, 775,000 people participated 
in China’s civil service examinations. Only 
one in 57 will be recruited. Wang Jin, a 
graduate student from the Peking Uni-
versity law school, was among the appli-
cants. She knows her hopes are slim, but 
trips to job fairs in search of alternative 
employment have so far proved fruitless.

 “One of my classmates received an 
offer from a private firm, with a very low 
starting salary,” Wang said. “But a week 
after that, the offer was withdrawn be-
cause the firm had to make job cuts.”

demand and supply
This year, 5.59 million college graduates 
will join China’s legions of job seekers. 
The outlook is bleak. Though no large firm 
has publicly announced large-scale job 
cuts, recruitment website 51job.com said 
vacant positions in October fell sharply 
compared with the previous month.

“Financial services, trade and real es-
tate are the sectors in which recruitment 
has slowed most rapidly,” said Hao Jian-
zeng, a consultant with Zhaopin.com, 
another recruitment website. 

6.6% rise in October. The World Bank 
expects a further deceleration in year-on-
year raw material price growth into the 
first half of 2009.

Those kinds of expectations could 
prove helpful for steel makers as they at-
tempt to renegotiate their expensive early 
contracts. Fidcucia’s Kracht notes that es-
pecially with BHP Billiton’s abadonment 
of its hostile bid for Rio Tinto, the latter 
company especially is open to talks.

“At Rio, BHP and Vale they have be-
come softer in their stance. A year ago, 
they would not have renegotiated, but to-
day they’ll be willing,” he said. 

This willingness is due, in part, to 
pressure from Beijing, but it may not be 
enough to get the 82% reduction in ore 
prices requested by the China Iron and 
Steel Association. Bartholomew believes 
a reduction of at least 25% is realistic.

Companies to watch: Angang Steel 
(0347.HK) has been hard-hit by high 
contract ore prices. Renegotiated prices 
could help, but Angang’s practice of buy-
ing raw materials on the cheap from its 
parent could limit potential benefits.

future. A series of electricity tariff 
cuts – in Yunnan and Inner Mongolia 
– could herald cuts in other provinces, 
said Pierre Lau, head of regional utili-
ties at Citi, in a recent note. 

Fortunately for China’s power 
producers, falling coal prices will off-
set any potential from lower end-user 
tariffs. Most big operators are also 
looking to buy coal mines and secure 
coal supplies, said Bill Ruccius, a for-
mer regional president for US power 
firm AES. This would remove the 
constraints of poor supply chains.

Companies to watch: For oil and 
gas, Sinopec (0386.HK) and Petro-
China (0857.HK), the listed units of 
the big state refiners. For power gen-
eration, Huaneng Power (0902.HK) 
and Datang (0991.HK).

Source: Ministry of Commerce
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Despite the increasingly drastic 
nature of the global economic 
downturn, Chinese outward in-

vestment has continued to advance. Driv-
en both by policy incentives and business 
strategy, a strong appetite remains for 
both passive and active investments. 

For those with cash and capability, 
the collapse in world share prices offers 
attractive opportunities. Vice Minister of 
Commerce Fu Ziying told state media 
that the economic crisis offers Chinese 
firms “a great acquisition opportunity.” 

 By early December 2008, China had 

Baby steps
After a disappointing year, outbound investment is 
likely to modify scope and direction in 2009

already logged 231 M&A deals totaling 
US$47.7 billion in rank value, a 50% in-
crease in value from the same period in 
2007. Average deal size nearly doubled to 
US$206 million, although this figure was 
distorted by one bumper deal: Aluminum 
Corp of China’s US$14.3 billion invest-
ment in mining giant Rio Tinto. 

China has also made its share of port-
folio investments. Insurance firm China 
Life and China Investment Corp (CIC), 
the country’s sovereign wealth fund, both 
bought into Visa’s initial public offering. 
CIC also raised its stake in private equity 

firm Blackstone from 9.9% to 12.5%.
However, there are signs that a change 

in quality and perhaps quantity is in the 
offing at CIC. For starters, the fund had a 
bad 2008. In addition to huge paper loss-
es on its investments in Blackstone and 
Morgan Stanley, CIC discovered that 
its investment in the supposedly bomb-
proof Reserve Primary Fund was exposed 
to the US subprime crisis after all. 

Lou Jiwei, chairman and CEO of 
CIC, recently questioned the attractive-
ness of Western financial institutions. 

“We have to wait for more certain 
policies,” he said at a conference in Hong 
Kong in December. “If policy is changing 
every week, how can I feel confident?” 

At the same time, he suggested that 
CIC will diversify its geographic exposure 
by increasing investments in emerging 
markets. Such statements by CIC may 
be part posturing, said Edwin Truman, 
senior fellow at the Peterson Institute for 
International Economics. 

“Emerging countries are going 

With the Shanghai Compos-
ite Index (SCI) down by 
more than 60% through 

mid-December, the big question is: 
Could things get any worse in 2009? 
Market participants agree that a tough 
last quarter of 2008 will be followed by 
an equally miserable first half of 2009.

“Most fund managers are pessimis-
tic about the first half because of the 
economic downturn,” said Alex Guo, 
head of institutional investments and 
sales at Tebon Securities in Shanghai. 

Guo believes it will be a year of two 
halves: Once June has passed, the SCI 
will mount an aggressive rebound that 
could see it climb from around 2,000 
points to 4,000-5,000 territory. It is 

here that opinions differ. Qiu Yanying, 
chief strategist at TX Consulting, an 
investment consultancy, expects a mild 
year, though he notes that the market 
is “very likely to have an unexpected 
great rise.” Tao Yi, an analyst with Ev-
erbright Securities in Shanghai, pre-

dicts, at best, an upturn at the tail end 
of 2009. And Fraser Howie, who wrote 
a book about China’s stock markets, 
laughs off the notion of 4,000 points.  

“That would be comparable to the 
bull market we had in 2007,” he said. 
“A small rise I can go along with, but 
double? You have to wonder where the 
interest is going to come from.”

direct intervention
Having already removed taxes on stock 
trades and done its best to limit the 
draining effect of formerly non-trad-
able shares coming on to the market, 
Beijing is expected to encourage fur-
ther direct investment in stocks by the 
state. A designated stock market stabi-
lization fund is thought likely.

Given the uncertainty, Guo believes 
new mechanisms such as short selling 
and margin lending – which may ulti-
mately change the one-sided nature of 
the market – will be put on hold. To 
Howie, this is further evidence of Bei-
jing’s neglect of fundamental reforms.

“The market will continue to fail 
companies because it continues to be 
a casino,” he said. “It’s still short-term 
investors and an incredible dependency 
on the government to provide funds 
and keep things afloat.”

Another day 
at the casino
An A-share revival is 
likely, but when?

securities

outBound investment

a-shares in 2008: A time best forgotten
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Despite an industry-wide 
slowdown in sales, Lawrence 
Ang, executive director 

of independent Chinese carmaker 
Geely Automobile Holdings, told 
China Economic Review about his 
positive feelings for 2009.

Q: What do you expect in terms of 
industry-wide sales in 2009?

A: People are predicting 10-15% 
growth this year and I think 

that’s too pessimistic. We saw a rea-
sonable volume in the second half of 
2008 compared to the first half – it’s 
just through year-on-year compari-
sons that you get negative growth 
and the base for comparison [i.e. the 
second half of 2007] was very high. 
For the same reason, the first half of 
2009 will be difficult, but I think we 
will see growth in the second half. 

Q: Why was the auto 
sector one of the first 

to see a slowdown in 
activity?

Exiting the 
slow lane?
Geely executive 
Lawrence Ang expects 
a market turnaround

autos

inBound investment 

Back to basics
private equity funds will focus on portfolio companies’ 
fundamentals more than new deals in 2009

Struggling capital markets and a 
shaky global economic climate have 
slowed the flow of venture capital 

and private equity (PE) investments into 
China to a mere drip. 

The limited partners behind many PE 
funds, as well as foreign investment banks 
and hedge funds, have retreated due to 
problems at home. Though there have 
been genuine concerns that the stream of 
funds would stop altogether, said Rocky 
Lee, a partner at law firm DLA Piper, 
“there is still money coming in.” 

“It will be a pretty slow year for every-
body,” said J.P. Gan, managing director at 
Qiming Venture Partners, a Shanghai-
based fund. Not only will there be fewer 
buyers, but also fewer investment targets. 
Would-be entrepreneurs of the sort that 
created the last wave of startup successes 
will be less inclined to leave jobs at multi-
nationals to strike out on their own.

This matters less than it might, since 
most investors will be focusing their at-
tention in 2009 on the companies already 
in their portfolios, said Gan. With high 
growth rates gone and underlying flaws 

that were masked by good times now sur-
facing, funds will do more trouble-shoot-
ing than opportunity-seeking. 

“It’s going to be back to basics [for 
most investors],” said Gan. 

However, those that do make invest-
ments this year will have considerably 
better bargaining positions than in recent 
times as target firms become more realis-
tic about their earnings. Many investors 
believe 2009 will be “an excellent vintage 
year” for PE funds, said Lee, as lower val-
uations should translate into greater 
returns when the time comes for 
portfolio companies to list in 
a few years. Unlike Europe or 
the US, leverage is not an is-
sue for Chinese firms, many 
of which are cash-rich.

Sectors to watch: Health 
care and green-tech, both 
of which will benefit from 
government spending. Also 
consumer-oriented sectors 
like retail, which will receive a 
knock-on effect from improve-
ments in China’s social safety net. 

through their own meltdown,” he noted. 
However, Truman believes that CIC’s 

decision-making structure will prevent 
it from being active while the turmoil 
persists. Chinese direct investment in fi-
nancials in 2008 dropped steeply in both 
rank value and number of deals.

As far as China’s business investors 
are concerned, the present climate may 
discourage radical moves. 

“With the external market environ-
ment being very volatile, Chinese com-
panies looking to go global are taking a 
more cautious approach,” said Zhao Jing, 
managing director and head of China 
investment banking for Citi. Zhao also 
noted that Chinese firms are starting to 
focus more on their domestic business 
and consolidating local market share.  

However, the Chinese automotive in-
dustry appears intrigued by the crisis in 

Detroit. Chang’an Auto is reported to be 
discussing taking Volvo off Ford’s hands. 
Dongfeng Motor is considering GM’s 
assets. However, Chery Automotive and 
Chrysler recently broke off partnership 
talks, and Chery later said it is not inter-
ested in foreign acquisitions at present. 

Sectors to watch: Materials, energy, 
health care and high-tech.

Source: Thomson Reuters

Outbound M&A by selected sectors, 2007-2008

60

50

40

30

20

10

0

capital outflows

Telecom

No
. o

f d
ea

ls

Materials Industrials High-tech Health care Financials Energy
2007 2008



37 China Economic Review • January 2009

autos A: Auto sales started to slow down 
as early as April. The major rea-

son for this was a cyclical downturn, 
although the economic conditions 
have made things worse. Autos are 
consumer durables and demand 
always slows down after a few years 
of rapid growth. 

Q: Do you expect to see faster con-
solidation in the sector?

A: If the US government really 
stuck to its principles, didn’t save 

its domestic auto companies and 
let the market consolidate, then I 
think China might follow suit. The 
Chinese government could force 
consolidation by taking support away 
from state-owned enterprises. 

Q: So there has been an increase in 
state support?

A: You have started to see more 
government involvement this 

year. Chery is getting a US$1.45 
billion loan from China Export-Im-
port Bank but its performance has 
been shameful, with sales dropping 
by more than 10%. It should be 
punished, not rewarded.

Q: Has Geely’s strategy changed 
in response to the slowdown?

A: Some people argue that we 
should benefit because we sell 

cheaper cars, but people are not 
switching to cheaper cars. For now 
they have stopped buying and are 
waiting. We are still expanding 
our product range to cover small 
and mid-size cars. The best way to 
survive is not to focus on one profit-
able model. The economic situation 

will slow down our new product 
launches. Rather than launch 

seven models a year we 
will launch four or five.

consumer

Buying time
Retail sales will stay healthy, despite Chinese 
shoppers modifying their spending

A combination of rising incomes 
among China’s middle class and 
an emerging consumer demo-

graphic in smaller cities has kept retail 
sales on an even keel while other eco-
nomic indicators have slipped. 

Year-on-year sales growth hit a 12-
year high of 23.3% in July and stayed at 
more or less the same level until Novem-
ber, when growth slipped to 20.8%.  Paul 
McKenzie, consumer analyst at CLSA, 
saw the slowdown coming, having poured 
scorn on the October figure of 22%.

“Every retail company that we follow 
saw sales growth decline in October by a 
much bigger margin,” he said.

With real income growth in urban 
areas likely to be in single digits this 
year – having spent the last five years in 
double-digit territory – consumption is 
expected to moderate in 2009. The ques-
tion is by how much. 

Paul French, chief China representa-
tive of market research firm Access Asia 
and a regular columnist for China Eco-
nomic Review, is reasonably positive. 
He expects retail sales to grow by 12-
14%, well down on the 21.9% rise seen 
during the first 11 months of 2008, but 
in tune with the widely predicted slow-
down in GDP expansion. In contrast to 
McKenzie, French notes that most retail 
categories are still performing well, even 
in areas where consumption is discretion-

ary, such as clothing and appliances. 
Nevertheless, some analysts believe 

falling consumer sentiment in 2009 will 
make conditions less favorable for discre-
tionary shopping. Purchases of big ticket 
items such as cars and houses are already 
showing signs of weakness, they say.

Apart from wishing for the rumored 
income tax cut, which would benefit the 
entire sector, firms may try to leverage 
their geographical coverage. Clothing re-
tailer Giordano, for example, told China 
Economic Review it plans to focus on 
expanding its network in coastal tier-two 
and tier-three cities, which are exhibiting 
fewer signs of a slowdown in spending. 

must-have goods
Analysts point to non-discretionary items 
– household staples and low-end food 
and beverage products – as being best po-
sitioned. Brand companies that produce 
these goods may prove more defensive 
than those that just sell them.

“People are unwilling to spend money 
like they did before, but our products 
– things like instant noodles and bever-
ages – are must-haves,” said Frank Lin, 
CFO of Tingyi, which is best known for 
its Master Kong brand. 

Companies to watch: Tingyi (0322.
HK), Want Want (0151.HK, food and 
beverage), Heng An (1044.HK, sanitary 
products such as baby diapers). 

sturdy staple: Boom times of 
bust, Chinese will always eat noodles

im
ag

in
ec

hi
na


