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China’s Slowdown 

What is happening to China’s economy and what will be the effects on the rest of the world?  

It is not easy to dissect the data, or even obtain accurate data, about China’s economy, which 

is a very large continental economy similar to the USA.  What we know is that there is a 

“balance sheet recession” among Chinese consumers due to a long period of uncertainty after 

two years of Covid lockdown, pessimism about the employment outlook, and most importantly 

the collapse of the property market.  New home sales have fallen by 80% since 2020, and 

annual housing demand has fallen from a peak of 14 million to below 10 million.  Given that 

property, housing, and infrastructure construction contributed almost 40% of China’s growth 

during the boom years, there is a widespread impact.   

Today, however, China’s GDP is made up of 66% consumption and 34% business investment.  

The recent softness in retail sales, which only grew 2.5% in July, is an indicator of the caution 

on the part of Chinese shoppers.  Exports are also weak, and as a result of US/China tensions 

and sanctions, have fallen 16% in the last year  (There is one exception, which is ASEAN, 

where they have grown 15% in 2022). Our overall forecast is for China to grow at between 3% 

and 4%, but this projection is imperilled by the possible ramifications of a major debt default 

by Country Garden and the impact it might have on confidence and the banking system.  For 
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the time being, we believe that the impact of China’s property slowdown will be contained 

within its state-directed domestic economy, although there will be some impact on the demand 

for Australian iron ore, Chilean copper, and other raw materials.  There is still strong growth 

in IT, healthcare, and energy.  The Chinese stock market is selling on 11 times earnings and 

has already discounted this depressed outlook.  On the other hand, it is likely that the Beijing 

government will take action to stimulate consumption, cut rates, lower the value of the Yuan, 

and boost animal spirits in the private sector.  Alibaba, for example, is showing a 60% recovery 

in profits.   

 

An additional, but important, point about China is that the Communist Party is not in the habit 

of providing bail-outs such as the US has done, for instance, in the case of Silicon Valley Bank.  

Xi Jing Ping has condemned Western modernization, saying that it pursues the interests of 

capitalists instead of the vast majority of people.  He is focused on the challenge posed by 

China’s large population, which is still only just 60% urbanized, leaving nearly 600 million 

people in the countryside who have not yet benefited from modernization.  China’s exports 

may well have peaked two years ago when they reached 15.7% of world exports.  They have 

fallen sharply in the last two years, and China has also seen a collapse in foreign direct 

investment (FDI) by 87% to only US$4.9 billion in the second quarter of this year – the smallest 

quarterly amount since 1998.  This clearly signals the reverse of globalization, of which China 

has been the biggest winner for the last 20 years since it joined the World Trade Organization.   

 

On the other hand, the share of China’s exports to the “global south,” including Africa, Latin 

America, and Southern Asia, has grown nearly 30% in the past five years.  Some of this must 
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be due to the “One Belt One Road” policy of extending generous loans to these emerging 

countries who then employ Chinese engineering companies and buy Chinese-manufactured 

goods.  Here too, we expect that the “One Belt One Road” policy will slow down, if not peter 

out, as a result of funding difficulties by the big Chinese banks.  The Chinese government will 

keep the Renminbi weak, will lower interest rates as much as possible, and will support the 

state-owned banking system; but all of this may be “pushing on a string,” as regards getting 

the Chinese consumer to spend, and getting the economy growing again.  

 

Nearly all the markets that we follow now show 10-year bond yields higher than the equity 

yields available in stock markets – notably in Asia, South Korea, India, Hong Kong, Indonesia, 

and the Philippines.  Finally, there is good news from Thailand, where, after a long period of 

hiatus, a new coalition government has been formed with a pro-growth economic policy, 

including Thaksin’s old party, Pheu Thai.  We expect a recovery of the Thai stock market, and 

we are also increasingly positive on the outlook for Vietnam, which is trading at 9 times next 

year’s earnings with 34% profit growth expected.  Vietnam has 100 million population, with a 

positive demographic profile, or 55% of the population under 35, an educated low-cost 

workforce, and an ideal location to benefit from relocation of manufacturing by companies in 

Japan, South Korea, and the USA out of China.  Vietnam’s average annual salary is about 40% 

of China’s and half that of Thailand and Malaysia.  The market was very weak in 2022, owing 

to local political and corruption problems; but we believe that this bear market has now ended 

and that we can see 50% upside in the Vietnam market, which will probably be upgraded from 

a Frontier to an Emerging Market.   
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So what is the impact on the wider world of China’s slowdown?  One big beneficiary is SE 

Asia, which has seen a rapid growth in trade with China and is the beneficiary of offshoring by 

international companies to cheaper labour sources, such as Vietnam, Indonesia, Bangladesh, 

and India (which has now become the #2 Apple supplier after China).  We are, therefore, very 

positive on the outlook for stocks in Singapore and the SE Asian region, which we estimate 

will grow at close to 6%-7%.  India is also having a good year with over $15.8 billion inflow 

of foreign portfolio investment.  India’s economy is growing at nearly 6%.  The Rupee was 

weak at 83 vs US$ because of oil prices, and Prime Minister Modi has issued a ban on the 

export of rice because of shortages due to flooding.  India’s bank sector is the fastest growing 

in the world, with high profitability and low nonperforming loan ratios.  On balance, we think 

that India’s stock market is fairly valued at 22 times, roughly the same as the S&P 500 with a 

projected earnings growth of nearly 20% in the next year, compared to 5% in the USA.   

 

Over the next year, we see oil prices rising to $120 a barrel, and the possibility of a second 

wave of inflation because of this, as well as food price rises.  Some commentators liken the 

current situation to the 1970s with the peaks of inflation occurring in 1974/75, and again in 

1978/79, driven by events in the Middle East with OPEC quadrupling oil prices after the 

October 1973 war with Israel, and then the fall of the Shah in December 1978, triggering a 

further rise in energy prices.  This possibly accelerated cycle in the 2020s could have a political 

impact in next year’s US election.  Our sense is that there are a lot of unpredictable elements, 

including China’s economic slowdown and the possible impact of Taiwan’s presidential 

election in 2024 and the commodity price cycle.  We have previously observed that the 
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combination of growth in India and SE Asia is equal to the additional demand for energy and 

minerals that China demonstrated in the past 20 years.  

 

 On balance, we still find some good investment opportunities in selected sectors in China and 

expect a recovery in Chinese shares in the second half of this year, and continued strength in 

SE Asia and India.  We particularly like I.T. and automation, energy, industrial equipment, 

solar, wind, and electric vehicles - all sectors supported by Chinese government policies. 

 

Another interesting development is the BRICS conference in Johannesburg on August 22-24, 

with 60 nations attending.  The new group, which includes Saudi Arabia, Iran, Argentina, Egypt 

and Ethiopia, has not, as expected, tried to launch a new BRICS currency.  This indicates the 

political difficulties of persuading India, for example, to accept a gold-backed currency, which 

Russia and perhaps China, would like; but it does not suit the energy-importing nations.  The 

advent of Saudi Arabia in the group may, however, shift the balance of power; and it certainly 

indicates a weakness in the US diplomatic position both in the Middle East and with the 

developing nations of the South, such as Brazil, South Africa, and India.   

 

Hong Kong 

1st September 2023 
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This Investment Outlook (“Document“) is distributed by Lloyd George Management (HK) Limited (“LGM“) in 

Hong Kong only to persons who are within of the definition of “professional investor” as set out in the Hong 

Kong Securities and Futures (Professional Investor) Rules. This Document may not be distributed to, or acted or 

relied upon, by anybody else. In particular and notwithstanding anything else in this document, this Document is 

not and should not be construed as LGM (or any affiliate or anyone else) offering or holding itself out as being 

willing or able to provide any service or to carry on any activity which it is not licensed to provide or carry on in 

Hong Kong. 

This Document is issued by LGM for information purposes only and does not constitute an offer to sell (or 

solicitation of an offer to purchase) the securities or investments referenced herein (the “Securities”) or to 

participate in any particular trading strategy. Any offering of Securities shall only be made through the relevant 

offering or placement memorandum and/or other offering documentation which sets forth the terms and conditions 

of such offering and contains the information needed to evaluate a potential investment into the securities and 

provides important disclosures regarding, inter alia, risks, fees and expenses. No reliance may be placed for any 

purposes whatsoever on the information contained in this Document, or on its completeness, accuracy or fairness. 

Although care has been taken to ensure that the facts stated in this document are accurate, and that the opinions 

expressed are fair and reasonable, the contents of this Document have not been verified by independent auditors, 

third parties and/or LGM. 

Accordingly, no representation or warranty, express or implied, is made or given by or on behalf of LGM, or any 

of its members, directors, officers or employees or any other person. LGM and its subsidiaries, or any of their 

respective members, directors, officers or employees nor any other person acting on behalf of LGM accepts any 

liability whatsoever for any loss howsoever arising from any use of this Document or its contents or otherwise 

arising in connection with this Document. 

The information contained in this Document may include forward-looking statements which are based on current 

expectations and projections about future events. These forward-looking statements are subject to risks, 

uncertainties and assumptions about LGM and its subsidiaries and investments, including, among other things, 

the development of its business, trends in its operating industry, and future capital expenditures and acquisitions. 

In light of these risks, uncertainties and assumptions, the events in the forward-looking statements may not occur. 

Any forward-looking information contained herein has been prepared on the basis of a number of assumptions 

which may prove to be incorrect and, accordingly, actual results may vary. 

This Document does not provide or purport to provide investment advice and has been prepared without regards 

to the particular financial circumstances and investment objectives of each recipient. Investors should not rely on 

this Document for the purposes of any investment decision, and must make their own investment decisions based 

on their own financial circumstances and investment objectives, after evaluating each issue or strategy and after 

consulting their tax, legal or other advisers as they believe necessary. 

The information and opinions contained in this Document are provided as at the date of this Document and are 

subject to change without notice. 

Lloyd George Management (HK) Limited is licensed by the Securities and Futures Commission with CE number 

BEL384 for Type 9 (Asset Management) Regulated Activity and registered with the U.S. Securities and Exchange 

Commission with CRD number 226718 as Investment Adviser. 

© 2021 Lloyd George Management (HK) Limited, all rights reserved. 

 




