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Highlights

Expectations had been high for a material surge in China’s economy as the country abandoned its restrictive
zero-Covid policies at the beginning of 2023, but it now seems likely that Chinese growth will only just match
the (relatively low by historical standards) 5% government growth target announced at the beginning of the
year.

Previous economic downturns in China have been met with sizeable stimulus packages. In contrast, this time
around there appears to be little appetite from the authorities to deliver the same kind or scale of stimulus.
Several China experts have suggested that the slowdown in growth is in fact not new, and that the Covid
lockdowns merely obscured the wider structural issues facing China. Notably, the political economist
Zongyuan Zoe Liu, argues that there are four structural factors that are likely to act as a persistent drag on
Chinese economic growth going forward. These can broadly be characterized as weak household demand,
high levels of local government debt, demographic changes, and a decoupling between the West and China.
These longer-term structural factors add fuel to the more immediate fire of a property market liquidity crisis
and booming government debt and may make it harder for China to see a return to significantly higher GDP
growth rates.

Developments in the Chinese economy have significant implications for the global economy, both via direct
and indirect channels. Work from Banco de Espana shows that a 1pp reduction in the pace of Chinese growth
could cause global growth to decline by 0.4pp in a year. The impact is also unevenly distributed with the
largest impact being felt by China’s trade partners and commodity producers.

This has particular implications for GCC countries, given their role in global oil markets and the importance of
China as a trade partner.
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Chinese growth disappoints

Recent weeks have seen no shortage of reports pointing
to disappointing economic performance from China.
Expectations had been high for a material surge in growth
as China abandoned its restrictive zero-Covid policies at
the beginning of 2023, but it now seems likely that
Chinese growth will only just match the (relatively low by
historical standards) 5% government growth target
announced at the beginning of the vyear.
commentators have even suggested that China could
end up on a similar path to that experienced by Japan in
the 1990s, characterized by stagnant economic growth
and deflation on the back of a collapsing asset price
bubble. So, what does the current data suggest and what
does it mean for China, global growth, and the UAE in
particular?

Several

The current state of affairs

Optimism was high at the beginning of 2023, with the
Chinese government having decided to abandon the
strict zero-Covid rules which had been in place for much
of the pandemic. Chinese growth initially rebounded
strongly, with Q1 2023 real GDP rising 4.5% y/y and
2.2% q/q. Much of that growth was however driven by
household consumption, with retail sales benefiting from
rising consumer confidence and pent-up demand.

Since then, indicators of economic activity have
deteriorated. While Q2 GDP growth came in at a robust
6.3% y/y, the annual figure was flattered by a particularly
weak base in Q2 2022 due to lockdowns in major Chinese
cities. In contrast the q/q GDP figure painted a much
weaker picture, growing just 0.8% in Q2. Retail sales
have also faltered, with y/y growth falling to 2.5% in July
from a peak of 18.4% vy/y in April. The underlying
weakness in activity is exemplified by recent weak
inflation data, CPI rose just 0.1% y/y in August, after
having declined 0.3% y/y in July.

There has also been a worrying surge in youth
unemployment, which rose to a record high of 21.3% in
June. The country’s National Bureau of Statistics has
since announced that it will suspend publication of the

1 The Economist, 24 August 2023. “China’s economy is in desperate need of
rescue”

measure. Exports, a traditional engine of Chinese growth
have also slumped in recent months, as export markets
tackle their own economic headwinds.

On top of this, there are continued concerns about the
state of the Chinese property market. With estimates?
suggesting that the property market accounts for
upwards of 20% of Chinese GDP, the recent financial
difficulties being faced by several large property
developers has the potential to depress economic
activity further. Furthermore, there are concerns that the
difficulties faced by property developers will spill over
into financial markets, with some shadow banks highly
exposed to property developer debts.
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What are Chinese authorities doing in response?

Previous economic downturns in China have been met
with sizeable stimulus packages. The Chinese
government announced a USD 586bn stimulus package
after the 2008 financial crisis; while estimates? point to
the 2015-16 credit expansion (designed to stop the
Chinese stock market and housing crash) costing in the
region of USD 805bn. In both instances the stimulus
packages supported export growth and infrastructure
spending.

In contrast, this time around there appears to be little

appetite from the authorities to deliver the same kind or
scale of stimulus. This is likely in part due to longer-term

2 Beijing's stock rescue has $800 billion bark, small market bite | Reuters
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negative consequences of previous stimulus packages.
In both instances the stimulus saw local governments
issuing debt to finance property developments and local
infrastructure. Not only has that left local governments
weighed down with excessive debts (one estimate
suggests that by 2025 over 25% of Chinese provinces
will spend more than 50% of their revenue on paying for
debt) but also fueled significant price rises in the
residential property market. The Chinese government is
now likely attempting to walk a tightrope of increasing
activity without re-inflating property prices.

Stimulus thus far has therefore been relatively limited.
The PBOC has cut rates marginally but cannot slash them
for fear of destroying bank’s profit margins. Other
measures include the government announcing a cut to
the duty paid on stocks. On the property market, the
Chinese government had in late 2022 announced a 16-
point plan to provide support to the sector, including
measures like allowing banks to extent maturing loans,
reducing the size of down payments, and boosting bond
issuance; with the PBOC announcing in July 2023 that
some of these support measures would be extended
until the end of 2024.

But faltering economic activity is not a new

phenomenon

Several China experts have suggested that the slowdown
in growth is in fact not new, and that the Covid lockdowns
merely camouflaged the wider structural issues facing
China. Indeed, aggregate GDP growth has been on a
downward trajectory since early 2011: average annual
GDP growth in 2010 was around 10.7%, declining to 6%
in 20109.

What are the structural factors holding back growth?

The political economist Zongyuan Zoe Liu argues that
there are four structural factors that are likely to act as a
persistent drag on Chinese economic growth going
forward. These can broadly be characterized as:

1. Weak household demand,

2. High levels of local government debt,

3. Demographic changes,
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4. A decoupling or de-risking between the West
and China.

China’s growth model has traditionally been one in which
low household consumption builds excess savings.
These savings are then in turn channeled into spending
on infrastructure, real estate and capital-intensive
investments. While this growth model may have been
appropriate in the China of the early 1980s, because of a
plethora of productive investment and infrastructure
opportunities, it is less clear that it is a useful model
today. This is particularly true in the context of sizeable
post financial crisis stimulus packages which spurred the
issuance of debt to fund projects of arguably diminishing
utility.

Many commentators have flagged the need for China to
move away from the current growth model, to one in
which household spending, rather than infrastructure
spending, growth. The government has
acknowledged that consumption needs to pay a larger
role in driving growth, releasing two separate reports in
2022 detailing proposed
consumption. There are, however, strong structural
reasons why China’s households tend to prioritize saving
over spending. These include the impact of the country’s
one-child policy which has led to a fall in old-age support,
as well as a weak social security system (particularly
when thinking about health care and pensions) and
heightened uncertainty over job security after moving to
a market economy.

drives

measures to boost

It is also worth highlighting the link between a
deteriorating housing market and domestic demand.
Property prices have risen steadily over the past decade,
with a marked increase in the pace of price rises after
2015. But in early 2020 the Chinese property market
came under pressure as the Covid-19 pandemic brought
activity, and with it, the cash flow of heavily indebted
developers, to a halt.

The government responded by introducing the three red
lines policy, a set of measures designed to deleverage
the balance sheets of property developers. These
measures have caused a decline in both the volume of
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construction as well as the demand for new properties.
Aggregate house price growth has stalled since 2021,
while the price of new-build properties has fallen in
recent months.

This deterioration in the housing market is systemically
important to the economy because not only does the real
estate sector account for a material share of China’s
economy, but also because according to a 2020 survey
from the PBOC, property accounts for almost 60% of
household wealth and roughly 75% of household

liabilities.

House price index

Y/Y % change

Q1-2011
Q1-2012
Q1-2013
Q1-2014
Q1-2015
Q1-2016
Q1-2017
Q1-2018
Q1-2019
Q1-2020
Q1-2021
Q1-2022
Q1-2023

Source: OECD, ENBD Research

With prices no longer trending upwards, the health of
household balance sheets has come under the spotlight,
creating a precautionary savings motive which will likely
weaken consumption. Furthermore, declining activity in
the housing market may dampen demand for building
materials,
furniture.

as well as consumer durables such as

A deterioration in the property market also links to the
second structural impediment, high levels of local
government debt. The vast stimulus packages of 2008
and 2015 saw Local Government Financing Vehicles
(LGFV) taking on significant amounts of debt, equivalent
to 44% of GDP2. Local governments across China have

3 J.P. Morgan research report, Feb 2023. "Five Questions About China’s Economy
in 2023”.
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until recently been very dependent on the sale of land to
property developers as a source of income. With growth
in property prices stalling and demand for residential
properties falling, developers are no longer purchasing
significant parcels of land from local governments.

A change in demographics is also likely to act as a long-
term impediment to growth. China’s population declined
for the first time in 2022, with UN estimates suggesting
that India is now the world’s most populous country.
There have been several changes to China’s one-child
policy, with all restrictions on family size being lifted as
recently as July 2021, but these won’t have any impact
in the near to medium-term.

An ageing population brings with it issues of labour
productivity, with a smaller working age cohort required
to produce the same output. This smaller cohort of
working age people may make it more difficult for firms
to fill roles, which can cause declines in productivity,
upward pressure on wages and a deterioration in
international competitiveness. An ageing population also
puts pressure on the fiscal balance, with a larger share of
the population drawing on pensions and using health
care services.

Finally, the fourth structural challenge is that of
decoupling or de-risking. This has arguably become
particularly acute in the aftermath of Covid-19, as
Western economies seek to on-shore supply chains,
thereby moving away from cheaper Chinese exports. The
use of sanctions or export restrictions will also hurt
Chinese manufacturing, with firms such as Huawei
suffering significant being
sanctioned by the US government.

revenue declines after

China has sought to deepen ties with other nations even
as those with the US potentially deteriorate. Examples
include the recent announcement of a planned first
phase expansion of the BRICS bloc to include six other
countries as well as the Belt and Road Initiative which is
China’s global infrastructure development strategy.
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These longer-term structural factors add fuel to the more
immediate fire of a property market liquidity crisis and
booming government debt and may make it harder for
China to see a return to significantly higher GDP growth
rates.

What is the impact of weaker Chinese economic
growth on global growth?

Developments in the Chinese economy have significant
implications for the global economy, both via direct and
indirect channels. This is because apart from the
outsized share of China in global GDP, the economy is
also a key player in international trade and production
chains. The primary direct channels through which a
Chinese slowdown would affect other nations would
likely be through international trade and demand for
commodities. There is also however an indirect effect of
aslowdown in China’s growth, causing uncertainty to rise
and consumer confidence to fall.

Several academic papers have attempted to quantify the
impact of a slowdown in Chinese GDP on the rest of the
world. In particular, a 2019 paper from Banco de Espana*
uses an econometric model to assess the impact of
permanent economic shocks which reduce China’s
growth rate by 1 percentage point. That model suggests
that a decline of that scale in Chinese growth causes
global growth to decline by 0.4pp in a year.

What is the impact on the UAE and the GCC more
broadly?

The authors of the Banco de Espana paper also highlight
that the impact of weaker Chinese GDP growth would
have a disproportionate impact on commodity
producers. They estimate that a permanent decline of
1pp in China’s growth is linked to a 7% decline in oil
prices and an 8% fall in industrial metals. Recent weaker
growth and declining confidence around the Chinese
economy appear to have played a role in keeping oil
prices lower than might otherwise have been expected in
2023 thus far.

4 Banco de Espafia, 2019. Economic Bulletin. “Global Impact of a Slowdown in
China"
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This has particular implications for GCC countries, given
their role in global oil markets and the importance of
China as a trade partner. Although the impact of a
slowdown in China is likely to be negative for
commodities, there may be other sectors that benefit —
to some extent — from slower Chinese economic growth.
Specifically, the real estate and construction sectors in
the GCC may stand to benefit from wealthy Chinese
investors looking to purchase property in economies
other than their own, given current concerns.

China as an export market for GCC nations

Country Value (2022) | Ranking (X biggest
export market)
UAE USD 45.2mn 3rd
Saudi Arabia | USD 77.8mn 1st
Oman USD 36.1mn 1st
Kuwait USD26.4mn 1st
Qatar USD 22.5mn 1st
Bahrain China not in top 15 export markets

Source: Bloomberg, ENBD Research

Recent news from UAE property developer Emaar
suggested that the share of Chinese buyers of off-plan
property has risen from a low of 4% in 2022 to 8% in the
first half of 2023, while property broker Allsopp &
Allsopp also pointed to a 130% rise in sales in Dubai to
Chinese citizens in H1 2023. Prior to the pandemic
Chinese investors were in the top 4 nationalities
investing in Dubai properties.

Conclusion

Covid-19 may have exacerbated underlying structural
drivers that would have led to slower growth in China
regardless of the pandemic. These structural factors
include weak household demand, high local government
debt and demographic changes. Deglobalisation, or
efforts to reduce the West’s reliance on China in their
supply chains, is also a key structural change that may
contribute to slower medium-term growth in China.
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The short-to-medium term implications of slower
Chinese GDP growth are a decline in global growth, with
a particular hit to commodity producers and economies
that trade heavily with China. Any policy changes to
mitigate these structural factors are likely to take a fairly
significant amount of time to take effect, meaning that
slower Chinese growth may be here to stay in the near-
term.
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Disclaimer

PLEASE READ THE FOLLOWING TERMS AND CONDITIONS OF ACCESS FOR THE PUBLICATION BEFORE THE USE
THEREOF. By continuing to access and use the publication, you signify you accept these terms and conditions.
Emirates NBD reserves the right to amend, remove, or add to the publication and Disclaimer at any time. Such
modifications shall be effective immediately. Accordingly, please continue to review this Disclaimer whenever
accessing, or using the publication. Your access of, and use of the publication, after modifications to the Disclaimer
will constitute your acceptance of the terms and conditions of use of the publication, as modified. If, at any time, you
do not wish to accept the content of this Disclaimer, you may not access, or use the publication. Any terms and
conditions proposed by you which are in addition to or which conflict with this Disclaimer are expressly rejected by
Emirates NBD and shall be of no force or effect. Information contained herein is believed by Emirates NBD to be
accurate and true but Emirates NBD expresses no representation or warranty of such accuracy and accepts no
responsibility whatsoever for any loss or damage caused by any act or omission taken as a result of the information
contained in the publication. The publication is provided for informational uses only and is not intended for trading
purposes. Charts, graphs and related data/information provided herein are intended to serve for illustrative purposes.
The data/information contained in the publication is not designed to initiate or conclude any transaction. In addition,
the data/information contained in the publication is prepared as of a particular date and time and will not reflect
subsequent changes in the market or changes in any other factors relevant to their determination. The publication may
include data/information taken from stock exchanges and other sources from around the world and Emirates NBD
does not guarantee the sequence, accuracy, completeness, or timeliness of information contained in the publication
provided thereto by or obtained from unaffiliated third parties. Moreover, the provision of certain data/information in
the publication may be subject to the terms and conditions of other agreements to which Emirates NBD is a party.

None of the content in the publication constitutes a solicitation, offer or recommendation by Emirates NBD to buy or
sell any security, or represents the provision by Emirates NBD of investment advice or services regarding the
profitability or suitability of any security or investment. Moreover, the content of the publication should not be
considered legal, tax, accounting advice. The publication is not intended for use by, or distribution to, any person or
entity in any jurisdiction or country where such use or distribution would be contrary to law or regulation. Accordingly,
anything to the contrary herein set forth notwithstanding, Emirates NBD, its suppliers, agents, directors, officers,
employees, representatives, successors, assigns, affiliates or subsidiaries shall not, directly or indirectly, be liable, in
any way, to you or any other person for any: (a) inaccuracies or errors in or omissions from the publication including,
but not limited to, quotes and financial data; (b) loss or damage arising from the use of the publication, including, but
not limited to any investment decision occasioned thereby. (c) UNDER NO CIRCUMSTANCES, INCLUDING BUT NOT
LIMITED TO NEGLIGENCE, SHALL EMIRATES NBD, ITS SUPPLIERS, AGENTS, DIRECTORS, OFFICERS, EMPLOYEES,
REPRESENTATIVES, SUCCESSORS, ASSIGNS, AFFILIATES OR SUBSIDIARIES BE LIABLE TO YOU FOR DIRECT,
INDIRECT, INCIDENTAL, CONSEQUENTIAL, SPECIAL, PUNITIVE, OR EXEMPLARY DAMAGES EVEN IF EMIRATES NBD
HAS BEEN ADVISED SPECIFICALLY OF THE POSSIBILITY OF SUCH DAMAGES, ARISING FROM THE USE OF THE
PUBLICATION, INCLUDING BUT NOT LIMITED TO, LOSS OF REVENUE, OPPORTUNITY, OR ANTICIPATED PROFITS
OR LOST BUSINESS. The information contained in the publication does not purport to contain all matters relevant to
any particular investment or financial instrument and all statements as to future matters are not guaranteed to be
accurate. Anyone proposing to rely on or use the information contained in the publication should independently verify
and check the accuracy, completeness, reliability and suitability of the information and should obtain independent and
specific advice from appropriate professionals or experts regarding information contained in the publication. Further,
references to any financial instrument or investment product is not intended to imply that an actual trading market
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exists for such instrument or product. In publishing this document Emirates NBD is not acting in the capacity of a
fiduciary or financial advisor.

Emirates NBD and its group entities (together and separately, "Emirates NBD") does and may at any time solicit or
provide commercial banking, investment banking, credit, advisory or other services to the companies covered in its
reports. As a result, recipients of this report should be aware that any or all of the foregoing services may at times give
rise to a conflict of interest that could affect the objectivity of this report.

The securities covered by this report may not be suitable for all types of investors. The report does not take into
account the investment objectives, financial situations and specific needs of recipients.

Data included in the publication may rely on models that do not reflect or take into account all potentially significant
factors such as market risk, liquidity risk and credit risk. Emirates NBD may use different models, make valuation
adjustments, or use different methodologies when determining prices at which Emirates NBD is willing to trade
financial instruments and/or when valuing its own inventory positions for its books and records. In receiving the
publication, you acknowledge and agree that there are risks associated with investment activities. Moreover, you
acknowledge in receiving the publication that the responsibility to obtain and carefully read and understand the
content of documents relating to any investment activity described in the publication and to seek separate,
independent financial advice if required to assess whether a particular investment activity described herein is suitable,
lies exclusively with you. You acknowledge and agree that past investment performance is not indicative of the future
performance results of any investment and that the information contained herein is not to be used as an indication for
the future performance of any investment activity. You acknowledge that the publication has been developed,
compiled, prepared, revised, selected, and arranged by Emirates NBD and others (including certain other information
sources) through the application of methods and standards of judgment developed and applied through the
expenditure of substantial time, effort, and money and constitutes valuable intellectual property of Emirates NBD and
such others. All present and future rights in and to trade secrets, patents, copyrights, trademarks, service marks,
know-how, and other proprietary rights of any type under the laws of any governmental authority, domestic or foreign,
shall, as between you and Emirates NBD, at all times be and remain the sole and exclusive property of Emirates NBD
and/or other lawful parties. Except as specifically permitted in writing, you acknowledge and agree that you may not
copy or make any use of the content of the publication or any portion thereof. Except as specifically permitted in
writing, you shall not use the intellectual property rights connected with the publication, or the names of any individual
participant in, or contributor to, the content of the publication, or any variations or derivatives thereof, for any purpose.

YOU AGREE TO USE THE PUBLICATION SOLELY FOR YOUR OWN NONCOMMERCIAL USE AND BENEFIT, AND NOT
FOR RESALE OR OTHER TRANSFER OR DISPOSITION TO, OR USE BY OR FOR THE BENEFIT OF, ANY OTHER PERSON
OR ENTITY. YOU AGREE NOT TO USE, TRANSFER, DISTRIBUTE, OR DISPOSE OF ANY DATA/INFORMATION
CONTAINED IN THE PUBLICATION IN ANY MANNER THAT COULD COMPETE WITH THE BUSINESS INTERESTS OF
EMIRATES NBD. YOU MAY NOT COPY, REPRODUCE, PUBLISH, DISPLAY, MODIFY, OR CREATE DERIVATIVE WORKS
FROM ANY DATA/INFORMATION CONTAINED IN THE PUBLICATION. YOU MAY NOT OFFER ANY PART OF THE
PUBLICATION FOR SALE OR DISTRIBUTE IT OVER ANY MEDIUM WITHOUT THE PRIOR WRITTEN CONSENT OF
EMIRATES NBD. THE DATA/INFORMATION CONTAINED IN THE PUBLICATION MAY NOT BE USED TO CONSTRUCT A
DATABASE OF ANY KIND. YOU MAY NOT USE THE DATA/INFORMATION IN THE PUBLICATION IN ANY WAY TO
IMPROVE THE QUALITY OF ANY DATA SOLD OR CONTRIBUTED TO BY YOU TO ANY THIRD PARTY. FURTHERMORE,
YOU MAY NOT USE ANY OF THE TRADEMARKS, TRADE NAMES, SERVICE MARKS, COPYRIGHTS, OR LOGOS OF
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EMIRATES NBD OR ITS SUBSIDIARIES IN ANY MANNER WHICH CREATES THE IMPRESSION THAT SUCH ITEMS
BELONG TO OR ARE ASSOCIATED WITH YOU OR, EXCEPT AS OTHERWISE PROVIDED WITH EMIRATES NBD’S PRIOR
WRITTEN CONSENT, AND YOU ACKNOWLEDGE THAT YOU HAVE NO OWNERSHIP RIGHTS IN AND TO ANY OF SUCH
ITEMS. MOREOVER YOU AGREE THAT YOUR USE OF THE PUBLICATION IS AT YOUR SOLE RISK AND ACKNOWLEDGE
THAT THE PUBLICATION AND ANYTHING CONTAINED HEREIN, IS PROVIDED "AS IS" AND "AS AVAILABLE," AND
THAT EMIRATES NBD MAKES NO WARRANTY OF ANY KIND, EXPRESS OR IMPLIED, AS TO THE PUBLICATION,
INCLUDING, BUT NOT LIMITED TO, MERCHANTABILITY, NON-INFRINGEMENT, TITLE, OR FITNESS FOR A
PARTICULAR PURPOSE OR USE. You agree, at your own expense, to indemnify, defend and hold harmless Emirates
NBD, its Suppliers, agents, directors, officers, employees, representatives, successors, and assigns from and against
any and all claims, damages, liabilities, costs, and expenses, including reasonable attorneys’ and experts’ fees, arising
out of or in connection with the publication, including, but not limited to: (i) your use of the data contained in the
publication or someone using such data on your behalf; (ii) any deletions, additions, insertions or alterations to, or any
unauthorized use of, the data contained in the publication or (iii) any misrepresentation or breach of an
acknowledgement or agreement made as a result of your receiving the publication.

China: Assessing the Economic Challenges | Economics Page 9



