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The big trends

Ten years ago: 

 Surge in exports 

 Deflation

Five years ago: 

 Housing boom

 Infrastructure boom
Today

Return of inflation

E xports  vs  domes tic cons umption

F inancial market liberalization 
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Shanghai (Pudong)
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 Source: Credit Suisse
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The problems

Major progress has been made in recapitalizing the banking sector, but we believe 
that is still the weakest link in the economy

More than 200 mn people are either unemployed or underemployed. Job pressure 
remains heavy

Income gap widening; rural/urban gap widening. Social unrest is a real threat in the 
medium term

There is virtually no social security safety net; health care system has practically 
collapsed; education is inadequate
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But China has become more important for the rest of 
the world

China is still only one-fifth the size of the US economy, but it contributed 1.2 p.p. of 
the 4.9% global growth in 2007, while the US contributed 0.5 p.p. and Japan 0.1 p.p.

Urbanization in China is running at the equivalent pace of building two cities the size 
of Boston per year, and accelerating

40% of steel and 60% of cement produced globally are being used in China’s property 
boom and infrastructure drive

Mainland Chinese own 550 million mobile phones, and demand is robust
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How did China get here?

Very low wage rate – one third of Mexico’s – with a huge reserve of migrant workers

Very low cost of capital – depositors are subsidizing industrialization through 
obsolete banks

Rapidly improved infrastructure, hence rising productivity

Growth focused political structure
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Projection of global consumption growth

Source: CEIC, © Datastream International Limited ALL RIGHTS RESERVED, IMF, Credit Suisse estimates. 
Assumption: China’s private consumption growing 1 pp above GDP growth, along with a 10% annual currency appreciation 
against the US$ until the RMB/US$ exchange rate reaches 4:1.

China’s private consumption is expected to count for 21% of 
global consumption in 2020 

(% share of global consumption) 2006 2007E 2008F 2009F 2010F 2015F 2020F
US 31.1 30.2 29.3 28.4 27.5 23.3 20.7
Japan 8.4 8.2 7.9 7.7 7.5 6.4 5.8
Germany 5.8 5.6 5.4 5.3 5.1 4.3 3.7
UK 5.1 5.0 4.9 4.8 4.6 4.0 3.6
China 4.7 5.4 6.4 7.6 8.9 16.9 21.4
France 4.3 4.2 4.1 3.9 3.8 3.2 2.8
Italy 3.7 3.6 3.4 3.3 3.2 2.7 2.3
Spain 2.4 2.4 2.3 2.3 2.2 1.9 1.7
Canada 2.4 2.3 2.3 2.2 2.1 1.9 1.7
Mexico 1.9 1.9 1.8 1.8 1.8 1.7 1.6



China
Growth, inflation and property
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Return to normal pattern
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Inflation is a global issue

Inflation is a global issue...

...but central banks’ power varies by country

E n e r g y F o o d Wa g e s

G l o b a l G l o b a l C h i n a
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Food inflation may be peaking…

Sources: National Bureau of Statistics, Credit Suisse 
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…but wage growth is worrying

Q107 Q207 Q307 Q407 Q108 Q208 Q308 Q408 Q109 Q209 Q309 Q409
(%yoy, ya)
Food Inflation 6.2 8.9 16.8 17.5 21.0 23.0 17.0 15.0 11.0 10.0 10.5 11.0
Non-food inflation 0.9 1.0 1.0 1.3 1.6 1.8 2.7 3.0 4.5 6.5 7.5 9.0
Headline CPI 2.7 3.6 6.1 6.6 8.0 8.2 7.0 6.6 6.5 7.6 8.4 9.6
Source: CEIC, Credit Suisse estimates.

Credit Suisse Forecast

S ummary of CP I projections

Cos t s urpris e in Q1 2008 company res ults

Q108 results Cost surprise on the upside Material cost surprise on the upside Wage cost surprise on the upside
(number of reporting companies/all companies)
A-share 544/650 327/456 411/456
H-share 257/315 163/198 184/198
Source: WinBound, the BLOOMBERG PROFESSIONAL™ service, Credit Suisse
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Energy price adjustment adds further inflationary pressures
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20 June fuel price hike

Estimated impact of fuel and power price hike on CPI inflation
Direct impact Indirect impact Total

(Percent point contribution to CPI, annualized) 1st yr
Scenario One
15% hike in fuel prices 0.54 0.5 1.04
4.7% hike in power tariffs
Scenario Two
15% hike in fuel prices
4.7% hike in power tariffs 0.98 1.3 2.28
PLUS 8% rise in public transportation fares
Note: (1) Fuel is assumed to have a 3% weight in CPI; (2) Power tariff is assumed to have a 2% weight in CPI; 

(3) Public transportation is assumed to have a 5.5% weight in CPI          Source: CEIC, Credit Suisse estimates

Note: (1) Weighted average of prices in the US, Europe, and Singapore
Source: the BLOOMBERG PROFESSIONALTM  services, Credit Suisse.
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Scenario A

 Food inflation moderates substantially

 Wage growth does not shoot up

 USD appreciates, so commodity prices fall

6 -7 %  in fla tio n , 1 0 %  GDP g ro w th  in  2 0 0 9



 
1 5

Scenario B

 Wage – price spiral

 Energy/commodity prices stay high

Zh u  Ro n g ji’s  1 9 9 3  –  9 5  a u s te rity m e a s u re s
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What did Zhu do?

 Harsh ban on bank credit 
 Interest rate up 342bps
 RMB dropped by 33%

Sources: CEIC, Credit Suisse 
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Growth risk is emerging now, too…

Sources: CLIC, Credit Suisse
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PMI continued to be weak in June

Sources: CLIC, CEIC, Credit Suisse

PMI new orders index
30 40 50 60 70

C hemicals
Transport equipment

Tex tile
Smelting of ferrous metals

Specialized machinery
C ommunic. & elec. equipment

M etal products
General machinery

Elec. machinery  & equipment

Jun-08
Jun-07

35

45

55

65

75

85

M
a
r-

0
5

J
u
n
-0

5

S
e
p
-0

5

D
e
c
-0

5

M
a
r-

0
6

J
u
n
-0

6

S
e
p
-0

6

D
e
c
-0

6

M
a
r-

0
7

J
u
n
-0

7

S
e
p
-0

7

D
e
c
-0

7

M
a
r-

0
8

J
u
n
-0

8

PMI new  orders index: Elec. Machinery
PMI new  orders index: Transport equipment
PMI new  orders index: General machinery

PMI new  orders  fe ll sharply

20
30
40
50
60
70
80
90

100

M
a
r-

0
5

J
u
n
-0

5

S
e
p
-0

5

D
e
c
-0

5

M
a
r-

0
6

J
u
n
-0

6

S
e
p
-0

6

D
e
c
-0

6

M
a
r-

0
7

J
u
n
-0

7

S
e
p
-0

7

D
e
c
-0

7

M
a
r-

0
8

J
u
n
-0

8

PMI input prices index
PMI input prices index: Oil refining
PMI input prices index: Ferrous metals
PMI input prices index: General machinery

-5

0

5

10

15

20

25

30

35

Jan-06 Apr-06 Jul-06 Oct-06 Jan-07 Apr-07 Jul-07 Oct-07 Jan-08 Apr-08

Passengers  carried by air(% yoy)
 Passenger carried by air - international route(% yoy)



 
1 9

A new investment wave by local governments?

Fixed Asset Investment (annual % growth)
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A selective easing in 2008

 A normalization in credit environment is taking place

Sources: National Bureau of Statistics, People’s Bank of China, Credit Suisse
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We look for 9.8% GDP growth for 2008
 The economy is “de-banking,” with only 

19% of investments relying on bank 
loans.

 Companies are cash-rich, and the capital 
market is robust, so industrial investment 
looks strong.

 Consumption remains healthy.
 Property sector correction is likely to be a 

repeat of that in Shanghai in 2005.

Sources: National Bureau of Statistics, Credit Suisse
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Currency appreciation slows down a little in H2 08

 Rate hikes become difficult amid a 
global easing cycle

 Reserve requirement ratio is not an 
effective policy tool

 Increasingly amount of imported 
commodities, and possibly foods

Pace of RMB appreciation

Sources: the BLOOMBERG PROFESSIONAL™ service, CEIC, Credit Suisse
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Exports: the end of an era

Overtime work must be compensated 
   1) Outside 40 hours/week: 
       wage x1.5 on weekdays   x2 on weekends  x3 on public holidays 
   2) Maximum overtime on weekdays 
       3 hours/day or 36 hours/month overtime work on weekdays

Worker can only be dismissed when contract expires or 
for causes defined in the law
   Severance pay at the rate of one month's salary per year of service is required. 

Written contract is compulsory 
   Wage x2 for each month working without an written contract
   After one-year, contract becomes open-ended

Compulsory enrollment in social security program 
   Rate set by local government, average at 13-15% of wage

Open-ended contract is required, if a worker has 
   1) 10 years of continuous employment with the firm; or 
   2)  worked under two fixed-term contracts previously 

The Labour Contract Law  
the last straw on camel’s back

Average annual growth of minimum wages

Sources: Ministry of Labour and Social security, The State Council, Credit Suisse
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1/3 of export factories in Guangdong may be closed in 3 years

Sources: CEIC, Booz Allen Hamilton, Various local labor market authorities, Credit Suisse
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Private consumption is rising
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 Retail sales data grossly underestimate 

the momentum in private consumption.

 Service demand and purchasing power 

from the rural sector.

 Rising inflation encourages spending.

 Home ownership has reached 60%, so 

crowding out effect is down.

Sources: NBS, CEIC, Credit Suisse
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More wealth into securities and insurance
Methods for saving money 

Sources: Credit Suisse
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Is the worst behind us?
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Ho u s in g , 
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Source: Credit Suisse 
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Slowdown in growth is set to be asymmetrical?

Source: © Datastream International Limited ALL RIGHTS RESERVED, Credit Suisse

Global GDP Growth (PPP-based)

0.0

1.0

2.0

3.0

4.0

5.0

6.0

7.0

8.0

97 98 99 00 01 02 03 04 05 06 07E 08F 09F

World Developed countries Emerging countries

2003-07 Average: 4.5%



 
3 1

Private payrolls , in thousands
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Downside risks are rising in in Europe and Japan

Source: © Datastream International Limited ALL RIGHTS RESERVED, Credit Suisse 
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So What Does the Recovery look like?
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Risk Appetite Cycles Compared

Source: Credit Suisse
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Average Asset Returns During Panics

Source: Credit Suisse
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USD turning around in 2008?

Source: the BLOOMBERG PROFESSIONAL™ service, © Datastream International Limited ALL RIGHTS RESERVED, US Federal Reserve, Credit Suisse
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How drastic was the oil price rise?

We expect a volatile year for hard commodities
 ----- US slowdown, USD, Carry trade etc. 

Source: the BLOOMBERG PROFESSIONAL™ service, Credit Suisse 
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Is the label of emerging market justified?
Year 2007

Country A Country B
Real GDP growth (%) 3.8 5.0
CPI inflation (%, ya) 2.8 3.6
Unemployment (% of labor force) 8.3 3.1
Current acc.(% of GDP) -10.1 0.6
General government fiscal balance (% GDP) 2.2 1.6
Credit rating (Moody's/S&P) Aaa/AAA A2/A

Country C Country D
Real GDP growth (%) 5.4 1.5
CPI inflation (%, ya) 3.6 2.0
Unemployment (% of labor force) 9.3 6.0
Current acc.(% of GDP) 0.3 -1.9
General government fiscal balance (% GDP) -2.3 -2.2
Credit rating (Moody's/S&P) Ba1/BBB- Aa2/A+

Note: Credit rating as of 5 May 2008. 
Sources:  IMF, the BLOOMBERG PROFESSIONAL™ service, National Statistical Offices, Credit Suisse
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Brazil         Italy
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A historical perspective
S hare of World G DP  1820-2007

% of World Total GDP

Sources: 1820-1973: A. Maddison, “The World Economy – A Millennial Perspective”, 1997-2007: IMF World Economic Outlook 
Database.
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