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BCITCAwW 3413 -2854 BPITC Awg 12,344 -2844 BSITCAwg 19,183 101 BHSITC Awg 16,794 -491
HRDI 1,065 -189 HRCPI 270 -226 HRSCI 2,516  -215

CHINA AND THE GLOBAL GLOOM

Whether it be wars, embargoes, plagues or natural disasters, the productivity loss stemming from the disruption
to normal trade patterns invariably results in supply shortages and steep price hikes. The shock to energy and
agricultural markets following the Ukraine conflict, coming so soon after the Pandemic, has been no exception.
But whereas producers, not least those in transport sectors thanks to the mobility of their assets, are relatively
quick to adapt to logistical change, the delayed effects of shocks to consumer / investor incomes, confidence,
sentiment and expectations are starting to bite and may be more prolonged. The world economy is now entering
this second phase as the 2021 early 22 commodity price spirals give way (with the notable exception of gas), to
their consequential negative effects on inflation and demand growth.

COVID caused a record 85% of all countries to plunge into negative growth in 2020 (Chart 1) and the nascent
2021 recovery when is already collapsing. According to the IMF’s June estimates (which will almost certainly be
further downgraded as the Ukraine war continues past its six-month anniversary) world growth will more than
halve and inflation more than double in both advanced and emerging economies this year (Table 1). The down-
turn may be less severe than in 2020 but, with the exception of a few energy exporters, it will be just as wide-
spread.

CHART 1 PERCENTAGE OF COUNTRIES EXPERIENCING NEGATIVE PER CAPITA GROWTH (1901-2021)
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Source: IMF
TABLE 1 IMF MACROECONOMIC GROWTH FORECASTS

2020 2021 2022 2023
GDP Growth
World -3.1% 6.1% 3.2% 2.9%
Advenced Economies  -4.5% 5.7% 25% 1.4%
Emerging Economies  -2.0% 65.8% 3.6% 3.9%
Consumer Price Inflation
World 3.2% 4. 7% 8.3% 5.7%
Advanced Economies 0.7% 3.1% 6.6% 3.3%
Emerging Economies 5.2% 559% 0.5% 7.3%
World Trade Volume
Goodsand Services . -7.9% 10.1% 41% 3.2%

Source: IMF Jun 2022

- Howe Robinson Partners (UK) Ltd, 40 Gracechurch Street, London EC3V 0BT United Kingdom
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But important as the pervasive nature of this downturn is for world trade, it is China’s economic deceleration that
constitutes the most serious issue, particularly for dry bulk shipping as it accounts for around 50% of all its car-
goes. Thanks to Deng Xiaoping’s hugely successful “socialist market economy” policies, China generated 25% of
the global increase in GDP during the last two decades and until COVID struck it had consistently enjoyed posi-
tive growth during every single quarter of the previous 25 years (Chart 2).

CHART 2 CHINA ANNUALISED QUARTERLY GDP GROWTH
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Although, as might be expected in a maturing economy, rates have trended down from double digit levels since
2008, China has proved a reliable and dynamic source of growth for dry bulk imports. However, even allowing for
the questionable accuracy of these historical GDP figures, it is clear that since 2020 China’s economy has en-
tered a considerably more volatile phase, especially if compared to the 2008/9 financial crisis when quarterly
growth never dipped below 5%.

The latest Q2 fall to 0.4% suggests China now faces a number of headwinds that were not blowing during the first
two decades of the century. Like all trading countries, it faces overall weakening markets for its exports(though in
the case of steel sharply increased stockpiles at home have led to near record shipments abroad in the past 3
months). Protectionism, the retreat from globalisation, the growing Sino-American split and worsening geopolitical
climate are undoubtedly all contributory factors. But there are also homegrown problems which add force to these
winds.

Fines, new regulations and a drive to reduce reliance on imported western components have caused the tech in-
dustry, which accounts for 8% of GDP, to stagnate. The zero-COVID policy, which has been in force for two and
a half years is another culprit. During that time over 200 million people have been living under restrictions that
have disrupted both industrial production and domestic demand and it looks as if restrictions due to COVID out-
breaks may continue into 2023. because of China’s refusal to import western RNA vaccines to combat the highly
transmissible Omicron variant.

Another violent headwind has been the progressive deterioration of the real estate sector. Thanks to Ponzi type
abuses of China’s ‘presale’ system of property purchase, a vicious circle has developed. Payment strikes on 5-
6% mortgages for homes homeowners worry may never get built have reduced the liquid funds available to de-
velopers by over 25% this year causing more than 60% of developers to hit one of the three debt thresholds set
by regulators and about 10%, Evergrande included, to breach all three. In consequence the property boom which
started in the early 2000s and peaked in 2018 has plunged deep into negative territory this year (Chart 3).

- Howe Robinson Partners (UK) Ltd, 40 Gracechurch Street, London EC3V 0BT United Kingdom
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CHART 3 CHINA REAL ESTATE INDEX AND NEW HOUSE SALES
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Source: National Bureau of Statistics of China

The crisis is highly significant because of real estate’s size (the Economist estimates the sector constituted
around 24% of GDP in 2021), because of its financial links to banks (around 25% of whose assets is in property)
and, most directly for dry bulk shipping, because of the critical importance of building construction and its associ-
ated infrastructure of roads, rail links and utility projects for steel demand (Chart 4).

CHART 4 CHINA STEEL CONSUMPTION BY END USE SECTOR
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None of this is evidence that China is going to suffer a full-blown financial collapse comparable to the US mort-
gage-backed securities disaster of 2008/9. Their big banks are publicly owned and underwritten by central gov-
ernment. The People's Bank of China (PBOC) is already easing interest rates and compared to indebted US and
European homeowners in 2008, Chinese households have high savings rates with which to service their mort-
gage payments. But the inevitable consequence of so many challenges at home and some economic shift away
from manufacturing towards real estate development and the services sector, is that China is less likely to lead
the world out of any impending global recession as it did in 2008/9 and more likely to experience greater GDP

growth volatility in the future.

Howe Robinson Partners (UK) Ltd, 40 Gracechurch Street, London EC3V 0BT United Kingdom



