backslash.cash

Navigating China's Economic Turmoil: Challenges and
Global Consequences

Addressing China's Economic Hurdles and the Global
Implications

China boasts the title of the world's second-largest economy. However, it's not without its
share of economic and environmental hurdles. These predicaments have far-reaching
impacts, spanning beyond China's borders into every section of the global economy. In this
article, we will delve deeper into these significant challenges and dissect them one-by-one.

Ripple Effects of Increasing Unemployment and Declining
GDP

The Worrying Unemployment Trends

Recent macroeconomic data from China points to an unsettling uptick in unemployment
rates. This situation is particularly concerning among young Chinese. There are three primary
contributors to these increasing unemployment rates:

- A considerable economic slowdown: The slowed-down economy has led to fewer newly
created jobs.

- Advancements in the tech sector: Automation and Al continue to replace human labor
across various industries.

- The COVID-19 pandemic: The pandemic has disrupted various businesses leading to
layoffs and hiring freezes.

Dwindling Real GDP

China's real Gross Domestic Product (GDP) — the measure of the total value of all goods and
services produced after adjusting for inflation, has been witnessing a speedy decline. Key
reasons include:



- Reduced consumer spending: Declining consumer confidence has resulted in fewer
purchases, leading to decreased demand.

- Disruptions in the supply chain: The pandemic has caused lockdowns and strict policies
disrupting manufacturing and logistics.

- Ongoing global trade tensions: Trade disputes, both current and past, have negatively
affected export volumes.

The Impact on Consumer Confidence

Consumer confidence in China is presently at a 30-year low. Crucial impacts of this status
are:

- Reduced spending by consumers: The lower consumer confidence reduces the likelihood of
making significant purchases.

- The economic cycle: Consumer spending plays a pivotal role in driving economic growth.
Lower spending might result in a further economic decline.

Escalating Debt-to-GDP Ratio

There are projections that China's debt-to-GDP ratio may exceed 90% in the coming years.
This ratio compares a country's total debt to its GDP. A higher ratio results in the following:

- Increased risk: Significant levels of debt can lead to financial instability.

- Reduced creditworthiness: Lenders may become hesitant to lend or may demand higher
interest rates.

- Added fiscal pressure: Servicing the debt requires a significant percentage of government
revenue, which could have otherwise been utilized elsewhere.

Problems in the Housing Market

Decreasing Housing Prices

For a prolonged period of 11 consecutive months, housing prices have been decreasing
across 70 Chinese cities. The implications of this downward trend are multi-fold:

- Negative equity: Homeowners may find that their mortgage balances are more than the
current value of their homes.

- Reduced wealth effect: As property values decline, consumers might feel less wealthy and
could reduce their spending.



- Developers' struggles: Lower property prices lead to less revenue for property developers,
thus hampering their ability to service debt.

The Housing Bubble

China is grappling with a severe housing bubble, characterized by:

- Overconstruction: The existence of an unnecessarily high number of housing units, more
than the required demand.

- Speculative buying: Properties are bought not for living in but as investments, which could
artificially inflate prices.

- High levels of household debt: Several households in China have taken on substantial debt
to buy property.

Pre-sale Practices and Construction Delays Constraints

In China, it's a common practice for property developers to sell homes even before their
construction is complete (a pre-sale). This situation often leads to:

- Cash flow issues: Developers rely heavily on the funds from pre-sale to finance their
constructions.

- Construction hold-ups: Any financial strain on property developers might lead to
construction delays or even halts, resulting in buyers not getting their homes on time.

- Mortgage boycotts: Buyers who are frustrated by delays often refuse to continue paying
their mortgages on unfinished properties.

Hindrances Caused by Lockdowns Under the COVID-Zero
Policy

Chengdu's Lockdowns

Chengdu, a major city in China, is currently witnessing strict lockdowns as part of China's
COVID-zero policy. These have several implications, which include:

- Economic disruption: Businesses closing down disrupts both local and national economies.
- Manufacturing impact: Chengdu is a key manufacturing hub, and production halts affect
supply chains significantly.

- Social impact: The restrictions on individual movement affect daily life, as well as
psychological well-being.



Manufacturing PMI Downtrend
The Purchasing Managers Index (PMI) measures the health of the manufacturing sector. A
downtrend signifies:

- Reduced manufacturing activity: There is less production due to lockdowns and issues in
the supply chain.

- Business sentiment: Manufacturers are pessimistic about future conditions.

- Economic indicator: The PMI is seen as an early indicator of economic performance.

Environmental Challenges: Drought and Heatwaves

Currently, China's severe environmental issues are concerning. There is:

- A significant impact on agriculture: Food supply concerns arise due to droughts affecting
crop yields.

- Power shortages: Heatwaves increase electricity demand for cooling, leading to overloading
of power grids.

- Issues in water supply: Reduced water levels affect both farming and human consumption.

Factory Shutdowns and Energy Rationing

As a result of power shortages and environmental policies:

- Factories are shutting down: Industries are compelled to halt production to save energy.
- Energy rationing: The availability of power is finite, resulting in scheduled power outages.
- Economic consequences: Reduced industrial output affects both GDP and employment.

Financial Stress on Banks and Property Developers

The instability in the property sector is causing significant financial strain:

- Non-performing loans: Banks are facing increased default rates on loans given to
developers and homebuyers.

- Liquidity issues: Developers find it hard to refinance debt, leading to possible bankruptcies.
- Systemic risk: The financial sector's health is critical to overall economic stability.

Global Implications

China's economic hurdles have considerable implications globally:



- Supply chain disruptions: As a significant manufacturing hub, China's slowdown impacts
global supply chains.

- Commodity prices: Reduced demand from China could result in lower global commodity
prices, impacting exporting nations.

- Fluctuations in financial markets: Financial instability in China could lead to volatility in
global stock markets.

- Economic growth: A slowdown in China could give rise to a global economic slump.

Conclusion

Currently, China is grappling with a mesh of complex economic, environmental, and social
challenges. Rising unemployment, dwindling GDP, an ailing housing market, and
environmental crises are knotted issues that impact not just China, but have immense
potential to influence the global economy as well. Tackling these issues will require
strategically planned policy measures and international cooperation to assuage the adverse
effects.

Additional Resources

We recommend checking out these additional resources for more information:

- World Bank on China's Economy: World Bank China Overview

- International Monetary Fund (IMF) Reports: IMF China Publications

- China's National Bureau of Statistics: National Data

Please note: The said information reflects the state of knowledge as of September 2021. For
the most recent data and developments, please refer to the latest reports from reputable

sources.


\"https://www.worldbank.org/en/country/china/overview\"
\"https://www.imf.org/en/Countries/CHN\"
\"http://www.stats.gov.cn/english/\"

