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We’re all accustomed to thinking of China as the fastest-growing economy in the world, but
recent events have had global investors rethinking that story. At the start of the year, the Chinese
stock market fell to five-year lows, and the economy is in the middle of a scary bout of deflation.
Chinese stocks are selling at an aggregate PE of 7, compared with 22.2 for the U.S. S&P 500.
Consumer prices are down roughly 1% from last year and deflation is predicted for this year as
well.

At the same time, home prices have declined at an 8.5% rate, and a series of defaults from over-
leveraged developers has triggered a collapse in commercial properties. This is significant since
so much of Chinese wealth is tied up in real estate.

In the past, the Chinese government has propped up economic growth with stimulus spending on
infrastructure, to the point where the country now has super-fast train systems with excess
capacity and gleaming skyscrapers sitting empty. The Chinese central bank recently cut interest
rates by 100 basis points, hoping that would trigger more borrowing and spending, but total debt
of 350 trillion yuan—three times the country’s gross domestic product—makes you wonder how
much more debt the nation’s citizens, companies and government would be willing to take on.
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China’s mountain of debt

gh capital investment is generating more debt than growth. China's debt was almost three times its GDP in 2022

TOTAL CREDIT TO NON-FINANCIAL SECTOR BY COMPONENTS VS, GDP

Note: Data through 2022. Credit to households includes that to non-profit institutions serving households (NPISH).
Source: Refinitiv data stream; BIS | Reuters, July 17, 2023, | By Kripa Jayaram

The recipe for escaping a recession or even a depression is relatively clear: clean up the property
sector, restructure municipal and developer-related debt, and switch to an economic model that
doesn’t rely on ever-increasing amounts of debt-fueled stimulus spending. But nobody seems to
expect the Chinese leadership to take drastic or even ambitious measures in those directions.
Their goal, as one analyst put it, is to ‘maintain social stability,” which can be translated to mean:
staying in power regardless of the economic consequences.
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Sources:

https://www.reuters.com/world/china/chinas-consumer-prices-suffer-steepest-fall-since-2009-
deflation-risks-stalk-2024-02-08/

https://www.reuters.com/world/china/pressure-grows-china-big-policy-moves-fix-economy-
2024-02-22/

https://www.reuters.com/world/china/weak-data-limited-stimulus-keep-investors-away-china-
2024-01-17/

If you have any questions about this article or want to discuss your family finances, investment
portfolio, or financial planning advice, please call on me anytime at my number (215) 325-1595
or you can click here to schedule a meeting.

Please feel free to forward this article and offer to anyone you know who might have financial
questions or need some unbiased advice. Most financial advice is sales advice. In stark contrast,
we are fee-only (non-commissioned) fiduciary advisors. We just provide truthful, unbiased
advice to our clients.
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This message is intended only for the individual or entity to which it is addressed and may
contain information that is privileged, confidential, or exempt from disclosure under applicable
federal or state law. You are hereby notified that any dissemination, distribution, or copying of
this communication, except in accordance with its intended purpose, is strictly prohibited.

Our physical and mail address:
1911 West Point Pike
P.O. Box 301
West Point, PA 19486-0301

Contact us:
Phone: (215) 325-1595
Email: jeff@broadhurstfinancial.com
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