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China’s GDP to Outpace World Again
Analysis and Commentary from Leading China Expert Jim Trippon, editor of the China Stock Digest.

FACT: The State Information Center says China's gross domestic product will grow about 8.5 percent in the third quarter from a year earlier. That’s well up from the second quarter's 7.9 percent pace.

FACT: As a leading indicator of economic expectations, the Shanghai Composite Index jumped by a spectacular 90% from its lows last year, before undergoing a painful correction in the past few weeks. The steepness of this correction did pull back on the performance of some China Stock Digest ADRs.

Q: Is China heading towards a downturn in the second half of this year?
“The Shanghai Composite Index continues to give the world jitters. Several news sources are now fretting that a “bear market” in China means trouble for the whole world. Of course that’s not the case. China is on a world-beating growth trajectory. The outlook for the Chinese economy remains the best in the world. A government think tank has just disclosed its latest prediction for the third quarter of the year. The outlook would make any western nation envious.”
Q: Do you believe that the global economic future depends strictly on China economic success?
“While it is novel to see some acknowledgement of China’s important role in the global economy, the idea that the Chinese stock market could signal world economic performance is ludicrous and should be ignored.”

Q: How are China’s internal markets reflecting a rise in this type of economy?
 “The rise of China’s markets is due in part to a flood of money released by Chinese banks on government orders. There is speculation that this torrent of money may be reined in. Also, Chinese shares do not reflect global valuations because they are not tradable by foreigners. Shanghai was due for a correction due to severe over-valuation compared to ADRs and Hong Kong stocks.” 
Q: What is China’s outlook for the future?
“Exports will fall 20 percent in the third quarter, compared with a year earlier, with imports dropping 12.7 percent, according to the think tank’s forecast. Capital spending will remain a key driver for China’s economy, and urban fixed-asset investment is likely to rise 32 percent in the third quarter. Such heavy capital investment will worsen many deep-rooted problems, including over-capacity. Over investment may also cause inflationary bubbles in sectors such as real estate.
Q: Are there certain industries to avoid when looking for investment opportunities?
The steel-making and cement sectors as suffering from serious over-capacity. However the Chinese economy as a whole remains remarkably free of inflation worries. 
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