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China: Economic Friend or Foe? 

Over the last few years, the outlook of the Chinese economy has become a hotly debated topic. Many experts 
suggest the Chinese economy is stalling and a hard landing is imminent. Others feel the slowdown is temporary 
and growth is just around the corner. In this piece, we’ll discuss the current state of the Chinese economy and 
the implications for the U.S. economy. 
 
The World’s Second Largest Economy 

According to the World Bank, China currently ranks as the globe’s second largest economy, trailing only the U.S. 
With a population of over 1.35 billion people, labor participants and consumers are not in short supply.1 This has 
allowed their economy to expand at a nearly double-digit average annual growth rate since the early 1990s 
when the country underwent significant economic reform.2  
 
In fact, the amount of goods the Chinese consume as a percentage of the global consumption is nothing short of 
amazing. As of 2014, the Chinese consumed 50% of global copper, 48% of global aluminum, and 12% of global 
crude oil.3 The Chinese also continue to import large amounts of consumer goods such as electronics. Apple 
reported during its Q3 2015 earnings call that its revenue from Greater China was up 99% year-over-year and 
totaled nearly 25% of its total sales.4 It’s clear that even if China is slowing, it remains a global growth engine. 
 
Change is on the Way 

Over the last few years, the Chinese government has attempted to transform its economy into a service-based 
consumption model and away from its historical role as an exporter of manufactured goods. In addition, they 
have tried to reign in the country’s growth rate. The leaders recognized that the double-digit growth 
experienced during the prior decades was not sustainable over the long term.  
 
During the financial crisis of 2008 and the 
recession that followed, the Chinese saw how 
reliant they were on global demand linked to 
manufacturing and decided a change was needed. 
From there, Chinese leaders focused on growing 
their services sector which includes areas such as 
finance, education, and healthcare. As of Q3 2013, 
the Chinese services sector surpassed the 
manufacturing sector for the first time since the 
early 1990s (Chart 1).5 This is a trend that many 
analysts expect to continue into the foreseeable 
future. 
 
Cracks in the Façade  

Overall, it appears the Chinese plan to become a global service-based consumer is on track. However, it hasn’t 
come without problems and many underlying issues exist. For instance, real estate bubbles, stock market booms 
and busts, and an over-levered shadow banking system have created many headwinds for the economy.6 This 
has caused significant amounts of capital to leave the country and has negatively impacted GDP. In addition, 
credit demand and total imports have slowed, indicating that both businesses and consumers are feeling the 
pinch.7 Lastly, the U.S. dollar has strengthened significantly over the last year and put pressure on their exports 
(their currency has a loose peg to the U.S. dollar).  

Chart 1 

Source: Leuthold Group. 
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One silver-lining for China is the large amount of 
foreign reserves the Chinese central bank, the 
Peoples Bank of China (PBOC), has at their 
disposal (Chart 2). It’s clear that the PBOC has 
significant dry-powder on hand to help stimulate 
their economy and they are not afraid to use it. 
The PBOC continues to utilize many forms of 
direct stimulus in hopes of increasing growth and 
instilling confidence in their economy. Examples 
include: infrastructure projects, rate cuts, and 
direct intervention into their capital markets. All 
of this has helped to stabilize their economy but 
they face an uphill battle from here.  
 
Impact on the United States 

Generally speaking, the U.S. is well insulated from the Chinese economy. Less than 8.0% of S&P 500 index 
companies derive their revenues from Asia, and China makes up an even smaller percentage of that amount.8 
However, as the global economy continues to become more interconnected, it’s likely that a hard-landing in 
China would have some sort of spillover effect on the U.S. economy.   
 
The global equity market selloff in August of this year is a great example. In early August, the PBOC allowed their 
currency to devalue against the U.S. dollar in hopes of stimulating economic growth (this should theoretically 
make their goods cheaper and thus stimulate demand). This move startled experts as they suddenly became 
concerned that China’s economic situation may be worse than expected. From there, the global markets went 
into a tailspin and the U.S. stock markets corrected over 10%. Since then, China’s economic data has stabilized 
and fears have largely subsided, but it highlights a great example of how connected our economies and capital 
markets are today.  
 
Conclusion 

China has gradually become one of the most talked about financial topics over the last few years. Experts 
continue to disagree on China’s economic outlook and whether or not they can effectively transform the 
economy into a service-based consumption model. Even so, China remains the world’s second largest economy 
and has a massive war chest of reserves to help stimulate growth. In addition, the negative headlines are likely 
overdone at this point. With over one billion citizens ready to work and consume goods, it’s unlikely that China 
is going away anytime soon.      
 
As always, please feel free to contact us with any questions you may have. 

 

 
William Kring, CFP®, AIF® 
Chief Investment Officer 
 
Matt B. Bailey, CFA®, CMT® 
Portfolio Manager 
 
 
 
 
 

Chart 2 

Source: St. Louis Federal Reserve, WPSG. 
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Important Risk and Disclosure Information  
Investing has risks, some of which may be substantial depending on the objective. Investors should carefully consider their 
objectives, risk tolerance and time horizon before investing. There is no guarantee that investment objectives will be 
achieved. Diversification does not necessarily ensure a profit or protect against a loss. Certain investments discussed may 
not be liquid. ETF’s, non-traded securities and closed-end funds and other investments could be worth more or less than 
their net asset value when bought or sold. A complete description of risks can be found in the prospectus for each 
investment.    

This material is provided on an informational basis only and should not be construed as a solicitation for any specific 
product or service. The views expressed in this report are those of investment professionals and are current only through 
the date when this was delivered, and are not intended as investment advice or a recommendation to purchase or sell 
specific securities. All discussion of asset allocation and/or portfolio diversification reflects general principles and does not 
represent a recommendation for specific action.  

These opinions may change at any time without notice, and there is no assurance that any securities discussed herein, will 
remain in an account at the time you receive this information. It is not possible to invest directly in an Index. Various index 
names that we refer to may be registered trademarks. Past performance does not predict future results. While every effort 
has been made to verify the information contained herein, we make no representations as to its accuracy.    

Wealth and Pension Services Group, Inc., (WPSGI) and its affiliates and its employees are not in the business of providing 
tax or legal advice. Tax‐related statements, if any, may have been written in connection with the marketing of the 
transaction(s) or matter(s) addressed by these materials, to the extent allowed by applicable law. Any such taxpayer should 
seek advice based on the taxpayer’s particular circumstances from an independent tax advisor. You should only rely on your 
statements from you custodian(s) for definitive information about your accounts, holdings and transactions. While we make 
every effort to ensure the accuracy of reports we provide, our company is a registered investment advisor, not a custodian, 
so we must rely on information from other sources for generating reports and cannot guarantee the accuracy of such 
information.    

WPSGI does not give any representation or warranty as to the reliability, accuracy or completeness of any third party 
material, nor does WPSGI accept any responsibility arising in anyway ( including negligence) for errors in, or omissions from 
such third party material. The fact that third party information was provided through WPSGI does not constitute an 
endorsement, authorization, sponsorship, or affiliation by WPSGI its owners, or its employees. Securities offered through 
Triad Advisors, Inc. Member, FINRA/SIPC. Investment Advisory services offered through Wealth and Pension Services 
Group, Inc.    

Please see form ADV 2 and part B for a complete description of services, conflicts and disclosures. A copy can be requested 
by calling 770-333-0113.  

 


