
export-related manufacturing sector do 
not reflect the more healthy indicators 
of consumer spending as China turns 
into a more consumer-driven economy. 
This mismeasurement problem has 
exacerbated negative market perceptions 
that China is cooling too quickly.

Second, markets do not like surprises. 
They rarely go down well. Two bungled 
devaluations of the yuan, the first last 
August and the second in January this 
year, highlight China’s communication 
challenge. In recent years, unit labour 
costs have soared and the yuan has 
appreciated significantly on a trade-
weighted basis. This has cut into China’s 
competitive edge and contributed to 
declining exports. Therefore, a modest 
depreciation of its currency is an 
appropriate adjustment and a positive 
for China’s economy. Worries about yuan 
devaluations, misguided though they 
are, stem from a lack of communication. 
Although they reflect a necessary 

Following decades of booming 
growth, China’s economy has begun 
to slow. But despite a fearful reaction 

by financial markets, China is not 
heading for a hard landing. Instead,  
the world’s second-largest economy  
is gradually losing momentum as it 
transitions from an investment- and 
export-oriented industrialiser to a  
cleaner and more developed services and 
consumer-driven economy. Nevertheless, 
investors are clearly apprehensive. China  
is having a hard time convincing markets 
that it can cope with the challenges of  
a maturing economy.

Part of the problem is that it is quite 
difficult to know what is going on in 
China. Risk tends to move in the opposite 
direction to the degree and quality of 
information. Indeed, ex-Federal Reserve 
chairman Ben Bernanke spent his 
academic days illustrating that it was 
in part the loss of information as banks 
failed during the Great Depression  
that caused borrowing costs to rise  
so terrifically. Partly as a result of this, 
economic policymakers in the Western 
world try to ensure that markets are 
always in the know. A huge amount 
of resources are assigned the task of 
accurately counting all of the bells, 
whistles and widgets in an economy.  
It is in these quarters that China faces  
its real dilemmas.

First, the perceived unreliability of 
Chinese economy data has led many 
analysts and economists to build their 
own proxies to track the true underlying 
rate of economic growth. But these  
have become outdated and unreliable. 
Most of them look at manufacturing 
data to track underlying growth. These 
probably worked a decade ago, but  
not any more. Out-of-date growth 
indicators that focus on China’s  

adjustment to help China regain some 
competitiveness, markets reacted on  
both occasions as if the devaluations  
were a drastic policy response to deep 
economic malaise. Why? Because the 
moves were not properly communicated.

The Chinese economy has reached  
a size where it has become systemically 

important for the world. The developed 
world is only just back on its feet from 
the global financial crisis and is facing 
its own political headaches. Markets 
worry that a Chinese hard landing could 
throw the global economy into recession. 
Nevertheless, as has happened many 
times before, markets tend to over- rather 
than under-react to events. Regarding the 
slowdown in China, this is probably one 
of those times.

In any case, if China was experiencing 
something more sinister than a modest 
slowdown, there is ample policy 
headroom to buffer demand if needed. 
A savings rate of over 40% signals a 
significant amount of pent-up demand 
if the right levers are pulled. Plus, low 
inflation and a policy rate above 4% mean 
that monetary policy can be aggressively 
scaled up if needed. Finally, China still 
sits on $3.2 trillion of foreign reserves, the 
largest stock in the world more than twice 
over. Altogether, this means that China 
has the tools to both stabilise its own 
economy and see out the financial market 
turbulence until it either learns how to 
manage its own growing pains or until the 
panic subsides, whichever comes first. 

Markets are over-egging 
China’s slowdown
China’s transparency problems are exacerbating false  
fears of a hard landing, argues Kallum Pickering
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Economic policymakers in the Western world try  
to ensure that markets are always in the know




