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Is the worst of China’s economic downturn 
behind us?

The graphs on this page illustrate the 
depth of China’s economic downturn 
when viewed through two possible 
lenses:  the of�cial indicators which once 
again are of questionable credibility; and 
the even more intense slowdown 
portrayed by the secondary indicator of 
monthly electrical energy generation 
(second graph). Both of these graphs 
reinforce the economic warning signs 
coming from the international scenario, 
and together with the main risks of the 
global economic outlook that are coming 
from problems within the European and 
American economies, the Chinese 
locomotive of growth is showing signs of 
fatigue.
China’s of�cial �gures for the last 
quarter point to the lowest level of 
growth since the international crisis of 
2008. During that crisis the pace of 

China’s economic growth hit “rock bottom” 
at 6.2% in the �rst quarter of 2009 
compared to the �rst quarter of 2008. 
Nevertheless, in response to strong �scal 
and monetary stimulus, the GDP for both 
2008 and 2009 recovered and surpassed 
the 9% growth level. Now the last of�cial 
release for the third quarter of 2012 shows 
that GDP growth has slowed to 7.4%. The 
problem is that exactly during these times 
of slowdown, major criticisms arise 
regarding the credibility of the of�cial 
indicators. For example, the more careful 
observer will verify that in the Retail Sales 
graph there is simply no information 
released for the month of January of this 
year. It was precisely during this month, due 
to the calendar effect (the impact of the 
long Lunar New Year holiday, which usually 
falls in February) that retail sales probably 
hit their lowest level. In fact, observing 
secondary indicators, which are less subject 
to the problem of manipulation, China’s 
economic slowdown appears to be much 
more intense. For example, the latest 
numbers released for monthly electrical 
energy generation showed annual growth 
of only 2.6%, and other indicators, such as 
the volume of goods transported on 
Chinese railways, point to an even greater 
economic slowdown. 
One positive aspect is that this slowdown, 
which in part was the intentional result of 
the higher interest rates that were imposed 
in 2010 and 2011, has contained the 
in�ationary pressures that have troubled 
the Chinese authorities ever since the 
in�ation rate surpassed 6.0% per annum. 
In the latest disclosure, China’s consumer 
price index dropped to 1.9% per annum. 

During that crisis the pace 
of China’s economic growth 

hit “rock bottom” at 6.2% 
in the �rst quarter of 2009 

compared to the �rst 
quarter of 2008

Therefore, following the political transition 
period, which of�cially runs from November 
to March of next year when Xi Jinping 
should �nally assume the position of 
China’s new leader, the focus of the 
Chinese authorities should return to 
economic stimulus programs. President Xi 
Jinping will face the challenge of leading 
China after two decades in which the 
average annual growth rate exceeded 10%, 
and following President Hu Jintao, who 
watched China's GDP nearly tripled during 
his ten year mandate. The Chinese leaders 
have been signaling that such an 

accelerated growth rate is no longer the 
goal, as expressed in Prime Minister Wen 
Jiabao’s statement that the Chinese 
economy is "unbalanced, uncoordinated 
and unsustainable."  The goal for the 
coming years appears to be maintaining a 
more balanced level of growth of around 
7.5% to 8.0% per annum. This level of 
growth would be quite positive for the 
global economy, and it could be doable, 
provided that the economic risks associated 
with the American and European 
economies do not once again aggravate the 
international scenario. 
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China: Retail Sales vs Industrial Production
Variation last month compared to the same month last year

Source: National Bureau of Statistics of China.
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China: Monthly Electrical Energy Generation
Includes thermal, hydroelectric and nuclear energy

Source: National Bureau of Statistics of China.
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Note: Months of February without Lunar New Year holiday are marked in red 
on the graph (2012, 2009, 2006, 2004, 2001)


