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Disclaimer: 

The information provided on this presentation is general in nature and 
does not constitute personal financial advice. The information has been 
prepared without taking into account your personal objectives, financial 
situation or needs. Because of this, you should consider the 
appropriateness of the information for your own objectives, financial 
situation and needs before acting on it. Also, before you decide to 
invest in a financial product arranged by a representative of Nucleus 
Wealth Management Pty Ltd, ABN 54 614 386 266, corporate authorised 
representative of Nucleus Advice Pty Ltd AFSL 515796 (Nucleus Wealth 
or we or us), it is important that you read and consider the Product 
Disclosure Statement relating to the product before making any 
decision about whether to invest in it. Your Nucleus Wealth adviser can 
help you with this decision if you would like them to do so.



Agenda: China eaten by bears 

● 5Ds of China’s structural growth adjustment

● The property crash

● Policy and the impossible trinity

● Markets fallout

● What next?



5 D’s of doom

● Demographics

● Debt: 287% of GDP

● Deflation strongest in twenty years

● Degloblisation: US export falls, Europe upset next

● Dictatorship: bad policy



The property crash

● Prices and sales falling

● Starts cratered

● Households deleveraging and saving more

● 30% of economy in reverse

● No end in sight



Policy and the impossible trinity

How to manage a deleveraging

● ZIRP to aid balance sheet repair, spend fiscally
● Trash currency
● Reform to boost household incomes

What China is doing

● Holding interest rate too high
● Supporting currency
● Spending fiscal on glutted supply side, including property
● No consumer reforms

Result

● Debt deflation, capital outflows, Japanification



Markets fallout

● CNY has fallen but nowhere near 
enough

● Yields falling as economy falls 
into deflation but nowhere near 
enough

● Green commodities crash. Bulks 
next

● Stock markets caught in 
relentless bear amid irresistible 
outflows



Global implications

● Very deflationary as China floods world with excess goods
● Global growth headwind for many years
● Inevitable big falls in AUD terms of trade
● AUD yield spreads to contract further
● Very negative for AUD
● Xi Jinping going bananas could rock trade
● Possible Taiwan trigger the end not beginning of Chinese empire
● Rinse and repeat capital outflows!









Politics: 

● Coercive trade sanctions 

● 14 demands

● Commodities. What a joy when you have a backward economy.

● Wine, Lobster beef still outstanding

● Not much on investment front

● Do we need more students? Maybe tourism

● Xi - one man rule



We are all (probably) in the dark  



GDP growth back to 5%?  



Property Developers:  
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Macro construction stats:  



Can exports save China?  
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Exports to the rescue?  
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Infrastructure to the rescue?  
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Shadow banks:  

● Zhongrong International

● Size of the problem

● Similar to initial phase of the financial crisis where CDO funds started to 
fail

● Probable bailout

● Dangerous cliff







Consumers to the rescue?  

● COVID support comparison

● Demographics

● Youth unemployment

● Middle income trap

● Deflation



Consumers to the rescue?  
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Financial repression can’t be a cause and a cure:  
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Financial Repression  

● Low interest rates to finance investment

● Debt masking problems

● Increase household share

● Falling currency = opposite

● Lower interest rates = opposite



Impossible Trinity:  

● Free capital flow

● Fixed exchange rate

● Sovereign monetary policy



Investment outlook:  

● Bull case: returning to the old days of construction. 

● Base case: “quite a lot” of stimulus to avoid disaster. End up looking like 
a worse version of Japan after its construction boom.

● Bear case: stimulus is either not large enough or not fast enough. A 
replay of the financial crisis (albeit with fewer links to the rest of the 
world).
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