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Economics
Implications of an L-shaped economic trajectory
The People’s Daily interview on May 9 with an “authoritative person” is the most important economic
pronouncement from the top leadership so far this year. While this is not the first time the said “authoritative
person” has shared his analysis of the Chinese economy with the public (in fact, it is the 3rd time since last
year), it differs from previous pronouncements in that the tone is much more clear, more authoritative and
because it contains the most detailed analysis of the state of economy and policy guidance so far. In a nutshell,
the ‘authoritative person’ does not think the current growth rate is sustainable and has advocated expansionary
fiscal policy and prudent monetary policy in conjunction with the implementation of “supply-side reforms”.
So far this year, the economy is doing better than most people have expected thanks to the strong recovery of
the property market (1Q GDP came in at 6.7% yoy). But such a sterling performance has come at a huge cost
– namely, a credit-fueled boom in the housing sector which is exhibiting the signs of a ‘bubble’. To paraphrase
the ‘authoritative person’, “trees can’t be grown in the sky”. Over-capacity is a well-chronicled problem. But
the solution to this problem which has become very acute in certain sectors (e.g., steel, coal, shipbuilding and
some other industrial sectors) ultimately boils down to a slower economic growth rate. China does not have
the luxury of exporting over-capacity as in the past mainly due to 1) the country’s size; 2) the free trade
movement which has benefitted China immensely since its accession into the WTO is wearing off. In fact, the
decision taken by the EU last week not to grant China market economy status should be a wake-up call for
China. It is almost certain that China’s exports of steel are not sustainable. That is why spelling out what
exactly an L-shaped economic trajectory looks like passes an important message in terms of managing
expectations on the economic growth rate. The admission of an “L-shaped” economic trajectory is also an
official assurance of not committing further “4trn RMB” stimulus packages as in November 2008.
The next question that arises is: what exactly does supportive fiscal policy and prudent monetary policy entail?
We believe that “supportive” here actually means ‘expansionary’ - due to the need for providing financial relief
packages to those who will be laid off in sectors which are plagued by over-capacity. “Prudent” suggests that
PBOC’s monetary policy stances might become less dovish particularly given that the Fed may eventually
resort to its long-delayed tightening. However, China still has a certain policy leeway that other economies
don’t have – exchange rate adjustment and ample room for reform.
As far as the exchange rate is concerned, the PBOC seems to take the view that the RMB’s internationalization
will have to wait in order to preserve the stability of the exchange rate. But we believe that a two-way movement
is necessary in order to maintain compatibility with broader trends in the FX market.
Where “supply-side reform” is concerned, President Xi Jinping’s speech to provincial governors early this year,
clearly shows that such reform in China will be fundamentally different from the conventional supply-side reform
in the West. This is because China still has much unmet demand in many areas (e.g., high-end consumer
products). This definition of “supply-side reform” has had the effect of dampening expectations of large tax
cuts.
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Retail
Retail sales continue to slide as performance of main
players start to diverge
2015
Oct.

Nov.

Dec.

2016
Jan.
104
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Mar.

China
Consumer Confidence Index
Total retail sales of consumer
goods (YoY, %)
Total sales of top 100 retailers
(YoY, %)

103.8
11.02
0.3

104.1

103.7

11.17

11.1

10.2*

104.4

10.5

100

-1.6

-4.2

-5.6*

-2.6

Hong Kong
Composite Consumer Price Index

125.8

126.1

126.4

126.4

128.1

127.6

Total retail sales (million HKD)

37186

38073

43658

43538

36963

34666

2016Q1Revenue
（million RMB）

YoY Growth
(%)

2016Q1 Net Profit
(million RMB)

Yonghui Supermarket

13416

19.81%

472

29.75%

New Huadu Industrial Group

1893

2.96%

47

175.85%

Retail Enterprises

Hongqi chain stores
Better life group
Chongqing Department Store

1587

YoY Growth
(%)

20.16%

48

0.41%

4478

0.71%

125

-29.82%

10386

-1.39%

319

-5.43%

1819

-6.92%

42

-54.99%

Kunming Department Store

433

-7.24%

16.45

565.74%

Eurasia Group

3064

3.13%

46.20

2.3%

2016Q1Revenue
（million RMB）

YoY Growth
(%)

2016Q1 Net Profit
(million RMB)

YoY Growth
(%)

Central Emporium

Famous Brands
H&M（million Swedish krona）

50624

8.2%

2550

-30%

Semir

1923

16.15%

244

24.3%

Youngor

5558

-11.41%

2447

76.26%

Metersbonwe

1922

9.56%

51

31.24%

1011600

6.5%

99300

-33.8%

5131

-11.92%

958

10.38%

Fast Retailing(million Japanese
Yen）1H
Heilan Home

Source: NBS, Public information,Wind, Deloitte Research；*is the cumulative number for January and February



In the first quarter of 2016 total retail sales reached RMB 7,802.4 billion, showing a growth of 10.3%,
somewhat lower than the 2015 annualized growth of 10.7%. Itemized data revealed the following
characteristics: retail sales in rural areas increased by 11%, higher than the growth in urban areas; retail
sales of enterprises above a certain designated size only grew by 8% which is much lower than the market
in general, indicating that big enterprises are facing tremendous challenges; online retail sales had a
momentary spike of 27.8% but the declining year over year growth can be interpreted as a sign that online
retail is entering the stage of maturing growth. Sales of one hundred key retail enterprises declined 4.8%
compared to Q1 of 2015.



According to available quarterly reports (reports released before May 1, 2016), supermarket enterprises
have outperformed department stores. The revenues of Hongqi supermarkets and Yonghui supermarkets
kept growing at a double-digit rate and New Huadu and Better Life both recorded good revenue growth.
However, most department stores and well-known global brands experienced a decline in revenues. In
the first quarter, the net income of H&M and Fast Retailing declined 30% and 55.1%, respectively. To
some extent, the huge net income declines can be attributed to the business model of fast fashion brands
which may not be suited to today’s Chinese consumers. For, while global brands have experienced
revenue declines, local brands such as Metersbonwe, Semir and Heilan Home have experienced positive
net income growth.
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In Q1 2016 overall M&A’s showed a drop in deal value of 21.9% when compared to Q1 last year. In Q1
2016, the consumer sector as a whole registered 449 deals valued at only US$45.9bn, a whopping drop
of 66.5%. As a result, consumer market share by deal value declined from 17.4% at the beginning of 2015
to just 7.5% this year, which made the consumer sector the sixth most active sector globally, a stark
change from its second place finish last year when it only ranked behind TMT. The general decline in this
sector is a reflection of the overall global market situation: the mega-sized deal frenzy, which was the main
driver for M&A activities in 2015, is no longer the defining trend in the market. But, increased outbound
M&A activity coming from China is turning out to be the main trend of this year. In Q1 2016 12 outbound
Chinese acquisitions in the consumer sector worth US$6.8bn were made, a 14.6 time increase from the
first three months of 2015. The top deals were the acquisition of GE Appliance by Qingdao Haier for
US$5.4bn and the acquisition of a 66% stake of Sharp Corporation by Hon Hai Precision Industry Co Ltd,
Foxconn Technology Pte Ltd and SIO International Holdings Limited for RMB22.4bn.

Notes: M&A part is summarized from reports of mergerrmarket

Media & Technology
Internet giants gain a foothold in the game of football
Figure: Internet giants’ expenditure in the Football industry (2012-2016, billion USD)

The football industry in China is developing at a breakneck pace. The commercial value of the Chinese Super
League (CSL) is expected to top RMB 3.4 billion in 2016 - a growth of 40% from a year ago. The primary
reason that many corporations are now pouring cash into the football industry is access. These Internet giants
desperately want to gain access to the most precious ‘property’ in China – Football Intellectual Property (IP).
This is why Internet giants such as Alibaba and LeTV have made significant inroads in the football industry of
late by either bidding for match broadcast rights or taking a stake in football clubs. These investments not only
inject huge amounts of cash into the football industry but also bring immense business opportunities to the
corporations themselves. This is because the growing popularity of football brings these corporations: a.) a
huge amount of potential users, and b.) tremendous opportunities in brand building and business ecosystem
development.
Professional sporting events are at the very heart of the football industry. By bidding for TV broadcast right,
corporations can both attract and retain users. Since internet users are a particularly fickle crowd, increasing
‘user stickiness’ rates is seen as crucial for Internet giants. Since football games have proved to increase user
"stickiness rates", internet giants have been investing heavily in the game to get users to continuously consume
on their platforms. For instance, LeTV spent $400 million for the exclusive broadcast rights of the 2016-2019
seasons of English Premier League in Hong Kong. LeTV subsequently launched various bundles. By giving
away television sets for free, LeTV attempted to attract users to buy the bundle packages, which is a typical
Internet business model: making profits through service fees, not through hardware.
In addition, acquisition of stakes in football clubs is believed to have a tremendous impact on branding. For
example, by acquiring 50% shares of Evergrande, Alibaba not only increased its corporate influence but also
greatly enhanced its brand value. As the best football club in China loved by millions, Evergrande is a
guaranteed brand ambassador. Alibaba gained brand value through renaming the club ‘Evergrande Taobao’
and establishing a trustworthy corporate identity. It is worth noting that Evergrande won the AFC Champion
twice in three years, which had a huge impact across Asia. This helped Alibaba to cross-promote their Taobao
business in other Asian countries also.
3

Building a company’s ecosystem is yet another benefit that football brings. For example, Internet video giant
PPTV spent 250 million euros in acquiring La Liga's all media copyright for 5 years. Through this acquisition
PPTV aims to build an "hardware + content + service + e-commerce" business landscape, which is believed
to help PPTV's parent company Suning in selling hardware and real estate. Furthermore, Suning did not just
pay for the broadcast rights but also for business development rights. Through developing La Liga's business
events and selling peripheral products, Suning actually secured the right to develop La Liga's commercial
value. La Liga League, on the other hand, is also willing to cooperate with PPTV because the league wants
to penetrate the Chinese market and connect with Chinese fans.
In the coming decade, the Chinese football industry is all set to boom – thanks to the entry of the big Internet
companies. It is expected that Internet companies will develop businesses across the entire spectrum of the
football industry to further expand their presence. In addition, mergers between Internet companies and
traditional enterprises may well become a regular occurrence.

Life Science & Healthcare
Industry on the way to recovery; new model of hospital
operation set to emerge
Jan.-Feb. 2015

Jan.-Feb. 2016

Change (%)

Total number of visits (100 million)

11.9

12.0

1.5%

Total number of visits at primary care (100 million)

7.1

6.9

-2.0%

Healthcare Provision

0.5

0.6

19.6%

Average cost per visit at class 3 hospital (RMB)*

278.5

291.7

4.7%

Average cost per visit at class 2 hospital (RMB)*

183.7

188.6

2.7%

Jan.-Mar. 2015

Jan.-Mar. 2016

Change (%)

Total number of visits at private institutions (100 million)

*current value

Pharmaceutical
Pharmaceutical manufacturing: Revenues(RMB 100 million)

5,531.8

6,100.3

10.1%

Pharmaceutical manufacturing: Profits (RMB 100 million)

556.4

632.6

14.2%

Pharmaceutical exports (USD billion)

3.33

3.19

-4.2%

Pharmaceutical imports (USD billion)

4.31

4.55

5.8%

Source: National Bureau of Statistics, National Health and Family Planning Commission, General Administration of Customs



In Q1 the pharmaceutical manufacturing sector showed signs of recovery because accumulated revenues
and profits in March had picked up significantly. However, the industry continues on tenterhooks as neither
cost control of medical insurance nor price reduction for drug tenders is likely to be reversed in the near
future.



CR Healthcare and CITIC Health have each made cash infusions into Phoenix Healthcare since April, and
will become the largest and the second largest institutional shareholders in the healthcare sector upon
completion of the deal. The complimentary alliance between the two State-owned enterprises (SOEs) and
Phoenix combines the advantage of a medical management company skilled in operations and central
SOE enterprises with readily available access to capital. If the merger succeeds, it will help facilitate the
mixed ownership reform of SOEs and reform of private medical companies, advancing the process of
operating hospitals with private capital in China.



NHFPC and the Public Security Ministry on May 3 jointly issued a ‘Notice on the Regulation of Doctors’
Appointment Registration, Traffickers and Online Hospital Scalpers’, which now forbids doctors to add
registration quotas with hand-written notes and prohibits medical staff to profit from making appointments
on behalf of commercial entities. This reform will help allocate medical resources in a fair and transparent
manner. The Notice is expected to negatively impact mobile medical enterprises which derive most of
their revenues from appointments with specialists.
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