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The 74-stery

1 China Worid
Tower 3, slated
to open
this year

The Buildin

Buhble in China

Much of the country’s stimulus money was spent on
skyscrapers. Fears of a real estate bust have followed

By Michael Forsythe and Kevin Hamlin
BELING

Jack Rodman has cashed in on prop-
erty busts from Los Angeles to Tokyo,
buying and selling soured loans and
counseling other investors. Now he'’s
convinced the Beijing real estate mar-
ket is about to tumble. Rodman figures
about half of the city's commercial

- space is vacant, and to prove it he
| keeps a slide show of 55 empty office

buildings in the Chinese capital on

. his computer. There are an additionat
© dozen, he says, that he hasn't had time
© to photograph. “Itook these pictures

to try to impress upon people the mas-
sive amount of oversupply,” says Rod-
man, president of Global Distressed

18 | BLOOMBERG BUSINESSWEEK MARCH 1.2010

Solutions, which advises investors on
Chinese property.
Much of the $1.4 trillion in loans

" made by Chinese banks last year—

with considerabie encourage-
ment from officials aiming to boost

' growth—was spent on skyscrapers

. and other commercial property.

* Now empty buildings are sprouting
across the mainland. Beijing had an

office vacancy rate of 22.4% in the
third quarter, the ninth-highest of
103 markets tracked by broker CB

* Richard Ellis ({CBRE). That fzgure
: doesn’t include projects about to

open, such as the 74-story China

: World Tower 3, Beijing’s tallest build-
. ing. “There’s a monumental property
. bubble and fixed-asset investment

¢ bubble under way,” says James Cha-

nos, founder of New York hedge fund
Kynikos Associates. “And deflating that

MARK LEONG/REDUX
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gently will be difficult at best”
Worried Beijing policymak-
ers are trying to choke off the
supply of funds fueling the
property boom. OnJan. 27,
the China Banking Regulatory
Commission, the chief over-
sight body, catled onbanks
to curb loan growth. They
should “strictly” follow real
estate lending policies, the
commission said in a notice
on its Web site. “The Chinese
authorities are clearly try-
ing to bring excessive bank
lending under control;” says
Stephen Roach, the chairman
of Morgan Stanley Asia.

HIDDEN EXPOSURE

The centrai bank on Feb. 12
increased reserve require-
ments, the money banks must
keep on hand to cover poten-
tial losses, for the second time
this year. That should reduce
the amount of money banks
have available for new loans,
helping to slow growth. Now
some economists are specu-
lating that the government
could allow China’s cur-
rency, the yuan, to appreciate
against the dollar for the

first time since July 2008,
“They’re close to moving the
exchange rate. [ think something’s
brewing,” says Jim O’ Netll, London-
based chief global economist at
Goldman Sachs.

If Beijing can't cool things off and
the property boom turns to bust, there
cotld be a surge in nonperforming
loans. A 109 fall in property values
would triple the number of delinquent
mortgages in Shanghai, regulators in
the city said on Feb. 4. The damage
could be worse than expected because
some industrial loans to state-owned
companies have been used to invest in
real estate, says Charlene Chu, an ana-
lyst at Fitch Ratings in Beijing. “There
is alot more hidden property exposure
there than we can see,” Chu says,

Despite the bubble talk, some
analysts say the worries may be
overblown. CBRE says vacancy rates
are starting to fall and rents are rising

for the best buildings as
China’s growth buoys de-
mand. “In many cases when
you look at these build-
ings and say, ‘That’s never
going to be fully occupied;
somehow 12 to 18 months
later the building is full)”
says Chris Brooke, CBRE’s
Asia chief.

Builders, meanwhile,

NEW BUSINESS

" continue to build. Some L | Rodman keeps

13 million square feet
" of new office space will !

this year, increasing the

total stock by about 13%,

according to real estate adviser Jones |

Lang LaSalle, “We are optimistic about

. 2010 prospects,’ says Zhong Rong-

! ming, deputy general manager of the
China World Trade Center Co., which
developed the $965 million China
Wortld Tower 3. “China is taking the

i lead in the global economic recovery

[ a slide show of
S5 upoccupied
oftice buildings
enter the market in Beijing [ in Beifing

with a very positive economic outlook”
Many of the new projects are being

. built with help from local govern-

mments, In eastern Beijing, officials

. are hoping to double the size of a vast

development called the Central Busi-

" ness District, even though its vacancy
! rate is 35%. Financial Street Holding,

* whose biggest shareholder is an arm of

GHOST TOWN

Empty and nearly empty buildings
on Beijing’s Financial Street may i
point to a bust.

No.

la;.(i-'

i‘m{

No. 8

9
Occupied by
China Huarong :
i

!;#.-:s:;.w

WUDINGHOU STREET Ne. 12
Lo

CHINA LIFE !

PLAZA :

' koo 4 |

No. 16

RS éé; .
FINANCIAL STREET

_No.'22 |

GUANGNINGBO STREET

the municipal government, has plans
for 10 million square feet of additional
space starting this year.

GATHERING DUST

A mile or so east of Tiananmen Square,
the five towers of the Minsheng
Financial Center remain nearly

empty more than a year after leasing
began. Across town, take a watk down
Financial Street, and you'll pass No. g,

i al7-story concrete-and- glass tower
i that's unoccupied. One block south,

no lights shine from Nos. 12 and 16,
the two towers of the 18-story China
Life Plaza. Two blocks farther on are
another pair of 18 - story buildings,
Nos. 20 and 22, belonging to the Bank

; of Communications. Dirt is gathering
. at their doors, and alobby is being used
~ as a parking area for bicycles.

No. 8 Financial St., by contrast, has

| anew tenant. A company called China
| Huarong Asset Management has put

© up its corporate fiag and red lanterns

| in celebration of the Lunar New Year.

: While any activity on that desolate

i stretch should cheer those who fear

a bubble, Huarong's arrival may de
more to fuel their concerns than to
allay them. Its mission: selling bad
debt from banks. 18wi
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Economic Gurus on
Future Growth

Four ministers explain China’s stimulus measures and future prospects

By HU YUE

he GDP grew 8.7 percent year
on year in 2009, beating the gov-
ernment-set target of 8 percent.
Though overshadowed by the
turbo-charged growth rate the country en-
joyed in previous years, the turnaround was
swift enough to make China the first major
economic power 1o tide over the downtum,
At a press conference during the Third
Session of the 11th National People’s
Congress, Zhang Ping, Minister of the
National Development and Reform
Commission (NDRCY; Xie Xuren, Minister
of Finance; Zhou Xiacochuan, Governor
of the People’s Bank of China; and Chen
Deming, Minister of Commerce, wrapped
up discussions on economic situations
facing the country and pointed to a bright
prospect for future growth,

Shrugging off the downturn
The 4-trillion-yuan (3586 biHion)
stimulus package has been an important

implementation,

China will adjust its monetary
policy according to changes with
the country’s economic indicators
and feedback from policy

part of China’s countermeasures to the
financial crisis, said Zhang Ping, Minister
of NDRC. First, the stimulus package de-
livered a strong boost to market sentiment
and strengthened confidence to shake off
the downturn. Second, it has effectively
widened domestic demands, allowing
the economy to reduce its dependence
on exports, Third, massive investments
have properly addressed problems of the
economy glossed over in past boom times.
Fourth, the package is helpful with improv-
ing the people’s livelihood and conditions
for industrial productions. Fifth, China’s
bailout plan also had a positive impact for
the recovery of the world economy, and
provided a fresh source of confidence for
the crisis-stricken Western world.

More specifically, the Central
Government allocated 924.3 billion yuan
($135.4 billion} in public investments in
2009, 503.8 billion yuan ($73.8 billion)
more than the previous year’s budget, ac-
cording to Zhang.

All money was effectively used to revi-
talize the economy and no capital went into
the real estate market, energy-guzzling sec-
tors, highly polluting industries or exports
of resource products, he said.

Around 44 percent of the capital was dis-
tributed to affordable housing projects, rural
infrastructure, social welfare, education and
culture. Around 16 percent of the investrnents
were used to support industrial innovation
and technological upgrades, energy conser-
vation and emission reduction, as well as
environmental protection, said Zhang.

Infrastructure projects inciuding
railways, highways, airporis and ports
accounted for 23 percent of Central
Government investments, and reconstruc-
tion in quake-hit areas made up 14 percent,
he added.

Fiscal vitality

In response to the international financial
crisis, the Chinese Government put in place
a proactive fiscal policy and moderately
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It is necessary to maintain
continuity and stability of the
policies, i.e. We’ll continue to
implement a proactive fiscal

policy this year.

—Zhou Xiaochuan, Governor of the
People’s Bank of China
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—Xie Xuren, Minister of Finance
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easy monetary policy, and further improved
its stimulus packages. said Xie Xuren.
Minister of Finance. Over the past year,
fiscal departments at all levels carefully
impiemented the proactive fiscal policy by
enhancing public investments and spurring
domestic consumption.

The government pressed ahead with
structural tax reductions as a commitment
to helping with investments of enterprises
and residential consumptions. Meanwhile,
vigorous efforts were made to improve
people’s livelihood, including education,
health insurance, affordable houses and en-
vironmental protection, Xie said.

These efforts have obviously acceler-
ated rebalancing of the economy and helped
ensure a stable and healthy growth prospect,
added Xie.

Looking ahead, China will have a much
better economic environment this yvear than
in 2009, but the foundation of recovery
remains unsteady. So it 1s necessary to
maintain continuity and stability of the poli-
cies, said Xie,

This year’s 1.05-trillion-yuan ($154
billion) deficit will be comparable to 2.8
percent of estimated GDP in 2010, a toler-
able and basically safe level of debt. But it
is still needed to strengthen management
over local governments” debts and fend off
possible fiscal risks. Efforts are needed to
streamline the financing vehicles of local
governments o promote sustainable devel-
opment of local economies, said Xie.

Supportive measures are also in place for
hi-tech industries, environmentally friendly
businesses and the service sector, added Xie.

The stimulus package delivered
a strong boost to market
sentiment and strengthened
confidence to shake off the

downturn.

Guarding against crisis

China will adjust its monetary policy
according to changes with the country’s
economic indicators and feedback
from policy implementation, said Zhou
Xiaochuan, Governor of the People’s Bank
of China. the central bank.

The government will continue with a
moderately easy monetary policy but at the
same time ¢losely follow the inflation issue
and unfolding economic scenarios, Zhou
said, noting that inflation contro! will be
more complicated this year.

China will eventually have to withdraw
its economic stimulus package sooner or
later, but the timing must be treated with
great caution, Zhou added.

The country will enhance the focus and
flexibility of its policies and strike a balance
between inflation expectation management
and maintaining sound growth, he said.

Zhou also showed concerns about
China’s holdings of U.S. dollar assets,
China is currently the biggest foreign holder
of U.S. Treasury debts, but recent deprecia-
tion of the U.S. dollar has aroused concerns
about safety of the dollar investments. The
greenback is stili a key currency in global
trade, and China will closely monitor its
trend in value against other currencies,
Zhou said.

Export conundrum

As a result of the serious global reces-
sion, China’s exports fell a hefty 16 percent
last year, forcing painful factory closures
and sending numerous migrant workers
home. The export woes, however, have
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front.

--Zhang Ping, Minister of the Naticnal
Development and Reform Commission

nttp//www. hjreview.com

showed signs of heuling this year. but
China still faces an uphill battle to pick
up the slack on the trade front. The world
economy still remains fragile and volatite.
casting an ominous shadow over the trade
sector, said Chen Deming. Minister of
Commerce.

The United States. for example. is stilt
reeling from staggering unemployment
while southeastern European countries are
confronted with sovereign debt risks. That
is why China should have a basic under-
standing of the global economy and press
ahead with stiff efforts to revitalize exports,
he said.

Meanwhile, China has taken measures
to support imports and keep a relatively
balanced trade account. The trade surplus in
2009 shrank by 34 percent to around $196
billion. As imports continued to pick up this
year, the surplus in the first two months of
2010 dropped 50.2 percent from the same
period last year, according to Chen.

More specifically, China derives 73
percent of its surplus from the United
States and 35 percent from the EU. At
the same time, China is recording trade
deficits with more than 50 countries warld-
wide, he said.

China’s huge surplus with the United
States is resulted from serious restrictions
on exports to China, This is unfair for
U.S. residents and entrepreneuars, and also
harmful to emplovment and the recovery
of the crisis-stricken U.S. economy. nota-
bly against the background that President
Obama pledged to double U.S. exports in
five years, said Chen. =

ONIADVIX DNVIN

The export woes have showed
signs of healing this year, but
China still faces an uphill battle
to pull up the slack on the trade

—Chen Deming, Minister of Commerce
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AN WORLD

From Coast to Coast

Asia-Pacific economic integration seems destined to take on new
dimensions. On March 15, officials from eight nations began talks in
Melbourne, Australia, on the expansion of a trans-Pacific free trade
agreement. The United States, Australia, Peru and Viet Nam are
seeking to join the Trans-Pacific Partnership (TPP), which already
includes Chile, Singapore, New Zealand and Brunei. In an article pub-
lished in the Beijing-based World Affairs magazine, Yang Zerui, a
researcher with the China National Committee for Pacific Economic
Cooperation, pointed out that the TPP might offer a new approach to
creating a free trade area in the Asia-Pacific region. Excerpts from this

article follow:

Unlike the loose Asia-Pacific Economic
Cooperation (APEC) forum, the TPP is a
binding agreement aimed at achieving free
rade with an incremental approach. In other
words, instead of trying to pursue an across-
the-board free trade agreement from the very
beginning, TPP members have focused on
the liberalization of certain economic sectors
step by step. They are also ready to admit
new members from the Asia-Pacific region.

The origins of the TPP date back to
1998 when some APEC members started
exploring the possibility of establishing
free trade among themselves following the
failure of APEC’s Early Voluntary Sectoral
Liberalization initiative. Chile, Singapore
and New Zealand inaugurated free trade
negotiations four years later at the APEC
forum in Mexico. The three countries signed
the TPP in July 2003, and Brunei joined the
pact a month later.

The four countries have piaced high
hopes on their free trading bloc. Singaporean
Prime Minister Lee Hsien Loong said at an
APEC meeting in November 2009 that he
hoped this “little seed” would grow over
time into a “significant tree and pillar” for
free trade in the Asia-Pacific region.

The United States first announced its in-
tentions to join the group in Seplember 2008.
In November 2009, President Barack Obama
reaffirmed the United States would engage
the TPP with the goal of “shaping a regional
agreernent that will have broad-based mem-
bership and the high standards worthy of a
21st century trade agreement.”

The participation of the United States and
other countries will surely bring about major
changes to the TPP process. According to
2008 statistics, the four original members
of the TPP have a tetal population of 24 4
million, accounting for less than 1 percent of
the population of all APEC members. Their

30 BELIING REVIEW MARCH 25,2010

combined gross domestic products (GDFP)
amounts to $467.8 billion, representing less
than 1.5 percent of the GDP of all APEC
member econories. )

If the United States, Australia, Peru and
Viet Nam become members of the TPP, the
group’s total population and GDP would
reach 463.4 million and $15.88 trillion,
taldng up 17 percent and 49 percent, respec-
tively, of the APEC total.

Besides dramatic increases in its total
population and economic power, America’s
status portends to be another bonus for the
TPP.

Moreover, the eagerness shown by less
deveioped APEC members such as Peru and
Viet Nam poses a serious challenge to the
stereotypical view that poor countries tend to

resist free trade.

Some experts have predicted that
Canada, Mexico, Japan. South Korea,
Malaysia and Indonesia may also join the
TPP in the foreseeable future.

A trans-Pacific economy

The reason many Asia-Pacific countries
are taking a deep interest in the TPP 15 that
current economic cooperation mechanisms
in the region cannot meet their needs.

Given the stalemate of the Doha
Round negotiations of the World Trade
Organization, Asia-Pacific economies have
forged a large number of regional trade
agreements and bilateral free trade agree-
ments. Their efforts, however, have only
rendered regional economic relations even
more complicated.

The United States is the biggest export
market for most Asia-Pacific economies, as
well as a major source of technology and
investment for the region. Consequently, U.S.
trade and fiscal deficits have transcended
America’s borders to become common

The reason many Asia-
Pacific countries are
taking a deep interest
in the TPP is that cur-
rent economic coop-
eration mechanisms in
the region cannot meet
their needs

hitp:/iwww.hjreview.com



AN EASY EXCHANGE: Viethamese women load
goods at a border trade area in Pingxiang, south-
west China’s Guangxi Zhuang Autonomous Re-
gion on February 5. China and the Association of
Southeast Asian Nations formally launched their

free trade area at the beginning of this year

concerns of the Asia-Pacific region. In this
sense, the economy in this region has dem-
onstrated a “‘trans-Pacific nature.”

Rather, although East Asian countries
have made rapid headway in economic
integration in recent years, an East Asian
economic cooperation process excluding the
United States is wishful thinking at best.

From the U.S. perspective, APEC serves
as the premium mechanism for regional
cooperation, Despite its sluggish progress,
Washington still expects APEC to play a
leading role in promoting regional trade and
investment liberalization.

During the 2010 and 2011 APEC forums
to be held in Japan and the United States

respectively, the two allies are
expected to make concerted
efforts to boost APEC"s com-
petence in this regard. If their
efforts turn out to be futile, how-
ever, the United States might
well abandon APEC and turn to
the TPP instead.

As an open economy that
relies on foreign markets and
resources, China also needs to
consider taking Asia-Pacific
partnership as a major channel
for its regional economic coop-
eration.

Today, there is a heightened
economic interdependence
across the Pacific Qcean, as
evidenced, most notably, by
the “structural dependence”
between China and the United
States. China’s development
and the development of the
Asia-Pacific region at large are
impossible without the collaboration of the
United States. The United States’ role in re-
gional trade, economic restructuring as well
as money and financial markets is also unde-
niable.

At the same time, it should also be noted
that Asian economic cooperation mecha-
nisms face bottlenecks because of economic,
political and strategic differences among
member countries. Mechanisms such as co-
operation between China, Japan and South
Korea and “ASEAN plus three” (a coopera-
tive initiative between the Association of
Southeast Asian Nations and China, Japan
and South Korea), for instance, have yet to
make substantive breakthroughs. =
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A BIG ASIA-PACIFIC FAMILY: Leaders of Asia-Pacific
Economic Cooperation member economies gather at
their 17th summit in Singapore on November 14, 2009

http:www bjreview.com

DIPLOMATIC DYNAMICS

China and Britain

China and Britain held their first
upgraded strategic dialogue in Beijing
on March 16 during British Foreign
Secretary David Miliband’s visit to
China.

Chinese State Councilor Dai
Bingguo and Miliband co-chaired the
dialogue, which had previously been
held at the vice foreign ministerial level.

Dai said he hoped the two countries
could make use of this mechanism to
discuss “strategic issues in bilateral and
international relations.”

Puring a separate meeting, Chinese
Premier Wen Jiabao told Miliband that
China highly values its relationship with
Britain. China welcomes investors from
Britain and is willing to offer favorable
conditions for them, he said.

China and Britain should work more
closely together on the green economy,
environmental protection and climate
change, while jointly opposing trade pro-
tectionism, Wen added.

China and U.S.

China has urged the United States to
cease interfering in other countries’ sov-
ereign affairs by issuing regular reports
on human rights records, said Chinese
Foreign Ministry spokesman Qin Gang.

“China is willing to have dialogues
and exchanges with all other countries
on human rights on the basis of equality
and mutual respect to promote under-
standing and reduce disputes,” Qin said
in a March 12 statement. “However, it
firmly opposes any country interfering in
its internal affairs in the name of human
rights.”

The day before, the U.5. State
Department released its 2009 Country
Reports on Human Rights Practices.
As in previous years, this year’s report
condemned human rights conditions in
China.

The Chinese Govermnment attaches
great importance to safeguarding human
rights, Qin said, adding that China’s
Constitution and laws also respect and
preserve human rights.
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Ashcroft and the Tories

Friends like these

The Economist March 6th 2010.

The real issue raised by Lord Ashcroft’s tax status is David Cameron’s judgment

HE ennobling of Michael

Ashcroft, a controversial
businessman and Conservative
Party donor, in 2000 was a
messy matter; for he partly
lived, and had extensive busi-
ness interests, in Belize. Asa con-
dition of his peerage, he agreed
to take up “permanent residence” in Britain. Ever since, senior
Tortes have been forced into humiliating contortions when
asked whether Lord Ashcroft, who is now deputy chairman of
the party, was resident in Britain for tax purposes: ask him,
they blustered, knowing that he was unlikely to answer.

Now he has. But his response has provoked new questions
about his own affairs, and a big one about David Cameron, the
current Tory leader—who, despite a recent dip in the polls, is
still the man most likely to be prime minister after the general
election that is expected to be held on May éth.

On March 1st Lord Asheroft (pictured left, with Mr Camer-
cn) revealed that when he signed a binding commitment to
take up “permanent residence”, what it actually meant was
“long-term” residence (see page 61), 4 status that let him claim
exemption from British tax on his overseas earnings as a so-
called “non-dom™. This is hard to square with the statementin
1999 by William Hague, then Conservative leader and now
shadow foreign secretary, that Lord Ashcroft's residence
pledge would cost him and benefit the Treasury by “tens of
millions™ of pounds. British law does not make tax status a
qualification for sitting in the Lords. And Labour also numbers
a non-dom lord among its big donors. But none of that ex-
empts Lord Ashcroft from the obligations that he undertook.

There are other worries about Lord Ashcroft. “If home is
where the heartis," his autobiography confides, “then Belize is
my home.” The affection does not seem to be entirely recipro-

cated. Last year the prime minister of Belize referred to a “par-
ticular individual” who “is very close to approaching acquir-
ing the status of an enemy of the people”. The Belizean
government has fought bitter disputes with a bank controlled
by Lord Ashcroft and a telecoms company that it says he also
controls (his spokesman has said he doesn’t). How much that
little country has benefited from his involvement is unclear.

Cut him loose, Dave

Lord Ashcroft’s importance to the Tories, on the other hand, is
plain (another difference with Labour’s “non-doms”, who, as
well as being less secretive, are much lesser political figures).
He manages his party’s target-seats campaign for the forth-
coming election. He has accompanied Mr Hague on official
business. He has also been an exceptionally generous donor,
giving or lending many millions of pounds in cash and kind.
Especially in the late 1990s, when the party was, in Lord Ash-
croft’s account, “a financial basket case”, his support was vital.

But if Mr Hague's embrace of Lord Ashcroft then was du-
bious but iinderstandable, Mr Cameron’s intensification of
the clinch since becoming leader in 2005 is much less so. Lord
Ashcroft now accounts for a much smaller proportion of Tory
funds (a corporate vehicle through which he donates is any-
way being investigated by the regulators). As this paper point-
ed out last year, the party could have survived without him
and the bad publicity he attracted. Instead, Mr Cameron has
doggedly clung to the man he made deputy chairman.

The big question this affair raises concerns Mr Cameron’s
judgment. He is seeking to portray himself both as an advo-
cate of transparency and a resolute chief executive. Probably
the Ashcroft furare will not in itself halt Mr Cameron's march
on Downing Street. But it raises doubts about his willingness
to take tough, principled decisions if he gets there. To dispel
them, Mr Cameron should cut Lord Ashcroftloose. m

Dealing with budget deficits

Who pays the bill?

Throughout the rich world battle lines are being drawn in the coming fight over deficit reduction

HEN friends go out to din-
ner, the convivial atmo-
sphere can be shattered once the
B waiter brings the bill. A pleasant
F evening can descend into a dis-
pute about who had a starter
and who ordered the lobster.
‘ Running a public-sector deficit

is similar: the argurnents start when the tab has to be paid.

The battles will be all the more fierce this time around be-
cause the deficits are so large and likely in the short term to stay
that way. With developed economies still weak, many govern-
ments are (often rightly) keen to run large deficits for a while

longer. But the bond markets are getting impatient, especially
with weaker European countries. Greece was forced to an-
nounce a third austerity package this week, after its initial ef-
forts failed to reassure either the markets or its neighbours (see
page 55). Although Britain has a lower debt-to-GDr ratio than
Greece and its debt has an average maturity of 14 years, sterling
also wobbled this week, with investors spooked by the pros-
pect of a hung parliament. True, the three biggest rich-world
economies, the United States, Germany and Japan, are under
less pressure. But Japan has high debt levels and America has
the government-bankrupting cost of ageing baby-boomers.

If the world were run by economists, deficit reduction

would be a very complicated balancing act. For politicians »
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