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Abstract: Increased divergence in income, regional development and performance of 

sectors will become a major trend of the Chinese economy. Commodity and asset prices 

are expected to continue to fall under ongoing deflationary pressure. Meanwhile, assets 

which are most likely to see increase in prices will be bonds and gold, as investors will 

continue to seek safe-havens in the face of a prolonged pandemic-induced global 

recession.  

 

 

Chinese Premiere Li Keqiang said recently that there are still some 600 million people 

whose monthly income is barely 1,000 yuan ($141) in China, which has sparked 

widespread discussions.  

 

According to the 2019 statistics report of the National Bureau of Statistics, the average 

monthly disposable income per capita was 965 yuan for the lower middle- and low-

income groups which were composed of 560 million people, while that for high income 

group composed of 280 million people was 6,3670 yuan. These figures show 

significant income divergence in China. 

 

In addition, the divergence in the livelihood of different population groups as well 

the development of regions, sectors and companies is also getting larger, and likely 

to be aggravated by the COVID-19 pandemic. How will this affect future commodity 

 
1 This article was published in Chinese on May 31, 2020.  



and asset prices? 

 

Ⅰ. Divergence will be the major trend for the Chinese economy 

 

The biggest difference of the 2020 Government Work Report from reports in 

previous years is the emphasis of giving local governments more fiscal support and 

banks making interest concessions to businesses. Meanwhile, it also proposes to 

“take stronger steps to implement poverty reduction measures, and ensure that all 

remaining poor people are lifted out of poverty”, which in essence is transfer of 

welfare from the whole society to low-income groups. 

 

The emphasis on “balanced development,” though mentioned before, was also stronger 

in the 2020 Government Work Report. For instance, the Report states that: 

“Governments at all levels must truly tighten their belt. The central government will 

take the lead by committing to negative growth in its budgetary spending, with a more 

than 50 percent cut to outlays on non-essential and non-obligatory items.” “The 

aforementioned two trillion yuan will be transferred in full to local governments; a 

special transfer payment mechanism will be set up to ensure that funds go straight to 

prefecture and county governments and directly benefit businesses and people…no 

such funds are allowed to be withheld or diverted for non-designated uses.”  

 

Beyond that, the 2020 Government Work Report also emphasized “As financial 

institutions and the businesses that borrow from them share a common stake, we 

encourage banks to make appropriate interest concessions. To support market entities, 

we must ensure that micro, small, and medium businesses have significantly better 

access to loans and that overall financing costs drop markedly.” “Large commercial 

banks should increase inclusive finance lending to micro and small businesses by more 

than 40 percent. We will support enterprises in increasing bond financing.”  

 

While local governments are taking on increasing administrative responsibilities 



in recent years, there has been a mismatch between their fiscal power and 

administrative power, so it is necessary for the central government to transfer 

more funds to local governments. As micro, small, and medium businesses and 

individual businesses contribute 90% of total employment, high financing cost will 

increase their operation pressure and hence pressure on employment. Therefore, it is 

necessary to support them from the perspective of employment alone.  

 

It is indisputable that after years of continuous efforts, the gap between urban and rural 

income has significantly narrowed in China. Ten years ago, the gap was 3.3:1, and now 

it is 2.64:1. However, as economic growth slows down, economic development 

becomes more reliant on existing resources. With such a characteristic, only by 

further optimizing the allocation of production factors can competitive advantage 

be obtained.  

 

This is evidenced by the conclusion of a case study of the World Bank, that is, when 

economic density doubles, productivity will increase by 6%, and when the distance 

from the central city doubles, profit will decrease by 6%. This could be used to explain 

China’s efforts to promote the integration of Yangtze River Delta City Cluster and 

development of the Guangdong-Hong Kong-Macao Great Bay Area where production 

factors including labor, capital and technology will be concentrated.  

 

The problem is that China’s working age population peaked at 925 million in 2011 

before starting to decrease gradually, with 2017 seeing the largest net decrease of 5.48 

million people. By 2019, the cumulative decrease in working age population surpassed 

286 million. Over the past few years, the major destinations for China’s labor force 

have been the Yangtze River Delta and the Pearl River Delta, while the size of labor 

force has been decreasing in other regions not only due to the decrease of working 

age population but also the outflow of labor force. So with such a trend, how is it 

possible to narrow the regional gap of economic development? 

 



The concentration of population is also accompanied by the concentration of 

capital, goods and information, which will increasingly raise the size and weight 

of the GDP of destination cities, and hence further widen the gap among different 

regions. In recent years, the GDP share of the regions to the south of the Yangtze River 

has increased significantly, which is consistent with the direction of population flow. 

 

For instance, the GDP of Guangdong province has been ranking first in the whole nation, 

while that of Zhejiang province whose population is only half of that of Guangdong has 

increased rapidly nearing that of Shandong whose population was the second largest in 

China. Last year, Zhejiang saw the highest net population inflow in China, while 

Shandong has seen the largest  net population outflow among all regions over the last 

three years.  

 

Figure 1: Net population inflows of Chinese provinces in 2019 (10 thousand people) 

 

Source: Various Provincial Bureaus of Statistics, Research Division of Zhongtai 

Securities  



 

In terms of policy targets, the 2020 Government Work Report also restated the 

economic goals of rejuvenating the northeastern region, developing the western region 

and promoting the rise of the middle region, which will require a large amount of fiscal 

commitment. However, as capital and available labor force might not be able to match 

fiscal input, the fiscal multiplier effect will need to be further evaluated. 

 

According to the data released by the National Bureau of Statistics, during 2016 - 2019, 

the average disposable income per capita of the middle-income group increased by 19% 

cumulatively, while that of the high-income group increased by 29%, significantly 

higher than that of the former. This shows that although the income gap between 

urban and rural households has narrowed, but overall income gap is still widening.  

 

Although policy measures aim to reduce these divergences during economic 

development, as the economy slows down, additional growth would be limited and can 

barely increase the size of the “economic cake”, then divergences of various types will 

be inevitable. 

 

Ⅱ. Future trend of commodity price: inflation, stagflation or deflation 

 

To cope with the economic shutdown and liquidity risks brought about by the pandemic, 

major economies, especially the United States, have expanded liquidity. The United 

States has not only adopted unlimited QE, but also monetized its fiscal deficit, that is, 

the Fed directly buys US Treasury bonds, which means paying for federal government 

spending, and it also buys US corporate bonds. 

 

At present, the size of the Fed's balance sheet has reached 7.15 trillion US dollars, 

setting a new record. Consequently, the market worries about potential inflation risks 

and a debt crisis caused by the huge stimulus.  

 



However, data in March show that pressure on US inventories is still increasing, and 

the inventory-to-sales ratios of production, wholesale and retail have all risen 

significantly. In April, the US CPI fell by 0.8% month on month, seeing the largest 

decline since December 2008. However, due to consumers hoarding food during the 

pandemic, food prices rose 2.6% month on month, registering the largest increase since 

1974. Price hikes of bread, chicken and snacks hit a record. 

 

Figure 2: US wholesalers’ inventory-to-sales ratio  

 

Source: CEIC, Research Division of Zhongtai Securities  

 

We can also see in the above figure that the inventory of agricultural raw materials has 

dropped significantly, but the inventory of clothing and fabrics has risen sharply, 

indicating that people’s demand for daily necessities is still relatively strong. However, 

due to the relatively low Engel coefficient in the United States, the rising food 

prices won’t have much effect on the CPI. 

 

At the same time, US unemployment rate in April was 14.7%, the highest since the 

Great Depression, and the average hourly wage rose 7.5% year on year, recording the 

largest increase since 2007. This also reflects that unemployment mainly hit low-

income earners in the US. If these people have no money, it’s difficult to see 

inflation rise. 



 

So, will the US suffer inflation in the future? Will there be stagflation? There are too 

many uncertainties. With the outbreaks in major economies showing signs of abating 

and reopening of the economy, inflationary pressure is not large in the short to 

medium term. 

 

For China, CPI in 2020 will probably go from a high level to a low level. After peaking 

at 5.4% in February, it fell back to 3.3% in April, and the PPI fell to -3.1%. The price 

indices of agricultural products and vegetables have continued to decline since May, in 

which the prices of vegetables and pork have declined for several consecutive weeks. 

 

Figure 3: Both CPI and PPI returned to low levels in April 

 

Source: Wind, Research Institute at Zhongtai Securities.  

 

Even if the global pandemic is gradually put under control and resumption of domestic 

of work and production continues to increase, that people, especially the middle- and 

low-income earners, have suffered reduced income is a fact. With the decrease in export 

orders after May, the employment and wages of the export sector were also affected. In 

addition, as goods intended for export now have to be sold in domestic markets, 

domestic CPI and PPI might continue to fall, and the CPI could even turn negative in 

the second half of the year. So currently, the world is still under deflationary 



pressure. 

 

However, the economy has seen positive growth since the second quarter, and the 

growth rate in the first quarter of next year is expected to reach about 9%. Therefore, 

under the short-term trend of CPI going down and GDP growth going up, we 

won’t see stagflation happen. 

 

Therefore, in the face of excessive liquidity across the globe, we cannot simply use the 

theory of "inflation is always and everywhere a monetary phenomenon" to predict the 

price trend. After all, most theories cannot stand the test of time. 

 

For example, Japan has implemented loose monetary and fiscal policies for a long time, 

but there has been no inflation or debt crisis. In the era of big data, we can accurately 

analyze and predict the rise and fall of commodity prices, and avoid unsound estimate. 

 

For example, an increase in iron ore price does not mean the prices of raw materials 

will all rise. This price hike has much to do with the mismatch between rebound of 

domestic demand and lagged supply of iron ore from Australia and Brazil , so it is only 

temporary. The price increase of domestic luxury goods such as LV and Chanel is 

related to the difficulties of shopping abroad due virus-induced travel restrictions and 

the decrease of production in the country of origin caused by the pandemic. 

 

Ⅲ. Trends in asset prices: price changes in the stock and real estate markets 

diverge; bonds and gold go up  

 

According to IMF predictions, the global economy will shrink by 3% in 2020, which 

will be the worst economic recession since the Great Depression. Developed economies 

will generally fall into negative growth with an average rate of -6.1%, of which the US 

GDP growth will be -5.9%, while China and India will barely maintain positive growth. 

 



However, the performance of the US stock market has been very strong since April. 

Nasdaq index almost set a new all-time closing record, and the rebound of the Dow and 

S&P indexes also has exceeded 30%. We are actually seeing a technology bull market. 

 

The trend of the stock market prices is very different from the economic trend. 

Historically, it is indeed very rare to see a "bull market" after a decline of more than 

30%. Many people attributed the strong performance of the stock market to the 

Fed’s injection of liquidity. 

 

Indeed, the US federal government has announced four rounds of fiscal stimulus 

totaling 2.9 trillion US dollars, with a fifth round of 3 trillion US dollars currently under 

discussion in the Congress. With the  unlimited QE and the monetization of fiscal 

deficits, it is estimated that this year, both the US fiscal deficit ratio and M2 growth will 

be close to the peak during World War II. 

     

The large amount of liquidity provided by the Fed first triggered a bull bond market. 

From the second quarter, the stock market also rebounded sharply. Although the index 

rose significantly, performances of different sectors diverged: the increase mainly 

concentrated in industries such as information technology, science and technology 

and health care; traditional industries such as tourism, hotels, public utilities, 

aviation, energy, finance, and real estate all lacked momentum for rebounding 

after a sharp decline.  

 

The fact that Nasdaq index reached a new high was because the emerging 

industries was less affected by the pandemic. But energy, aviation, hotels, and 

tourism accounted for nearly 16% of the S&P 500 stocks, and the overseas revenues of 

S&P 500 companies were as high as 40% of the total. Clearly, S&P 500 companies 

were more seriously affected by the virus, so its performance was not as good as Nasdaq.  

 

We believe that stock buyback by borrowing at low interest rates is an important 



cause of the 10-year bull market in the United States. With low financing costs, 

companies borrowed to expand. At the same time, a large number of listed companies 

bought their own stocks, even through issuing low-cost bonds. They have used financial 

leverage to the extreme. After 2010, the leverage of S&P 500 companies steadily went 

up. Of the S&P 500 companies, 25% bought more than 45% of their own stocks in the 

past 10 years. Considering that these companies also issued new stocks, we should 

calculate the net buyback by deducting the newly issued shares. When calculated this 

way, 37% of the S&P 500 companies bought more than 45% of their stocks in the past 

10 years. 

 

Besides, our research shows that US listed companies, especially large ones, have 

very dispersed equity structures, with nearly all of their largest shareholders being 

Wall Street financial institutions. The average shareholding of S&P 500 companies’ 

top 20 shareholders is 58%, and the 5 types of shareholders with the largest number of 

shares are investment advisory firms, hedge funds, sovereign wealth funds, banks, and 

insurance companies, all of which are financial and investment institutions. Among 

them, investment advisory firms hold as much as 85% of all the shares held by the top 

20 shareholders. 

 

Compared with industrial capital, Wall Street elites, motivated by various incentives, 

have shown greater passion for improving companies’ short-term financial 

performances and pushing up the share prices . As said above, the leverage ratios of 

S&P 500 companies have seen steady rise in recent years and remained at a high level 

despite the upturn in the federal funds rate after 2016. 

 

The greater focus of major shareholders on short-run performances is an 

important reason behind US listed companies’ over-borrowing and stock buyback, 

and other short-sighted behaviors. Professional managers from the Wall Street have 

shown stronger preferences for buybacks than the founders of the companies or their 

successors. For instance, the buyback plans of Apple and McDonald suddenly 



ballooned in 2013 and 2015 respectively, both associated with appointments of new 

senior management. 

 

Another example is Boeing, which has used financial leverage to the extreme to 

maximize short-term returns, even reducing the R&D expenditures which was very 

important for its long-run development. That explains the evident negative correlation 

between R&D expenditures and the ROIC of Boeing. 

 

The fact that China’s A-share market has been much weaker than the US stock market 

is partly because the fiscal and monetary stimulus introduced by the United States is 

much more aggressive than that of China. While the fiscal deficit ratio of China is 3.6%, 

that of the US has burgeoned to over 15%. But the two stock markets share some 

similarities, including that startup boards in both markets have performed better. 

The ChiNext index has seen stronger growth than the Shanghai Composite Index 

or the Shenzhen Component Index, which is also because the pandemic has 

accelerated the transformation of the Chinese economy. 

 

As a matter of fact, different sectors on the A-share market have seen divergent growths 

over the past years. Companies in technology, IT, healthcare and food and beverage 

industries have been seeing strong rises, while hotels, tourism, real estate, and 

petroleum and petrochemical companies were having gloomier days. Actually, both the 

A-share market and the US market have abundant funds, but lack high-quality 

assets, which is why these assets usually enjoy high valuation. 

 

The reasons behind the substantial divergences in the house market and the stock 

market are similar: on one hand, the money flooding the market has propped up 

the prices of most assets and stopped the asset bubble from bursting; on the other 

hand, with more money directed to certain types of asset, the prices of these assets 

will rise. Similarly, the more people move to a certain area, the higher the house price 

in this area will be. 



 

Hangzhou and Shenzhen had the biggest net population inflows among all Chinese 

cities in 2019, which partly led to the flourish of their house markets this year; in 

addition, the boom of the information and technology industries have attracted 

investments and elevated the income of IT professionals, which also contributed to the 

house price hike. 

 

Things are similar in the United States. Atlanta has seen the largest increase in house 

price in the United States since March 2019, because its innovation-driven ecosystem 

has attracted many high-tech companies and professionals. The IT hubs in the Silicon 

Valley on the West Coast also have some of the highest house prices in the country. For 

example, San Francisco has taken over New York in boasting the most expensive homes. 

San Diego, Los Angeles and Seattle rank number three to five, all above Boston, a 

traditional financial center on the east coast. 

 

I believe among all types of assets, bonds and gold are more likely to continue their 

price hikes this year. This is because the yield rate of bonds will inevitably decline as 

the sluggish economic growth pares down investment returns amid this long-term 

global recession. 

 

China’s 2020 Government Work Report stressed to “promote steady reduction of 

interest rates”, which indicates further interest rate cuts in the second half of the year. 

The prospering bond market in the United States and Europe have also added to the 

possibilities of a boom of bonds in China. 

 

Gold is something I have been optimistic about ever since 2016, because its investment 

value and its nature as a safe haven asset would be ever more pronounced amid a 

global recession where governments continue to flood the markets with liquidity. 

Besides, many countries have long repressed the gold price so that they can have the 

cash printers at full throttle. 



 

The value of the US dollar has shrunk by almost 97% over the past five decades, while 

the currencies of most emerging market countries have depreciated by over 90% against 

the US dollar—compared with gold, they are not worth a dime. The current US dollar 

supply is 330 times that in 1929, but the US economy has grown only by 16 times in 

real terms during this period, while the stock of gold, only by 6.7 times. From 1971 

until now, the US dollar supply increased by 21 times, the US economy, by 2.7 times 

in real terms, while the stock of gold, by as little as 1.1 times. 

 

Three years ago, when a lot of people were anticipating a “new economic cycle”, I 

wrote an article titled The Awful Time Lag. I predicted that China’s economic growth 

would continue to slow down, and it was not very likely that the growth of US, 

European or Japanese economies would pick up, either. However, facing the gloomy 

condition, most countries would choose to increase money supply, as none have the gut 

to tighten liquidity. 

 

Many people believe that the pandemic has changed our way of life and our investment 

logic as well. But as a matter of fact, our investment logic has not altered because of 

the pandemic, which only accelerated the changes that were already underway: 

before the virus broke out, economic recession and divergence had already begun, while 

online transaction, shopping, education and medical care had already gained strong 

momentum. It’s technology that has changed our way of life, and the economic 

vulnerabilities accumulated over the long course of development in a peaceful 

environment as well as the “conservative therapy” that countries have adopted that have 

changed our investment logic. 

 

Therefore, we should not stick to the conventional theory when judging the fluctuations 

of commodity and asset prices; instead, we should make use of big data to carry out 

practical analyses. 

 


