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IS CHINA INFRASTRUCTURE A BUBBLE?

One of the few topics that economists and investors
are deeply divided on is the question of whether the
Chinese economy is in a bubble or not.

While some claim that China is “Dubai times 1000”,
others are of the view that the country is the strongest
and most well-managed economy in the world.

When we actually look beyond the chatter, and
consider some hard numbers, one of the interesting
developments that we can witness in China is that
since the start of the recent financial crisis in 2007,
infrastructure investment has increased sharply,
while the growth in manufacturing investment has
slowed down.
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Obviously, this is in good part due to the fact that
the Chinese government (in response to the export
slowdown) is investing in infrastructure to stimulate
the economy.

As a matter of fact, a similar (and very successful)
infrastructure investment program was embarked
on by China during/following the Asian financial
crisis in 1997, albeit the focus at the time was on the
modernization of highways, whereas this time around
it lies on the modernization of railways.

Taking the infrastructure/railway expansion program
as an example, what is important to question when
judging whether or not this area is in a bubble, is to
consider if this infrastructure is actually a needed
development, or (as some critics claim) another Japan-
style ‘bridges-to-no-where * waste.

In this regard, a comparison of China today with the
rapidly growing America of a century ago is helpful.
China has roughly the same land area as America,
but 13 times more people than the United States at
that time. Yet on current plans it will have only
110,000km of railway by 2012, compared with more
than 400,000km in America in 1916.

At this time, China has one of the busiest railway
networks in the world, moving 24% of global rail
traffic with just 6% of the world’s tracks, i.e. China’s
railways are 4 times as busy as the global average!

So it appears clear, just by looking at these simple
numbers, that the Chinese infrastructure and railway
modernization is anything but a waste. Rather, these
investments the Chinese government is engaging in
are desperately needed and prudent moves laying
the tracks for future sustained economic growth and
development of the country.
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