The Outlook: September 18, 2024

China: the Nightmare . .. and the rest of the story.

The market’s vast betting crowd lives every day on a diet of Possible Bad News. (It also keeps cans of
Possible Good News on a nearby shelf, just in case—but since fear is genuinely stronger than greed, its
attention keeps shifting back to the Possible Bad News.) For a good three years now, one of the most
powerful items of Possible Bad News has been . .. China. The crowd thinks—with good reason—that the
Chinese Economic Miracle has been a big boost to Main Street’s profits and growth for 30 years or so; and
its impression, today, is that the Chinese Miracle is dead, so Main Street’s on its own from now on—and
is bound to slow down.

As Outlook has noted once or twice, there’s always a kernel of truth behind the crowd’s “impressions”,
but a kernel is never the whole cornfield. Here are three pictures which help us see more of the whole
story.

Venture capital fundraising for China has fallen like a rock, as the country’s entrepreneurs shy away
from launching new businesses
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That is kind of a jaw-dropping picture, isn’t it?

Now, a Golden Rule for Life is: “Question Everything. Period.” Jaw-dropping pictures are no
exception. But at Outlook we’re buying this picture because it makes such deep common sense. That
2018 peak in Main Street China’s willingness to gamble its money on its own hard work and determination,
taking risks for the long-term future, also happened to be the slow beginning of Mr. Xi’s “return to
Communism.” The Chinese dictator first crushed his political opponents and gave himself China’s
leadership for life . . . then around 2018-2019 he slowly but steadily began wrecking the engines which
had made the Chinese Miracle: free markets (more free, anyway); less government control; individual
freedom to work where and how one pleased, and sometimes make oneself rich without fear of being
declared an Enemy of the People. At the same time Mr. Xi dropped the Miracle’s political practice of
“Smile at the world, and grow China’s power quietly” in favor of “Snarl at the world, and threaten it
constantly.”

Why?

The short answer is “Because power-hungry dictators almost always do stunningly dumb
things. Intimidating one’s way to power is a skill, all right; but it has nothing to do with “thinking clearly”
about other important things. At the moment, let’s just take History’s word for that.

The plunging red arrow up there was made, fundamentally, by the climate of fear which Mr. Xi has cast
over China. “If we break the Rules, we’re cooked!” is a powerful thought at the back of every Chinese
businessman’s mind, now; along with “And we wonder what the Rules are, exactly?” The plunging red
arrow is a symbol of our market crowd’s impression of China as well, which sums up as “China’s in big
trouble from now beyond the horizon.”

Time for another picture or two.
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That’s another jaw-dropping picture, isn’t it? More electricity always means more prosperity and
growth—emphatically so for the poor parts of the world. China’s rocketing red line of electric demand,
up there, is a wonderful picture of the Chinese Miracle in action since 1991. Here’s the $64,000
Question: “Is there any conceivable way that surging red line is going to collapse, turning into a plunging
red arrow?” QOutlook’s answer is, “Nope. Short of World War lll . . . the answer is just “no.””



That’s just how giant economies work. They do slow down; they do respond—positively or negatively—
to growth or anti-growth politics; but they don’t implode. Like World War One battleships, they have so
many strong compartments that they can take an awful lot of damage and still float. So China’s electricity
usage will keep climbing. That’s why Freeport’s Richard Adkerson has been answering analysts wondering
if China’s stagnation is dooming Freeport’s growth, this way: “Ah, fellas, haven’t you noticed that China
just keeps buying more copper through all these “stagnating” years?” Last picture:

China has more than 1 billion tons/year
of new coal mines in pipeline, report says

By Reuters
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Yes. Mr. Xi is doing plenty of “thinking Communist” instead of “thinking straight,” but he does not want
that red electricity rocket to turn down. If it did, he would have a billion increasingly upset citizens on his
hands. So he smiles at the world and promises to shift China toward Green Energy . . . and keeps building
coal mines, because China needs cheap power to keep its electricity line rising.

So the market crowd’s China Nightmare certainly has that truth kernel; it's certainly not “Good
News.” But these pictures do help us understand why most of Outlook’s core companies doing business
in China—Caterpillar, Cummins, Texas Instruments, Micron—have been telling us, these past couple of



years, that “We see problems, and cycles as always. We do not see our business imploding—quite the
opposite, pretty often.” That sounds like a “whole picture,” doesn’t it, rather than a dark corner of it.
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The remarks above aren’t a general recommendation to buy or sell particular securities. Such decisions
should only be made in the context of an investor’s own circumstances. Stocks and bonds carry the risk
of loss.



