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OVERVIEW

TAELEQ.1 China:Projected growth pattern assuming steady reforms and no major shock
Indkatsr 1595-2010 201115 2016-20 2021-25 2626-3D

GOP groveth [percent per year) 99 86 70 58 50
Labor growih 0 03 -0.2 -0.2 -04
Labor productivity grawth 89 83 71 62 55

Structure of economy (end of perlod, %)
Irvestment/GOP ratio 49 [ 2 ] 38 3 34 |
Consumption/GOP ratlp 47 [ 5677 &0 63 E3
Industry/GDP ratke 467 438 4.0 384 36
Sarvices/GDP ratlc 431 qa76 516 56.1 611
Share of employment in agriculture 367 300 237 182 125
Share of employment In services M6 420 475 529 580

Sources: NBSC and DRC,

the coast and the interior will narrow. Sec-
cnd, migrant wages will continue to rise
rapidly, reducing the income gap with urban
residents, The role of policy will be to sup-
port these structural forces by increasing
the equality of opportunity (see chapter 6).
Third, even though the urbanization rate is
expected to continue its rise, rural-urban
migracion will gradually slow over the period
as the structural shift from agrienlture to
manufacturing eases, and the rural-urban
wage gap narrows (the urban-rural income
ratio is expected to fall from 3.2: 1 in 2010
to 2.4 : 1 in 2030).

At che same rime, rising educational stan-
dards and brisk growth in tectiary educa-
tion is rapidly increasing the aumbers of
skilled workers and helping China niove up
the value chain, and this process is likely to
accelerate in coming decades. The grow-
ing skill base will facilitate a further shift
in production from labor-intensive to skill-
inrensive activities and an increase in the
pace of innovation. Indeed, just as in the
19805 and 1990s when hundreds of millions
of unskilled Chinese workers joined the
global labor force as part of China’s “open-
ing up” stratcgy, so oo will teus of millions
of tertiary-educated Chinese workers join
the global workforce to significantly expand
the global supply of skill-intensive products.
Indeed, the number of college graduates
could swell by 200 million over the nexr rwo
decades—more than the entire laber foree of
the United States.”

At the same time, China’s existing com-
parative advantage in Iow unit labor costs
will shrink graduvally. Rapidly rising real
wages for unskilled workers in eoastal prov-
inces are encouraging firms to relocate to
neighboring interior provinces where labor
and Jand are more plentiful and relatively
cheap. Thanks co continuous improvements
in connective infrastructure between the
interior and major citics and pots, the incre-
mental transport costs from interior locations
will be outweighed by the benefits of lower
input costs,

The rise in wages associared with
increased productivity will continue to spuy
rapid expansion in the ranks of the middle
class, which, in turn, will increase con-
sumption of consumer durables and raise
the share of consumption in GDP. And, as
international expericnce shows, 2 growing
middle class will also acr as a catalyst for
improved governance, better delivery of
public services, and the empowerment of
civil society.

And finally, China’s urbanization—a
driver of much of China’s increased global
competitiveness—is poised to grow rapidly,
Over the coming two decades, the increase
in the urban population will be the equiva-
lent of more than one Tokyo or Buenos Aires
each year as the share of urban residents in
the total population climbs from abour one-
half to near two-thirds in 2030.'° This will
act as another powerful driver of growth,
although much will depend on how well

é,.-—



CHINA 2030

countries, with their application in commer-
cial and mass production nsually transferred
to developing countries. This pattern is likely
to continue; adoption, adaptation, and mas-
tery of existing technologies will remain an
important growth driver in developing coun-
tries, At the same time, however, as emerg-
ing markets develop their own technological
capability, new and discuptive technologies
will appear in the developing world and raise
the chance of “leapfrogging™ over advanced
countries in: a few areas.

Majoy Trends within China

Just as growth is expected to slow in some
emerging markets over the coming two
decades, many signs point to a growth slow-
down in China as well {(Liu er al. 2011}.
Indeed, we expect GDP growth to decline
gradually from an average near 8.5 percent
in 2011-15 to around 5 percent in 2026-30
(sce table O.1), One reason for the slowdown
is that much of the growth contribution from
shifting resources from agricultere to indus-
try has already occurred. And going for-
ward, the continued accumulation of capital,
although sizable, will inevitably contribute
less to growth as the capital-labor ratio rises
(even though capital stock per worker, now an
estimated 8.7 percent of the U.5. level, under-
scores the need for further capital accumula-
tion). Mereover, China is poised to go through
wrenching demographic change: the old age
dependency ratio will double in the next two
decades, reaching the current level in Norway
and the Netherlands by 2030 (between 22
and 23 percent);? and the size of China’s labor
force is projected to start shrinking as soon
as 2015, Yet workers will become mare pro-
ducrive as physical and human capital stock
pet worker continues to rise. Finally, total fac-
tor productivicy (TFD} growth—a measure
of improvements in economic efficiency and
technological progress—has also declined,
in part because the cconomy has exhausted
gains from first-generation policy reforms and
the absorption of imported technalogies. Asa
result, the distance to the rechnological fron-
tier has shrunk, and sccond-generation policy
reforms are likely to have a smaller impacr on
growth.®

Tkese factors, together with “rebalanc-
ing” policies to emphasize domestic growth
sources, will contribute to a@ﬁgher share of
services and consumption in the economy
and a lower share of exports, savings, and
investment:_lTbe challenge will be to support
these growth and structural iransicions while
avoiding sudden slowdowns and possible
crises.

China’s external accounts are expected to
show a decline in the trade surplus—export
growth will slow as China’s global market
share rises and markets in advanced coun-
trics grow more slowly, while import growth
will be driven by continued expansion in
domestic demand. At the same time, how-
ever, the external capital account will show a
rising deficit as Chinese savings flow abroad
in search of better returns and to counter
protectionist pressures abroad. This trend
will serve not only to keep in check further
accumulation of ¢xternal reserves but also
1o facilitate the transformation of Chinese
enterprises into global players.

China’s current pattern of development
has also placed considerable stress on the
environment—Iland, air, and water—and
has imposed increased pressure on the avail-
ability of natural resources. ‘The challenge
going forward will be to convert these pres-
sures into new sources of growth by adopt-
ing a green growth model that taps into new
global markets in green technologies while at
the same time solving many of China’s own
pressing environmental concerns, If sugcess-
ful, the energy and commodity intensity of
production is expected to decline signifi-
cantly by 2030 for three reasons: a smaller
share of industry in GDP; a smaller share
of resource- and pollution-intensive [irms
in the industrial scctor; and better pricing
of energy, commeodities, and environmental
services (see chapter 5),

Income inequality in China, which
climbed continuously over the past two
decades, is showing some tentative signs
of beginning to flatten and passibly even
decline, In the coming decades, three under-
lying structural factors could serve to con-
firm this inflexion point. First, acceleration
of growth in the middle and western regions
will continue, so the income gap between
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Becouse of ifs size and ropid growing economy, China
is of paramount importance to the globa! logistics
indusiry. Indeed, for many players, it is currently their
key market for development and growih. However,
the China logistics sactor s also relafively immature.
Overseas logistics companies were only permitted to
set up wholly-owned business enfities in Chinain 2005,
four years afler China's accession fo membership in
the WTO, but many have now expanded their business
network acress mainland China. Demand for logistics
facilifies has grown in tandem but the supply of modern
logislics space remains limited. Out of Ching's lojal
stock of 550 million sq m of good quality sterage
space, only 5.8 million sq m comprises modern logistics
facilifies'. Storage spoce per capita in China is a mere
0.38 sq m and ils ralio jo external frades is 0.19 sq m
per US$1,000 trade in 2070. Even allowing for the less
developed nature of the Chinese economy, with most
manufacturing goods targefed for exporis, the market
is undersupplied wilth qualily space at a fime when
demand is rising.

Goud quality warehonse stock

Warchouse
stock
GFA {sy m)

Ratio 10 1otal
frade volume
{sq m per

Estimated

wirehouse
stock (GEA

| mitlion sy m} | USS1,000) per copita
Clina s e 041
hongons [ I T BT S
tapan B 0.33 378

usired swes A WA EUN

. S0k
Source China Associotion of Warshousms and Storage, C8 Rickord Elir oriimetos, CIA The
Whd Foctbeok, Hang Kong Rafing 4 Veloailon Dapf Propordy Review 2010

+

1 Modern logistics lncHifies A s of modem leglilics op forg
Hlorope salety, apEmalMedklo ipoce wiilizatien and high sparolions] eficlency.
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CHINA'S LOGISTICS: RISING DEMAND BUT
A SHORTAGE OF SUPPLY
by Andrew Hoiherlay, Executive Director; industriol & Rogistics Sarvices, Asia

Danny Ma, Senior Director, CBRE Reseorch, Chinn
Ada Chol, Director, CBRE Research, Asin

Over the next five years it is forecast that China will be the
main driver of the global economy, with its contribution
to global growth projected to increase from 30%in 2010
to 35% in 2015. China's growing clout as not only o
producer but o consumer is altering the manner in which
MNCs are drawing vp business plans for the coming
fiva yaors, Agoinst this backdrop, demand for logistics
facilities is expected lo grow further, Howaver, one majer
{foctor inhibiting this growth is the difficulty which specialist
indusfrial developers and owner occupiers are currently
encouniering, on a nalionwide basis, in sourcing land
sites for the consirudtion of Jogistics focilities. As a result,
the current supply-demond imbalance is expected to
corfinue in of least the short-term, creafing the conditions
for logistics assels ta opprecinfe and undergoe significant
upward rental growih.

The appraciation of logistics rents and the shertage of
land for logistics facilities poses a challenge for both
Ihe recl astote sector and sociely as a whols, as logistics
operalors, rejailers and manufaciurers will fodtor in
higher storage cosis in the pricing of goods. The increase
in storage cos!s, which accounts for about one-third of
overall logistics cosis, or 5.9% of the country’s GDP,
will add furiher pressure fo the already high rafe of
inflafion in China.

THE SOURCE OF GROWTH N CHINA

Having served as “the world's factory” for the past 20
years, China is now re-orienting fowards becoming,
from the perspective of ils own residents, the “warld's
biggest supermarket.” The country has been stepping
up its efforts 1o re-diract its model of development to
make it less raliont on exports and driven more by the
consumer spending of a rising middle class,

© 201, CB Rkhord Ellh, Ine.
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other cifies, warehousing is predeminately in the form of
simple concrate boxes.ﬁ'he folal stock of modem logistics
facilities in China is {ust 5.8 millien sqm, a figure which is

disproportionately low for a nation of 1.3 billion people.']

While inlernafional logistics investors can clearly see
that there is ample room for development in China, the
future supply pipeline is quite thin dve 1o the fact that
investors are faced with difficulty in finding suitable lond
development sites zoned for logistics use. The major
reason for this is lhe lower preference for allocating lend
for logistics use by local government authorities.

WHY IS THERE A SHORTAGE OF SITES FOR
LOGISTICS FACILITIES?

The sale of development sites for commercial development
is the main source of revenue for local governments.
However, prices felched for industrial siles are much lower
than those commanded by residential or commarcial
sites. Local governments thus prefer o allocate residentiol
and commercial zoning rather than indusirial zening
when planning new development areas, Even within
indusirial and high-tech parks, campus offices, foclories
and R&D facilifies ore projecis that will bring in revenue
and boost employment. Local governments can also
augment their fax revenues from these businesses. Onthe
other hand, the in¢rease in business flow and employment
which directly resulls from develeping storage facilifies
is limited. In many coses, local authorities simply view
logisfics as a kind of ancillary service. This, in turn, resulls
in a lower preference on the part of local government
authorities to allocate sites for kagistics operations, It is not
only oversens investors who are confronting this problem,
with large Stote-owned Enterprises (SOEs) facing similar
difficullies in oblaining sites for housing their own logistics
operalions.

Another factor conlribuling to the shorlage of logistics
land is land hearding by many domastic SMEs, which
have been acquiring industrial sites over the post few
yeors in anticipalion of the continued capital apprediation
of land values and the incrensing scarcity of lond. This
trand is most notable in the Hangzhou-Mingbo area of
the Yangtze River Delta. SMEs engaged in this practice use
part of sites they acquire to construct facilifies for self-use

First Hor ellies: Balfing, Guonghoy, Shanghai ond Shenzhen

Cooskl Socond ler ciliar: Dofian, Hongzhoo, Ningbe, Maniing, Gingdao, Sheayang
ond Tanjin

{nlond second ter dilies: Chengd, Chongging, Wuhan and X'an
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and lsase the rest os warehouses lo other compaonies for
law rents. The policy that requires industrial land to bs
transferred only lhrough hidding, auclion or listing above
a minimum [and price commencing from June 2007 has
also help pushad industrial land prices up over the past
few years. In the past five years, indusirial land prices in
China apprecicled by about 60-70% across the board,

Higher land cosls coupled with strong demand
have combined 1o suppert growth in logistics rentals
throughout 2010. Analysed by city, first fier cifies have
seen a clear downward trend in logistics rents during lote
2008 and the first half of 2009 under the impad of the
global financial erisis but recavered quickly fhereafier.
Rentals in Shanghai rebounded 5% in 2070 but are still
about 5% lower than the level before the GFC. Beijing’s
rentals are growing even faster, at a rate of 15.2% in
2010, Brisk abserption alse brought a big compression in
vacancy which is now around 8% in major logistics parks.
Availability is even fighter in areas near key por ond
airpert facililies, We expect that rents will have another
10-15% growth in these cifies and vacancy will dacline

Logistics rental and vacancy rute - Shanghu vs Beijing
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