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As Chinese economic 
growth shifts, so will 
the balance of the 
Australian economy. 
Inflation is expected to 
remain low for some 
years to come  
(because Australia’s 
central bank is an 
inflation targeting bank) 
and this affords the 
opportunity for official 
interest rates to fall and 
for capitalisation rates 
on investible assets to 
compress. As interest 
rates fall, the balance 
of the economy can 
be expected to move 
back towards the non-
resource states of 
Victoria and New  
South Wales.
Savills Research “China, Asia  
and Australia” February 2013
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Deng Xiaoping, often quoted as 
saying “to get rich is glorious”, 
took China on its new path and 
embarked on the establishment 
of Special Economic Zones such 
as Shenzhen (just across the 
border from Hong Kong) which 
has grown from a town of 30,000 
people in the early 80s to a city of 
18 million people today. 

This mirrors China’s emergence 
as the second largest economy 
after the US and the world’s largest 
trading nation. The impact of China 
on the global economy is set to 
continue for decades to come 
and can be regarded as the most 
significant economic event of  
a generation.

This paper in part sets out to explore 
some of the many facets of modern 
day China as they relate to real 
estate and overseas investment. 
This paper also attempts to dispel 
certain myths about China. One 
of the more obvious myths is that 
China’s economy is faltering. This is 
in part because China is becoming 
a more mature economy and also 
in part because the ‘economic pie’ 
is simply getting larger. When China 
was a US$7 trillion economy it was 
growing at 10% per annum (or by 
US$700 billion a year). It is now an 
US$11 trillion economy growing at 
6.5% per annum (or by US$700 
billion a year). The economy is still 
growing rapidly, but slower in relation 
to the larger size of the economy.

The emergence of China as an economic superpower, 
following substantial changes in development direction  
in 1978, has had a profound impact on the world.

China at Home

Savills Research Insight | China: At Home, Abroad and in Australia | April 2016



5

The impact of China on the 
global economy is set to 
continue for decades to come 
and can be regarded as the 
most significant economic 
event of a generation.

“

“

China at Home



Savills Research Insight | China: At Home, in Asia and in Australia | April 2016

Source: National Bureau of Statistics

Economic growth in China has 
been fuelled by three main drivers 
– fixed asset investment, foreign 
direct investment and exports.  
A great deal of the growth in 
China has been generated 
by fixed asset investment, 
urbanisation and industrialisation. 

One figure which Savills Research 
likes to quote is that between 2011 
and 2013, China poured more 
concrete than the United States did in 
the entire 20th century. Urbanisation 
in China still has a long way to run. 
Just over 55% of the population 
are urbanised whereas in a modern 
economy this figure is nearer to 80%. 
Since 1995, China has increased 
the length of rail lines by 50% yet 
passenger numbers have doubled 
and freight volumes are up 150%.

Though consumption now plays a 
leading role in economic growth, 
fixed asset investment remains an 
important pillar of the economy and 
one that the government will rely 
upon during uncertain economic 

times. Industry is expected to focus 
on higher value added processes and 
improved labour productivity thereby 
raising wage levels. This challenge 
has been faced by many developing 
economies since the 1960s and many 
have failed to realise this important 
structural change and remain stuck in 
the ‘middle income trap’. China faces 

a number of challenges, some short 
term, some long term; however this 
has always been the case.

Chinese overseas direct investment 
is expected to overtake inbound 
foreign direct investment in 2016. 
In other words, there will be more 
investment dollars moving out of 
China than moving in. This has 
the ability to significantly impact 
investment markets worldwide as 
the Chinese appetite for investment 
products increases. 
 
Initially, foreign capital entered China 
to take advantage of cheap labour 
and the exportation of goods. More 
recently, foreign direct investment 
has been more focused on services, 
particularly after China’s accession to 
the WTO in 2001. China is now the 
world’s second largest recipient of 
foreign direct investment just after the 
US with Hong Kong (US$163 billion) 
and China (US$136 billion) receiving 
an estimated US$299 billion in 2015.

Between 2011 
and 2013, China 
poured more 
concrete than the 
United States did 
in the entire  
20th century. 

“

“
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China at Home

Source: UNCTD
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GDP contribution by sector, 1978-2015

GDP growth rates by region, 2015
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In the 1980s and 1990s it was 
possible to generalise about  
China as it evolved from a largely 
agrarian based economy into an 
industrialised economy. 
 
This is now no longer possible. 
A heat map of economic growth 
shows clearly the varying growth 
rates around the country. Slowing 
is currently concentrated in the 
north where the economy is based 
more on heavy manufacturing 
and mining, while western China 
is growing rapidly from a low 
base and in the developed south 
and east (where services such 
as IT, telecommunications and 
consumption as well as more 
complicated manufacturing are 
starting to take hold) strong growth 
rates are still the norm.

The composition of growth in 
the Chinese economy is also 
changing. Agriculture has fallen 
below 10 percent of GDP and 
can be expected to fall further in 
the coming decades. Secondary 
industry (manufacturing and 
construction) has accounted for a 
relatively stable share of GDP at 
around 40 percent over the past 
two decades while the rising star 
is the tertiary (or services) sector of 
the economy which now accounts 
for some 50 percent of GDP. The 
aim is to develop this further. 

Some of the headwinds for 
China are worth discussing – the 
ageing population, debt, pollution 
and corruption.

China’s demography is both a 
blessing and a curse. Chairman 
Mao encouraged childbirth through 
the 1950s and 1960s which saw 
the Chinese population grow from 
some 800 million to 1.2 billion. In 
1979, China introduced its “one-
child” policy. The children of the 
1950s and 1960s entered the 
workforce and swelled its ranks 
through the 1970s and 1980s. It 
should also be noted that it was 
this plentiful supply of cheap 
labour which has helped grow the 
economy over the last 30 to  
40 years. 

The one child policy had the 
desired effect of stabilising the 
population; however, it will result 
in quite dramatic changes in the 
structure of the economy by the 
middle of the century. This shift can 
be expected to change the pace 
of economic growth, increase the 
need for elderly care and change 
the emphasis of government 
expenditure. Those born as a result 
of the policies of Mao will enter 
a state of elderly dependency 
in dramatically large numbers 
(hundreds of millions).

.

China demography is both 
a blessing and a curse.
“ “

China at Home
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One of the consequences 
of rapid industrialisation and 
urbanisation is pollution.

“ “

Savills Research Insight | China: At Home, Abroad and in Australia | April 2016
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Debt is often cited as a cause for 
concern when discussing China.

It is fair to say that nobody knows 
how much debt China has as the 
system simply lacks transparency. 
The Bank of International settlements 
places China’s debt ratio at 
approximately 250 percent of GDP  
in September 2015.

This may be regarded as quite 
high for an emerging economy. 
Nevertheless, there are certain 
aspects of Chinese debt which 
are worth noting. First, there are 
very low levels of household and 
government debt. Second, there 
is very little foreign debt. China has 

a closed capital account and the 
government directly controls the 
banking system. Finally, much of 
the corporate debt resides in State 
Owned Enterprises (SOE’s) which 
are by their very nature, government 
entities. Can or should we classify 
“intergovernmental” loans as debt 
or working capital? Would the 
government really foreclose on one 
of its own?

One of the consequences of rapid 
industrialisation and urbanisation is 
pollution. While only two Chinese 
cities were ranked in the top ten 
most polluted cities in the most 
recent survey by the World Health 
Organisation down from seven just 

a few years ago, roughly two-thirds 
of all Chinese cities still do not meet 
Chinese standards for air quality, 
standards which are less stringent 
than those in the United States and 
Europe. It does not matter how much 
money you have, you cannot buy 
clean air.

Corruption has been cited by the 
Chinese as an area where reform 
is required. A crackdown on the 
practice has been underway for 
some time and is the strongest 
campaign we have seen to date. 
It is certainly having an impact on 
luxury retail in Hong Kong and GDP 
in Macau is down year on year some 
25 percent by mid 2015 as a result.

China at Home

Source: Bank for International Settlements
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China Overseas

Overseas direct investment has 
been aided by a strengthening 
of the Chinese currency, the 
renminbi, relative to the rest 
of the world. The purchasing 
power of the renminbi has 
grown over the past seven years 
as Europe and America have 
seen their currencies devalue.

As we have already discussed, 
foreign direct investment into China 
has been a key part of economic 
growth. However, China has also 
had an appetite for overseas assets. 
Phase one of overseas direct 
investment in the period from 1979 
to 1990 was focused on developing 
and modernising the economy 
and select SOE’s were permitted 
to invest overseas. Phase two 
encompassed the period from  

1991 to 2001 and was characterised 
by increased investment flows 
overseas. These flows were often 
volatile and policy change was 
erratic. Phase three is the period 
from 2002 to the present where the 
introduction of a ‘going-out’ strategy 
in 2000 resulted in a significant rise 
in overseas direct investment  
year-on-year.

Both 2014 and 2015 saw real estate 
investment capital outflows from Asia 
exceed real estate capital inflows  
into Asia Pacific. Approximately 
US$23 billion was invested into Asia 
whilst approximately US$58 billion 
was invested from Asia into the rest 
of the world. This capital is looking to 
exploit the less correlated property 
cycles of Europe and the Americas 
to reduce risk.

Chinese accession to the World Trade Organisation 
in 2001 has seen an explosion of overseas direct 
investment by China around the world. 
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Crowded and expensive property 
markets in Asia have also boosted 
the need to look abroad and the 
loosening of restrictions on foreign 
investment has also contributed 
to an increase in capital flows. In 
essence, Asian capital is looking 
to diversify away from emerging 
markets by investing in core assets 
in stabilised, developed markets. 
The first quarter of 2016 has seen 
US$2 billion flow into Asia Pacific 
whilst US$16 billion flowed out. 
The United States has proven to 
be a popular destination for capital 
moving from Asia. Undoubtedly  
the currency will have an important  
role to play as well as the 
availability, type and scale of 
investment opportunities available 
in North America.

Chinese overseas direct investment 
is still very bureaucratic with 26 
central government agencies 
currently involved in issuing policies 
on overseas investment. Principle 
players include the all-powerful 
State Council, the Ministry of 
Commerce (MOFCOM), the State 
Administration of Foreign Exchange 
(SAFE), the National Development 
and Reform Commission (NDRC) as 
well as a large number of functional 
departments and line ministries.

There are new patterns of demand 
for real estate emerging around the 
region and we note that investor 
demand exceeds occupier demand 
in many geographies and sectors, 
driving down capitalisation rates 
globally. A new wave of liquidity is 
being driven by sovereign wealth 

funds, developers, state owned 
enterprises, conglomerates, 
developers and ultra-high net 
worth individuals among others as 
Asian institutions begin to invest in 
overseas markets, especially the 
United Kingdom, the United States 
and Australia.

The drivers of Asian, and more 
specifically Chinese, overseas 
investment are becoming more 
diverse as a wider range of entities 
become involved. Asian developers 
for example, are hungry for land in 
western markets and the two-way 
flow of capital from east to west/
west to east can often involve a 
search for joint venture partners 
and require knowledgeable 
intermediaries at both ends.

China Overseas

Source: United Nations Conference on Trade and Development 
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Chinese Investor Profile

The Chinese are also arriving as 
business people, as investors 
and as immigrants. These 
trends can be expected to grow 
over decades to come and 
continue to impact the property 
markets of Australia.

Capital from Asia comes via a 
myriad number of entities and 
sources. Fund managers in Hong 
Kong and Singapore may be acting 
for European and North American 
capital but they are tagged as Asian 
buyers. Likewise all capital from 
China is left largely undistinguished 
and just labelled ‘Chinese’. There 
are very significant differences, 
patterns and motivations in the 
different buyers from China (and 
Asia for that matter) a reflection 
perhaps of the complexity 
developing in Asian capital markets. 
This is evident in the Savills August 
2013 publication China plc ventures 
overseas – Who’s buying and why?

China is home to two of the world’s 
top ten Sovereign Wealth Funds. 
China Investment Corporation  
has assets under management  
of US$747 billion whilst SAFE  
(the State Administration of Foreign 
Exchange) has assets under 
management of US$542 billion. 
Like all Sovereign Wealth Funds 
they are interested in portfolio  
and platform transactions and  

co-investments, strategically 
important asset classes and 
regions, and their investments can 
generally be considered long term.

Conglomerates are often confused 
with developers because property 
development can account for a 
significant part of their ventures. 
Conglomerates, as the name 
suggests, have wide and varying 
interests from manufacturing to 
technology, from transportation 
to insurance and real estate, from 
resorts to hotels, residential to 
commercial property investment and 
development. This capital is strategic, 
opportunistic, short term and long 
term, depending on the investment.

High net worth individuals exist 
in every country in the world 
and are generally looking for the 
same things – wealth security, 
diversification, status, citizenship, 
education and healthcare. 
Investment returns are not 
necessarily top of their list of 
requirements as they generally 
have sufficient capital to last several 
generations. They are looking 
for the things they do not have. 
Properties in Shanghai are typically 
leasehold, residents have limited 
access to western education and 
healthcare and are exposed to 
relatively high levels of pollution, 
nor does the city afford financial 

There are many and varied types of investors in Asia and in China in 
particular. The motivation and appetite is diverse and cannot simply 
be labelled collectively as ‘Asian capital’ or ‘Chinese money’.

“

“

There are 
currently 
around 150 
insurance firms 
in China, with 
assets under 
management of 
approximately 
US$2.0 
trillion. These 
organisations 
are interested 
in diversification 
among other 
things.
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stability and wealth security to 
the same extent that can be 
found elsewhere. Contrast this 
with Australia where a similarly 
priced residence comes with free 
education, free healthcare, freehold 
title, relative political and economic 
stability and transparent rules and 
regulations as well as low levels of 
pollution. The attraction is obvious.

Property developers are well-
known overseas investors as they 
have been quite aggressive over 
recent years and have grabbed the 
headlines. Obviously development 
opportunities are front and centre, 
preferably residential where they can 
sell the product to Chinese investors 
and end-users. They are particularly 
attracted to regions with an existing 

Chinese population which is close 
to the CBD, educational resources 
and health facilities. Gateway cities 
such as capitals are the first port 
of call and they may then expand 
into other cities within a country. 
Investing overseas allows developers 
to diversify markets, cycles, learn 
best practice, find partners and build 
scale and branding.

Chinese Investor Profile
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Chinese Investor Profile
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Insurance companies have 
recently come to the fore 
following a 2012 regulation 
change granting them permission 
to increase their overseas 
investment allocation from 5 
percent to 15 percent of assets 
under management.

There are currently around 150 
insurance firms in China, with 
assets under management of 
approximately US$2.0 trillion.  
These organisations are interested 
in diversification among other 
things. They are currently building 
real estate investment teams and, to 
date, have made trophy acquisitions 
in New York and London.

State Owned Enterprises, banks 
and Chinese businesses will 
continue to drive strong growth in 
overseas investment. As Chinese 
immigration grows over the next 
decade, a substantial diaspora will 
emerge creating strong cultural and 
business ties with China. This alone 
will encourage Chinese companies 
overseas to do business and will 
further encourage Chinese capital 
overseas to compete with, and to 
complement services.

Source: Savills Research
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China in Australia

China has already started to turn 
its face to the rest of the world. 
Its direct neighbourhood of Asia 
has seen the greatest impact.

It can be described as a rising tide 
lifting all boats. The China story is 
not just one of 1.37 billion Chinese 
but more one of 2.2 billion Asians. 
The economic impact of China in 
the region either directly or indirectly 
raises the living standards of the other 
10 million people around the region.

More than half the world’s 
population lives within a 10 hour 
flight of Australia. Of this group, 
more than 3.5 billion people live in 
conditions ranging from first world, 
to second world and third world. 
More importantly, the standard of 
living in the region is being lifted and 
this has implications for Australia. 
The demand for resources, energy, 
minerals and agriculture appear 
obvious. Now all we have to do is 
haggle about the price. 

Tourism can be expected to grow 
enormously. Currently just one 
million mainland Chinese tourists 
visit Australia. Take Hong Kong for 
example, where some 45.8 million 
mainland Chinese (of which 18.0 
million were overnight) visited in 
2015, accounting for 77% of all 
arrivals. One can imagine what 
impact 5 million or 10 million 

mainland Chinese visitors might have 
on Australia’s retail landscape, its 
transport and logistics infrastructure.

What is less obvious, but more 
important, is the population ties which 
are expected to emerge over the next 
20 years. According to the Federal 
Government’s intergeneration report, 
Australia will require a population 
of approximately 35 million people 
by 2050 in order to cope with skill 
shortages and an eroding tax base 
as the population ages. It is expected 
that a large proportion of this skilled 
migrant intake will come from Asia. 
Amongst the 3.5 billion people living 
in the region, a fortunate 10 million 
will make it to Australia. That means 
Melbourne and Sydney are expected 
to grow to become cities of 10 million 
people by 2050. This growth in the 
population can be expected to 
result in the need for a further 1.6 
million dwellings in both cities.

The more striking figure from 
our point of view is the need for 
almost half a million apartments. 
This comes as little surprise to 
us. Savills is one of the biggest 
residential real estate agents in the 
world and has a long track record, 
strong research credentials and 
intellectual property in the sector. 
Cities of 9 million people require 
increased density in order to 
continue to operate efficiently.

A large part of the solution in large 
cities is apartment living. The 
forecasts of the DTPLI lead to a 
requirement of 13,700 apartments 
to be built every year for the next 35 
years in Melbourne (and by Savills’ 
deduction, also Sydney).

The central city and surrounding 
areas are expected to play a 
significant role in the provision 
of dwellings over the next three 
decades. Nearly 9,000 dwellings  
will need to be added every year  
for the next 35 years in the CBD  
and central city suburbs.

China is not just a fixed asset investment 
story with the promise of growing levels of 
consumption, nor is it about exports.

China in Australia
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Source: Chinese National Tourism Administration, Savills Research & Consultancy
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As the Asian diaspora in Australia continues to 
grow, capital flows both to and from the region  
can be expected to increase. 

The capital currently coming to Australia can be expected to increase not just 
in volume but in complexity. The capital that is invested here is expected to be 
re-invested here (as opposed to being repatriated). This compounding effect 
will have transformative effects over the next 35 years.

In summary, the opportunities presented by the rise of China for the  
Chinese and the populations of Asia and Australia in particular are many,  
varied and not confined to a handful of industries, assets, or regions.  
The challenge for us as investors is to understand and capitalize on these 
opportunities. Asian investment will continue to transform investment markets, 
especially as China begins to engage more overseas as its outbound capital 
flows increase. We trust this paper contributes to a greater understanding of 
these trends as Savills Research sees them.

China in Australia

A Final Word
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