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The only thing you will ever be able to say in the so-called “social” sciences is “some do, 
some don’t”. 

— Ernest Rutherford  
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Chart 1. And this is the “soft landing” version ...  
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What it means 

In today’s chart we want to make a simple point: After a stunning and unprecedented decade, the days of rising 
Chinese steel and material intensity are almost certainly over, at least for the foreseeable future. In fact, 
looking back years hence we may well point to 2009 as the historical peak.  

Property and steel 

What do we mean? Just look at the behavior of our intensity measures in Chart 1 above, now updated through 
end-2011. The blue line shows an index of physical domestic steel consumption (defined as local steel 
production less net exports) relative to real GDP, and the green line shows the same ratio for physical property 
activity (defined as the average of total floorspace under construction, floorspace completed and floorspace 
sold).1  

There are two things immediately evident from the chart:  

1. Property construction is far and away the most important driver of steel and material usage in China, and 
the property boom of the 2000s more than doubled material intensity over the same period.  

2. Both property activity and steel use peaked as a share of GDP in 2009 or early 2010, and have been falling 
gradually since. 

And not just steel 

And it’s not just steel. In Chart 2 below we superimpose the electricity intensity of GDP against those property 
and steel lines – and although the scales are very different, the story is pretty much the same: intensity has been 
flat or falling for the past three years.  

Chart 2. Not just steel  

20

40

60

80

100

120

140

98 99 00 01 02 03 04 05 06 07 08 09 10 11
75

80

85

90

95

100

105

110

Steel usage
Property construction
Electricity

Intensity index relative to GDP (2005=100) 

 
Source: CEIC, UBS estimates 

 

                                                        
1 Normally we would just use total floorspace under construction – and indeed, we did just that for earlier versions of this chart – 
but as discussed in recent research, since 2009 mainland figures for floorspace starts and total floorspace under construction no 
longer correspond to commodity and material usage because of policy distortions, leaving physical completions and sales as a 
much more accurate measure (see The Three Charts That Worry Us Most in EM, Part 3, EM Daily, 15 December 2011).  
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Where to from here? 

So where do we go from here? Looking back at Chart 1, the dotted line on the right-hand side shows the likely 
path of property and steel intensity over the next two years under China economics head Tao Wang’s current 
growth scenarios.  

And, of course, that line is going down. Why do we think that intensity will continue to fall? The following 
reasons come to mind: 

1. The private property market is very soft going into 2012. As Tao stresses, nationwide sales have been flat 
or falling outright in the second half of last year, and overall prices have stopped rising as well; high end 
investment-grade markets have been weaker still through the fourth quarter. And barring a sharp 
turnaround in current tight financial and regulatory policies, her team doesn’t see much room for dramatic 
improvements in property market sentiment.  

2. Which brings us to the next point: we don’t expect an aggressive easing of policy this year. Of course we 
did see a relative pickup in financial flows in Q4 2011, and it’s pretty clear that the policy tightening 
trajectory has run its course – but Tao and team are really looking for effective stabilization and gradual 
easing in 2012, and certainly nothing remotely like the unprecedented 2008-09 stimulus package. 

3. In fact, the sharp run-up in aggregate leverage over the past three years will make it difficult for the 
Chinese authorities to do anything but maintain a tighter and more prudent stance over the medium term in 
order to gradually bring down debt ratios in the economy.  

4. It’s not just about the private market, of course; policy-led “social housing” construction has played a 
more significant role in the post-crisis era. But as discussed in The Three Charts That Worry Us Most in 
EM, Part 3 (EM Daily, 15 December 2011), the impact on commodity demand and activity has been much 
less than some of the more buoyant headline construction data might suggest (see footnote 1 above). 
Social housing support has been enough to keep aggregate steel and material usage in positive growth 
territory despite a weaker private housing market – but not enough to prevent a significant slowdown in 
growth rates. And with macro policies remaining relatively tight in 2012 and beyond, it would be difficult 
to expect a dramatic acceleration ahead.  

5. Tao’s longer-term work also highlights the effects of demographic changes and a slowdown in the pace of 
urbanization on overall trend growth in the Chinese economy; both factors had been big pillars of support 
for the mainland housing boom of the past decade as well. We don’t see either change leading to a sudden 
drop in variables like construction demand; however, they do act as a major headwind against significant 
further increases in structural intensity from here. 

Putting this all together, Tao and her team expect positive aggregate construction growth in 2012-13 – but 
somewhere in the low- to mid-single digit range, i.e., below the 7.5% to 8% pace of real GDP growth they 
have penciled in for the next two years. Which of course corresponds to falling intensity ratios.  

What about the S-curves? 

Many investors have asked how flat or falling commodity intensity can be consistent with what commodity “S 
curve” analyses commonly show for China, which is that the mainland economy has still only come part of the 
way towards historical cross-country peak per capita usage for steel and a host of other industrial materials and 
products.  

The answer is that there is no inconsistency at all. Intensity ratios are measured as a share of real GDP, while 
S curves measure usage per capita. If steel demand is growing, for example, but at a pace lower than GDP, it’s 
still growing nonetheless – which means that per capita consumption is still rising even as intensity ratios are 
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falling. In fact, as a rule of thumb peak intensity often corresponds to the “inflection point” along the S-curve, 
where the shape of the “S” changes from concave to convex.  

For further details on our China views, Tao can be reached at wang.tao@ubs.com. 
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