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The Silk Road:  rampant “communism” in China. 
  

Moody’s downgraded China’s government debt this week—not to “Watch out below!” but merely 
to the same level as Japan.  No matter.  To speculators whose deepest sense of the future is pessimistic, 
it was enough to give oil prices another kick (on top of the “OPEC should have cut production even more” 
sentiment which was already a headache for the oil market.)  For Outlook—and any other investors who 
think markets always fix themselves, and oil will do the same—it was another week of sighing and 
reminding ourselves that patience is a rare virtue, always rewarded . . . eventually.  
  
The Moody’s action, though, was a fair reminder that if we’re to be right about that eventual spike in oil 
and other commodity prices, we must also be right about China.  We must be right when we say, “China 
is much too strong and diversified an economy to collapse like the house of cards those pessimists are 
picturing.”  We’re convinced of that, all right . . . and here are some interesting pictures to help support 
our opinion. 

  
The Western Europe—Western China Highway (The “New Silk Road”) 

 
  

The Khorgos Gateway Dry Port 



 
  

 
  
At Outlook we’ve sung the praises of a traveling writer named Wade Shepard.  For the past 18 years Mr. 
Shepard has been wandering all over the world, telling us how local businesses and economies are doing 
from the human eyeball perspective, rather than thegovernment-statistics-or-remote-economist-or-
sensationalist-media perspective.  He is always mighty interesting, and can be read 



at www.vagabondjourney.com.  The pictures above are from a trip to The Middle of Nowhere a couple of 
months ago:  that is, to the China/Kazakhstan border region, where China’s “New Silk Road” is actually 
being built.  It aims to connect the Baltic Sea in Russia to the Yellow Sea in China, and make this 5000-mile 
trade route between China and Europe very much faster, and cheaper.  
  
18 months ago, at the top, Mr. Shepard saw nothing but piles of dirt where the 4-lane highway now 
runs.  The same was true of the “Dry Port” above.  (A dry port connects truck and train lines, and 
has the people and machines needed to move cargo between them.)  Here’s what he sees now: 
  

But the dry port in this far flung place is now running at full speed. The surrounding SEZ has 
been commissioned. The new residential area has been built and people just began moving in. 
That improbable Khorgos dream, which was much doubted all through its initial stages, has 
happened. It’s there, it’s real, it’s working — you can go out there and look at it. 
  

Mr. Shepard is a clear-eyed observer.  That 4-lane highway is just beginning to build gas stations, rest 
stops and restaurants—after a good deal of the kind of blundering and money-wasting we might expect 
from the government of China . . . and a few others, possibly.  At Outlook we haven’t the slightest doubt 
that blundering and money-wasting on a mammoth scale have gone along with many other aspects of 
China’s economic miracle.  That would include running up mountains of debt, owed by money-losing, 
government-owned big businesses; and lent by money-losing, government-owned big banks.  But that is 
not the whole picture in China.  In fact, it’s not even the dominant part of the picture.  The dominant 
part is the energy of a billion people, formerly prisoners, now allowed to better themselves; it’s a great 
many mostly-free markets being allowed to function (mostly); and it’s a government which, in one of 
history’s most blatant jokes, calls itself “Communist” but actually means “Capitalist.”  
  
Only 1.2% of China’s total debt is owed to anybody outside of China.  And those inside China who 
own the other 98.8% are not going to dump their bonds, run on the banks, buy Bitcoins or gold and, in 
general, act like Wall Street in meltdown mode.  Someday China will have a Wall Street, and it will get to 
have that kind of fun.  Right now, though, its financial markets are a very long way from that kind of 
vulnerability; and China’s mountain of financial assets makes its mountain of debt look like a 
foothill.  So Outlook has a good deal of confidence in China’s continuing growth, with its attendant 
demand for oil, copper and other commodities; and for the machinery of growth.  As we’ve noticed 
lately, speculators in Caterpillar and Deere clearly suspect the truth of that future demand.  Conoco and 
Freeport will have their turn . . . eventually.  
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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.  
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