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The Big Picture 
  

China PMI (Purchasing Managers’ Survey) 

 
  

China:  State-Owned versus Private Business 

 
  

Let’s glance at those pictures . . . then forget ‘em until later. 
  
At year-end the investment world is always awash in “What to Expect in 2017” articles.  A good many are 
confident and assertive . . . which always suggests, to Outlook, that their authors are more in the business 
of selling confidence to people who are (understandably) anxious about their money, than the business 



of illuminating the truth to people who’d like to understand.  Economist Scott Grannis, who is always 
worthwhile, began his “Looking Ahead” piece with the right remark:  “Making forecasts is of course foolish 
. . .”  
  
Here’s the Big Picture from Outlook Capital Management, with an attempt at personal-record brevity. 
  

         In the U.S., the business and consumer sectors are financially strong.  Their strength is pretty 
impressive, against the backdrop of 30 or 40 years of history.  The Calamity and Financial Panic of 
2008 – 2009 created something good, after the terror faded:  the determination to survive a 
repeat, if one should come along.  In other words, both consumers and business leaders acted 
like normal people confronted with a crisis:  they mostly buckled down and rebuilt, or made their 
financial walls even stronger than before.  That behavior has been the main engine behind this 
remarkable, enduring 7-year recovery, both for the U.S. economy and the markets.  

  

         The U.S. stock market has spent 7 years in a cautious, hesitant Bull Market.  It’s been ready, 
constantly, to spin on its heel and run for the hills at the first sign of danger.  It’s often done so . . 
. but come creeping down from the hills and back to town in fairly short order as the economic 
and business “facts on the ground” showed their stubborn strength, and dispelled the “nightmare 
of the month.”  Valuations—only as important to us investors as water in the Sahara—are not at 
the rock-bottom, silly give-away levels of 2009, naturally; but when seen as a whole (particularly 
when seen from the perspective of continuing cash rewards to investors) they are emphatically 
not at silly highs.  They’re nowhere near “silly highs.”  We can make good money from these 
levels, looking at the next several years. 
  

         The “Rest of the World” is the usual mind-boggling mix of good and bad, with nothing close 
to the unusual financial strength supporting our own economy.  Europe and Japan are lurching 
along at walking speed.  With any significant dose of smaller government and freer markets they 
would both pick up speed.  They might get the dose eventually, but it certainly looks as if it will 
take a few more years.  That sounds gloomy, but there is in fact one dramatic improvement in 
Europe.  It’s the absence of something, for the first time in decades:  the absence of the trend 
toward ever-bigger government, ever-thicker mazes of regulation, ever-higher taxation.  The 
political leadership which unanimously pushed those directions is gone, or too weak or too 
frightened to keep pushing.  The leadership which might decisively lead in the opposite direction 
has not arrived, hence the walking-speed economy . . . but it’s mighty hard to see any other 
eventual direction for most of Europe. 
  

         Finally, China, whose spectacular turn-around from Communist stagnation to “kind of” 
capitalist growth and prosperity has created a player so big, in the world economy, that what 
happens there significantly affects everyone else.  Everyone in the investment world knows that, 
hence the past 2 years of constant anxiety about the mystery of China’s economy:  will it be 
continuing fast growth, moderating but decent growth, or collapse around the 
corner?  Outlook doubts that last one.  The 2 pictures on top (finally!) help to explain why . . . and 
at the same time remind us that the only good of looking at “The Big Picture” comes from being 
sure we are indeed look “big,” not “small.”     
  
The top chart is a monthly survey which asks industrial firms in China whether, at bottom, business 
is growing, shrinking or just stalled.  Notice how it moves sharply up and down?  Readings above 
“50” mean it feels like growth, to the survey respondents; readings below “50” mean it feels, well, 



“bad.”  The chart covers only 4 years, during the last 3 of which the whole world has been 
intensely focused on precisely how fast China is growing, or whether it might be collapsing, or 
what.  The PMI survey’s continuing mood swings perfectly reflect that short-term mixture of 
uncertainty, anxiety and lack of solid information.  The next chart, though, is much more 
important.  It shows the really dramatic change in the nature of the Chinese economy over the 
past ten years.  Government-run businesses (red line) have changed from “overwhelmingly 
important” to “not all that important” parts of the whole Chinese economy.  Private businesses 
(blue line) have changed from “trivially important” to “really important.”  Mr. Nicholas Lardy of 
the Peterson Institute—always worthwhile, like Mr. Grannis—further notes, re his chart, that 
private business is seriously under-reported in China’s statistics.  The real share made up of 
private business is more like 55% of the economy, he tells us, rather than the 35% of the official 
figures.  
  

That’s a worthwhile “Big Picture” to every investor who believes the dynamism and strength of all 
economies come from the private sector, not government.  The private sector is where leaders are utterly 
responsible for results, which has a marvelous effect on the very things which create good results in the 
long run:  inventiveness, nerve, and the determination to persist, among others.  China’s economy is still 
a mystery wrapped in an enigma, to paraphrase Churchill . . . but that single chart suggests that its 
foundation is pretty darned strong, and still getting stronger.  We might use the same words to describe 
the U.S. economy in early 2017, and the businesses whose shares we own.  
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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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