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Urbanization and economic growth go hand-in-hand, as no country has reached
economic prosperity without a significant population shift into cities. China is no
exception. In our view, China’s urbanization plays a key role in its economy - in the
past and future. In the past, the unprecedented urban growth was supported by the
rapid economic transformation, which led to basic infrastructure build-outs. Looking
ahead, we believe urbanization will continue to play out in China for decades,
supported by promising growth in the service-oriented industries. In the process,
urbanization will also create demand for residential properties.
The past
China’s economic growth has been intertwined with urbanization. Over the past
three decades, China succeeded in transforming its economy from an agriculturebased one to the world’s manufacturing hub, growing at an average of 10% per
year. In parallel, China’s urban population went from less than 23% of the total
population in 1985 to over 55%1 in 2015. In fact, China’s cities already accounted
for 75% of China’s gross domestic product (GDP).2 The expansion in the
manufacturing base was a magnet for the migration to cities as job opportunities
expanded exponentially, while agriculture reforms were in place to ensure higher
productivity and less demand for manual labor in rural areas. As the urban
communities grew, it brought vast enhancements in the standard of living through
infrastructure, such as roads, bridges, power and telephone lines, and water
distribution services. At later stages, efficient public transport systems, as well as
adequate gas supplies and water treatment services, were introduced.
Looking ahead
Many may think China’s urbanization story is history. Yet, at an urbanization rate of
55%, China is still at an early stage of urbanization compared to many developed
economies, such as the US, UK, and Japan, where it has reached 80% to 90%. When
we look at neighboring countries like Korea and Japan, we see they experienced
decades of strong growth, driven in part by urbanization, beyond the level where
China currently stands. What this implies is China still has decades before it
achieves an urbanization rate near 80%, where progress in urbanization can
continue to propel its economy.
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Urbanization will continue to sprawl in China, particularly in areas where servicerelated employment opportunities are robust. In recent years, the services sector
has already overtaken industrials as a key contributor of economic growth,
accounting for close to half of China’s economy. Looking ahead, the expansion of
cities will continue to broaden access to social-related services, such as educational
and health care facilities. It will create hubs for financials, tourism, insurance, as
well as other new industries such as e-commerce.
Creating urban residential demand
With progress in urbanization, urban residential demand will be created, and
thereby help absorb a portion of the excess housing inventories in the lower tiered
(i.e., Tier 3 and 4) cities, areas that have contributed to the housing oversupply.
Over the past 24 years, over 74% of the increase in China’s urban population has
been in the lower-tiered cities. In 2014, the urban population increased by around
15 million people and close to half, 7 million, chose to reside in Tier 3 and 4 cities.3
In particular, migrants tend to move to the lower-tiered, satellite cities, next to the
larger Tier 1 or 2 cities, given the more-affordable housing and greater job
opportunities within commuting distance. For example, Dongguan and Huizhou are
Tier 3 cities that are satellite cities outside of Shenzhen (a Tier 1 city). Huizhou saw
its property inventories drop from a peak of 31 months to clear in June 2014 to
only 10 months in July 2016. Dongguan’s inventories fell from a peak of 21
months in June 2014 to 9 months4 in July 2016. As such, we recognize one of the
benefits of urbanization is the narrowing of the imbalances in demand and supply
dynamics between tiered cities.

Note: msm refers to million square meters
Source: National Bureau of Statistics of China, Citi Research, as at end 2015

Conclusion
For decades, urbanization and China’s economic growth have been closely linked.
Looking ahead, China’s urban centers will continue to play a dominant role in the
nation’s economy, even more than they do today, stemming from the robust
opportunities in the service-related sectors. While we do not favor property stocks
from a fundamental bottom-up standpoint due to their tendency to be driven by
policy cyclicality, we recognize that urbanization is a secular source of demand for
the residential market.
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Important information
This document has been prepared only for those persons to whom Invesco has provided it for informational purposes only. This document is not an offering of a
financial product and is not intended for and should not be distributed to retail clients who are resident in jurisdiction where its distribution is not authorized or is
unlawful. Circulation, disclosure, or dissemination of all or any part of this document to any person without the consent of Invesco is prohibited.
This document may contain statements that are not purely historical in nature but are “forward-looking statements”, which are based on certain assumptions of future
events. Forward-looking statements are based on information available on the date hereof, and Invesco does not assume any duty to update any forward-looking
statement. Actual events may differ from those assumed. There can be no assurance that forward-looking statements, including any projected returns, will materialize
or that actual market conditions and/or performance results will not be materially different or worse than those presented.
The information in this document has been prepared without taking into account any investor’s investment objectives, financial situation or particular needs. Before
acting on the information the investor should consider its appropriateness having regard to their investment objectives, financial situation and needs.

You should note that this information:
•
•
•
•

may contain references to amounts which are not in local currencies;
may contain financial information which is not prepared in accordance with the laws or practices of your country of residence;
may not address risks associated with investment in foreign currency denominated investments;
and does not address local tax issues.

All material presented is compiled from sources believed to be reliable and current, but accuracy cannot be guaranteed. Investment involves risk. Please review all
financial material carefully before investing. The opinions expressed are based on current market conditions and are subject to change without notice. These opinions
may differ from those of other Invesco investment professionals.
The distribution and offering of this document in certain jurisdictions may be restricted by law. Persons into whose possession this marketing material may come are
required to inform themselves about and to comply with any relevant restrictions. This does not constitute an offer or solicitation by anyone in any jurisdiction in
which such an offer is not authorised or to any person to whom it is unlawful to make such an offer or solicitation.
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