Auto industry shines in troubled China economy
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SHANGHAI - China leaders have a lot to worry about.

Economic growth has slowed to 7.6 percent in the second quarter -- down from 7.8 percent a year earlier -- and overcapacity has become a growing concern in many parts of the economy.

The only sector that offers the government some comfort is the auto industry. Despite all the difficulties facing the national economy, never before has the auto industry shone so brightly.

In the first six months, auto production was China's fourth largest industrial sector by revenue. Yet the auto industry topped all 41 industrial sectors in profits, with earnings up 20 percent year-on-year to 233 billion yuan ($38 billion).

The slowing economy has laid bare a major problem with many other industries: overcapacity.

Surplus capacity is especially serious in industrial sectors where state-owned manufacturers abound. These companies do not operate according to market rules. With close ties to the government, they can easily borrow from state-owned banks to fund operations and growth.

Many industries -- such as steel, glass, cement and shipbuilding -- are struggling due to overcapacity. But not automakers.

China's auto industry is dominated by global producers and private Chinese companies. These companies maintain much stricter financial discipline than their state-owned rivals.

So overcapacity is not a big problem -- at least for now -- even though some state-owned automakers have too many assembly plants.

Automakers are not too worried about over-capacity because the market has room to grow. To be sure, China's prosperous coastal cities are clogged with vehicles. But car ownership still remains low in China's interior cities.

It's a large reason why China's light-vehicle sales rose 14 percent year-on-year in the first six months, outperforming the rest of the economy.

That said, the auto industry in China is not 100 percent healthy. The industry still has dozens of small players that need to be consolidated, and many inefficient state-owned automakers ought to be closed or privatized.

Yet, this industry is in much better shape than other industrial sectors. And that's a blessing at a time when China's economy is drifting into trouble.
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