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●In H1, China’s economy faced more and greater uncertainties 
externally. Backed by the “six-pronged policies to boost stability” 
and other policies, the economic performance was stable overall 
and showed four characteristics: slowing growth, rising inflation, 
stable employment and improved equilibrium in the balance of 
payments. China’s GDP is expected to grow at about 6.2% in Q2, 
a slight drop from Q1.  

●Looking into H2, Sino-US trade frictions will be full of 
uncertainties, the tit-for-tat tariffs between the two countries will 
continue to unleash material impacts, global economy is very 
likely to slow down, and major economies will start to reverse the 
stance of monetary policy. Domestically, local governments’ debt 
risks will emerge. Recently, the credit and liquidity risks of some 
small and medium-sized banks have aroused intense market 
concerns. Defaults on debts still emerge among small and 
medium-sized private enterprises. Given the expectedly faster 
implementation of the “six-pronged policies to boost stability” 
and the low base of the previous year, China’s economy is 
expected to stabilize in Q3 and the annual GDP growth rate will 
be around 6.4%. 

●The current round of economic downturn is the combined result 
of the internal factors (replacing old growth drivers with new 
ones) and external factors (global economic slowdown and Sino-
US trade frictions). As for policy orientations, first, the intensity 
and efficiency of the fiscal policies should be enhanced while 
properly addressing the fiscal sustainability. Second, the 
monetary policy will continue to provide counter-cyclical 
adjustments, and interest rate cuts should become an important 
option. Third, the supply-side structural reform will be furthered 
to boost market vitality and confidence. Fourth, a city-specific 
approach to real estate regulation should be maintained to prevent 
high volatility in the property market. Fifth, the impact of non-
economic factors on economy and finance should be eliminated 
by every feasible means. 
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Figure 1: China’s Quarterly Economic Growth Curve 



 

 

Strengthen Counter-cyclical Adjustments in Response to External Shocks and 

Shift of Growth Drivers  

-- China’s Economic and Financial Outlook (2019Q3) 

 

In H1, China’s economy faced more and greater uncertainties externally. Backed by the “six-pronged 

policies to boost stability” and other policies, the economic performance was stable overall and 

showed four characteristics: slowing growth, rising inflation, stable employment and improved 

equilibrium in the balance of payments. China’s GDP is expected to grow at about 6.2% in Q2, a 

slight drop from Q1. Looking into H2, the Sino-US trade frictions will be full of uncertainties, the 

tit-for-tat tariffs between the two countries will continue to unleash a material impact, global 

economy is very likely to slow down and major economies will start to reverse the stance of monetary 

policy. Domestically, local governments’ debt risks will emerge. Recently, the credit and liquidity 

risks of some small and medium-sized banks have aroused intense market concerns. Defaults on 

debts still emerge among small and medium-sized private enterprises. Given the expectedly faster 

implementation of the “six-pronged policies to boost stability” and the low base of the previous 

quarter, China’s economy is expected to stabilize in Q3 and the annual GDP growth rate will be 

about 6.4%. The current round of economic downturn is the combined result of the internal factors 

(replacing old growth drivers with new ones) and external factors (global economic slowdown and 

Sino-US trade frictions). As for policy orientations, first, the intensity and efficiency of the fiscal 

policies should be enhanced while properly addressing the fiscal sustainability. Second, the monetary 

policy will continue to provide counter-cyclical adjustments, and interest rate cuts should become 

an important option. Third, the supply-side structural reform will be furthered to boost market vitality 

and confidence. Fourth, a city-specific approach to real estate regulation should be maintained to 

prevent high volatility in the property market. Fifth, the impact of non-economic factors on economy 

and finance should be eliminated by every feasible means. 

I. 2018H1 Economic Review and H2 Outlook 

I.1 Economic review in 2019H1: A good start followed by recent setbacks  

In H1, China’s economy faced more and greater uncertainties externally. Some countries held the 

“big stick” of tariffs in pursuit of the so-called “fair trade” worldwide, and trade frictions kept 

cropping up as a result. Global industry chains, value chains and supply chains were suffered from 

heavy losses, with trade woes spreading across the globe1. Backed by the “six-pronged policy to 

boost stability” and other policies, China’s economic performance was stable overall and showed 

four characteristics: slowing growth, rising inflation, stable employment and improved equilibrium 

in the balance of payments. First, economic growth remained stable with a downward tendency. 

Domestic demand was stable but foreign demand dropped sharply. GDP grew by 6.4% in Q1, 

better than market expectation. In April and May, however, China’s economic climate deteriorated 

again and posed a higher downward pressure due to escalating Sino-US trade frictions, global 

economic slowdown, tightening policies and changed market expectations. GDP growth rate in Q2 

is projected to be about 6.2%, lower than 6.4% in Q1. In contrast to weaker demand and relatively 

strong supply last year, both demand and supply slowed down in 2019H1. Second, employment 

                                                        
1According to WTO data, apart from the US (1.5%) and China (1.4%) with modest growth in exports, major economies seeing negative 

growth in exports in Q1 included France (-2.6%), Germany (-5.5%), Italy (-5.8%), UK (-2.9%), Japan (-5.8%) and ROK (-8.2%). 



 

 

was stable overall, with the surveyed urban unemployment rate edging up. Third, inflation 

picked up mildly, with the PPI-CPI negative gap becoming wider. CPI rose by 2.2% cumulatively 

in the first five months, up 0.2 percentage point YoY. In contrast to the rising CPI, PPI growth 

narrowed markedly due to weaker demand and high base. The PPI-CPI gap2 turned from 2.3% in 

May last year to -2.1% in May this year, suggesting a deterioration in the macro-economic climate. 

Fourth, the balance of payments showed continued improvements in equilibrium, with current 

and capital accounts going in divergent trends. In Q1, overall balance of payments as a percentage 

of GDP fell to 0.32%, down 1.76 percentage points YoY. The balance of current accounts as a 

percentage of GDP reversed the continuous downtrend since 1998. The balance of capital and 

financial accounts as a percentage of GDP fell to -1.54% from 3.17% in 2018Q1. 

Figure 1: China’s Quarterly GDP Growth  Figure 2: CPI-PPI Gap Turned Negative 

  

Sources: Wind, BOC Institute of International Finance 

 

I.1.1 Investment growth moderated, showing disparities among the three major fields of 

investment  

Fixed asset investment grew by 5.6% accumulatively in the first five months, the lowest on record. 

By category, investment in infrastructure and real estate picked up, while manufacturing investment 

continued to slow down. Infrastructure investment began to gradually stabilize from the end of last 

year, thanks to the government’s policy to strengthen weaker areas of infrastructure and accelerating 

issuance of local governments’ special bonds. Driven by faster land development, real estate 

investment grew by 11.2% accumulatively in the first five months, stronger than market expectation. 

Due to PPI decline and profit deceleration of businesses, manufacturing investment grew by 2.7% 

accumulatively from January to May, down 2.5 percentage points YoY, or 6.8 percentage points 

below the annualized growth rate of last year. Private investment growth remained low, partially 

due to private enterprises’ downbeat outlook for economic growth and deceleration in exports. By 

geography, investment remained stable in eastern, central and western regions of China, while 

investment in the northeastern region fell by 7.6% accumulatively, becoming a major drag on 

national investment growth. The investment decline in the northeastern region resulted mainly from 

weaker real estate investment. 

I.1.2 Consumption growth continued to weaken as the policies for “stable consumption” wasn’t 

                                                        
2Based on experience, the gap between PPI and CPI inflation is a very important point of reference for economic climate forecast. A 

positive gap indicates an improvement in economic climate, while a negative gap indicates a deterioration in economic climate. It can 

be well explained by the principles of economics. When the economic climate improves, economic activities such as production, 

investment and consumption will expand and pose greater demand for energy and raw materials, which will push up PPI over the 

short term, at a faster pace than CPI, and result in a positive PPI-CPI gap. Otherwise, the PPI-CPI gap is negative. 



 

 

in full effect 

Consumption growth showed the following characteristics: First, of the “three wagons”, 

consumption remained the major economic stabilizer despite its lower contribution ratio to the 

economy. Second, the three major categories of household consumption and automobile 

consumption were sluggish. Though the government issued a string of “stable consumption” policies 

to boost the sales of household appliances, automobiles, etc., their effects were not notable and 

consumption growth continued to moderate. Third, new forms of consumption continued to grow 

fast. Online retail sales of physical goods grew by 21.7% accumulatively in the first five months, 

13.6 percentage points faster than the total retail sales of consumer goods, and accounted for 18.9% 

of total consumer goods, up 2.3 percentage points YoY. 

I.1.3 Imports and exports continued to weaken due to instable foreign demand and sluggish 

domestic demand 

Foreign trade showed the following main characteristics: First, as the tit-for-tat trade tariffs between 

the US and China gradually unleashed their effects, the exports to the US fell sharply. In terms of 

the accumulative growth rate of China’s exports to its largest four trade partners, the exports to the 

US slowed down most significantly. In the first five months, the accumulative growth in exports to 

the US fell by 22 percentage points YoY (compared with 4 percentage points, 11.8 percentage points 

and 10 percentage points for EU, ASEAN and Japan respectively). Second, general trade, processing 

trade and electromechanical products all registered sluggish export growth. In the first five months, 

China’s exports under general trade, processing trade and electromechanical products grew by 4.3%, 

-6.2% and -0.5% accumulatively, down 14.6 percentage points, 13.2 percentage points and 16.4 

percentage points accumulatively YoY. Third, growth in imports plummeted. China’s imports grew 

by -3.7% accumulatively in the first five months, down 25.1 percentage points YoY. 

I.1.4 Industrial production fluctuated with an overall downtrend 

Industrial production showed significant fluctuations and slowed down in general in H1 due to 

market environment changes, policy adjustments and seasonal factors. Industrial value added grew 

by around 5.3% in Q2. 

In 2019H1, industrial production showed the following characteristics: First, divergent growth 

continued across industries. Enterprises in midstream and upstream industries sped up production 

in general due to sustained high prices of products, rapid growth in real estate investment and the 

low base recorded one year earlier. Second, the industrial structure continued to improve and 

upgrade, evidenced by rapid growth in high-tech manufacturing. The industrial value added in 

high-tech manufacturing grew by 8.9% accumulatively in the first five months this year, 2.9 

percentage points faster than industrial value added of enterprises above designated size. Third, 

industrial enterprises became less profitable. In terms of factors affecting profits, though growth 

in operating costs weakened markedly in H1, the growth in operating income slowed down even 

more significantly due to weakening demand and receding PPI. These factors, coupled by the high 

base last year, turned the profits of industrial enterprises from positive to negative in H1. 

I.1.5 The services sector slowed down notably 

In Q2, the index of services production further slowed down, growing by 7.3% accumulatively in 

the first five months, down 0.8 percentage point YoY. Value added of the services sector is expected 

to grow by about 6.9% in Q2. Growth rebounded in financial industry due to fast growth in lending, 

pickup in stock market turnover, rise in bond issuance and marked recovery in growth of premium 

income and other factors. Other service industries experienced slowdown in growth. As for consumer 

services, wholesale and retail as well as accommodation and catering grew by 5.8% and 6% 

respectively, down 1 percentage point and 1.1 percentage points YoY. As growth in housing sales 



 

 

continued to slow down, the growth rate of real estate value added fell by 2.4 percentage points YoY 

to 2.5%. As for producer services, the growth rate of value added of transportation, storage and postal 

services dropped by 0.4 percentage point to 7.3%. Information transmission, software and 

information technology services continued to grow relatively fast, but the growth rate fell from 29.2% 

in 2018Q1 to 21.2% in 2019Q1 due to a high base. 

I.2 Economic Forecast for 2019H2 

Looking into H2, Sino-US trade frictions and talks will be full of uncertainties, the tit-for-tat tariffs 

between the two countries will continue to unleash a material impact or even escalate further, global 

economy will slow down and major economies will reverse the stance of monetary policy. All these 

factors will have a significant negative impact on the Chinese economy and make it more uncertain. 

Domestically, local governments will be under greater fiscal pressure and at higher risks. Some small 

and medium-sized banks will face credit and liquidity risks, raising big concerns in the market. 

Defaults on debts will continue to emerge among small and medium-sized private enterprises. 

However, the Chinese government has sufficient policy space to deal with the impact of uncertainties. 

The “six-pronged policy to boost stability” will be implemented at a faster pace, the macro-economy 

will stabilize in Q3 and the annual GDP growth rate will be about 6.4%. 

I.2.1 Trends of investment in different fields will be mixed 

Growth in manufacturing investment and real estate investment will weaken, while infrastructure 

investment growth will stage a rally thanks to policy support. First, weak demand will push up the 

risk of PPI deflation and again weigh on profits of businesses, with manufacturing investment 

remaining under downward pressure. Second, real estate investment has reached a turning point and 

will gradually slow down due to moderating property sales, weaker growth of new housing starts, 

negative growth of purchased land area and property developers’ restricted access to financing. 

Third, the General Office of the CPC Central Committee and the General Office of the State Council 

jointly issued the Circular on Issuance of Local Government Special Bonds and Project Financing 

in early June, which will help stabilize infrastructure investment in H2. Overall, fixed asset 

investment is projected to grow by about 5.5% in Q3 YoY, and by approximately 6% in annual terms. 

I.2.2 Consumption growth will stabilize, yet on a weak footing, due to the low base and stronger 

policy support 

On the one hand, the policy support and low-base effect are expected to boost automobile 

consumption. After the Report on the Work of the Government announced to “maintain stable 

automobile consumption”, the National Development and Reform Commission, the Ministry of 

Ecology and Environment and the Ministry of Commerce announced a ban on traffic and purchase 

restrictions against new energy vehicles. In addition, Guangzhou and Shenzhen released plans to 

issue 180,000 additional license plates in 2019 and 2020 in total. The removal of purchase 

restrictions and the additional quota on license plates will boost automobile consumption in H2. 

Automobile consumption growth turned negative in 2018H2, suggesting a low base of automobile 

consumption growth in 2019H2. On the other hand, consumption growth still faces some 

unfavorable factors. First, the sluggish growth in household income amid the escalating Sino-US 

trade frictions and negative profit growth of industrial enterprises will curtail the growth of 

consumption. Second, the price index downturn will be a drag on nominal consumption growth. In 

H2, CPI growth is expected to fall due to lack of price drivers and weaker carryover effects, which 

will lead to slower nominal growth in total retail sales of consumer goods. Overall, total retail sales 

of consumer goods are projected to grow by about 8.2% in Q3, and by around 8.3% in annual terms. 



 

 

I.2.3 Exports are under a large downward pressure amid continuing escalating Sino-US trade 

frictions and global economic slowdown 

First, foreign demand continues to soften. Taking into account the international trade tensions, 

financial market turmoil and slowing cross-border investment, IMF and the World Bank have 

recently projected the global economic growth at 3.3% and 2.6%, revising their last forecast 

downwards by 0.2 percentage point and 0.3 percentage point, respectively. Second, the resurgence 

of Sino-US trade frictions will become a drag on the growth of China’s exports to the US in the 

medium- and long-term. Third, the comparative advantages in commodities are diminishing as the 

labor cost increases. China’s demographic dividends are disappearing as its population aging 

worsens. The shrinking labor force leads to a surge in labor cost and weaker competitiveness in 

exports. Overall, exports growth rate is estimated at about -1.5% for Q3, and around -1% in annual 

terms. 

I.2.4 The industrial sector of the economy remains depressed 

First, the escalating Sino-US trade frictions have dealt a blow to industrial production. Though 

China’s industrial production has relied less on foreign demand since the 2008 international financial 

crisis, and the delivery value of industrial exports as a percentage of industrial sales value fell to 

10.2% in 2016 from the peak of 19.5% in 2006, the demand will further shrink due to the Sino-US 

trade frictions and global economic slowdown, which will affect related enterprises, in particular 

some vulnerable small and medium-sized enterprises. Second, the support on the demand side is 

limited. Automobile, housing and other conventional hot spots of consumption lack of growth 

drivers, while emerging forms of consumption can hardly support a quick recovery of consumption 

in the short term. Third, the rising labor cost has become a major cause of difficulties for 

enterprises. BOC’s “1120 Program” survey data show moderating financing pressure on enterprises 

at present, but the rising labor cost is having an increasing impact on the production and operation 

of enterprises. In the sample data, 82.2% of enterprises believe that the labor cost accounts for a 

rising percentage of their operating income. Counter-cyclical policy support in H2 will be an 

important stabilizer of industrial production and cushion against downturn pressure. While 

issuing policies for “stable demand” (e.g. maintaining stable consumption and boosting investment), 

more importance will be attached to the implementation of the government’s measures to improve 

the business environment (e.g. cutting taxes and fees), and the monetary policy will continue to 

channel funds to the real economy. Enterprises will see their policy environment and financing 

environment improving. Overall, industrial production will remain stable in general while the 

favorable and unfavorable factors wrestle with each other. Moreover, given the relatively low base 

in H1, industrial value added is estimated to grow steadily at a low level in H2, i.e. at about 5.5% in 

Q3 and around 5.8% in annual terms. 

I.2.5 Growth in the services sector is likely to rebound 

In the consumer services sector, as the individual income tax reform triggers a pickup in growth of 

household income and the policy for “stable consumption” is further implemented, consumption 

growth is expected to edge up in H2, and growth will firm up in wholesale and retail as well as 

accommodation and catering. Under the principle that “houses are for living in, not for speculation” 

and the city-specific real estate regulation policy, the overall policy orientation to strict regulation of 

the property market will remain unchanged. Rebuilding of rundown urban areas has been softening. 

Real estate value added is estimated to grow modestly. In the producer services sector, with industrial 

production tending to stabilize, growth will gradually firm up in transportation, storage and postal 

services as well as leasing and commercial services. Considering the higher base in the same period 

of last year, we expect the growth of financial value added to slow down from H1, likely at a 

comparable pace to one year earlier. Information consumption grows rapidly. The commercialization 



 

 

of 5G will keep information transmission, software and information technology services on the fast 

track. Overall, service value added is expected to grow by about 7.1% in Q3 and by around 7.1% in 

annual terms.  

I.2.6 CPI will finish the year with an N-shaped curve, while PPI growth will remain low  

The inflation pressure will be eased in H2, with CPI expected to show an N-shaped pattern 

throughout the year. YoY CPI growth expanded in March, April and May, but is estimated to soften 

from June to October due to eased shortage of fresh vegetable supply, in-season summer fruits and 

weaker month-on-month increase of pork price. The median CPI growth will slow down to about 

2.6% in Q3. CPI growth will accelerate again in November and December due to rises of pork and 

oil prices. PPI will be steady with a downtrend in H2 due to falling CRB index, rebounding 

international oil price, sluggish domestic demand and weaker carryover effect. CPI is estimated to 

rise by about 2.5%, and PPI by about 0.5%, annually. 

II. 2019H1 Financial Review and H2 Outlook 

In response to changes in internal and external situations, the Chinese government has continued 

with its prudent monetary policy and furthered reform and opening-up in the financial sector to 

maintain stable economic growth. In H1, two required reserve ratio cuts were made, and the “SSE 

STAR Market” and “Shanghai-London Stock Connect” were launched successively. The counter-

cyclical monetary policy had begun to work, money and credit supply grew steadily, and stronger 

lending support was provided for private enterprises and small and micro enterprises. The interbank 

offered rates went down with bigger volatility. Stock and foreign exchange markets rose and then 

fell, while the bond market edged up with fluctuations. Special attention should be paid to the 

emerging debt risk of local governments, frequent occurrence of bond default risks and escalating 

risk in small and medium-sized banks’ business with financial institutions. 

II.1 Characteristics of financial markets in H1: Enterprises’ financing environment improved 

as counter-cyclical adjustments began to take effect 

II.1.1 Main financial supply indicators bounced back as the policies for “a stable financial 

sector” started delivering results 

In H1, driven by the two required reserve ratio (RRR) cuts, the main financial supply indicators 

including broad money supply (M2) and aggregate financing to the real economy bottomed out, 

putting an end to the month-on-month decline since 2018. The credit crunch started to turn around 

(Figure 3). As of the end of May 2019, the stock of M2 and aggregate financing to the real economy 

grew by 8.5% and 10.6%, up 0.4 percentage point and 0.8 percentage point from the end of 2018, 

respectively. Meanwhile, M1 showed signs of improvement, indicating eased liquidity tensions of 

enterprises.  

Aggregate financing to the real economy turned from contraction to expansion, and the tight 

off-balance-sheet financing was improved. New aggregate financing to the real economy reached 

RMB10.9 trillion accumulatively in the first five months, up RMB2.38 trillion YoY, compared with 

a YoY decline recorded in 2018, mainly thanks to the rapid increase in RMB loans, local 

governments’ special bonds and enterprise bonds. In addition, the tight off-balance-sheet financing  

was improved. In the first five months, trust loans and undiscounted bank acceptances started to pick 

up again, putting an end to the continuous decline in 2018. 

Figure 3: Three Supply Indicators Continued 

to Improve 

Figure 4: Strutures of New RMB Loans 

http://21.120.92.31/SmartReaderWeb/SmartReader/?type=1&id=457085923&fav=1


 

 

  

Sources: Wind, BOC Institute of International Finance 

RMB loans grew steadily, providing stronger credit support for private enterprises and small 

and micro enterprises. Cumulative new RMB loans reached RMB8 trillion in the first five months, 

an increase of RMB816.5 billion YoY. Short-term loans accounted for a bigger proportion, while 

medium- and long-term loans took up a shrinking share. In the first five months, new short-term 

loans accounted for 35.6% of total new loans, up 13.7 percentage points YoY. But new medium- and 

long-term loans as a percentage of total new loans fell by 7.4 percentage points YoY (Figure 4). The 

lack of growth momentum of medium- and long-term loans also mirrors the current sluggish 

economy.  

Financing costs of enterprises tend to turn down, with interest rates falling obviously in notes 

and other financing channels. As the policy for “a stable financial sector” began to work and the 

central government attached greater importance to private enterprises’ and small and micro 

enterprises’ difficult access to financing, the financing costs of enterprises tended to go downwards 

in H1. 

II.1.2 Interest rates of the monetary market were stable, while the interbank certificate of 

deposit (CD) market was stagnant  

In H1, PBOC kept market liquidity reasonably sufficient by lowering the RRR and flexible open 

market operations. The monetary market performance was basically stable. First, the monetary 

policy was stable with an easing tendency, and open market operations became more flexible. 
The across-the-board RRR cut in January released about RMB1.5 trillion of liquidity. The RRR cut 

targeted at small medium-sized banks in May released about RMB300 billion of liquidity. The open 

market operations resulted in a net withdrawal of RMB1.8 trillion in Q1 and a net injection of 

RMB780 billion in Q2 (as of June 21). In addition, structured monetary policy instruments were 

used innovatively to adjust the assessment criteria for small and micro enterprises under inclusive 

finance and provide liquidity support for commercial banks’ capital replenishment through perpetual 

bond issuance. Second, interbank offered rates remained low. The 7-day interbank market pledge-

style repo rate of depository institutions (DR007) averaged about 2.62%, down 33 bps from one year 

earlier (2.95%). Third, the interbank CD market was stagnant with a notable rise in issue rates. 

The Baoshang Bank incident in May had a negative impact on the interbank market business. Some 

banks, especially small and medium-sized banks, encountered bigger difficulties in interbank 

business. 

II.1.3 The bond market was improved amidst fluctuations, but credit risk events still occurred 

frequently  

ChinaBond Composite Index went up with fluctuations in H1 in the context of sufficient overall 



 

 

liquidity and stronger risk aversion across the market. First, the issuance size grew steadily, mainly 

due to the increased issuance of local government bonds and non-financial enterprise bonds. 
The decline in interbank CD issuance primarily resulted from the recent government to take over 

Baoshang Bank, which has made financial institutions more aware of interbank credit risk and led 

to more cautious interbank lending activity. Second, the bond yield was basically stable, with the 

term spread narrowing. On June 21, the term spread between 10-year and 1-year treasury bond 

yields shrank to 57 bps from 63 bps at the end of 2018. Third, the China-US interest rate spread 

expanded substantially again. In H1, as the Fed’s monetary policy gradually turned dovish, the 

China-US 10-year treasury yield spread rebounded from the bottom of 11 bps in November 2018 to 

116 bps on June 21, 2019. The expanding China-US interest rate spread increased the room for 

China’s monetary policy. Fourth, bond defaults were on the rise. As of June 21, a total of 74 bonds 

were in default and the defaulted amount reached RMB52.16 billion. The number and amount of 

defaults accounted for 59% and 43% of the annual data for last year respectively. Defaulting issuers 

were mainly private enterprises. 

II.1.4 A-share market fell back from early highs, and capital market reform gained pace 

A-share market fell back from early highs in H1, showing high volatility. The overall process was 

divided into two stages: In the first stage (from the beginning of 2019 to mid-April), the market went 

up remarkably thanks to rising investors’ sentiment, effective policy support and foreign capital 

inflows. In the second stage (from mid-April to now), the stock market was in a consolidation period 

featuring fluctuations with a downtrend, basically consistent with our forecast made in last quarter. 

The stock market downturn in Q2 was caused by the following factors: First, the escalating Sino-

US trade frictions adversely affected the market sentiment. Second, the macro-economic 

downward pressure remained large, weakening the momentum for further upswing in the 

stock market. In addition, the capital market reform gained pace, becoming a highlight in the 

financial sector in H1. 

II.1.5 RMB exchange rate rose and then fell amid the resurgence of Sino-US trade frictions 

RMB exchange rate against USD rose and then fell in H1 due to the reversed V-shaped growth curve 

of Chinese economy and the twists and turns in the Sino-US trade talks. The fluctuations in 

RMB/USD exchange rate resulted from the following factors: First, the resurgence of Sino-US 

trade frictions destabilized market expectations. On May 10, the US announced to raise the tariff 

rates on USD200 billion worth of imports from China to 25%, triggering a downturn of CFETS 

RMB exchange rate index. Second, as shown by the balance of banks’ foreign exchange 

settlements and sales on behalf of customers and the balance of banks’ cross-border receipts 

and payments on behalf of customers, short-term capital turned from inflow in Q1 to outflow 

in Q2. Third, China’s economic fundamentals weakened, putting RMB exchange rate under a 

depreciation pressure. In April, economic indicators including total retail sales of consumer goods 

and industrial value added fell from Q1. The RMB depreciation reflected changes in the economic 

fundamentals to some extent. 

II.2 Financial Forecast for 2019H2 

In H2, the slowdown of major economies and the resurgence of Sino-US trade frictions will pose 

challenges and uncertainties to global economic growth in the future, giving rise to the risk of global 

financial market turmoil. Many economies reduce interest rates in response to global economic 

slowdown. The Fed is increasingly likely to cut interest rates. The new changes in global monetary 

policies have influenced China’s monetary policy. Given the higher risk of financial market turmoil 

worldwide, China’s stock market and exchange rate market will be under a pull-back pressure in the 

foreseeable future. However, China’s financial market is unlikely to become highly volatile as the 

counter-cyclical macro-economic regulation policy continues to strengthen. Credit supply and 

http://21.120.92.31/SmartReaderWeb/SmartReader/?type=1&id=466384721&fav=1


 

 

aggregate financing to the real economy are expected to grow steadily. The stock market will 

consolidate amid a continued recovery. RMB exchange rate will be stable in general. 

II.2.1 Credit supply and aggregate financing to the real economy will keep growing in a slow 

and steady pace within a reasonable range 

Looking into H2, as the prudent monetary policy continues to work effectively and more factors 

come up as economic stabilizers, money and credit supply will steadily grow further. In particular, 

the pickup in infrastructure investment and the flourishing emerging industries create additional 

room for credit growth. In early June, the Ministry of Industry and Information Technology granted 

5G licenses for commercial use to the nation’s major three telecom carriers and China Broadcasting 

Network, marking China’s formal entry into the commercialization of 5G. The 5G-related credit 

demand is estimated at about RMB1.2 trillion. In addition, the huge credit demand will be created 

by further implementation of regional integration strategies, including the Guangdong-Hong Kong-

Macao Greater Bay Area, the Hainan Free Trade Zone, the Beijing-Tianjin-Hebei region and the 

Yangtze River Delta. However, the following factors will weigh on credit supply: First, profit decline 

affects enterprises’ ability to borrow. Second, bond defaults remain frequent, and market 

expectations tend to be cautious. Overall, credit supply and aggregate financing to the real economy 

will grow at a slow pace, with M2 estimated to increase by about 8.6% at the end of 2019. 

II.2.2 Interest rates in the monetary market will remain low, but have limited room for further 

decline 

Looking into H2, liquidity will be reasonably sufficient, with interest rates of the monetary market 

expected to remain low. On the one hand, maintaining “stable growth” remains the focus of China’s 

monetary policy. Moreover, the difficulties and high costs of financing facing private enterprises and 

small and micro enterprises are not rooted out. Thus the monetary policy need strengthen counter-

cyclical adjustments. On the other hand, the Fed’s higher likeliness to cut interest rates will expand 

the room for China’s monetary policy. Recently Australia, New Zealand and India have reduced 

interest rates in succession, and the Fed has made dovish remarks frequently. The market expectation 

of US interest rate cuts in 2019 has risen markedly. However, the rising inflation will curb further 

easing of China’s monetary policy. Moreover, the market interest rates are relatively low at present, 

suggesting no much room for further drop in the future. 

II.2.3 The bond market will return to an uptrend, with limited room for decline in long-term 

interest rates 

First, the rising expectation of monetary policy easing is conducive to bond market 

development. Against the backdrop of increasingly expected monetary easing in other countries, 

China will also have more room for relaxing its monetary policy. The monetary policy will be more 

likely to ease further, which will improve the bond market climate. Second, the slowing supply of 

local government bonds will drag down interest rates. Considering that local government bond 

issuance in H1 (as of June 21) account for 82% of the expected annual issuance scale, we expect the 

local government bond issuance to shrink in H2. Given the rising inflation and deteriorating profits 

of enterprises, however, there will be limited room for decline in long-term interest rates. Overall, 

the 10-year treasury yield will move between 3.2% and 3.4%. 

II.2.4 The stock market will consolidate in the short term, yet still in a medium- and long-term 

bull run, and the capital market will be more resilient 

Looking into H2, A-share market will consolidate amid fluctuations but remain on the rise over the 

medium- and long-term. The market is expected to bottom out in Q3. In the short term, A-share 

market can hardly deliver strong performance after pull-back from early highs in the context of 

uncertainties in Sino-US trade frictions and the downbeat macro-economic data. Over the long term, 



 

 

the following positive factors will influence the future A-share market developments: First, fund 

demand and supply will be improved in the stock market. “Stable growth” will remain the focus 

of the monetary policy. PBOC will keep unchanged its objective of maintaining reasonably sufficient 

liquidity. It is possible to see further RRR cuts and interest rate reductions in H2. The market will 

receive incremental fund inflows as commercial banks set up wealth management subsidies 

successively and the restrictions on investment of insurance funds are expected to be further relaxed. 

Second, stable economic fundamentals underpin the capital market. Third, the deeper capital 

market reform will strengthen market confidence. Overall, the capital market is becoming more 

resilient as the reform dividends are further unleashed. However, due attention should still be paid 

to unfavorable factors such as the Sino-US trade frictions, softening growth momentum of global 

economy and global market volatility caused by the US stock pullback. 

II.2.5 With the management of expectations strengthened, RMB/USD exchange rates will 

fluctuate widely 

In H2, in spite of Sino-US trade frictions, the RMB exchange rate will remain stable thanks to a 

number of favorable factors, e.g. the main economic indicators within an appropriate range, stronger 

ability and broader room for policy regulation, and the rising expectation of the Fed’s interest rate 

cuts. First, keeping China’s major economic indicators within an appropriate range will 

underpin the stability of exchange rates. Second, with a large room for policy regulation, the 

management of market expectations will be strengthened. The signals of maintaining stability 

has been sent to the foreign exchange market through offshore issuance of central bank bills and 

addressing the market. In the future, expectations management will be further strengthened through 

counter-cyclical adjustments, etc. Third, the technical pullback of USD index, US economic 

deceleration and the Fed’s monetary policy reversal are external stabilizers for RMB exchange 

rate. The US economic downturn will lead to a reversal of the Fed’s monetary policy and pullback 

of USD index, which will relieve the depreciation pressure on RMB exchange rate. 

Table 1: China’s Main Economic & Financial Indicators and Forecasts in 2019 (%) 

Indicator 
2016 

(R) 

2017 

(R) 

2018 

(R) 

2019 

Q1 

(R) 

Q2 

(E) 

Q3 

(F) 

Full year 

(F) 

GDP 6.7 6.8 6.6 6.4 6.2 6.3 6.4 

Industrial value added of 

enterprises above designated 

size 

6.0 6.6 6.2 6.5 5.3 5.5 

5.8 

Value added of the services 

sector 
7.7 7.9 7.6 7.0 6.9 7.1 7.1 

Fixed asset investments 8.1 7.2 5.9 6.3 5.0 5.5 6.0 

Total retail sales of consumer 

goods 

10.4 10.2 9.0 8.3 8.1 8.2 
8.3 

Exports -7.7 7.9 9.9 1.3 -1.0 -1.5 -1.0 

Imports -5.5 16.1 15.8 -4.7 -6.0 -4.5 -4.0 

Consumer Price Index (CPI) 2.0 1.6 2.1 1.8 2.7 2.6 2.5 

Producer Price Index (PPI) -1.4 6.3 3.5 0.2 0.5 0.5 0.5 

Broad money supply (M2, 

ending balance) 

11.3 8.1 8.1 8.6 8.5 8.5 
8.6 



 

 

Aggregate financing to the real 

economy (Stock) 

12.8 13.4 9.8 10.7 10.6 10.6 
10.6 

Source: BOC Institute of International Finance 

III. Macro-economic Policy Orientations 

III.1 Pursuing a stronger and more effective fiscal policy to address the expanding budgetary 

deficits 

First, stepping up efforts to strengthen weaker areas in infrastructure, and issuing special 

bonds to provide project capital. The government will lower the required capital ratio of 

infrastructure projects appropriately and select major projects with better yields to encourage 

financial institutions to lend, thus helping stabilize infrastructure investment and shore up the 

Chinese economy.  

Second, focusing on improving effectiveness to enhance fiscal sustainability. In May, the growth 

rate of public finance revenue turned negative, and the funds supporting general public budget were 

relatively limited. There is a budget deficit estimated at about RMB550 billion. Government 

departments will increase the efficiency of public funds by various means, including strictly 

controlling the spending on official overseas visits, official vehicles, and official hospitality and 

various expenses of government agencies and public institutions and increasing the proportion of 

profits turned in by state-owned enterprises and state-owned financial corporations, to address the 

widening budget deficit. 

Third, continuing to implement the tax and fee reduction policy, which aims at invigorating 

micro entities. In H2, more tax and fee reduction policies will be issued, in particular those related 

to consumption tax and corporate income tax. 

III.2. Monetary policy will strengthen counter-cyclical adjustments, and price-based tools will 

be gradually adopted 

First, using structured monetary policy tools properly to maintain reasonably sufficient 

liquidity. In the future, the open market operations will be more forward-looking, timely and flexible 

to counter excessive fluctuations in the monetary market. In addition, structured monetary policy 

tools such as TMLF and SLF can be further used to improve the policy framework for reserve 

requirements featuring “three levels and two discounts” and keep increases in M2 money supply and 

aggregate financing in line with nominal GDP growth. 

Second, interest rate cuts will be more necessary and more focused on bringing down the basic 

rates of bank loans. Currently, interest rate cuts will be more effective in driving down the financing 

costs of enterprises. The recent interest rate cuts made by major economies also create conditions for 

China to carry out price-based regulation. Interest rate reduction is expected to gradually become a 

major option of monetary policy, likely to the follow the path below: Reduce the interest rates of 

structured monetary policy tools (e.g. TMLF and MLF)→ reduce interest rates of open market 

operations→ reduce LRP interest rates. 

III.3 Bringing out the potential in demand through supply-side structural reform, and 

strengthening the dynamism and confidence of market entities 

First, guiding enterprises toward transformation and upgrading, and continuing to expand 

effective supply. Now the Chinese economy is in the stage of transformation and upgrade. There is 

a huge consumption and investment demand in emerging fields, which requires supply of high-

quality products and services meeting high standards. In the future, China will promote the 

enhancement of quality and standards of products and services in weaker areas of supply, support 



 

 

technical upgrades and equipment updates of enterprises and thus turn potential demand into real 

drivers of enterprise transformation & upgrading and economic growth. 

Second, promoting continuous improvements in the business environment to further unleash 

the dynamism of market entities. Improving the business environment is an important move to 

build new edges in international competition and invigorate internal economic drivers. China will 

further deepen the reform to delegate power, improve regulation, and upgrade services, continue to 

streamline and cancel various certifications and further shorten the negative list on market entry. 

China will continue to promote online approval and services to increase the efficiency of government 

services. The government will continue with the inter-departmental oversight conducted through the 

random selection of both inspectors and inspection targets and the prompt release of results and 

promote credit rating-based regulation and the “Internet Plus Regulation” reform initiative. China 

will continue to review and standardize government-levied charges, advance the market-oriented 

reforms in the electric power sector and the reform of the toll roads system to relieve the financial 

burden of enterprises. 

Third, maintaining stable employment and market expectations. The government will closely 

watch and track changes in the external situation and their impact to ensure stability of the labor 

market. Prudential supervision will be strengthened in the monetary market, capital market, foreign 

exchange market and cross-border capital flows to maintain stable financial market expectations.  

III.4 Adhering to the city-specific regulation policy to promote steady and healthy development 

of the property market 

First, strengthening the management of expectations to prevent volatile housing prices. In the 

current situation, maintaining stable housing prices is crucial. It is inadvisable for the central 

government to substantially adjust relevant real estate policies. Instead, it is advisable to meet 

changes with constancy.  

Second, continuing to urge local governments to shoulder primary responsibility to decisively 

curb housing price hikes and pay due attention to the sharp decline in housing prices in some 

cities. The government is advised to lift the housing purchase and lending restrictions as appropriate 

for first-tier and second-tier cities subject to overly tough housing curbs before, so as to meet 

reasonable housing consumption needs of residents.  

Third, attaching greater importance to supply-side structural reform, and maintaining stable 

real estate investment. A land supply structure commensurate with population inflows and outflows 

should be established, so as to increase land supply in cities with large net inflows, or reduce land 

supply for cities with large net outflows. 

 


