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● In 2019Q3, China’s economy faced an even more complicated and 
severe external environment. The growth pace of major economies 
slowed down simultaneously. The risk of a hard Brexit was close to 
the tipping point. Sino-US trade frictions escalated again. More and 
more central banks cut interest rates to address the challenge of 
economic slowdown. China’s economy remained under a mounting 
downside pressure due to slowing foreign demand and weakening 
domestic demand. China’s GDP growth in Q3 is expected to further 
slow to 6.0%.  

● Looking ahead to Q4, the external environment will remain 
complicated and changeful. However, with the resumption of Sino-
US trade negotiations and the continued effective implementation of 
the “six-pronged policies to boost stability”, there will be more 
positive factors for the stable operation of China’s economy. The 
Chinese economy is expected to stabilize in Q4, with annual GDP 
growth projected at about 6.2% in 2019.  

● To cope with the increased complexities and challenges at home 
and abroad, macro-regulation policies will focus on the following 
aspects: First, the fiscal policy will be more proactive and effective to 
boost infrastructure and bolster the economy. Second, the monetary 
policy will continue to be counter-cyclically adjusted in a timely and 
appropriate manner and in the right direction to strengthen support 
for manufacturing and other fields. Third, supply-side structural 
reform will be leveraged to accelerate the transformation and 
upgrading of the industrial structure. Fourth, the real estate industry 
will be regulated still on a city-specific basis, with a focus on ensuring 
stability. Fifth, the counter-cyclical supervision mechanism will be 
established and improved to give full play to the role of regulatory 
policies in supporting and stabilizing the real economy.  
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Strengthening Countercyclical Regulation to Ease the Economic Downward 

Pressure 

-- China’s Economic and Financial Outlook (2019Q4) 

 

China faced a more complicated and severe external environment in 2019Q3. The growth pace of major 

economies slowed down simultaneously. The risk of a hard Brexit was close to the tipping point. Sino-

US trade frictions escalated again. More and more central banks cut interest rates to meet the 

challenge of economic slowdown. China’s economy remained under a mounting downside pressure 

due to slowing foreign demand and weakening domestic demand. China’s GDP growth in Q3 is 

expected to further slow to 6.0%. Looking ahead to Q4, the external environment will remain 

complicated and changeful. However, with the resumption of Sino-US trade negotiations and the 

effective implementation of the “six-pronged policies to boost stability”, there will be more positive 

factors for the stable operation of China’s economy. The Chinese economy is expected to stabilize 

in Q4, with annual GDP growth projected at about 6.2% for the year. To cope with the increased 

complexities and challenges at home and abroad, macro-regulation policies will focus on the 

following aspects: First, the fiscal policy will be more proactive and effective while ensuring fiscal 

sustainability. Second, the monetary policy will continue to be counter-cyclically adjusted in a timely 

and appropriate manner and in the right direction to strengthen support for manufacturing and other 

fields. Third, supply-side structural reform will be leveraged to accelerate the transformation and 

upgrading of the industrial structure. Fourth, the real estate industry will be regulated still on a city-

specific basis, with a focus on ensuring stability. Fifth, the countercyclical supervision mechanism 

will be established and improved to give full play to the role of regulatory policies in supporting and 

stabilizing the real economy.  

I. 2019Q3 Economic Review and Q4 Outlook 

I.1 Economic review in 2019Q3: the downward pressure mounted due to the combined effects 

of internal and external factors 

In 2019Q3, the downward pressure on the global economy mounted, the leading indices of developed 

economies continued to decline, trade and investment became weaker, the risk of a hard Brexit 

increased, and more and more economies cut interest rates in response to the challenge of global 

economic slowdown. The downward pressure on China’s economy increased notably due to slowing 

foreign demand and weakening domestic demand. The risk of sub-6% economic growth was on the 

rise. First, supply and demand slowed down simultaneously and the Economic Sentiment Indicator 

continued to decline. On the supply side, all the three major sectors of industry, services and 

agriculture slowed down. In the first eight months, the industrial value added and the service 

production index were 5.6% and 7.0% respectively, down 0.4 percentage point and 0.3 percentage 

point respectively from 2019H1. On the demand side, exports were stable, while investment and 

consumption growth both declined. In the first eight months, exports increased by 0.4% 

accumulatively, up 0.3 percentage point from 2019H1. Investment and consumption grew by 5.5% 

and 8.2% accumulatively, down 0.3 percentage point and 0.2 percentage point from 2019H1. 

Profitability of enterprises softened. Second, the impact from external environment increased. Sino-

US trade frictions have been spreading from trade to financial services. Sino-US trade frictions 

escalated in August. The US government announced an additional tariff of 10% on approximately 

USD300 billion in Chinese imports, and labeled China as a “currency manipulator”. Trade disputes 



 

 

China’s Economic and Financial Outlook 

BOC Research Institute 2  2019Q4 

have been spreading to technology and financial services, and even to education and ideology. Third, 

the risk of exchange rate fluctuations increased, and the risk of default remained frequent and high. 

RMB exchange rate became more volatile due to global economic slowdown and escalating Sino-

US trade frictions, breaking the historical low of “7” against USD recorded since the 2008 global 

financial crisis. Fourth, counter-cyclical regulation policies have been strengthened. Pro-growth 

policies were issued frequently to stabilize financial market, domestic investment, consumption and 

exports. “Stable growth” has been placed in a more prominent position and a series of policies have 

been issued intensively. China reformed the loan prime rate (LPR) formulation mechanism and 

announced to implement both “broad and targeted” reserve requirement ratio (RRR) cuts. The 

issuance and use of special-purpose bonds were accelerated and advanced. Tax cut and fee reduction 

were further implemented. The guiding principles of “houses for living in, not for speculation” and 

“city-specific policies” were upheld. The monitoring of the flow of real estate funds was 

strengthened. 

Figure 1: Trends in GDP and Three Demands     Figure 2: Economic Climate Indicators 

   

Sources: Wind, BOC Research Institute 

1. Demand side: the slowdown in all the three demands increased the economic downward 

pressure 

First, investment bolstered by infrastructure was stable with a likely downward trend. In the 

first eight months of 2019, fixed asset investment grew by 5.5% cumulatively, down 0.3 percentage 

point from H1. As special-purpose bonds were gradually effective in ensuring stable growth and 

strengthening weaker areas, infrastructure investment picked up slightly. From January to August, 

infrastructure investment increased by 3.2% YoY, 0.2 percentage point faster than 2019H1. Real 

estate investment remained resilient amid the ongoing tightening of real estate regulation. From 

January to August, real estate investment increased by 10.5% accumulatively, down 0.4 percentage 

point compared with 2019H1. Affected by slowing demand and trade frictions, investment in 

manufacturing declined significantly. Investment in manufacturing increased by 2.6% 

accumulatively from January to August, down 0.4 percentage point from 2019H1. The slowdown in 

manufacturing investment was seen mainly in equipment manufacturing, chemicals, food and 

textiles. 

Second, consumption receded significantly, dragged down by automobile consumption. Total 

retail sales of consumer goods grew by 8.2% accumulatively from January to August, down 0.2 

percentage point from 2019H1. The upgrade of vehicle emission standards has led to a rapid decline 

in automobile consumption. Automobile consumption grew by -0.5% accumulatively from January 

to August, down 1.7 percentage point from 2019H1. Growth in real estate-related consumption 

5.8

6

6.2

6.4

6.6

6.8

7

-5

0

5

10

15

20

2018-03 2018-06 2018-09 2018-12 2019-03 2019-06 2019-09

% % 

Investment: cumulative YoY Consumption: cumulative YoY

Imports and exports: cumulative YoY GDP: constant price: cumulative YoY: right

GDP: constant price: quarterly YoY - right



 

 

China’s Economic and Financial Outlook 

BOC Research Institute 3  2019Q4 

moderated due to slowing real property sales. Household appliances and audio-visual devices, home 

furniture and building and decoration materials accumulatively grew by 5.9%, 5.8% and 3.5% 

respectively from January to August, down 0.8 percentage point, 0.1 percentage point and 0.1 

percentage point respectively from 2019H1.  

Third, trade frictions had a noticeable impact on imports and exports. Against the backdrop of 

mounting downward pressure on the domestic economy, slowing global economy and the negative 

impact of Sino-US trade frictions that has gradually appeared, China’s exports and imports grew by 

0.4% and -4.6% accumulatively from January to August, down 0.3 percentage point and 0.4 

percentage point respectively from 2019H1. Major trading partners of China saw mixed performance 

in growth of exports and imports, with imports and exports to the United States registering the 

sharpest decline. In addition, China’s foreign trade has maintained a trend of upgrading and quality 

enhancement. From January to August, China’s general import and export accounted for 59.5% of 

its total foreign trade value, up 1 percentage point from the same period last year.  

2. Supply side: the industrial sector was under marked downward pressure while the service 

sector developed steadily  

First, industrial production continued to slow down, but the industrial structure was improved. 
Affected by slowing demand, the industrial value added of enterprises above designated increased 

by 5.6% from January to August, down 0.4 percentage point from 2019H1. Specific industries 

showed continued divergent trends. From January to August, the growth rates of gas production and 

supply, chemical fiber manufacturing, railway and ship equipment manufacturing, metal smelting 

and processing industries were all higher than 10%. However, textiles and general-purpose 

equipment manufacturing, hit hard by trade frictions, grew at merely 1.6% and 3.9% respectively, 

down 0.3 percentage point and 1.2 percentage points respectively from 2019H1.  

Second, the service sector tended to stabilize. The service production index slowed down in Q3. 

The national service production index rose by 7.0% from January to August, down 0.3 percentage 

point from 2019H1. Growth in the financial industry continued to pick up. The financial service 

value added gained 7.3% in Q2, up 3.6 percentage points YoY, thanks to soaring stock turnover and 

resumption of premium income growth. Growth in producer services weakened. Transportation, 

storage and postal services grew by 7.3% in Q2, down 0.6 percentage point YoY. Information 

transmission, software and information technology services grew by 20.6%, down 9.9 percentage 

points YoY. Leasing and commercial services grew by 7.8%, down 1.9 percentage points YoY.  

3. Pork prices continued to rise, with CPI-PPI divergence worsened  

Price trends featured “two divergences” in Q3: First, CPI and PPI became more divergent in trends. 

CPI gained 2.4% accumulatively from January to August, showing a further boost in YoY growth, 

which even reached 2.8% in July and August. In contrast, PPI showed a YoY decline, with a 

cumulative increase of 0.1% from January to August and even sinking into a negative growth range 

in July and August (-0.3% and -0.8% respectively). In August, the negative gap between PPI and 

CPI expanded to -3.6%, indicating slowing demand of the real economy and mounting downward 

pressure of the economy. The soaring pork price was the main driver of CPI growth. Under the 

combined effects of the “pork cycle”, African swine fever, environmental policies and other factors, 

China’s numbers of sows on hand is at a historical low now. Pork price rose by 46.7% YoY in August, 

an eight-year high, pushing CPI up by about 1.08 percentage points YoY.  

I.2 Economic Forecast for 2019Q4 

With the counter-cyclical regulation policies further unleashing their effect, more stabilizing factors 

will emerge for China’s economy. First, a string of policies were issued to boost stable growth in 

consumption. In August, the General Office of the State Council issued a policy package to stabilize 
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consumption, including the Opinions on Accelerating the Development of Circulation Industry and 

Promoting Commercial Spending, which will encourage consumer spending in the household sector. 

Second, monetary expansion gained additional momentum as the counter-cyclical monetary 

regulation policy worked. In August, M2, credit and other financial data showed signs of 

improvement over July. Third, as Sino-US trade frictions showed signs of easing, more stabilizing 

factors have emerged for RMB exchange rate. On September 5, the Chinese and US chief trade 

negotiators for high-level trade consultations held another phone talk. The two sides announced a 

new high-level consultation scheduled in early October, indicating that Sino-US trade frictions will 

again enter a period of easing, which is conducive to the stability of the RMB exchange rate.  

1. On the demand side, infrastructure will bolster stable investment, consumption is likely to 

stabilize on a weak footing, and imports and exports will be further under pressure. 

First, infrastructure will bolster stable investment. The investment is expected to rise in one area 

but decline in other two areas in Q4. The issuance of special-purpose local government bonds will 

be completed by the end of September, and raised funds will be allocated to target projects by the 

end of October. With these special-purpose funds gradually turned into physical works and the quota 

for 2020 used in advance of schedule, infrastructure investment is expected to achieve steady and 

moderate growth in the future, which will give a boost to investment growth. On one hand, the 

current demand recovery is slow. Of the manufacturing PMIs, the new orders sub-index stood at 

49.7% in August, still at a low level. On the other hand, the weaker profitability of manufacturing 

activity hinders the growth of investment. The land and property markets are expected to continue 

to cool down in Q4 as the real estate curbs are tightening. Real estate investment may further 

decelerate.  

Second, consumption is likely to stabilize on a weak footing. A number of consumption 

stabilization measures launched in Q3 are expected to boost household consumption in the future, 

and to stabilize the growth in information and artificial intelligence consumption, rural consumption 

and green consumption in Q4. The overdraft effect of earlier-than-planned purchase of automobiles 

will be further reduced in the coming period of time. It is expected that automobile consumption will 

remain stable at lows in the future. The new policy to boost automobile sales will be a key factor. 

Considering that the real estate policy will continue to tighten over the short term, real estate-related 

consumption will be restrained by the downward pressure on properly sales. To sum up, total retail 

sales of consumer goods are expected to remain stable at a relatively low level in Q4.  

Third, the high base and external uncertainties add to the pressure on foreign trade growth. 
With the downward pressure on the global economy increasing and the material impact of trade 

frictions becoming more apparent, coupled by the high base of exports recorded last year, exports 

are expected to be under further pressure in Q4. Given stable domestic demand, imports will 

probably continue to improve slightly while trade surplus will expand modestly.  

2. On the supply side, industrial production is under notable pressure, and the service sector is 

likely to stabilize.  

First, domestic and foreign demands remain weak, with industrial production still under 

pressure. The weak domestic demand can hardly improve in the near future. Foreign demand will 

continue to shrink due to global economic slowdown and negative impact of trade frictions. Weak 

demand will keep industrial production under pressure. Riding on the tides of informatization and 

intelligentization, however, innovations will continue to drive the high-quality development of the 

manufacturing industry. High-tech manufacturing is expected to become a new driver for industrial 

growth. As shown by recent high-frequency data, the average daily coal consumption of the six 

major power generation groups fell to 648,000 tons/day on September 20. The blast furnace capacity 

utilization rate was 68.1% on September 12, basically flat with that at the end of August. Therefore, 
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the growth of industrial value added may continue to fall slightly.  

Second, growth in the service sector is expected to remain stable. Exclusive of automobile 

consumption, the consumption growth is expected to stabilize or slightly increase in Q4, which will 

bolster the steady growth in wholesale and retail, hotels and catering and other consumer services. 

Backed by the ongoing consumption upgrades and the rapid development of information 

consumption, modern services such as information transmission and Internet software information 

technologies will continue to grow fast and become the engine for service sector growth. The growth 

in financial service value added will continue to pick up against the backdrop of encouraged financial 

support for the real economy, credit expansion conducive to the financial industry and strengthened 

capital market reform. 

3. The CPI growth will accelerate, yet under control in general, and the PPI will continue in 

negative growth 

On one hand, the CPI will maintain a large increase driven by food prices. Due to the earlier sharp 

contraction in pork production capacity, it will take time to recover the hog farming industry chain, 

maintaining upward pressure on pork prices. The price of fresh vegetables may rise on seasonal 

factors. The CPI is expected to exceed 3% in certain months in Q4. However, the government will 

smooth out the steep rise in pork prices to a certain extent through such policy actions as releasing 

pork from reserves, increasing meat imports and subsidizing transportation. The inflationary 

pressure will remain under control through the rest of the year. On the other hand, the PPI is still 

under downward pressure posed by weak global growth momentum, rising downward pressure on 

domestic economy and the weak demand unlikely to be significantly improved. The PPI growth is 

expected to remain negative in Q4.  

II. 2019Q3 Financial Review and Q4 Outlook 

In Q3, the Chinese government put the “six stabilities” (stable employment, financial sector, foreign 

trade, foreign investment, domestic investment, and expectations) higher on the priority list in 

response to the greater complexities and severities at home and abroad. A combination of “both broad 

and targeted” RRR cuts was adopted to enhance financial support for the real economy. The loan 

prime rate (LPR) formation mechanism was improved to lower financing costs of enterprises while 

improving the efficiency of interest rate transmission. Financial opening-up has been accelerated 

with the introduction of a new “11-point liberalization plan”1. The investment quota restrictions for 

qualified foreign institutional investors (QFII) and RMB qualified foreign institutional investors 

(RQFII) have been lifted. Money and credit grew steadily. Financing difficulties for private 

enterprises and micro and small businesses were eased. Interest rates in the money market  

remained low. The A-share stock market went up with fluctuations and the bond market remained 

bullish. However, China has seen a higher risk of volatility in its foreign exchange market due to 

global economic slowdown and escalating Sino-US trade frictions. In the context of a Sino-US trade 

frictions, continuing attention is deserved by the weak demand of the real economy, the high 

incidence of bond defaults, the still-existing risks in inter-financial institution business, the unstable 

financial market expectations and the large fluctuations in commodity prices. 

i. Financial review in 2019H1: As the policy to stabilize the financial market continue to work, 

the financial market ran steadily 

1. With money supply and aggregate financing on the decline, credit and bonds became the 

                                                        
1 On July 20, 2019, the General Office of Financial Stability and Development Committee of the State Council announced 11 new 

measures for financial opening-up, mainly in the fields of insurance, bonds and funds. Compared with the old 11-point opening-up 

plan, the new version is a further implementation and expansion of the above policies.  
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main stabilizers of financial market 

The first three quarters of 2019 saw a drop in main financial indicators, including growth rate of 

aggregate financing to the real economy and growth rate of broad money supply M2, due to the 

decline in domestic aggregate demand and Sino-US trade frictions. As at the end of August 2019, 

the stock of aggregate financing to the real economy grew by 10.7%, down 0.1 percentage point 

from the same period in 2018. M2 growth rate rose first and then declined, to 8.2% in August, flat 

with the same period last year. In addition, the gap between M1 and M2 narrowed, from -8% in 

January 2019 to -4.8% in August 2019, indicating improvements in cash flows of enterprises. 

Aggregate financing to the real economy grew steadily, with credit and bonds being the main 

stabilizers of financial market. From January to August, incremental aggregate financing reached 

RMB 16.2 trillion, up by RMB 2.98 trillion YoY . This was mainly attributable to the steady growth 

of RMB loans, the substantial increase in bond financing and the decrease in off-balance-sheet 

financing such as entrusted loans, trust loans and undiscounted bank acceptances. In terms of credit, 

new RMB loans issued from January to August stood at RMB12.1 trillion, a YoY increase of 

RMB765.9 billion. In addition, the bond market provided markedly stronger support for the real 

economy. New enterprise bonds and special-purpose local government bonds issued from January 

to August totaled RMB3.9 trillion, up by RMB1.4 trillion YoY. 

2. The overall cost of funds declined as the market-oriented interest rate reform went deeper 

First, the LPR formation mechanism was reformed and improved. The new LPR is anchored to MLF 

rates. Lending rates are linked with open market operations (OMO) rates to form a transmission path 

of “OMO rate - LPR- lending rate”, which is conducive to unclogging the monetary policy 

transmission mechanism. In addition, the commercial personal housing loan rates have been 

reformed to consist of the benchmark LPR for relevant term announced last month and certain basis 

points. It reflects the differentiating design of structural monetary policy tools and effectively guides 

the flows of credit resources into the real economy.  

Second, money market interest rates remained low. In Q3 (as of September 20), the 7-day interbank 

market pledge-style repurchase rate of depository institutions (DR007) averaged about 2.64%, 

slightly above the 2.61% in 2019H1, but down 22 bps from 2018 (2.86%). The performance of 

SHIBOR was mixed. On September 20, the overnight and 7-day SHIBORs were quoted at 2.75% 

and 2.73% respectively, up 138 bps and 13 bps from the end of Q2, and one-year SHIBOR was 

quoted at 3.05%, down 5 bps from the end of Q2 (Figure 3). 

Third, financing costs of enterprises declined. With a series of policies issued to effectively support 

private enterprises and small and micro businesses(SMBs), enterprises found financing more 

accessible and affordable to them. In 2019Q2, the weighted average interest rate for general loans 

from financial institutions was 5.94%, down 14 bps YoY. In addition, interest rates from other 

financing channels also declined. On September 19, the ChinaBond yield to maturity of one-year 

medium-term notes (AAA+) was 3.06%, down 6 bps from the end of Q2 (Figure 4).  
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Figure 3: SHIBOR and DR007 Trends   Figure 4: Interest Rates by Financing Instrument 

 

Source: Wind, BOC Research Institute 

3. A-shares went up with fluctuations, and the bond market went bullish on risk aversion  

In Q3, A-shares staged an upswing with fluctuations amid the gaming of different forces, showing 

stronger independence and resilience, as we expected last quarter. The Shanghai Stock Exchange 

(SSE) Composite Index closed at 3006.45 on September 20, up 0.95% from 2978 at the end of Q2. 

First, the market sentiment was restored. Investors have shown obvious immunity to Sino-US trade 

frictions). Second, in terms of policy support, China has stepped up counter-cyclical adjustments of 

the macro-economy and pushed further ahead with the capital market reform and opening-up. The 

“12 main tasks” for capital market reform were announced, with investment quota limits for QFII 

and RQFII removed. Third, northbound capital inflows via Stock Connect schemes accelerated. 

Since Q3, northbound capital inflows have become active again. As of September 20, net fund inflow 

via the Shanghai Stock Connect schemes reached RMB462.428 billion.  

4. The bond market continued its bullish momentum, but defaults remained a severe situation. 
As of September 20, ChinaBond Composite Net Price Index was 102.33, up 0.5 from the end of Q2, 

a marked increase from 2019H1. First, bond market financing increased, with local government 

issues expanding most significantly. Bond issues totaled RMB10.9 trillion in Q3 (as of September 

20), of which local government bond issues reached RMB1.19 trillion, accounting for 83% of the 

Q2 total. Second, long-term interest rate declined faster and the term spread was narrowing2. On 

September 20, the yield on 10-year treasury bond averaged 3.12%, down 0.09 percentage point from 

the June average (3.24%), the lowest since 2017. Third, the interest rate gap between China and US 

continued to widen. Driven by the Federal Reserve’s interest rate cut, the gap of yield on China and 

US 10-year treasury bond widened to 116 bps on September 21, 2019 from 11 bps, the lowest record 

in November 2018. The yield on China’s treasury bond is relatively high in the global interest rate 

cut tide, which is conducive to foreign capital inflows. Fourth, bond defaults remained severe. As of 

September 20, another 125 bonds had defaulted, which is the total number of defaulted bonds last 

year. The aggregate amount of defaults was RMB88.36 billion, accounting for 74% of last year’s 

total. Private enterprises were still the main defaulters.  

5. RMB dropped below 7 against USD and market expectations were generally stable  

As China’s economy displayed a downswing following a strong start of the year and the Sino-US 

trade frictions kept escalating, RMB exchange rate against USD rose first and then fell this year, 

falling below the mark of 7 in August. RMB appreciated by 1.68% against USD in 2019Q1, but 

                                                        
2 The narrowing of term spread was mainly manifested in the faster decline in long-term interest rate, but the still-high short-term 

interest rate, which further reduced the difference between the two (i.e. term spread).  
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began to depreciate relative to USD in Q2, down 2.35% in Q2 and 3.56% in Q3. However, the market 

expectations of RMB exchange rate were stable, backed by the Federal Reserve’s interest rate cut 

and PBOC’s successful issuance of RMB30 billion of central bank bills in the Hong Kong market. 

The RMB depreciation expectations have eased.  

RMB exchange rate became more volatile. RMB exchange rate swung widely in the first three 

quarters mainly due to the following factors: First, China’s economy faced higher downward 

pressure amid a deteriorating external environment. In July, economic performance indicators 

including total retail sales of consumer goods and industrial value added declined. In early August, 

RMB fell below 7 against USD due to greater-than-expected escalation in Sino-US trade frictions 

and other factors, immediately followed by the US labeling China as a “currency manipulator”. RMB 

depreciation was expected to some degree in the foreign exchange market. Second, the deficit in 

foreign exchange settlement and sale by banks has widened. From January to August, the deficit in 

foreign exchange settlement and sale totaled USD45.248 billion, an increase of USD49.621 billion 

compared with the same period last year. Specifically, foreign exchange settlement and sales by 

banks on behalf of customers recorded a deficit of USD32.224 billion. Overall, market participants 

were more willing to buy and less willing to sell foreign exchange, posing certain depreciation 

pressure on the RMB exchange rate.  

II.2 Financial Forecast for 2019Q4 

1. Aggregate financing growth will be stable with a tendency of upturn, but sluggish demand 

will be a drag on monetary expansion.  

Looking into Q4, aggregate financing to the real economy is expected to pick up as the counter-

cyclical macro-adjustments policies were implemented effectively. The main driving factors are as 

follows: First, a string of policies have been issued to ensure stable consumption, conducive to 

consumer credit growth. Second, there is large potential for growth in credit to private enterprises 

and small and medium-sized businesses. Third, part of the quota for llocal government special bond 

for 2020 may be issued in advance to support the growth in aggregate financing. The main 

constraining factors are as follows: First, the sluggish demand for credit is a drag on monetary 

expansion. In June 2019, the loan demand index dropped to 66.2% from 70.4% at the beginning of 

the year. Second, the supervision of real estate financing has been tightened. In September, the 

General Office of CBIRC issued the Notice on Carrying out Special Inspection of the Real Estate 

Business of Banking Institutions in 2019, deciding to conduct special inspection of bank’s real estate 

business in 32 cities. Financing of property developers is restricted not only on the sales side3, but 

also on the financing side4. Overall, money supply and aggregate financing were stable with a 

tendency of upturn, while RMB loans maintained steady growth. 

2. The monetary transmission mechanism will be smoother, with the financing costs of 

enterprises expected to further decline  

First, money market interest rates will remain low. The importance of ensuring stable growth is 

further underscored by the mounting downward economic pressure, the global tide of interest rate 

                                                        
3 On August 25, 2019, PBOC required that, as from October 8, 2019, the interest rate for new commercial personal housing loans 

should be determined to be the benchmark LPR for the corresponding term last month plus certain basis points. The interest rate for 

first-time home borrowers should not be lower than the LPR for the corresponding term, and the interest rate for the second-time 

home borrowers should not be lower than the LPR for the corresponding term plus 60 basis points. The practice of setting a floor for 

housing loan rates restricts the personal housing loans of residents, curtailing the source of funds for property developers on the sales 

side.  
4 The 32 cities covered by the special inspection included Beijing, Tianjin, Shijiazhuang, Qinhuangdao, Shanghai, Nanjing, Suzhou 

and Wuxi as hot spots in the property market. The inspection elements included the implementation of credit policies and the internal 

control system for real estate business. In addition to property development loans, land reserve loans, personal housing loans, general 

consumer loans and credit card overdrafts, the inspection also covered the working capital loans, credit for for-profit properties and 

other facilities misused and channeled into the real estate industry.  
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cuts and the material impact of the Sino-US trade frictions. The monetary policy will remain prudent 

while tilting toward easing. The “both broad and targeted” RRR cuts announced on September 6 will 

be implemented in two phases (in October and November), thereby helping maintain reasonably 

ample market liquidity. Second, loan interest rates for enterprises are expected to decline. After the 

LPR reform, the lending rate has been linked to MLF rates to further unclog the monetary policy 

transmission mechanism. In the future, PBOC is likely to lower MLF rates to guide lending rates 

onto a decline track, thus reducing corporate financing costs.  

3. A-shares will ratchet up steadily and “bond bull” will remain on track 

The main positive factors are as follows: First, the monetary policy kept abundant market liquidity. 

The “both broad and targeted” RRR cuts will release about RMB900 billion of liquidity to the market 

and the regulatory authorities will strictly control fund flows into the real estate market, which will 

help channel funds into the stock market. Second, incremental funds will continue to enter the stock 

market. The weight increase or further inclusion of Chinese A-shares in MSCI, FTSE Russell and 

S&P Dow Jones indices will bring huge incremental capital to the market. As commercial banks set 

up wealth management subsidiaries in succession, more wealth management funds will flow into the 

stock market. However, we still need to pay special attention to the impact of unfavorable factors 

such as Sino-US trade frictions, weakening growth momentum of global economy and global market 

resonance triggered by US stock pullback.  

The bond market will remain bullish, yet at a rising risk of volatility. First, with the economic 

downturn and monetary easing expected, there is room for further decline in interest rates. Second, 

financial institutions have increased their allocations to the bond market, which will benefit the bond 

market development. In the first seven months, banks’ bond allocations accounted for 16.3% of their 

assets, a relative high since 2014. At the same time, due attention should be paid to the following 

unfavorable factors: First, the inflation upswing puts a brake on the decline in long-term interest 

rates. Second, small and medium-sized banks show a higher risk of interbank financing, and the 

market interest rates are markedly stratified. Third, there are variables in the regulatory policy on 

interbank financing5, rendering market expectations unstable.  

                                                        
5 On August 29, it was rumored in the market that CBIRC recently issued an interbank financing regulatory document introducing 

monitoring indicators and reference standards for interbank assets and interbank liabilities. Whether or not policy financial bonds will 

be included in interbank investment management has aroused widespread concern in the market. On the same day, the rumor sent the 

market into greater fluctuations. On August 30, a regulatory official said that it was misunderstood in the market.  
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4. With more stabilizing factors emerging, RMB exchange rate will continue to swing widely 

At present, more stabilizing factors for RMB exchange rate are emerging. First, the easy international 

monetary environment provides favorable conditions for the stability of China’s foreign exchange 

market. As of September 12, about 30 countries or regions had announced interest rate cuts 

successively. The rising global tide of rate cuts mirrors a loose international monetary environment, 

which also creates favorable conditions for a stable exchange rate market of China. Second, financial 

opening-up is conducive to balancing the supply and demand of the foreign exchange market and 

stabilizing the RMB exchange rate. On September 10, the State Administration of Foreign Exchange 

issued an announcement deciding to cancel the investment quota limits for QFII and RQFII, which 

will allow more foreign capital into the Chinese capital market. Under the QFII scheme, foreign 

investors need to convert foreign currencies into RMB before investing in the Chinese mainland, 

thus helping balance supply and demand in the foreign exchange market. The strong resilience of 

China’s economic fundamentals and the continued effective implementation of counter-cyclical 

foreign exchange management policies provide no groundwork for the expectations of sharp 

unilateral deprecation of RMB. 

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

Indicator 
2016 

(R) 

2017 

(R) 

2018 

(R) 

2019 

Q1 

(R) 

Q2 

(R) 

Q3 

(E) 

Q4 

(F) 

Full 

year 

(F) 

GDP 6.7 6.8 6.6 6.4 6.2 6.0 6.1 6.2 

Industrial value added of enterprises 

above designated size 

6.0 6.6 6.2 6.5 5.6 4.5 4.4 
5.3 

Value added of the services sector 7.7 7.9 7.6 7.0 7.0 7.0 7.1 7.0 

Fixed asset investments 8.1 7.2 5.9 6.3 5.8 5.5 5.4 5.7 

Total retail sales of consumer goods 10.4 10.2 9.0 8.3 8.2 7.6 7.7 8.0 

Exports -7.7 7.9 9.9 1.3 -1.0 -1.5 -2.0 -0.8 

Imports -5.5 16.1 15.8 -4.7 -4.1 -5.6 -5.5 -5.0 

CPI 2.0 1.6 2.1 1.8 2.6 2.8 2.9 2.7 

PPI -1.4 6.3 3.5 0.2 0.5 -0.7 -0.8 0.5 

Broad money supply (M2, ending 

balance) 

11.3 8.1 8.1 8.6 8.5 8.4 8.5 
8.5 

Aggregate financing to the real 

economy (Stock) 

12.8 13.4 9.8 10.7 10.9 10.6 10.7 
10.7 

Source: BOC Research Institute 

III. Macro-economic Policy Orientations 

At present, China’s economy has reached a new crossroads in the context of ongoing profound 

changes at home and abroad. The weakening foreign demand and sluggish domestic demand 

significantly add to the downward pressure on China’s economy. Economic downturn not only 

implies various risks, but also is detrimental to high-quality development. Special measures are 

needed in special periods. We must face up to the difficulties in current development and step up 
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counter-cyclical adjustments.  

III.1 The fiscal policy will be more proactive and effective to bolster infrastructure in support 

of economic growth 

Against the backdrop of slowing global economic growth, notable negative impact of trade frictions 

and unstable domestic demand, macro policies should be strengthened to stabilize growth with the 

aim of bypassing the middle-income trap, ensuring employment and building a moderately 

prosperous society. 

China will step up efforts to strengthen weaker areas in infrastructure. The proceeds from 

special-purpose bonds will be allocated in a faster pace and turned into effective investments. 
In Q4, focus will be put on key infrastructure areas. By the end of October, proceeds from special-

purpose bonds will be allocated faster to well-selected major infrastructure projects that are 

anticipated by the general public and able to create notable economic and social benefits. Efforts will 

be stepped up to grant the new special-purpose bond quota originally set for 2020 in advance of 

schedule to ensure it will begin to work early next year. 

Tax and fee reductions will be further refined and implemented to ease the burden on 

businesses. On one hand, both inclusive tax cuts and structural tax cuts will be made to ensure 

enterprises will see their tax burden and social security contributions reduced by nearly RMB2 

trillion in the year, with a focus on reducing the tax burden on manufacturers and micro and small 

businesses. On the other hand, financial institutions will be encouraged to increase credit support to 

micro and small businesses through tax incentives, such as exemption of VAT on interest income 

from loans to micro and small businesses and on income from guarantees for financing to micro and 

small businesses.  

III.2 Strengthening the counter-cyclical adjustments to the monetary policy at appropriate 

time, and providing stronger support for manufacturing and other fields  

China will continue to leverage on counter-cyclical adjustments effectively to ensure well-timed 

reduction in RRR and interest rates. Given the funds outstanding for foreign exchange under a 

down-trending pressure posed by changes in the “twin surpluses” of both capital and current 

accounts, China still has room to further cut its RRR. The economic performance can be observed if 

RRR is further reduced. In addition, considering the limited decline in money market interest rates, 

we expect PBOC to further reduce the OMO rates and MLF rates to drag down financial institutions’ 

costs of liabilities and further guide the financing interest rates for the real economy. 

The risk compensation mechanism will be improved to change the tightening trend of risk 

control standards for financial institutions. At present, the main reason for difficult conversion of 

easy money into easy credit lies in the tightening risk control standards for financial institutions in 

the context of economic downturn. PBOC is expected to further improve the risk compensation 

mechanism in the future to break the negative cycle of “economic downturn - decline in risk appetite 

- tightening of risk control standards - credit contraction”. 

Financial institutions will be guided to increase medium- and long-term financing for 

manufacturing and private enterprises. To facilitate “stable investment” and high-quality 

development of manufacturing, targeted support can be provided to banks that meet a certain 

percentage level of lending to manufacturers. In addition, to speed up the development of the 

investing-lending linkage, the risk weight of banks’ equity investment can be lowered to encourage 

medium- and long-term financial support from financial institutions. The proportion of direct 

financing, especially equity financing, will be increased to promote the STAR Market support for 

growth of new economy.  
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III.3 Leveraging on supply-side structural reform to accelerate the transformation and 

upgrading of industrial structure  

The supply-side structural reform will be deepened to expand effective supply and unleash 

potential demand. The growing Chinese economy and rising household income have increasingly 

underlined the contradiction between unbalanced and inadequate development and the people’s ever-

growing needs for a better life. China should quickly increase the effective supply of high-quality 

products and services to unleash the potential consumer demand. In the future, China will further 

guide enterprises to strengthen technological innovation, accelerate the effective supply in weaker 

fields and better meet people’s needs at different levels.  

The transformation and upgrading of manufacturing will be sped up to pursue high-quality 

development. China is the world’s largest manufacturer, albeit with inadequate strength and quality 

of development. In the future, China will speed up the coordination for setup of industrial standard 

groups to enhance industry quality. China also will promote transformation and upgrading of 

traditional industries, strengthen and expand emerging industries and improve the manufacturing 

industry chains.  

China will guide industries to gather efficiently and improve the regional economic layout. At 

present, China is fundamentally changing its spatial structure of economic development. This year, 

China has launched a number of regional development strategies, including building Shenzhen into 

a pilot demonstration area of socialism with Chinese characteristics, and setting up six new free trade 

zones in Shandong, Jiangsu, Guangxi, Hebei, Yunnan and Heilongjiang. These moves are intended 

to improve the regional economic layout. In the future, China will give full play to the comparative 

advantages of various regions, promote the rational flow and efficient gathering of factors of 

production, guide industries to efficiently gather according to their own dependence on factors and 

regional endowments of factors, create an industrial chain cluster effect and promote the regional 

development with distinctive local characteristics and coordinated economic growth. 

III.4. The real estate policy will remain city-specific and give priority to stability  

The tightening financing environment for property developers will increase the downward pressure 

on real estate investment in the future. It is necessary to prevent the overshooting decline in real 

estate investment and forestall drastic ups and downs in housing prices. First, money flows in the 

real estate industry should remain monitored to prevent funds from being illegally channeled into 

the property market. During the implementation process, the pace and speed should be properly 

controlled. Second, the real estate regulation policy should uphold the guiding principles of “houses 

for living in, not for speculation” and city-specific policies to ensure people’s reasonable housing 

needs are satisfied. Third, keeping in line with the prevailing trends in economic development such 

as aging of population aging and clustering of cities, efforts will be stepped up to build a housing 

supply system, including elderly care and rental housing construction, and keep real estate 

investment stable.  

III.5 Establishing and improving the counter-cyclical supervision mechanism and unleashing 

regulatory policies’ supporting role for real economy 

In recent years, local governments have successively set up on-lending mutual assistance funds to  

alleviate the lack of access to and the high costs of financing for micro and small businesses (MSBs). 

However, according to relevant requirements of auditing and banking regulators6, banks should at 

least classify financial assets repaid by debtors through loan rollover or other debt financing methods 

as special mention. According to this standard, the classification of enterprises using working capital 

from the government should be downgraded to special mention, which arouses doubts among some 
                                                        
6Interim Measures for Risk Classification of Financial Assets of Commercial Banks (Exposure Draft)  
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owners of private enterprises. In the future, the counter-cyclical role of regulatory policies should be 

properly played to enhance financial institutions’ ability to serve the real economy and work as 

market stabilizers.



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Disclaimer 

This report is prepared by BOC Research Institute. The information contained in this report is from publicly 

available sources.  

The views or estimates contained in this report only represent the judgment of the author as of the date hereof. 

They don’t necessarily reflect the views of BOC. BOC Research Institute may change the views or estimates 

without prior notice, and shall not be held liable for update, correction or revision of this report.  

The contents and views in the report are for information purpose only and do not constitute any investment advice. 

No responsibility is held for any direct and indirect investment consequences as a result of the information provided 

in the report.  

The copyright of this report is exclusively owned by BOC Research Institute. No individuals or institutions shall 

be allowed to copy, reproduce and publish the whole or part of the report without written consent. In case of 

quotation, reference to BOC Research Institute shall be given, and any quotation, abridgment and revision that 

deviate from the original meaning of the report shall be prohibited. BOC Research Institute reserves the right to 

take legal actions on any violation and any quotation that deviates the original meaning of the report.  
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