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Summary

At +6.2% y-0-y, real GDP growth in April-June was down slightly on the previous quarter’s figure of +6.4%, though it
remained within the government’s target for 2019 of +6.0-6.5%. Economic indicators accelerated slightly in June. For
now, the authorities will continue to pursue measures already introduced. Provided the employment and earnings
environment remains stable, it seems the authorities are prepared to tolerate some economic slowing as they promote
reforms in the run up to 2020.

1. June’s economic indicators improved slightly on the previous month

Growth slowed to +6.2% in April-June

Production, investment and consumption all grew at a slightly faster pace

The price of new homes grew at a slightly slower pace across all tiers of city

Imports and exports both contracted

CPI growth remained high, though PPI growth slowed

New bank loans saw a net increase, with total social financing also expanding slightly

2. The policy response: The authorities will stick with their previous policy response for now; reforms will
be promoted toward 2020

The government will focus on implementing already-introduced economic measures (Li Kegiang)

There is just one year to go to achieve decisive results regarding reforms (Xi Jinping)
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1. June’s economic indicators improved slightly on the previous month

» Growth slowed to +6.2% in April-June

On July 15, the National Bureau of Statistics (NBS) announced® that China’s real GDP growth rate in January—
June 2019 stood at +6.3% on the same period last year (from here on, all figures refer to a ‘same-period
previous-year comparison’ unless otherwise specified). At +6.2%, growth in April-June was down on the previous
quarter’s figure of +6.4%, though it remained within the government’s target for 2019 of +6.0-6.5% (Fig. 1).
Growth was up +1.6% on the previous quarter.

The 2Q figure of 6.2% represented the lowest quarterly pace of growth since 1992. However, a comparison
between Q1 2009 and Q1 2019, when growth hit its second slowest pace of +6.4%, shows nominal GDP
nonetheless growing by 2.9 times over this ten year period. This suggests the economy is continuing to grow and

steadily expand despite this recent slowdown (Fig. 2).

Fig. 2: Government GDP growth rate targets and

Fig. 1: GDP and major economic indicators (quarterly) actual results
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sales of consumer goods is indexed using the retail Source: National Bureau of Statistics of China, CEIC, and the
price index (RPI) . NPC

Source:  National Bureau of Statistics of China, CEIC http://www.npc.gov.cn

A glance at contribution levels by demand item over January—June shows the contribution of final consumption
hitting +3.8% , down 0.4%Pt on the +4.2% figure recorded in Q1, while the contribution of net exports came in at
+1.3%Pt, down 0.2%Pt on QI’s figure of +1.5%Pt. At +1.2%Pt, though, the contribution of gross capital
formation was up 0.4%Pt on Q1°s figure of +0.8%Pt. A glance at the details shows the contribution of domestic
demand unchanged at +5%Pt in both January—March and January—June, with the slowdown from +6.5% to +6.3%

instead connected to a -0.2%Pt slide in the contribution of external demand (Fig. 3).

1 NBS, July 15, 2019, “National Economy Maintained the Stable and Progressing Momentum in the First Half of 2019~
http://www.stats.gov.cn/english/PressRelease/201907/t20190715_1676034.html
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A breakdown by sector shows the primary industry growing by +3.0% over January—June, up on the +2.7%
figure recorded in Q1, though growth in the secondary sector fell from +6.1% in Q1 to +5.8%. At +7.0%, growth

in the tertiary industry was unchanged on Q1 (Fig. 4).

Fig. 3: Breakdown of GDP by demand item Fig. 4: GDP by sector
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Source: National Bureau of Statistics of China, CEIC

- Production, investment and consumption all grew at a slightly faster pace

June’s economic indicators improved slightly overall on the previous month. At +6.3%, value-added industrial
production in June was up on May’s +5.0% (the m-0-m figure was +0.7%) (Fig. 5). NBS spokesman Mao
Shengyong said industrial production had been pulled higher by +9.0% growth in the hi-tech manufacturing
sector?.

At +5.8% (June: +6.3%), nominal fixed asset investment in January—June was up on January—May’s +5.6% (the
m-o0-m figure was +0.4%). At +4.1%, investment in infrastructure construction was up slightly on the 4.0% figure

recorded in January—May, with manufacturing investment also edging up from 2.7% to 3.0% (Fig. 6).

2 NBS, July 15, 2019, “EIR %Ki+ /H#FE A5 AR 2019 F£ LEFERAFESITIEREICEIE (An NBS Spokesperson Answers
Journalist Questions about Economic Performance in 1H, 2019)”
http://www.stats.gov.cn/tjsj/sjjd/201907/t20190715_1676116.html
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Fig. 5: Value-added industrial production Fig. 6: Fixed asset investment
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Source: National Bureau of Statistics of China, CEIC

Nominal retail sales of consumer goods grew by +9.8% in June, up on May’s +8.6% (the m-o-m figure was
+1.0%) (Fig. 7). NBS spokesman Mao Shengyong explained that “with the national standards for pollutant
discharge of motor vehicles switched from Stage V to VI, promotional efforts (price cuts, etc.) were stepped up in
June to increase automobile sales...driving the total retail sales of consumer goods to increase about 1.6
percentage points.” Internet retail sales of goods and services hit RMB 4,816.1 billion over January—June (goods:
RMB 3,816.5 billion; services: RMB 999.6 billion), with net shopping growing by +21.6% to account for 19.6%
of total retail sales of consumer goods (RMB 19,521.0 billion, +8.4%)3.

Sales of new vehicles hit 2.0560 million in June (-9.6%). This represented an improvement on May in terms of
both numbers and the y-o-y result (May: 1.9126 million and -16.4%) (Fig. 8). Sales were boosted when car
showrooms rushed to slash their inventories ahead of the introduction of new emissions standards in some regions
in July, though sales might drop back again in July. Sales had trended upward until 2017 (28.941 million and
+3.6%), but in 2018 they hit 28.0398 million (-3.1%) to record the first y-0-y decline since 1990, with the pace of
the contraction then hitting -12.4% (12.318 million) over the first half of 2019. The slowdown was probably
because the tax break on purchases of small passenger vehicles (instituted in October 2015) was abolished at the

end of 20174, with consumer sentiments also hit by uncertainty about US/China trade frictions. On July 10, the

3 NBS, July 17, 2019, “Total Retail Sales of Consumer Goods up by 8.4 percent in First Half of 2019~
http://www.stats.gov.cn/english/PressRelease/201907/t20190717_1676774.html

4 On December 15, 2016, the Ministry of Finance and the State Administration of Taxation announced that the tax cut on purchases
of new vehicles with low emissions would be extended one year to the end of 2017. However, the tax rate will rise from 5% to 7.5%,
so the size of the cut (compared to the normal tax rate of 10%) will be halved in 2017 (2.5%). Ministry of Finance: “XF®E 1.6 F
RUATHERAEERMEFAEE (Circular on the Lowering of the Purchase Tax on Passenger Vehicles with Emissions of
1,600cc or Less)”

http://szs.mof.gov.cn/zhengwuxinxi/zhengcefabu/201612/t20161215 2483048.html

On September 29, 2015, the State Administration of Taxation issued Notice No. 104 [2015]. This announced that the purchase tax on
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China Association of Automobile Manufacturers (an industry body) said sales in January—June had fallen below

forecasts, with sales of new vehicles in 2019 expected to slide on the previous year®.

Fig. 7: Retail sales of consumer goods; retail sales by Fig .8: Number of vehicles sold
item; floor space of residential building sold (by passenger vehicles and commercial vehicles)
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» The price of new homes grew at a slightly slower pace across all tiers of city

At -1.8% (757.86 million m?), the floor space of residential buildings sold posted negative growth in January—
June after previously recording positive growth of +7.7% in 2017 and +1.3% in 2018. Housing sales bottomed out
and began recovering in April 2015 following measures by the authorities to prop up the real-estate market. The
People’s Bank of China (PBC) lowered deposit and lending rates six times from November 2014, for instance,
while the (lowest) down payment rate for second homebuyers was cut from 60% to 40% (March 30, 2015) and the
down payment rate for first-time homebuyers was also lowered to 25% (September 30, 2015). Thereafter, buying
restrictions pioneering in Shanghai and Shenzhen in March 20166 subsequently spread to other cities with surging

house prices’, with the restrictions being tightened further®.

passenger vehicles with emissions of 1,600cc or less would be lowered from 10% to 5% from October 1, 2015 to the end of 2016.
http://www.chinatax.gov.cn/n810341/n810755/c1827947/content.html

5 China Association of Automobile Manufacturers, July 18, 2019, “CAAM Monthly Press Conference (July 2019) Held in Beijing”
http://www.caam.org.cn/chn/21/cate_158/con_5225106.html

6 On March 25, 2016, the down payment rate for second homebuyers was lifted from 40% to 50—-70% in Shanghai. Shenzhen has
lifted the down payment rate for second homebuyers from 30% to 40%. Both moves represent a tightening of restrictions on
purchases by non-resident buyers.

7 Similar tightening measures have also spread to cities with conspicuous house price inflation, with Xiamen, Nanjing and Hefei
introducing similar regulations from the end of April to mid-July 2016, for example. Reference: Economic Information Daily, July 14,
2016, “EHb I EN M EEERSE R THEERHEERELZ (China’s acute property price bifurcation problem: Main
real-estate measures in 2H influenced by the regional policies)”, etc.
http://www.china.com.cn/shehui/2016-07/14/content_38877726.htm

People's Daily on October 11, 2016 entitled “PRUE. BREY, AHAEH 20 WML FZHE #HHHE EIER (Restrictions on
housing purchases and loans recently introduced in 20 cities: Restrictions geared to meet the circumstances of each city).”
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In June, all 70 cities surveyed saw the price of new homes rising on the previous year, a four-month trend that
began in March. At +4.4% in first-tier cities (May: 4.8%), +11.4% in second-tier cities (May: 12.8%) and +11.4%
in third-tier cities (May: 11.7%), growth was down slightly on May across all tiers of city (Fig. 9)°.

On a monthly basis, 63 of the 70 cities surveyed saw the price of new homes rising, down from 67 in May. Two
cities saw prices moving flatly on the previous month (up from one in May), while five cities saw prices falling on

the previous month (up from two in May) (Fig. 10)%°.

Fig. 10: Number of cities recording m-o-m changes
in sales prices of residential buildings
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Source: CEIC

- Imports and exports both contracted
Exports dipped by -1.3% ($212.84 billion) and imports by -7.3% ($161.86 billion) in June, with exports and

imports both down on the previous year and the trade balance hitting $50.98 billion (Fig. 11). The accumulative

figures for January—June show exports up +0.1% ($1,171.2 billion) and imports down -4.3% ($990.0 billion), with

Restrictions on housing purchases were introduced in 20 cities at the time the article was written.
http://www.fangchan.com/news/6/2016-10-11/6191397283909931925.html

8 The 21st Century Business Herald, March 20, 2017, “Jt Rz R IAIE AB AL THELEEHEERR (Checks on
housing and loan records: Beijing’s strictest real estate controls set to chill housing markets nationwide in 2H).” Beijing has
introduced ‘the toughest controls in history.” It lifted the down payment rate for second home purchases to at least 60 percent on
March 17, for instance, with the rate lifted to at least 80% for buyers who will not be living at the property. Furthermore, the city has
also suspended issuances of mortgage loans for individuals with maturities of 25 years or more, while homes bought by companies
cannot be resold for at least three years.

http://epaper.21jingji.com/html/2017-03/20/content_58356.htm

9 Of the 70 cities surveyed, the following three cities saw the fastest home price growth: Xian +25.1%, Dali +22.9%, Sanya +22.6%
(June).

10 NBS, July 16, 2019, “Sales Prices of Residential Buildings in 70 Medium and Large-sized Cities in June 2019”
http://www.stats.gov.cn/english/PressRelease/201907/t20190716_1676345.html

From January 2018, the data no longer includes the sales price of affordable housing.
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China’s trade surplus up 33.9% on the same period last year at +$181.16 billion.

When it came to the export commodity structure, the Ministry of Commerce stated that “(1) trade with
belt-and-road countries rose by +9.7% while trade with the EU climbed by +11.2% and trade with the US dipped
by -9.0%; (2) general trade exports grew by +9.5% and their contribution to the total export figure also rose by
+5.2%Pt, with general trade exports accounting for 58.8% of all exports, up 1.8%Pt on the same period last year;
(3) the distribution of export-creating regions grew more balanced, with exports from the central and western
regions rising by +13.4% (up +1.1%Pt) to account for 17.5% of the total figure, while exports from eastern China
grew by +4.7% to account for 82.5% of the total; (4) the export item structure continued to improve, with exports
of high-quality, high-added-value goods (such as new-energy vehicles, integrated circuits, processing machinery,
excavating equipment, medical machinery, and industrial robots) growing at a fast clip (in particular, the average

export price of new-energy vehicles was six times higher than the price of traditional vehicles)*.”

Trade with the US (exports and imports) continued to fall sharply, though exports to Asia expanded (Figs. 13

and 14).

Fig. 11: Imports/exports; trade balance

30% Y-0-y change, %)

(USD 100 million) 1.400

25%
20% 4
15%
10% A
5% -

0% i
5% -
-10% A
-15%

-20% i

-25%

3 Trade balance (right axis)
=O==Exports (left axis)
—— Imports

F 1,200
- 1,000
- 800
I 600
- 400
- 200
ro

F -200
I -400
- -600
- -800
F -1,000

2* 4 6 8 10 12*

16

4 6 81012 4 6 8 1012* 4 6
18 19

* The figures show the trade balance and a same-period
previous-year comparison of the cumulative results for
January—February.

-1,200

16%

14% 1
12% 1
10% 1
8%
6% 1
4% A
2%

0%

-2% A
4% A
6% -
-8% 1
-10%
-12% 1

-14%

Note:

Fig. 12: CPI, PPI

(Y-0-y change, %)

~=@—PP|
—=—PPI: Raw material

'
'
'
|
v |
\ '
\ /
AN 4

6 1.
11

‘zel‘zsltel‘zu‘m 46 8101‘!2 46 8101‘22 46 slol‘zz 4
12]13]14]15 16 17 18 19
The data from June 2011 to 2015 only shows the

quarterly (March, June, September and December)
figures.

Source: China Customs Statistics Source: National Bureau of Statistics of China, CEIC

11 The Ministry of Commerce, July 12, 2019, “F & &BIM AR faSx A1k 2019 - E R EFFHEXINR ZHER (MOFCOM Department
of Foreign Trade Comments on the Foreign Trade Situation of China in the First Half of 2019)” Monetary amounts and rates of
change are RMB denominated.

http://www.mofcom.gov.cn/article/ae/sjjd/201907/20190702881436.shtml
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Fig. 13: Exports by major region Fig. 14: Imports by major region
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+ CPI growth remained high, though PPI growth slowed

In June, CPI (Consumer Price Index) growth hit +2.7%, unchanged on May’s figure. At +2.2%, the average for
January—June was below the government’s target of +3.0% (Fig. 12). At -0.1% m-o-m, CPI growth dipped into
negative territories on a monthly basis (May: +0.0%). A breakdown of the CPI data shows food price inflation
accelerating to +8.3% (May: +7.7%). The price of fruit rose even faster at +42.7% (May: +26.7%), though
vegetable prices grew at a slower pace at +4.2% (May: +13.3%). At +21.1%, pork price inflation continued to
accelerate, up from +18.2% in May (Figs. 15 and 16). At +1.4%, non-food prices grew at a slightly slower pace in
June (May: +1.6%).

The impact of the pork cycle'? waned after a peak in May 2016, though it bounced back after bottoming out in
June 2017. Pork prices fell further into negative territories again from March 2018, though the pace of this
contraction slowed from May 2018 and prices grew again from December 2018, with the trend shifting slightly
during the ongoing phase of price declines. During this time, pork production recorded two consecutive years of
negative growth in 2015 and 2016. It then picked up by +0.5% in 2017 to hit 54.52 million tons, though it dropped
back by -0.9% in 2018 to hit 54.04 million tons.

In June, PPI (Producer Price Index) growth hit +0.0%, down on May’s figure of +0.6%. According to the NBS*?,
a y-0-y comparison for June shows: prices rising at a slower m-o-m pace when it came to the mining and washing
of coal (+3.4%) and non-metallic mineral products (+2.5%); prices shifting from positive to negative growth when
it came to the processing of petroleum, coking and other fuels (-1.9%), the extraction of petroleum and natural gas

(-1.8%), and the manufacture and processing of ferrous metals (-0.5%). The NBS also explained that the +0.0%

12 This is a cycle whereby: farmers respond to lower pork prices by raising fewer pigs—supply falls and prices rise—farmers
increase output—supply increases and prices stabilize—farmers raise fewer pigs.

13 NBS, July 10, 2019, “EIR %Ki+ Bl R K E B EIEL 2019 £ 6 A1 CPI. PPI #4E (Dong Yaxiu, Head of the Urban
Division of the NBS, Deciphers the June 2019 CPI and PPl Data)”
http://www.stats.gov.cn/tjsj/sjjd/201907/t20190710_1675201.html
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PPI growth in June was the combined result of price changes on the previous year (+0.3%Pt) and new price rises
(-0.3%pPt).

At a press conference on July 15, NBS spokesman Mao Shengyong said that although PPI had risen by +0.3%
over January-June, the relation between supply and demand would be impacted by the international environment
(including international commodity market conditions) going forward, with prices likely to continue fluctuating at
a gentle pace. He also explained that the CPI and PPI data would rise at a gentle pace and move stably on the
whole in future, adding that economic growth would only slow slightly over the second half of the year and would
still come in at a world-beating +6.3%. As such, the spokesman indicated that China was not facing any

particularly deflationary or inflationary conditions.

Fig. 15: CPI; Growth contribution by item Fig. 16: Food prices
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- New bank loans saw a net increase, with total social financing also expanding slightly

According to the PBOC, M2 money supply growth hit +8.5% in June, unchanged on May. New bank loans
increased by a net RMB 1,660.0 billion in June, up from RMB 1,180.0 billion in May (Fig. 17).

Total social financing, which includes funds procured from non-bank sources, rose to a net RMB 2,260.0 billion
in June, up on May’s figure of RMB 1,395.2 billion. A glance at the details reveals that: RMB loans, corporate
bonds and local government revenue bonds grew at a faster pace; entrusted loans went from contraction to

expansion; and foreign currency loans went from expansion to contraction. Trust loans fell for the 18th straight

14Same as footnote 2. It is likely Mao Shengyong was also trying to allay concerns about stagflation (the simultaneous occurrence of
an economic recession and inflation) with his comments.
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month, with banker’s acceptances also decreasing at a faster pace. Non-financial-institution equity issuances grew
at a slower pace compared to May (Fig. 18).

Fig. 17: Financial institution lending; Fig. 18: Total social financing
the money supply (net increase and decrease)
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Foreign exchange reserves stood at $3,119.23 billion at the end of June, up $18.23 billion on May. SAFE Press
Spokesperson Wang Chunying said the dollar had weakened and asset prices had risen in international finance
markets on the global trade environment and the currency policies of major central banks, for example. She
explained that foreign exchange reserves had swollen as a result of these fluctuations in exchange rates and asset
prices®® (Fig. 19).

15 The State Administration of Foreign Exchange, July 8, 2019, “EIRINCEIEFFE LS A BEKITEERIER 2019 F 6 A
INCHEZR BT EIBE R BT EB) (SAFE Press Spokesperson and Chief Economist Wang Chunying answers journalist questions
about foreign exchange reserve movements in June 2019.)”

http://www.safe.gov.cn/safe/2019/0708/13588.html
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Fig. 19: Foreign exchange reserves
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Source: People's Bank of China, CEIC
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2. The policy response: The authorities will stick with their previous policy response for now; reforms will
be promoted toward 2020

At +6.3%, the real GDP growth rate fell within the government’s target range in the first half of 2019.
Nonetheless, growth slowed to +6.2% in the second quarter, with discussions now under way about whether to
introduce some new economic policies. Recent comments by key figures suggest the authorities are prepared to
tolerate some economic slowing as they prioritize structural reform in the run up to 2020, when these reforms are
set to be completed.

» The government will focus on implementing already-introduced economic measures (Li Kegiang)

During his speech at the opening ceremony of the Annual Meeting of the New Champions 20196, held at
Dalian on July 2, Premier Li Kegiang recognized that the Chinese economy faced new headwinds, but he added
that “we must implement well the macro policy measures we have introduced...and do a good job in anticipatory
adjustment and fine-tuning in order to create conditions for the steady operation of the economy. This does not
mean that we will resort to massive stimulus measures, or return to the old approach of expansion in scale and
inefficient growth.” As such, he suggested the priority for now would be on the implementation of the economic
measures launched around the time of the National People’s Congress in March (a package totaling around RMB 2
trillion, including tax cuts and cost reductions), with the government not introducing any new stimulus above and
beyond these measures.

« There is just one year to go to achieve decisive results regarding reforms (Xi Jinping)

At a meeting held to review the reform of party and state institutions on July 5, Xi Jinping said there was just

over one year to go to achieve decisive results in reforms in crucial areas and key links by 2020, with the general

16 China Net, July 4, 2019, “Full text of Premier Li Keqiang’s speech at the opening ceremony of Annual Meeting of the New
Champions 2019” http://english.gov.cn/premier/speeches/2019/07/04/content 281476747574784.htm China Net, July 6, 2019, “Z=5g
SRTE 2019 FEFIAAHRIEARRARFHIBFHFEEECMAREERLE. &6 8E. EFFRRNEZRER
(Premier Li Kegiang Answers Questions and Exchanges Opinions with Representatives from the Fields of Business, Finance, Think
Tanks and the Media After a Special Speech at the Opening Ceremony of the Annual Meeting of the New Champions 2019)”
http://www.gov.cn/premier/2019-07/06/content_5406845.htm
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secretary calling for strength to be focused on pursuing these reforms’. 2020 is deadline for the Three Tough
Battles strategy'®, which centers around the prevention and elimination of major risks (predominantly financial
risks; see the last report). At the Third Plenary Session of the 18th Central Committee of the Communist Party of
China (Third Plenum)®, held in November 2013, the government also announced it would enhance the decisive
role of market mechanisms in resource allocation. At the time, the government announced a major reform plan
covering 60 aspects, including enhancing market structures, transforming government functions, reforming fiscal
and tax budgets, integrating rural and urban development, and constructing new liberalized economic structures.
2020 is also the deadline for achieving results in these areas.

For now, the authorities will continue to pursue measures already introduced. Provided the employment and
earnings environment remains stable, it seems the authorities are prepared to tolerate some economic slowing as
they promote reforms in the run up to 2020.

Mihoko Hosokawa, Research Executive; Advisory Department, Mizuho Bank (China), Ltd.

Disclaimer & Confidentiality

1.  Legal and accounting advice: The information contained herein does not incorporate advice on legal, accounting or tax issues. You
should obtain your own independent professional advice on the legal, accounting and tax aspects of this information.

2. Confidentiality: The information contained herein is given for general informational purposes only and shall be kept strictly confidential.
This information is intended for your company’s internal use only, and the disclosure to any third party is strictly prohibited.

3. Copyright: The information contained herein is, as a general rule, the intellectual property of MHBK (China), and may not be copied,
duplicated, quoted, reproduced, translated, or lent, in whole or in part, in any form or by any means for any purpose whatsoever without
prior consent.

4. Limitation of liability:

(@ The information contained herein was obtained from information sources deemed reliable by MHBK (China) but in no way is the
accuracy, reliability or integrity of such information guaranteed. MHBK (China) disclaims any liability whatsoever for any damage
arising out of or relating to this information. Moreover, the analysis herein is hypothetical and is not intended as an indication of the
certainty or completeness of the results thereof.

(b) Please note that information to be disclosed hereafter, appraisals, the opinions of credit rating agencies, and/or changes in the system
and/or financial environment may necessitate substantial modification to the relevant processes and/or schemes, which may have the
effect of rendering the analysis herein ineffectual. Further, this information is not intended to be an exhaustive statement of the risks to
which your company is exposed.

5. The information contained herein does not constitute a solicitation or offer by MHBK (China) to buy or sell any financial instruments or to
provide investment advice or service.

17 China Net, July 5, 2019, “Xi stresses consolidating achievements in reform of Party, State institutions”
http://english.gov.cn/news/top_news/2019/07/05/content_281476749819736.htm

18 Three tough battles = Preventing major risks, targeted poverty alleviation and pollution control.

19 China Net, November 15, 2013, “rfrdt ik F 2 HRW N ESR TEKREIREAIRE (Decision of the CCCPC on Some Major
Issues Concerning Comprehensively Deepening the Reform”

http://www.gov.cn/jrzg/2013-11/15/content_2528179.htm

China Net, November 12, 2013, “FEH =R E+/\BFRERRE=XLEHR LA (Communiqué of the Third Plenary
Session of the 18th Central Committee of the Communist Party of China)”
http://www.gov.cn/jrzg/2013-11/12/content_2525960.htm
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