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Update: China Monthly: Rising challenges will trigger more policy sasing in 2018

divergence in monetary policy between China and US
will likely make financing of external debt increasingly
more expensive. According to the BIS data, as of June
2015, China's cross-border borrowings were around
USD12trn in Q2 2015, Although it is likely the 30
number would have declined, the overall size of short-
term debt remains guite sizeable. Second, China is
likely to continue to face the impossible trinity —
explicit monetary easing through interest rate’'RRAR cuts
directly conflicts with its FX policy to keep USD/CMY
spot stable, while opening up the capital account. In
our view, the persistent desire to limit CNY weakness
will continue to increase the risk of misalignment in
monetary conditions with fundamentals, increasing
vulnerability to possible policy mistakes and triggering
further capital outflows. We believe the Chinese
authorities will have to be more accommodative to a
weaker EMB so that they can ease monetary policy
more to help the slowing economy.

Linar Lid, Hong Kong —
Parry Kajodicle, Hong Kong,
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{China: Deutsche Bank forecasts
2014 2015F 2016F 20M7F
Mational income

Nominal GDP (USD bn) 10,357 10,924 11,218 11,887
Fopulation (m) 1,365 1,376 1382 1,388
GDFP per capita (USD) 7.8663 7938 8115 8562
Real GDP (YoY%)" 7.3 7.0 6.7 6.7
Frivate consumption B.5 76 1.7 7.8
Government consumption 4.4 f.2 1.2 I
Gross capital formation 7.2 6.3 8.1 6.1

Export of goods & senices 4.7 -1.2 5.0 EEB
Import of goods & services 27 -103 7.2 1.5

Prices, Money and Banking

CPI (Yo%) eop 1.5 1.5 1.8 1.9

CPI (YoY%} ann avg 20 1.4 1.8 1.8

Broad monay (M2) sop 123 13.6 12.7 12.4

Bank credit (YoY%) eop 134 14.7 14.0 13.8

Fiscal Accounts (% of GDP)

Budget surplus -1.8 3.2 3.5 3.5
Government revenue 220 22.5 225 226
Govarnmant axpenditune 241 28.7 26.0 26.1

Primary surplus -1.4 2.7 3.0 -2.9

External Accounts (USD

Merchandize exports 2342 22 2372 2474

Merchandise imports 1,052 1,648 1,730 1,848

Trads balance 333 633 633 626
% of GDP 3.7 58 56 53

Current account balance 3213 3805 3141 297.2
% of GDP ai 33 2.8 25

FDI {met) 2087 2060 2244 2377

FX reserves (eop) 3,899 3470 3500 3600

FX rate {eop] USD/CNY 6.1 6.4 8,7 6.7

Debt Indicators (% of GDP)

Government Debt’ 37 396 400 406
Domestic 36.9 38.4 38 40.3
External 0.2 0.2 0.2 0.2

Total external debt BE 155 16.0 16.5
in LS br BIE 1683 1,738 1961
Short-tarm {% of total) 624 70.0 70.0 T70.0

General (YoY%)

Fixed asset im"t (nominalk 18.7 106 10,5 10.5

Fatail sales {naminall 120 106 11.4 1B

Industrial production (realk B3 6.3 6.2 6.2

herch exports (USD nominal) 6.0 -6 4.0 43

Merch imports (USD 05 -168 B.5 6.2

Financial Markets (sop) Current 16Q1F 180Q2F 168Q4F

1-year deposit rate 1.50 1.50 1.50 1.00

10-vear yiald (%) 3.18 3.00 3.00 280

USDICHNY 6.40 G.40 .50 6.70
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