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« Qver the past few years, particularly since the onset of the pandemic, China and the
United States have been confronted with different macroeconomic conditions, and have

taken different policies.

« Currently, the world’s largest two economies are in significantly distinct phases of their

business cycles.
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Labor Market

* From the onset of the COVID-19 pandemic

16.0%
in 2020 until mid-2021, unemployment in the 14.0%
U.S. was significantly higher than in China. 12.0%
10.0%
Unemployment in China remained relatively 8 0%
stable. 6.0%
4.0%
* However, while the U.S. job market remains 2 0% |
strong, China's unemployment rate 0.0% ' ' ' ' | | | |

19-07 20-01 20-07 21-01 21-07 22-01 22-07 23-01 23-07
rebounds slightly from the second half of

2021.

e Ching === J.S.

Fig. 1: Unemployment Rates of China and U.S.

Source: National Bureau of Statistics of China, U.S. Bureau of Labor Statistics
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Non-synchronization of China-U.S. Business Cycles

Labor Market

» Since the end of 2021, U.S. unemployment
rate has been consistently below its natural

rate level, indicating a hot labor market.

* In contrast, China's labor market is facing
significant challenges; especially, the
unemployment rate for individuals aged 19-

24 has surged to 20 percent.

Source: National Bureau of Statistics of China, U.S. Bureau of Labor Statistics
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Fig. 2: U.S. Unemployment Rate and the Natural Rate of Unemployment.
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Fig. 3: China Unemployment Rates
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Inflation

 From 2020, U.S. inflation rose sharply, peaking in R0, -
mid-2022, and then started to fall, while % [
6% |

inflationary pressures continued to remain high »

consistently. 4%
3%
2%
remained low and faced deflationary pressures, 1%
0%

-1% *=
onwards. 19/7 19/11 20/3 20/7 20/11 21/3 21/7 21/11 22/3 22/7 22/11 23/3 23/7

» In contrast, inflation in China has consistently

sharply declining from the second half of 2022

@ China: CP] @ China: Core CP] e (J S . PCEPI U.S.: Core PCEPI

Fig. 4: Inflation Rates in China and U.S.

Source: National Bureau of Statistics of China, Federal Reserve Bank of St. Louis
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GDP Growth

 The GDP growth rate of U.S is above its 5.0%

4.0%
potential growth rate since 2022. 3.0%
2.0%

 The GDP growth rate of China is below its 1.0%

0.0%
potential growth rate since 2022. 0%
-2.0%
-3.0%

-4.0%
-5.0%

-6.0% -
2017 2018 2019 2020 2021 2022 2023

@ (Ching e [J.S.

Fig. 5: The Gap between GDP Growth Rate and Potential Growth Rate

Source: Chen. et al. Macroeconomic Policy Evaluation Report 2023, CBO, IMF
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Asset Prices

« Since late 2021, there has been a clear uptrend
in U.S. house prices and a corresponding

downtrend in Chinese house prices.

« The divergence in stock market indices is also
clear. Since late 2022, the US stock market has
rebounded strongly overall, while the Chinese

stock market has consistently underperformed.
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Fig. 6: House Prices in China and U.S.
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Fig. 7: Stock Market in China and U.S.

Source: Federal Home Loan Mortgage Corporation, S&P Global, National Bureau of Statistics of China, China Securities Index Co., Ltd.




“CMF Non-synchronization of China-U.S. Business Cycles
VN ¢

China Macroscanomy Forum
Pl A

Monetary Policy o

1.0%

« Since 2022, there has been an opposite general tone 0.0%

& » @

. - . . . e & N ® ©
of monetary policy prevailing in China and the United A A

States.

@ China: DRO(Q7 s [J.S.: EFFR

Fig. 8: U.S. and Chinese Monetary Policy Target Rates
 The Federal Reserve has largely adopted a tight

5.0%

monetary policy due to high inflation and excess e

4.5% F
demand. \—

4.0%

* In contrast, China has employed loose monetary policy
3.5%

to stimulate its economy.
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Fig. 9: LPR (Loan Prime Rate) of China
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« The contrast in monetary policy between U.S. and China is evident in the table provided. The
Federal Reserve strives to increase interest rates to control economic overheating. Meanwhile,
the People's Bank of China persists in reducing interest rates to boost the economy.

Table 1. Monetary Policy Operations in U.S. and China

The Federal Reserve PBoC
2021/11 Taper began
202112 reserve ratio -0.5%, 1-year LPR -5BP
2022/01 1-year LPR -10BP, 5-year LPR -5BP
2022/03 Taper ended;, EFFR target range +25BP
2022/04 reserve ratio -0.25%
2022/05 EFFR target range +50BP 5-year LPR -15BP
2022/06 Launch a balance sheet reduction, EFFR target range +75BP
2022/07 EFFR target range +75BP
2022/08 1-year LPR -5BP, 5-year LPR -15BP
2022/09 | Accelerate balance sheet reduction, EFFR target range +75BP
2022/11 EFFR target range +75BP
2022/12 EFFR target range +75BP reserve ratio -0.25%
2023/02 EFFR target range +75BP
2023/03 EFFR target range +75BP reserve ratio -0.25%
2023/05 EFFR target range +75BP
2023/06 1-year LPR -10BP, 5-year LPR -10BP
2023/07 EFFR target range +25BP
2023/08 1-year LPR -10BP
2023/09 reserve ratio -0.25%

Source: Organised by the author himself
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Historical Trends in China-U.S.
Business Cycles

20%

* The synchronization of global business cycles has 15%
intensified in recent decades, with aggregate output’s 10%
growth and decline showing increasingly similar patterns 50,
across countries and regions. 0%

» This trend is the result of the gradual deepening of global %

trade linkages, increased global financial integration, and -10%

-15% -
1992 1996 2000 2004 2008 2012 2016 2020

econom |eS arou nd the World - e==== China === Brazil India Germany == France UK. Japan U.S.

greater coordination of macroeconomic policies among

Fig. 10: Economic Growth Rates in Selected Countries

Source: World Bank
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16%

Historical Trends in China-U.S. *
n 10%
Business Cycles
6%
4%

. A . . . . 2% I\/W\
While international economic cycles are increasingly o I A W S .
_2% L
_4% L
1992 1996 2000 2004 2008 2012 2016 2020

synchronized on a global scale, this is not always the case

between China and the United States.

China U.S.

* Infact, it could be argued that in many instances, the Fig. 11: GDP Growth Rates of China and U.S.
economic tendencies of the two economies have been nearly

the opposite.

* Only around the 2008 global financial crisis (GFC) and the

COVID-19 outbreak have the economic cycles of China and

U.S been largely synchronized.
1992 1996 2000 2004 2008 2012 2016 2020

China Us.
Fig. 12: De-trended Growth Rates of China and U.S.(using HP filter)

Source: World Bank
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Historical Trends in China-U.S.
Business Cycles

* In terms of Coincident Economic Index and growth rates of industrial output a similar pattern is shown: It was solely during the

GFC and the COVID-19 pandemic that the U.S. and China were economically synchronized.
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Fig. 13: Growth Rates of Coincident Economic Index Fig. 14: Industrial Growth Rates of China and U.S.

Source: CEIC
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Historical Trends in China-U.S.
Business Cycles

* For along period before the start of COVID-19, the growth rates of consumption and M2 in the two countries followed different

trends and rarely coincided.

30% 40%
25% 35%
20% 30% b
15% 259 |
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5% 15%
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-5% 5%
-10% “ 0(%)Illlllllllllllllllllllllllllll
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=== (China: Real TRSCG === U.S.: Real PCE China U.S.
Fig. 15: Consumption Growth Rates of China and U.S Fig. 16: M2 Growth Rates of China and U.S.

National Bureau of Statistics of China, Federal Reserve Bank of St. Louis, PBC
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Why do business cycles of China and U.S. diverge?

* Three reasons:
O China's internal structures (different from U.S.)

O External environments (asymmetric between China and U.S.)

O Strict capital control of China
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China's internal structures

* In comparison to U.S., China's rigorous and prolonged responses to the
COVID-19 pandemic have saved a lot of lives, at the price of more negative
and persistent impacts on China’s economy.

* As a large and developing economy, China is currently encountering several

major difficulties during its development transitions:

O Potential growth rate declines persistently.

O High reliance on foreign trade which, however, reaches its peak.

O Demographic transition: ageing process exceeding expectations, negative population growth.
O The contraction of the housing markets.
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External environments

« Currently, the relationship between China and U.S. is tense due to U.S. government’s
hardline stance towards China: trade war, technology was, etc. Western nations follow.
These have asymmetric economic influences on U.S. and China.

* The military conflict between Russia and Ukraine and the resulting risks and
uncertainties also have asymmetric influences on U.S. and China: inflation for U.S., USD
appreciation but RMB depreciation as a result of soaring global risk aversion.
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Strict capital control of China

* To ensure the independence and effectiveness of Chinese monetary
polices;

« To guard against financial risks.

« As a result, separate Chinese economy from global financial cycles and
business cycles to a certain degree.
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Dollar Strengthens,
Other Currencies Depreciate

* During the period of the last Fed interest rate hikes

between 2016 to 2018, RMB slumped more than 9% from 5
. 0 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1
March 2018 to December 2018, also under the influence of 2583558335833 583583:5583:553:5288
China-US trade war. ST T T oo oo oo anaaaaamoaad
Fig. 17: Fed Target Rate (Sep 2015-Sep 2023)
* This time (after 2022), RMB hovered close to record lows s r 7.6
. . . . 7.4
against the US dollar in October 2022. This devaluation 110 - Sy
amounted to a depreciation of more than 15% compared to 105 1 /\/ 7
its value prior to the rate hike. Since the beginning of 2023, 100 jV\ 68
6.6
RMB has encountered a decrease of approximately 8% in T /’,\ s
its value against the dollar. 0 6.2
85 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 6
2582522552858852255%8:5232355¢2
N O O O >0 NN DN OO OO == — AN AN N NN
~~~~~~~~~~~~~ [o\lN e\l e B e\ N e\l e\ Nl e N e\ NNe B e BN e\ NEQ\]
=== US Dollar Index(Left) Offshore RMB(Right)

Fig. 18: US Dollar Index and the USD to Offshore RMB (Sep 2015-Sep 2023)

Source: Bloomberg.
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Fig.19: Emerging Markets and Developing Economies Exchange Rates (1 USD to selected currencies, Mar 2023—-Sep 2023)

The RMB is not the only currency that has depreciated. In emerging markets and developing economies such as Indonesia, India
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Impacts on International Financial Markets

Global Capital Flow

« The Fed has spent more than one year raising
rates and indicated in September 2023 that it may
introduce one more hike.

« The yield on 10-year US Treasuries have been
surging, reaching 4.8% in October 2023, the
highest level since August 2007.

 Dollar assets have become more attractive.

0.5

0

| | | | | | | | 1

22-03 22-05 22-07 22-09 22-11 23-01 23-03 23-05 23-07 23-09

Fig.20: The Yield on 10-year US Treasuries (Mar 2022- Sep
2023)

Source: Bloomberg.
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Global Capital Flow

Emerging markets face the risks stemming from high
external borrowing costs and pressures from policy
tightening in advanced economies. In some frontier
markets and low-income countries, defaults followed.
According to the IMF, local currency bond outflows were
substantial in emerging markets in 2022, and five
countries (Belarus, Ghana, Malawi, Russia, Sri Lanka)

defaulted on their sovereign debt in 2022. Chad and

Ethiopia, which were not in default, also sought

3933858533229z 8938388533

- - 888888888388 833383833838¢G
preemptive debt restructuring.

* According to the IIF, portfolio flows to emerging markets Fig. 21: Portfolio Flow to Emerging Markets ($ billion)

fell sharply in 2022 but resumed in 2023. However,
sentiment appeared to deteriorate in August and

September.

Source: International Monetary Fund (IMF), The Institute of International Finance (lIF)
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Impacts on International Financial Markets

Global Capital Flow

« The Fed rate hikes drove foreign portfolio outflows in
Asian markets, such as Indonesia, Malaysia, Philippines
and Thailand. In Asia, Thailand stocks have seen more
than 4.5 billion dollars foreign outflows this year (2023)
so far.

« However, this time not as serious as before: the role of
Basel Ill, bank capital flows in emerging market are

limited.

20

15

10

-10

India Korea Indonesia ~ Malaysia  Philippines  Thailand

Fig. 22: Foreign Flows across Asian Equities ($ billion, YTD)

Source: Bloomberg Intelligence.
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Weaken the Confidence of Market Agents

- International confidence: China’s economic growth forecast Table 2: Forecasts for China’s Growth

has been downgraded. 2023 2024 2025
* In October 2023, The World Bank has maintained its forecast Goldman Sachs Group 5 4 45 4
for China’s 2023 economic growth at 5.1 percent, but cuts IME 50 12 11
China growth forecast for 2024 to 4.4 percent from 4.8 percent. N T Bak X 17 ;
IMF also revised its forecast for China's growth from 5.2 to 5.0
Bloomberg Composite 5 4.5 4.5
in 2023, and from 4.5 to 4.2 in 2024.
_ _ HSBC 4.9 4.6 4.4
 “China and east Asia are set to grow at one of the slowest
rates in five decades as India and south Asia soar.”- The S&P Global 4.8 44 >
Financial Times Morgan Stanley 4.7 4.2 /
«  “China’s economy is struggling.” — The Economist Barclays 4.5 4 /
« To a certain extent, it would strengthen the "courage" of the Nomura 4.6 3.9 /

U.S. government to suppress China.

Source: Bloomberg.
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Weaken the Confidence of Market Agents

5317

« Domestic confidence: Confidence in the manufacturing 524

. , . 51 1
sector has rebounded, while consumers’ sentiment

remains substantially negative. %

» China’s manufacturing PMI for September finally came in 48

at 50.2. For the past four consecutive months, China's ]

Ve
I T T T T T T T T T FU

PMI has remained below the 50 mark. 22-01 22-03 22-05 22-07 22-09 22-11 23-01 23-03 23-05 23-07 23-09
* However, consumer confidence slumped considerably in Fig. 23: China’s Manufacturing PMI Index

April 2022 and has remained substantially below 100 125

since. 1?(5)

110
105 |
the risk preference) of market agents is crucial, directly 12‘5) i
related to the stability of financial markets and the entire 90 f \A_\/‘\’\_
85

macroeconomy- 80 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 ]

* In a modern market economy, the confidence (and thus
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Fig. 24: China’s Consumer Confidence Index

Source: CEIC.




QCMF Impacts on Chinese Macroeconomy
(VN ¢

China Macroscanomy Forum
Pl A

Increase China’s Financial Risks

 External financial risks

« Domestic financial risks
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External risks: RMB depreciates and capital flows out

* In China, the pressure on capital outflows has been
significant since 2020.
« China’s net financial account has remained below zero

since Q2 2020, indicating a continuous outflow of capital

from China.
) ) ) 416
e China’s net financial account reached a low of -141 -150_—58
billion dollars in Q3 2022, coinciding with the 2200156
q iati f RMB AT ST LTSS EZTSEZTLZI LIS 8EZESS
epreC'a |ono . T 1 T 0 1 o 1 T 1 1 1 1 1 T 1 1 1 1 T 1 1 T 1 1 '] ] T 1 1 1

I Financial Account (Net, $ billion, Right) === RMB/USD (Spot, Left)

Fig. 25: Exchange Rates and China’s Net Financial Account

Source: SAFE, Bloomberg.
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External risks: capital flows out

200

+ According to the Balance of Payments of China, in "

terms of capital flows, China's net financial account
reached -311 billion dollars in 2022, the third lowest

-100

-200

level recorded, compared with -369.6 billion and -442.5
billion in 2007 and 2008 respectively.
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: China’s Net Financial Account ($ billion)

Source: SAFE.
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Impacts on Chinese Macroeconomy

External risks: Fed rate hikes and

 The compression of yield differentials, largely driven by
diverging monetary policy, has likely been the main driver
of outflows from China, concerning both direct
investment and securities investment.

« Since July 2022, the net direct investment has
consistently shown a negative value, indicating a net
outflow from China.

* In August 2023, the level of indirect investment has

reached its lowest point since March 2022.

capital flows out
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Fig.27: China Foreign Balance of Bank on Behalf of Client ($ billion)

Source: SAFE, Bloomberg.
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Domestic risks: stock market

3800
3600 |-
3400 -
+ China’s stock market has been under pressure.
* In October 2022, Shanghai Composite Index once 3200 ¢
slumped to 2893, which was the lowest level recorded 3000 |
since April 2022. 5800 -
2600 | | | | | | | | | | |

Fig. 28: Shanghai Composite Index (Daily)

Source: CEIC.
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Domestic risks: housing markets

115

* China’s property market has fallen into crisis. 110 F
* According to National Bureau of Statistics, the most 105 1/
appropriate level of national real estate climate index is 100
100 and the lower level is below 95. Since September
. : : : 95
2022, China’s national real estate climate index has been
90 | | | | 1 1 1 | | | | | | 1 1 1 1
PP TIIIIIIIT @O TS
« Since April 2022, the property price index for both newly T EZ T 222288 a8 a8 98489848
constructed residential housing and the secondary = National Real Estate Climate Index (2012=100)
) | | 1 ) I Property Price Index(New Constructed, Residential, Prev Year=100)
market has consistent y Stayed below OO’ signaling a Property Price Index(Secondary Market, Residential, Prev Year=100)

sustained downward trend in housing markets.
Fig. 29: China’s Real Estate Market Climate Index and Property Price Index

Source: CEIC.
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Domestic risks: housing markets

50
40
* Investment in real estate has been falling since April
30
2022 and the crisis sustains in 2023, with a year-on-year
decrease of 9.1 percent in September 2023. 201
- Some developers, like Evergrande ({8X), have already 10 m /
defaulted on their obligations to debt holders and 0 I N WE—
triggered a wider crisis in the economy. 10 b \I'\
20 -
2337385558388 3 3233
O o~ o~ o~ [oe] 0 (@) (@) (@) S S — — N Q N on on
—_ o e = = = = = AN AN N NN NN

Fig. 30: China’s Growth Rate of Investment in Real Estate Development (YoY, YTD)

Source: CEIC.
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Impacts on Chinese Macroeconomy

Domestic risks: debt risk

« China’s local governments are under financial pressure.

* Local authorities have to manage their debt burdens as
the financial pressure has intensified. In 2022, China’s
local government debt outstanding has been reported
over 35 trillion yuan, according to China’s Ministry of
Finance.

* In April 2023, Guizhou, one of China’s most indebted
provinces, acknowledged that it was unable to tackle its

own debt issues.
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Fig. 31: China’s Local Government Debt Outstanding (RMB Million)

Source: CEIC.
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Increase China’s Financial Risks

 The interaction between domestic and external financial risks.

* On one hand, the escalation of domestic financial risks will intensify its external financial risks
and increase pressure for currency depreciation and capital outflows. On the other hand, an

increase in external financial risk also worsens internal financial risks.

« During periods of economic downturn and bad confidence, it is crucial to give more attention to

the interplay between domestic and external financial risks.
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Hinder the Pace of China’s Economic Recovery

7.0
+ The Fed interest rate hikes have elevated global interest 6.0 L
rates through channels such as the repatriation of the 50

dollar, global liquidity tightening, and increase of interest 0

rates by other countries. This has restrained global

3.0
economic recovery, as well ae international trade and
: : 2.0
investments towards China.

1.0

0.0
20-01 20-05 20-09 21-01 21-05 21-09 22-01 22-05 22-09 23-01 23-05 23-09

« From the end of 2021 till now, on average advanced
economies have raised their interest rates by 400 basis

s [JS A e JK Korea === Indonesia
points, while emerging market economies have raised

their interest rates by 650 basis points. Fig. 33: Central Bank Policy Rates of USA, UK, Korea and Indonesia

Source: Bloomberg Intelligence.
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Hinder the Pace of China’s Economic Recovery

* In Q3 2023, China’s net exports contributed -17.1% to 15
the growth of GDP. In September 2023, China’s exports s L /\

dropped 6.2 percent, following the decrease trend

starting from May. 10 B

Fig. 34: China’s Growth in Export (USD, YoY)

Source: CEIC.
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Hinder the Pace of China’s Economic Recovery

6 7 3.75
| = e
4 | 1 3.6
« China mainly implements counter-cyclical policies to counter 3 zzs
the downside risk. However, with the Fed aggressively raising 2f 345
rates and RMB experiencing severe depreciation, China has ! I i:s
adopted a cautious approach (to avoid further pressure of RMB s e s o i e o
depreciation and capital outflows) to stimulate economic growth, e FED Target Rate (Left) China's 1-year LPR (Right)
which in fact tempered China’s economy recovery. Fig. 35: China’s LPR and Fed Target Rate (Mar 2022-Sep 2023)
. Since March 2022, China has cut 1-year LPR from 3.7% to 84 \
3.45%, 5-year LPR from 4.6% to 4.2%, and RRR (required Zz
reserve ratio ) from 8.4% to 7.4%. However, considering 78 \j
China’s economic downturn, these cuts seem to be insufficient :Z i \
in stimulating a significant turnaround. .
7.0 ' ' ' ' ' ' ' ' '

22-03  22-05 22-07 22-09 22-11 23-01 23-03 23-05 23-07 23-09

Fig. 36: China’s Required Reserve Ratio (Mar 2022-Sep 2023)

Source: Bloomberg, CEIC.
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@ CMF Suggestions and Outlooks

AR e
U.S. Policymaking Beyond Its Own Economic Interests,
Coordination of International Macroeconomic Policies
« U.S. aggressive monetary policy did not only have a great negative impact on China's macroeconomy, but
also seriously threaten global financial stability and economic recovery.
« U.S. enjoys the benefits of the dollar as a world currency, but ignores the negative impacts of its monetary
policy on the world economy: unjust, also inefficient from a global perspective
« U.S. policymakers should not only consider their own economic interests, but also take on corresponding

responsibilities.

Global financial Global economic U.S. own real
markets recovery economy
« Financial risks * International trade * Benefits from USD’s role
. Financial crises shrank further as a world currency
« World economic « Some bad feedback
recovery slowed down effects

Fig. 37: The Global Impacts of U.S. Monetary Policy
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U.S. Policymaking Beyond Its Own Economic Interests,

Coordination of International Macroeconomic Policies
» Global economic policy uncertainty has risen, threatening the global economic recovery.

» Israeli-Palestinian conflict.
« Should strengthen international economic policy coordination and cooperation: G20, IMF, etc.
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Fig. 38: Global Economic Policy Uncertainty Index

Source: www.policyuncertainty.com
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China-U.S. Cooperation

« U.S. should abandon its jealousy and suppression of China and be broad-minded (since it cannot defeat
China): Both Eastern and Western cultures believe that jealousy is one of the greatest evils of human nature.
« Strengthening cooperation between China and the U.S could improve the welfare of both countries and the

whole world.

« US-China economic relationship remains profound and stays as the bedrock of all China-U.S. relations.

50.00 e=== China: Exports: YoY
40.00

30.00
20.00
10.00
0.00
-10.00
-20.00
-30.00
-40.00

e===JSA: All Manufacturing Industries:
Newly Added Orders: Yo

[N
S
S
N

2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023

Fig. 39: China's Export Growth Rate and New Manufacturing Orders in U.S

Source: wind



@ CMF Suggestions and Outlooks

China Mscrascancmy Farum
Pl A

China-U.S. Cooperation
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Fig. 40: Foreign Holders of U.S Treasury Securities: China (USD bn)

Source: wind
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China-U.S. Cooperation

» Global importance of cooperation between China and U.S.:
-- Global economic prosperity: certainty and confidence, stable growth of trade, supply chain and production;
-- Peace: anti-terrorism, resolving regional conflicts;
-- Global governance: climate change, food supply, energy security, infectious diseases and public health,
nuclear utilization and nuclear safety;
-- Frontier of science and technology: 5G\6G; artificial intelligence and its challenges;
» Is it possible? Very hard from a psychological point of view:
-- U.S.: Envy/Jealousy Tendency, Inconsistency-Avoidance Tendency, Deprival-Superreaction Tendency,
Reciprocation Tendency, Lollapalooza Tendency
-- China: Deprival-Superreaction Tendency, Reciprocation Tendency
» However, efforts should be made and some positive signals: China and U.S. have decided to re-establish

working groups in the economic field in Sep 2023; already a video meeting in Oct 2023.
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China Should Take More Measures to Boost Market Confidence

« China should continue to be firmly committed to the sound development of China-U.S. economic and trade relations,
the reform and improvement of the multilateral trading system.

» Deepen reform and widen opening-up and Immediately improve the population policy: rebuild incentives for market
agents, a vibrant rather than oppressive market economy.

« Steadily expand institutional opening-up in terms of rules, regulations, management and standards.

( ) N\

Supporting WTO reform; high-standard free trade areas; Hainan

Rules
! free trade ports
- N Regulations Reform domestic systém, ahgp regulations with high-standard
S international rules
Institutional \ ) \ )
Opening-up “Foreign Investment Law of the People's Republic of China”;
L ) Management

treat foreign-funded enterprises and private enterprises equally

Standards Promote the formulation of international standards in various ways
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China Should Adopt an Appropriate Mix of Economic Policies

* In the short term, China should implement: loose monetary policy + proactive fiscal policy + loose macro-

prudential policy and housing policy + flexible exchange rate policy + tight cross-border capital control policy.

Macroeconomic policy Policy effect

the exchange rate of the renminbi is allowed to fluctuate within a

flexible exchange rate policy wider range

tight cross-border capital control release pressure on relevant risks and curb the deterioration of
policy external financial risks; independence of monetary policy
loose monetary policy stimulating aggregate demand
proactive fiscal policy stimulating aggregate demand

loose macro-prudential policy and  stimulate a recovery in the housing market and a better expansion
housing policy of bank credit
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China Should Adopt an Appropriate Mix of Economic Policies

* In terms of medium- and long-term policies and structural policies: deregulation + construction of a
unified national market + promotion of scientific and technological innovation.
» Postpone income re-distribution policy and policies leading to tighter regulations: which will cause further

pressure of economic downturn, and fallacy of composition.

Macroeconomic policy Policy effect

enhance the vitality of micro entities and promote

deregulation ,
5 entrepreneurship

construction of a unified national : : L.
expanding aggregate demand; Attracting foreign investment

market
promotion of scientific and promote technological progress and improve the efficiency of
technological innovation resource allocation
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Outlook: China’s Economic Recovery is Expected
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The non-synchronicity of China-U.S. business cycles is changing over time.
Business cycle has its own process and rules. \We need to be patient with the Chinese economy to get out
of the trough.

China's economy has shown positive signs in many aspects.
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Fig. 41: Total Retail Sales of Consumer Goods (CNY 100mn) Fig. 42: Movie Box Office Revenue (CNY 10k)

Source: wind
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Outlook: China’s Economic Recovery is Expected

« China has enormous potential for technological breakthrough and long-term economic growth: (1) HUAWEI Mate 60

smartphone, U.S. blockade of chip technology; (2)China exported more cars than Japan in August 2023.

500000 e China === Japan === Germany South Korea
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Fig. 43: Car Exports from Four Countries

Source: wind
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Outlook: U.S. Business Cycle and Monetary Policy

« Various macroeconomic indicators of U.S. indicate a downward GDP trend in the coming years.
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P
o
o
o
.
'] '] 1 1 1 '] J

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028

Fig. 44: Real GDP Growth of US and Forecasts

Source: IMF_ wind
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Outlook: U.S. Business Cycle and Monetary Policy

» Financial risks: stock market, treasury yield curves, housing market.
» Government debt risks: large-scale debt level with high interest costs, sovereign-debt ratings downgraded,

reinforce each other.
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Fig. 45: The NASDAQ Composite Index Fig. 46: US Treasury Securities Yields

Source: Federal Reserve Board, CEIC
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Outlook: U.S. Business Cycle and Monetary Policy

Frrld

« U.S. monetary policy is likely to turn ............ 2

around in the coming years.

e Goldman Sachs and others expect 87.5 O ‘: SRR AR O, § S

basis points of rate cuts in 2024 and

another 112.5 basis points in 2025. e - R

* China needs to be well prepared in S S S S S

advance for the next round of major

adjustment. 0 | B

2023 2024 2025 2026 Longer run

Fig. 47: FOMC Participants’ Projections for the Federal Funds Rate (September 2023)

Source: the Fed
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“CMF Non-synchronization of China-U.S. Business Cycles
_— AV i

Labor Market

+ From the onset of the COVID-19 pandemic

in 2020 until mid-2021, unemployment in the :ji:
U.S. was significantly higher than in China. L%
Unemployment in China remained relatively lz'z
stable. 6.0%
+ However, while the U.S. job market remains jz:
strong, China's unemployment rate 0%

. 1907 2001 20-07 2101 2107 2201 2207 2301 2307
rebounds slightly from the second half of

2021.

w—Ching e—=178

Fig. 1: Unemployment Rates of China and U.S.

Source: National Bureau of Statistics of China, US. Bureau of Labor Statistics
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GDP Growth

» The GDP growth rate of U.S is above its
potential growth rate since 2022. 10

20%
* The GDP growth rate of China is below its Lo% E/\

4 /%L_
potential growth rate since 2022. ok
-20%
-30%
17 2018 218 220 2021 2022 208
i China

-60%
20
—l]S.

Fig. 5: The Gap between GDP Growth Rate and Potential Growth Raie

Source: Chen. el al. Macroeconamic Policy Evaluation Report 2023, CBO, IMF
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“C_MF Non-synchronization of China-U.S. Business Cycles
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Historical Trends in China-U.S. =

H 0%
Business Cycles i
6%
4%
= While international economic cycles are increasingly ;ﬂ M
synchronized on a global scale, this is not always the case 2% [ V V
4%
between China and the United States. 1905 1596, G000 3004 2000 X1 a0l 0
e Ching =TS,
= In fact, it could be argued that in many instances, the Fig. 11: GDP Growth Rates of China and U.S.

2 5 £ 4
economic tendencies of the two economies have been nearly

the opposite

*  Only around the 2008 global financial crisis (GFC) and the
COVID-19 outbreak have the economic cycles of China and
U_S been largely synchronized

4
1952 199% 2000 2004 2008 2012 2016 20N
m—China ——US
Fig. 12: De-trended Growth Rates of China and U.S.(using HP filter)

Source: World Bank
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QCMF Impacts on International Financial Markets
VAN T

Dollar Strengthens,
Other Currencies Depreciate

= During the period of the last Fed interest rate hikes
between 2016 to 2018, RMB slumped more than 9% from
March 2018 to December 2018, also under the influence of
China-US trade war.

TIELLLIETEL

(Sep 2015.5ep 2023)

= This time (after 2022), RMB hovered close fo record lows 113 | .6
against the US dollar in October 2022. This devaluation
amounted to a depreciation of more than 15% compared to

its value prior to the rate hike. Since the beginning of 2023,

RMB has encountered a decrease of approximately 8% in

its value against the dollar

Fig. 18: US Dollar Index and the USD 1o Offshore RMB (Sep 2015-Sep 2023)

Source: Bloomberg.
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External risks: capital flows out

+ According to the Balance of Payments of China, in
terms of capital flows, China's net financial account
reached -311 billion dollars in 2022, the third lowest level
recorded, compared with -369.6 billion and -442.5 billion
in 2007 and 2008 respectively.

Fig. 26: China's Net Financial Account ($ billion)
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External risks: Fed rate hikes and capital flows out

30
20

* The compression of yield differentials, largely driven by 10
diverging monetary policy, has likely been the main driver 0
of outflows from China, concerning both direct investment -10
and securities investment. 20
* Since July 2022, the net direct investment has 40

-40

consistently shown a negative value, indicating a net

50
outfow from Ehina 33588335 53335833335¢%
= In August 2023, the level of indirect investment has o e L o O L T e O s e B3 L
Direct Investment (Net) Securities Investment (Net
reached its lowest point since March 2022. #Direct Irvestment (Nef) @ Securities Investment (Nef)

Fig.27: China Foreign Balance of Bank on Behalf of Client ($ billion)
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QCMF Impacts on Chinese Macroeconomy
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External Shocks
Excess capacity Bubble asset Currency
and Contraction rices fall depreciation and
Capital outflow

Fig. 32:
The
Interaction
between
Domestic
and
External

Financial
Risks
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