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China: What to expect in the upcoming
Central Economic Work Conference
At the 13 December Politburo meeting, the Chinese government once
again emphasised its six-stability policy. Together with the weakness
in the economy reflected in November activity data, we believe that
the upcoming Central Economic Work Conference will highlight the
importance of stimulus to the economy at a time of trade tensions.
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The economy is weak
November activity data shows that the economy is weakening. Industrial production growth fell to
5.4% YoY from 5.9% in October. Retail sales only rose by 8.1% YoY,  from 8.6% last month. The
only positive note is on fixed asset investments, growing at 5.9% YoY from 5.7%, with growth up
for a fourth month in a row.

The automobile sector was performed worst. Automobile manufacturing was the only sector that
saw negative growth and this was even more negative in November (at -3.2% YoY, from -0.7% in
October). Retail sales of automobile fell 10% YoY in November, worse than the 6.4% fall in October.
The sector has suffered from competition from ride-sharing activities, which lowers demand for a
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second car.

The positives came from sectors related to construction. Retail sales of construction materials rose
9.8% YoY, from 8.5% the prior month. Fixed asset investments in property construction rose 16.8%
YoY YTD in November, up from 16.3%. This will continue as the government quietly
relaxes tightening measures on housing.

But surprisingly, infrastructure investment grew only by 3.7% YoY, flat vs the previous month. As
local government infrastructure projects start construction activities infrastructure investment
should grow faster. If the growth rate continues at a low-single-digit level then we may need to
revise our GDP forecasts downward.

China investment is growing but slowly

Source: ING, Bloomberg

The Politburo emphasisied stability to support economic growth
On 13 December, the Politburo met on the preparation of 2019 economic policy. The
meeting emphasised its six-stability policy.

The six stabilities are: 

job stability1.
financial stability2.
external trade stability3.
foreign investment stability4.
investment stability5.
expectation stability6.

This six-stability policy has been repeated frequently by the government recently. The background
of this policy is to provide policy support during the current trade tensions. The re-emphasis of this
policy indicates that the government expects these could continue into 2019, reinforcing the need
for a pro-growth policy.

There are more signs from the Politburo meeting that the government prefers growth to reforms.
For example, deleveraging reform has not been mentioned since October's Politburo meeting, and
environmental protection was missing in November's meeting.
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What to expect from the upcoming Central Economic Work
Conference
Aside from the six-stability highlight, the government has to focus on defusing  trade tension with
the US. We expect that the government will need to put out a pro-growth plan as well as open up
more markets for foreign investments during the Central Economic Work Conference which should
be held in December.

We expect the following outcomes from the Central Economic Work Conference:

Consolidation of Xi's thoughts, key to how the market works with the government.
An emphasis on high-quality growth,  promoting advanced technology. We expect only low
profile pronouncements on technology so to avoid triggering any re-escalation of China-US
tensions.
A further opening up of markets to foreign access: measures could include reducing tariff
rates on more goods and easing market access for foreigners.
A proactive monetary policy that can support economic growth.
A sizeable fiscal stimulus - we expect CNY 4 trillion per year in 2019 and 2020, with part of
the money going to debt repayments. The amount is comparable in size to 2009 -2011. GDP
has increased 2.3x between 2009 and 2018. 
Consolidate pro-growth measures for rural regions, so boosting domestic demand.
Limiting risks in the asset market.
An absence of further tightening policies in the housing market. This will allow some local
governments to relax housing tightening measures and lowering mortgage interest rates.
A softer tone on pollution prevention so that coal plants can keep running to support
economic growth.

Market will gauge policy effectiveness from future data
Apart from the Central Economic Work Conference, the market will also be monitoring
future data, especially PMIs, industrial profits, fixed asset investments, industrial production,
retail sales, and home price data, to gauge the progress of the support provided by
monetary policies and fiscal stimulus. 

Even the government has an "investment stability" mandate the yuan market will react to
data release, which could more volatile in 2019. We are still forecasting a 7.30 USD/CNY by
end of 2019 based on our view on the progress of the 90 days trade truce, which will be
unlikely to be able to unwind all existing tariffs aimed by the Chinese government, and
delaying such actions could re-ignite tension between China and US.

In an unlikely scenario that China's agenda of unwinding all existing tariffs will be matched
by US then we expect the trade war should end, and the yuan per dollar should regain
momentum to 6.50 by end of 2019.
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