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China PMI will continue to drop but remain
above 50
We expect that China's manufacturing PMI and non-manufacturing PMI
will continue to drop but show that activity is still expanding, thanks to
tax cuts and other stimulus measures.

Manufacturing activity could expand more slowly
We expect the manufacturing PMI to fall from 50.8 last month to 50.3 in October.
The main reason for this is that the trade war will be hurting manufacturing activity as tariffs
imposed by the US are too costly for Chinese exporters to fully absorb. But we still expect the
reading to be above 50 because we think that stimulus measures (e.g. export tax rebates) and
salary and corporate tax cutting measures should support domestic consumption for the time
being. Therefore manufacturing activity for the domestic market should continue to rise.

Services will continue to expand, but again more slowly
We expect the non-manufacturing PMI will also fall from 54.9 to 54.5 in October.
Real estate activity will be the main drag on the non-manufacturing PMI. But this may not last long
because if home prices start to fall across the whole country, some local governments will have to
re-think their attitude to mortgage borrowing. We expect that some locations may ease housing
constraints a bit to avoid home price falling steeply. This would help real estate's sub-index in the
non-manufacturing PMI.
Banking activities slowed in October. This may be reversed in November as we expect a rise in
financial activity as easing measures boost bank lending to SMEs and other private-owned entities.

Domestic demand is now crucial to support the economy
With an escalating trade war between China and the US, the Chinese government is using both
fiscal and monetary stimulus measures to support local demand.
We see domestic demand as a crucial factor to support the whole economy as it will avoid
massive job losses and drive activity from export demand to local demand. As we have claimed
before, the current Chinese economy is now advanced enough to absorb goods that are designed
for export, which is very different from 10 years ago, when exported goods did not match local
market demand due to big differences in purchasing power.

We keep our forecast of USDCNY at 7.0 by end 2018
Tariff news will continue to weaken the yuan, and USDCNY is heading towards 7.0. We believe that
USDCNY will hit 7.0 a few times before crossing over, so it will not create any surprise to the market
when it happens.
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Disclaimer
This publication has been prepared by the Economic and Financial Analysis Division of
ING Bank N.V. ("ING") solely for information purposes without regard to any particular
user's investment objectives, financial situation, or means. ING forms part of ING
Group (being for this purpose ING Group NV and its subsidiary and affiliated companies).
The information in the publication is not an investment recommendation and it is not
investment, legal or tax advice or an offer or solicitation to purchase or sell any
financial instrument. Reasonable care has been taken to ensure that this publication
is not untrue or misleading when published, but ING does not represent that it is
accurate or complete. ING does not accept any liability for any direct, indirect or
consequential loss arising from any use of this publication. Unless otherwise stated,
any views, forecasts, or estimates are solely those of the author(s), as of the date of
the publication and are subject to change without notice.
The distribution of this publication may be restricted by law or regulation in different
jurisdictions and persons into whose possession this publication comes should inform
themselves about, and observe, such restrictions.
Copyright and database rights protection exists in this report and it may not be
reproduced, distributed or published by any person for any purpose without the prior
express consent of ING. All rights are reserved. The producing legal entity ING Bank
N.V. is authorised by the Dutch Central Bank and supervised by the European Central
Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no.
33031431 Amsterdam). In the United Kingdom this information is approved and/or
communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is
subject to limited regulation by the Financial Conduct Authority (FCA). ING Bank N.V.,
London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING
Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of
ING, and which has accepted responsibility for the distribution of this report in the
United States under applicable requirements.

ing.com/think

3

