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China: PMIs show shrinking domestic demand
The Caixin PMI (like the official PMI), fell below 50 in December, which
means manufacturing activities are contracting. Even more eye-catching
was that "new orders" in both PMIs fell from expansion in November to
contraction in December. This confirms our view that the economy is
weak and that stimulus needs to arrive quickly.

PMIs show manufacturing activities shrinking
Today's December Caixin manufacturing PMI fell from 50.2 in November to 49.7. This echoes the
official manufacturing PMI, which fell from 50.0 to 49.4. The sub-indices of both PMIs tell us more.
New orders of the two PMIs also fell from expansion to contraction. This means not only that the
export sector faces shrinking manufacturing activities but that the domestic manufacturing sector
in general also faces contraction.

Combining with other activity data, the economy is weak
Together with a fall in industrial profits of 1.8%YoY in November from +3.6%YoY in October, and
softer retail sales growth (8.1% in November from 8.6% in October), we can confirm that the
economy is weakening.

The trade war has affected domestic demand
We believe that the data reflect that not only has the trade war damaged growth in the
export sector. It has also hurt export-related supply chain companies and in turn, domestic
demand.
If domestic demand is not supported by fiscal stimulus quickly, then further weakening will
pose a risk to job security. That could create a vicious downwards cycle.
As a result, we expect the Chinese government to speed up the delivery of infrastructure
investment to support the economy, which will mainly be through projects governed by
local governments, e.g. new metro lines.

GDP at 6.3%
We currently estimate CNY 4 trillion fiscal stimulus (though if the economy weakens much
more, this figure is likely to rise) as well as 4 further required reserve ratio cuts (0.5% to 1%
each) and two interest rate cuts (5bps each) in 2019 to support the economy. If needed,
local governments will ease housing measures. These measures should help support our
forecast of 6.3% GDP growth for 2019.
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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.
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