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= China reported a moderation in 3Q18 GDP growth to 6.5% (Bloomberg: 6.6%; UOB: 6.5%) from
6.7% in 2Q18. The slowdown in secondary industries growth in 3Q18 suggests that the negative
impact from the trade tensions with US is starting to seep into the economy.

= Looking ahead, we expect China’s GDP growth rate to moderate further to 6.4% yl/y in 4Q18
and maintain our 2018 and 2019 growth forecasts for China at 6.6% and 6.3% respectively.
Investment and private consumption may suffer a greater hit in the near-term even though
exports remained supported due to factors including front-loading, depreciation in the CNY and
the strength in the US economy.

= \We maintain our call for the PBoC to keep the benchmark 1-year lending rate at 4.35% at least
for the next 6 months even though the reserve requirement ratio (RRR) could be cut another
time before the end of this year.

= Despite the muted response to the GDP miss, depreciation pressure on the CNY seems to be
rebuilding. We maintain our view of gradual CNY weakness towards 6.95 by end-2018, 7.00 in
1Q19 and 7.10 in both 2Q and 3Q19.

3Q18 Growth Continues On Path Of Gradual Moderation

China reported a moderation in 3Q18 GDP growth to 6.5% (Bloomberg: 6.6%; UOB: 6.5%) from
6.7% in 2Q18. This is in line with our forecast though slightly missing market’s expectation. The data
today brings the YTD growth to 6.7% y/y, down from 6.9% in 2017. The q/q seasonally adjusted
growth also moderated slightly to 1.6% from 1.7% in 2Q18.

Despite robust trade data in September (see our report China: September Trade Data Continued
To Paint A Mild Outlook), the slowdown in manufacturing growth in 3Q18 suggests that the negative
impact from the trade tensions with US is starting to seep into the economy. The secondary industries
showed a sharp slowdown in growth rate to 5.3% y/y from 6.0% in 2Q18 while growth in the primary
and tertiary industries picked up to 3.6% and 7.9% (from 3.2% and 7.8%) respectively as reported
earlier for 2Q18.

China also released other September economic indicators today: industrial production moderated to
5.8% in September from 6.1% in August but retail sales and fixed asset investment (FAI) registered
stronger growth of 9.2% y/y and 5.4% YTD y/y from previous 9.0% and 5.3% respectively. September
surveyed jobless rate was marginally lower at 4.9% from 5.0% in August.

In the data release today, the National Bureau of Statistics said that the economic activities remained
in a reasonable range and maintained overall stability in the first three quarters of 2018 but the
increase in external challenges amid domestic restructuring have increased downside growth risks.
It reiterated the government’'s commitment towards deepening reforms, expansion of effective
demand, stabilization of financial system, trade, jobs market and investment.
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Looking ahead, we expect China’s GDP growth rate to moderate further to 6.4% y/y in 4Q18 and
maintain our 2018 and 2019 growth forecast for China at 6.6% and 6.3% respectively. Investment
and private consumption may suffer a greater hit in the near-term even though exports remained
supported due to factors including front-loading, depreciation in the CNY and the strength in the
US economy. This compares with the recently revised IMF’s projection (in the October review) for
China’s 2018 and 2019 growth rates at 6.6% and 6.2% respectively.

Policy Support To Be Maintained

As the data releases continue to point to growth slowdown in China, the domestic monetary and
fiscal policies are expected to stay proactive to cushion further negative growth impact from the US-
China trade conflict which may worsen next year as tariff measures are likely to be stepped up given
no indication of a resolution yet. The tariff rate for the latest round of US$200bn Chinese products
is set to be increased to 25% in 2019 from current 10%. In addition, US President Trump has also
threatened to expand the tariff to include all of Chinese products that are exported to the US.

As such, it is appropriate for the policy makers to keep interest rates accommodative. We maintain
our call for the PBoC to keep the benchmark 1-year lending rate at 4.35% at least for the next 6
months even though the reserve requirement ratio (RRR) could be cut another time before the end
of this year.

Due to the measures to ease credit conditions including the four RRR cuts so far this year, domestic
liquidity has eased as indicated by falling funding costs in the interbank market. In July, the benchmark
7-day repo rate traded in the interbank market had fallen below the 7-day reverse repo rate offered
by the PBoC which is at 2.55%, for the first time since September 2015. The rate is currently hovering
at around 2.60%.

Data on Wednesday showed that total social financing (TSF) had remained strong in September and
continued to show increases in local currency loans in line with moves towards credit expansion to
support domestic growth. On a YTD basis, despite the moderation in TSF compared to the same
period last year due to deleveraging efforts, we noted that the local currency loans had actually
increased. This is in line with the authorities’ call for expansion of loans supply to the SMEs.

The ample market liquidity likely removes any immediate pressure on the PBoC to cut interest
rates despite the weaker growth outlook. Moreover, the central bank has reiterated its prudent and
neutral monetary policy stance and any shift to broad policy easing may accelerate capital outflows
and place further downward pressure on the CNY. The US-China yield spreads have already been
narrowing due to the divergence in interest rate movements.

Nonetheless, as pointed out by PBoC Governor Yi Gang, interest rate remains one of the monetary
tools that the PBoC could use if the downside risks for the economy increase significantly.

FX Outlook: USD/CNY Looks Set To Resume Its Up-move Towards Key 7.00 Level
Immediate reaction in the FX markets to the China GDP miss is surprisingly muted. USD/CNH spiked
up 40 pips to 6.9440 before retreating to 6.9400, flat on the day. USD/CNY is also little changed at
6.9370 amid the PBoC setting its daily reference rate at the weakest levels since January 2017, at
6.9385 per dollar.

Depreciation pressure on the Chinese yuan seems to be rebuilding since early October. To that
point, 3-month put options on the CNH are at now trading at the widest margin in 21 months against
comparable call options. In addition, compared to mid-August where USD/CNH spot was around
current levels (6.9400), there is a significant pickup in the option interest above the key 7.00 level.
Given the keen interest in that level, we can reasonably expect authorities to step in as we approach
7.00 to smooth currency movements and keep devaluation pressures in check. Overall, we maintain
our view of gradual CNY weakness towards 6.95 by end-2018, 7.00 in 1Q19 and 7.10 in both 2Q
and 3Q19.

Please click on the link to access the press release from China National Bureau of Statistics
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China’s Key Macro Data

Indicators

Real GDP Growth %yly

Real GDP Growth %q/q SA
%yly change except noted
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Caixin-Markit Manufacturing PMI
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PPI

Exports (USD terms)
Imports (USD terms)

Trade Balance
(US$ bn)
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(RMB bn chg)

Aggregate Financing
(RMB bn chg)
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Urban Fixed Asset Investment
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51.6
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6.3

7.9
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5 3,067.3
8.6
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1Q18
6.8
1.5
Feb-18

50.3
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2Q18
6.7
1.7
Mar-18 Apr-18 May-18  Jun-18
6.0 7.0 6.8 6.0
51.5 51.4 51.9 51.5
51.0 51.1 51.1 51.0
2.1 1.8 1.8 1.9
3.1 34 4.1 4.7
2.7 12.9 12.6 11.3
14.4 21.5 26.0 141
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1,120.0 = 1,180.0 1,150.0 1,840.0
1,568.5 @ 1,772.6 945.8 1,485.2
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7.5 7.0 6.1 6.0
10.1 9.4 8.5 9.0

Source: CEIC, Bloomberg, National Bureau of Statistics; UOB Global Economics & Markets Research estimates. All data for individual months except noted

China: Real GDP Growth Rate (Quarterly)

Source: Macrobond, UOB Global Economics & Markets Research
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China Export Growth & Manufacturing PMIs

Source: Macrobond, UOB Global Economics & Markets Research
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China: Domestic Growth Indicators

Source: Macrobond, UOB Global Economics & Markets Research
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Source: Macrobond, UOB Global Economics & Markets Research
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China: Total Social Financing (CNY Trillion)

Source: CEIC, UOB Global Economics & Markets Research
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China: 7D Interbank Rates & Policy Rates

Source: Macrobond, UOB Global Economics & Markets Research
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US and China 10Y Govt Bond Yields

Source: Macrobond, UOB Global Economics & Markets Research
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China, FX Reserves

Source: Macrobond, UOB Global Economics & Markets Research
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CNH Put Options Trading At The Widest Margin To Call Options Since January 2017

Source: Bloomberg, UOB Global Economics & Markets Research
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Disclaimer
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