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Summary

At +6.5%, real GDP growth in July—September was down on the previous quarter (+6.7%). At +6.7%, growth in the
cumulative figure for January—September remained above the government’s target for 2018 of ‘around +6.5%.’
September saw some economic indicators rising slightly and some falling compared to August. The authorities have
moved to alleviate deteriorating sentiments by tweaking monetary policy and indicating their support for the RMB

and stock markets.

1. September saw some economic indicators rising slightly and some falling compared to August

Growth slowed slightly to hit +6.5% over July—September, mainly due to sluggish consumption

Production and consumption slowed, but investment accelerated slightly

The sales prices of residential buildings rose at a faster pace in all of first-tier, second-tier and third-

tier cities

Exports and imports moved firmly

CPI growth accelerated while the PPI slowed

New bank loans increased, while total social financing also grew

2. The policy response: The authorities are tweaking policy to tackle uncertainty

The PBOC lowered the required reserve ratio, following on from similar moves in April and July

Comments by high-ranking figures point to the marketization of the RMB’s exchange rate

The heads of one bank and two commissions made comments aimed at bolstering stock markets

Liu He, Vice-Premier of the State Council, spoke about the economic situation
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1. September saw some economic indicators rising slightly and some falling compared to August

* Growth slowed slightly to hit +6.5% over July—September, mainly due to sluggish consumption

On October 19, the National Bureau of Statistics (NBS) announced that China’s real GDP growth rate in January—
September was up +6.7% on the same period last year! (from here on, all figures refer to ‘same-period previous-
year’ growth unless otherwise specified). At +6.5%, growth in July—September dipped on the previous quarter
(+6.7%) to hit its lowest level since the +6.4% result recorded in January—March 2009. Growth in January—
September remained above the government’s target for 2018 of ‘around +6.5%.” Growth was up +1.8% on the
previous quarter (see Fig.1).

A glance at contribution levels by demand item over July—September (+6.5%) compared to April-June (+6.7%)
shows the contribution of final consumption expenditure sliding by 0.31%Pt g-o-q (from 5.31% in April-June to
5.00% in July—September), though the contribution of gross capital formation rose slightly by 0.02%Pt (from 2.11%
to 2.13%). The negative contribution of net exports also improved by 0.09%Pt (from -0.72% to -0.63%). All this
suggests slower growth in July—-September was mainly due to sluggish consumption (Fig. 2).

The cumulative data for January—September shows the contribution of gross capital formation dipping slightly to
+2.13%Pt (January—June: +2.14%Pt), with the contribution of final consumption expenditure also sliding to
+5.23%Pt (January—June: +5.34%Pt). The contribution of net exports improved slightly to hit -0.66%Pt (January—
June: +0.67%Pt) (Fig. 3).

Fig. 1: GDP and major economic indicators
(quarterly)
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Fig. 2: Breakdown of GDP by demand item (quarterly)
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Note: The real RMB value of exports is indexed using the Source: National Bureau of Statistics of China, CEIC
producer price index (PPI); the real value of fixed
asset investments is indexed using the price index of
investment in fixed assets; and the real value of retail
sales of consumer goods is indexed using the retail
price index (RPI).
Source:  National Bureau of Statistics of China, CEIC

! National Bureau of Statistics of China, October 19, 2018 “BI=FELFTITEMAHFIE HREALRULZR (National Economy Stayed Generally
Stable with Further Economic Restructuring and Upgrade in January—September 2018)”
http://www.stats.gov.cn/tjsj/zxfb/201810/t20181019_1628614.html
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Fig. 3: Breakdown of GDP by demand item

(annual total) Fig. 4: GDP by sector
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Source: National Bureau of Statistics of China, CEIC Source: National Bureau of Statistics of China, CEIC

A breakdown by sector shows the tertiary industry growing by +7.7% over July—September, unchanged on 2016’s
figure of +7.7% and down on 2017’s figure of +8.0%. At +5.8%, growth in the secondary industry was down on
2017’s figure of +6.1% (Fig. 4). This marked the first time growth had hit the 5% range since January—March 2009
(+5.8%).

= Production and consumption slowed, but investment accelerated slightly

September saw some economic indicators rising slightly and some falling compared to August. At +5.8%, value-
added industrial production in September was down on August’s +6.1% (the m-0-m figure was +0.5%) (Fig. 5).
When commenting on production trends in January—September, an NBS spokesperson said growth in sectors like
hi-tech (+11.8%), equipment manufacturing (+8.6%) and strategic emerging industries (+8.8%) was higher than

total value-added industrial production growth (+6.4%)?.

2 National Bureau of Statistics of China on October 29, 2018 entitled “EIZR %1 HETE 4 5 AR 2018 FRI=EEERKZFEITIEAZICEE
(An NBS Spokesperson Answers Journalist Questions about Economic Performance from January—September 2018)”
http://www.stats.gov.cn/tjsj/sjjd/201810/t20181019_1628711.html
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Fig. 5: Value-added industrial production
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6: Fixed asset investment by sector
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At +6.1%3, nominal fixed asset investment in September was up on August’s +4.6% (the m-0-m figure was
+0.4%). At +5.4%, the cumulative figure for January—September was also up on the cumulative figure for January—
August (+5.3%) (Fig. 6). At a press briefing on October 19, Mao Shengyong was asked whether low growth was
now normal, given that infrastructure investment had grown by just +3.3% over January—September. In response,
the NBS spokesperson said the slowdown was gradually easing on the whole. He added that investment in
infrastructure investment would probably become more stable going forward as the government continued to
implement its ‘six stabilities’* policies while stepping up its support for large-scale projects.

Nominal retail sales of consumer goods grew by +9.2% in September. This was up on August’s figure of +9.0%,
but the real figure (discounting inflationary factors) dipped to +6.4%, down on August’s +6.6% (the m-0-m figure
was +0.8%) (Fig. 7). Internet retail sales of goods and services hit RMB 6,278.5 billion in January—September
(goods: RMB 4,793.8 billion; services: RMB 1,484.7 billion), with net shopping growing by +27.0% to account for
22.9% of total retail sales of consumer goods (RMB 27,429.9 billion)>.

Sales of new vehicles hit 2.3941 million in September (-11.6%), with the figure sliding for the third straight month,
following on from July (1.8891 million; -4.2%) and August (2.1034 million; -3.8%) (Fig. 8). At 20.4496 million
(+1.1%), cumulative sales over January—September grew at a slower pace compared to both 2016 (27.939 million
and +13.7%) and 2017 (28.941 million and +3.6%). The slowdown from 2017 onward was probably because the

3 Calculated by the author from the cumulative data.

4 Same as footnote 2. The ‘six stabilities” = stable “(1) employment, (2) finance, (3) foreign trade, (4) capital, (5) investment, and (6) expectations,” as
determined at a meeting of the Central Politburo of the Communist Party on July 31, 2018.

China Net, July 31, 2018: “fR R REGEF[BEF RV FHHAFHBILFREFLZ 5 TIE(The Central Politburo of the Communist Party Met to
Analyze and Study the Current Economic Situation and Economic Work)”
http://www.gov.cn/xinwen/2018-07/31/content_5310829.htm

5 National Bureau of Statistics of China on October 19, 2018 entitled “2018 4F 9 Bt &2 REE
http://www.stats.gov.cn/tjsj/zxfb/201810/t20181019_1628629.html

Furthermore, net shopping’s share of total retail sales of consumer goods and services rose from 12.9% in 2015 to 15.5% in 2016 and 19.6% in 2017.

BEEK 9.2%”
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tax break on purchases of small passenger vehicles® (instituted in October 2015) was abolished at the end of 2017.

At a press briefing held on October 23, Xin Guobin, Vice-Minister of the Ministry of Industry and Information
Technology, was asked about sluggish automobile production and sales. In response, he said that China’s automobile
industry had grown quite large in terms of production and sales, though he admitted that the age of high growth
might be over, with low growth the new normal going forward. However, he also pointed to a number of positive
factors for the industry. For example, he noted that the top ten automobile manufacturers accounted for almost 90%
of all sales (rising concentration). He also said the sales growth rate was higher than the growth rate for the number
of vehicles produced or sold, with the automobile industry in robust health on the whole. He added that the industry
still had room to grow on demand for replacement vehicles and ongoing strong demand in China’s third- and fourth-

tier cities, though he said growth would not be as high as in the past’.

Fig. 7: Retail sales of consumer goods; retail sales by
item; floor space of residential building sold

(Same-month previous-year growth, %)

Fig .8: Number of vehicles sold (by passenger vehicles
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Source: CEIC

= The sales prices of residential buildings rose at a faster pace in all of first-tier, second-tier and third-tier

cities

The floor space of residential buildings sold grew by +2.9% (1193.13 million m?) in January-September. This

& On December 15, 2016, the Ministry of Finance and the State Administration of Taxation announced that the tax cut on purchases of new vehicles
with low emissions would be extended one year to the end of 2017. However, the tax rate will rise from 5% to 7.5%, so the size of the cut (compared
to the normal tax rate of 10%) will be halved in 2017 (2.5%). Ministry of Finance: “XFRE 1.6 ARUTHIZERA EFHMERHAIBLE
(Circular on the Lowering of the Purchase Tax on Passenger Vehicles with Emissions of 1,600cc or Less)”
http://szs.mof.gov.cn/zhengwuxinxi/zhengcefabu/201612/t20161215_2483048.html

On September 29, 2015, the State Administration of Taxation issued Notice No. 104 [2015]. This announced that the purchase tax on passenger
vehicles with emissions of 1,600cc or less would be lowered from 10% to 5% from October 1, 2015 to the end of 2016.
http://www.chinatax.gov.cn/n810341/n810755/c1827947/content.html

" China Net on October 23, 2018 entitled “FTE 1k 2018 FRI=FE TAlBEE A RIFERZITHE A7 S (Vice-Minister Xin Guobin explains
that automobile industry sales grew by +8.8% on the same period last year over January—August, a figure that did not represent low growth).”
http://www.gov.cn/xinwen/2018-10/23/content_5333795.htm#allContent

_5_



One MIZUHO

was down on 2016’s figure of +22.5%, 2017’s figure of +7.7%, and January—August’s figure of +4.0%. Housing
sales bottomed out and began recovering in April 2015 following measures by the authorities to prop up the real-
estate market. The People’s Bank of China (PBOC) lowered deposit and lending rates six times from November
2014, for instance, while the (lowest) down payment rate for second homebuyers was cut from 60% to 40% (March
30, 2015) and the down payment rate for first-time homebuyers was also lowered to 25% (September 30, 2015).
Thereafter, buying restrictions pioneered in Shanghai and Shenzhen in March 20168 subsequently spread to other
cities with surging house prices®, with the restrictions being tightened further thereafter,

In September, 67 cities saw the price of new homes rising on the previous year, down from 68 cities in August.
Prices grew at a faster pace in first-tier cities (from +0.9% in August to +1.1%), second-tier cities (from +9.2% to
+10.2%) and third-tier cities (from +8.6% to +9.5%) (Fig. 9)*.

On a monthly basis, 64 of the 70 major cities surveyed saw the price of new homes rising (down from 67 in
August). Three cities saw prices moving flatly on the previous month (up from two in August), while three cities

saw prices falling on the previous month (up from one in August) (Fig. 10)*2.

Fig. 10: Number of cities recording m-o-m changes
in sales prices of residential buildings
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8 On March 25, 2016, the down payment rate for second homebuyers was lifted from 40% to 50-70% in Shanghai. Shenzhen has lifted the down
payment rate for second homebuyers from 30% to 40%. Both moves represent a tightening of restrictions on purchases by non-resident buyers.

® People's Daily on October 11,2016 entitled “BRI . BREY, ITHATH 20 timHEHETESHE HhHiEiE EHER (Restrictions on housing purchases
and loans recently introduced in 20 cities: Restrictions geared to meet the circumstances of each city)”, restrictions on housing purchases were introduced
in 20 cities at the time the article was written.

http://www.fangchan.com/news/6/2016-10-11/6191397283909931925.html

10 The 21st Century Business Herald on March 20, 2017, entitled “Jt IR &R M EIE AB XA THEELEMTFEERHEA (Checks on housing
and loan records’: Beijings strictest real estate controls set to chill housing markets nationwide in 2H)”, Beijing has introduced ‘the toughest controls
in history’. It lifted the down payment rate for second home purchases to at least 60 percent on March 17, for instance, with the rate lifted to at least
80% for buyers who will not be living at the property. Furthermore, the city has also suspended issuances of mortgage loans for individuals with
maturities of 25 years or more, while homes bought by companies cannot be resold for at least three years.
http://epaper.21jingji.com/html1/2017-03/20/content_58356.htm

The Financial Times on June 13, 2018 entitled “/=spF<“EERK"EEF 81 5 MNA B AT IFIEIA 159 )X (‘Real Estate is for Habitation, not
Speculation,” Warn Authorities),” 159 real estate control policies had been implemented over January—May 2018, up +60% on the same period in 2017.1
11 Of the 70 cities surveyed, the following three cities saw the fastest home price growth: Sanya +33.6%; Chengdu +26.4%, Haikou +21.7% (as of
September 2018).

12 National Bureau of Statistics of China on October 20, 2018 entitled, “2018 £ 9 B3 70 NAFIHH A MEEHENBTRNIER (Sales Prices
of Residential Buildings in 70 Medium and Large-sized Cities in September 2018)”

http://www.stats.gov.cn/tjsj/zxfb/201810/t20181019_1628849.html From January 2018 the data no longer includes the sales price of affordable
housing.
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Note: First-tier cities: Beijing, Shanghai, Guangzhou and Source: National Bureau of Statistics of China, CEIC
Shenzhen
Second-tier cities: Capitals other than first-tier cities
(municipality), capitals of autonomous regions, Dalian,
Qingdao, Ningho, and Xiamen.
Third-tier cities: Cities other than first-tier and second-
tier cities (35 of the 70 cities surveyed)
Source: CEIC

= Exports and imports moved firmly
Exports rose by +14.5% in September ($226.69 billion), while imports rose by +14.3% ($195.00 billion), with
China posting a trade surplus of +$31.69 billion (Fig. 11). The Ministry of Commerce explained that exports of

mechanical and electrical products grew by +7.8% over January—September to account for 58.3% of total exports,
with exports of integrated circuits, automobiles & car bodies, and mobile phones & parts growing by +22.1%,
+16.2% and +10.7%, respectively. The Ministry also pointed to signs of improved added value when it came to
computers & parts, integrated circuits, and electric motors & generators, with the export unit value of these three
items rising by +9.6%, +12.2% and +9.5%, respectively. However, it added that exports of the seven biggest labor-
intensive items had fallen by -0.8%?2.

Exports to the US continued to grow at a faster pace following on from August, while imports from the US slowed
(Figs. 13 and 14). Exports were probably pushed up by a rush of demand as US firms sought to mitigate the impact
of US/China trade frictions4, with US imports also sliding on rising tariffs. From here on, there will probably be a
drop-back from the export surge seen before the US hiked tariffs. It also seems that Chinese firms are delaying
imports until after the government lowers tariffs'® as part of its market liberalization policy. As such, the trade

balance is likely to fluctuate in the short term.

18 The Ministry of Commerce, October 17, 2018 entitled “7 &M R B fa sk A K 2018 FE 7 =FF F[E SR E1TIH S (An Official from the
Department of Foreign Trade Comments on Foreign Trade in January—September 2018).” All prices and fluctuation rates are RMB-denominated. The
seven biggest labor-intensive items = textile products, clothing, bags, shoes, toys, furniture, and plastic products.
http://www.mofcom.gov.cn/article/ae/ag/201810/20181002796449.shtml

¥ In June, the US decided to impose a new 25% tariff on 1,102 Chinese import products. The target imports are worth around $50 billion annually.
The tariffs imposed on July 6 cover import items worth around $34 billion, including telecommunication satellites, industrial robots, automobiles and
aircraft. The remaining tariffs (covering 284 items worth $16 billion) were introduced on August 23. On September 17, the US announced it would
slap a further 10% tariff on 5,745 Chinese products worth $200 billion (including TVs, furniture, handbags as well as agricultural products like leaf
tobacco and eels), effective September 24. On July 6, China hit back by placing a 25% tariff on 818 US goods worth around $34 billion (including
soya, beef and automobiles). (Kyodo News, etc.).

According to an article in the People’s Daily on August 29, 2018 entitled, “FEEE ARZEL: BMIAMIALAIRIPREBZERE (People’s Daily
Discussion: A Rational Understanding of Current US/China Trade Frictions)),” a further 25% tariff worth $50 billion would shave -0.1%Pt off
Chinese GDP growth, though the negative impact could be felt in more areas via a shift in sentiments.
http://opinion.people.com.cn/GB/n1/2018/0829/c1003-30257035.html

5 On November 1, China cut average tariffs on 1,585 import items (including pharmaceuticals, automobiles, daily goods and industrial products) by
26%, from 10.5% to 7.8%. People’s Daily, October 2, 2018: “El Z R kBN ER S HAEB X AT ARB ERE AR R ZiC i ENE
WL B H LR (A Spokesperson from the State Council s Customs Tariff Commission Responds to a Journalist Question about the
Independent Tariff Reduction by Claiming it will Boost Effective Supply and Support Industrial Sophistication)”
http://www.gov.cn/xinwen/2018-10/02/content_5327527.htm
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Fig. 11: Imports/exports; trade balance Fig. 12: CPI, PPI
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Fig. 13: Exports by major region Fig. 14: Imports by major region
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= CPI growth accelerated while the PPI slowed

In September, CPI (Consumer Price Index) growth accelerated for the fourth straight month (since +1.9% in June)
to hit +2.5%. However, this was below the government’s target of +3.0%, as was the average figure for January—
September (+2.1%) (Fig. 12). At +0.7% m-o0-m, CPI growth moved flatly on a monthly basis (August: +0.7%). A
breakdown of the CPI data shows food price inflation accelerating from +1.7% in August to +3.6% in September.
The price of vegetables rose at a faster clip (from +4.3% in August to +4.6% in September), with pork price inflation

also contracting at a slower pace (from -4.9% in August to -2.4% in September) (Figs. 15 and 16). The impact of
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the pork cycle!® waned after a peak in May 2016, though it bounced back after bottoming out in June 2017. Pork
output rose by +0.8% y-0-y to hit 53.40 million tons in 2017 and by a further +0.3% to hit 38.43 million tons in
January—September 2018, with production growing again after two consecutive years of negative growth in 2015
and 2016. Recent pork prices have continued to slide on a y-0-y basis, though the scale of this contraction has shrunk

for four straight months. At +2.2%, non-food prices grew at a slower pace in September (August: +2.5%).

Fig. 15: CPI; Growth contribution by item Fig. 16: Food prices
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In September, PP1 (Producer Price Index) growth slowed for the third straight month (since +4.6% in July) to hit
+3.6% (Fig. 12). According to the NBS'’, a y-0-y comparison for September showed prices rising at a slower pace
when it came to sectors like nonmetallic mineral products (+8.1%), the manufacture and processing of ferrous metals
(+7.2), the manufacture of chemical raw materials and chemical products (+7.0%), and the mining and washing of
coal (+3.6%), with these four sectors shaving 0.32%Pt off the PPI growth rate. Prices rose at a faster pace when it
came to the extraction of petroleum and natural gas (+41.2%), and the processing of petroleum, coking and other
fuels (+24.1%), though inflation in the manufacture and processing of non-ferrous metals sector dipped into negative
territories (-1.7%).

16 This is a cycle whereby: farmers respond to lower pork prices by raising fewer pigs—supply falls and prices rise—farmers increase output—supply
increases and prices stabilize—farmers raise fewer pigs.

17 National Bureau of Statistics of China on October 16, 2018 entitled, “ElZRZt it R RS R G T IMLE E KRS 2018 £ 9 A4} CPI #1 PPI
#& (NBS senior statistician Sheng Guoging Deciphers the CPI and PPI Data for September 2018)”
http://www.stats.gov.cn/tjsj/sjjd/201810/t20181016_1627856.html
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= New bank loans increased, while total social financing also grew

One MIZUHO

According to the PBOC, M2 money supply growth hit +8.3% in September, up slightly on August’s figure of
+8.2%. New bank loans increased by a net RMB 1,380 billion, up on August’s figure of RMB 1,280 billion (Fig.
17). Total social financing, which includes funds procured from non-bank sources, increased by a net RMB 2,205.4

billion, up on August’s figure of RMB 1,928.6 billion. A glance at the details reveals that: RMB loans, non-financial-

institution equity issuances, and other items (deposit-taking financial institution ABS and loan repayments) grew at

a faster pace; corporate bonds grew at a slower pace; banker’s acceptances contracted at a slower pace; and foreign

currency loans, entrusted loans, and trust loans contracted at a faster pace (Fig. 18).

Foreign exchange reserves stood at $3,087.3 billion at the end of September, down $22.69 billion on the end of

August (Fig. 19), with the figure shrinking on a monthly basis for the second straight month from August.

Fig. 17: Financial institution lending;
the money supply
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Note: The foreign reserve data shows the June 2014 at peak, Source: CEIC
end of 2016, and the latest monthly figure.
Source: People's Bank of China, CEIC

2. The policy response: The authorities are tweaking policy to tackle uncertainty

Though real GDP growth has slowed recently, it remains within the projected target of the authorities. The impact
of supply-side structural reform is already starting to be felt, while the true impact of US/China trade frictions will
not be felt for a while. The policy response and comments by high-ranking figures point to an awareness of the
current situation and concerns about future uncertainty, with the authorities prepared to enact policies aimed at
structural reform.

= The PBOC lowered the required reserve ratio, following on from similar moves in April and July

On October 7, the PBOC announced it was lowering the required reserve ratio by 1%Pt, effective from October
15. This followed on from similar moves in April and July. In a response to public questions published on its
website!8, the PBOC said this measure would release RMB 750 billion to the markets. It said the move was a targeted
response rather than an attempt at large-scale economic stimulus. It also denied that the measure represented a
loosening of monetary policy, saying instead that it would improve liquidity and stabilize market interest rates. It
added that the RMB would not face more depreciatory pressure as a result of the move.

In comments made at the G30 International Banking Symposium on October 141°, PBOC Governor Yi Gang said
policy remained prudent and neutral, with the PBOC neither loosening nor tightening policy. He acknowledged that
the US/China trade frictions presented substantial downside risk to the economy, but he said the PBOC had room to
pursue monetary policies (including interest rate and required reserve ratio policies) aimed at tackling the uncertainty
caused by intensified trade frictions. He said the PBOC would “accelerate domestic reform and opening up,
strengthen intellectual property protection, and consider treating state-owned enterprises (SOES) in accordance with
the principle of competitive neutrality.” He added that the PBOC was strongly promoting the opening up of China’s
service sector, including its financial industry.

= Comments by high-ranking figures point to the marketization of the RMB’s exchange rate

The RMB’s exchange rate dropped to RMB 6.9 to the dollar entering October. In an article in the Economic Daily
on October 8, Lui Shijin, a member of the PBOC’s Monetary Policy Committee, acknowledged there were concerns
about RMB depreciation and calls for the RMB to be protected at a certain level. In response, he said the important
thing was a functional rate formation mechanism rather than the attainment of any specific level. He added that
when the rate formation mechanism was working correctly, there would be no need to worry if the RMB did not hit

a certain level?. In an article written for the China Securities Journal on October 9, Yu Yongding, former president

18 People’s Bank of China, October 7, 2018: “/E A RIRITRE N ARS SRMIMAFEERSEE P HESER (The PBOC Decided to
Lower the Required Deposit Reserve Ratio for Some Financial Institutions to Offset Maturing MLF Loans)”
http://www.pbc.gov.cn/goutongjiaoliu/113456/113469/3639441/index.html

“PEARBITEXRATARR: BREEEHRPIESEN BEPMENETBRRERIFTRZE (PBOC Spokesperson: The PBOC Lowered
the Required Deposit Reserve Ratio to Offset Maturing MLF Loans; the PBOC Continues to Pursue a Prudent and Neutral Monetary Policy)”
http://www.pbc.gov.cn/goutongjiaoliu/113456/113469/3639444/index.html

18 People’s Bank of China, October 14, 2018: “S4N{TIK7E 2018 £ G30 EFRRITU AT R %L S & &G (PBOC Governor Yi Gang Responds to
Questions at the 2018 G30 International Banking Symposium)”

http://www.pbc.gov.cn/goutongjiaoliu/113456/113469/3643836/index.html

2 Economic Daily, October 8, 2018: “'23% A RMICRHIANKETSE (The Authorities Must Steadfastly Pursue the Marketization of the RMB's
Exchange Rate).” Original text: $txfit< Ext ARMIZERMERMTFEEN RO NENK, HRIDAA, EENIFARESK R, XBERILE
HHIEER. REVHIER, FHE ST ER.

http://finance.ce.cn/fe/gdxw/201810/08/t20181008_30451630.shtml
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of the China Society of World Economics, spelled things out in more detail when he said China must be resolute
when it comes to non-interference, even if the Chinese unit dropped to RMB 7 to the dollar.

= The heads of one bank and two commissions made comments aimed at bolstering stock markets

On October 18, the Shanghai SE Composite Index (Fig. 20) dropped to 2,486.42 points, its lowest level since
November 21, 2014 (2,486.79 points). On the following day, the heads of the China Banking and Insurance
Regulatory Commission (CBIRC), the China Securities Regulatory Commission (CSRC) and the PBOC (listed in
the order they made announcements; collectively referred to as the ‘one bank and two commissions’) released
comments aimed at bolstering stock markets?’. To start with, CBIRC Chair Guo Shugqing said that the “relatively
large and abnormal fluctuations on the financial markets in recent days...have been seriously out of line with the
fundamentals of China’s economic development and inconsistent with the overall stability in China’s financial
system.” He added that the CBIRC was seeking opinions on plans to administer the wealth management subsidiaries
of banks and he said the CBIRC would announce measures to strengthen investment by insurance funds in listed
companies, for example. CSRC Chair Liu Shiyu said the CSRC would encourage various types of funds managed
by local governments to help ease the pressure faced by some listed companies as a result of stock collateral problems.
Finally, PBOC Governor Yi Gang said the recent abnormal stock fluctuations were due to investor sentiments. He
also said the PBOC was examining measures to ease corporate financing difficulties, adding that the PBOC would
utilize monetary tools to support an expansion of bank credit.

= Liu He, Vice-Premier of the State Council, spoke about the economic situation

In the afternoon of the same day, Vice-Premier Liu He (the person in charge of economic and monetary policy)
spoke about stock markets to the People’s Daily, Xinhuanet and CCTV. He commented that China was becoming
the most valuable market for investment and that the bubble had already been greatly reduced, with market
adjustment leading to investment opportunities. When asked his opinion about the economic and financial situation
and changes to China’s industrial structure, Mr. Liu said the Chinese economy had “generally maintained stable
performance with an improving growth momentum,” with major indicators like economic growth, employment,
consumer prices, international balance of payments, enterprise profits, fiscal revenue and productivity all moving
within a reasonable range. Commenting on the financial sector, he added that monetary policy remained prudent
(neutral) and structural deleveraging was being steadily pushed forward, with blind expansion being contained and
investment decisions becoming more rational. He also noted that risk has built up to historically high levels and that
problems would inevitably come to the surface, though he said this was a necessary process that needed to be
assessed rationally.

When it came to the changing economic situation, he said that authorities would meet any demands related to the

China Securities Journal, October 9, 2018: “ AR M{ATLAIZ{E (Why Has the RMB Depreciated?).” Mr. Yu was formerly a member of the PBOC’s
Monetary Policy Committee

http://www.cs.com.cn/xwzx/jr/201810/t20181010_5879279.html

2 Xinhuanet, October 19, 2018: “4R{RIES : RN ERITIAEYIBIEEERLZRHIE CBIRC: Promoting Financial Market Normalization and a
Return to Sound Development)”

http://www.xinhuanet.com/fortune/2018-10/19/c_1123581764.htm

SEMSERENLE: UKEFBEIFTAELRBEFBIRT AL (CSRC Chair Liu Shiyu: Stabilizing and Boosting Market Confidence
Through Reform, Opening Up and Innovation)”

http://www.xinhuanet.com/fortune/2018-10/19/c_1123581821.htm

“SGUTITKSHR: RIERZMAERTE RFEHIFRETRALR (PBOC Governor Yi Gang: Maintaining Rational and Stable Liquidity and
Promoting Sound and Stable Market Development)”

http://www.xinhuanet.com/fortune/2018-10/19/c_129975244.htm
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22 He also said that China would strive to maintain steady economic growth while preventing

“six stabilities
financial risks and keeping the macro leverage ratio relatively stable, with the key to striking the right balance lying
in a policy structure centered on supply-side structural reforms. He emphasized the effectiveness and importance of
structural reform by insisting, for example, that the “the five priority tasks” policy?® was finally starting to bear fruit,
with price equilibrium returning to sectors with overcapacity issues (steel, coal, etc.). He explained that this would
propel economic growth and promote a global economic recovery. He added that the priority for structural reform
going forward would be: (1) supporting the development of private companies?*, (2) deepening SOE reform
(boosting competitiveness through mixed-ownership structures) and (3) making the financial system more adaptive
(building structures to give full play to the role of capital markets).

However, he struck an optimistic chord, predicting that China’s healthy economic cycle would lead to: (1) the
creation of demand in line with China’s growing middle-income group; (2) the formation of demand in relation to
China’s aging population; (3) the emergence of a new round of sci-tech and industrial revolutions based on a
combination of biotechnology and information technology; and (4) the generation of opportunities from green
development.

Mihoko Hosokawa, Research Executive; Advisory Division, Mizuho Bank (China), Ltd.

Disclaimer & Confidentiality

1.  Legal and accounting advice: The information contained herein does not incorporate advice on legal, accounting or tax issues. You
should obtain your own independent professional advice on the legal, accounting and tax aspects of this information.

2. Confidentiality: The information contained herein is given for general informational purposes only and shall be kept strictly confidential.
This information is intended for your company’s internal use only, and the disclosure to any third party is strictly prohibited.

3. Copyright: The information contained herein is, as a general rule, the intellectual property of MHBK (China), and may not be copied,
duplicated, quoted, reproduced, translated, or lent, in whole or in part, in any form or by any means for any purpose whatsoever without
prior consent.

4. Limitation of liability:

(@) The information contained herein was obtained from information sources deemed reliable by MHBK (China) but in no way is the
accuracy, reliability or integrity of such information guaranteed. MHBK (China) disclaims any liability whatsoever for any damage
arising out of or relating to this information. Moreover, the analysis herein is hypothetical and is not intended as an indication of the
certainty or completeness of the results thereof.

(b) Please note that information to be disclosed hereafter, appraisals, the opinions of credit rating agencies, and/or changes in the system
and/or financial environment may necessitate substantial modification to the relevant processes and/or schemes, which may have the
effect of rendering the analysis herein ineffectual. Further, this information is not intended to be an exhaustive statement of the risks to
which your company is exposed.

5. The information contained herein does not constitute a solicitation or offer by MHBK (China) to buy or sell any financial instruments or to
provide investment advice or service.

22 Refer to footnote 4.  Stable “(1) employment, (2) finance, (3) foreign trade, (4) capital, (5) investment, and (6) expectations.”

2 The five tasks are: (1) cutting overcapacity, (2) reducing excess inventory, (3) deleveraging, (4) lowering costs, (5) strengthening areas of weakness
2 Vice-Premier Liu He was also asked about private enterprise and the discussion about guo jin min tui (‘the state advances, the private sector
retreats’). In response, he pointed to data that showed private enterprise accounting for 50% of tax revenues, 60% of GDP, 70% of technological
innovation, 80% of urban employment, 90% of new jobs, and 90% of all companies. He stressed the government’s support for private enterprise and
he said those who did not support private enterprises had problems in their political orientation that need to be corrected.

China Net, October 19, 2018 “FHEAFRE;E/GER [FELTE S FEXEERE S BI42 5% 2t #0872 25 (Politburo Member and Vice-
Premier of the State Council Liu He Speaks about Current Economic and Financial Problems)”
http://www.gov.cn/guowuyuan/2018-10/19/content_5332515.htm
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