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Our view on the outlookOur view on the outlook

China 

Improvement is spreading from leading to coincident indicatorsp p g g

Policy stimulus to accelerate growth recovery in 2H09 

Long-term growth trend unchanged

Capital inflow pressures likely to re-emerge, while external assets are likely to be diversified

Emerging AsiaEmerging Asia

Growth to recover in 2H09

Supported by growth in main trading partners, inventory dynamics and terms of trade improvements  
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China: Current conditions 
1) Growth likely bottomed in 4Q081) Growth likely bottomed in 4Q08 

Industrial production and real GDP growth rebounded on a q/q basis

Industrial production rebounded strongly in 1Q… … leading to a similar pattern in GDP growth
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China: Current conditions 
2) Investment growth picked up but consumption growth slowed2) Investment growth picked up, but consumption growth slowed

Real fixed asset investment growth improved markedly… … while real retail sales growth slowed
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China: Current conditions 
3) Government related investment led the recovery3) Government-related investment led the recovery

Growth in government-related and private investment 
diverged Spending on newly started projects rose sharply
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China: Current conditions 
4) External demand has continued to contract4) External demand has continued to contract

Exports (% y/ y) Imports (% y/ y)

Both export and import growth plunged… … but the fall in export orders has slowed
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China: Shifting forces driving growthChina: Shifting forces driving growth

Shifting forces Reversal? 
External demand Not yetExternal demand Not yet
Property market & sectoral excess capacity Not yet, takes time to absorb 
Inventory adjustment Likely in H1 if not in Q1 
Terms of trade Yes, significant improvement 
Fiscal & monetary policy Yes, large stimulus 
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China: Shifting forces driving growth
1) Falling external demand coupled with REER appreciation1) Falling external demand, coupled with REER appreciation

Real exports tracked global GDP growth CNY REER has appreciated 20% since early 2005
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China: Shifting forces driving growth
2) Sharp swing in the terms of trade2) Sharp swing in the terms of trade

Import prices have dropped sharply recently… … improving the country’s terms of trade
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China: Shifting forces driving growth
3) Pro cyclical inventory adjustment3) Pro-cyclical inventory adjustment

13 2.0Real inventory contribution to growth (pp RHS)

Inventory adjustments tend to be pro-cyclical Firms reduced inventories in recent months

54

11

12

13

0 5

1.0

1.5

2.0Real inventory contribution to growth (pp, RHS)
Real GDP growth (% y/ y)

50

CFLP PMI: Inventories

8

9

10

-0.5

0.0

0.5

46

6

7

8

-2.0

-1.5

-1.0

38

42

1996 1998 2000 2002 2004 2006 Jul 05 Apr 06 Jan 07 Oct 07 Jul 08 Apr 09

10

Source:  CEIC, Barclays Capital



China: Shifting forces driving growth
4) Excess capacity in some sectors exacerbates growth cycle4) Excess capacity in some sectors exacerbates growth cycle

74 W i hti H i d t (%)

Heavy industry has accounted for an increasing share of 
industrial production Property prices continued to fall
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China: Shifting forces driving growth
5) Reversal of monetary policy

Cut of 216bp in the benchmark 1y lending rate since September 2008

5) Reversal of monetary policy

Quantitative easing powered by credit growth 

A marked rise in M2/GDP ratio implies a significant easing of monetary conditions 

Credit growth picking up strongly… … and is expected to boost M2 growth
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China: Shifting forces driving growth
6) Reversal of fiscal policy

CNY4trn (USD586bn) spending package

6) Reversal of fiscal policy

Recent measures shift spending from investment to transfer payments and social protection 

We estimate fiscal stimulus to boost growth by 3.5pp in 2009

Fiscal  impulse Composition of the CNY4trn investment package 
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China: Outlook in 2009

Growth to accelerate in 2H, giving average growth of 7.2% for 2009

China: Outlook in 2009

The balance of risks tilts toward the upside

Growth is expected to recover in 2H… … but with broad-based slowdown for 2009 as a whole
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China: Longer-term growth trend unchanged
1) Working age population

Working-age population ratio will reach a peak around 2015

1) Working-age population

The working-age population is not projected to decline until about 2030

Working-age population ratio set to reach 
72% by 2015 

Working-age population is projected to rise to nearly 
1bn  by 2015
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China: Longer-term growth trend unchanged
2) Urbanisation has a long way to go

Urbanisation ratio is still low compared with developed countries

2) Urbanisation has a long way to go

Urban-rural income gap is large, providing incentives for migration

Urban population ratio is currently about 40% Urban-rural income gap remains large (CNY)
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China: Longer-term growth trend unchanged
3) Catch up remains an important force

China’s per capita GDP is much lower than is typical in developed countries

3) Catch-up remains an important force

The catch-up process will continue to be a driver of relatively fast growth
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China: Capital inflow pressure likely to re emerge

The pressures for inflows and outflows are roughly balanced currently 

China: Capital inflow pressure likely to re-emerge…

Domestic growth recovery and a weaker USD likely lead to inflow pressures over the course of 2009

CIP deviations correlate with estimated non-FDI flows EUR/USD tends to affect the CNY forward rate
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implying a stronger CNY

Referencing the CNY to a basket is likely to rise over time

…implying a stronger CNY 

USD/CNY rangebound in the near term with a strong tone for the CNY

A break from the USD/CNY range is likely to be associated with a stronger CNY

The pace of CNY appreciation has slowed sharply… … and was quickly reflected in NDF pricing
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China: The case for diversification of external assetsChina: The case for diversification of external assets 

Th t t f Chi ’ t l it l i i b l d ith t ti i ffi i l h ldi d “lThe structure of China’s external capital is imbalanced with a concentration in official holdings and a “long 
debt, short equity” asymmetry.  

A reduction of the concentration in debt instruments and official holdings would improve the long-termA reduction of the concentration in debt instruments and official holdings would improve the long term 
risk-return balance of China’s external assets. 

The pace of diversification is likely uncertain, as the current structure of external capital reflects factors that 
go beyond the narrow sense of FX reserve management.  

Nevertheless, at a conceptual level, we hold a view that a shift towards risky assets in China’s external 
investments would help boost risk appetite in global marketsinvestments would help boost risk appetite in global markets. 
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China: Imbalances in the structure of external capitalChina: Imbalances in the structure of external capital

Concentration of external assets in the official sector

A “long debt short equity” asymmetry

Composition of external assets A growing “long debt, short equity” asymmetry (USD 
bn)
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China’s net external assets are much smaller than Japan’sChina s net external assets are much smaller than Japan s

 China Japan 

As of end 2007 USD bn 

N t t l t 1 022 2 195Net external assets 1,022 2,195

FX reserves 1,535 967 

Non-official net external assets -513 1,228 

% of GDP% of GDP

Net external assets 29 42 

FX reserves 43 19 

Non official net external assets 15 24Non-official net external assets -15 24
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Emerging Asia: 2H09 recovery in placeEmerging Asia: 2H09 recovery in place

GDP growth GDP growth

% over previous period saar % annual change% over previous period, saar % annual change

3Q08 4Q08 1Q09 2Q09 3Q09 4Q09 2008 2009 2010

PR China 4.9 1.3 6.4 10.0 10.8 10.8 9.0 7.2 9.0

Hong Kong, SAR -2.8 -8.0 -3.2 -2.4 -0.8 0.0 2.7 -3.5 2.5

China, Taipei -7.8 -21.2 -0.9 6.0 3.0 2.7 0.1 -4.0 4.0

India 7.4 0.4 6.0 5.0 8.0 8.5 6.0 5.5 6.0

Indonesia 6.4 -0.4 -3.7 0.5 8.0 7.0 6.1 4.5 5.0

Malaysia -0.7 -9.3 -9.5 5.9 3.6 8.8 4.6 -2.0 3.5

Philippines 4 8 4 0 0 7 2 1 4 2 4 5 4 6 2 2 4 0Philippines 4.8 4.0 0.7 2.1 4.2 4.5 4.6 2.2 4.0

Singapore -2.1 -16.4 -5.8 2.1 9.9 7.2 1.1 -4.0 4.0

South Korea 2.2 -22.8 0.4 2.3 2.9 2.9 2.5 -2.5 3.7

Thailand 1.7 -24.4 -2.0 3.5 5.9 6.2 2.7 -3.0 4.0

Japan -1.4 -12.1 -19.3 3.7 4.0 2.4 -0.6 -6.7 1.4

EM Asia 4.1 -3.7 3.7 6.7 7.6 8.3 6.6 4.3 6.8

EM Asia (ex China and India) 0.8 -14.2 -2.1 2.6 4.4 4.5 3.1 -1.2 3.8

Global 1.2 -5.5 -5.4 0.5 2.5 3.7 2.9 -1.5 3.2
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EM Asia leads the global recoveryEM Asia leads the global recovery

The recovery in EM Asia is expected to come slightly 
earlier and more aggressively than elsewhere 

… but the damage of the collapse in 2H08 and 1Q09 
means Asia will post weak calendar 2009 growth
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Emerging Asia: Industrial production starting to recover due to export stabilisationEmerging Asia: Industrial production starting to recover due to export stabilisation…

Exports slumped in 3Q08 but recently have shown 
signs of revival (sa)

Industrial production slumped in 4Q08 but in recent 
months production has started to revive (sa)
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modest recovery in real retail sales which is being supported by… modest recovery in real retail sales, which is being supported by …

Real retail sales seems to have bottomed out… … and the momentum is turning up
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tolerable unemployment rates… tolerable unemployment rates

6.0 Base scenario for Asian unemployment

Optimist ic scenario

Pessimistic scenario 
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Emerging Asia: Monetary stimulus is already being felt

Easing cycle drawing to a close.

Inflation trend is drifting lower; but deflation is unlikely to be a major concern.

Asian banks appear relatively healthy due to low levels of gearing.

10

Policy rate cuts are drawing to a close Monetary expansion most apparent in China

 

7
8
9

10  

25%

30%

35%

3
4
5
6

15%

20%

0
1
2
3

0%

5%

10%

Jan 07 Jul 07 Jan 08 Jul 08 Jan 09 Jul 09

CNY IDR INR KRW TWD

0%
2005 2006 2007 2008 2009

China  (% 3m/ 3m) EM Asia: Ex-China (% 3m/ 3m)

28

Source: CEIC, Barclays Capital



Key contactsKey contacts

Peter Redward
Head of Emerging Asia Research
+65 6308 3528
peter.redward@barcap.com

Nicholas Bibby
Senior Regional Economist – Korea, Philippines, 
Thailand, Vietnam
+65 6308 3511
nicholas bibby@barcap com

Sailesh Jha
Senior Regional Economist – India, 
Indonesia, Pakistan
+65 6308 3201
sailesh jha@barcap comnicholas.bibby@barcap.com sailesh.jha@barcap.com

Wai Ho Leong
Senior Regional Economist – Malaysia, 
Singapore, Taiwan
+65 6308 3292

Wensheng Peng
Head of China Research
+852 2903 2651
wensheng peng@barcap com

Jian Chang
Economist – China, Hong Kong
+852 2903 2654
yan zheng@barcap com+65 6308 3292

waiho.leong@barcap.com
wensheng.peng@barcap.com yan.zheng@barcap.com

Matthew Huang
Strategist – China, Hong Kong, Korea, 

i

Shyam Ramachandran
Strategist – External Debt, Sovereign CDS

Taiwan
+65 6308 3093
matthew.huang@barcap.com

+65 6308 3529
shyam.r@barcap.com

29



DisclaimerDisclaimer

Analyst Certification(s): The persons named as the authors of this report hereby certify that: (i) all of the views expressed in the research report accurately reflect the 
personal views of the authors about the subject securities and issuers; and (ii) no part of their compensation was, is, or will be, directly or indirectly, related to the specific 
recommendations or views expressed in the research report.
Important disclosures: On September 20 2008 Barclays Capital Inc acquired Lehman Brothers' North American investment banking capital markets and private investmentImportant disclosures: On September 20, 2008, Barclays Capital Inc. acquired Lehman Brothers  North American investment banking, capital markets, and private investment 
management businesses. 
Historical and current disclosure information is provided via the two sources listed below. 
http://ecommerce.barcap.com/research/cgi-bin/all/disclosuresSearch.pl or call 1-212-526-1072;
http://www.lehman.com/USFIdisclosures/ 
Clients can access Barclays Capital research produced after the acquisition date either through Barclays Capital's research website or through LehmanLive.
Barclays Capital does and seeks to do business with companies covered in its research reports.  As a result, investors should be aware that Barclays Capital may have a 
conflict of interest that co ld affect the objectivity of this report Any reference to Barclays Capital incl des its affiliatesconflict of interest that could affect the objectivity of this report. Any reference to Barclays Capital includes its affiliates.
Barclays Capital and/or an affiliate thereof (the "firm") regularly trades, generally deals as principal and generally provides liquidity (as market maker or otherwise) in the debt securities that are the subject of this 
research report (and related derivatives thereof). The firm's proprietary trading accounts may have either a long and / or short position in such securities and / or derivative instruments, which may pose a conflict with 
the interests of investing customers. Where permitted and subject to appropriate information barrier restrictions, the firm's fixed income research analysts regularly interact with its trading desk personnel to determine 
current prices of fixed income securities. The firm's fixed income research analyst(s) receive compensation based on various factors including, but not limited to, the quality of their work, the overall performance of the 
firm (including the profitability of the investment banking department), the profitability and revenues of the Fixed Income Division and the outstanding principal amount and trading value of, the profitability of, and 
the potential interest of the firms investing clients in research with respect to, the asset class covered by the analyst. To the extent that any historical pricing information was obtained from Barclays Capital trading 
desks, the firm makes no representation that it is accurate or complete. All levels, prices and spreads are historical and do not represent current market levels, prices or spreads, some or all of which may have changed 
since the publication of this document Barclays Capital produces a variety of different types of fixed income research including fundamental credit analysis quantitative credit analysis and trade ideassince the publication of this document. Barclays Capital produces a variety of different types of fixed income research, including fundamental credit analysis, quantitative credit analysis and trade ideas.  
Recommendations contained in one type of research may differ from recommendations contained in other types, whether as a result of differing time horizons, methodologies, or otherwise.
This publication has been prepared by Barclays Capital; the investment banking division of Barclays Bank PLC, and/or one or more of its affiliates as provided below.  This publication is provided to you for information 
purposes only. Prices shown in this publication are indicative and Barclays Capital is not offering to buy or sell or soliciting offers to buy or sell any financial instrument. Other than disclosures relating to Barclays 
Capital, the information contained in this publication has been obtained from sources that Barclays Capital believes to be reliable, but Barclays Capital does not represent or warrant that it is accurate or complete. The 
views in this publication are those of Barclays Capital and are subject to change, and Barclays Capital has no obligation to update its opinions or the information in this publication. Barclays Capital and its affiliates and 
their respective officers, directors, partners and employees, including persons involved in the preparation or issuance of this document, may from time to time act as manager, co-manager or underwriter of a public 
offering or otherwise, in the capacity of principal or agent, deal in, hold or act as market-makers or advisors, brokers or commercial and/or investment bankers in relation to the securities or related derivatives which 
are the subject of this publicationare the subject of this publication. 
The analyst recommendations in this report reflect solely and exclusively those of the author(s), and such opinions were prepared independently of any other interests, including those of Barclays Capital and/or its 
affiliates.
Neither Barclays Capital, nor any affiliate, nor any of their respective officers, directors, partners, or employees accepts any liability whatsoever for any direct or consequential loss arising from any use of this 
publication or its contents. The securities discussed in this publication may not be suitable for all investors. Barclays Capital recommends that investors independently evaluate each issuer, security or instrument 
discussed in this publication and consult any independent advisors they believe necessary. The value of and income from any investment may fluctuate from day to day as a result of changes in relevant economic 
markets (including changes in market liquidity). The information in this publication is not intended to predict actual results, which may differ substantially from those reflected. Past performance is not necessarily 
indicative of future results.
This communication is being made available in the UK and Europe to persons who are investment professionals as that term is defined in Article 19 of the Financial Services and Markets Act 2000 (Financial Promotion g p p p (
Order) 2005. It is directed at, and therefore should only be relied upon by, persons who have professional experience in matters relating to investments. The investments to which it relates are available only to such 
persons and will be entered into only with such persons. Barclays Capital is authorized and regulated by the Financial Services Authority (‘FSA’) and member of the London Stock Exchange.
Barclays Capital Inc., US registered broker/dealer and member of FINRA (www.finra.org), is distributing this material in the United States and, in connection therewith accepts responsibility for its contents. Any U.S. 
person wishing to effect a transaction in any security discussed herein should do so only by contacting a representative of Barclays Capital Inc. in the U.S. at 745 Seventh Avenue, New York, New York 10019.
Subject to the conditions of this publication as set out above, ABSA CAPITAL, the Investment Banking Division of ABSA Bank Limited, an authorised financial services provider (Registration No.: 1986/004794/06), is 
distributing this material in South Africa. Any South African person or entity wishing to effect a transaction in any security discussed herein should do so only by contacting a representative of ABSA Capital in South 
Africa, ABSA TOWERS NORTH, 180 COMMISSIONER STREET, JOHANNESBURG, 2001. ABSA CAPITAL IS AN AFFILIATE OF BARCLAYS CAPITAL.
Non-U.S. persons should contact and execute transactions through a Barclays Bank PLC branch or affiliate in their home jurisdiction unless local regulations permit otherwise.
I J thi t i b i di t ib t d b B l C it l J Li it d t i tit ti l i t l B l C it l J Li it d i j i t t k i t d i J ith i t d ffi f 2 2 2In Japan, this report is being distributed by Barclays Capital Japan Limited to institutional investors only. Barclays Capital Japan Limited is a joint-stock company incorporated in Japan with registered office of 2-2-2, 
Otemachi, Chiyoda-ku, Tokyo 100-0004, Japan. It is a subsidiary of Barclays Bank PLC and a registered financial instruments firm regulated by the Financial Services Agency of Japan. Registered Number: Kanto 
Zaimukyokucho (kinsho) No. 143.
Barclays Bank PLC Frankfurt Branch is distributing this material in Germany under the supervision of Bundesanstalt für Finanzdienstleistungsaufsicht (BaFin).
IRS Circular 230 Prepared Materials Disclaimer: Barclays Capital and its affiliates do not provide tax advice and nothing contained herein should be construed to be tax advice. Please be advised that any discussion of 
U.S. tax matters contained herein (including any attachments) (i) is not intended or written to be used, and cannot be used, by you for the purpose of avoiding U.S. tax-related penalties; and (ii) was written to support 
the promotion or marketing of the transactions or other matters addressed herein. Accordingly, you should seek advice based on your particular circumstances from an independent tax advisor.
© Copyright Barclays Bank PLC (2009). All rights reserved. No part of this publication may be reproduced in any manner without the prior written permission of Barclays Capital or any of its affiliates. Barclays Bank PLC 
is registered in England No 1026167 Registered office 1 Churchill Place London E14 5HP Additional information regarding this publication will be furnished upon request [030409EUD] AS3951

30

is registered in England No. 1026167. Registered office 1 Churchill Place, London, E14 5HP. Additional information regarding this publication will be furnished upon request. [030409EUD] AS3951


