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China claims to have stopped the spread of Covid-19 from mid-March
onwards, although it has experienced isolated outbreaks since then
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China experienced its sharpest economic downturn in the first quarter of
this year since the beginning of the ‘Cultural Revolution’

Real GDP growth, from year earlier, 1961-2020
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Note: In the left hand chart, GDP growth rates are annual averages up to the December quarter of 1991, and then quarter-on-corresponding-quarter-of-

previous-year thereafter. Source: China National Bureau of Statistics.
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Production has rebounded in the current quarter, although not yet to pre-

pandemic levels

Manufacturing PMIs Industrial production
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However the ‘demand’ side of the Chinese economy - both household
and business - still looks soft
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Inflation rose sharply last year, largely because of a surge in pork prices,
but has receded this year, with non-food inflation at a 10-year low
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Source: China National Bureau of Statistics.
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China’s trade slowed during 2019, but doesn’t (yet) appear to have

deteriorated further in the first half of this year

Merchandise trade volumes Merchandise tfrade values
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Sources: Netherlands Economic Planning Bureau (CPB); China National Bureau of Statistics.

Merchandise trade balance

700 - US$bn (12-mth moving total)
600 -

500 -
400 -
300 -
200 -
100

O T T T T T T T T T T 1
10 11 12 13 14 15 16 17 18 19 20

FDI and other capital flows

600 7 Us$bn (4-gfr moving sum)

400 A Net foreign
direct investment

Net decrease in
FX reserves

200 A
0
-200
-400
-600
-800

Net apparent other
private capital inflows

10 11 12 13 14 15 16 17 18 19 20

SAUL ESLAKE

CORINNA ECONOMIC ADVISORY



Chinad’s fiscal policy measures in response to Covid-19 appear to be
larger than those taken during the global financial crisis

Fiscal measures announced by the Chinese
Government in response to Covid-19
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Sources: Asian Development Bank, ADB Covid-19 Policy Database; IMF, Fiscal Monitor, April 2020.
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Conversely, the People’s Bank of China has been much more cautious
about monetary policy stimulus than it was during the financial crisis ...

PBoC policy interest rates Market interest rates
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... perhaps because their primary focus for the past four years has been
on improving financial stability

Total non-financial sector credit
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Sources: Bank for International Seftlements; People’s Bank of China; China Banking & Insurance Regulatory Commission.
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China has allowed the yuan to depreciate against the USS and in trade-
weighted terms - but is the FX regime sustainable in the long term?

Chinese yuan vs US$ and trade-weighted index FX reserves and domestic credit
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China has been adopting an increasingly belligerent approach in its
dealings with its neighbours

a

Q

China appears to be becoming increasingly bellicose and belligerent
— it believes other countries aren’t paying it the respect (or deference) that it believes its growing economic heft deserves
— and sees an opportunity in the erosion of American moral authority under the Trump Administration

China’s approach to Hong Kong and Taiwan is becoming more assertive and authoritarian

— last month’s National People’s Congress authorized the imposition of ‘national security’ law on Hong Kong, which would allow
‘relevant national security organs’ of the Chinese Government to ‘set up agencies in Hong Kong to fulfil relevant duties to
safeguard national security in accordance with the law’

— Premier Li Keqiang’s ‘Work Report’ to the NPC pointedly omitted the word ‘peaceful’ from the regular statement of intent for
‘reunification’ with Taiwan (for the first time in 40 years)

— General Li Zuocheng (Chief of the Joint Staff and member of the CMC) said on 29" May ‘if the possibility of peaceful reunification
is lost, the people’s armed forces will ... take all necessary steps to resolutely smash any separatist plots or actions’

China is continuing with its militarization of the South China Sea
— in April this year China proclaimed two new municipal districts to govern the disputed Paracel and Spratly Islands
— on 39 April a Chinese patrol boat rammed and sank a Vietnamese fishing vessel near the Paracel Islands,

— in the latter part of April, a Chinese survey ship accompanied by two navy destroyers confronted a drillship chartered by Petronas
operating in Malaysia’s exclusive economic zone north of Sarawak

— Inresponse the US has stepped up its naval presence in the region, increasing the risk of an ‘incident’

Chinese and Indian troops have been confronting each other along their Himalayan border
— Chinese and Indian troops confronted each other (with rocks) at several places along their border during May

China has been acquiring islands in the Indian and Pacific Oceans

— China has been artificially enlarging Feydhoo Finolhu Island in the Maldives, 600kms from India, which a Chinese company
leased for 50 years for USS4mn in 2014

— while in May this year China Sam Enterprise Group acquired 75-year lease of Tulagi in the Solomon Islands SAUL ESLAKE
(which served as an HQ for Allied naval operations during World War Il)
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Recent Chinese activity in the Indo-Pacific region
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Of course the Chinese would say they're not doing anything the US
hasn’t, either in the Indo-Pacific or in the Americas

US military presence in the ‘Indo-Pacific’ region
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US involvement in Latin America and Caribbean
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This document has been prepared by Saul Eslake on behalf of Corinna Economic Advisory Pty Ltd, ABN 165 668 058 69, whose registered office is
located at Level 11, 114 William Street, Melbourne, Victoria 3000 Australia.

This document has been prepared for the use of the party or parties named on the first page hereof, and is not to be further circulated or distributed
without permission.

This document does not purport to constitute investment advice. It should not be used or interpreted as an invitation or offer to engage in any kind of
financial or other transaction, nor relied upon in order to undertake, or in the course of undertaking, any such transaction.

The information herein has been obtained from, and any opinions herein are based upon, sources believed reliable. The views expressed in this
document accurately reflect the author’s personal views, including those about any and all financial instruments referred to herein. Neither Saul
Eslake nor Corinna Economic Advisory Pty Ltd however makes any representation as to its accuracy or completeness and the information should
not be relied upon as such. All opinions and estimates herein reflect the author’s judgement on the date of this document and are subject to
change without notice. The author and Corinna Economic Advisory Pty Ltd expressly disclaim any responsibility, and shall not be liable, for any loss,
damage, claim, liability, proceedings, cost or expense (“Liability”) arising directly or indirectly (and whether in tort (including negligence), contract,
equity or otherwise) out of or in connection with the contents of and/or any omissions from this communication except where a Liability is made
non-excludable by legislation.

Any opinions expressed herein should not be attributed to any other organization with which Saul Eslake is affiliated.
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