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Growth anxiety






China’s economy expands by 7.4% YoY and 1.4% QoQ
(seasonally adjusted) in 1Q 2014, down from 7.7% YoY and
1.7% QoQ in 4Q 2013.
Trimming slightly our full-year growth forecast to 7.3% from
7.5%.
Key thing to watch: policy responses given downside risk to
official full-year 7.5% growth target. We have already seen
shift in exchange rate policy and mini-fiscal stimulus
announcement.
Keep eyes on handling of emerging debt problems and
shadow banking issue, as well as potential further
adjustments in monetary/banking policy, especially on
liquidity measures.

Slower 1Q 2014 growth. China’s economy grew by 7.4% YoY in 1Q
2014, down from 7.7% YoY in 4Q 2013 but just ahead of consensus
estimate of 7.3% YoY. Overall, growth stayed within the 7.4%-7.9%
YoY quarterly real GDP growth range recorded during 2012-2013.
On seasonally adjusted QoQ basis, GDP growth slowed to 1.4% from
1.7%.
Reflects downtrend in growth drivers i.e. cooling property/real
estate sector; slowing fixed asset investment and industrial output
growth; weak exports. In addition, liquidity and credit conditions
have tightened so far this year, as per the decelerating money
supply growth, the fall in the overall financing aggregate, and the
higher funding costs given the 100bps-150bps rise in the short-term
(3-month SHIBOR) and long-term (10-year Government bond yields)
interest rates in the past 12 months. At the same time, the
targeted new growth driver – domestic consumer spending (retail
sales as proxy) is not strong enough to take up the slack, in part
due to the corruption crackdown that deters “spending by” and
“spending on” Government officials.
Slight downward revision to our 2014 growth forecast. We now
expect China’s GDP to expand by 7.3% this year vs. 7.5%
previously, taking into account the potential continuation of sub2% QoQ s.a. growth in the remaining quarters of 2014.
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Some policy reactions to meet official 2014 growth target
Exchange rate shift. CNY has fallen 2.7% against US Dollar so far this year
– arresting the 12% gain between mid-2010 and end-2013 – presumably to
boost export competitiveness amid rising domestic labour costs, besides
deterring “one way bet” currency speculation.
Mini fiscal stimulus. Earlier this month, the State Council announced a
“mini fiscal stimulus”, where construction/infrastructure projects will be
accelerated. This will include building railways (mainly in the lessdeveloped central and western regions) and low-income housing. The
package also extends and expands the existing preferential income tax
treatment to the small and micro businesses, namely lifting the annual
taxable income limit of below-CNY60,000 to qualify for a 50% tax cut, and
extending the tax incentive until end-2016 from end-2015
No figure was provided on the size of this package, but indications are that
it is between one-fifth to one-third of the mammoth fiscal stimulus of 2009
that totaled CNY4tr (USD586b) or 12% of the year’s GDP. What we know
under this mini package is that the government will sell CNY150b of bonds
this year to help build railways, mainly in the less-developed central and
western regions, and will also create a development fund of CNY200bCNY300b per annum to increase sources of rail financing. In contrast, the
bulk of the 2009 package – CNY1.5tr or 37.5% - went into infrastructure
that included railway construction. So using these facts as a rough guide,
we are of the opinion that the mini stimulus is about 20% to 30% of the
2009 stimulus.

So keeping our eyes on policy fronts
Handling of emerging debt problems. We note that the market appears
to be generally still sanguine about the default risk in China. The 5-year
sovereign credit default swap (CDS) spread rose to around 90bps currently
from 65bps at end-2013, which implies a mere 7% probability of default.
Judging from the reported cases of corporate debt problems and defaults
thus far, we get a sense that the authorities are “managing” the issue by
allowing some failures to address the moral hazard risk and impose the
role of market disciplines, but will not hesitate to intervene via
restructurings, loan rollovers and bailouts in cases that pose major
systemic risk to the financial system.
Progressively regulating shadow banking. The China Banking Regulatory
Commission (CBRC) recently ordered trust companies to restrict their
businesses and reduce net assets, or have their shareholders replenish
capital when the firms suffer losses. The regulator will also impose a strict
approval process on trust firms’ entry into new businesses and products
starting this year. In addition, there is the potential launch of Document
No.9 by CBRC on impairment charges and higher risk-weight for shadow
bank assets.
Potential further shift in monetary/banking policy, especially on
liquidity measures e.g. PBOC’s open market operation (OMO via PBOC bills
and repo/reverse repo); banks’ reserves requirement ratios. PBOC has
been slowing its net liquidity injection into the system since 2012 which
turned into net withdrawal so far this year. However, on weekly basis –
and excluding the seasonal net injection between Jan-Feb every year to
ensure sufficient liquidity during the extended Lunar New Year holidays –
there were signs last week that the central bank is injecting liquidity into
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the system, reversing the net withdrawals between Feb and early-Apr.
This could also supplant the “weak” CNY policy of late.
There are also expectations of reduction in the banks’ reserve requirement
ratios. The ratios are currently 20% for major banks and 18% for smaller
banks since 2012. The last policy actions on these ratios were three
rounds of 50bps cuts from the high of 21.5% and 19.5% respectively in
2011.
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China: Quarterly Real GDP (% YoY)
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should satisfy yourself before reading it that Maybank KESUSA is permitted to provide research material concerning investments to you under relevant
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This document is being distributed by Maybank Kim Eng Securities (London) Ltd (“Maybank KESL”) which is authorized and regulated, by the Financial Services
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research report. Therefore, Investors should exercise their own judgment before making any investment decisions. MBKET, its associates, directors, connected
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Analyst Certification of Independence
The views expressed in this research report accurately reflect the analyst’s personal views about any and all of the subject securities or issuers; and no part of
the research analyst’s compensation was, is or will be, directly or indirectly, related to the specific recommendations or views expressed in the report.
Reminder
Structured securities are complex instruments, typically involve a high degree of risk and are intended for sale only to sophisticated investors who are capable
of understanding and assuming the risks involved. The market value of any structured security may be affected by changes in economic, financial and political
factors (including, but not limited to, spot and forward interest and exchange rates), time to maturity, market conditions and volatility and the credit quality
of any issuer or reference issuer. Any investor interested in purchasing a structured product should conduct its own analysis of the product and consult with its
own professional advisers as to the risks involved in making such a purchase.
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Definition of Ratings
Maybank Kim Eng Research uses the following rating system
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Applicability of Ratings
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