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China’s growth rate slows further
In the third quarter, China’s economic growth continued to slow, as had been expected. However,
the data also shows some green shoots. We therefore expect that growth will slightly accelerate
in the last quarter, implying the growth slowdown has bottomed out.
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China’s real GDP growth slowed further, to 7.4%
year‐on‐year in the third quarter of 2012, down from
8.1% in the first quarter and 7.6% in the second (see
figure 1).
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Weak demand for China’s exports, particularly from
the euro zone and the US, have been having an
adverse effect on China’s economic activity. In
addition, China’s own economic policies also
contributed to the economic slowdown. Compared
to 2011, when Chinese policies were still focused on
slowing inflation by limiting credit growth through
tight monetary policies and cooling the real estate
market, only limited easing has taken place in spite of
the reduced inflation pressures. As the labor market
has remained resilient to the economic slowdown,
there has also been less need for economic stimulus.

In spite of inflation having fallen to below 2% in
recent months, monetary easing has so far been
restricted to ‘fine‐tuning’. The reserve requirement ratio (RRR) was brought down to a still high 20% for large
banks, down from 21.5%. During the summer, the benchmark interest rates were cut two times to 6% for
loans up to 1 year and 3% for 1 year deposits, down from 6.56% and 3.5% respectively (see figure 2). In
addition, the room allowed to banks to deviate from the benchmark interest rates was increased.
To stimulate the economy, the government has sped up the approval process for investment projects. As a
result, around CNY 1,000bn (EUR 125bn) in mainly infrastructure projects has been approved in recent
months. This amounts to only about 25% of the total stimulus package released in 2009.
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Furthermore, the measures implemented in 2010 and 2011 to slow the overheating real estate sector remain
in place. The measures have been successful in the sense that real estate price rises were first curbed before
the prices started to fall in the first half of 2012 (see figure 3). However, the government fears the sector will
overheat again if real estate measures are eased. Given the direct and indirect importance of the real estate
sector to the economy, these measures continue to negatively affect overall GDP growth.
The August 2012 figures already showed that the recent monetary policy easing and stimulus measures had
come too late to reverse the economic slowdown in the third quarter, as industrial production growth,
investment growth and credit growth continued to slow. The fact that growth slowed further in the third
quarter, for the sixth consecutive quarter, was therefore not unexpected.
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In September, export growth unexpectedly accelerated to 9.9% year‐on year, up from 2.7% in August, mainly
on the back of strengthened demand from emerging markets in Asia. Although a positive development, it must
be said that export growth remains relatively weak, and is also a highly volatile number. The domestic
environment improved as well. Industrial production
growth accelerated to 9.2% year‐on‐year, which
Figure 2: Monetary policies ‘fine-tuned’ only
appears to be a curb in the downward trend, and
infrastructure investment is also rising. Railway
investments stand out in particular, increasing by
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still unable to drive growth by itself, retail sales grew
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at a faster pace in September, up by 14.2% year‐on‐
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year against around 13% in August. This is another
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sign the domestic economy is improving. Finally,
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September’s purchasing managers’ indices were less
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negative than in the months before (see figure 4).
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ment and a major leadership transition set to
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policy easing or economic stimulus measures are
expected this year.
In all, growth seems to have stabilized and a slight acceleration is likely in the final quarter, as the measures
that have been taken work through to the real economy. Even so, real GDP growth will remain subdued for
Chinese standards, with full year growth estimated at around 7.8% in 2012.

Figure 2: Real estate markets cools

% change y-o-y

Erwin Blaauw

25

Figure 3: PMI’s slightly less negative
% change y-o-y
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