World Economic Trends Il

<The 2019 Autumn/Winter Report>

- World Economy amid Continuing U.S.-China
Trade Tension, and Monetary Policy -

(Summary)

February 2020
Cabinet Office Government of Japan



(Highlights)
O The world economy is slowing down amid the continuing trade tension between the
U.S. and China.
» Characterized by shrinking trade of goods and stagnation of manufacturing.

O Moves toward further monetary easing are observed all around the world.

» As part of what they should address, major central banks have an issue of what policy
measure and/or framework they should adopt to respond to changes in the structure of the
economy and the financial sector.
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Chapter 1 Section 1 World Economy amid Continuing U.S.-China Trade Tension

1. Current state of U.S.-China trade tension (1)

(U.S) (1) Additional tariff measures by U.S. and China (China)

Date for imposing

Examples of items subject

Date for imposing

Examples of items subject

additional tariffs TR i e to tariffs additional tariffs U o e to tariffs
Agricultural products like
. Additional 25% tariffs Industrial machines . Additional 25% tariffs soybeans, cars (standard-
List1 July 6, 2018 on $34 billion worth of goods |Electronic parts List 1 July 6, 2018 on $34 billion worth of goods |sized cars, etc.), fishery
products
Chemical products, medical
. Additional 25% tariffs Plastic products . Additional 25% tariffs facilities, energy products,
List2 Aug 23, 2018 on $16 billion worth of goods |Integrated circuits List2 Aug 23, 2018 on $16 billion worth of goods |cars (small-sized cars,
buses, etc.)
Additional 10% tariffs . . Liquefied natural gas, food
- 0, ,
. Sep 24, 2018 & additional 25% tariffs  |Food products . Add|t[qnal 5-10% tanﬁs products & beverages,
List 3 . . List 3 Sep 24, 2018 & additional 5-25% tariffs .
May 10, 2019 on $200 billion worth of  |Furniture - electrical products, auto
Jun 1, 2019 on $60 billion worth of goods
goods parts
Additional 15% tariffs
Sep 1, 2019 & additional 7.5% tariffs  |Clothing Sep 1, 2019 5.0-10% Soybean
Feb 14, 2020 on $120 billion worth of | Television Feb 14, 2020 2.5-5.0% - Qil
. . $75 billion worth
List 4 goods List 4 of goods®
— = -
Dec 15, 2019 Additional 15% tariffs 1\, e ohones Dec 15, 2019 Wheat
on $160 billion worth of 5.0-10%
- Postponed ! qoods iLaptop computers ! - Postponed ! ! :Car

(*) Goods for the List 4 overlap with those for the List 2 and List 3 in 4% and almost 60%, respectively.
Breakdowns between the starting months (Sep and Dec) are unavailable in value terms
(1,717 and 3,361 items from Sep and Dec, respectively).

2. Current state of U.S.-China trade tension (2)

(2) What happened from August 2019

August 2019

September

October

December

January 2020

The U.S. and China announced their intention to
implement the List 4 of additional tariff measures
from September and December.

The US announced higher rates for additional tariffs.
(List 1-3: From October; List 4: From 1st day of
implementation)

The US and China implemented the List 4.

After a ministerial-level meeting between the two
countries, the US announced postponement of
higher rates they planned to impose for the List 1-3
of additional tariffs in October.

Having reached a Phase 1 agreement, the U.S. and
China announced they would postpone implementing
the Level 4 (what they planned to in December).

The US and China signed the 1st phase agreement.

(5100 gﬂ(i)'gon)_ (3) Scale of additional tariffs imposed by the US on China

1,200 List 4
List 3 List 4 (15%)  (Lowered from 15% to 7.5%)
900 (Raised from 10% to 25%) \
0,
List 3 (10%) \j 3‘%9[)/ b
600 | List1&2 /
0.30% 0.35%
300 F of GDP of GDP
0.06% 0.16%
of-GDP of GDP
0 J
Implemented in 2018 List 3: Rate increase  List 4: Partially List 4
(10% to 25%) implemented Rates partially
(May 10, 2019) (September 1) reduced

(Note) Adapted from U.S. Department of Commerce. On the chart,

ratios of GDP represent those of goods covered by additional tariffs to GDP of the US (2018).

(Feb 14, 2020)

(4) 1st phase agreement

O The agreement states actions the US and China must take in 7 areas below:
(1) Intellectual property; (2) Technical transfer; (3) Agriculture; (4) Financial services;
(5) Macroeconomic policies and exchange rate matters; (6) Expanding trade;
and (7) Dispute resolution.

O For (6), they agreed China would increase imports of goods and services from the
U.S. by not less than $200 billion (*) in two years.

* Specifically, not less than $76.7 billion and $123.3 billion in 2020 and 2021,
respectively, from the 2017 level. (In trade of goods & services with China, the US is
expected to see a decline in the ratio of deficit to GDP (1.7% in 2017) by 0.4% and

0.6% in 2020 and 2021, respectively, from the 2017 level.)



Chapter 1 Section 1 World Economy amid Continuing U.S.-China Trade Tension

3. Slowdown of the World Economy (1) (Growth rate & Trade)

4.0

2.0

(1) Global real economic growth rate

(YoY, %) ((1) From 2000)

rﬂ Shanghai stock exchange crash ]
Dot-com bubble collapse ] European sovereign debt crisis l_

[ Global financial crisis ]

2000|1 02 | 04 | 06 | 08 | 10 | 12 | 14| 16 |18

Q (Quarter) 0.0
1 (Year)

((2) From 2011)

(2) Global trade volume

A larger decline and
slower recovery than in the
latest two slowdown phases.

(Yo, %) 110 (The month of downturn starting = 100)
108
401 106 |
30 } 104
102 . ST
20 | N 24 100 N . I,' * - August 2011
o 1.9 ' ' 98 (VAN <«—August 2018
' 96
0 2 4 6 8 1012 14 16 18 20 22 24 (Months)
Q0 (Note) Adapted from Netherlands Bureau for Economic Policy
2011l 12 1131 1al 15| 161 171 18|19 Egg:rr)tef) Analysis (CPB). Seasonally adjusted.

(Note) Adapted from World Bank. Shades in light or dark blue represent periods when the OECD Composite Leading Indicators pointed to an economic downturn in two or three of
the U.S., the Eurozone, and China, respectively. Figures on the right chart represent the lowest growth rate in each phase (1Q of 2013 & 2016, and 2Q of 2019).

4. Slowdown of the World Economy(2) (Business Confidence & Industrial Production)

(3) Global business confidence

-~
' A remarkably
1 larger decline in

((1) Manufacturing)
(Changes from the month of downturn starting)

!
1

\
1
1
1
1
1
1
1
1
1
1
1

3 r | manufacturing

2 | May 2015 | than in the latest
: two slowdown

1r A | phases.

-~ 1 \ - Yl R '

0 [} \\_~\ l’

-1 7‘\

2 August 2011

-3

4 August 2018

0 2 4 6 810121416 182022 24 (Months)

((2) Services industry)
(Changes from the month of downturn starting)

Il\/‘\‘ August 2011

| August 2018

May 2015

0 2 4 6 8101214161820 22 24 (Months)

(Note) Adapted from Markit. Changes in the business confidence DlIs (seasonally adjusted) from the month of downturn starting.

(4) Global industrial production

P

| A smaller
(The month of downturn starting = 100) | increase than
106 - 1 in the latest
| two slowdown
105+ May 2015 ! phases.
104 1 A slower
103 | ,° | recovery as
102 L =K |‘weII.
101 “ August201l T TTTTTT
100
99 August 2018
98

0 2 4 6 8101214161820 22 24 (Months)

(Note) Adapted from Netherlands Bureau for Economic Policy 3
Analysis (CPB). Seasonally adjusted.

————————— -



Chapter 1 Section 1 World Economy amid Continuing U.S.-China Trade Tension

5. Outlook of the World Economy

(1) Outlook: Global growth rate (2) Outlook: Global trade volume

l'Growth rate forecasts for ‘I
2020 have been revised ST mmTmmmmmmmmmmmEmmmm s mmmmmmm s mmmmmmm— \
EYOY’ %.) , . i down asvthose for 2’619. i (YoY, %) in 2019, trade volume grew much slower than the economy. |
3.8 ; | 1 Recovery is slower than | 6.0 '+ 70 IlA slower growth is expected again for 2020. ]
i ' ' b e o o e e e e -
: i P00 NS ’ 4.6
3.5 40 L
: : ! 3.0
3.0 i b jiannans i 20 t
2.5 I | G i = i I 0.0 , , i iiices B ,
Actual Actual Sep 2018 | Apr 2019 | Oct 2019 | Apr 2019 | Oct 2019
Actual | Actual Forecast | Forecast | Forecast | Forecast | Forecast
| 2017 | 18 (Year) 2017 18 9 20 (Year)
(Note) Adapted from IMF "World Economic Outlook". (Note) Adapted from WTO. Trade volume: Mean of imports & exports.
6. Moves of Further Monetary Easing Observed Around the World, and Risk Factors in the Global Economy
(1) No. of countries & regions that changed the policy interest rate (G20) (2) Risk factors in the global economy
10 r - N
9} 9 e . O Developments of trade issues
8 lnt'erest rate cut 75 :'Since April 2018, ! * Between US & Ch_ina a_m_d US & Europe
7 F 6 . Interest rate increase I many countries and ! (aircraft, automobile, digital services tax)
6 : regions had beenina |
5 i phase of interest-rate | O Outlook of the Chinese economy
4 | Increase, before most | « Economic stimulus measures, the issue of excessive debt,
3 j Of them started rate | and impact of the spread of novel coronavirus infection
> | cuts in 2019. ' P P '
N e e e =
(1) O Withdrawal of the U.K. from the EU
12{Month) * FTA negotiations between the U.K. and the EU during the
1 Year) transition period through the end of 2020.
(Notes) 1.Adapted from BIS. No. of changes made in policy interest rates by 16 central banks of G20 members excluding Argentina. . . . .
(A series of changes made in a single month are counted as one.) On the chart, figures represent no. of rate cuts. ) FIuctuatllons m_ fmqnmgl & capltal markets o
2.A policy interest rate refers to a specific series that BIS request each central bank to report to produce a dataset. * Stock price & situation in the Middle East (CrUde oil prlce)

They report a single series per month. For instance, changes are counted solely in the rate for main refinancing operations for the
Eurozone, and the benchmark lending rate for China. 4



Chapter 1 Section 2 Developments of Monetary Policy and Its Challenges [The United States]

1. Developments of Monetary Policy and Its Challenges: The United States (1)

(1) The floor (and sub-floor) system for guiding the operational target rate

3.0

2.5

2.0

15

1.0

0.5

0.0

)
Wlth the shift to rate cuts in July 2019, the Fed stopped unwinding its balance sheet. |
1
1

0
(% ' Rates were cut again in Sep & Oct 2019, unchanged in Dec 2019 and Jan 2020.

Interest rate on excess reserves

i (floor) \

Operational target rate (FF rate)

Reverse repo operations rate
(Sub-floor)

2008

10 15 19 (Year)
(Note) Adapted from FRB. A reverse repo operations rate refers to the rate of an interest the FRB
pays when selling bonds with buy-back conditions (repo operations for selling bonds to
absorb funds).

(2) Changes of methods for controlling interest rates

[ | After so-called quantitative easing, the regime of "scarce reserves" regime was

replaced by that of "ample reserves".

(FF rate)
Official discount rate\
to control interest rates
("Abundant reserves" regime)

/

Demand for reserve

deposits Interest rate on

excess reserves

Supply level of reserve
deposits changed to control
interest rates
("Scarce reserves" regime)

Y 7

_ (Level of reserve deposits)
Supply of reserve deposits

(Note) Adapted from FRB.

2. Developments of Monetary Policy and Its Challenges: The United States (2)

Interest rates on excess reserves
and reverse repo rates changed

29
2.7
2.5
2.3
2.1
1.9
1.7
15

(3) Fluctuations in the FF and repo rates in September 2019

(%) Setrt)I 16 (dtjs c:atfe for cotrportate mcor;;eI tax & |' With rapid \
_ settlement date for auction treasury bills) ! increases in short- I
I Repo rate : term interests rate :

Interest rate on excess reserves ° I in mid-September 1
L ;| 2019, the FF rate
Target range for FF rate | went above the H
- I target range. !
FF rate : The FRB engaged |
I I inrepo H
L : transactions to :
____________________________________ 1 supply fundsand 1
- : purchased treasury :
S J
123456789 10111213141516171819202122232425262728293
L/ (Day)
9 (Month)
Notes) 1. Adapted from FRB. FOMC

2. The repo rate represents interest rates for repo transactions with undesignated items of bonds
(overnight). A repo transaction refers to borrowing (lending) of short-term funds by selling (buying)
bonds with buy-back (sell-back) conditions.

3. On September 17, interest rates reportedly went above 10% at some repo transactions.

(4) Challenge 1: Ways to control short-term interest rates

(Structural factors behind rapid increases in short-term interest rates)

» The FRB's unwinding of its balance sheet (from Oct 2017), which led to smaller
reserve deposits

» Smaller inter-bank lending (minor roles it has to play after quantitative easing &
more stringent financial regulations)

(Discussions for better methods for controlling interest rates)

* Need to secure sufficient reserve deposits for an "abundant reserves" regime

» Need to set a cap on short-term interest rates by, for instance, establishing a
standing lending facility as banks often decline official discount rates

» Reconsider target interest rates




Chapter 1 Section 2 Developments of Monetary Policy and Its Challenges [The United States]

3. Developments of Monetary Policy and Its Challenges: The United States (3)

(5) Natural rate of interest

: The natural rate of interest fell sharply in the late 2000s.
4% 1 In this situation, the policy interest rate is more likely to reach the effective

i Iower bound (ELB).
3 L
2 |
1 L
0
1990 95 2000 05 10 15 (Year)

(Note) Adapted from the New York Fed. A natural rate of interest represents a real
short-term interest rate consistent with potential GDP.

(6) Phillips curve

| The Phillips curve flattened after the global financial crisis. i
! Stablhzmg the expected inflation rate has become more critical. :

(YoY change in wage per hour, %)

Before Sep 2008

o.. oSe " (3 .*K ;w .: 28 .;. ’i.
2t LY Thd 'x’& \ °8,° . . ® [ LA
o® 0'8
1 -
After Sep 2008
0
3 4 5 6 7 8 9 10

(Unemployment, %)
(Notes) 1. Adapted from U.S. Department of Commerce & Department of Labor.

2. Before Sep 2008: Data for Jan 2001 through Sep 2008;
After Sep 2008: Data for Sep 2008 through Dec 2019.

(7) Challenge 2: Reconsidering the framework for monetary policy

O To respond to the "New Normal," characterized by low interest rate, low
inflation, and low growth, reconsider strategies, methodologies, and
communication for monetary policy.

* Since Feb 2019, events called "Fed Listens" have been given by Federal
Reserve Banks.

«The FOMC also started discussions in mid-2019, targeting at releasing
conclusions around mid-2020.

(1) Whether to adopt a “makeup strategy”

« Examine, from the viewpoint of trust, whether to compensate for any shortfalls
of inflation from a target with overshoots in future.

« Specifically, the Fed considers whether to set the average rate of inflation over
a certain period as a target (average inflation targeting) or set a target path for
the level of prices (price level targeting), against which past shortfalls should
be taken into evaluation.

(2) Relevance of current tools of monetary policy, and addition

* Among the current tools, release of the target range of the FF rate, balance
sheet policy, and forward guidance are under review.

* As additional tools, yield curve control and negative interest rate, among
others, are examined. (At its meeting in October 2019, the FOMC discussed
negative interest only skeptically as an option they could adopt in the current
state of the economy.)

(3) Improve communication

* Forward guidance and economic projections of FOMC members (including dot
plots representing their forecast of interest rates) are under review.

6




Chapter 1 Section 2 Developments of Monetary Policy and Its Challenges [Eurozone]

1. Monetary policy in the Eurozone (1)

6.0
5.0
4.0
3.0
2.0
1.0
0.0
-1.0

(1) The corridor system for guiding the operational target rate

) L
- (%) Marginal lending facility rate (Billion Euro) 2,400 |f|n Sep 2019, the\‘l
/Operational target rate Lo 1 2000 | ECB decided to i
(EONIA rate) Excess liquidity ! 1 | 1

(RHS) | 1,600 | lower the I

Policy interest rate > I interest rate of 1

(Main refinancing operations rate) | 1,200 : deposit facility 1

| 800 I (lower limit of I

1 the corridor) 1

400 | further into the 1

' - n = 0 | negative range |

Deposit facility rate T 400 ! and resume its 1

| asset purchase i

1p (Month) i program. i

200708|09|10|11(12|13|14 | 15 | 16 | 17 | 18 | 19 | (Year) N cccmmmeeee S

4

(Notes) 1. Adapted from Bloomberg.

2. EONIA: Euro OverNight Index Average rate.

3. Excess liquidity equals to the use of the deposit facility less the use of the marginal lending
facility plus excess reserves.

(2) Challenges

(1) Restrictions on further lowering of negative rates

» Smaller margins that force banks into lower profitability.

« Possibility of reaching a "reversal interest rate,"
where monetary easing leads banks to lend less.

(2) Medium and long-term restrictions on asset purchase programs

» Shortage of Germany government bonds with its public finance getting
more balanced. (Purchases are restricted out of consideration for the
issue of monetary financing.)

(3) Review of monetary policy strategy

* To be performed from Jan 2020 through the year-end.

» Definition of price stability, communication, and climate change,
among others, will be put on the table.

2. Monetary policy in the Eurozone (2)

(3) Bank lending in the Eurozone

YoY, %

40 9 gmmmmmmmmmm———- -
20 L \ i So far, the negative i
' I rate policy has i
00 AN I caused no i
v : observed decline in :
20 | Interest rate lowered further : bank lending. :
/ in the negative range \ I

(Sep 2014, Dec 2015, | ~ TTETETTEEEETEES

Mar 2016, Sep 2019)

Negative rate policy adopted

MY
[

80 | (Jun 2014)
69 123 9 [(Month)
2013 | 14 15 16 17 18 | 19 |(Year)

(Note) Adapted from ECB.

(4) Yield spreads between 10-year Germany government bond and OIS

(%) Spread (%)

0.4 (10-year Germany government bond 1 4.0 o ~
0.3 - 10-year OIS) 22 | Spreads are i
0.2 10-year OIS ' | narrowing between 1
0.1 25 T 1
150 1 the indicators, :

0.0 15 | suggesting I
0.1 10 | shortage of I
-0.2 | o5 1 Germany I
-0.3 G 00 E government bonds |
0.4 ermb%nnygg(%vsrsr;men i o5 1 available in the i
05 | | .10 | Market. i
11|(Month) e -/

2010 11 (12|13 |14 (15|16 |17 | 18 | 19 |(Year)

(Notes)1. Adapted from Bloomberg and Datastream.

2. Overnight Index Swap (OIS) refers to interest rate swap transactions
where overnight and fixed rates are exchanged. Fixed rates for OIS
transactions are regarded as representative yield of safe assets like yields 7
of German national bonds.



Chapter 1 Section 2 Developments of Monetary Policy and Its Challenges [China]

1. Developments of Monetary Policy and Its Challenges: China (1)

(1) Reserve requirement ratio

19 - (%0) :' In May 2019, reserve
- 1 requirement ratios were
17 F For large-sized banks | consolidated into three
I tranches, those for large,
15 1 . .
/\ ! medium, and small-sized
13 r : financial institutions, with
For small & medium-sized 1 abolition of several
1 financial institutions . medium-size& | varieties left exceptionally
9 financial institutions ; for smaller ones.
1
7 | M 1 .
For small-sized financial institutions 7 i The reserve reqUIrement
5 1 ratios were lowered in
Month | Jan and Sep 2019 and
ont )l‘ again in Jan 2020.
2016 17 18 19 year) N\ " _

(Note) Adapted from PBC. Until April 2019, several different ratios had been set exceptionally
for certain types of smaller financial institutions. They are omitted on the chart above. In
2018, ratios were lowered not only for large banks but also some of the medium and
small ones (in April, July, and October). So, the series of "For medium and small-sized
financial institutions" from April 2018 is shown in a dotted line.

N ————————————

(2) Challenges

(1) Interest rate liberalization

« A state of "dual-track interest rate," where the benchmark and
market rates stand together.

» Banks conventionally refer to benchmark rates.

(2) Independence of the central bank
» The People's Bank of China (PBC) reports to the State Council.

» The IMF has pointed out the PBC's lack of independence in policy
decision making as a lever of monetary policy factor that leaves
the Bank unable to use communication.

2. Developments of Monetary Policy and Its Challenges: China (2)

65 (%) (3) Lending interest rate
6 Benchmark lending rate ittt ittt 5
es |OTRTT (1-year) New LPR (5-yean) I In Aug 2019, t.he PBC :
¢ ! started r_eleasmg anew i
5 T Former LPR - I Loan Prime Rate (LPR), 1
45 F  (Lyea) N ! calculated in a revised i
4 | /w‘ I way to reflect market i
35 | _ ! rates, allowing banks to I
New Loan Prime Rate (LPR) | lower lending rates. ]
3T (1-year) | s
25
1‘2 (Month)
13 14 15 16 17 18 19 | (Year)

(Note) Adapted from PBC & National Interbank Funding Center.

(4) Future scheme: Operational target rate and corridor system

4.0
3.5
3.0
2.5
2.0

— StFrate (7-day) The PBC considers

'I

1

| shifting to a corridor
| system using the

I weighted average of
' 7-day interbank repo
: rates as operational
:
1
1
1
1
1
1
1
1
\

e

1(5) " Weighted average of 7-day interbank repo rate target rate, the
0'5 standing lending
O. 0 Interest rate on exces@arves facility (SLF) as

ceiling, and the
interest rate on excess
reserves as floor.

(Month)
(Year)

o

~
(Note) Adapted from PBC & National Interbank Funding Center.

2017 18

N e o e e e e e e e e e e

(%) B -~



Chapter 2 Economic Trends in Major Regions [U.S Economy]

In the U.S., despite declines in private-sector capital investment for three consecutive quarters, economic recovery continues
supported by steady consumer spending in favorable employment and income conditions. However, careful watch must be kept on
developments in corporate debt, fiscal and trade policies, and other issues.

1. Trends of the U.S. Economy (1)

(1) Real economic growth rate
(QoQ contribution, % (annualized))

6 . Real economic growth rate
Housing :
4 investment Government expenditure
Net export
2
Private
< consumption
O [ e o o P i feoe P o o s <€—Private-sector
capital investment
-2 \Inventory
""""""""""""""""" mvestment
B e R L A R

Q4| (Quarter)

19 (Year)
(Note) Adapted from U.S. Department of Commerce.

(2) Consumption

_(YOY, %) | Kept steady in favorable employment and | 10
____________________________ i
3 Services S
2 0
1 -5
% S~ Goods
0 A4 Bl E 10
Q4 (Quarter)
2016 17 18 19 (Year)

(Note) Adapted from U.S. Department of Commerce.

2. Trends of the U.S. Economy (2)

(3) Investment
(QoQ, (%) annualized)

Aircraft

Intellectual
K properties

Others

(Quarter)
(Year)

Q4

2016 17 18 19

(Note) Adapted from U.S. Department of Commerce.

,Through the long phase of economic growth (127:
: months as of Jan 2020) corporate debt has reached |

”“"\\
L’ .y Household 13
80 | ”~ e
P -
50 1.2
Corporate
40 | 2009 Q1 2319:)35/%3 11
73.7% '
20 r
1.0
1990 95 2000 05 10 15 19(Year) 0.9

(Note) Adapted from FRB & U.S. Department of
Commerce.Shaded are phases of recession.

: Wlth the Bipartisan Budget Act (BBA) of 2019 passing Congresssl
| in August 2019, the "fiscal cliff* was avoided. The 2020 budget |
w s also passed in Dec 2019, relieving the administration ofI

($1 trillion) | | partial closure. ]

Ceiling of expenditure under
the 2019 BBA

yadl

N

Ceiling of expenditure under the
Budget Control Act of 2011

2012 13 14 15 16 17 18 19 20

21 FY)

(Note) Adapted from Congressional Research Service.

(6) Trade policy (Major issues except for China)
<U.S. - Mexico - Canada Agreement (USMCA; new NAFTA)>

Nov 2018 -« Signed by the three countries.

Jun 2019 - Ratified by Mexico.

December * Revised Agreement accepted by U.S.
Democrats (more strict supervision of labor
standards in Mexico, etc.), before signed by
the three.

« Ratified by Mexico.

January 2020 - Ratified by the U.S.

<Others>

« Additional taxes (Oct 2019) and raised rates imposed on the
EU on ground of subsidies granted to Airbus.
(Coming into force in March 2020)



Chapter 2 Economic Trends in Major Regions [Chinese Economy]

In China, gradual slowdown of the economy continues. Not only external but also domestic demand remains stagnant. Inflation,
seen in core consumer price and producer prices, shows a downward trend. However, rising prices of food products, especially

pork, work as a factor pushing up inflation.
1. Trends of the Chinese Economy (1)

(1) Real economic growth rate_________ ———e——___{2)Consumption _______________________________(3)Passengercarsales ___________
i In late 2019, economic i LConsumption, especially passenger car sales, continued to glow slower. __________________________________ .‘!
(YoY, %) I'growth continued slowing 1 _
(Quarterly) 'ldown. J 15 r(YoY, %) (YoY, %) (10,000 units)
Real economic . 50 r Passenger car sales (RHS) 300
rowth rate Nominal 40 | YoY
[] 9 10 ke \ / 1 250
O3 O = '\\/__\ v\\\//\\;\ l 30
| i E i : E X\:\/ 20
b B e B M M e e B 5 B st 0 -30 F
Net export | 12 I:Month)_40 L 1o
12 (Month
101471819 ( ear) Q Quarter) 2016 17 - 18 o 19 . Year) ( )
2016 17 18 10 v (Note) Adapted from National Bureau of Statistics of China. 2016 17 18 19 (Year)
ear . - .
Mot Adapet Tom Natonl B of Seustcbof e | o el for Mt 2047 Jan & b 2010 (ot Adaptd o China Assosetonof Autormobe
(Note) Adapted from National Bureau of Statistics of China. ) , Sep . Manufacturers. On a shipment basis
2. Trends of the Chinese Economy (2)
(4) Fixed asset investment (5) Consumer price inflation (6) Producer price inflation
' Fixed asset investment remains weak. 1 i Inflation is on a downward trend, though food prices are rising amid African swine fever (ASF) epidemic. |
\--___fixed asselinvesiment remans weax. _____ J L___-_-Nftaton s on a downward trend, thou gN lood prices are nsin g amid Alrcan swine rever (Asr) € plaemic.______2
30 . (YoY year-to-date, %) 5 (YoY, %) Food 15 (YoY, %)
00
o5 Infrastructure-related investment 18 | \:‘- Consumer goods
15 | 3 10 (FOOd)
i Overall
20 Real estate development 12 5
15 Fixed asset investment Investment 9
total -\ 6 0
10 SCeowm. 3
5 Y RS 5
a | P Core Consumer goods Producer goods
0 Manufacturing investment 6 L 10 + (Durables)
12(Month) 12 (Month) 12 (Month)
2016 17 18 19 (Year) 2016 17 18 19 (Year) 2016 17 18 19 (Year)
(Note) Adapted from National Bureau of Statistics of China. (Note) Adapted from National Bureau of Statistics of China. (Note) Adapted from National Bureau of Statistics of 10

China.



Chapter 2 Economic Trends in Major Regions [Chinese Economyy]

Growth of the Chinese economy has been trend down on a medium and long-term basis. The IMF expects its growth rate will slow
down to 4.0 - 4.5% by 2030, especially with the tertiary industry making up more of the economy. In the long term, aging population

is another factor that will weigh on growth.
3. Medium & long-term growth trend of the Chinese economy (1)
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(Notes) 1. Adapted from United Nations "World Population Prospects 2019." 11
2. Figures for 2021 onwards are medium variant projection. (Note) Adapted from United Nations "World Population Prospect 2019."



Chapter 2 Economic Trends in Major Regions [European Economy]

Despite relative steadiness in consumption, the Eurozone finds slowing down of external demand and stagnant manufacturing leave the

economy in weak recovery.

Recovery is also weak in the U.K. as uncertainty concerning its withdrawal from the EU results in fluctuations in import and export and

depressed investment.

1. Trends of the Eurozone Economy

(1) Real economic growth rate

(2) Industrial production of major countries

i Weakness is evident in Germany, dependent heavily on |

export and manufacturing. i

(3) Manufacturing & Services PMI
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improvement while one below 50 means
deterioration.
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