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ORIENTED SOCIETY IS 

GRADUALLY EMERGING 

ANBOUND is an independent think tank, specializing in public 
policy research and enjoying a high reputation in the areas of  
strategic forecasting, policy solutions and risk analysis. China 
Observation is a publication prepared by ANBOUND 
researchers based on the tracking research and analysis of  
open-source information. This publication covers both 
developmental and public policies concerning China's macro-
economy, industry, finance, urban development, free trade and 
globalization, geo-political issues and international relations. 
Through independent observation and analysis, China 
Observation provides an independent window into the Chinese 
market and allow the world to understand changes faced by the 
country. 
 
As a publication based on information analysis, China 
Observation should not be regarded as academic researches nor 
as regular media information. This publication is only for the 
reference of  our clients and does not constitute any investment 
or purchase advice, and it cannot be considered as an invitation 
to invest. China Observation is published every Wednesday. All 
rights are reserved by ANBOUND. 

 U.S. and China agree to meet in October for trade 
negotiations 

U.S.-China trade talks have been postponed until October. China's 
Ministry of Commerce said on September 5 that top US and Chinese 
trade negotiators had a phone call and agreed to meet in early 
October for another round of negotiations. The two sides will also 
hold consultations in mid-September to prepare for the meeting. 
However, the USTR spokesperson only acknowledged that both 
countries “agreed to hold meetings at the ministerial level in 
Washington in the coming weeks” and that deputy-level meetings 
would take place in mid-September “to lay the groundwork for 
meaningful progress.” Both China and the United States also hope 
to catch their breath, especially as China’s 70th National Day 
celebration is approaching, China needs to postpone the trade 
talks. If the October talks go well, it could fulfill the U.S.’ desire for 
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a deal before the election. The United States also 
hopes to see results in the near term. "We want 
to see results. We would like to see results in the 
near term," White House economic adviser Larry 
Kudlow said on September 6. 
 
However, the profound differences between 
China and the United States are difficult to be 
resolved in the short term. Niall Ferguson, a 
Senior Fellow at Stanford University's Hoover 
Institution, said that the long-running trade 
conflict between the United States and China was 
"not just about trade," but has become a multi-
faceted dispute, which concerns technological 
and geopolitical issues as well. ANBOUND has 
consistently argued on this case that differences 
between the U.S. and China cannot be resolved by 
a trade agreement and that conflicts between the 
two countries will persist. 
 

 U.S.-China trade activities remain 
inseparable 

The escalating trade war has negatively affected 
the Chinese, U.S., and even the global economy. 
Nevertheless, U.S.-China trade remains as 
inseparable as ever. According to data released by 
China's General Administration of Customs on 
September 8, although the total trade value 
between China and the United States in the first 
eight months of this year fell 9% year-on-year to 
RMB 2.42 trillion, the United States still remains 
China's third-largest trading partner, accounting 
for 12% of China's total foreign trade. China's 
trade surplus with the United States was RMB 
1.33 trillion, up 7.7% year-on-year, and the growth 
of the surplus shows a narrowing trend. However, 
China's trade surplus with the United States still  
accounts for 75.1% of China's overall trade surplus. 
 

 The RMB will face considerable 
depreciation pressure in the long run  

The RMB has been depreciating since it broke the 

threshold of RMB 7 per dollar in early August, but 
it has rebounded recently. On September 5, the 
RMB exchange rate approached the 7.12 mark. On 
the same day, the RMB exchange rate ended its 
downward trend against the dollar, trading at 
7.0852. UBS expects the RMB to trade at 7.2 and 
7.3 per dollar by the end of 2019 and 2020, 
respectively. Separately, Ping An Securities 
believes that the space for further devaluation of 
the short-term RMB exchange rate against the U.S. 
dollar may be limited. CITIC Securities believes 
that in the future, the spot exchange rate of RMB 
against the U.S. dollar is likely to fluctuate in the 
range of 7.13-7.25, but considering the possibility 
of overreaction, the exchange rate may 
temporarily reach 7.3. which will definitely lead to 
two-way fluctuations around the equilibrium 
exchange rate in the long run. Some Chinese 
financial experts believe that external events 
would be the main driving force for the RMB to 
break the “7” mark, and the RMB exchange rate 
will not fall significantly, but it will be the currency 
with the most potential to become a strong 
currency. 
 
However, ANBOUND’s research team believes 
that Chinese experts are overly optimistic The 
RMB fall has external causes to it, but the fall is 
largely due to internal causes as well. "7" is a 
psychological threshold for the RMB exchange 
rate and reflects the international market's view 
and confidence in China's economic prospects. 
ANBOUND believes that the RMB exchange rate 
may still face depreciation pressure in the long run 
and it cannot be expected to become a strong 
currency anywhere in the near term. 
 

 China will have to implement a fiscal 
and monetary "double easing" policy  

In the face of the current economic situation at 
home and abroad, the Chinese government 
stressed at the State Council executive meeting on 
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September 4 that it should stabilize employment, 
finance, foreign trade, foreign investment, and 
expectations. ANBOUND’s research team believe 
that China’s fiscal and monetary policy will have to 
be easing for some time to come. Under the 
pressure of "steady growth", fiscal policy will play 
an increasingly important role. Monetary policy is 
also set to shift from structural easing to 
comprehensive easing. However, ANBOUND 
argues that China's simultaneous easing of fiscal 
and monetary policy does not mean that 
structural policy will be withdrawn. In the future, 
the financing and development of China's real 
estate industry will be subject to more strict 
regulations. Some industries that have been 
supported by the policy in the past, such as 
automobile manufacturing, photovoltaic, wind 
power, and other industries in the field of new 
energy, are also facing the decline of policy 
support. This is also in line with ANBOUND's policy 
propositions of promoting growth with loose 
macro policies and adjusting economic structure 
with strict industrial policies. 
 

 China needs to be careful that new 
free trade zones may not work as 
expected  

China has recently launched six new free trade 
zones in a bid to attract more investment and 
deepen trade ties with its neighbouring countries. 
However, Reuters noted that for many foreign 
investors in the free trade zones, tighter capital 
controls have made it difficult to meet their 
expectations. For example, more and more 
companies are leaving the Shanghai Waigaoqiao 
Free Trade Zone. According to several bank 
employees, capital controls and regulations 
prevent the free flow of money in the free trade 
zone. Therefore, the Chinese government needs 
to be careful that the new free trade zones may 
not work as expected in the end, and the 
problems that occurred in Shanghai's Waigaoqiao 

Free Trade Zone may also present themselves in 
the six new free trade zones. 
 

 International investors have new 
access to the Chinese market  

JP Morgan Chase announced on September 4 that 
highly liquid RMB-denominated Chinese 
government bonds will be added to its flagship 
Government Bond Index Emerging Markets (GBI-
EM) from February 28, 2020. The inclusion of 
Chinese government bonds will be capped at 10% 
of the index on full inclusion. Gloria Kim, Global 
Head of Index Research at JP Morgan, said China's 
bond market has grown significantly over the past 
three years, allowing international investors to 
participate more fully in China's bond market and 
making it easier for them to invest. Therefore, it 
meets the inclusion conditions of the JP Morgan 
index series. JP Morgan also said the inclusion of 
highly liquid Chinese government bonds in its 
flagship index was another significant milestone in 
the opening-up of China's capital markets and a 
new way for more international investors to enter 
the Chinese market. 
 

 The Imbalance between China's 
financial sector and the real economy is 
increasingly prominent  

With the slowdown of China's economy in recent 
years, China's financial sector has become 
increasingly prominent in the country’s domestic 
economy. In the first half of this year, A-share 
listed companies achieved a net profit of RMB 
2.14 trillion, of which the financial sector's net 
profit reached RMB 1.14 trillion, accounting for 
more than half of the total. In the financial sector, 
the net profit of the four major state-owned banks 
accounted for half of the sector. Except for 
industry, the overall profit of other sectors is not 
as much as that of Industrial and Commercial 
Bank of China. In contrast, the share of net profit 
of U.S. listed companies in 2018 is that the 
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financial sector ranks first, but only accounted for 
24%. Information technology, optional 
consumption and energy account for 18%, 14% 
and 11% respectively. In the case of the U.S., 
different sectors appear to be more balanced in 
their proportions. The proportion of China's 
financial sector in GDP has remained at around 8% 
for many years, higher than that of the financial 
powers such as the United States and the United 
Kingdom by about 1 percentage point, and higher 
than that of similar financial structures such as 
Japan and Germany. 
 
According to ANBOUND, the development of 
China's financial sector is actually an extensive 
development in the context of global easing. 
While the scale is growing, the policy and the 
monetary environments have caused resources 
and revenues to be leaning towards the upstream 
financial sector. Due to the low degree of 
openness of the financial sector, the sector is 
basically monopolized by state-owned assets, 
resulting in a lack of efficiency and vitality in the 
overall market. This phenomenon of a high 
concentration of profits in the financial sector is 
not a healthy development. China's financial 
sector is not exactly over-developed, rather it is 
poorly developed. Insufficient risk identification 
and pricing capabilities are the bottlenecks that 
constrain the development of China's financial 
industry. If the resolution of this economic 
structure is delayed, China will have to pay a 
higher price. This is also an important reason for 
the Chinese government to propose reforms in 
the financial sector. 
 

 China’s trend towards achieving a 
consumption-oriented society is gradually 
emerging 

In August, China’s economy showed signs of short-
term recovery. In August, the China Caixin 
Manufacturing Purchasing Managers Index (PMI) 

was 50.4, up 0.5 percentage points from July, the 
highest since April, indicating a slight 
improvement in China's manufacturing sector. 
Some analysts believe that with the unstable U.S.-
China relations, the downward pressure on the 
Chinese economy would be a long-term event. 
However, domestic consumption in China has 
improved and even increased to an extent. The 
increase in Caixin PMI in August was mainly due 
to the recovery of output and the strong demand. 
At the same time, the new export order index was 
under contraction for three consecutive months. 
This shows that China’s domestic demand has 
improved, and it has played a certain role in the 
decline of exports. According to the report of 
Tianfeng Securities Research Institute, in the first 
half of 2019, among the 60 key sectors in China, 
the return on equity (ROE) was 18.3% in the 
sectors with improved and continuous 
improvement. For sectors that are deteriorating, 
falling back or at the bottom, the percentage was 
75%, indicating that the yields of most sectors are 
not good. However, the consumer sectors have 
shown an upward trend, and ROEs in consumer 
sectors such as small household appliances, dairy 
products, air conditioners, and liquors are all 
improving. This is in line with ANBOUND’s 
previous judgment that China is moving towards a 
consumption-oriented society. According to the 
research team of ANBOUND, the biggest change 
in the future of Chinese society is the transition 
from an investment-oriented society and a 
production-oriented society towards a 
consumption-oriented one. This is the real 
structural adjustment that China needs to face. 
 
Based on the recent situation, the U.S.-China 
trade negotiations will be postponed until 
October, and it is possible that the U.S. will fulfill 
its desire to reach an agreement before the 
election. Meanwhile, the RMB exchange rate has 
rebounded recently, but the depreciation 
pressure will exist for a long time. The Chinese 
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government continues its loose macro policy and 
will have to increase its easing efforts. On the 
other hand, the current Chinese society is shifting 
towards consumption-oriented society, which is 
the biggest structural adjustment that China faces. 
 

 Fundamental Views 

Concerning U.S.-China relations, ANBOUND’s 
chief researcher Mr. Chen Gong has earlier judged 
that the United States and other Western 
countries have made strategic adjustments based 
on their concerns about the rise of China. This has 
in effect formed the third historical stage, namely 
the suppression of strategic competitors after the 
previous two post-World War II stages, i.e. the 
stages of Cold War and anti-terrorism. The main 
target of this third stage is China. The current 
China is no longer in the period of strategic 
opportunity, but rather in the "strategic 
coopetition period" of the developed Western 
countries headed by the United States. This is a 
period of development that is both cooperative 
and competitive, and dominated by competition. 
 
Zhang Yusheng, an expert at China International 
Strategic Research Foundation, believes that 
there will be two main development prospects for 
U.S.-China strategic competition in the future. The 
first possible outcome is the increase in 
differences and friction between the two sides, 
forming comprehensive vicious competition, and 
even moving toward a new cold war. The second 
one is that there will be long-term and intense but 
controllable frictional collisions, where the two 
sides would gradually find ways and means of 
benign competition in the game. Under the 
second possibility, the U.S.-China relations would 
be finally stabilized and form new mutual 
adaptations. Contact and cooperation would then 
re-emerge as the dominant aspect of the 
relationship between the two countries. Zhang 
Yusheng believes that the latter situation is more 
likely to happen. 

Avery Goldstein, director of the Center for the 
Study of Contemporary China at the University of 
Pennsylvania, said November last year that in a 
certain sense, the United States and China have 
entered a sort of "cold war," and both sides have 
largely regarded each other as competitors, rivals, 
and maybe adversaries, but there are still some 
differences. 
 
Robert Keohane, a professor of political science at 
Woodrow Wilson College, Princeton University, 
pointed out the most important issue in China and 
the United States is structural problems. It is a 
question of how two "very powerful" countries 
adapt to each other, regardless of who the 
President of the United States is. Whether China 
and the United States will have direct conflicts in 
the process of “mutual adaptation” depends on 
the strategies of both, and the factors involved are 
rather complicated. 
 
Joseph Nye, former dean of the Kennedy School 
of Harvard University, believes that while the U.S.-
China relations have encountered some 
difficulties in the short term, cooperation will still 
remain as the general trend in the long run. In 
many cases, soft power has positive significance 
for both China and the United States. If China and 
the United States want to reduce 
misunderstandings of each other, they should give 
more importance to the role of soft power and 
enhance their points of attraction to each other. 
This is a win-win situation and is also in line with 
the long-term development interests of the two 
countries. 


