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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. 

 An analysis of China’s short and medium-to-long-term 
inflation  

China's Consumer Price Index (CPI) rose 2.8% from a year earlier in 
August, the increase remained unchanged from the previous 
month, according to data released by the National Bureau of 
Statistics of China on September 10. With both fiscal and monetary 
policy being relatively loose, there are fears that China will face a 
sharp rise in inflation. 
 
China's core CPI, excluding food and energy, was just 1.5% in 
August, representing a modest increase that ANBOUND does not 
expect will put much inflationary pressure on the CPI in the near 
term. In the medium-to-long run however, the factors affecting 
China's inflation are complex. Those include the domestic economy, 
RMB exchange rate, trade, currency, etc. Inflation is likely to rise in 
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the long run, especially as imported products such 
as pork, grain, and oil drive up prices. In a 
pessimistic scenario, China is likely to face higher 
inflationary pressures if negative factors such as 
the continued depreciation of the RMB, 
geopolitical instability and threats to China's oil 
and gas supply come into focus. What is even 
more worrying is the possibility of stagflation if 
the downturn continues. China's Producer Price 
Index (PPI) fell 0.8% in August from a year earlier, 
the biggest drop since August 2016. The 
accelerating decline in PPI indicates that China's 
manufacturing activity continues to slow, which is 
highly consistent with the economic trend of 
declining economic growth and sluggish industrial 
production. 
 

 China's financial market is opening up 
in a singular direction  

The anti-globalization wave represented by the 
trade war between China and the United States is 
hitting the world economy. Meanwhile, Chinese 
policymakers are still persisting to push through 
with reforms and opening-up to the outside world. 
China has consistently fulfilled its previous 
commitments to open-up its manufacturing, 
financial services, and other service industries to 
the outside world. However, China has carefully 
tweaked around the financial sector, choosing 
what to open to the world and how to go about 
doing that. On September 10, the State 
Administration of Foreign Exchange of China 
(SAFE) decided to lift the investment quota limits 
under the Qualified Foreign Institutional Investors 
(QFII) scheme and the Renminbi Qualified Foreign 
Institutional Investors (RQFII) program. This is 
another major reform in the field of foreign 
exchange management for qualified foreign 
investors. 
 
China's move to open up its financial market is a 
kind "unilateral opening", that is, opening up the 
access of financial investment from overseas 
inwards to the domestic market, but it has not 

simultaneously increased the openness of 
investment from the domestic market to the 
outside world. In the current complex economic 
situation, China must implement a cautious open 
policy. On the one hand, China needs to use its 
huge domestic market to attract more foreign 
capital. On the other hand, it needs to carefully 
restrict the channels of capital outflow in order to 
prevent large capital outflows, especially in the 
context of RMB depreciation. As ANBOUND has 
repeatedly stressed, large capital outflows will 
trigger falls in asset prices and heightened debt 
risks. In fact, it is the Achilles heel of the Chinese 
economy in the context of trade wars. 
 

 Both the U.S. and China are striving to 
reach a trade deal  

As trade talks between China and the U.S. 
approach in October, both countries are sending 
positive signals about reaching a trade deal. On 
September 12 (Beijing time), U.S. President 
Donald Trump announced that he would 
postpone the imposition of additional tariffs on 
US$ 250 billion of Chinese goods to October 15. 
The tariffs on this batch of goods were slated to 
rise from 25% to 30% starting October 1. In 
response, China will also purchase a certain 
amount of soybeans, pork and other agricultural 
products from the United States and impose tariff 
exclusions on those purchases. Further, the U.S. 
Department of Agriculture also confirmed on 
September 13 that private exporters had bought 
204,000 tons of soybeans and targeting China’s 
market. 
 
ANBOUND believes that these signals show that 
China and the U.S. are striving to reach a bilateral 
trade deal after a year and a half of continuous 
trade friction. Both China and the U.S. have a need 
to strike up some trade deals in order to stabilize 
their economies, and neither U.S., China nor the 
world would be willing to bear the cost of the 
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trade war between the world's two largest 
economies. 
 

 The continuing trade conflict will re-
establish the diplomatic strategies of China 
and the United States  

The continuing conflict between China and the 
United States has led to a gradual separation of 
the two countries, which will have a series of far-
reaching effects in the future. The tension brought 
about by the prolonged trade war has seriously 
affected the industrial cooperation between the 
two countries. Chinese tech giant Huawei has 
been blacklisted in the United States and 
restricted from buying American-made chips and 
software. Some U.S. companies have also suffered 
as a result of the sanctions against Huawei. Adding 
to the blow, U.S. tech titan Google has also 
suspended all commercial cooperation with 
Huawei. David Roche, President and Global 
Strategist of Independent Strategy, said China 
would eventually win the trade war. “China will 
never trust the United States again, and it will 
achieve its technology independence within 
seven years,” Roche added. 
  
Scholars at ANBOUND believe that David Roach's 
assessment that China will be technologically 
independent within seven years is overly 
optimistic, but his point about the conflict 
between China and the United States is 
reasonable. As both China and the U.S. have 
adjusted their bilateral strategies, there will be a 
long-term state of "mutual distrust" between the 
two countries, which will significantly weaken the 
technical, ideological and personnel exchanges 
between the two countries. Just like the 
restructuring of the global industrial chain and 
supply chain, China and the United States will also 
restructure bilateral relations and their respective 
multilateral relations. 

 The "1+3" world pattern is gradually 
taking shape  

From September 6 to 7, German Chancellor 
Angela Merkel led a large business delegation to 
China. This was Merkel's 12th official trip to China, 
making her one of the leaders of Western 
countries who has visited China the most. 
According to the Chinese Foreign Ministry, China 
and Germany reaffirmed their common 
willingness to further deepen mutually beneficial 
cooperation and put forward cooperation 
proposals in six major areas. On September 10, 
the Chinese Minister of Commerce Zhong Shan 
met with the visiting Japanese economic 
delegation and expressed willingness to expand 
the import of Japanese goods and strengthen 
bilateral investment cooperation. 
  
ANBOUND once put forward the "1+3" world 
pattern. The core idea is that, in the face of an 
anti-globalization focused America (represented 
by the "1"), China should join forces with pro-
globalization and manufacturing giants Germany 
and Japan (represented by the "3") to cope with 
the American pressure. In the first seven months 
of this year, the bilateral trade volume between 
China and Germany reached US$106.93 billion, up 
2.4% year-on-year. In the first eight months of this 
year, the bilateral trade volume between China 
and Japan reached RMB 1.39 trillion, up 0.7% 
year-on-year. Trade between China and Germany 
as well that between China and Japan are 
expanding, which will further promote closer 
bilateral relations. It now appears that the "1+3" 
pattern is gradually taking shape. If the U.S.-China 
trade frictions continue to deteriorate, the 
strategic significance of "1+3" pattern will become 
even more prominent. 
 

 Northeast Asia: The real center of 
Asian affairs  

As China's national strength continues to rise, it 
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will inevitably face increasingly more international 
problems. Since 2019, the U.S.-China trade war, 
the South China Sea issue, and the Hong Kong 
issue have continued to attract the attention of all 
sectors in China. However, the situation in 
Northeast Asia has been more or less ignored by 
China. According to ANBOUND, Northeast Asia 
still remains the region with the greatest impact 
on Chinese diplomacy for a prolonged period of 
time. 
 
From the point of view of economic and security 
issues, Northeast Asia possesses a huge influence 
that cannot be ignored, and it also has significant 
relevance to global affairs, especially in the social 
and economic impact on Northeast China. If the 
United States and China descended into a full-
scale confrontation, the Asia-Pacific alliance will 
become China's main rival, and Northeast Asia will 
be the core area of this "new cold war." Currently, 
the pattern of Northeast Asia is marked in a period 
of dramatic changes. However, China-Japan and 
China-Korea relations remain in a better state for 
now. For China, it is especially crucial to keep a 
clear mind. Therefore, China should continue to 
maintain a high focus on this region. Under the 
momentum of maintaining good relations 
between China and Japan as well as between 
China and South Korea, China should attempt to 
assist Japan and South Korea in bridging their 
differences in order to promote a new order that 
will be conducive to regional stability. 
 

 Structural changes in American oil 
supply and demand levels China’s O&G 
Strategy  

For a rather long period of time, the United States 
has been the world's largest oil consumer and 
importer. The strong influence of the United 
States on the petrodollar and the layout of its 
global military forces had formed a fairly obvious 
pattern of oil supply and demand in the past. 

However, a new pattern is now emerging. Since 
the United States has become a country of self-
sufficiency in terms of its oil, thus making it a net 
exporter of oil, this new change presents a 
variable that cannot be ignored by other nations 
in the global oil market. U.S. Deputy Secretary of 
Energy Dan Brouillette made it clear at the World 
Energy Congress in Abu Dhabi on September 9 
that the United States hopes to achieve its 
dominant position in energy, regardless of the 
international oil price. This statement clearly 
demonstrates the “ambition” of the U.S. 
government to dominate the global energy 
market. 
 
China has become an important player and 
stakeholder in the international oil market. As the 
world's largest oil importer, China's energy 
security and energy costs will increasingly be 
influenced and contained by the United States. 
ANBOUND believes that under the new patterns 
of trade wars and global oil markets, China's 
positioning as the “largest stakeholder in the 
international oil and gas market” will affect its oil 
and gas security strategy. The driven force of the 
current oil market is shifting from a supply-
demand capability to one that places more weight 
on geo-security. The importance of oil and gas 
prices is giving way to availability and security. 
From global and security perspectives, China does 
need to maintain a long-term and stable supply of 
oil security. 
 

 Fundamental Views 

In December 2018, ANBOUND researchers 
pointed out that China's economic growth has 
reached the stage of maintaining 6% growth. 
ANBOUND believes that the U.S.-China trade 
friction has an impact on the Chinese economy, 
but the impact caused purely by the trade friction 
is rather limited. The bigger problem of China's 
economy stems from itself, and not the trade war. 
The high cost caused by the failure of the 
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development strategy and the backwardness of 
China in the direction of developing the market 
economy are the two major challenges faced by 
the Chinese economy. Compared with the 
previous economic growth rate, once China's 
economic growth falls below 6%, various 
problems will gradually occur, and a large number 
of policy directions will have to be readjusted. 
 
The Chinese Academy of Social Sciences 
announced the results of the “China Economist 
Hotspot Survey” in the third quarter of this year. 
The Chinese economists predicted that the 
economic growth rate for the whole year of 2019 
would be 6.2%, and the economists who judged 
that the economic growth rate of more than 6.5% 
accounted for 4%. For the economic growth of the 
United States and China in the next 20 years, 
Chinese economists predict that China's total GDP 
can be equal or overtake that of the United States 
in 2030, and henceforth become the world's 
largest economy. 
 
Li Xunlei, the chief economist of Zhongtai 
Securities, believes that the decline in China's 
economic growth rate is very normal. The 
slowdown in economic growth is due to the 
growing volume of the economy. With the 
adjustment of the economic structure, the growth 
rate will also decline in tandem. In the second half 
of this year, China's economic growth rate is able 
to remain above 6%, and the target of 6%-6.5% for 
the whole year should, therefore, be achievable. 
 
The international rating agency Fitch believes that 
China’s macroeconomic environment has become 
more challenging in 2019 due to the ongoing 
complications in U.S.-China economic trade 
relations. As China's economic growth 
transformed from quantitative growth to a 
qualitative one, the economic growth rate is still 
in a period of decline. Fitch expects China's 
economy to grow by around 6.1% in 2019, 

following that a stabilization of the economy. 


