HOW THE CHINA STIMULUS IMPACTS GLOBAL GROWTH

Overview
The World Bank asserts that China manufactured the fastest sustained
expansion by a major economy in history. Over nearly four decades, from
1979 to 2017, China’s real gross domestic product (GDP) grew at an average
of 9.5 percent a year.
Presently, the Congressional Research Service describes China as:
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China, the U.S. and other
countries launched stimulus
programs starting in 2008
in an effort to mitigate
the effects of the global
recession. China’s strategy
was effective at reducing
the short-term impact, but
it has been problematic
in terms of long-term
economic growth.

The world’s largest economy (on a purchasing power parity basis)
The world’s largest manufacturer
The world’s largest merchandise trader
The world’s largest holder of foreign exchange reserves
The United States’ largest merchandise trading partner
The United States’ biggest source of imports
The third-largest U.S. export market
The largest foreign holder of U.S. Treasury securities

However, one of the drawbacks of a fast-maturing economy is that kind of
growth is unsustainable. It’s comparable to how relatively quickly a child
grows into a young adult, yet once fully matured, his or her growth is
naturally curbed.
Hence, between 2007 and 2017, China’s growth rate slowed from 14.2
percent to 6.9 percent. The International Monetary Fund (IMF) projects this
pace will fall ever further — to 5.8 percent by 2022.1

Economic Stimulus
Its large-scale capital investment and rapid productivity growth are two
reasons why China fared relatively well during the global recession. Another
reason is because the government and banking system elected to use a
different approach to drive economic stimulus.
The United States, Europe and other developed nations opted to use
quantitative easing (QE) to stimulate their economies. QE is the practice of
purchasing government securities and other securities in the market in order
to increase the money supply and lower interest rates for banks to make
loans and consumers to increase spending.
China, on the other hand, elected to invest nearly $600 billion in
infrastructure projects and loosened monetary policies to increase bank
lending. In fact, this strategy not only helped buttress China’s growth, but it
also helped stabilize the overall global economy. However, while this action
kept China’s relatively thriving economy afloat, it did not jumpstart a phase
of growth as stimulus programs did for other economies.2 China’s stimulus
package created asset bubbles and, over the first three quarters of 2018, the
country’s deficit grew to $12.8 billion, down from a surplus of $102.6 billion
during the same period the prior year.3
Relative to the past, China’s growth pace is still waning. While other
economies have tapered off or terminated their stimulus efforts, China
continues to use many of the same strategies to drive growth. In recent
months, the government introduced tax cuts and issued new bonds to fund

A E W E A LT H M A N A G E M E N T

more infrastructure projects. The country’s central bank, the People’s Bank
of China (PBOC), also pumped $74 billion into the banking system.4

The China Effect
China’s large population and weak currency trend created a perfect storm
for manufacturing. Multinational corporations throughout the world,
including those domiciled in the U.S., transferred much of their
manufacturing operations to China to take advantage of cheaper raw
materials and lower wages.
As a result, China has emerged as the world’s largest manufacturer
(overtaking Japan) with gross valued-added manufacturing equal to 27.7
percent of its GDP. The accompanying chart illustrates its prolific growth in
this area since 2006.5
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Trump Trade Deal
A weak currency is one that has decreased in value relative to other
currencies. The more in demand it is, the higher the price. In China, the value
of the renminbi (RMB), which also is referred to as the yuan (CNY), is
assigned a daily exchange rate by China’s central bank based on the prices
of other currencies. RMB trades against the U.S. dollar in a range that
fluctuates by as much as 2 percent above or below that level.
China’s currency has been a point of contention with the Trump
Administration. Ever since the campaign trail, candidate Donald Trump
promised to label China as a currency manipulator, as have other U.S.
presidents before him. This move, which could potentially trigger punitive
actions, has not occurred since the early 1990s. Even as recently as the U.S.
Treasury Department’s 2018 October internal report on foreign exchange
rate practices, the U.S. has not named China as a currency manipulator —
though it remains on the list to be closely monitored.7
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Presently, the dollar is very strong versus many other global currencies, but
the yuan weakness is a particular irritant to the Trump Administration.
That’s because it makes Chinese exports less expensive, which helps
mitigate the impact of U.S. tariffs. The less drag Trump’s tariffs have on the
Chinese economy, the less power the U.S. has to negotiate a more
advantageous trade agreement. In fact, some analysts predict that future
trade proceedings may well rest with China’s willingness to prop up the
value of the RMB.8
“With trade issues straining relations, there have been rising concerns
that China is intentionally weakening its currency to deflect the impact of
tariffs on its goods.”9

Final Thoughts
The objective of government stimulus is to increase spending as a means to
kickstart economic growth. To date, China has opted to take a different
approach than other major economies, but then again, its accelerated path of
development, manufacturing, trading and foreign investment is significantly
different than other growth markets.
As we move forward, be aware that all countries are expecting the pace of
economic growth to slow down relative to the past six or seven years. If you
are concerned about your investments and what this might mean for your
financial return opportunities, speak with your financial advisor.
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Investment advisory services offered only by duly registered individuals through AE
Wealth Management, LLC. The advisory firm providing you this report is an independent
financial services firm and is not an affiliate company of AE Wealth Management, LLC.
Investing involves risk, including the potential loss of principal. No investment strategy can
guarantee a profit or protect against loss in periods of declining values. The information
and opinions contained herein, provided by third parties, have been obtained from sources
believed to be reliable, but accuracy and completeness cannot be guaranteed by AE
Wealth Management. This information is not intended to be used as the sole basis for
financial decisions, nor should it be construed as advice designed to meet the particular
needs of an individual’s situation. None of the information contained herein shall constitute
an offer to sell or solicit any offer to buy a security or insurance product.
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