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China revs up spending plan as 
economy cools, investment falls

BEIJING: The Chinese government is expediting plans to
invest billions of dollars in infrastructure projects as its
economy shows signs of cooling further, with investment
growth slowing to a record low and consumers turning
more cautious about spending.

With its trade war with the United States threatening to
pile more pressure on China’s already slowing economy,
Beijing yesterday reported downbeat economic data,
rolled out a $14 billion urban railway plan and pushed local
governments to speed up issuance of special bonds for
funding infrastructure projects.

Official data showed fixed-asset investment expanded
by a less-than-expected 5.5 percent in January-July, a
result of Beijing’s crackdown on lavish local government
borrowing for projects to boost growth.

Industrial output also undershot expectations, weighed
down by pollution curbs and an uncertain trade outlook,
adding to expectations that authorities will roll out more
policy stimulus. The July data comes as the US prepares
even tougher trade tariffs on imports from China.

Since the trade war started, Beijing has shifted its focus
to boosting domestic demand and is taking a more meas-
ured approach in its campaign to curb financial risks and
debt, which has pushed up borrowing costs and triggered
a rising number of defaults.

The finance ministry said yesterday that local govern-
ments should accelerate issuance of special bonds for
infrastructure projects over the next couple of months.
Local governments are allowed to issue 1.35 trillion yuan
($196.13 billion) of such bonds this year.

In the past month, the government has pledged to ramp
up spending on railways and roads - its traditional “go-to”
approach when the economy slows - though it said invest-
ment will be more targeted. Suzhou’s transit authority said
China’s state planner has approved a $14 billion plan by
the eastern city to expand its urban rail network. That fol-
lowed approval for a similar project in a northeastern city
over the weekend.

The central bank is also pumping more money into the
financial system and urging banks to offer more loans at
cheaper rates to small businesses. New yuan loans
exceeded expectations in July, statistics showed on
Monday, in one of the few bright spots in the most recent
data. “Admittedly, infrastructure spending may soon bot-

tom out given the recent shift toward a looser fiscal stance
and monetary easing should eventually drive a turnaround
in credit growth,” Julian Evans-Pritchard, senior China
economist at Capital Economics, wrote in a note.

“However, these are unlikely to put a floor beneath eco-
nomic growth until the middle of next year.”

With the economy shifting into lower gear even without
a trade shock, many analysts predict a steady stream of
support measures in coming months. The July data “is like-
ly to prompt more policy support,” DBS of Singapore said
in a report.

Weakening domestic demand
The pace of fixed asset investment was the weakest on

record going back to early 1996, according to data on
Reuters Eikon. Investment had been expected to grow 6.0
percent in the first seven months of the year, steady from
January-June.

For July, fixed-asset investment grew 3.0 percent from
a year earlier. Retail sales also missed expectations. Sales
rose 8.8 percent in July from a year earlier, below an
expected 9.1 percent and down from 9.0 percent in June,
despite a broad import tax cut that kicked in last month.

It was not clear if consumer reluctance was due to soft-
ening local conditions or worries about the US trade war.
A Reuters straw poll of Chinese consumers found nearly
one in three want to stop buying US products now and
some are already boycotting made-in-America goods.

Industrial output rose 6.0 percent in July, missing ana-
lysts’ estimates for 6.3 percent and unchanged from June.

While China’s trade and inflation have shown limited
impact from US tariffs so far, it is early days. Business sur-
veys point to weakening export orders and there are con-
cerns that a protracted trade battle could produce a
sharper Chinese slowdown than expected just a few
months ago. China and the United States have slapped tar-
iffs on each other’s goods and more are due to kick in next
week, with few signs that either side is in the mood to
compromise.

Some brighter spots 
In one of the few encouraging spots in the data, private

sector fixed-asset investment rose 8.8 percent in January-
July, picking up from 8.4 percent in the first half. It

accounts for about 60 percent of overall investment in
China. But growth in infrastructure spending slowed to 5.7
percent in the first seven months from 7.3 percent.

Still, there were early signs that Beijing’s shift to sup-
porting growth may already be offering some cushion.
Real estate investment jumped 13.2 percent in July on-
year, the fastest in nearly two years and higher than June’s
8.4 percent rise, according to Reuters calculations.

New construction starts jumped 32.4 percent on-year,
likely buoyed by stronger home sales, improved funding
conditions for cash-strapped developers and the govern-
ment’s heavy spending on public housing.

Infrastructure loans also rebounded sharply in July. The
Politburo said last month it would achieve this year’s GDP
growth target of around 6.5 percent, despite mounting
risks. Last year the economy expanded 6.9 percent.

The shift to stimulus measures has raised fears among
some China watchers that Beijing is returning to its old
playbook of debt-fuelled growth, undermining its multi-
year push to reduce riskier lending practices and a moun-
tain of debt. But unless conditions deteriorate markedly,
most economists believe Beijing will stick with its delever-
aging campaign, albeit at a more cautious pace, as it waits
to see how the trade dispute plays out. — Reuters
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Little impact from US trade war yet but tougher measures loom

BAHRAIN EXCHANGE COMPANY WLL

‘Alive and kicking’:
German economy
shifts into high gear
BERLIN: The German economy picked up
more pace than expected in the second
quarter, driven by higher household and
state spending, suggesting that it is power-
ing ahead despite the threat of a major
trade dispute with the United States.

Gross domestic product rose 0.5 per-
cent quarter-on-quarter in April-June, the
Federal Statistics Office said yesterday,
beating economists’ consensus forecast of
0.4 percent in a Reuters poll.

The office also revised up the quarterly
growth rate for the first three months of the
year to 0.4 percent from 0.3 percent. Fears
of a full-blown trade war between the
European Union and United States deep-
ened during the second quarter. However,
these eased last month after US President
Donald Trump met European Commission
President Jean-Claude Juncker.

In a further positive sign, German
investor morale improved more than expect-

ed in August following the Washington
meeting, the ZEW institute said.

“Despite all of the prophecies of doom,
the upswing is not only alive, it’s also kick-
ing,” Bankhaus Lampe economist
Alexander Krueger said. “For the time
being, the upswing is unlikely to be stalled
by the global trade dispute or overheating.”
The German economy ministry and ZEW
researcher Achim Wambach both cautioned,
however, that Germany’s growth outlook
remained clouded by Trump’s tariff threats.
The government forecast 2.3 percent eco-
nomic growth this year and 2.1 percent for
next. This would be well above Germany’s
average pace of the past 10 years.

On the year, the German economy grew
by 2.0 percent from April to June, calen-
dar-adjusted data showed. Analysts polled
by Reuters had expected a 2.1 percent
expansion. The Statistics Office said eco-
nomic growth was mainly driven by higher
household spending and increased state
consumption. Additional impetus came
from investments.

Exports also grew but were outper-
formed by even stronger imports, sug-
gest ing that  net  trade did not  con-
tribute to overall economic growth, the
office said. — Reuters

SHANGQIU: This photo taken on August 13, 2018 shows employees working on a production line of clothes for
export at a factory in Xiayi county, in Shangqiu in China’s central Henan province. Key economic readings
released yesterday in China showed investment slumping to a record low for the first seven months of the year
as retail sales slowed, pointing to weakness in the world’s second largest economy. — AFP

Billions hinge on 
Malaysia Mahathir’s 
bid to woo project 
concessions from China
KUALA LUMPUR/BEIJING: Malaysian Prime Minister
Mahathir Mohamad arrives in China on Friday seeking to
renegotiate, and perhaps cancel, billions of dollars’ worth
of Chinese-invested projects entangled in domestic graft
probes. Ties have been strained since a stunning election
victory returned Mahathir to power in May and he sus-
pended unpopular Chinese projects authorized by former
premier Najib Razak.

During his decade-long rule, Najib courted Chinese
investment and was a cheerleader for President Xi Jinping’s
signature Belt and Road Initiative (BRI) in southeast Asia.
But Mahathir has vowed to discuss the “unfair” deals on his
visit. “Where we can drop the project, we will,” the 93-
year-old told reporters this week. “But we may have to
postpone some because we have made agreements, and to
breach the agreements will cost us a lot.”

The centrepiece of China’s infrastructure push in
Malaysia is the ambitious $20-billion East Coast Rail Link
(ECRL) project, work on which has been suspended
pending discussions over pricing and graft accusations.

Hit by ballooning costs, lack of transparency and the
risk it could saddle Malaysia with uncomfortably large
debt, the 688-km (428-mile) project has come to symbol-
ise Najib’s scandal-ridden administration.

Najib, charged with money laundering and corruption
over state fund 1Malaysia Development Berhad (1MDB),
has denied wrongdoing and pleaded not guilty to all
charges. During his election campaign, Mahathir was crit-
ical of the benefits of the Chinese projects, which helped
him win. His government also halted work on two projects
worth more than $2.3 billion awarded to the China
Petroleum Pipeline Bureau that have been linked to graft
at 1MDB. “China has been very spooked by Mahathir’s
election,” said a Malaysian official familiar with talks

before the visit, speaking on condition of anonymity.
China is nervous that Malaysia wants to cancel the proj-
ects, “but we just want to reassess them,” the official
added. Mahathir’s trip is set to run until Tuesday, but he
will first visit the eastern city of Hangzhou to meet e-
commerce giant Alibaba’s chief Jack Ma before flying to
Beijing, the source said.

Open to ideas 
China’s eagerness to save the BRI from another

embarrassing setback leads some analysts to believe it
might be open to striking a pragmatic compromise with
Malaysia. “They don’t want a failure to taint their name,”
said one Malaysian source involved in the contract
reviews. “They don’t want to be involved in a project that
is clear-cut corruption.” Other major projects that have
hit hurdles include a rail link from Indonesia’s capital of
Jakarta to southeastern Bandung and the ports of
Hambantota in Sri Lanka and Gwadar in Pakistan.

“The Chinese are open to ideas and negotiation in
many BRI countries where projects run into problems,”
said Abdul Majid Ahmad Khan, president of Kuala
Lumpur’s Malaysia-China Friendship Association. “But
Malaysia has to be clear on what it wants.”

Mahathir has courted Japan in recent weeks, announc-
ing plans for a big yen-denominated loan when he visited
Tokyo. His shift away from China is also seen as an oppor-
tunity for the United States, worried at Beijing’s growing
regional clout and building of islands in the South China
Sea. But for Malaysia to distance itself from biggest trad-
ing partner China would further hurt its economy, slug-
gish under massive debt. “The domestic politics and
change in government delivered a shock to the bilateral
relationship, at the very least it has increased uncertainty
and risk,” said Pang Zhongying, an international relations
expert at the Ocean University of China, adding that the
changes had inspired caution.

Residents of Malaysia’s placid coastal town of Kuantan
hoped the ECRL, launched a year ago, would boost eco-
nomic activity through the link to the Malacca Strait, a
key shipping lane.

“The east coast people want (the ECRL),” said Andy
Chiew, a Kuantan-based official of the Malaysia-China
Chamber of Commerce. But for now, the project has hit
the buffers. — Reuters

Eurozone beats 
slowdown 
forecasts but 
industry brakes
BRUSSELS: Euro zone growth was better than expected
in the second quarter, flash estimates showed yesterday,
in a sign that the negative effects of global trade ten-
sions might be seen only later in the year. However, while
the economy expanded by 0.4 percent in the second
quarter, above forecasts of 0.3 percent growth, industri-
al output in the in 19-country currency bloc fell sharply
in June driven by a collapse in machinery and equipment
investment, European statistics office Eurostat said.

Eurostat’s flash growth estimate was also higher than
its previous estimate of 0.3 percent growth. The agency
also revised up the year-on-year growth to 2.2 percent
from its previous 2.1 percent estimate.

The revised monthly figure, if confirmed by final data
to be released on Sept. 7, would show that the bloc has
maintained a 0.4 percent growth pace in the first two
quarters of the year, confounding initial fears of a slow-
down in the second quarter.

The better-than-expected estimate could increase
the European Central Bank’s confidence in winding
down its asset purchase program, but the growth out-
look remains unclear, given the industrial output data.
The bloc was outperformed by the United States which
doubled to 1.0 percent its quarterly growth from 0.5
percent in the first quarter of the year.

Eurostat’s upward revision came after Germany, the
bloc’s largest economy, recorded a better-than-
expected 0.5 percent expansion in the second quarter,
driven by consumption and state spending that could
signal the beginning of a shift from Germany’s export-
led economic model.

But it said the bloc’s industrial output fell by 0.7 per-
cent in June on the month, recording a larger drop than
expected by economists polled by Reuters who had
forecast a 0.4 percent fall.

Germany’s monthly output was down by 0.6 percent
in June after a 2.4 percent growth in May, Eurostat said.

“For the months ahead, production seems to be limited
by concerns about the global economy on the one hand
and capacity constraints on the other,” Bert Colijn, a
senior economist at ING bank said in a note to clients,
predicting that the euro zone’s current growth rate
would remain unchanged this year.

“2018 has been somewhat of a disappointment so
far.” The eurozone’s highly volatile industrial production
had expanded by 1.4 percent in May, Eurostat said,
revising up its previous estimate of 1.3 percent growth.
The production plunge was mostly driven by a 2.9 per-
cent drop in the output of capital goods, like machinery,
in a sign that firms may be preparing for slower growth
in the coming months.

The output of consumer and intermediate goods also
fell, while the production of energy increased by 0.5
percent from May. On the year, industry output was up
by 2.5 percent in June, and the May figure was revised
up to 2.6 percent from a previous estimate of a 2.4 per-
cent increase. — Reuters


