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Editorial

The ZEW-PwC China Economic Barometer presents the current situation
and expected trends for the Chinese economy over the next 12 months.
The barometer is based on a quarterly survey of managers from German
companies in China. Along with the economic situation and trends, the
German managers in China were asked to assess the performance of
macroeconomic indicators, as well as company sales, investment across
various sectors and the regulatory environment. The ZEW-PwC China
Economic Barometer is compiled and published jointly by the Centre for
European Economic Research (ZEW) and PwC.

* Key message 1
Improved economic outlook: turnaround in sight?

* Key message 2
Government demand still crucial, domestic demand up.

* Key message 3

Mobile payment systems: China well ahead — huge scepticism (still) in
Germany.
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Turnaround in sight?

For the fourth quarter, the rating of the current economic situation by
German managers in China is 3.4 points, well up on the previous quarter
(-12.5 points). Although the managers surveyed continue to think there
is a risk of an economic downturn in the next twelve months, far fewer
now think this is likely (33% versus 53% in the previous quarter). At the
same time the proportion who think an economic upturn is likely is 25%,
a considerable increase on the previous quarter (12%).

Fig. 1 Current assessment of the economic situation in China and
probability of a change in direction over the next twelve months

B 7 Q4/2016 Q3/2016

" Centre: Assessment of the current economic situation in China. Difference
between positive and negative responses.
Ring: Probability of a deterioration/improvement in the economic situation
over the next twelve months in percent. Difference from 100%: probability of
“no change”. Figures for previous quarter in brackets. Sources: ZEW and
PwC.
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Government demand still crucial, domestic demand up

The most surprising changes to macroeconomic scores are on domestic
demand, specifically on private consumption and private investment.
Ratings for the next six months were well up in both categories. The
overall score for private consumption is now 35.7 points, up from

23.7 points at the beginning of the year. The score for private investment
showed an even bigger increase over the same period, from 11.8 points to
24.4 points, evidence that private domestic demand is recovering.

But government expenditure continues to be highly relevant for growth in
China, with an overall score of 53.7 points. This suggests that government
expenditure is still expected to rise, which could lead to rising public debt
as it has in the past. It remains to be seen whether the Chinese economy
can achieve stable growth in the foreseeable future without additional
government stimulus packages.

Development of indicators concerning German
companies in China

Managers’ expectations of trade activities, production and sales are all
down since the start of the year. There has been a particularly significant
drop in expectations for sales of German: the overall score for expected
sales fell from 27.6 points at the start of the year to 21.8. At the same time
the positive balances on trade activities, production and sales show that
these activities are expected to increase slightly. What’s surprising is that
ratings of activities by German companies in China are at odds with the
upward trend on economic expectations.
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Foreign acquisitions and investment activity in China
by sector

The managers surveyed continue to view the information and
telecommunication technology industries, services and consumer goods as
top performers in terms of expected investments. They expect investment
activities to increase considerably across all three industries.

What is particularly striking is the trend-bucking shift into positive
territory in four industries. The change in sentiment is particularly marked
in electronics: expectations jumped from a balance of 5.9 points at the
start of the year to 15.4 points. And the outlook is just as favourable for the
automotive (-11.4 points in the first quarter, now 6.3 points), machinery
(-5.9 points in the first quarter, now 11.5 points) and chemicals sectors
(9.4 points in the first quarter, now 6.1 points).

Compared with expectations in the first quarter of 2016, the expectations
on Chinese foreign activities (56.6 points in the first quarter, now

66.7 points) and particularly on Germany’s importance as a destination
for Chinese investment have risen (42.3 points in the first quarter, now
52.4 points). These figures are extraordinarily high for both sectors

and mean that we can expect a significant increase in Chinese foreign
investment.
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Tab.1 Expected investment activity in China over the next six months

by sector

0GUSY e O Bolance
Information/Communications ) 541

Sevices t 52.5
Consumergoods t 338
Energy ................................................................................................................................ 243
Banking/lnsurance A 227
Eectonics A 154
Machinery A s
Reta” .................................................................................................................................. 105
Avomotve o 6.3
Chemlca|s61
Comstrucon vV a0s
SeelMetals 4 579

Sources: ZEW und PwC.

Trends in the regulatory environment

Ratings of the regulatory environment are down year on year in some key
sectors. Forecasts on financing in particular are now much more cautious:
scores fell from 29.2 points in the first quarter of 2016 to 6.6 points.

On business approval requirements, the overall score fell to 1.3 points
(previously 8.7 points). The forecast remains positive for both sectors.
Ratings of the regulatory environment for public tenders, however,
dropped from zero at the start of the year to -7.9 points.

There were only slight shifts in ratings for the other sectors (taxation, legal
protection and intellectual property). Intellectual property, with an overall
score of 9.5 points, is back in positive territory compared with the last
survey.
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Results of special question “Mobile payment systems in
China and Germany”

China’s leading provider of mobile payment systems is increasing its
presence in the German and European market. The special question
asked managers for their assessment of consumer acceptance of mobile
payment systems in Germany in general and the company’s opportunities
in Germany.

47.2% of the managers surveyed think that customers’ willingness to use
mobile payment systems is low or very low. Just 13.9% currently think
acceptance of mobile payment systems is high in Germany. One reason
for this could be a general mistrust of electronic financial transactions by
Germany consumers.

The assessment also impacted on ratings of the company’s market
opportunities in Germany, although the managers surveyed still think the
company’s chances are better than the opportunities for mobile payment
systems generally. 36.8% stated that the company had a good or very
chance of successfully introducing its payment system in Germany. This
contrasts with 29% who rate the company’s chances of success as relatively
poor or even very poor. The reasons for this, according to the managers,
include the issue of culture and trust with respect to data protection and
dealing with new, unknown financial service providers.

This upbeat assessment of the company’s prospects is surprising when
compared with the market opportunities for mobile payment systems

in general. This appears to be due to the fact that all the managers
surveyed think China is far further ahead on technological development
in this sector. 63.4% of those surveyed think the development status of
mobile payment systems is considerably more advanced in China than in
Germany.

ZEW-PwC China Economic Barometer 8



Fig.2 How do you rate the development status on mobile payment
systems compared with Germany?
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Fig.3 How do you rate market opportunities in Germany?
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Fig.4 How do you rate acceptance of mobile payment systems in
Germany?
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Fig.5 Does your company already provide a mobile payment option?
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Tab.2 ZEW-PwC China Economic Barometer: Results September 2016

Current overall

macroeconomic situation very good

Economic expectations slightly slightly
(12 months) improve worsen

Macroeconomic

indicators for China slightly no slightly

(6 months) increase increase change decrease decrease balance
Inflatio

Chinese imports from
Germany
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Investment activities in slightly slightly
China (6 months) increase increase decrease decrease balance

Consumer goods

Information and

telecommunication 27.0 56.8 13.5 27 0.0 541
technology

Construction 4.9 12.2 14.6 53.7 14.6 -30.5
Retail 7.9 28.9 44.7 13.2 5.3 10.5
Energy 20.0 22.9 42.9 14.3 0.0 24.3
Services 25.0 57.5 15.0 25 0.0 52.5
Indicators of German

companies in China slightly no slightly

(6 months) increase increase change decrease decrease balance
Trade activities 1.4 314 314 22.9 2.9 12.9
Production 5.4 40.5 324 16.2 5.4 12.2
Sales 10.3 46.2 25.6 12.8 51 21.8
Workforce 5.0 25.0 50.0 17.5 25 6.3
Mergers & Acquisitions

activities within China slightly no slightly

(6 months) increase increase change decrease decrease balance
e 7S 625 125 5O 28 438
Chinese M&A activities slightly no slightly

abroad (6 months) increase increase change decrease decrease balance
e e 452 452 I 2 00 ... 66.7.
Germany’s importance as

an investment destination slightly slightly

(6 months) increase decrease decrease balance

0 52.4
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Domestic demand in
China (6 months)

slightly
increase

Regulatory environment
(6 months)

slightly
improve

no

Business approval
requirements

slightly
decrease decrease balance
24 0.0 59.5
71 0.0 51.2
9.8 2.4 24.4
11.9 0.0 35.7
341 0.0 -7.3
0.0 0.0 53.7

slightly
worsen worsen balance
2.6 7.9 6.6
231 51 1.3
23.7 2.6 -7.9
20.0 5.0 -5.0
12.2 4.9 1.2
4.8 0.0 9.5
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7.7% 10.3% 41.0%

B 6 months [ 1 year 3years [ 5years

M 1year [ 3years 5years [ 10 years never

M 1year [ 3years 5years [ 10years never

6.1% 27.3% 15.0%

M 1year [ 3years 5years [ 10years never

Note: The September survey for the ZEW-PwC-China Economic Barometer was conducted during the period from

05. September to 15. September 2016. 47 managers of German companies located in China participated in the survey.
Numbers displayed are percentages of the corresponding answer categories. Balances refer to the weighted
distributions from positive and negative assessments. Assements move within the intervall (<100, 100). The values are
rounded to one decimal place.

Are you a decision-maker with expert knowledge of China? Would you like to take part in the ZEW-PwC
China Economic Barometer, which assesses the mood of German companies with regards to China’s economy
every three months? Then register now for the survey at the following link:

Participating is easy — you can comfortably answer the questions online with your PC or tablet.

You will receive the outcome of the survey before it is published, providing you with a valuable information
head-start. The ZEW will of course treat your data anonymously.
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Ihre Ansprechpartner

PwC

Thomas Heck

Partner, Assurance, Leader at China
Business Group Germany and Europe
Tel.: +49 69 9895-1265
thomas.heck@de.pwc.com

About us

Our clients face diverse challenges, strive to put new ideas into practice
and seek expert advice. They turn to us for comprehensive support and
practical solutions that deliver maximum value. Whether for a global
player, a family business or a public institution, we leverage all of our
assets: experience, industry knowledge, high standards of quality,
commitment to innovation and the resources of our expert network in

157 countries. Building a trusting and cooperative relationship with our
clients is particularly important to us — the better we know and understand
our clients’ needs, the more effectively we can support them.

PwC. 10,300 dedicated people at 25 locations. €1.9 billion in turnover. The
leading auditing and consulting firm in Germany.
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ZEW

Dr. Michael Schroder

Project Leader and Senior Researcher,
International Finance and Financial
Management

Tel.: +49 621 1235-368
schroeder@zew.de

The Centre for European Economic Research (ZEW), Mannheim
ZEW is one of Germany’s leading economic research institutes and enjoys
a strong reputation throughout Europe. The institute works in the field

of frontier empirical research in economics and maintains important
scientific data bases, eg, the Mannheim Innovation Panel (MIP) and the
ZEW Start-up Panel. ZEW is integrated into an extensive international
network of universities and research institutions. ZEW’s key objectives are
to conduct excellent economic research, provide science-based economic
policy advice and transfer knowledge. ZEW was founded in 1991 and
employs a staff of approximately 190, two thirds of whom are researchers.
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