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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 twelve 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
Negative trend shows slight improvement

* Key message 2
Unit labour costs boost inflation concerns

* Key message 3

German companies feel well positioned with respect to their Chinese
competitors
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Some grounds for optimism over current
situation but overall trend still downward

For the third quarter of 2015, the rating of the current economic situation
by German managers in China is up at 11 points. This is broadly the same
as in the third quarter of 2014. The proportion of managers surveyed who
think an economic upturn is likely in the next twelve months is around
22%, slightly up on the previous quarter, whilst the proportion who think
it will deteriorate remains the same at 36%. The overall rating of economic

performance thus remains negative at —8.5 points.

Current assessment of the economic situation in China and

Fig. 1
probability of a change in direction over the next twelve months
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Remaining proportion (out of 100%): “no change” in economic situation.
Figures for previous quarter in brackets.

' Balance = Difference between positive and negative responses regarding the
current economic situation in China in percentage points.

Source: ZEW and PwC.
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Rising inflation and intensified efforts to stimulate
growth

Some of the scores for macroeconomic variables for the next six months
have changed considerably since the second quarter. The score for inflation
rose to 22.4 points; almost 50% of those surveyed now expect consumer
prices to increase in this period. One factor driving inflation would be a
further increase in unit labour costs, which around 90% of those surveyed
are convinced will happen.

On interest rates, the majority — around 60% — expect rates to continue
to fall. Given the current low inflation and deteriorating economic
prospects, they believe that the People’s Bank of China seemingly has the
scope — or will be forced — to reduce interest rates further. But 51.3% of
those surveyed expect private investment to rise, and 63% even expect
private consumption to increase. 67% of managers believe government
expenditure will continue to rise.

On China’s trade activities, ratings are considerably more negative than
they were just last quarter, for both exports and imports. Around 54% of
those surveyed expect imports to fall and only envision a slight increase in
exports.

The same pattern applies to inward investment, which is expected to
weaken considerably; at —28.2%, it is the lowest score since 2013.
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Development of indicators concerning German
companies in China

The appraisal of the activities of German companies in China is viewed
in a similarly cautious manner to the economic situation in China. Those
surveyed see no change in the workforce for the next six months and also
expect trade activities to stagnate. On production, the ratings are a little
more positive, with 39% of managers expecting it to continue to grow,
compared with the 27% who are expecting the reverse. The most positive
view remains that of sales by German companies in China, where around
48% expect them to continue to increase.

Foreign acquisitions and investment activity in China
by sector

With respect to Chinese foreign investment, over 83% of those surveyed
expect this to continue to increase in the next six months. Although
Germany’s attractiveness as an investment destination was down slightly
on the second quarter, around 61% of those surveyed still think Chinese
investments in Germany will increase.

In terms of investment in China, the managers surveyed are much more
positive about the situation compared with the second quarter, although
ratings vary considerably from industry to industry. The most positive
changes since the last survey are seen in the machinery, chemicals, steel/
metals and construction industries. In the last two, however, the balance
is still in negative territory. A more marked fall in investment activity is
expected in the energy and service industries.
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The highest ratings continue to be reserved for the information and
telecommunication technology industries. Here, 68% of those surveyed
expect investment activity in China to rise.

Fig.2 Expected investment activity in China in the next six months

by industry

Source: ZEW and PwC.
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Trends in the regulatory environment

Depending on the category, 50% to 60% of those surveyed do not

expect there to be any changes in the regulatory environment in the

next six months. It is only in the “financing” and “business approval
requirements” categories that the majority of those surveyed expect to see
an improvement. A much larger number of senior executives now share the
view that RMB exchange rate flexibilisation and the free convertibility of
the Chinese currency are drawing closer.

An analysis of managers’ ratings since our surveys began in the fourth
quarter of 2013 shows that the forecasts on legal protection and
intellectual property, which were originally very positive, have now given
way to a much more sober view.

Evaluation of Chinese competitors

The majority of managers think their own company is slightly (46%) or
considerably (27%) ahead of the Chinese competitors. Eleven percent of
managers are even of the opinion that they are in the position of having no
direct competitors. Just eight percent state that the Chinese competitors
have a competitive advantage.

The German companies believe they have the advantage in almost all of
the rating categories, but particularly with respect to the manufacture

of complex products, process and product innovation, brand strength,
process management and access to highly-qualified staff. However,

they admit that where their direct Chinese competitors score higher is

in relation to dealing with official bodies, manufacturing good-enough
products and access to funding. Those surveyed believe that German
companies in China are very well equipped to compete with their Chinese
competitors.
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Fig.3 Rating of Chinese competitors by industry

In what areas have your Chinese competitors in China got a competitive
advantage over your company?
Multiple answers possible

Manufacture of complex

0,
products e

Product and process innovation [¢] 97%
Brand strength [ 95%
Process management [ 95%

Access to highly-qualified staff REFZ 89%

Access to production inputs

: 24% 76%
(eg, raw materials, supply parts)

Customer contact (advertising,

. 32% 68%
sales, design)

Access to financial resources

9 o,
(equity and debt capital) S 65%

Manufacture of good-enough

57% 43%
products

Dealing with official bodies 59% 41%

B Chinese competitor has advantages
[l Chinese competitor has no advantages

Eight percent state that the Chinese competitors have a competitive advantage.
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Current overall

macroeconomic situation very good good normal bad very bad balance
Chma 49 .................... 293 .................... 488 ...................... 1 71 ......................... 0 0 .................. 1 10
Eurozone 26 ....................... 79 ..................... 4 21 ..................... 474 ......................... 0 O ................ _171
USA 54 ..................... 3 78351 ..................... 1 89 ......................... 27 ................. 122
“E';'c';}]omic";)'(pecta;t'i”(')ns .................................................. sl|ght|ynot ............... s||ght|y ........................................................
(12 months) improve improve change worsen worsen ?ﬁ{?ﬂ_‘?_‘? |
Chma 49 ..................... 1 95341 .................... 366 ......................... 4 9 iy
Eurozone 25 .................... 250 .................... 425 ..................... 2 75 ......................... 2 5_13
USA .......................................... 51 ..................... 205 .................... 538 ..................... 179 ......................... 2 6 ................... 38

21.9% 42.6%
B improve [ notchange worsen
Macroeconomic indicators slightly not slightly
for China (6 months) increase increase change decrease decrease balance
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Investment activities in China slightly not slightly
(6 months) increase increase change decrease decrease

Consumer good

Information and
telecommunication technology

Indicators of German

companies in China slightly not slightly

(6 months) increase increase change decrease decrease balance

Trade activities 14.7 14.7 41.2 26.5 2.9 5.9

Production 121 27.3 33.3 24.2 3.0 10.6

Sales 171 31.4 20.0 28.6 2.9 15.7

Workforce 8.3 22.2 33.3 30.6 5.6 -1.4

Mergers & Acquisitions

activities within China slightly not slightly

(6 months) increase increase change decrease decrease balance
16.7 63.9 16.7 0.0 2.8 45.8

Chinese M&A activities slightly not slightly

abroad (6 months) increase increase change decrease decrease balance
33.3 50.0 16.7 0.0 0.0 58.3

Germany’s importance as an

investment destination slightly not slightly

(6 months) increase increase change decrease decrease balance
30.6 30.6 27.8 8.3 2.8 38.9
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Domestic demand in China
(6 months)

slightly
increase

Regulatory environment
(6 months)

slightly
improve

slightly
decrease decrease balance
0.0 0.0 61.8
0.0 0.0 61.8
8.1 2.7 24.3
10.5 0.0 32.9
27.0 2.7 -1.4
13.9 0.0 36.1
slightly
worsen worsen balance
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The RMB exchange rate will noticeably become more flexible within ...
B 3months [ 6 months 1year [ 3years 5 years

Full convertibility of the RMB

8.3% 30.6% 27.8%

M 1year [ 3years 5years [ 10years

Relaxation/deregulation of the sector-related Catalogue of Industries for Guiding Foreign Direct Investment

6.5% 35.5% 12.9%

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

Introduction of an “International Board” at the Shanghai Stock Exchange

23.3% 33.3% 13.3%

M 1year [ 3years 5years [0 10vyears

Note: The June survey for the ZEW-PwC-China Economic Barometer was conducted during the period 06/01 -

06/22/2015. 42 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 are weighted with +1, +0.5, 0, -0.5, -1 and move within the intervall (-100, +100).

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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Contacts

PwC

Jens-Peter Otto

Partner, Head of China Business Group
Tel: +49 69 9585-6040
jens-peter.otto@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. 9,400 dedicated people at 29 locations. €1.55 billion in turnover.
The leading auditing and consulting firm in Germany.
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ZEW

Prof Dr Michael Schréder

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, e.g. 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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