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Beijing faces an increasingly challenging landscape in which to implement its planned
economic reforms, as a rapidly cooling national property market is an increasingly
salient threat to China's slowing economy. The prospect of a vicious cycle of falling
property prices and lower economic growth is becoming increasingly likely in our view,
and we maintain our core real GDP growth forecast of 7.1% for 2014.

Beijing's efforts to stimulate China's slowing economy have thus far been extremely
targeted in comparison with previous packages, including a relatively small-scale rail
package as well as a programme aimed at cutting taxes for small and medium sized
businesses. Given government rhetoric regarding the country's slowing growth rate, as
well its massive economic imbalances, we do not envisage largescale fiscal stimulus
measures over the coming quarters. Instead, we believe that a continued roll-out of
measures targeted at specific industries is the likely path forward.

The Chinese government's case against former Politburo Standing Committee member
Zhou Yongkang represents a major shift away from past precedent in Chinese politics.
Likewise, we note that the targeting of Zhou, along with the purge of former State-
owned Assets Supervision and Administration Commission boss Jiang Jiemin, reflect a
growing tide against high level state-owned enterprise bosses, and we see this
bolstering the economic reform credentials of president Xi Jinping.

Major Forecast Changes

In line with our long-held expectations, the Chinese yuan's appreciatory trend came to a
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halt at the beginning of this year. While we believe that the currency's most
aggressive depreciation is now behind it, we note that central bank policy as well as
market forces suggest that the yuan will likely end 2014 slightly weaker than its current

level before stabilising over the long-term. As such, we have downgraded our end-2014
forecast to CNY6.3500 from CNY6.2000 previously.
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CHAPTER 1: POLITICAL OUTLOOK

SWOT Analysis
BMI Political Risk Ratings
Domestic Politics
Political Purge Bolsters Xi's Reform Credentials
The Chinese government's case against former Politburo Standing Committee member
Zhou Yongkang represents a major shift away
from past precedent in Chinese politics, as such high-ranking officials have long been
considered safe from prosecution. Likewise, we
note that the targeting of Zhou, along with the purge of former State-owned Assets
Supervision and Administration Commission boss
Jiang Jiemin, reflect a growing tide against high level state-owned enterprise bosses,
and we see this bolstering the economic reform
credentials of president Xi Jinping.

Table: Political Overview
Long-Term Political Outlook
Major Challenges Over The Coming Decades
China faces myriad economic, social and environmental challenges over the coming
decades that could seriously test the Communist
Party of China's ability to govern. The best-case scenario for any eventual political
transition would entail an elite-led liberalisation of the
authoritarian system, while the worst-case scenario would involve a violent change of
regime.

CHAPTER 2: ECONOMIC OUTLOOK

SWOT Analysis

BMI Economic Risk Ratings

Economic Activity

Cooling Property Market To Exacerbate Economic Downturn

Beijing faces an increasingly challenging landscape in which to implement its planned
economic reforms, as a rapidly cooling national

property market is an increasingly salient threat to China's slowing economy. Even as
the prospect of a vicious cycle of falling property

prices and lower economic growth becomes more likely, however, we once again note
that the government will be unwilling and unable
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to unleash the scale of stimulus measures necessary to reverse the decline.

Table: Economic Activity
Fiscal Policy
Piecemeal Stimulus Does Not Alter Core View
Beijing's efforts to stimulate China's slowing economy have thus far been extremely
targeted in comparison with previous packages,
including a relatively small-scale rail package as well as a programme aimed at cutting
taxes for small and medium sized businesses.

Table: Fiscal Policy
Monetary Policy
More Targeted Easing Ahead
Recently announced measures by the Chinese government to lower the reserve
requirement ratio (RRR) for selected banks chime with
our expectations for broader RRR cuts over the coming quarters, as the People's Bank
of China looks to balance risks stemming from
the country's real estate and credit bubbles with slowing economic growth.

Table: Monetary Policy
Currency Forecast/BoP
CNY: Still At Mercy Of Downside Risks
In line with our long-held expectations, the Chinese yuan's appreciatory trend came to a
halt at the beginning of this year. While we
believe that the currency's most aggressive depreciation is now behind it, we note that
central bank policy as well as market forces
suggest that the yuan will likely end 2014 slightly weaker than its current level before
stabilising over the long-term.

Table: BMI CHINA CURRENCY FORECAST

Table: Current Account

CHAPTER 3: 10-YEAR FORECAST

The Chinese Economy To 2023

6.0% Is The New 10.0%

China's economic growth in the coming decade will be much slower than in the last, as
the savings rate declines, the economic

liberalisation process slows, and population growth falls. These dynamics will result in
real GDP growth averaging 5.9% over the next

decade as opposed to the 10.1% average seen over the past decade. Private
consumption will be a major outperformer, averaging

growth of 8.1% and rising in importance as a share of GDP.
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Table: Long-Term Macroeconomic Forecasts
CHAPTER 4: BUSINESS ENVIRONMENT
SWOT Analysis

BMI Business Environment Risk Ratings
Institutions

Table: BMI Business & Operation Risk Ratings

Table: BMI Legal Framework Rating
Infrastructure

Table: Labour Force Quality

Table: ASIA - ANNUAL FDI INFLOWS

Table: Trade & Investment Ratings
Market Orientation

Table: Top Exp ort Desti nati ons
Operational Risk

CHAPTER 5: KEY SECTORS

Defence
Table: Defe nce Expe nditure , 2011-2018
Freight Transport
Table: Road Freight
Table: Inland Waterway Freight
Table: Rail Freight
Table: Air Freight
Other Key Sectors
Table: Oil and Gas Sector Key Indicators
Table: Pharma Sector Key Indicators
Table: Infrastructure Sector Key Indicators
Table: Telecoms Sector Key Indicators
Table: Food and Drink Sector Key Indicators
Table: Autos Sector Key Indicators

CHAPTER 6: BMI GLOBAL ASSUMPTIONS

Global Outlook
Emerging Market Deceleration
Table: Global Assumptions
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Table: Developed States, Real GDP GrowtH, %

Table: BMI VERSUS BLOOMBERG CONSENSUS REAL GDP GROWTH
FORECASTS, %

Table: Emerging Markets, Real GDP Growth, %
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