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China: Steady growth versus high inflation Dr. David XIE
Recent data show the strong economic growth in China: manufacturing sector (86-755) 82943724
PMI registered 55.2, a record high of 7 months, indicating expansion in xieyx@cmschina.com.cn
manufacturing accelerated; trade surplus expanded, reaching USD27.1 billion

and enterprises confidence index reached new high, indicating the adequate Dr. Cliff ZHAO
potential of the endogenous growth of Chinese economy. On the other side, (852) 31896126

inflationary pressures continued to rise in November. CPI jumped 5.1% YoY, a wenlizhao@cmschina.com.cn

record high of 28 months. 74% increase due to food cost. PPI rose sharply by

6.1%, increasing the difficulty of managing inflation expectations. Moderately Qing LI

easy monetary policy has been steered to a steady one. Liquidity floodgate (852) 31896142
control becomes key to the future policy. gingli@cmschina.com.cn

United States: QE2 can hardly solve the crux of the labor and housing

market

U.S. resorted the second round of quantitative easing in November with a plan to China Merchants Securities
to buy USD600 billion of government debt before June 2011, which boosted

market confidence. However, U.S. bond yields did not drop significantly after 13 December 2010

the implementation of QE2 like the first round, indicating QE2’s marginal effect
on the economic recovery was weaken. In addition, QE2 can hardly solve the
crux of the housing market downturn and high unemployment, two major
unfavorable factors on U.S. economic recovery. On the one hand, although the
housing market was stabilized, improving economic fundamentals are crucial for
housing market to pick up; on the other hand, high unemployment rate resulting
from the structural unemployment will become the new norm. QE2 cannot easily
change the trend of the slow recovery in the U.S. economy. The recent extension
of tax cuts and better than expected U.S. economic data will limit the scale of
QE2, which will benefit the dollar.

Europe: Seek balanced economic growth against backdrop of divergence
PMI data in November showed strong sign of recovery in manufacturing and
service industries in Europe, but the economic imbalances between European
countries increased. Manufacturing sectors in Germany and France expanded
while the one in Spain stagnated. In addition, the debt crisis once again spread in
Europe, Ireland turned to the EU and the IMF for help under the market pressure.
However, market fears have not been eased but continued to spread to Portugal,
Belgium and even Germany whose bond yields also rose, indicating close
relationships among European countries. A more balanced development of
economy will promote the sustainable and healthy recovery in Europe, which
will become an important factor to consider when make future European policy
choices.
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