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 Domestic pandemic 
dampens short-term 
consumer sentiment, 
but China’s recovery 
will not be derailed. 

 
 
 With the economy 

stabilised, the 
government is 
expected to take the 
opportunity to 
deleverage, including 
in bonds and the 
housing market.  

 
 
 Financial market has 

been weighed on by 
high US treasury 
yields and market 
concern over policy 
normalisation.  

 
  
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Domestic epidemic drags on economic performance in the near term 
   
Over the Lunar New Year in February, while the pandemic situation remained volatile 
abroad, China’s official manufacturing purchasing managers index (PMI) continued to 
expand but slipped to 50.6, down from 51.3 in January. New export orders plunged to 
48.8. Meanwhile, the Caixin manufacturing PMI dropped to a nine-month low of 50.9, 
down from 51.5 previously. But the slowdown in the manufacturing sector is expected 
to be short-lived after the accelerating economic recovery in the US and other Western 
economies following mass vaccination and large-scale stimulus programmes. 
 
Despite retail sales showing a strong growth of 33.8% and investment of 35.1% in the 
first two months of 2021, both saw a slower growth from December after excluding base 
effects. Retail sales grew by 6.4% when compared with the 2019 figure, translating to a 
3.2% yearly growth, which is lower than the 4.6% growth seen in December. By a similar 
calculation, investment grew 1.7% yearly, down from a 2.9% growth in December. The 
slower growth is mainly caused by the re-implementation of social distancing measures 
in January and February in view of a surge of new infections. 
 
Meanwhile, consumer demand remains lacklustre. Non-food inflation continued to stay 
in negative territory at 0.2% yearly in February, after a 0.8% drop in January. Coupled 
with ebbing food inflation, this meant that headline inflation dropped 0.2% in February. 
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Recovery remains on track nevertheless… 
   
Despite the setbacks, other February economic figures show China remaining on track for 
recovery. Export growth beat market expectation with a staggering 60.6% year-on-year 
growth in the first two months of 2021 (the low base of comparison was a major factor). 
Yet even compared to the 2018 and 2019 figures, exports still saw a robust growth of 
above 25%. Global demand for anti-pandemic goods such as masks and medical 
equipment remained solid during the pandemic, while the rise of remote working 
boosted demand for electronic products.  
 
Credit figures are also showing positive signals. Outstanding total social financing grew 
13.3% year-on-year in February, up from 13.0% in January. The increase in credit is mainly 
constituted by the rise in corporate loans, reflecting firms’ strong demand for funds and 
an uptick in the economy. 
 
Looking ahead, China’s fast recovery from the pandemic will be continually supported by 
the manufacturing sector and exports, despite challenges arising from the pandemic 
outbreak and global demand headwinds. However, the Government Work Report lacks 
novel policies to stimulate consumption, which may undermine the government's effort 
to restructure the economy and boost demand. Gradual normalisation of monetary and 
fiscal policies will also weigh on economic growth in the latter half of the year. 
 
 
...and provides rooms for deleveraging 
 
Against the backdrop of steady economic recovery, the government has more room to 
focus on deleveraging. This year’s Government Work Report set an economic growth 
target of 6% or above, which is much lower than the market consensus forecasts of over 
8% growth. This provides rooms for the government to undergo structural reform and 
normalise fiscal and monetary policies. It also provides buffers against risks such as 
another outbreak or a renewed trade spat with the US.  
 
Meanwhile, the amount of local government special-purpose bonds to be issued in 2021 
is reduced to CNY 3.65 trillion, down from last year’s CNY 3.75 trillion but up from CNY 
2.15 trillion in 2019. This shows that the government is set to handle the local 
government debt issue, which has been exacerbated by the pandemic outbreak, albeit at 
a more moderate pace than the market previously expected. Bloomberg estimates that 
the ratio of local government debt to combined fiscal revenue jumped to 90% in 2020, up 
from 83% in 2019. The official government debt-to-GDP ratio also surged to 45.8% at end-
2020 from 38.5% at end-2019.  
 
After some state-owned enterprises (SOEs) – including Brilliance Auto and Yongcheng 
Coal and Electricity – defaulted on their bonds in November, the government has been 
strengthening regulations and information disclosure in the bond market. The People’s 
Bank of China (PBOC) has proposed enhancing the legal system of the bond market and 
the mechanism for handling bond defaults. The State-owned Assets Supervision and 
Administration Commission of the State Council (SASAC) will also establish an early-
warning system for the risks regarding SOE debts. Supervision over the SOEs debts will be 
strengthened through utilizing more information for advanced identification and 
responses to bond default risks. 
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Moreover, the government is beginning to address risks in the internet economy to foster 
a healthy development of the digital economy. Following the launch of rules targeting the 
platform economy, the government penalised five group-buying firms, including Meituan 
Select and the Tencent-backed Shixianghui due to illegal price subsidies to gain market 
share. Similar actions are expected to be more frequent in the coming months as the 
government strives to provide a competitive market for innovation. 
 
 
More market restrictions ahead for the housing market 
 
The asset bubble issue in the housing market has triggered regulator concern. The 
government reiterated that “housing is for living in, not for speculation” in the 
Government Work Report 2021. Despite the more stringent movement restrictions 
however, home prices saw an accelerated monthly growth of 0.6% in February, up from 
0.1% growth in January. Worse, looking at the secondary market, prices are soaring fast 
in the 4 tier-one cities, with a month-on-month rise of between 0.9% and 1.3%. To 
stabilise the home price surge in certain hotspots, more market restrictions are being 
rolled out. After at least 87 rounds of restrictions were rolled out in various cities in the 
first two months of 2021, 10 more rounds were launched during 1st to 3rd March.  
 
The housing market is expected to remain roughly stable throughout the year amid 
further rounds of market restrictions. More targeted policies will be imposed in hotspot 
cities to stabilise housing prices and land prices. In the meantime, regulators will limit the 
amount of liquidity entering the housing market. 22 local governments, including Beijing 
and Shenzhen, will centralise the announcement of land sales and land auctions. They 
will also hold no more than three land auctions in 2021 in order to stabilise land prices.  
 
 
Market sentiment is weighed on by high US treasury yields and concerns 
over policy normalisation 
 
In the stock market, the A-share index has dropped by 2.1% between end-February and 
29h March. Although China’s strong economic data provides some support to the stock 
market, market sentiment is being dampened by deleveraging policies and the potential 
reduction of stimulus measures. Chairman of the China Banking and Insurance Regulatory 
Commission Guo Shuqing warned about the bubbles in the housing market and global 
financial market. Furthermore, high US treasury yields undermined the attractiveness of 
the Chinese stock market and put pressure on its performance.  
 
In the foreign exchange market, the CNY and the CNH both have depreciated by 1.5% 
against the US dollar between the end of February and 29th March. High US treasury 
yields and the improving US economic outlook boosted the US dollar. The US dollar index 
has risen by 2.3% over the same period.  
 
In the coming weeks, sustainable economic growth will support the performance of 
China’s financial markets. Yet as the economy stabilises from the pandemic, the market 
will keep an eye on the tapering off of stimulus, which will limit market confidence. At the 
same time, vaccination progress in the US and the corresponding brighter economic 
outlook will support a stronger US dollar and weigh on the renminbi. 
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Disclaimer 

This document is prepared by The Bank of East Asia, Limited (“BEA”) for customer reference only. Other than disclosures 
relating to BEA, the content is based on information available to the public and reasonably believed to be reliable, but 
has not been independently verified. Any projections and opinions contained herein are as of the date hereof, are 
expressed solely as general market commentary, and do not constitute an offer of securities, nor a solicitation, 
suggestion, investment advice, or guaranteed return. The information, forecasts, and opinions contained herein are as of 
the date hereof and are subject to change without prior notification, and should not be regarded as any investment 
product or market recommendations. This document has not been reviewed by the Securities and Futures Commission 
of Hong Kong, Hong Kong Monetary Authority, or any regulatory authority in Hong Kong. 

BEA will update the published research as needed and as required by the law. In addition to certain reports published on 
a periodic basis, other reports may be published at irregular intervals as appropriate without prior notice. 

No representation or warranty, express or implied, is given by or on behalf of BEA, as to the accuracy or completeness of 
the information and stated returns contained in this document, and no liability is accepted for any loss arising, directly or 
indirectly, from any use of such information (whether due to infringements or contracts or other aspects). Investment 
involves risks. The price of investment products may go up or down. Past performance is not indicative of future 
performance. The investments mentioned in this document may not be suitable for all investors, and the specific 
investment objectives or experience, financial situation, or other needs of each recipient are not considered. Therefore, 
you should not make any investment decisions based solely on this document. You should make investment decisions 
based on your own investment objectives, investment experience, financial situation, and specific needs; if necessary, 
you should seek independent professional advice before making any investment. 

The views and opinions in this document do not constitute the official views of BEA. 

This document is the property of BEA and is protected by relevant intellectual property laws. Without the prior written 
consent of BEA, the information herein is not allowed to be copied, transferred, sold, distributed, published, broadcast, 
circulated, modified, or developed commercially, in either electronic or printed forms, nor through any media platforms 
that exist now or are developed later. 

For more information, please visit our webpage at https://www.hkbea.com/html/en/bea-about-bea-economic-
research.html. For any enquiries, please contact the Economic Research Department (email: lerd@hkbea.com, tel: (852) 
3609-1504, post: GPO Box 31, Hong Kong). 
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