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China’s economy slows 
further in September while 
power outages disrupt 
manufacturing activity. 
 
Housing market remains 
subdued, with looming 
default risks for developers 
and reduced homebuyer 
confidence. 
 
Stock market sees marginal 
decline amid crackdown on 
coal prices and property 
woes. 

 
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
China’s economic growth softens in Q3 
 
China’s economic recovery momentum is under pressure. GDP grew by a moderate 4.9% 
year on year in Q3, slightly below the market expectation. In the first 3 quarters, the 
economy expanded by 9.8% annually. 
 
Economic indicators showed divergent results in September. Retail sales rose by 4.4% 
year on year, beating the market expectation. With an easing of Covid-19 restrictions and 
the Mid-Autumn Festival holiday, revenues in the restaurant sector rebounded to a 
yearly growth of 3.1%, compared to a yearly decline of 4.5% recorded in August. 
Hampered by a microchip shortage and power outages, however, automobile sales in 
China tumbled 19.6% year on year in September according to the China Association of 
Automobile Manufactures (CAAM). 
 
Consumer prices increased by 0.7% year on year in September, slightly down from 0.8% 
in August. Meanwhile, the urban unemployment rate decreased to 4.9% in September. 
 
Fixed asset investment grew by 7.3% year on year in the first 9 months of 2021, down 
from 8.9% in the first 8 months. Infrastructure investment was modest at 1.5% growth, 
while property investment increased by 8.8% annually, down from 10.9% in the first 8 
months of the year. 
 
Exports continue their stellar performance, but soaring input prices 
remain a major concern 
 
China continued to export at well above market expectation, with a yearly growth of 
28.1% in September, expanding from the 25.6% growth in August. China’s exports 
remained solid due to ongoing global demand, while its imports eased to 17.6%. However, 
annual growth in industrial production slowed to a 1-and-a-half-year low of 3.1% in 
September, down from 5.3% as recorded in August. This was largely due to a power 
crunch caused by coal supply constraints and tougher emissions standards. 

 

       
Challenges Remain on the Road to Recovery  

Market Monitor – Mainland China 
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Producer prices remained elevated, putting pressure on manufacturers. The producer 
price index further accelerated to 10.7% yearly growth in September, the highest in 25 
years and up from 9.5% growth in August. The official manufacturing purchasing 
managers’ index (PMI) fell into contraction territory at 49.6 in September, down from 
50.1 in August.  
 
 
Policies rolled out to ensure energy security 
 
In order to cope with the power crunch, the National Development and Reform 
Commission (NDRC) announced that the trading price range for coal-fired power would 
be widened to up to 20% above or below the benchmark price (currently max. 10% above 
and 15% below) with effect from 15th October onwards. The policy also instructed 
industrial and commercial users, which have previously been charged at catalogue 
electricity prices, to shift to a market-based electricity pricing mechanism in an orderly 
manner. The relaxation is expected to stabilise electricity generation and demand for 
industrial production. The government has instructed Inner Mongolia and Shanxi, the two 
largest coal-producing provinces, to boost output. Premier Li Keqiang also called for the 
local, non-discretionary implementation of power restrictions, production cuts, or 
campaign-like carbon reductions to be rectified. 
 
In the meantime, key indicators show that the credit environment has remained 
relatively tight. M2 money supply increased by 8.3% year on year in September, 
marginally up from 8.2% growth in August. However, outstanding total social financing, 
a broad measure of credit in the economy, rose by 10.0% year on year in September, 
further down from the 10.3% seen in August. The slowdown in credit growth was 
associated with ongoing credit tightening measures in the property sector, together with 
weakening financing demand from corporations amid a slowing economic recovery. 
 
Against the backdrop of mounting price pressures for producers, it is less likely than 
previously estimated for the People’s Bank of China (PBOC) to further cut the reserve 
requirement ratio for banks. However, the PBOC is increasingly using its structural 
monetary tools to support targeted sectors. For example, its relending programme 
provides loans to commercial banks for lending to customers such as small and medium-
sized enterprises (SMEs). 
 
 
Home prices remain under pressure amid lower confidence 
 
Housing prices stayed flat in September, after a monthly growth of 0.2% in August. 
Meanwhile, annual growth in the sales of residential buildings in the first 9 months also 
slowed to 17.8% year on year, decelerating from 24.5% growth in the first 8 months. 
Ongoing credit tightening in the property sector, the reference price mechanism for 
secondary property markets adopted by some cities, as well as lingering concerns about 
potential for the Evergrande crisis to spill over into other property developers, has all 
contributed to a significant hit to homebuyer confidence. Lower confidence among 
homebuyers might fuel a vicious cycle, facing some cash-strapped developers with 
further declines in property sales. 
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In the coming months, home prices are expected to remain under pressure. Regulations 
governing the property market are likely to remain in place in the near term. Although 
the risks arising from Evergrande’s crisis have been deemed controllable, market 
sentiment remains bleak, with homebuyers staying cautious about home prices. 
 
 
Financial markets edge down amid crackdown on coal prices 
 
In the stock market, A-shares decreased by 0.6% between end-September and end-
October. In response to a policy shift on the electricity pricing system and a transition 
toward a greener energy mix, electricity and new energy shares were boosted. 
Nevertheless, in the wake of government crackdown on surging coal prices, the prices of 
coal shares tumbled. In addition, the aftermath of the Evergrande crisis and a surprise 
default by Fantasia continued to cause investors worries regarding the property sector, 
even though the PBOC said Evergrande’s debt issues were controllable.  
 
In the foreign exchange market, the onshore CNY rose by 0.61% against the US dollar 
between end-September and end-October, trading at CNY 6.4056 per US dollar, while the 
offshore CNH appreciated by 0.69%. The appreciation of the RMB could be attributed to 
a stellar export performance and Chinese bonds to be gradually incorporated into the 
FTSE World Government Bond Index (WGBI) from the end of October onwards, driving 
capital inflows.  
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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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