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Growth Likely to Gain Momentum with Stronger Policy Support

Growing economic pressure leads to rising expectation of greater policy
support

Mainland China’s economy weakened significantly in Q2 amid regional Covid-19
outbreaks and stringent pandemic control measures, which disrupted consumer activity
and production. Since June 2022, the government has been gradually relaxing Covid-
related curbs and implemented further fiscal and monetary policy measures so as to
revitalise domestic demand and stabilise employment and the hardest-hit sectors in 2H
2022. Nevertheless, property market woes are one of the most significant headwinds
against economic recovery. Going forward, industrial production, manufacturing, and
infrastructure investment will likely play a dominant role in driving economic growth,
while consumption and pandemic-sensitive service sectors are likely to lag behind.

Mainland China’s economy grew by a mere 0.4% year-on-year (YoY) in Q2, down
significantly from 4.8% in Q1. In 1H 2022, the mainland economy expanded by 2.5% YoY.
In a recent politburo meeting, the country’s top leaders stated that they aim to achieve
the “best possible results” for economic growth this year, downplaying the pre-
established economic goal of around 5.5% growth. Provinces in a stronger position are
encouraged to strive to meet set targets. Local governments now have greater
responsibility for boosting demand, and are encouraged to make full use of special bonds
and the property policy toolbox as well as ensuring the delivery of new housing.

The government has rolled out a series of specific policies aimed at shoring up the
economy, especially bolstering infrastructure investment further. As well as issuing nearly
all of its budgeted CNY 3.65 trillion worth of special bonds in 1H 2022, the policies also
include new credit quotas for policy banks (CNY 800 billion), railway construction bonds
(CNY 300 billion), and financial bonds (CNY 300 billion), etc.

In 2H 2022, government-led infrastructure investment is expected to take the lead in the
recovery, boosted by frontloading special bonds and the issuance of additional bonds.
The increase in capital and infrastructure investment will drive up demand for industrial
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goods. On the other hand, households will remain somewhat cautious on discretionary
spending amid evolving Covid-19 conditions, likely dampening retail sales and service
sector recovery. Overall, the pace of economic recovery still hinges on the pandemic
situation, related control measures, and the strength of policy support.

Favourable policies feeding through to the real economy

With the gradual relaxation of pandemic control measures, supportive measures on
automobile consumption, an increasing emphasis on infrastructure investment, etc.,
recent economic indicators improved across the board compared to April and May.

Retail sales increased by a better-than-expected 3.1% YoY in June, after recording
negative growth for 3 months in a row. Automobile sales rebounded to 13.9% YoY growth
in June, after a 16.0% decline in May, amid tax incentives to buy cars.

Industrial production continued to recover from pandemic disruption, with a growth rate
accelerating from 0.7% YoY in May to 3.9% in June. Resumption of industrial operations
together with an easing of port congestion and supply chain disruptions has led to an
accelerated 18.0% YoY growth of merchandise exports in July. Meanwhile, imports
increased by lower-than-expected 2.3% YoY in July, resulting in a huge trade surplus of
USD 101.27 billion.

Fixed-asset investment continued to grow by a steady 6.1% YoY in 1H 2022, though
performance diverged between sectors. Manufacturing investment rose by a higher-
than-average 10.4%, while real estate investment remained lacklustre with a 5.4% YoY
drop in January-June. After President Xi called for an “all-out” effort to build
infrastructure, infrastructure investment saw an overall increase of 7.1% YoY in 1H, up
from 6.7% in January-May.

Improved financing by local governments and enterprises also boosted monetary and
credit expansion in June. The growth of M2 money supply accelerated further to 11.4%
YoY in June, compared to 11.1% in May, while the outstanding amount of total social
financing expanded by 10.8% YoY in June, up from 10.5% YoY in May.

Unresolved property market woes further threaten market confidence

Gradual relaxation of Covid-related curbs and policy stimulus measures such as cuts in
mortgage rates and the loosening of purchase restrictions facilitated an initial market
recovery in June, but a series of mortgage payment suspensions highlighted the fact that
property market woes continue to weigh on market confidence going forward.

Construction delays and worries over inappropriate use of pre-sale funding by property
developers have resulted in an increasing number of homebuyers suspending their
mortgage repayments for unfinished construction projects, which has further dampened
market confidence, constraining funding conditions for property developers and local
governments as well as negatively affecting the credit quality of the financial sector. In
order to prevent the situation deteriorating any further, the authorities will reportedly
enhance credit support to property developers to facilitate timely completion of
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constructions, while at the same time allowing homeowners to temporarily suspend
mortgage payments on unfinished projects. A real estate fund worth up to CNY 300 billion
is also reportedly to be launched to help to finish construction and resolve debt problems.
While the current mortgage payment suspension incident cannot compare to the US
subprime crisis, property market recovery in the mainland China will still hinge on how
quickly market confidence can be restored, driven by government measures to ensure a
steadier, healthier development of the sector.

New home prices in 70 major cities were stable in June, after falling 0.2% month on
month (MoM) in April and 0.1% in May. Home prices in tier-1 cities still performed better,
and prices in tier-2 cities also rebounded 0.1% MoM, up from a 0.1% decline in May.
However, the recovery of home prices will likely be set back by the recent mortgage
payment suspensions.

Financial markets weighed down by weakening market sentiment

Rising pressure from fresh outbreaks of the Omicron sub-variant and property market
turmoil weighed on financial market sentiment in July, impacting the performance of
equities and the renminbi. The renewed spread of the Omicron sub-variant has stoked
market fears about the potential reintroduction of stringent pandemic control measures,
especially after Shanghai announced new rounds of mass Covid-19 testing over a 3-day
period in early July. Moreover, the news of a rash of mortgage payment suspensions
exacerbated market concerns about the property market and the potential for its related
debt problems to spill over into the financial sector, putting greater pressure on banking
and property stocks.

In the stock markets, A-shares declined by 4.3% between end-June and end-July. In the
foreign exchange markets, the CNY depreciated by 0.67% against the US dollar during the
same period, trading at CNY 6.7473 per US dollar, while the CNH also depreciated by
0.83%, highlighting the divergence of monetary policy stance between the mainland
China and the US.
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Disclaimer

This material is prepared by The Bank of East Asia, Limited (“BEA”) for customers’ reference only. 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 expressed solely as general market commentary, and do not constitute an offer
of securities or investment, nor a solicitation, suggestion, investment advice, or guaranteed return in respect of such an offer.
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 material 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. 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 material , 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, and may become valueless. Past performance is not indicative of future
performance. The investments mentioned in this material 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 material. 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.

This material 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 of BEA (email:
lerd@hkbea.com/telephone number: (852) 3609-1504/postal address: GPO Box 31, Hong Kong).
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