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Modest Momentum Clouded by Covid-19 and Property Woes

Modest growth momentum amid subdued domestic sentiment

After a 2.5% YoY expansion in 1H 2022, mainland China’s economy has continued to see
modest growth momentum amid a supply-side resumption and enhanced stimulus
measures, but regional Covid-19 outbreaks and the mortgage payment suspension
incident are weighing on consumer activity and the property sector’s recovery. Most
economic indicators stayed in modest expansionary territory in July. The services sector
is expected to lag somewhat behind, amid a regional Covid-19 outbreak in Hainan and
other regions that led to another round of Covid-related curbs and impacted consumer
and tourism-related activity again. Furthermore, the spread of the mortgage suspension
has not only prolonged the property market correction, but will also impact the finances
of developers, upstream suppliers and contractors, etc.

In the face of a gloomier global economic outlook, export performance and
manufacturing activity still saw positive growth, but at a slower pace. Merchandise
exports in mainland China rose by 7.1% YoY in August, after recording double-digit growth
consecutively during May and July. With moderate import growth, the trade surplus in
August registered at USD 79.39 billion, down from USD 101.27 billion in July. Industrial
production increased by 3.8% YoY in July, slightly down from a 3.9% YoY uptick in June.

Against the background of slowing growth momentum, President Xi Jinping called for an
“all-out” effort to build infrastructure. Growth in infrastructure investment shot up to
7.4% YoY between January and July, partially offsetting a worsening performance for the
property investment. All in all, fixed asset investment (FAI) rose 5.7% YoY in the first seven
months of 2022.

Even though the mainland authorities have offered further consumer incentives, the pace
of recovery for consumer activity has remained sluggish amid more local Covid-19
outbreaks and a subdued outlook in terms of employment market. The YoY growth of
retail sales eased moderately from 3.1% in June to 2.7% in July. Sales of household
appliances accelerated, up from 3.2% YoY growth in June to 7.1% YoY in July, driven in
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Regional Covid-19
outbreaks and prolonged
property woes weaken
domestic sentiment,
leading to a slower pace of
recovery.

Shrinkage in property sales
and investment may add
to pressure on property-
related sectors.

Economic stability will be
the government’s priority
in the near term, and
stronger policy measures
cannot be ruled out.
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part by the government’s policy initiatives for green/smart home appliance purchases.
On the other hand, the restaurant sector still recorded a 1.5% YoY drop in receipts in July.
Separately, the core consumer price index (CPI) declined slightly from 1.0% YoY in June to
0.8% YoY in August, indicating subdued consumer sentiment, although the headline CPI
was once driven higher to 2.7% YoY by rising food prices, followed by 2.5% YoY in August.

In July, credit and financing indicators reflected ongoing policy stimulus and special bond
issuance, but its momentum was impacted by a slowdown in credit demand. Alongside a
front-loading of special bonds and accelerating tax refunds on the fiscal front, M2 money
supply accelerated to 12.0% YoY in July. Nevertheless, the YoY growth of outstanding
amount of total social financing edged down by 0.1% from previous month to 10.7% in
July. In response to weak credit and economic readings in July, on 22" August, the
People’s Bank of China (PBOC) reduced the 1-year loan prime rate (LPR) by 5 bps and the
5-year LPR by 15 bps. The larger reduction of the long-term LPR is expected to further
ease mortgage rates with the aim of alleviating a property market downturn.

Looking ahead, the PBOC’s monetary policy is expected to help the real economy recover,
but not to develop into excessive stimulus. The Q2 Monetary Policy Report stressed the
importance of balancing growth and price stability and achieving domestic and external
equilibrium, and pledged to avoid large-scale flood-like easing.

Prolonged property woes may spill over into property-related sectors

Property developers are now increasingly facing a vicious cycle of softening sales
performance and construction delays. The decline of commercial residential building
sales by floor space widened from 26.6% in 1H to 27.1% YoY in January-July, with the
monthly growth of new home prices in tier-1 cities narrowing in July and that of tier-3
cities declining 0.3% month on month (MoM). With weaker market momentum,
investment in commercial residential building declined 5.8% YoY from January to July. The
ongoing property woes could pose a challenge to wider property-related sectors, such as
construction materials and engineering enterprises, or even credit quality for the banking
sector, meaning that stronger policy support is needed to drive a more meaningful
recovery.

Government will take the lead to ensure stability against headwinds

As well as downplaying the growth target in the politburo meeting in late July, the
mainland authorities are expected to prioritise economic and employment stability
ahead of the 20" National Congress of the Chinese Communist Party on 16™ October,
with strengthening its policy support measures. The government has called for 6
economically important provinces should take the lead in stabilising the economy, and
local governments are to take greater responsibility to ensure homes are completed and
social welfare protected.

Specifically, stronger policy measures are expected to alleviate the financial pressure of
enterprises, stimulate consumer confidence, and support infrastructure investment to
drive economic recovery. In late-August, the State Council announced 19 new measures
to bolster economic growth, including an additional quota on policy financing tools by
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more than 300 billion yuan, support for state-run power generation companies to issue
200 billion yuan in special debt, and urging local governments to use their full limit of 500
billion yuan in existing special bonds by the end of October. Supervision and working
groups will be sent by the State Council to ensure implementation of the measures at the
local government level. Looking forward, economic recovery will hinge on the Covid-19
situation, pandemic control measures, property market performance, the global
economy, and the geopolitical outlook.

Bleak economic outlook exacerbates weakness in financial markets

The government’s policy support has been overshadowed by multiple headwinds over
the past month, leading to weakening financial market sentiment. The regional Covid-19
outbreak, a prolonged property market correction, accelerating monetary tightening by
major central banks, unresolved geopolitical tensions, and other factors, have induced to
investors to take a conservative stance, with a stronger preference for safe-haven assets
such as the US dollar. Accordingly, mainland’s authorities have introduced additional
measures and rate cuts in order to stabilise market sentiment. Looking forward, the trend
of the mainland financial markets will likely depend on the strength of domestic stimulus
measures and financial market sentiment as well as any signs of improvement in the
global economic outlook.

In the stock markets, A-shares declined by 1.6% between end-July and end-August. In the
foreign exchange markets, the CNY depreciated by 2.12% against the US dollar during the
same period, trading at CNY 6.8904 per US dollar, while the CNH also depreciated by
2.27% (highlighting US dollar strength), fuelled by increasingly risk-averse sentiment and
a divergence of monetary policy stances between 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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