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Market Monitor — Mainland China

Momentum Improves Slightly in August

Better than expected performance in August amid a bumpy road to
recovery

The pace of mainland China’s economic recovery was somewhat stronger than expected
in August despite continuous Covid-19 outbreaks, property market weakness, regional
power shortages, and a drought. Most economic indicators showed further recovery from
the pandemic troughin Q2, but the property market has not yet recovered from its recent
decline. Infrastructure investment, fuelled by strengthening government stimulus
measures and policy emphasis, is still the bright spot driving economic growth and
stabilising China’s employment market. However, the rapid growth in merchandise
exports has also been losing steam amid weakening global demand due to elevated
geopolitical tensions and a rapidly changing monetary environment.

As a result of softening external demand, merchandise exports grew at a slower rate in
August. The prolonged Russia-Ukraine conflict and rapid rate hikes by major central banks
resulted in high uncertainty and weaker global demand for merchandise from mainland
China, which grew by 7.1% YoY in August — marking an end to three consecutive months
of double-digit growth. The trade surplus in August also narrowed to USD 79.39 billion,
down from USD 101.27 billion previously, further weakening the overall support to the
economic growth.

The extreme hot weather had divergent impacts on industrial production in different
regions. Some provinces heavily reliant on hydroelectric power supply, such as Sichuan —
which is a manufacturing centre for computers, communications, and other electronic
equipment, were impacted by power shortages and drought. On the other hand, the
heatwave increased demand for air conditioners in other regions. The national
production and supply of electricity and heat accelerated significantly from 10.4% YoY in
July to 15.3% in August. Government measures to support the automobile sector remain
in place, resulting in an accelerating growth of automobile production from 22.5% YoY to
30.5% in August. Overall, industrial production registered a better-than-expected 4.2%
YoY growth in August, up from 3.8% in July.
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Despite multiple
headwinds, economic
indicators across the board
are somewhat stronger
than expected in August.

Property market remains
under pressure, with a
further relaxation of
housing policy expected at
the city level.

Full normalisation of
China’s economy is
expected to take longer,
with the government set
to continue rolling out
supportive measures.
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The policy stimulus of frontloading the issuance of special bonds is feeding through to
the real economy, but credit demand continues to slide amid the gloomier economic
outlook. M2 money supply accelerated from a 12.0% YoY growth in July to 12.2% in
August, the fastest growth since April 2016. With slower government financing and weak
credit demand from the corporate sector, the outstanding amount of total social
financing grew by 10.5% YoY in August, down from 10.7% YoY in July. In September, M2
money supply registered at 12.1% YoY. The outstanding amount of total social financing
grew by 10.6% Yoy, still lower than the growth rate in July. Infrastructure investment,
fuelled by the issuance of special bonds, grew again from 7.4% YoY in January-July to 8.3%
YoY in January-August, and momentum is likely to be sustained for the rest of 2022.
However, the YoY contraction of property investment has continued to widen from 6.4%

in January-July to 7.4% in January-August, weighing on overall fixed asset investment (FAI).

In general, FAI registered 5.8% YoY growth in the first eight months of 2022, a slight
improvement from the 5.7% recorded in the first seven months of 2022.

Retail sales accelerated at a faster than expected pace of 5.4% YoY in August, on the back
of a low base of comparison. Revenue for the restaurant sector recovered to a positive
growth of 8.4% YoY in August, marking an end to five consecutive months of YoY decline.
Sectors benefitting from policy stimulus recorded strong YoY growth. For example, sales
of automobiles recorded a 15.9% YoY increase in August, up significantly from a 9.7% gain
in July. Despite a favourable headline retail sales figure in August, retail sales and
consumer sentiment remain under pressure, weighed down by local Covid-19 outbreaks
and stringent pandemic control measures.

Property market remains under pressure

The liquidity issue of developers and mortgage suspension incident continue to dampen
property market confidence, with enhanced government efforts to ensure project
delivery, lower mortgage rates, and relax home purchase restrictions in order to restore
homebuyer confidence and demand. Commercial residential building sales by floor space
registered another double-digit decline of 26.8% YoY in January-August. Investment in
commercial residential buildings dropped by 6.9% from January to August, furthering the
YoY drop of 5.8% seen in January-July. Local governments continue to call for property
developers to resume construction of unfinished housing projects, supported by financial
support through targeted relending and property funds. Reportedly, President Xi has
instructed high level officials to implement more supportive measures and policy
relaxation to boost the property market (excluding first-tier cities). More recently, the
PBOC has allowed eligible cities to decide whether to maintain, lower, or scrap the
minimum mortgage rate for first-time home buyers, and reportedly calls for the banks to
accelerate property-related loans. Sales performance (especially second hand housing)
could likely stabilize, driven by mortgage rate cuts, the relaxation of city-level restrictions,
and other supportive measures, while investment in commercial residential building
might take more time to recover.

Full normalisation of China’s economy taking time to achieve

Looking ahead, the sustainable recovery of mainland China’s economy will still hinge on
the evolving Covid-19 situation, pandemic control measures, and property market
conditions, as well as the global economic outlook. However, the mainland authorities
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have further bolstered their policy support on both the monetary and fiscal fronts.
Moderate inflationary pressure should continue to provide room for policy actions to
stabilise China’s economic performance, which means that a further reduction of the
reserve requirement ratio (RRR) cannot be ruled out entirely. On the fiscal front, the State
Council will defer tax payments for manufacturing SMEs and has urged local governments
to fully issue their existing quota of more than RMB 500 billion in special bonds by the
end of October.

Bleaker global economic outlook exacerbates financial market volatility

In the face of rapid monetary tightening by global major central banks and escalating
geopolitical tensions, the market is increasingly concerned about a global economic
recession or even stagflation; leading to significant volatilities in mainland China and
global financial markets. Amid the widening divergence of monetary policies between
mainland China and the US, the exchange rate of RMB against the US dollar recorded
some weakening. The US Federal Reserve raised the fed fund rates by 75 basis points for
the third consecutive month, while policy rates in mainland China are expected to remain
unchanged or slightly lower against the backdrop of ongoing Covid-19 conditions and
property market correction. However, the PBOC cut the foreign exchange reserve
requirement ratio and raised the reserve requirement on short yuan forward position
since mid-September. They further emphasized on the two-way volatility of RMB and
warned against betting on one-way appreciation or depreciation of the currency, as to
better manage market expectations of a steady RMB exchange rate.

In the stock market, A-shares dropped by 7.0% in September. In the foreign exchange

markets, the CNY depreciated by 3.17% against the US dollar during the same period,
trading at CNY 7.116 per US dollar, while the CNH depreciated by 3.29%.
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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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