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Festive Sentiment Expedited Reopening and Recovery

e  Economic reopening and the relaxation of pandemic control measures paved the
way for a notable rebound of economic activity during the Chinese New Year (CNY)
period

e Domestic demand improved gradually, particularly in the services sector, and cost
pressure on manufacturers is abating

e  With the enhanced policy support, an around 5% GDP growth target for 2023 is
highly achievable

A step closer to a full recovery

The Spring Festival reinforced the recovery momentum unleashed by the reopening and
relaxation of Covid-19 rules. With the Covid-19 outbreaks quickly abating after the
relaxation of pandemic control rules, people travelled across cities during the Spring
Festival. Passenger traffic during the Spring Move, which lasted for 40 days throughout
the Spring Festival, recovered to around 53.5% of the pre-pandemic levels in 2019 at
1.595 billion trips, a 50.5% year-on-year (YoY) rebound compared to same period last year.
In addition to a solid recovery of intercity travels, the Spring Festival also drove tourism
consumption, indicating improving consumer sentiment. Tourism revenue soared 30.0%
YoY during the Spring Festival, recovering to around 73.1% of the pre-pandemic levels in
2019. The tourist expenditure per capita was RMB 1,220.3, 5.9% higher than the same
period last year and just 1.4% lower than the pre-pandemic levels, indicating a stronger
willingness to consume amidst a possible robust pace of recovery.

Domestic demand and producers’ cost pressures improved, solidifying the pace of
recovery. Headline CPI inflation accelerated from 1.8% YoY in December 2022 to 2.1% in
January 2023, largely driven by a low base of comparison and the seasonal impact of the
CNY holiday amidst an economic reopening. Core inflation, excluding energy and food
prices, also accelerated from 0.7% YoY in December 2022 to 1.0% YoY in January 2023,
the highest pace since July 2022. The prices of services also accelerated from 0.6% YoY in
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December 2022 to 1.0% YoY in January 2023, driven by the 11.2% YoY increase in tourism
prices during the Spring Festival. The rise in consumer price reflected the stronger
demand recovery amid the reopening and festive sentiment. On the producers’ front, the
producer price index (PPI) declined for the fourth straight month, registering a YoY drop
of 0.8% in January 2023. The producer prices for the manufacturing and processing of
ferrous metals sector led the decline with a 11.7% YoY drop. Easing production cost
pressures will likely encourage manufacturers to resume industrial activity and scale up
production amidst a demand recovery, which will stabilise growth and employment.

Strong credit and stable property market performance indicates that the
policy impact is feeding through to the real economy

Enhanced policy efforts continue to fuel positive market expectations. Following the
reduction of the reserve requirement ratio (RRR) in December 2022 and a brightened
economic outlook amidst an economic reopening, monetary condition remained
supportive to stimulate credit growth. The growth of outstanding RMB loans accelerated
from 11.1% YoY in December 2022 to 11.3% YoY in January 2023, driven by a strong rise
in corporate loans. M2 money supply growth also rebounded to 12.6% YoY in January
2023 from 11.8% in December 2022. Meanwhile, the property market performance
showed further signs of stabilization amid enhanced policy support to quality developers.
New home prices in 70 major cities returned to a 0.1% month-on-month growth in
January 2023, putting an end to the consecutive decline since August 2022. More
favourable housing policies are expected at the city level, including lower interest rates
on first home purchases and the relaxation of home purchase restrictions, etc.,
possiblyoffering further support for housing market stabilization.

Looking ahead, the pace of Mainland China’s economic recovery should accelerate
gradually, bolstered by economic normalization (particularly in the services sector),
improved domestic demand, and enhanced policy support. On 5% March 2023, Premier
Li Kegiang released the Government Work Report, with a growth target set at around 5%.
On the fiscal front, fiscal deficit target is set at 3.0% of GDP, and the quota for special local
government bond is RMB 3.8 trillion. On the monetary policy front, inflation target
remains unchanged at around 3%, and M2 and total social financing growth will be in line
with nominal GDP growth. Targeted policy support will drive the consumption recovery,
upgrade the industrial sectors, attract FDI, and mitigate financial risks in the housing
sector and local government debt, etc. Currently, the domestic growth momentum is now
recovering from a stronger-than-expected economic reopening, together with enhanced
policy support, an around 5% growth target for 2023 is highly achievable.

Financial market movement was driven by an uncertain US rate outlook
and the hope of Mainland’s recovery

Over the past month, the RMB exchange rate retreated somewhat and the stock market
remained range bound, driven by the uncertain US rate outlook, Mainland’s supportive
measures and the hope of recovery. Amid a higher-than-expected US inflation report,
market participants anticipated the US Federal Reserve to raise the fed fund rate higher
and longer, strengthening the US dollar and weakening other currencies. At the same
time, the Politburo meeting reiterated plans to drive economic recovery and high quality
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growth, fuelling hope for more supportive measures. In February 2023, the onshore and
offshore CNY fell by 2.6% and 2.84% against the US dollar, closing at CNY 6.9356 and
6.9546 per US dollar respectively, while A-shares edged up by 0.7% to 3,437.75.
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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).

© 2023 The Bank of East Asia, Limited
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